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1. The attached report has been prepared by the mission which 
visited Vienna early in June, 1959, to discuss the question of 
further lending to the Oesterreichische Investitionskredit, A.G. 

2. I agree with the conclusions of the report and recommend 
that the Bank inform the appropriate Austrian authorities that it 
is prepared to enter negotiations for a loan along the lines pro
posed therein. 

Attachment 

Michael L. Lejeune 
Assistant Director 



Introduction 

AUSTRIA - REPORT ON A PROFOSED SECOND LOALJ.Q 
OESTERREICHISCHE IFVESTITIOPSKREDIT, A.G. 

1. The Benk has been requested by the Austrian Government to consider a 
second loan to the Oesterreichische Investitionskredit A.G. (IVK). The first 
loan to IVK (Loan 192 AUA) was signed on April 28, 1958 and was for $10.7 
millio:1 . Sub83quently, two of the eleven beneficiary en:t.er pr:i_s-~s for which 
t :1e loan was to be used decided not to proceed with thei r inva.s·cment projects 
a ;_1.d the corre.::nondi ng amounts were cancelled, bringi ng t Le total of the loan 
down to ~~9.4 million. A further $86,346 was cancelled i n June since it was 
not required for the completion of one of the projects. At the end of May, 
1959 about $3.5 million had been disbursed. 

2. The first loan was essentially a "project" loan. At the time it was 
made, IVK had only a small capital of Sch. 10 milli on ($385,0CO). The loan 
was therefore arranged in such a way that IVK was t reated simply as an inter
mediary for re-lending the proceeds of the loan to the beneficiary enterprises. 
All the projects were selected and appraised by the Bank . The loan agreement 
contained a provision that JVK should not undertake any other operations without 
the Bank's agreement. 

3. However, since its establishment in 1957 the intention has always been 
to build up IVK into a soundly based financial institution to make long-term 
capital available to private industry. Originally, all the capital stock of 
IVK was owned by the Oesterreichische Kontrollbank A.G., which is an organi
zation owned by five of the principal Austri_an commercial banks. It performs 
various trustee and clearing functions for the commercial banks. All the busi
ness of IVK was carried out by the staff of the Kontrollbank except that IVK 
was provided with a separate 11Aufsichtsrat11 (Board of Directors) consisting 
of representatives of banks, insurance companies and industry. Dr. W. Teufen
stein of the Ministry of Finance, who is the Alternate Governor of the Bank, 
became the Chairman. 

4. The "Vorstand", or management, of IVK consists of the same two people, 
Dr. E. Karlik and Herr E. Schmidt, who form the Vorstand of the Kontrollbank. 
At the present stage this is a workable arrangement although it is clearly 
desirable that arrangements for a full-time management should be made as soon 
as possible. The Austrian authorities are fully aware of the importance of 
this point. 

Capital Structure of Investitionskredit 

5. In order to make sure that I VK would be in a position to attract capital, 
it was essential that it should have an adequate earnings potential. During 
the negotiations for the first loan there was considerable discussion about the 
capital structure of IVK. As a result of these discussions, IVK drew up a 
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financial forecast based on a share capital of Sch. 40 million ($1.53 million), 
a long-term low interest rate loan of ERP counterpart funds from the Govern
ment (Sch. 80 million or $3.07 million equivalent) and a second loan from the 
Bank of Sch. 200 million equivalent ($7.7 million). This general scheme was 
accepted by the Bank. 

6. The Sch. 80 million counterpart fund loan was granted towards the end 
of 1958. The loan is for 60 years, repayment to take place aft~r 20 years in 
40 annual in.c:it 'llments. The interest rate is 1%. The lt:m.i.'1 agre ::-ment contains 
a provision wnereb:y , in the event of liquidation, any a;(o,mt of t:he loan still 
outstanding s!iall be treated as equity. 

?. The share issue was made in December, 1958. The intention was to raise 
the capital to Sch. 40 million, but the response to the issue was such that it 
was raised to Sch. 42 million and the proportion of the issue which was to be 
held by the Kontrollbank was reduced from 40% to 33e3%. Of the total share 
capital, about 70% is now held by banks, 20% by indust~i al enterprises and 6% 
by insurance companies. The remaining 4% is held by co-operatives and private 
individuals. 

Use of the Counterpart Fund Loan by Jnvestitionskt~si-j.~ 

8. In September, 1958 the Board of Directors of JVK approved a statement 
of general policy which was then submitted to the Bank. On the basis of this 
statement the Bank agreed that IVK could make loans from the proceeds of the 
counte~part fund loan. The responsibility for the selection and appraisal of 
projects was taken by IVK, but the Bank requested that the project appraisals 
and loan documents be sent to the Bank for information. 

9. Three loans amounting to Sch. 35 million, for two printing concerns and 
one in the pulp and paper industry, were granted in March from the proceeds of 
the ERP loan . A number of projects have been rejected as unsuitable, and 15 
others, for w!:lich loans amounting to more than Sch. 137 million have been re
quested, are in verious stages of consideration. Of these, three proposals 
for a total cf about Sch. 17 million were approved during the first week of 
June. It seems likely that by the end of the year (perhaps by the end of 
October), the whole Sch. 80 million will have been committed. 

10. IVK does not intend, at any rate for the time being, to use its equity 
funds to finance projects, but to keep them in liquid form or in readily ne
gotiable securities (on which it can obtain currently a high yield). 

