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Introduction

This Annual Report contains the General Balance, the Financial Statements, the
Organization Chart of Banco Central de Chile, and an examination of the financial

and economic performance of the country

Concerning the Balance Sheet and Financial Statements, their presentation is framed
within an economic and accounting scheme. This allows not only to know the account-

ing and financial position of the Institution, but also to evaluate its significance in
economic affairs, thus providing an adequate outlook of the role performed by Banco

Central de Chile in the period under discussion.
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Chilean Economy Evolution during 1985
A INTRODUCTION

The problems recently faced by the Chilean economy are basically due to the marked
and persistent deterioration suffered by the purchasing power of its exports observed
during the last ten years. In fact, the terms of trade of Chile —according to ECLA
calculations— have experienced the following evolution, taking as a basis a value index
equal to 100 for the 1965-1974 period.

1965-1974 : 100
1975-1984 51
1985 : 41

The answer of the economic policy in view of this situation has been a wide program
of structural adjustment which, in spite of the sacrifices it involves, assures the uptum
of the Chilean economy. A similar process was experienced since 19735, when the terms
of trade suffered a first and meaningful unfavourable change. Thus, in the 1975-1930
period, exports were promoted by means of a realistic exchange policy and a loosening
of the foreign trade, the fiscal deficit was eliminated by restraining the public spending,
and regulating and privatizing the govermment-owned companies: the private sector
was furthered through market freeing, tax burden reduction and flexibility of labour
legislation; at the same time, inflation was opposed by a considerate and stable mo-
netary policy. The private sector reacted fast and efficiently in front of the incentives
of the economic program: the economic activity raised swiftly —G.D.P. grew at an
annual average rate of 7.5«, between 1976 and 1980— promoted by non copper exports,
which grew in the period at an annual rate of 18, Inflation gradually decreased from
340w in 1975 to 31s in 1980, and the balance of paymenis showed a steady surplhus,
allowing between 1975 and 1980 a reduction of 23s in the net external debt, in real

ferms,

Towards 1980-1981, the adjustment effort lost intensity in the presence of an abun-
dant supply of external credits very favourable in terms of interest rates. Beltween
1980 and 1982, the macroeconomic policy allowed an important flow of external
credits 1o the private sector, which financed an important increase in the residential
and productive investment, as well as in the per capita consumption, with the subse-
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quent growth in real wages. As a counterpart of if, internal savings decreased and
exports showed less dynamism.

The external setting suffered a new unfavourable change since 1981. On the one hand,
the terms of trade, from their already low 1980 level began a new and speedy fall
which has continued during 1985, On the other hand, the external debt cost increased
abruptly in 1981 and since then has gradually decreased, while private credit supply to
Latin Amenca ceased almost completely. Chilean economy, facing an additional fall in
its exporis prices and not able to obtain the required external funding, had then to
initiate 3 severe process of adjustment, which has inevitably imposed heavy sacrifices
fo the population. During 1985, the Government has carrned on a program of structural
reform that gathers experiences accumulated since 1973 and that, step by step, is
giving solution to the severe problems produced by the 1982-1983 cnsis, while esta-
blishing the foundation of a growth under austerity.

B. CHILEAN ECONOMY DURING 1985

The economic program under application may be synthesized in four great tasks: to
conqguer the export markets, to dnve national effort towards savings and investment
to reduce unemployment, and to strengthen a competitive and efficient system of
private enferprise, total and sectonal policies applied during the vear being inserted,
within one or more of the already mentioned tasks.

The performance of the economy during 1985, is examined below with an emphasis
on aspects related to the progress of the economic program above stated.

B.1. Productive activity

During 1985, gross domestic product growth rate suffered a deceleration with respect
to the previous year. In fact, according to the last available estimates, G.DLP. grew by
24w, which rate 15 compared with an originally programmed range of 2% to 4% and
with an estimated rate of 6.3 for 1984. The lower growth is mainly explained by the
additional fall of the terms of trade that took place in 1985, what made the country
lose an income of about USS 300 million; this represents 1. %% of G.DLP. approximately
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However, the fact that in 1985 Chilean economy was able to avoid a recession and
obtained a moderate growth is remarkable, considering the severe adjustment carried
out in its external accounts —a decrease of USS 720 million in the current account
deficit of the balance of payments, as will be shown further on— and in the presence
of the already mentioned fall of terms of trade.

On closing the second year since the beginning of the upturn, G.D.P. has grown at an
annual rate of 4.3% during the 1984-1985 period. The structural adjustment under
way has meant that sectors producing goods (agriculture, fishing, mining, and cons-
truction and industry) have grown at an annual rate of 5.8%, within the period, while
sectors producing services have increased at an average annual rate of only 3. 3% Such
behaviour fully agrees with a growth strategy based on exports and on the effective
substitution of imports, supported by the maintenance of a proper real rate of ex-
change.

As a consequence of the 1984-1985 growth, domestic economy has raised a good deal
from the fall experienced in the 1982-1983 period. In fact, the sectors of agriculture,
fishing. mining and public utilities already show production levels significatively higher
than those of 1981, peak year of the previous expansive cycle.

The manufacturing activity —influenced by the subsectors producing consumer dur-
ables, transport and construction material— still shows an inferior level to that of
1981, but sectors manufacturing ordinary consumer goods and intermediate products
for the industry have already overcome the marks recorded prior to the crisis. In tum,
construction, trade, and miscellaneous services still show the effects of the recession.

