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No. 2069. LOAN AGREEMENT’ (SOG AND LAXA PRO-
JECTS) BETWEEN THE REPUBLIC OF ICELAND AND
THE INTERNATIONAL BANK FOR RECONSTRUCTION
AND DEVELOPMENT. SIGNED AT WASHINGTON,
ON 20 JUNE 1951

AGREEMENT, datedJune20, 1951, betweenthe REPUBLIC OF ICELAND

(hereinaftercalledtheBorrower)andINTERNATIONAL BANK FOR RECONSTRUCTION
AND DEVELOPMENT (hereinaftercalledthe Bank).

Article I

SPECIAL DEFINITIONS

Section 1.01. Exceptwherethe context otherwiserequires,the following
terms havethe following meaningswhereverused in this Agreementor any
Schedulehereto:

(1) The term “ Sog” meansSogsvirkjunin (The Hydroelectric Develop-
ment of the Sog), an entity organizedand existing under the laws of
the Borrower for the purposeof constructingand operatinga power
developmenton the SogRiver.

(2) The term “ Laxa” meansLaxárvirkjunin (The Hydroelectric Deve-
lopmentof the Laxá), an entity organizedandexisting underthe laws
of the Borrower for the purposeof constructingandoperatinga power
developmenton the Laxá River.

(3) The term “ Sog Project “ meansthe project describedin Part 12 of
Schedule2 to this Agreement,assuchScheduleshall be amendedfrom
time to time by agreementbetweenthe Bank andthe Borrower.

(4) The term “ LaxaProject “ meansthe project describedin Part JJ2 of
Schedule2 to this Agreement,assuchScheduleshallbe amendedfrom
time to time by agreementbetweenthe Bank andthe Borrower.

(5) Theterm “ poundssterling” and thesign “~ “ meanpoundssterling
in currency of the United Kingdom of Great Britain and Northern
Ireland.

1 Came into force on 21 July 1951 upon notification by the Bank to the Governmentof
Iceland.

‘See p. 316 of this volume.
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Article II

THE LOAN

Section2.01. The Bank agreesto lend to the Borrower, on the terms and
conditionshereinafterin this Agreementset forth or referredto, the sum of
eight hundredseventy-fivethousandpoundssterling (J875,000)or the equiva-
lent thereofin currenciesother thanpoundssterling.

Section2.02. The parties to this Agreementaccept all the provisions of
Loan RegulationsNo. 31 of the Bank datedDecember6, 1950 (hereinaftercal-
led the Loan Regulations),a copy of which hasbeenfurnishedto the Borrower,
with the sameforce andeffect as if they were fully set forth herein;provided,
however,that the term “Project “ as definedin the Loan Regulationsshallbe
deemedto referto theProjects,i.e., theSogProjectandthe LaxaProject,oreither
of them, as the contextmay require.

Section2.03. The Bank shall openaLoan Account on its books in the
nameof the Borrowerand shallcredit to suchAccountthe amountof the Loan.
The amountof the Loan may bewithdrawnfrom the Loan Account asprovided
in, andsubjectto the rights of cancellationandsuspensionsetforth in the Loan
Regulations.

Section2.04. The Borrower shallpay to the Bank a commitmentcharge
at the rate of three-fourthsof one per cent (3/4 of 1%) per annum on the
principal amount of the Loan not sowithdrawn from time to time.

Section2.05. The Borrowershall pay interestat the rateof four andthree-
eighthsper cent (4 3/8%) per annumon the principal amount of the Loan so
withdrawnandoutstandingfrom time to time.

Section2.06. Interest and commitment charge shall be payable semi-
annuallyon June 1 andDecember1 in eachyear.

Section2.07. The Borrower shall repay the principal of the Loan in
accordancewith the amortizationscheduleset forth in Schedule12 to thisAgree-
ment.

Article III

USE OF PROCEEDSOF THE LOAN

Section3.01. The Borrower shall causethe proceedsof the Loan to be
appliedexclusively to the costof goodswhich will be requiredfor the carrying
out of theProjectsasdescribedin Schedule2 to this Agreement. The specific

‘Seep. 316 of this volume.
‘See p. 314 of this volume.
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goodsto bepurchasedoutof theLoan shallbe determinedby agreementbetween
the Bank and the Borrower, and the list of such goodsmay be modified from
time to time by agreementbetweenthem.

