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Draft of Cover Note for the Main Principles
May 4, 27~
Announcement by the ASEAN+3 Finance Ministers on the Amendment of -

Main Principles of Bilateral Swap Arrangements (BSAs) under the Chiana 1. -
Initiative (CMI)

ASEAN countries, People’'s Republic of China, Japan, and the Republic =
Korea have worked together to develop East Asian financial cooperation ar.d
to make the CMI into an effective and disciplined framework. The CMI
framework has been improved to cope with short-term liquidity difficuities in
the region and to supplement the existing international financial
arrangements.

In this regard, we, the Finance Ministers of ASEAN, People's Republic of
China, Japan, and the Republic of Korea (ASEAN+3 Finance Ministers), on
the occasion of the 2006 ASEAN+3 Finance Ministers’ Meeting in Hyderabad,
are pleased to announce and endorse the amendment of the Main Principles

of BSAs under the CMI framework

Under the revised Main Principles, we intend that the decision-making
procedure of BSAs between the relevant Swap Providing Countries and Swap
Requesting Countries will be efficiently and effectively coordinated and that
the relevant BSAs under the CMI framework will be activated simultaneously.

We are confident that the amended Main Principles will strengthen financial
cooperation in the ASEAN+3.

<Authorized Signature- <Authorized Signature>
<Authorized Signature> <Authorized Signature>
<Authorized Signature> <Authorized Signatures
<Authorized Signature> <Authorized Signature>
<Authorized Signature> <Authorized Signature>
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Main Principles of
Bilateral Swap Arrangements
Under the Chiang Mai Initiative (“CMI”) '

l. Purpose of Arrangement

)

1. Under the Chiang Mai Initiative, a network of the bilatera! s -
arrangements (the "Swap ‘Arrangement") would be established aric
participating countries®. The activation of the Swap Arrangements wouiz o
on simultaneous basis in line with the provisions in the Swap Arrangements
The purpose of the Swap Arrangement is to provide short-term financial
assistance in the form of swaps to any country participating in Chiang Mai
Initiative which is in a need of balance of payment support or short-term
liquidity support (a "Swap-Requesting Country"). '

-
2
2

2. The Swap Arrangement shall supplement existing internaticnal financing
facilities, including those provided by the International Monetary Fund (the
"IMF") and the ASEAN Swap Arrangement dated November 17. 2000 as
amended from time to time (the "ASEAN Swap Arrangement").

3. Each country participating in the Chiang Mai Initiative shail at its
discretion, enter into a bilateral agreement (each ar "Agreement"} with each
other country participating in the Chiang Mai Initiative to provide for the
terms and conditions of the swap transactions to take place under the Swap
Arrangement.

Il. Drawing and Maximum Amount of Drawing

4. The maximum amount of the aggregate monetary obligation outstanding
at any time under each Agreement (the "Maximum Amount of Drawing")
shall be provided for in such Agreement. When the amount available to the’
Swap-Requesting Country is drawn by means of purchase and is repaid by
means of repurchase, it may be redrawn.

L As long as bilateral swap arrangements between ASEAN countries are concerned, this document will
not be used as compulsory one.

2 Brunei Darussalam, Cambodia, China, Indonesia, Japan, the Republic of Korea, Lao, POR, Malavsia,
Myanmar, Philippines, Singapore, Thailand, and Vietnam.



. Maturity

5. Drawing may be renewed in whole or in part up to seven times cr :
terms and subject to the conditions to be provided for in the Agreem: -
provided, however, that each drawing or renewal of drawing by the Su:
Requesting Country under the Agreement shall mature ninety (30° z:
after the day when such drawing or renewal of drawing takes place s~
day of drawing or renewal of drawing being the "Value Date").

IV. Drawing Period and Termination

6. No drawing or renewal of drawing under the Agreement may be made with
a Value Date that will occur after the expiration of a drawing period (the
"Drawing Period") which commences on the effective date of the Agreement
and ends after a period as specified in each individual Agreement. The
Drawing Period may be extended by agreement between the parties tc the
Agreement.

