Montevideo, Uruguay
May 24,2005

Mr. Rodrigo de Rato
Managing Director
International Monetary Fund
700 19th Street NW
Washingon, D.C. 20431

Dear Mr. de Rato:

The newly elected government is imp lementing a comprehensive development strategy
which seeks to improve the living conditions of Urugnay’s population in a lasting and equitable
way. Our strategy is based on three fundamental pillars: (1) acomprehensive economic program
which aims at raising investment, stimulatingemp loyment and achieving growth and
macroeconomic stability ; (ii) atemporary social emergency plan to alleviate the most pressing
social hardship originating from the recent economic crisis; and (iii) a set of essential and long
delay ed structural reforms that are key to reducing Uruguay’s vulnerability to shocks and
raising med ium-term growth potential

The attached policy memorandum and annexes describe in detail the economic policies
and objectives of the Government of Uruguay for theperiod June 2005—June 2008, in support
of which the Government requests a 36-month stand-by arrangement from the Fund, in an
amount equivalent to SDR 766 million (250 percent of quota). The Government believes that
the described policies and the continued support of the international financial or ganizations will
promote a sustainable expansion of the economy, while keepin g inflation low and reducingthe
oountry’s high debt burden. Successful imp lementation of our program should provide a lasting
exit from future Fund financial support. Should the balance of payments position turn out to be
stronger than anticipated, we would consider reducing our Fund exposure at an accelerated
pace, includingby either making repurchases on an exp ectations basis, foregoin g purchases, or
treatingthe arran gement as precautionary .

Performance criteria and indicative targets under the program are set out in Tables 1 and
2 of theM emorandum of Economic and Financial Policies and defined in the Technical
Memorandum of Understanding. The Government believes that thepolicies set forth in the

attached M EFP are adequate to achieve the objectives of its program, but we will take any
further measures that may become appropriate for this purpose. We will consult with the



Fund on the adoption of these measures, in accordance with the Fund’s practices on such
consultations.

Sincerely yours,

/s/ 5/
Walter Cancela Danilo Astori
President Minister of Economy and Finance
Central Bank of Uruguay Oriental Republic of Uruguay
Attachments:

Memorandum of Economic and Financial Policies
Technical M emorandum of Understanding



MEMORANDUM OF ECONOMIC AND FINANCIAL POLICIES
A. General Objectives

1. The Government of Uruguay is committed to maintaining macroeconomic stability and
imp lementing a comprehensive structural reform agenda to promote sustainable high growth
and sharply reduce poverty. Key to meeting these objectives is to raise investment from its
current low level of 13 percent of GDP to 20percent over the medium term. We expect that the
higher investment will boost potential growth of the economy to at least 3 percent, compared
with an historic growth rate of just 2 percent during 1960—2000. The anchors for our policy
framework willbe a disciplined fiscal stance that will sharply reduce the public debt-to-GDP
ratio, monetary policy aimed at low inflation, and wide-rangin g structural reforms aimed at
ensuringdurability in the public finances, strengthening the credibility of the central bank’s
(BCU’s) commitment to low inflation, improving the efficiency of the public enterprise sector
(which dominates several key areas of economic activity), and restoring the banking sy stem to
its fundamental role of financial intermediation while broadening financingoptions for
mnvestment.

2. Concurrent with our commitment to macroeconomic stability, the Government of
Uruguay is dedicated to addressing the problem of poverty i the country. Achieving high
sustainable growth will allow for a lasting reduction in poverty, but over the short-term the
government is committed to providingimp ortant poverty alleviation while growth-oriented
structural reforms take hold. Toward this end, we are imp lementing a two-year, tenp orary
social emergency program (SEP) that targets individuals living in extreme poverty and unable
to meet basic living necessities. The numbers of such persons increased sharply as a result of
the dislocations of the 2002 financial crisis. The safety net will provide about 200,000 p ersons
with coupons for food purchases and free preventive health care. In addition, about 35,000 of
the poorest households will benefit from a direct income transfer scheme of about US$55 a
month and another 16,000 adults will participate in atemporary employ ment program. The SEP
will also contain education and housing projects, as well as programs targeted for homeless
ndividuals. Throughout the two-yearperiod we will continue to work with the World Bank and
IDB to improvethe efficiency of the social safety netto ensure that the SEP delivers its
objectives and can then be phased out as planned. The SEP will cost US$200 million over two
years (about 0.6percent of GDP on an annual basis).