11. The work done by IVK in appraising projects shows care, and the pro-
posed financing arrangements have on the whole been workad out in a satisfac
tory manner. Although lack of staff has made it im~i0s<, t le for IVK to keep 
as closely in touch with the progress of the projects f:. vmced out of the 
proceeds of Loan 192 AUA as would have been desirable , ·i,lle supervision re
ports which have been prepared give a clear and compretensive account of de
velopments. Some permanent staff have been recruited. There are at the 
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moment three financial analysts (one of whom spent two months training at the 
Bank early this year) and one bookkeeper. It is expected that two more fin
ancial analysts will be hired quite soon. 

Conclusion 

12. In general, it is now possible to say that the IVK has reached a stage 
in its development at which the Bank would be justified in treating it as an 
industrial df'V '3 l opment bank, and considering a loan of t he type app:r:)priate to 
such an orgaulzati on. 

13. It may be reasonably estimated that IVK could len:l about Sch. 100 mil-
lion a year and on this assumption a loan of about ~\9 million (Sch. 234 million 
equivalent) would provide sufficient funds to last until about the end of 1961. 
The situation at the end of that year would then be as follows: 

Share capital 
Reserves 
ERP loan 

First Bank loan 
Second Bank loan 

1,,2 
16 , 
80 

230 
234 

138 

The ratio of borrowed funds to equity plus the ERP loan would then be about 
3.35:1. A financial forecast and a table showing the development of the debt/ 
equity ratio ar3 attached. 

14. The amount of reserves shown represent the estimated total accumulated 
earnings on t!ie assumption that no dividends would be paid before the end of 
1961. Reserves can be accumulated rapidly in the early years since Austrian 
tax regulations permit IVK to allocate to reserves before taxes an amount 
equal to 3% of its outstanding loans. After the JBRD loans have been fully 
re-lent the IVK 1s profits would be running at an estimated rate of about 6 to 
6 1/2% per annum (after paying taxes on income at the rate of approximately / 
70%). The spread on a second Bank loan has been assumed to be only 1% per 
annum, since it is not practicable for the IVK to charge more than 7%, and 
it has been assumed that a Bank loan would cost 6%. 

15. In the circumstances, there appears to be a good case for making a 
second loan to the IVK in an amount of t9 million, to be ~sed to finance in
dustrial projects. The following arrangements are sugge sted: 

1) The loan to be in the form of a line of credit with a final pay
ment date 15 years after the date of signatui·e. The rate of in
terest and schedule of repayments to be fixed as amounts are 
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credited to the loan account for individual projects. Coro.mitment 
charge to be payable from the dates on which amounts are credited 
to the loan account; 

2) Appraisals by IVK of projects to be financed from the Bank's loan 
to be submitted to the Bank for prior approval; 

3) As in other loans to Austria, the proceeds of the loan would not 
be restricted to the financing of imports; 

4) The loan to be disbursed in dollars. This pr~c.gdur'9 was followed 
in Loan 192 AUA and the considerations in its favor apply equally 
to the proposed loan; 

5) Indebtedness of n.rK not to exceed an amount equal to 3.5 times the 
sum of its unimpaired capital, reserves, and the outstanding amount 
of the Sch. 80 million counterpart-fund loan. The provision in 
Loan Agroement 192 AUA which restricts the operations of Investi
ticnskredit to the re-lending of the Bank's first loan would be 
superseded. 

July 9, 1959 



TABLE J 

Oesterreichischa Investitionskredit - Fin8ncial Forecast 
- ·--(8~-hill::.ng 000 Is·) 

1958 1959 1960 1961 1962 

1. Earnings after interest 1,899 8,362 11,455 13,043 13,265 

2. Operating costs 2,645 4,000 -1:.:.2.00 .J:1.009 4,000 

3. Operating profit (loss) (746) 4,362 7,455 9,043 9,265 

4. Depreciation of building 301 

5. Taxes - - - .2..i.1§2 5.575 -- -- -
6. Net profit (loss) (1,047) 4,362 7,455 6,658 3,690 

fil2E!Opriation Account 

7. Loss brought for,,Jard from 
previous year (314) (3,187) (1,945) (1,390) 

8. Profit (loss) for present 
year (1,047) 4,362 7,455 6,658 3,690 

9. "Reserve against Losses 11.J/ 1,826 3,120 6,900 3,300 

10. "Reconstruction Reserve 11.J/ .- 852 1,991 

11. Profit (loss) carried 
forward (3,187) (1,945) (1,390) 1,116 1,699 

12. Dividends 1,116 1,699 

1/ Austrian tax regulations permit substantial amounts to be allocated to 
reserve before taxes. The "reserve against losses" can be accumulated 
to an amount equal ~o 3% of total loans. This accounts for the alloca
tions made to reserve even in 1958 when the company operated at a loss. 



1. First IBRD loan 

2. Second IBRD loan 

Total Debt: 

J. ERP loan 

TABLE IJ 

Oesterreichische Investjtionskredit 
Devalo£_rgent of Debt/E9.1:!-i ty ~ti;

(Schillings Million) 

244 

80 

340 

80 

4. Capital and reserves 44 

_w 

20 

264 

80 

47 

__{21 

125 

53 

_.lll 

132 

5. Accumulated loss 

Total Equity 

6. Ratio Debt/Equity 

121 

2:1 2.1:1 2.6:1 

1961 

230 

80 

58 

_(=2 

138 

3.35:1 

Note : In calculating the ratio the full amount of the first IBRD loan 
has been included from the beginning, since it was all made ef
fective shortly after being signed. For the second loan, the 
rate at which it would be made effective has been estimated. 

1962 

217 

224 

451 

80 

60 

_(=2 

140 

3.2:1 