Section3.02. The Borrower shall causeall goodspurchasedin whole or
in partwith theproceedsof the Loanto be usedin the territoriesof the Borrower
exclusivelyin the carrying out of the Projects.

Article IV

BONDS

Section 4.01. The Borrower shallexecuteanddeliver Bondsrepresenting
theprincipal amount of the Loan asprovidedin the Loan Regulations.

Section 4.02. The Minister of Financeof the Borrower and such person
or personsashe shall appoint in writing are designatedas authorizedrepresen-
tativesof the Borrower for the purposesof Section6.12of the Loan Regulations.

Article V

PARTICULAR COVENANTS

Section5.01. (a) The Borrower shall causethe carrying out of the Pro-
jects to proceedwith due diligenceandefficiencyand in conformity with sound
engineeringand financial practices.

(b) The Borrower shall causeto be furnishedto the Bank, promptly UPOfl

their preparation,the plans andspecificationsfor theProjectsandany material
modifications subsequentlymade therein.

(c) The Borrower shall causeto be maintainedrecordsshowing the use
madeof the goodsandthe progressof the Projects(including the cost thereof)
and the financial condition and operationsof Sog and Laxa; shall enable the
Bank’s representativesto examine the Projects, the goods and any relevant
records and documents;and shall furnish to the Bank all such information
as the Bank shall reasonablyrequestconcerningthe goods, the Projects, and
the financial condition and operationsof Sog and Laxa.

Section 5.02. The Borrower shall make arrangementssatisfactoryto the
Bank with Sog in respectof the SogProject, and with Laxa in respectof the
Laxa Project for the carrying out of the Borrower’s obligations underSection
5.01 of this Agreement.

Section 5.03. (a) The Borrower and the Bank shall cooperatefully to
assurethat the purposesof the Loan shall be accomplished. To that end,
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eachof themshallfurnish to theotherall suchinformation as it shall reasonably
requestwith regardto the generalstatusof the Loan. On the part of the Bor-
rower, such information will include information with respectto financial and
economicconditions in the territories of the Borrower and the international
balanceof paymentsposition of the Borrower.

The Borrower and the Bank shall from time to time exchangeviews with
regard to mattersrelating to the purposesof the Loan and the maintenance
of the servicethereof; andthe Borrower will promptly inform the Bank of any
condition which shall arise that shall prevent, obstruct or interferewith the
accomplishmentof the purposesof the Loan or the maintenanceof the service
thereof, or threatento do so.

(b) If the Borrower, or any of its political subdivisions, or any agency
of any of them shall proposeto incur any substantialexternal debt, the Bor-
rower shall notify the Bank promptly of the particular proposal and, before
the proposedaction is taken, shall afford to the Bank all opportunity which
is reasonablypracticable in the circumstancesto exchangeviews with the
Borrower with respectthereto; provided, however, that the foregoing provi-
sionsshall not apply to the following:

(i) the incurring of additional external debt through utilization, in ac-
cordance with the terms of any credit establishedprior to the date
of this Agreement,of any unusedamountsavailableundersuchcredit;
or

(ii) the entering into internationalpaymentsor similar agreementsthe
term of which is not morethan one year andunder which the trans-
actions on eachside are expectedto balanceover the period of the
agreement;or

(iii) the incurring in the ordinary course of its businessby Landsbanki
Islands (National Bank of Iceland), or by any successorinstitution
performingthe functions of a central bank, of indebtednessmaturing
not more than eighteenmonthsafter the date of incurring of such
indebtedness.

(c) The Borrower will afford to the Bank all reasonableopportunity for
accreditedrepresentativesof the Bank to visit freely any part of the territories
of the Borrower for purposesconsistentwith the spirit and purposesof the
Loan.