B. Macroeconomic Policies

3. Our fiscal program aims at convergingto our medium-term primary surp lus target of
4 percent of GDP by 2007, which will put thepublic debt on a firm downward path, and which

will be kept under review to ensure that it is fully consistent with debt sustainability. In the near
term, we are targeting primary surp luses in 2005 and 2006 of at least 3.5 and 3.7 percent of
GDP, respectively, and we will save any revenue exceeding program projections in order to

reach the medium-term target at an accelerated pace. Fundamental to meeting our fiscal
objectives, in August we will submit to Congress a five-y ear spending p lan that will go beyond



le gal requirements and include a full-fled ged macroeconomic framework with explicit revenue
and deficit targets consistent with our fiscal program. The rising primary surp lus target will
reflect the benefits from improvements in tax administration, a comprehensive tax reform
(described below), timely adjustments to public tariffs to cover op erating cost changes, and
tight control over general government discretionary exp enditure. Our fiscal program will also
make room for important public investment projectsto reduce risks to growth from structural
bottlenecks, especially in the areas of port expansion and electricity transmission and
generation.

4. The BCU will maintain the current monetary policy framework of achieving inflation
objectives (set 12 months ahead) through base money target ranges and a flexible exchan ge

rate, until conditions are in place for amove to a full-fled ged inflation-targetin g regime. Our
inflation target range for 2005 of 5'2—7" percent was lowered to 5-7 percent for the year
ending March 2006. We are targetinga gradual reduction in the midpoint of our inflation target

range to 3.5 percent by 2008. We will continue to allow flexibility in the exchange rate,
intervenin g primarily to maintain orderly market conditions and smooth out excessive exchan ge

rate volatility. The BCU money base targets are indicative targets under the program, and
consistent with the program’s floor on net international reserves and ceilingon net domestic
assets of the central bank. The BCU will aim to build up its level of gross reserves by

US$300 million over the three-y ear program period to raise its capacity to manage the risks
from adverse shocks and address financial and external vulnerabilities. The envisaged increase

in gross reserves will be consistent with an increase in net international reserves (program
definition) of US$1.1 billion through mid-2008, compared with a negative US$2.2 billion at
end-2004. M oreover, should market conditions prove more favorable than envisaged, we would
seek to bolster further our international reserve position.

C. Structural Reforms

5. Our policy reform agenda focuses on strengthening the public finances; reforming the
central bank to increase its autonomy ; improving the framework for financial sector oversight;
continuing to reform the public banks to reinvigorate financial intermediation and minimize
fiscal contingencies; and bolstering growth prospectsthrough public enterprise reform and
improvements in the investment climate.

Fiscal reform

6. We will stren gthen the public finances through (i) a comprehensive tax reform;
(i) modernization of tax administration; (iii) reform of the specialized pension funds; and
(iv) an overhaul of the budgetary framework.

7. Reformin g the current tax system is essential for ensuring a strong fiscal p osition over
the medium term and we have given this our highest priority. We will submit to Congress a
comprehensive tax reform plan by December 2005 that would widen the taxbase to increase
the efficiency and strengthen the durability of revenue collections and distribute more equitably
the tax burden by raising the weight of direct taxation. The reform, which we intend to



mmp lement starting in mid-2006, will introduce a personal income tax, streamline the complex
system of tax exemptions and subsidies, and rationalize other taxes (including the corp orate
mncome tax). Over time, once the yield from the tax reform can be properly assessed to ensure
consistency with the program fiscal targets, we intend to reduce the heavy burden of indirect
taxes and eliminate a number of small distortionary taxes. We anticipate that the reform will
begin yielding net revenue increases in the second half of 2006.

8. To further strengthen revenue collections, we also plan to overhaul the tax
administration, with a particular emp hasis on reducing evasion, improving the efficiency of the

tax collection agencies (the domestic tax service, DGI, the social security, BPS, and the
customs service, DNA), and preparing for the introduction of a comprehensive p ersonal income

tax. We will begin this process by issuing a decree to implement the DGI’s modernization law,
establishing a Large Taxpayers Unit (LTU) atthe DGI, and formulating a plan to coordinate tax
audits between the DGI and the BPS, all prior actions for the program. Looking ahead under the

program, we will assess the feasibility of establishingan autonomous agency with
responsibility for the collection of domestic taxes, social security contributions, andtrade taxes;

we expect this assessment to be completed by end-2006.