B.2. Labour situation

The increase in the unemployment rate is a consequence of the past economic reces-
sion. In fact, in the 1982 most critical moments unemployment was about 20 of
the labour force, while the emergency programs of employment —Minimum Employ-
ment Program (PEM) and Employment Program for Heads of Households (POJH)-
reached less than 9% of what is observed in the labour force. Therefore, it should be
mentioned that as a result of the upturn observed in the economic activity, an iImpor-
tant increase in emplovment has taken place, which is reflected in an unemployment
rate that according to the results of the survey carried out by the MNational Bureau of
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Statistics (INE) was of 11.9« in December, 1985 —while government programs repre-
sented T« of the labour force.

The improvement experienced by the employment situation comes mainly from the
employment growth suffered by the productive sectors —an annual average of about
10%~ during 24 months ended in December, 1985, Such growth rate, which largely
exceeds the G.D.P. increase, has been translated into the creation of six hundred and
eleven thowsand new productive and stable employments. On the other hand, the
Government has made changes to PEM and POJH so as not to obstruct the labour force
job rotation from these programs to more productive employments. This policy,
although it prevents that the productive emplovment growth be reflected in a sharp
fall of the unemployment rate, at last it definitively facilitates unemployment absorp-
tion, releasing at the same time fiscal resources assigned to other social purposes.

It should be mentioned that the more dynamic sectors within the employment growth
are those dedicated to exports and to the effective substitution of imports, besides
construction, which activity has been promoted by the public investment in the area.

Employment growth reflects that the strategy of structural adjustmentunder application
offers an effective and lasting solution to that urgent social and economic problem
which is unemployment.

Naturally, the progress achieved in the employment field would have not been possible
if there were not a flexible and moderm labour legislation in force, which has made
possible that remunerations be quickly adapted to the present conditions. In fact, given
that the deterioration of the Chilean export prices has reduced the value of the
productivity of our labour force, real wages have dropped, thus making possible the
already mentioned employment recovery. This has taken place in a relatively paralell
way in all productive sectors and employment categories, including public and private
sectors, those who bargain collectively and thoss who do it individually. In fact, a
similar phenomenon —with even higher dimensions in some countries— has been
observed all over Latin America.

The Government has tried to ease the most critical consequences af the adjustment,
giving the lowest remunerations adjustments similar to the inflation. The remunera-
tions of the public sector have been recently adjusted according to the expected
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inflation, which reflects the authority’s estimation in the sense that real remunerations
have struck bottom and should soon begin a gradual recovery.

B.2 Inflation behaviour

The moderate price level growth rate has been one of the most noticeable achievements
of the economic policy during the last years. In fact, while an important part of the
continent lives a violent inflationary explosion, Chilean economy —in spite of having
devaluated the Chilean peso more than 360, in nominal terms, since about the middle
of 1982 up to date— has shown since then annual rates of inflation of only 20s to

25w,

During 1985 inflation rcached a 26,4 rate, being affected by the acceleration in price
growth that took place during the first semester of the year due to the late effects of
the rises in the exchange rate at the end of the year 1984, Thus, while during the first
semester the monthly average inflation rate was of 36.8« annual equivalent, during the
second semester this reached 16.8% annual equivalent.

B.4. Balance of Payments

The 1985 macroeconomic program had as one of its main objectives the sharp reduction
in the balance of payments current account deficit from USS 2,060 million in 1984
to USS 1,380 million in 1985, in order to reduce the Chilean economic dependence
with respect to the external credit. Such goal has been fully achieved, reaching an
estimated current account deficit of USS 1,307 million for the present vear.

The components of the current account have changed, although differently to what
was programmed. Trade balance —according to preliminary estimates— registered a
surplus of USS 7880 million, which figure, though more than twice higher than the
one of 1984, is lower than the programmed one. This difference is wholly explained
by the aforementioned fall in export prices, especially in the non copper minerals,
forestry products, and fishmeal. Such behaviour has shadowed the important achieve-
ment of having increased in 1985 the output of the main non copper exports in an
L'Islimated 13% with regard to 1984, However, non traditional exports increased con-
siderably over the average of our exports. This is how shipments —having the 10w
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during the second semester of 1985— represented around US3 150 million as an
average during the 1983-1984 period; in 1985 represented USS 209 million, approx-
imately. On the other hand, copper exports and imports have developed —approx-
imately— as programmed, the latter registering an estimated fall that reached 12w
with respect to the year 1984,

The reduction observed in the deficit of the balance of services, which was favoured
by the lower imports of non financial services, the indemnity income corresponding
to reinsurances of goods being damaged by the carthquake of March 3, an external
interest rate reduction, and the change in the schedule of intercst payments of some
credits, agreed in the negotiations with the international banking. This reduction
was of a great help in the achievement of the current account adjustment.

B.5. External debt renegotiation

The elaboration of the macroeconomic program previously demanded to engage with
the intemational financial community the necessary credits to settle the needs of the
country. Within this process —which started in March with the amounts to be asked
for and finished at the end of the year with the inflow of the first installments— the
following was obtained: the 12 vear term refunding with & years of grace of a total of
USS 5,900 million of amortization due for payment during the 1985-1987 period; the
extension of the availability of commercial credit service for an amount of US3 1,700
million till 1987, and new credits and other fundings for an amount equivalent to
USS 1.955 million, which amount is enough to settle the 1985 and 1986 balance of
payments,

The credit amounts and terms obtained are favourable. In the negotiations, the option
of granting the State guaranteee to the re-scheduled debt of the private financial
system, was established enpaging —as a counterpart— the payment of a commission
on behalf of the National Treasury by the secured creditors and debtors.