Section5.04. It is the mutual intention of the Borrower and the Bank
that no other external debt shall enjoy any priority over the Loan by way of
a lien on governmentalassets. To that end, the Borrower undertakesthat,
exceptas the Bank shall otherwiseagree, if any lien shall be createdon any
assetsof the Borrower or any of its political subdivisionsor any agencyof the
Borrower or any such political subdivision as securityfor any external debt,
suchlien shallequally andratablysecurethe paymentof the principal of, and
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interestandotherchargeson, the Loan and the Bonds, and that in thecreation
of any such lien expressprovisionshall be madeto that effect; provided,Show-
ever, that this Section shall not apply to any of the following:

(i) to any lien createdon any property at the time of purchasethereof
solely as security for the payment of the purchaseprice of such pro-
perty; or

(ii) to any pledge of commercialgoodsor of the proceedsof sale thereof
to secure debt maturing not more than one year after its date and
to be paid out of the proceedsof sale of such commercial goods;or

(iii) to any lien createdby LandsbankiIslands(National Bank of Iceland),
or by any successorinstitution performing the functions of a central
bank,on any of its assetsin the ordinarycourseof its bankingbusiness-
to secureany indebtednessmaturing not more than one year after
its date.

Section 5.05. The Borrower covenantsthat the principal of, and interest
and otherchargeson, the Loan andthe Bonds, will be paid without deduction
for and free from any taxesimposedby the Borrower or any taxing authority
thereof or thereinand will be paid free from all restrictions of the Borrower~
its political subdivisions or any agencyof any of them. The foregoing pro--
visions of this Section shall not apply to taxation of paymentsunder the pro-
visions of any Bond to a holderthereofother than the Bank when such Bond
is beneficially owned by an individual or corporateresidentof the Borrower.

Section 5.06. The Borrower covenantsthat the Loan Agreement and
the Bondswill befree of any issue,stampor other tax imposedby the Borrower
or any taxing authority thereofor therein.

Section 5.07. The Borrower shall satisfy the Bank that adequatearran-
gementshavebeen made to insure the goods financedwith the proceedsof
the Loan against risks incident to their purchaseand importation into the
territories of the Borrower.

Section 5.08. It is the mutualunderstandingof the partiesheretothat Sog,
Laxa and the Municipality of ReykjavIk are primarily responsiblefor the car-
rying out of the Projectsand for the provision of the funds requiredtherefor.
If at any time, however,it appearsprobablethat Sog, Laxaor the Municipality
of Reykjavik will nothavethe necessaryfunds eitherin currencyof the Borrower
or in othercurrenciesto meetthe costof theProjectspayablein suchcurrencies,
the Borrower shall promptly make satisfactory arrangementsto ensure that,
the necessaryfunds are provided.
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Article VI
REMEDIES OF THE BANK

Section 6.01. If any event specified in paragraphs(a) or (b) of Section
5.02of the Loan Regulationsshalloccur andshall havecontinuedfor a period
of thirty days or if an event specified in paragraph(c) of Section 5.02 of the
Loan Regulationsshall occur and shall have continuedfor a period of sixty
days after notice thereofshall havebeen given by the Bank to the Borrower,
then at any subsequenttime during the continuancethereof, the Bank, at its
option, may declarethe principal of the Loan and of all the Bonds then out-
standingto be due and payable immediately, and upon any such declaration
such principal shall becomedue and payable immediately, anything in this
Agreementor in the Bonds to the contrary notwithstanding.

Section 6.02. The following is specified pursuantto Section 5.02(h) of
the Loan Regulationsas an additional event giving the Bank the power to
suspendthe right of the Borrowerto makewithdrawalsfrom the Loan Account:
If, in the opinion of the Bank, sufficient funds are not available to meet the
cost of the Projects as provided in Section 5.08 of this Agreement.

Article VII
EFFECTIVE DATE; TERMINATION

Section 7.01. The following is specified as an additional condition to
the effectivenessof this Agreement within the meaning of Section 9.01 (b)
of the Loan Regulations: the Borrower shall have made the arrangements
provided for in Section 5.02 of this Agreement.

Section 7.02. The following is specified as an additional matter, within
the meaningof Section9.02 (c) of the Loan Regulations,to be included in the
opinion to be furnished to the Bank: that the arrangementsreferred to in
Section 5.02 of this Agreementare valid and binding on the Borrower, Sog
~nd Laxa, respectively.