0. Sustaining an appropriate fiscal position over the medium term requires addressingthe
financial weaknesses of the specialized pension funds for the police, military, and bank

emp loyees. Such reforms are needed to align benefits and contributions to contain the need for
government transfers. A reform of the police pensionplan is the most advanced and will be
imp lemented before the end 0f2005. We will proceed with reforms of the other plans
mmediately thereafter. We are committed to ensuring a sound general public pension system,
and are discussing with the World Bank how to improve the system’s finances, both through

administrative improvements at the BPS and an assessment of the adequacy of the system’s
current parameters. We expect to have the results of this assessment by mid-2005, and the

resultingpolicy plans will be atopic for the first program review.

10. Modernization of the budgetary process in line with international best practice will help
to ensure apprapriate resource allocation and exp enditure control over the medium term. In the
near term, we will implement recommendations of the 2001 fiscal ROSC by comp lementing
our five-year exp enditure plan with a full medium-term macroeconomic framework and will
carry out an analy sis oftax expenditures for inclusion in the documentation of the 2005
spending plan as well. The government has begun to receive technical assistance from the Fund
to evaluate the overall nstitutional budgetary framework and we will incorporate this work in
its plans for further fiscal reform.

11. Improving public debt management is critical to minimize the country’s vulnerabilities.
Toward this end, we have requested technical assistance from the Fund’s International Capital
Markets Department and M onetary and Financial Systems Departments and are working to
establish a comprehensive debt management strategy while delegating the op erational decisions
to a debt management unit within the Ministry of Finance (which will be in place by end-2005).
The debt management strategy will set guidelines for the composition of the public sector debt



mn terms of interest, exchan ge rate, and roll over (maturity) risks and be carried out in
coordination with the BCU, which will remain the financial agent ofthe government.

Central bank reform and financial system oversight

12. Given our medium-term objective of movingto a full-fled ged inflation-targeting
regime, it is imperative that the autonomy and structure of the central bank be improved to
enhance its credibility and capability to conduct monetary policy. Toward this end, we will
submit this year to congress aproposal to modify the BCU’s charterto strengthen its legal
mdependence, ncluding by setting staggered terms for Board members, de-linkingthe
appointment cycle from the electoral cycle, and identifying the bank’s principal objective as the
control of inflation. We intend to begin imp lementin gthis reform no later than mid-2006. In
addition, credibility foran independent central bank will require strengthening the BCU’s
financial position, and we will seek technical assistance from the Fund’s Monetary and Finance
Department to determine the adequate level of BCU capital and recapitalization modalities; we
expect that this assistance can be provided within the next 12 months.

13. Strengthenin g the financial sy stem will require bringin g financial sector supervision up
to international standards. To ensure adequate oversight of the financial sy stem, supervisory
mstitutions separate from the BCU will be charged with regulating and supervisingbanks,
msurance companies, securities firms, and pension funds. A law establishing the regulatory
framework will be sent to Congress concurrent with the law on BCU autonomy, and we will
start implementing it by June 2006. Looking ahead, we have requested a Financial Sector
Assessment (FSAP) for this year. Such an assessment was begun in 2002, but it was interrupted
by the onset ofthe financial crisis, and we are committed to make the changes that are needed
to meet the benchmarks of international standard setting bodies for financial sector regulation,
payment systems, and corporate govemance.

Financial system restructuring

14. Based on our experience in the financial crisis of 2002 and the temporary swspension of
acooperative bank earlier this year, it is crucial that an adequate framework for dealing with
mnsolvent financial institutions be put in place. Toward this end, we will submit to congress

before the end of this year a law to overhaul the bank resolution framework that will allow for
resolution techniques that are less disruptive to the financial sy stem than outright liquidation

(the only option presertly available) and that can be implemented rapidly to minimize the
disruption of banking services to the public. This framework should begin to be implemented in
mid-2006. As part of the resolution strategy for the coop erative bank, the government

mtroduced (by decree) a limited deposit insurance program and made clear that the government
will not use fiscal resources to bail out financial institutions. Given the importance of a well

designed deposit insurance regme and the need for dep ositor confidence grounded in legal
certainty, we intend to further develop the scheme and incorporate it into the bank resolution
framework law. The key aspect of limited insurance per dep ositor will be maintained (at

US$5,000 for dollar deposits and 250,000 Uls (units whose peso value is indexed to the CPI)—
currently about US$14,500—for dep csits in pesos per depositor per bank). The deposit



msurance and bank liquidation functions of the central bank will be placed into a newly created
dep osit insurance agency that will reside outside the central bank.