During the external debt negotiations, Chile was actively supported by the Inter
national Monetary Fund, the World Bank, and certain governmental credit agencies.
An Extended Credit Agreement of SDR 750 million is in force with the IMF for the
1985-1987 period. Such agreement is based on a medium term macroeconomic program
which gathers the external debt goals of growth and dependence reduction already
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mentioned, translating them into a set of objectives and goals. The World Bank par-
ticipates with US% 300 million in a cofunding and guarantes program with the foreign
banking, in addition to a structural adjustment loan (SAL) for USS 250 million, which
backs up a long term program consistent with the national goals in this respect and
which is also traslated into a set of specific agreements. Finally, certain agencies of
foreign governments facilitated the debt service re-scheduling of their loans services
matuning in 1985 and 1986,

B.6. Fiscal policy

The management of the public sector budget has been directed to fulfill the public
savings and investment goals designed in the economic program. It has been translated
intoe a reduction of the public sector deficit consolidated from 4.2% of G.D.P. in 1984
to around 3% in 19835, This fiscal adjustment is in agreement with the one carned out
in the external account, and 1t has allowed to free resources to the pnvate sector, thus
reducing the pressure upon the interest rate in the domestic market.

The public sector consolidated savings changes from 0.6% of G.D.P. in 1984 to 3 4%
in 1985, This significant increase of savings has been achieved thanks to an austere
fiscal program that reduces tax evasion, and organizes and moderates recurrent expend-
itures. In fact, the General Government's recurrent expenditures decreased, as a per-
centage of G.D.P. from 30.7w in 1984 to 29 8 in 1985, The restraint of expenditures
has been concentrated on the purchase of consumer goods and services, which has been
reduced by a real 5%, and it has been facilitated by the financial and administrative
decentralization process of the State. It should be noted that the fiscal expenditure
programs directed to the extreme poverty, have been kept unchanged. On the other
hand, tax receipts have been affected by two important modifications: tax reform and
tariff reduction. Both measures —one rewarding the reinvestment of the enterprise
profits and people’s savings. and the other favouring exports— are important factors
in the above stated structural adjustment.

As it has been pointed out, the public sector investment experienced an important
growth, from 6.4% of G.ILP. in 1984 to 7.1w in 1985, that is to say | 5% of real growth.
From the total amount of investments —which amounts to the equivalent of USS 1,139
million— 35% corresponded to projects of the public enterprises, while the remaining
45% was mainly assigned to housing and public works,



In the 1985 public investment —and also in the next years— the imperative effort of
reconstruction motivated by the earthquake of March 3, 1985, s being reflected.
Damages have been estimated in the equivalent to USS 1,000 million. The public
sector is efficiently contributing so as to repair and replace damages asseis, the private
sector contribution to this effort has been a very significant one.

Thus, fiscal policy has been oriented towards two simultaneous objectives. First, the
evolution of expenditure is consistent with the Government's purpose to gradually
reduce the relative size of the public sector. Second, an important change in the
structure of expenditure has been carried out. The restraint on recurment expenditures
has had as a counterpart the increase in public savings, which finances a higher invest-
ment as well as it allows the fiscal deficit to decrease gradually.

B.7. Monetary policy and interest rates

The 1985 macroeconomic program intended to achieve —through a monetary policy
considering the liquidity needs of the market— an important discount in the interest
rates, consistent with the forecast fiscal and exchange policies. The interest rate for
short term indexed deposits —which represents a free rate, agreed in real terms—
decreased from 14% in December 1984, to something more than 6% twelve months
later. The average rate of the long térm instruments traded at the Stock Exchange
decreased in like penod from a value of 11.2% to 7.7, approximately. Real lending
rates followed a similar trend too. After long periods of high and fluctuating interest
rates, their stable and decreasing trajectory 15 a noticeable achievement.

Monetary policy management was carried out through open market operations and
medium term credit lines of a non preferential character. The handling of the monetary
policy has acquired higher fMexibility as credit subsidy programs have been reduced,
such as the preferential dollar and dollar sale mechanism under repurchase agreement.

Monetary aggrepates have had a disimilar evolution. Private money —which includes
currency and demand deposziis— showed a growth lower than expected, apparently
affected by a reduction in its demand.

The widest definition of money showed, in tum, important increasas in real terms,

Within sad growth, pension funds associated to the new previsional syvstem are a
determining element, which grew by 35w in real terms along the year, reaching 24w of
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total financial assets (Ms). The presence of these and other institutional investors is
a factor of dyvnamism and stability in the domestic capital market.

C. SYNTHESIS

During 1985, the economic policy was focused on the task of keeping the recovery
process of the activity level began towards the end of 1983, and at the same time of
achieving an important adjustment in its external accounts, this being expressed in
a significant reduction of the current account deficit of the balance of payments. To
obtain the above mentioned goals meant a challenge to the extent that the contraction
of the external expenditure level required by the external account adjustment could
negatively affect the level of activity. In addition, the work of the economic policy
was impaired by the new fall of the terms of trade occurring during 1985, what accord-
ing to ECLA"s preliminary estimates reached ds.

Given the complexity of the goals and the unfavourable context in which the economic
policy had to evolve, the results obtained are actually an important achievement. In
fact, the attainment of a growth of the product, together with a significant reduction
in the current account deficit, all this accompanied by a moderate price growth has
allowed to carry out a structural adjustment of the Chilean economy within a frame
of growth and stability.