7. The Agreement may be terminated upon one (1) month's prior notice by
either party to the Agreement to the other of its intention to terminate the
Agreement, provided, however, that if any obligation under the Agreement
remains outstanding at the time of termination, alt terms and conditions of
the Agreement shall continue to apply to such obligation until it has been
fulfilled.

V. Interest Rate

8. When a repurchase in any swap transaction is to be made, the Swap-
Requesting Country shall repay to the counter-party to the swap transaction
under the Swap Arrangement (the "Swap-Providing Country") the original -
amount, together with an additional amount equivalent to interest on such
amount calculated at an interest rate determined in accordance with the
Agreement. Such interest rate shall be LIBOR pius a premium of 150 basis
points for the first drawing and the first renewal of drawing. Thereafter, the
premium shall be increased by an additional 50 basis points for every two
renewal of drawing; provided that such premium shail not be higher than
300 basis points.



VI. Mechanism for Collective Swap Activation among Swap-Provicirg
Countries?

9._Starting of the Coordination Meeting

(1) A Swap-Requesting Country in need of balance of payment suppo- .-
short-term liquidity support shall send the coordinating couni =
(“C/Cs") appointed pursuant to the procedure set forth below an in~-
letter addressed to the Swap-Providing Countries. The ingquiry o
shall set forth indicative amounts requested for drawing on a prc rat
basis based on the Maximum Amount of Drawing under :hs
Agreements.

" (2) On receiving the inquiry letter, the C/Cs shall inform all Swap-Providing
Countries of the inquiry and convere a coordinating meeting (“C/M")
(physically or through telecommunication) within two business days.*
C/Cs shall decide the agenda and the schedule of the C/M under
consuitation with the Swap-Providing Countries.

(3) The C/Cs shall undertake the role of administration and coordination
among Swap-Providing Countries at the C/M. For a more orderly
process of the C/M, C/Cs shall be pre-appointed for each Swap-
Requesting Country through the following process:

.a) C/Cs shall be the two co-chairs of the ASEAN+3 Finance and
Central Bank Deputies Meeting (the ‘AFDM+3"): One from the
ASEAN and the other from the plus three, from the list of actuai
‘Swap-Providing Countries for each Swap-Requesting Country.

b) If a pre-appointed C/C becomes a Swap-Requesting Country or
has opted out, then the next actual Swap-Providing Country of the
AFDM+3 chair rotation order shall assume the role of a C/C.

c) The rotation order as set forth in the immediately preceding sub-
paragraph (b) proceeds continuously in the following sequence:
“current’, “next”, “previous”, “next 2 years”, “previous 2 years”, “next
3 years”, “previous 3 years”.

d) In such cases where members fail to appoint two C/Cs according to
the above sequence, there could be only one C/C.

4]

10. Surveillance and Opting-Out
(1) Prior to deciding whether to provide support or not, C/Cs shall hold a
surveillance session immediately after adopting the agenda and the




schedule for the purpose of separately confirming whether or not the

conditions precedent for perfecting the Agreement as set fortrh -

Paragraph 12(1) hereof have been satisfied for each Swap-Provid:

Country, and jointly confirming whether or not the conditions precezz

for first drawing, any other drawing and any renewal of drawing unz=-

the Agreement as set forth in Paragraph 12(2) hereof have bz=
satisfied for all Swap-Providing Countries, including, but not limitet -

the judgment by all the Swap-Providing Countries as to whether 7

Swap-Requesting Country does not need to rely on the IMF Progra—

(as defined hereinafter) as set forth in paragraph 12(2)c)i) hereoi.

a) Should there be a request from a Swap-Providing Country. the C. Cs
will receive an updated analysis of the economic and financial
situation from the Swap-Requesting Country and forward it tc all
Swap-Providing Countries. The updated analysis to be submitted by
the Swap-Requesting Country in relation thereto may inciude,
without limitation, the following:

i) Current economic situation and economic policies;

i} Causes and background of the crisis;

i) Swap-Requesting Country’s economic and financing plan to
cope with the situation;

iv) Short-term economic prospects;

v) International reserves and foreign currency liquidity; and

vi) Short/long-term external debt.

b} After the submission of the updated analysis by the Swap-
Requesting Country to the C/Cs, the Swap-Requesting Country will
be given the chance to make a presentation in respect of such
updated analysis and related matters.