15. The high degree of dollarization in Uruguay’s very gpen economy has left the country

vulnerable to exchan ge rate and other shocks. We recognize that de-dollarization cannot be
forced on economic agents and that it will take time to consolidate confidence in sustained

macroeconomic stability . Nevertheless, we are committed to supp orting de-dollarization and
fosteringan increase in financial intermediation in domestic currency through institutional and
structural measures. In particular, we will keep higher reserve requirements and deposit

msurance premiums on dollar dep osits than on peso deposits, and we will encourage banks to
develop inflation-indexed savings instruments in local currency, while the Treasury and the

BCU continue issuing inflation-indexed notes and bonds. Prudential re gulations will ensure that
banks take into account the implicit credit risk in lending to clients that do not generate dollar
income streams.

16. Strengthenin g the outlook for the state commercial bank, BROU, which makes up about
half of the banking system, is essential for reactivating financial intermediation. We have begun
the process of strengthening the bank’s governance by appointing a board on the basis of
professional experience rather than political considerations. The banks’ restructuring will
continue through strenghenin gcredit-granting procedures, streamlining operations to reduce
costs, improving internal financial reporting, and fortifying internal controls and risk
management. The bank will not return to pastpractices of politically-directed lending, and any
credit subsidies will be made explicit in the government’s budget.

17. The fiduciary trusts that own and manage the nonperformingloans formerly on the
books of BROU will continue to be managed independently of the bank. It will make every
effort to maximize the recoveries on the loans so as to minimize the risk to the government
(Which guaranteed the service of the trusts’ debt to BROU). The debt to BROU will be serviced
by the trusts orthe government in accordance with the agreed payment schedules.

18. The ongoing conversion of the housing bank (BHU) to a mortgage company, aprocess
mitiated with the World Bank;, is an essential reform for minimizingcontingent fiscal risks and
mproving the BHUs financial health. We intend to accelerate the pace of the BHU’s reform
program such that the bank will continue to refrain from taking deposits other thanpre-saving
in local currency for mortgages, while it shifts its revenue base toward the securitization of its
mortgage portfolio. In addition, the new president and board of the bank are committed to
reducingits operating costs, which remain very high. The debt to BROU will be serviced by the
BHU or the government in accordance with the agreed payment schedules.

19. The bank formed with the good assets of the failed banks during the 2002 crisis, Nuevo
Banco Comercial (NBC), still remains in the government’s hands. The bank, which amounts to
10 percent of the system, is highly liquid and well capitalized, but needs to resume normal
lendin goperations. The Govemment of Uruguay is committed to an active search for a buyer
for the bank before the end of the first program year, but in the interim, as a prior action for the



program, we will appoint a Board of Directors with gpropriate professional experience and an
mterim CEO with banking experience.

20. The liquidation funds for three of the private banks that failed duringthe 2002 crisis will

continue to collect theirr nonp erforming loans so as to reduce the cost incurred by the
government in addressing the crisis. The funds will continue to publish audited semi-annual

financial statements to ensure transparency oftheir operations. By May 2005, all of the
mnformation on the nonp erforming loans of the failed banks will be included in the credit
registry of the bank supervisor.

Growth-oriented reforms

21. To encourage private sector investment, which is the only means for sustaining high
gowth, we are working with the IDB and World Bank to improve the investment climate,
expand room for private sector activities in public utilities and infrastructure, and promotethe
development of domestic capital markets.

22. To improve the climate for private investment, we plan to streamline conditions for
establishing new businesses in Uruguay and ensure that creditor and debtor rights are well

protected. In particular, we will establish a one-stop office for investors for information on all
requirements regard in gdocumentation, app lications, and regilations. We will protect creditor
and debtor rights through strict adherence to established property rights and contracts and by

strengthening the framework for firm restructuring by amendin g the current bankruptcy
legislation to include a “Chapter 11-type regime” (restructuring); the current framework only

has provision for “Chapter 7-type” actions (liquidation).

23.  Public enterprise reform would involve improving governance and preparing them for
competition with the private sector. To this end, the government is committed to app ointing the
managements of public enterprises onthe basis of professional experience rather than political
oonsiderations, exp anding management accountability through enhanced transparency and
outside control, and seekin g associations in joint ventures with private or public capital
partners.