The consolidation of a significant stage of the structural adjustment the economic
policy had intended is shown not only in the management of the external account
but also especially in the creation of a favourable frame for the development of the
export and import substitution sectors, as well as in an incentive for savings and invest-
ment factors, determining the possibilities of sustaining a growth process in the me-
dium term. Given the objectives, there is no doubt that the results achieved during
1985 are an important step within the economic policy applied. Thus, having already
made 3 substantial adjustment in the internal expenditure level, the future work
should be basically concentrated in the development of favourable conditions to
increase savings and investment, in order to maintain a stable growth process which

may gradually allow an important rise in the standard of living of the population,
especially of the poorest sectors.
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TABLE N? |

GDP GROWTH RATES PER SECTOR
{Annual real rate of variation)

1981 1981 1982 1983 1984 19E5 (*)
SECTOR
Agriculture 36 2.7 -2.1 -3.6 7.1 556
Fizhing 7.5 18.1 94 88 11.5 56
Mining 5.2 1.7 5.7 1.9 44 22
Indusiny 6.2 25 —-21.0 3.1 9.8 1.2
Electricity, Gas and Water 5.0 2.1 0.1 44 7.0 3.5
Construction X9 3.1 =238 =510 4.2 16.1
Trade 124 4.3 —17.3 —3.5 5.0 1.7
Transport and Communications 11.1 1.8 =1 1.5 =1.5 6.0 5.5
Other 1/ 53 6.5 -15.0 =[].1 54 0.0
TOTAL 78 5.5 =14.1 -0.7 6.3 24

I/ Imcludes fimancial sepvices, porsomal services, housing ownenhbip, pablic sdminisization, tax on mperts and
mpubed costs of banking sorvices.

" Estimaies

SOURCE: Manonal Accounts, Banco Central de Chide



TABLE N° 2

EMPLOYMENT AND UNEMPLOYMENT

Total Country
YEAR LABOUR FORCE EMPLOYED UNEMPLOYMENT
RATE
Fiscal Programs Rest
Thousands i vaniz= Thousands &, varia- Thousands %, Varia (% ower labour
al tlen pre- of 1e0n pae- of Hon pre: farce)
periond kUi P rdnd Lp L5 PETEORS Widli%
year yoar YRaE
1980017  3.635.5 4.5 2072 36.1 29356 | L 136
1981 1 3 6EE.0 1.4 171.4 -17.3 3073.5 4.7 124
1982 2/  35660.7 0.7 3158 842 26281 —14.5 19.6
19831 36876 0.7 SO0, 1 55.4 7.640.4 0.8 14.6
1984 1/ 3,795.4 3.0 3633 274 2.5904.7 9.6 14.0
19631/ 4,018.7 3.8 2831 —22.1 3. 2543 120 12.0
I} Three-month moving monihly averapes ended im December
1  Bimester conesponding to the October-November period.
SOURCE: Natonal Bugeau of Stanistics.
TABLE N™ 3
GENERAL INDEX OF REMUNERATIONS
{Base 1952 = 100)
YEAR NOMINAL REAL 2f
% Vanation % Variation
Level Previous Year Level Previous Year
1980 7.0 7.0 el B.7
1981 91.2 30,3 1060, 2 8.9
1982 1000 0.6 100.0 =.2
1983 113.7 13.7 £9.3 10.%
1954 136.5 2001 BO.5 0.2
1985 1f 1708 25 BA. —4.

1! Includes tbe January-Sepiember period
2 Deflated vy Be Consumer Price Index vasiation

SOURCE: Matkonal Bureau of S1atistics
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TABLE K° 4

CONSUMER PRICE INDEX (CPI) AND WHOLESALE PRICE INDEX (WP}

DATE CPl W
Irdex Manation with mspect |"|l]|l:.'q.. Variation with respect
(1978 = 100 o ke month of the (1974 = 100) to like maonth of the
PrEvious Year PrEvicUs year
December 1980 182,29 31.2 5.973.0M) 28.1
December 1981 19968 3.5 5,739 54 -3.9
December 1982 241.08 20.7 101172 N6
December 1983 206,75 23,1 10,029.65 25,2
December 1984 365.12 2.0 13.685.64 365
Decemnber 1985 461.57 264 17,825.60 30.3
SOURCE: Mational Bureau of Siatisiics.
TABLE M2 5

NOMINAL AND REAL EXCHANGE RATE

YEAR HOMINAL 1) REAL 2/
% vamalion with % vanation with
maapecl o like meapect b like
manth of the Imdex manth of the
Ch. 5/LSS Previous yoar (1978 = LHI) peEviGus Vear
1980 39,00 0.0 81.99 —14.0
1981 39,00 0 73.32 — 106
1982 T2.40 236 10803 47.3
1983 ET.0O7 203 103,86 —3.9
15954 | 45.0 12042 15.9
1985 18248 446 141.10 17.2

1/ Drata as at December of esch year for the sverage exchenge mte observed.
3 Real effective exchange eate, which measures the weigheed avernge of the price indexes relevant 1o our foreign
trade with respedt to domestes CFL Whalesale Price Indexes of the malm trading parieers of the couniry are
used, tranilated through ike rates of exchange of the respective countries, welghted by the fraction of Chilean
Emports procecding from such counines
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TABLE N" 6

BALANCE OF PAYMENTS

{Millions of LISS)

SFECIFRCATHON 1984 1981 1982 1983 1 1984 1 1984 2

L. CURRENT ACCOUNT =1.971 -4 T33 ~2.304 -1.073 -=21.060 1307

1. Trade Balamce Thd 2677 63 1009 293 TEE

Expaorts 4,705 3836 3,704 3827 35650 3,743

Copper 2125 1.T38 1,685 1.871 1 60 1.770

Oiher 2580 2RE 2021 1.954 2 ek 1.873

Imports —5.469 6513 3643 2818 1337 2955

2. Mon Financial Services 390 Tl 555 471 497 255

1. Financial Services 930 1.463 1.921 1.703 1.955 1,901

4. Tranifers 113 108 i 932 il (]

IL CAPITAL ACCOUNT 3/ 3215 4 R D10 432 1597 1364

1. Foreign Investment 170 162 3R4 148 67 112

2. Amortizations 4/ ~1 438 1.819 1,259 K] 488 25

3. Disbursements, Long and

Medium Term Credits 3,541 5020 2609 1946 1,620 1471
External Banking Credit 5/ () {=) {=) (1.300) (TR0 (714)
Other (3.541) (50900 (2.609) (646)  (B40) (757)

