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AGREEMENT 1 BETWEEN THE UNITED STATES OF AMERICA 
AND SRI LANKA RELATING TO RESCHEDULING OF CER 
TAIN DEBTS

Colombo, Sri Lanka, June 28, 1974
Dr. N. M. Perera
Minister of Finance
Government of Sri Lanka
Colombo
Dear Mr. Minister:

You will recall that, in our meeting of January 31,1 raised the desirability of 
reaching agreement as rapidly as possible on the long-outstanding maintenance of 
value and other issues concerning seven United States loans designated as Loans 
ICAX-1, ICAX-2, and ICAX-3 (the "ICA loans") and DLF Loans numbered 4, 
8, 9, and 156 (the "DLF loans"). You suggested that the best procedure to 
achieve that end would be for me to undertake negotiations with Mr. Chandana 
A. Coorey, Secretary, Ministry of Finance, with the understanding that I would 
be free to call upon you when I thought necessary. Those meetings with 
Mr. Coorey have proceeded on a regular basis.

On June 6 you and I discussed the current negotiating situation and further 
progress was made, and we agreed to seek to reach agreement this month so that 
a settlement could go into effect on July 1, 1974.

I am very pleased to report that, after more meetings with Mr. Coorey, we 
have arrived at an understanding on the outstanding issues.

In the interest of reaching a settlement quickly, the United States, while 
firmly adhering to the principle that the maintenance of value clause is applicable 
to all ICA loans, nevertheless proposes a compromise formula, as follows:
(A) Applicable Rates of Exchange on the ICA Loans.

(1) Pursuant to the terms of the respective ICA loan agreements, it is mutually 
agreed that all sums becoming due and payable on or after July 1, 1974 on Loans ICAX-1 
and ICAX-2 shall be paid at the official rate of exchange prevailing on the date of pay 
ment and all such sums due and payable on Loan ICAX-3 shall be paid at the Foreign 
Exchange Entitlement Certificate ("FEEC") rate of exchange prevailing on the date of 
payment; it being understood that the respective dates of payment for each of the above 
loans are as set forth in the amortization schedule now existing with respect to each loan.

(2) All sums due on the ICA loans prior to July 1, 1974 and unpaid on such date 
shall be paid at the official rate of exchange prevailing on the scheduled dates for payment 
of arrearages as described in paragraph (B) of this letter.
(B) Arrearages and Payment Schedule.

(1) Arrearages refers to all sums of principal and interest due and unpaid as of 
July 1, 1974 (the suspended payments) on the ICA and DLF loans. For the period from 
the due date of the respective suspended payments to December 31, 1972, interest was 
charged at the applicable loan rates on principal only and was added to the suspended 
payments total as of December 31, 1972 to form the base upon which interest from Jan 
uary 1, 1973 to July 1, 1974 was computed. In computing such arrearages it is understood 
that interest on the unpaid and deferred balances under each loan from January 1, 1973 to 
July 1, 1974 has been charged at the applicable contract rate of interest set forth in the 
respective underlying loan agreements and, when due in accordance with the respective

1 Came into force on 1 July 1974, in accordance with its provisions. 
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existing amortization schedules, such interest has been capitalized (added to the principal 
balances due). On July 1, 1974 and thereafter until the loans are paid in full it is further 
understood that interest on the outstanding balances of the respective loans, including any 
due and unpaid interest thereon and due and unpaid arrearages, shall accrue and be pay 
able at the applicable contract rate of interest set forth in the underlying ICA and DLF loan 
agreements.

(2) The arrearages on the ICA and DLF loans shall be paid, together with interest 
on the declining balance thereof, in approximately equal semi-annual installments over a 
period not to exceed four years commencing on or after July 1, 1974. The specific pay 
ments due for each respective loan shall be made on dates identical to the payment dates 
appearing in the existing amortization schedule for each loan, except that final arrearage 
payments on Loans ICAX-3 and DLF-156 shall be made on July 1, 1978. Arrearages on 
Loan DLF-4 shall be paid in seven approximately equal semi-annual installments, the last 
to coincide with its maturity date, December 1, 1977.
(C) Supplemental rupees due on the DLF loans (the difference between the payments 
made at the official rate during the period from May 8, 1968 to September 30, 1970 and 
the FEEC rate in effect on the original due dates for the respective billings) shall be paid 
in accordance with the schedule for arrearages set forth in Paragraph (B) (2) above, 
except that supplemental rupees due on Loan DLF-8 shall be paid in a lump sum on July 1, 
1974 inasmuch as Loan DLF-8 is otherwise fully paid. It is understood that no interest 
will be charged on these supplemental rupee amounts which were due between May 8, 1968 
and September 30, 1970 through June 30, 1974. On July 1, 1974 and thereafter until the 
supplemental rupee amounts are paid in full, interest shall be charged at the applicable 
contract rate of interest set forth in the underlying DLF loan agreements.

If you are in agreement with this proposal, I should appreciate your so 
confirming by your signature on the enclosed copy of this letter in the space 
provided below which will constitute an agreement in effect as of July 1, 1974. 
The United States Government shall promptly upon receipt of your counter- 
signature prepare an implementation letter setting forth revised amortization 
schedules in acco'rdance herewith. Each of our Governments upon request will 
execute such further documents as may be necessary and proper to implement 
this agreement. To the extent not expressly modified hereby, it is understood 
that the terms and conditions of the ICA and DLF loans shall remain in full force 
and effect.

I am gratified that we have been able to work out a reasonable and equitable 
arrangement and so resolve what you and I noted on June 6 was the only 
outstanding bilateral problem between our two Governments and an issue of 
contention for more than five years. The resolution of this vexing issue is a fur 
ther reflection of the good relations existing between our two countries. 

Very truly yours,
[Signed]
CHRISTOPHER VAN HOLLEN 

Ambassador of the United States of America 
Accepted and agreed by:

[Signed]
Dr. N. M. PERERA
Minister of Finance

Government of Sri Lanka
Colombo, June 28, 1974
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