24. We will also seek to develop capital markets to allow firms to diversify their sources of
financing, which to date has been almost exclusively carried out through retained earnings or
bank borrowing

25. The Government of Uruguay is committed to the market determination of prices and
wages as part of its strategy to improve the investment climate. Labor negotiations will be
conducted under a framework of wage councils, with participation of representatives of

emp loyees, companies, and the state, that will provide a means for collective bar gaining at the
mndustry level. Such a framework will allow for an orderly wage d etermination and reduce the
scope for costly labor disruptions.

26. The government is also committed to implement a number of additional reforms to
raise medium-term growth potential and improve living conditions of the population at



lar ge. Intended policies include, among others, reforming the National Health Service,
improving public education, and providing better access to housing for the most

vulnerable segments of the population. We believe that these measures will go a long way to
protect and further expand Uruguay's traditionally strong human capital base. In addition, we
mtend make the promotion of scientific research and the introduction of new technolo gies a key
priority for the government and part of a broader strategy topositionthe country as a regional
and global provider of high quality products and services.

D. Program Monitoring and Financing Assurances

27. The government’s program has adequate financing assurances. Financing needs for
2005 have been identified and financing requirements for the remainder of the program will
average about US$2.2 billion ayear (about 12 percent of GDP). These will need to be met
through sustained fiscal discipline, increasingaccess to domestic and international financial
markets, and continued IFI support. We will imp lement reforms supported by the IDB and the
World Bank lending to ensure timely disbursements from these multilateral lenders.

28. The first program y ear will have quarterly reviews to assess overall performance and
observance of the performance criteria and structural benchmarks (Tables 1 and 2). Quarterly
quantitative PCs and targets have been proposed through end-2005, with indicative tar gets for
2006 and 2007. Quarterly targets for the first half of 2006 will be proposed at the second
review of the program and no later than the fourth quarter ofthis year. The Government of
Uruguay will also observe the standard p erformance criteria against imp osing exchan ge
restrictions, multip le currency practices, and imp ort restrictions for balance of p ay ments
reasons. The government is working with the Fund on a new safeguards assessment of the
BCU, which is envisaged to be completed by end-September 2005.

29. We will provide timely information to the IMF for monitoring p erformance under the
program. The BCU will provide data for assessing observance of the quantitative performance
criterion on net international reserves no later than one week after each test date, and data for
assessing all other quantitative performance criteria and indicative targets will be provided by
the BCU no later than two months after each test date. Data, reports, and other relevant
mnformation for assessing progress on structural reforms will be provided to staff in a timely
manner.
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TECHNICAL MEMORANDUM OF UNDERSTANDING

This memorandum presents the definitions of the variables included in the performance
criteria and indicative targets annexed to the Memorandum of Economic and Financial
Policies.

1. Cumulative floor on the overall balance of the combined public sector (indicafive
target). The combined public sector comprises the non-financial public sector (NFPS) and
the Central Bank (BCU). The NFPS comprises the central government,' the social security

system (Banco de Prevision Social, Caja Militar, and Caja Policial), the local governments
(Intendencias), the public enterprises (AFE, ANCAP, ANCO, ANP, ANTEL, INC, OSE, and

UTE (includingSalto Grande)). The below-the-line overall balance will be measured as the

negative of the sum of: (a) thenet financing of the NEPS’ minus (b) the op erating balance of
the BCU.

@) The net financing of the NFPS would include the sum of: (i) increase in net
claims of the domestic financial sy stem on the NFPS (excluding government bonds and
treasury bills); (ii) the increase in the net amount of NFPS bonds and treasury bills held
outside the NFPS (excluding any debt issued for therecapitalization of BCU and debt issued
to finance the capitalization of the deposit insurance scheme up to alimit of US$20 million);
plus (iii) the increase in net non-bank loans, external bank loans, and supplier credits to the
NFPS; plus (iv) the net increase in liabilities arising from the forward sale of NFPS assets;
minus (v) the net increase of NFPS financial assets held by the NFPS outside the domestic
financial system (including the loan component of the deposit insurance scheme); plus
(vi) gross revenues fromthe sale of public assets (net of associated fees and commissions);

plus (vii) all upfront payments related to future concessions (including the sale of mobile
phone licenses); plus (viii) recoveries of financial assistance provided to the banking sy stem.