Section 7.03. The datespecified for the purposesof Section 9.04 of the
Loan Regulationsis August 1, 1951.

Article VIII
MISCELLANEOUS

Section8.01. The Closing Date shall be June 30, 1953.

Section8.02. The following addressesare specified for the purposesof
Section 8.01 of the Loan Regulations:

For the Borrower: Republic of Iceland,Ministry of Finance, Reykjavik,
Iceland, or Republic of Iceland, Legation of Iceland,909 16th Street,N. W.,
Washington6, D. C., U.S.A.
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For the Bank: International Bank for Reconstructionand Development,
1818 H Street,N. W., Washington25, D. C., U.S.A.

Section 8.03. The Minister of Financeof the Borrower in office at the
time in question is designatedfor the purposesof Section 8.03 of the Loan
Regulations.

IN WITNESS WHEREOF, the partieshereto, acting through their representa-
tives thereuntoduly authorized,havecausedthis Agreement to be signed in
their respectivenamesanddeliveredin the District of Columbia,United States
of America,as of the day and year first above written.

Republic of Iceland
By Thor THORS

Authorized Representative

International Bank for Reconstructionand Development:
By EugeneR. BLACK

President

SCHEDULE 1

AMORTIZATION SCHEDULE

Principal
Amount

Outstandin
Date

PaymentDue
Paymentof

Principal
After Eac
Payment

December1, 1955
June1, 1956 .

December1, 1956

. —

. /17,000

. 17,000

£875,000
858,000
841,000

June 1, 1957 . .

December1, 1957
June I, 1958 . .

December1, 1958

. 18,000

. 18,000

. 18,000
, 19,000

823,000
805,000
787,000
768,000

June I, 1959 . .

December1, 1959
. 19,000
. 20,000

749,000
729,000

June I, 1960 . . . 20,000 709,000
December1, 1960
June 1, 1961 . .

December1, 1961

. 21,000

. 21,000

. 21,000

688,000
667,000
646,000

June1, 1962 . . . 22,000 624,000
December1, 1962 . 22,000 602,000
June 1, 1963 . . . 23,000 579,000
December1, 1963
June 1, 1964 . .

. 23,000

. 24,000
556,000
532,000

Date
PaymentDue

December1, 1964
June 1, 1965 .

December1, 1965
June 1, 1966 .

December1, 1966
June 1, 1967
December1, 1967
June 1, 1968 .

December1, 1968
June 1, 1969 .

December1, 1969
June1, 1970 .

DecemberI, 1970
June 1, 197! .

December1, 1971
June1, 1972 .

December1, 1972
June 1, 1973 .

Paymentof
Principal

£25,000
25,000
26,000
26,000
27,000
27,000
28,000
28,000
29,000
30,000
30,000
31,000
32,000
32,000
33,000
34,000
34,000
35,000

Principal
Amount

Outstanding
After Each

Payment

£507,000
482,000
456,000
430,000
403,000
376,000
348,000
320,000
291,000
261,000
231,000
200,000
168,000
136,000
103,000
69,000
35,000
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PREMIuMs ON PREPAYMENT AND REDEMPTION

The following percentagesare specified as thepremiums payableon repaymentin
advanceof maturity of any part of theprincipal amountof theLoan pursuantto Sec-
tion 2.05(b)of theLoanRegulationsor onthe redemptionof anyBondpriorto itsmaturity
pursuantto Section 6.16 of the Loan Regulations:

Time of Prepaymentor Redemption Premium
Not more than5 yearsbeforematurity 1/2%

More than5 yearsbut not more than 10 yearsbefore maturity . . 1%
More than 10 yearsbut not morethan 15 yearsbeforematurity . .

More than 15 yearsbeforematurity 2’/2%

SCHEDULE 2

DESCRIPTION OF THE PROJECTS

PART I. The SogProject
The Sog project consistsof theconstructionof a dam acrossthe Sog River, about

31 miles eastof Reykjavik,andspecialheadwatercontrolsin theexisting damacrossthe
Sog locatedaboutone-halfmile upstreamfrom thenew dam site to assurethe flow re-
quired for the new power station; the constructionof an undergroundpower house
(designedto housethreeunits of 15,500kw. each)and the installation thereinof two
turbo generatingunits of 15,500kw. each;theerectionof a tie line betweentheexisting
and thenew powerhouse;theconstructionof anewsubstationon theoutskirts of Reyk-
javik, and the erection of a single circuit overheadtransmissionline to carry energy
from thenew power houseto the new substation;and the installation of new under-
groundcables,transformersand otherequipmentin the Municipality of Reykjavik for
theexpansionof thedistribution systemof the Reykjavfkmunicipal power works.