4. Other EC e 1,167 Ta5 979 Bas 45

L. BALANCE OF PAYMENTS
BALANCE (1 + 1) 1.244 67 ~1.36% ~ind | —163 57

Provisionsd fpares
Estimnates.
Excludes Banco Central's short term varistion snd includes the entry “errors” sHd "“om asions™

M-ﬁ:ﬂnhmdnh“
“Wew Momey™ finom ke Foseign banking.

BEMED

x



TABLE N® 7

GROSS EXTERNAL DERT 1/
(Mullicns of USS)
SPECIFICATION 12RO 1981 1982 1983 19854 I198E
I. TOTAL EXTERNAL DERT
(01 « 1) 11,084 15542 17.153 17431 18,877 19,757
Public Sector £.063 5,465 5,660 2304 12343 13823
Private Sector 6021 10,077 10493 0037 6,534 5934
I LONG ANDMEDIUM TERM
EXTERMAL DERT 9413 12553 13815 14 832 162463 15,089
Public Sector 4,720 d.415 5,157 G6E9 106010 12,259
Private Sector 4693 B. 138 8,658 B.143 6,362 5830
1L SHORT TERM EXTERMNAL
DERT 1.671 2989 3318 2,599 1914 1 668
Public Secior 343 1,50 1.503 1,705 1,742 1,564
Private Secior 1,328 1,939 1. 835 Bad 172 10848

L

Balamees as of Decemnber 11 of cach year, refeffed 1o nel spplicabions.

Eitimalei

33



TABLE N© &

MONETARY AGGREGATES
(Monthly averages in thousands of millions of Ch. 8

DATE My My Ms
Year % Year % Year %
Amount variation {*) Amount variakion {*] Amount varixbion (")
December 1980 7504 50,4 200,09 53.9 284.30 ek,
December 1981 #22.51 BT 307.72 53.8 424 B4 489
[ecember 1982 1305 —0.0 320042 4.1 45506 142
December 1983 95.18 258 289.73 ~9.6 57563 18.7
December 1984 102,37 7.6 3E062 3.4 755,91 3.3
Drecember 1985 131.38 28.3 52563 38.1 1,134,458 0.1
RELATIONS C = Curmercy.
M o= C o+ Prwvate Sector Custent Accounts
My = M; = Time Depersits,
Ms = My + A1 Sight and Teme Savings = Centfal Bank Indtruments + Treadvary Prompaiory MNobes

+ Credit Imstruments + Prvale Sector Deposits an Fodcign Carrensy.

{=] Mol available.
(*F December to December % vamaison.

TABLE N2 9
INTEREST RATES (%)
Average of the Banking Svstem
ATE SNOMNAMDEXED SHOGRT TERM RATES INTEREST RATES
INDEXED

Depoaars at 30-B9 days Loans a1 30-89 dayi AL H-265 days

Moemimal 1/ Real 2/ Momimal 1/ Real 2/ Diepasity Loans 1)
1980 (December) 298 1.06 338 |.45 6,33 13.28
19E 1 {December) 3.28 277 4,22 3.70 .36 15.95
1982 { December) 4,59 335 547 4,27 5.90 10.36
103 {D#Hmb«tlj .82 1.21 260 1.9 6, (6 8.40
1984 {December] 280 1.48 416 2712 14.68 10,43
1985 (December) 192 062 234 .04 .22 £.87

1/ The above mentioned raftes comrespand 1o the weighted average rake of all the operations casmcd out dugeng 1he
mioath.

& Correspond 1o the mominal rate deated by ihe Consumer Price Index vaniation of the month
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Administrative Issues

Dunng the vear, the organic structure of the Institution suffered several modifications
reflecting a reassignment of its functions among the different managements, due to the
more active role the Banco Central is performing as a supporting and revitalizing
glement of the Mational Financial System.

In this respect, the creation of the Managements of External and Internal Financing
should be mentioned, these replaced the Management of Financial Administration
considering the higher importance acquired by the supervision and contral of foreign
currency operations, and management of credit lines granted (o banking institutions.

On the other hand, and as an acknowledgement of the growing importance of infor-
matics within the different activities performed by the Bank, the Management of
Systems was created, a unit which is for the computer assisted systems development
and the elaboration of administrative procedures. At present, there are fwo very
large computer configurations with 143 terminals, 31 printing terminals, 5 high speed
printers, and a data communication system permitting the connection with the main
branches along the country. This significant investment has allowed to give an effective
qupport to foreign trade, international exchange, finance and accounting, international
and financing. among other areas, thus optimizing the operating management of the
units imvolved.

Finally, the agreements achieved with the World Bank implied the formation of the
Technical Unit of Financial Rescheduling, whose Executive Secretariat is in charge
of the revision and analysis submitted by enterprises apply ing for credits to be financed
with resources of the Financial Rescheduling Program of the Private Sector, in co-
ordination with the participant banks.