(®) The operating balance of the BCU is defined as interest earnings on gross
mternational reserves, as defined below, and other earnings ncluding those on other foreign
and domestic assets minus op erating exp enses, commissions paid, and interest paid on
domestic and foreign debt administered by the BCU.

e The floor on the overall balance of the combined public sector will be adjusted
downward (upward) by the amount by which the actual social security

' This includes the funds managed directly in the ministries (Fondos de Libre
Disponibilidad).

? Excluding any cash outlays related to government giarantees (principle plus interest) on the
BHU and BROU’s fiduciary trusts nctes that are called; and the final outcome of the
arbitration with the former shareholders of Banco Comercial
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contributions transferred tothe private pension system exceeds (falls short of) the
projected amounts in the program, specified in Schedule A. The downward
adjustor will be capped at amaximum of Ur$§250 million. This adjustor will be
eliminated after December 31, 2005.

Schedule A
(In millions of Uruguay pesos, cumulative basis)

Jun-05  Sep-05 Dec-05

Projected social security contributions 1,798 2,712 3587

2. Cumulative floor on the primary balance of the combined public sector. The
combined public sector primary balance will be calculated as the overall balance measured

from below the line plus interest payments. Irterest payments are defined to exclude
commissions and fees.

e The floor on the overall balance of the combined public sector will be adjusted
downward (upward) by the amount by which the actual social security
contributions transferred tothe private pension system exceeds (falls short of) the
projected amounts in the program, specified in Schedule A. The downward
adjustor will be capped at amaximum of Ur§250 million. This adjustor will be
eliminated after December 31, 2005.

3. Cumulative ceiling on genera government expenditure applies tototal (current and
capital) noninterest expenditure of the central administration and the social security sy stem
(BPS). The noninterest exp enditure ofthe central administration includes Fondos de Libre
Disponibilidad but excludes transfers to the social security system, automatic transfers to the
private pension funds (AFAPs), and earmarked revenue as of December 31, 2004.

e Theceilingon general government exp enditure will be adjusted downward for
any expenses arising from pension adjustments which exceed the increase in the
le gal minimum adjustment. The ceiling on general govemment expenditure will
be adjusted upward (downward) by the amount by which the actual revenues from
the Fondos de Libre Disponibildad (FLD) exceeds (falls short of) the projected
amounts in the program, specified in Schedule B. This adjuster will be eliminated
after December 31, 2005.

Schedule B
(In millions of Uruguayan pesos, cumulative basis)

Jun-05  Sep-05 Dec-05

Projected revenues fiom the FLD 3,044 4,664 6,277
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4. Cumulative ceiling on the monetary base (indicative target). Money base is
defined as the sum of (i) currency issue; (ii) nonremunerated and remunerated peso sight

dep osits of BROU, BHU, private banks, and other institutions defined below at the BCU; and
(iii) call peso deposits of BROU, BHU, private banks, and other institutions at the BCU.
Other institutions include pension funds (AF APs), local governments, public enterprises,
trust funds of the liquidated banks (FRPB), investment funds, offshore insttutions (IFEs),
msurance companies, exchange houses, stock brokers, and the nonfinancial private sector.
The monetary base excludes central government and BPS peso deposits held at BROU
subject to a 100 percent reserve requirement. The indicative target is defined as the
cumulative change calculated using the monthly averages relative to the base month average.

5. Cumulative floor on the net international reserves (NIR) of the BCU. NIR is
defined as the difference between the gross international reserves and BCU reserve liabilities.
Gross international reserves include all foreign exchange assets that are claims on non-

residents and that are in the direct effective control of the BCU and are readily available for
such purposes of the BCU as intervention or direct financingof payment imbalances. Such

assets may be in any ofthe following forms, provided that they meet the test of effective
control and ready availability for use: currency, bank deposits in nonresident institutions and
government securities and other bonds and notes issued by nonresidents (with a rating not

below “A” in the classification of Fitch and IBCA and Standard and Poor’s or “A2” in the
classification of M oody’s). In addition, holdings of SDRs or of monetary gold would be

mncluded under gross international reserves (provided they meet the test of effective control
and ready availability of use) as wouldthe reserve position in the IMF.

(@) Excluded from gross international reserves are all foreign currency claims

arising from off-balance sheet transactions (such as derivatives instruments), capital
subscriptions to international financial institutions, any assets in nonconvertible currencies,

claims on any nonresident Uruguay-owned institutions, or any amounts (in all components of
assets, including gold) that have been pledged in a direct or contingent way.