(2) Observers, selected by virtue of the agreement by and among Swap-

Providing Countries and Swap-Requesting Countries, are to consist of; -

a) related bodies of other ASEAN+3 countries (which should not be
non-Swap-Providing Country and non-Swap-Reguesting Country);

b} the IMF, the Asian Development Bank (the "ADB") and octher
International Financial Institutions complemented by the CMI;

c) related experts from the CMI surveillance body and the ASEAN
Secretariat; and

d) other major sovereign creditors (if deemed appropriate).

(3) IMF and ADB, if necessary, may assess the submitted data and
presentation of the Swap-Requesting Country and remark on the
following issues in relation to the Swap-Requesting Country:



a) Recent economic and financial developments; and
b) Necessity and prospects for the IMF program and other
assistances.

(4) Observers, invited by the C/Cs when deemed necessary, could make
comments to complement the IMF and ADB assessments and for the
sake of swift and correct assessment of the surveillance. In this regard,
letter of invitation extended to observers would highlight that observers
shouid uphold the confidentiality principle related to the surveillancs
proceedings and that, unless otherwise permitted, observers should
not divulge any information relating to and arising from the surveillance
on the Swap Requesting Country to any parties other than the
Arrangement Parties.

(5) C/Cs shall forward the result of the surveillance to the Swap-Providing
Countries and the Swap-Requesting Country, and verify the possibility
of Swap-Providing Countries’ opting out. The Swap-Providing
Countries could exercise their right to “opt-out” (before reaching an
agreement) only under specific conditions such as:®
a) Difficulties in maintaining balance of payment;

b) Tight reserve positions, or

c) Insufficient safeguard measures (e.g., absence of an eccnomic
program in the Swap-Requesting Country that could satisfy the
needs of Swap-Providing Country’s responsibility to its domestic tax
payers). -

11. Decision-Making for Disbursement

(1) C/Cs will draft a proposal on the total swap amount, its allocation on a
pro rata basis according to the commitment of the remaining Swap-
Providing Countries, and other details of the decision-making process
for disbursement of swap amount, which will be presented for voting by
Swap-Providing Countries. The terms of the Swap-Regquesting
Country’s inquiry letter, the result of the surveillance as set forth in
paragraph 10 hereof, and whether the Swap-Providing Countries has
elected for opting-out will be taken into consideration by Swap-
Providing Countries in such process.

(2) C/Cs will make every effort to induce a consensus among the

5 In an excepticnal case when any of the Swap-Providing Countries is unable to fuffill the disbursement
as agreed, the total swap amount and its allocation to other Swap-Providing Countries will be re-
calculated, by consulting with the SPCs, on a pro rata basis according te the commitment of the
remaining Swap-Providing Countries. Notwithstanding this, each swap amount shall not exceed the
Maximum Amount of Drawing under the Agreement, ‘



participating Swap-Providing Countries on the draft proposal as soon

as possible. In cases where a consensus cannot be reached ar- 1g

Swap-Providing Countries within two weeks from the date of T 3’

receipt of the inquiry letter from the Swap-Requesting Country. dez.s - n

shall be made through voting.

a) In principle, decision-making to approve the draft proposai rec. -
a majority of the relevant participating Swap-Providing Coun: 5
within four weeks, for which participants shall be granted with vo: - 3
weights on a pro rata basis with their actual commitment 1z -ne
Swap-Requesting Country.

b) However, in such cases where one Swap-Providing Country hcids
majority out of the three or more Swap-Providing Countries. couble
majority requirement (majority in the number of actuai Swap-
Providing Countries to the particular Swap-Requesting Country, in
addition to the majority in voting weights) will be applied.