The permanent concern shown by the Bank's authorities regarding the evolution of
the AF.P. Security Self-Keeping System (Administradoras de Fondos de Pensiones
= Pension Fund Associations), should also be mentioned. The sharp growth expenenc-
ed by Pension Funds and Cash Position has meant that, as of December 31, 1985, 448
thousand financial instruments for a total value amounting to Ch § 262 thousand
million were kepl in custody, representing an increase of 28= in the number of secu-
nties deposited with respect to the previous year.
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Some of the measures taken reflecting the above mentioned concern are the following:
the elaboration —together with the different Superintendencies and General Treasury =
of regulations related to the issuance of species valued by agreed common criteria
intending to avoid forgery and/or adulteration of secunties, strengthen provisions on
security, cash balances, and audits, make the service to A.F.P."s more expeditious, and
a statistical system that should permit having a complete and suitable vision abouwt
securities deposited.

Nevertheless, in view of expected future growth of Pension Funds, the impostponable
need to carry out deep changes in the medium term system incorporating the altematives
the computer technology offers in the intermediation of financial instruments, gather-

ing the experience of other countries and of the national reality itself, is foreseen.
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Publications

Banco Central de Chile's information policy continued during 1985 with traditional
publications such as “Monthly Bulletin™, **Foreign Trade Indicators”, “*Monetary and
Financial Synthesis”, and others. Likewise, ““Annual Report™, “Economic Report of
Chile™, “Economic and Financial Report™, and “*Statistical Syvnthesis of Chile™ were
published, both in Spanish and English. Also, bilingual editions of “Foreign Debt of
Chile”™ and the updated edition of “‘Foreign Investment Statute (L. 600)" were

1ssued.

On the other hand, the publications of the Series of Monetary Studies, with YVolume
IX entitled **Chronological and legal history of the Chilean monetary issues since the
Independence™ and of the Senes of Economic Studies, with issues 24 and 25 corres-
ponding to the “Real cost of credit in 1984" and “Exchange rate and real wages:
about the Chilean case™, were restarted.

Finally, the Library acquired —durning the period— an important amount of specialized
hJ_in::graphicul material, thus allowing to increase its collection and updating the level
of the same, with the subsequent benefit for the employvees of the Bank and the public
in general