®) BCU reserve liabilities include (i) all foreign currency-denominated liabilities
of the BCU with original maturity of one year or less to residents and nonresidents; (ii) all

certificates of deposit used to constitute reserve requirements against bank dep osits; (iii) the
total use of Fund credit by Uruguay; and (iv) any netposition on foreign exchan ge
derivatives vis-avis the peso with either residents or nonresidents undertaken directly by the

BCU or by other financial institutions on behalf of the BCU, as measured in items I1.2 and
II1.4 of the IMF’s Data Template on International Reserves and Foreign Currency Liquidity .

©) For the purpose of the NIR calculation, (i) the gold holdings of the BCU will
be valued at the accounting rate of US$42 pertroy ounce; (ii) liabilities to the IMF will be

valued at the rate of US$1.54784 per SDR; (iii) gains or losses from gold swaps and other
operations will be excluded; and (iv) non-U. S. dollar denominated foreign assets and

liabilities will be converted into U.S. dollars at the market exchange rates of the respective
currencies as of December 30, 2004.
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e The NIR floor will be adjusted ypward by the full amount of pre-financing
operations for 2006. Prefinancing is the portion of nonproject related foreign
currency nonfinancial public sector debt that is issued in 2005 but will be used in
2006 or later, and is clearly earmarked for such later use.

6. Cumulative ceiling on net domestic assets (ND A) of the BCU. NDA is defined as
the difference between end-of-period monetary base and net international reserves (NIR) of
the BCU as defined in paragraphs 4 and 5 below. The flow of NIR will be valued at the
accounting exchange rate of Ur$26.35 per USS1.

e The NDA ceiling will be adjusted downward by the Ur$ equivalent of any
upward adjustment in the NIR target of the BCU.

7. The overall nonfinancial public sector gross debt ceiling refers to the outstanding
stock of debt’ * measured on agross basis’ in domestic and foreign currency owed or
guaranteed by the NFPS, valued in U S. dollars at the accounting rates of Ur$26.35 per U.S.
dollar, U.S. dollar 1.3637 per Furo, U.S. dollar 0.0097 per Yen, U.S. dollar 1.54784 per
SDR, and Ur$1.4345 per UL If the Ur$ to Ul rate exceeds 1.5420 the UI debt will be valued
at Ur$ 1.4345 plus the difference between the actual rate and Ur$1.5420. The debt ceiling
will exclude (i) the government guaranteed BHU note (with outstanding obligations
estimated at US$624 million at end-December 2004) and the government guaranteed notes
issued by the fiduciary trusts associated withthe transfer of BROU’s nonp erforming loans
(with outstanding obligations estimated at US$429 million at end-December 2004); and

(i) net debt of the NFPS withthe BCU. It will include the total stock of Fund credit
outstanding to Uruguay.

e The NFPS debt ceiling will be adjusted (i) upward (downward) by revisions made
to the actual nonfinancial public sector gross debt stock at end-2004; (ii) upward
by amaximum of US$500 million for the amount of debt issued to recapitalize
the BCU; (iii) upward by amaximum of US$150 million (downward) for the
cumulative reduction (increase) in the net credit position of public enterprises

* The term “debt” has the meanin g set forth in point No. 9 of the Fund’s Guidelines on
Performance Criteria with Respect toForeign Debt (Decision No. 6230-(79/140, August 3,
1979), as amended).

* The swpliers’ contracts of ANTEL with equipment providers Ericsson and NEC, which
predate the Fund’s consideration of lease contracts for programmingpurposes, are exp ensed
under goods and services as rental outlays and, therefore, excluded from the definition of
nonfinancial public sector gross debt for program puip oses.

> Debt outstanding with the domestic financial sy stem (excluding BCU) will be measured net
of gross deposits.
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with the BCU; (iv) upward by a maximum of U S$150 million for the costs
associated with the final outcome of the arbitration award to the former
shareholders of Banco Comercial; (v) upward by a maximum of US$100 million
for debt issued to finance below-the-line op erations of public enterprises (such as
recapitalization of ANCAP’s subsidiary abroad); and (vi) upward to reflect pre-
financin g operations for 2006 up to a limit of US$500 million.

8. External payments arrears of the public sector are defined on the residency
princip le and relate to public sector debt with foreign creditors. This performance criterion is
monitored on a continuous basis.