(3) After the voting process is finalized, the C/Cs shall notify the Swap-
Providing Countries and the Swap-Requesting Country of the voting
results as promptly as possible.

(4) When the Swap-Providing Countries reach an agreement purstant to
the voting results set forth in the immediately preceding paragraph (3)
following the above procedure, the Swap-Requesting Country will issue
official request for drawing to each of Swap-Providing Countries in
accordance with such agreement. The disbursement will be made m '
accordance with the official requests simuitaneously.®

(5) In the event that the Swap-Providing Countries fail to reach an
agreement in the voting process, any Swap-Providing Countries may
initiate each bilateral consultation with the Swap-Requesting Country
as to the amount and the timing of a drawing under the Swap
Arrangement.

2

Vil. Conditions

6 To materialize the simultaneous disbursement at least within the same day, the fellowing procedures
will be employed:

a) The Swap-Praviding Countries and the Swap-Requesting Countries will contact each other 1o
confirm the amount of Local Currency to be swapped;

b) The Swap-Requesting Countries will credit the agreed Local Currency amount to the account of
Swap-Providing Counries;

c) The Swap-Providing Countries, upon receipt of the Local Currency amount, will notify the C/C of
such receipt;

d) The C/C, upon receipt of the notifications from all the Swap-Providing Countries as ¢} above, will
decide and inform all the Swap-Providing Countries of the date and amount of disbursemeni in
exchange for the receipt of the Local Currency amount as set forth in ¢) above; and

&) The Swap-Froviding Countries will make a disbursement on the specified date as d; abave.



12. Each Agreement will provide for certain conditions, which the Swva:-
Requesting Country must satisfy, as determined by the Swap-Proviz -
Country in its judgment, as a condition to the drawing or renewz’ -
drawing, including, but not limited to, the following:

(1) Conditions precedent for perfecting the Agreement®Z:

a) Appropriate measures shall have been taken for the security ¢ -
interest of the Swap-Providing Country under the Agreement, wn =
may consist of the provision of security interests in certain asseis or
the provision of a guarantee by the government of the Swaop-
Requesting Country;

b) The government of the Swap-Requesting Country shall have (i)
agreed that it shall comply with all of its covenants under the
Agreement and (ii) submitted to the Swap-Providing Country a
certificate confirming such agreement; and

c) The Swap-Requesting Country shall have provided to the Swap-
Providing Country legal opinions with respect to the legality, validity,
binding power and enforceability of the Agreement.

(2) Conditions precedent for first drawing, any other drawing and any
renewal of drawing under the Agreement:

a) Appropriate steps shall have been taken by the Swap-Requesting
Country to hold and maintain access to private market financing;

b} The Swap-Requesting Country shall have undertaken
implementation of sound economic measures to counter unusual
downward pressure on the foreign reserves:

c) One of the following conditions is fulfilled:

i) An economic program for financial assistance agreed between the
IMF and the Swap-Requesting Country (the "IMF Program”) is
already in existence; or

i) The Swap-Providing Country judges that there is a reasonable .
level of assurance that an IMF Program for the Swap-Reqguesting
Country will be established in the very near future, provided that
the drawing shall be subject to the right of the Swap-Providing
Country to require early repurchase in the event of the non-
establishment of such IMF Program.

d) The drawing is consistent with the IMF Program existing or to take
place in the very near future;

1 b} and ¢} are negotiable depending on demestic legal structure of both parties tc the Agresment.



e) Notwithstanding the condition ¢} and d) of this paragraph, the Swar-
Providing Country may disburse up to 20 percent of the Maximu
Amount of Drawing under the Agreement when the Swap-Provic =
Country judges that the Swap-Requesting Country does not nesz *:
rely on the IMF program. In this case, notwithstanding paragrarc-
drawing can be renewed only once.