37



[1

ORGANIZATION
CHART

BANCO CENTRAL
Diz (C1500L]E

As of
December

31, 1985



LELC T
COMMITTER

PAESDINGY

VICTFRIDOENCY

EUOGET AND SINERAL COMPUTER
DOty MANACEMENT SYRIEMY
CouWTITI COMMITTEE
.
I I I . |
EXECUTIVE e ' |
EXTERNAL DERT - ]
COMUITIES CODRDINATING LEOA- e | ]
LOVISING . OrvISION e T
arvIsian OrvIZI0N l el g f OPERATIONS I‘tl-.lnl-ﬂ-‘lt ’
| OYISICN RESERVES INTERNATHINAL :'.TDM EDITORIAL FINANGIAL QPEN MAAKET
- ADRINTTRATIS BIVISION SR COMMITTEE POLICY OFERATIONS
} COMMITTES NEW YORK OIVISION COMMITTEE
I I r } } E l
e N————
: ; 1 ! I [
CHIEF COUNSEL SECRETARY AUDITING PERSSHNEL Sl [ Fmmc o | CoRTTA |
AT LW GENERAL GENERAL MEHAGEMENT el aIzated | PTG TREASURY INTERNAL EXTERNAL | |
| S TR . . Ay r FINAREING FOREICN FOELEG
, [ FLESAS =L | J- RANIZTWENT ALTLFT L FINANCING THADE i MOKETARY
. WANLCIMENT UANAGIMENT [xC=anct NTEFSATHINALL AFSEARCH
i MARACTMINT MANASERENT MANAGIMINT OFERATICGAS MANAL
| ; i MANACEMERT AMAGEMENT
| } |
|
| |
| = i i
: ADMIKISTRATIVE AUDITING DF INTERHATICNAL : = g = - ; l '
. AESISTANT I COMPUTER PUELIC PERSDNNEL FERSONNEL i pig iz i ; ! — | |
: CECAETARY ﬂ”f“;‘;r':f;f et AUDITING “if_l'f':"’*:',?;‘i RELATIGHS ﬂﬁﬂggi' ADHINISTRATIVE PLANNING ;!,i';tfrif,‘.iT URRCN - I~ GRS B § | LRGN KL A TeITEw B4t orsaxTancy | | o s i FINANCIAL ! ] I I | [ [ 1 | |
! GEERAL B R TUELT A DEPARTMENT A RTHENT DEPARTHERT : DEPARTMENT DEPARTHENT 4 powrsmenr § 4 L] morermseny | | 0 EowTAGL || BOVTLONGAT || PeocTsnas A3 WETHES AR TALASURY INSTITUTIONS SECURITILS INTERNAL EXTERNAL CARTAL rdr VAL I !
| l __. - 2 T I I j I|l_. _:: LT TR J AT ET da T bl r LT b P L EEFANTHINT I‘.'.i"li!'.“'l'i'l‘-l' ].E":‘.E‘."I.E;:t CLFARTHINT NORMALITATION OCPARTMENT FINASCING f_]!'_.l.ﬂ:l!"'ﬁ W-'ITRIIUTIE'Hi IMFIATS CXFOETS T[1 i.“u[ [ T LA | EXCHANGE t-:ﬂ'ilI'Pl:-.Lg_ ﬂ[ﬂr-."[s 11*;.[:1'-'[11' lﬂtmd‘[‘ INTEANATIGNAL FINANCIAL OPEN MEBEET NATIONAL STATISTICAL
| | I i : BLPANTHENT DETARTYENT DEFARTMENT DEPARTMENT DEFARTMENT DEFARTMENT DIPARTMINT mpﬂ‘rf;‘; ADMIRISTRATION DEPARTMENT POLICY ASHINIITRATION POLICY PINARCINC ORGANIZATIONS ANALYSIS OPERATIONS RESEARCH ACCOUNTS INFORMAT. AND
! - icr!' H £
SR TRANSORT PEREONREL SERVILES EF § ] 1 ! i -I- r EBT CEPARTRINT DIPARTMINT CEFARTHENT GiPARTHINT Fﬂh‘ﬁ”ﬂ: DEPARTUENT DEPARTHENT DEPARTMENT DEFARTMENT OEPARTHENT FUBLICATIONS
' OFFICE ’EETII:;H AND SECURITY —ADMIKESTRATICH TO FERSONNEL b M | ) : ST ebin el X " FInANCIAL . T QLPARTMI DEPARTMENT
i 7 : SECTICH SECTION SECTION T § ety hv'{“-'ﬂ-'."' 'F;;r-“f'ﬂ | SAFIKEDPONG | L} REVINUES ISTITUTIONS EECURITIES CEEOIT ReIEANAL CAMTAL I :
| 1 i | : el | i Lt MCTIGN | [SORMALIZATICH SECTION b s 1 seerion  conTmisuTions \PORTS LxPOATS L it X CHANGE CAZA %0 OPEN MARKET
| # ! SLETION EECTION SERVICE SECTION SECTION SECTION NWIHRTRATION 38 1 o rorig COARTSPORDINT OPERATIONS LIBRARY
i g. saapeczzs 111 - STCTION HLNgN SECTION
| || ParmOLL 1} mcrsa E} — _
| Al T KSO CouTE 1 0 pmbimadds BUTLAYY IKVESTRERT RECPROCAL FOREIGN
| ey i 1 - ACMINTSTRATIEN | CALOTS EXCHANGE COVERAGE CFERATION :
: BaLE. , | - - | - LECTION MANAGEMEINT - = RIS MENTS ICN3 [XCHANCE
' SECTION . ANO |2 T (OATAOL ~1 rosmaN
| UiL3 SLETION ELCTiOR
i f SLCTION SECTION : SLCTON
: 5 | SICTICN
| o T
! s g CASH LOUNTING
i I s f - conTROL COVIRACE
I ; LECTION L oFiAATION
I L WasTiwancy |
I i B}
| ]
i
i VALPARAISY
: WANACEMENT
|
I
;
; ARCA GUOUE ANTOFABASTA
ACENTY AGENCY ll:-.l'!u:'? W'lt!l'l:.[::r!l FULATO MOKTT FUNTA ARENAS
| s AGINCY AGENCY AGINCY
5 i"" SUMMARY OF HEAD POSITIONS
5 : EPLAATIONS OFTLRATIONS CPTRATICND OFLRATIONS
| E e m
| | EXECUTIVE COMMITTEE 3 Hcno HETION SETIo = seerion B ey || AT AT | ortraTions
| DIRECTORS e | sl b
| MANAGEMENTS 1B
' ! CHIEFS OF DEPARTMENTS =30 TREAGIKY
E | 3
¥ AGENTS : 6 N ueTme o TREASURY L] TROARURY L] TROASuRY
(| CHIEFS OF SECTION . 52 -] SEcTIoN Lcniox
. &
| | TOTAL . 124
E:ur o R R \"\. TP O N Ty T Xl i _.‘. & et ok ¥ u —_— 1‘;“5 1TI: ‘-I:.'qu' . ‘:FH:":]-T .ATIEh
| T R T TR : RO E LTioN SICTION



II1

BALANCE
SHEET

BANCO CENTRAL
DE CHILE

As of
December

31, 1935



Chilean Currency

and F/C equiv

(USS 1= % 180.22)
(Gold § 1=35 310.77)

BALANCE - SHEET
As of December 31, 1985

(million pesos)

ASSETS

EXTERNAL ASSETS . . ..o oovvvnonens. 700,643.5
A e e e e P R : S 20 6570043
Gold and Foreigh CURMERCY . .. cu oo v e mnnnns 3394536
Holdimgs of Special Drawing Rights . ... .. ..... 549
IMF Subscription Favments . ... ..., 86,995.1
Bonds, Certificates of Deposit & Other .. ... ... .. 195,258.1
35,027.6

Reciprocal Credit Agreements . . . . . .

215.0

Other Securities . . . ..

OTHER EXTERNAL ASSETS 43 6392

Contributions to Other Intemational Organizations . . 331944

Imterest BeceimiblE . ... uvvnevneoesaanaanas 7.800.3

Ol Srcuritiant 2o e s E SRS R R 26440

DOMESTIC ASSETS 2.156,773.2
DOMESTIC CREDIT 2.117,252.9

Credits tothe TREESUWTY . . ... vcvvannnanarsns 208,049 5

Credifs to State-Owned Enterprises .. . ... ...... 60.051.2

Credits to Bancodel Bstada . ... ... .00 insn.. 222.146.1

Credits to Commercial Banks . . ... ... ... 000 .. 1,365.947.9

Credits to Other Institutions , . ... .. .. .... AT 2610582

OTHER DOMESTIC ASSETS 39 5203

OTHER ASSET ACCOUNTS 1.447,750.7

TOTAL ASSETS




LIABILITIES

EXTEENAL LIABILITIES
RESERYE
IMF Credits e B S g S P G

Reciprocal Credit Agreements . . . . . . . . .. 0. oo .-

IMF Deposits

OTHER EXTERNAL LIARILITIES

Loans and Other Obligations . . . . . .. . . =ik
Accounts with Other International Organizations . . .

Interests payable . . .