PART II. TheLaxa Project
The Laxa project consistsof the constructionof a dam acrossthe Laxá River at

Brüar Falls; theconstructionof a newpower houseabout1,250feetbelow thedamand
installation therein of an 8,000 kw. turbo generatingunit; the constructionof a wood
stavepipe about1,140 feet long, which will conductwaterfrom the intakegateof the
damto asteelsurgetower; theinstallation of asteelpenstockabout110feet long leading
from thesurgetowerto thenewpowerhouse;theerectionof asinglecircuit transmission
line from this powerhouseto an extensionof an existing substationin Akureyri, and
the installation in the substationof additional equipment.

INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT

LOAN REGULATIONS No. 3, DATED 6 DECEMBER 1950

REGULATIONS APPLICABLE TO LOANS MADE BY THE BANK TO MEMBER GOVERNMENTS

[Not publishedherein. Seep.170of thisvolume.]
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LETTER-AGREEMENT’ BETWEEN THE REPUBLIC OF
ICELAND AND THE INTERNATIONAL BANK FOR
RECONSTRUCTION AND DEVELOPMENT CONCERN-
ING SPECIAL COMMITMENTS. SIGNED AT WASH-
INGTON, ON 18 OCTOBER 1951

INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT

1818 H Street,N. W.
Washington25, D. C.

October 18, 1951
Republic of Iceland
Ministry of Finance
Reykjavik, Iceland

Gentlemen

Referenceis made to Loan Agreement Number 46 IC betweenthe Re-
public of Icelandand this Bank, datedJune20, 1951,2andto Loan Regulation
No. 33 of the Bank which the Agreement incorporatesby reference. Section
4.02of suchRegulationsprovidesthat the Bankmay, at the Borrower’s request,
enter into special commitmentsand that the chargetherefor shall be agreed
upon betweenthe Bank and the Borrower. The Bank believesthat a charge
of 1/2 of 1% per annum (in addition to the chargeof 3/4 of 1 % provided in
Section 2.04 of the Loan Agreement)is appropriatefor such transactions.

You havealready requested,and the Bank has approved,a specialcom-
mitment as set forth in your Application G 3-1-I, datedOctober4.

Wethereforerequestthat you agree(1) that the chargespecified in Section
4.02 of Loan RegulationNo. 3 be made at the rate of 1/2 of 1% per annum
on all specialcommitmentsenteredinto by the Bankat your requestincluding
the above-mentionedone; (2) that suchchargeshall accruefrom the dateon
which the Bank enters into such commitment to the date or dateson which
such obligation is liquidated either by disbursementor cancellation;and (3)
that such chargeshall be payablein Poundssterling semi-annuallyon June 1

‘Came into force on 18 October 1951 by signature.

2 See p. 302 of this volume.
‘See p. 316 of this volume.
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and December1 of eachyear togetherwith otherchargesdueunderthe Loan,
in lieu of being debitedto the Loan Account as a withdrawal therefrom as
provided in Section 4.02 of the Regulations.

You will note that we have provided that this chargeshall be payable
in the samemanneras all other chargesaccruingunderthe Loan Agreement.
We believethat you will agreethat it is preferablefor all concernedthat this
chargefor specialcommitments,which will besmall in relationto othercharges,
be payable in this way.

Pleaseindicateyour agreementwith the foregoingby signingandreturning
the enclosedcopy of this letter.

Sincerelyyours,
Henry W. RILEY

AssistantTreasurer
Enclosure
cc: Republicof Iceland
Legation of Iceland
909—16thStreet,N. W.
Washington6, D. C.

Confirmed:

Republic of Iceland:
By Eysteinn JóNSSON
Authorized Representative
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