f) The IMF Program, if any, shall be proceeding in accordance wit o
plans therefor,

g) The Swap-Requesting Country shall have participatec in
meetings of the ASEAN+3 economic review and policy diaicgues
(ASEAN+3 ERPD); and

h) The Swap-Requesting Country shall not have failed to comply with
any of its covenants, warranties, obligations, agreements or
undertakings under the Agreement and no event shall have
occurred and be continuing which, had the drawihg or renewal of
drawing already been made, would result in failure to comply with
any of its covenants, warranties, obligations, agreemenis or
undertakings under the Agreement.

Vi, Covenants?

13. Each Agreement shall contain covenants of the Swap-Requesting
Country, including, but not limited to, the foiiowing:

a) Provision of reports on foreign exchange reserves (including information
on increasing or decreasing categories) and other economic and
financial information as may be requested by the Swap-Providing
Country with appropriate frequency to be determined by mutual
agreement between the parties to the Agreement, including and where
availabie:

(i) IMF SDDS data _
(i) Qualitative/analytical information (for activation and renewal) such
as:
- Current economic situation and economic policies
- Causes and background of the crisis
- SRC’s economic and financing plan to cope with the situation
{(including the IMF program and other multitateral/bilateral/private

8 The contents of the covenants are negotiable depending on domeslic legal structure of both Zapies to
the Agreement.



financing (new financing and/or rescheduling of the existing debt))
- Short-term economic outlook
(iii} Quantitative information on a weekly/daily basis or latest

- Short-term capital flow

- International reserves and foreign currency liquidity

- Short/Long-term external debt

(iv) Others

- Real estate prices for at least the past one year,

- Maintenance of Usable Foreign Reserves (as such term shall be
defined in the Agreement) at three times of average montnl
imports of the Swap Requesting Country for the latest six montn
period provided in the latest available edition of the International
Financial Statistics (IFS);

- Negative pledge;

- Undertaking to ensure that the obligations of the Swap-
Requesting Country under the Agreement shall rank pari passu in
right of repayment with all other present and future direct,
unsecured, and unsubordinated external debt obligations of the
Swap-Requesting Country;

- Compliance by the Swap-Requesting Country with the IMF
Program, if any, agreed between the Swap-Requesting Country
and the IMF;

- Participation in the ASEAN+3 Economic Review and Policy
Dialogue; and

- Non-imposition of any control on capital outflows which could
deter or prevent the performance by the Swap-Reguesting
Country of any monetary obligation under the Agreement.

-

IX. Events of Default

14. Each Agreement shall provide for certain events of defauit, upon the
occurrence of which all outstanding monetary obligations thereunder of the
Swap-Requesting Country shall become immediately due and repayable.

15. The events of default shall include the cross default clause so that any
default in the performance of monetary obligations under the Agreements
would constitute an event of default under the Agreement.

16. When any of the Swap-Providing Countries determines any of the events
of default has occurred under the Agreement, the Swap-Providing



Countries under the Agreements and the Swap-Requesting Country in
default shall consuit with each other as to the method to ensure thai =2
Swap-Requesting Country in default can repay the amount of
outstanding swap under the Agreement.

o8

X. Governing Law and Jurisdiction?

17. The governing law of each Agreement shall be either the law c¢f -2
Swap-Providing Country or a third country’s law (that is commonty used for
international financial transactions), that is mutually agreeable to both
Contracting Parties. The Swap-Requesting Country must agres fo the

- waiver of sovereign immunity to the extent possible under the iaw of the
Swap-Requesting Country.

18. The Agreement shall provide for submission by the Swap-Requesting
Country to the jurisdiction of the country of the governing law.

9 The contents of the second sentence ot paragraph 17 and paragraph 18 are negotiable depending on
domestic legatl struciure of both parties to the Agreement.