0. Foating debt of the central government is defined as exp enditure which have
already been billed but no checks been issued. The ceiling will be adjusted upward
(downward) by revisions made to the actual stock of floatingdebt at end-2004. This
mndicative target will apply through December 31, 2005; and afterwards—once approved in
the 2006 budget— monitored by including the floating debt in the definition of the
combined public sector overall balance measured from below the line, and in the stock of the
NFPS debt.

10. Continuous performance criterion on the imely service of bank restructuring
debt to BROUin accordance with the current payment schedule. The bank restructuring
debt to BROU includes the notes to BROU guaranteed by the government and issued by the
BHU and the fiduciary trusts that own and manage the nonp erforming loans formerly on the
books of BROU. Timely service is defined as the payment of agreed principal and interest by
the BHU, the trusts, orthe government in accordance with the timetable and terms presented
in Schedule C.

Schedule C. Scheduled Service of Bank Restructuring Debt to BROU
(Inmilions of U.S. dollars)

BHU Note Fiduciary Trust 1/
Service Service
Principal _Interest3/ Total Balance 2/ 1 11 111 Balance 2/
2005 Q2 2.5 3.7 6.2 611.8 70.7 4.6 3.6 350.7
2005Q3 2.5 3.7 6.2 605.7
2005 Q4 2.5 3.6 6.2 599.5 82.2 53 8.9 2542
2006 Q1 3.8 3.6 7.4 592.1
2006 Q2 3.8 3.6 7.4 584.7 81.0 53 3.8 63.4
2006 Q3 3.8 3.6 7.4 5773
2006 Q4 3.8 35 7.3 569.9 8.1 0.3 5.8 0.0
2007 Q1 5.1 35 8.6 561.4
2007 Q2 5.1 35 8.5 552.8
2007 Q3 5.1 3.4 85 544.3
2007 Q4 5.1 3.4 8.5 535.8
2008 Q1 6.4 33 9.7 526.1
2008 Q2 6.4 33 9.7 516.5

1/Fiduciary trusts that own and manage the debt formerly on the books of BROU.
2/E stimated balanceof outstanding principal and interest obligations.
3/Estimate. The contractual floating interest rate depends on that for BROU deposits.





<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /None
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Error
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJDFFile false
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveEPSInfo true
  /PreserveHalftoneInfo false
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile ()
  /PDFXOutputCondition ()
  /PDFXRegistryName (http://www.color.org)
  /PDFXTrapped /Unknown

  /Description <<
    /ENU (Use these settings to create PDF documents with higher image resolution for high quality pre-press printing. The PDF documents can be opened with Acrobat and Reader 5.0 and later. These settings require font embedding.)
    /JPN <FEFF3053306e8a2d5b9a306f30019ad889e350cf5ea6753b50cf3092542b308030d730ea30d730ec30b9537052377528306e00200050004400460020658766f830924f5c62103059308b3068304d306b4f7f75283057307e305930023053306e8a2d5b9a30674f5c62103057305f00200050004400460020658766f8306f0020004100630072006f0062006100740020304a30883073002000520065006100640065007200200035002e003000204ee5964d30678868793a3067304d307e305930023053306e8a2d5b9a306b306f30d530a930f330c8306e57cb30818fbc307f304c5fc59808306730593002>
    /FRA <>
    /DEU <>
    /PTB <>
    /DAN <>
    /NLD <>
    /ESP <>
    /SUO <>
    /ITA <>
    /NOR <>
    /SVE <>
    /KOR <>
    /CHS <FEFF4f7f75288fd94e9b8bbe7f6e521b5efa76840020005000440046002065876863ff0c5c065305542b66f49ad8768456fe50cf52068fa87387ff0c4ee575284e8e9ad88d2891cf76845370524d6253537030028be5002000500044004600206587686353ef4ee54f7f752800200020004100630072006f00620061007400204e0e002000520065006100640065007200200035002e00300020548c66f49ad87248672c62535f0030028fd94e9b8bbe7f6e89816c425d4c51655b574f533002>
    /CHT <FEFF4f7f752890194e9b8a2d5b9a5efa7acb76840020005000440046002065874ef65305542b8f039ad876845f7150cf89e367905ea6ff0c9069752865bc9ad854c18cea76845370524d521753703002005000440046002065874ef653ef4ee54f7f75280020004100630072006f0062006100740020548c002000520065006100640065007200200035002e0030002053ca66f465b07248672c4f86958b555f300290194e9b8a2d5b9a89816c425d4c51655b57578b3002>
  >>
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice


