Attachment 20: Prepayment Premium in Japanese ODA loan scheme

Supplementary Explanation regarding the introduction of

Prepayment Premium in Japanese ODA loan scheme

1. Purpose of Prepayment Premium

The purpose of introduction of Prepayment Premium is to ensure financial stability of JICA as a financial institution as well as to sustain Japanese ODA loan scheme and its concessionality.  

JICA would have gained interests from remaining balance of the loans without prepayments. In other words, prepayments may affect the financial stability of JICA, which leads to the negative impact on sustainability of Japanese ODA loan scheme itself and as a result, in the medium- and long-term, JICA may need to increase interest rate of Japanese ODA loans. In addition, due to prepayments from borrowers, JICA may need to prepay some of its borrowing funds from Government of Japan. In that case, Prepayment Premium is charged on JICA from Government of Japan. Please refer to Appendix I for financial sources of Japanese ODA loans as per attached hereto.  

By introducing Prepayment Premium in Japanese ODA loan scheme, JICA could neutralize the impact of non-accrued interests which may be brought about by prepayments, which in turn enables JICA to maintain its financial soundness and to keep providing concessional loans to the borrowers. 

2. Timing of introduction of Prepayment Premium in Japanese ODA loan scheme

Prepayment Premium will be introduced in Japanese ODA loan scheme from Loan Agreements to be signed on and after April 1st, 2011.  

3. Calculation method of Prepayment Premium 

Prepayment Premium is charged if discounted amount of sum of original principle and interest is larger than actual prepayment amount. Please refer to Appendix II for its concept and Appendix III for results of provisional calculation as examples. 

4. Procedural change due to the introduction of Prepayment Premium

Currently, as stipulated in Section 3.02(3) of General Terms and Conditions for Japanese ODA loans, March 2009, a written notice of Prepayment needs to be made thirty (30) days before actual prepayment is made. This necessary procedure period of thirty (30) days will be changed to forty (40) days due to additional procedures such as calculation of Prepayment Premium and communication between borrowers and JICA. 

5. Other donors’ policy on prepayment premium 

Multilateral development banks such as World Bank(IBRD), Asian Development Bank(ADB), Inter-American Development Bank(IBD) as well as other bilateral development banks such as KfW(Germany), AFD(France) have already introduced Prepayment Premium in their loan scheme (even though it may not be called as “Prepayment Premium”, they have a similar system in their loan scheme). Since their main products are mainly floating-rate loans, actual calculation method of prepayment premium may be different from that of JICA. Nevertheless, the concept and purpose of Prepayment Premium is the same across all development banks including JICA. 
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