SDR ALLOCATIONS
DOMESTIC LIABILITIES
ISSUANCE

Bills and Codns in Circulation .. .. ............
Deposits of Financial Institutions (DY .. ... ..

OTHER DEFOSITS AND OBLIGATIONS

Deposits & Obligations with the Treasury . .. . . ;

Other .. ...

DOCUMENTS ISSUED BY THE CENTRAL BANK

J20,.598.2

195,635 .4
479673
H6 9955

EEQ1T0.O

T93 B58.6
50,4719
35,639.5

24.078.9

110,791.5

99 G893
10,8022

3819215

T9.564.1
HO2,357.4

1,100.216.9

1,224,847.1

2,127,313.4

OTHEE DOMESTIC LIABILITIES 34,2835

OTHER LIABILITY ACCOUNTS T50.832.0
CAPFITAL AND RESERYES 199 278 4
.+ e i 4 e T 0.0

B A o e e T e N 157,639.4

Coaungeney Fund’ [0 . e e e e e - 41,5890

SURPLUS 2,896.5
TOTAL LIABILITIES 4. 305 167,




INCOME STATEMENT

{For the period from January 1 to December 31, 1985)
{million pesos)

Partial Taxial

OPERATING RESULTS
OPERATING INCOME

Received gnd gocrued miemests. . . . .. - . .. .. .. 137 835.0

Received and accrued adjustments . . ... ... 00 .. 335 194

Received and accrued commissions. . . oo v v vu o w o 0.4

Profits due to price differences. . .. . ... ... ... T4 6

Exchange prolil e ciew s ea 133.518.6

Other operaling INCOME .« . .« cvovwnanvnnnnns , 1,440.0
TOTALOPERATINGINCOME. .. ..........-.-. G613 488.0
OFERATING EXPENSES

Paid and acerued Intenests. . . ... vac i cnnnnas 260,706

Faid and accrsed adjustments . . ... ... ........ 1237050

Paid and acerued commissions . . v s v e nrnnnens 1,883.6

Losses due to price differences. . . .. ..o oo v v v nn 4 BH5.5

e |l 575, 5314

OthercperatinE cxXpenME . .« o s v v v me v v nrnnns 3,758.8
TOTAL OPERATING EXPENSES . .. .. ......... 1,070,5149

GROSS MARGIN (457 026.9)
OFPERATING SUFFORT EXFENSES

Fersonne] EXpeRss . . .. ... vvvrrorrnnnonsos 1,847.7

Administralive eXPENSes . . . v o v v r e e 1,171.1

Depreciation, amortization and wnte-off . ... ... .. 2B5.0

Taxesand contributions . . . . .. .. ..o vivwuu s 5823
TOTAL OFERATING SUPPORT EXPEMNSES, . ... ... 3. 5861 {3 886.1)

OFERATIMG RESUILTS. . . . .. .. cs cv vu s msna (460,513,000

Less: Provisions and write-offs for risky assets. . .. . . (43620000

NET MARGIN (504,533.0)
NON.OFPERATING RESULTS
NON-OPERATING INCOME 545 0098

Results before monetary cormeciion .. ... ....... 43 ATH.H
MOMETARY CORRECTHON . ......0c0ccuuuaaua (40 580.3)

SURPLUS

2 89655




MEMORANDUM ACCOUNTS

Domestic Currency
imillion pesos)

TREASURY OFERATIONS

DOMESTIC CRERIT OPERATIONS

EXCHANGE & EXTERNAL CREDIT OPERATIONS
SAFEREEPING & SECURITY OPFERATIONS

TOTAL

0624
16,7345
1.5

261,64%9,]

284 .453.5

Motes 1 do 16 below are an integral part of the above Financial Statements,
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NOTES TO FINANCIAL
STATEMENTS

1, SUMMARY OF ACCOUNTING CRITERIA AFPLIED

{a) FRINCIFLES

The financial statements a8 of December 31, 19ES were prepared according to gen-
erally accepied accounting principles, rules issued by the Superintendency of Banks
and Financial Institutions where applicable, and provisions of the Organic Law of the
Central Bank of Chile (DL 1 078). The standards of the said Superintendency are
different from the generally accepied accounting principles as regards provisions for
deposite and recording of price differences resulting from the Agreement on Sale of
Deposit Certificates in USS, which have not been recognized on an accrued basis.

(b PARITIES

Asgets and liabilities in foreign currencies are shown in pescs 8t the rates of exchange
for each currency af year-end, as st by the Superintendency of Banks and Financial
Institutions.

Under instructions from the Supermtendency of Banks and Financial Institutions,
agets and labilities demominated in Chilean gold bullion pesos were valued at the
average London morning Gold Fixing rate (US dollars per ounce troy fine) for all
busimess days in the preceding quarter, less 10 per cent,

The main rates wsed at vear<end are as follows:

5
Chilean godd bullion 310,770
S Daollar 120,220
Pound Steding 257090
Deutsche Mark 72,059
Special Drawing Ei.g,hl:: (SDR) 197 49]

(e} LOANS AND OBLIGATIONS

MNon-ndexed loans and obligations are shown at original value of value at latest re-
newal, except for purchased commercial paper or discounted documents, which are
gshown at nominal value at maturity. Indexed balances include adjustments earned by
the date of the balancesheet and balances in foreign currency include the mespective
exchange adjustments,

Interest accrued as of the end of the vear is included under Other Extemal Assets and
Other External Liabilities when in respect of operations with residents abroad, and
under Investments and Other Assets and under Other Domestic Liabilities when in
respect of operations with residents in Chile, Interest paid and not accrued from
obligations (s included under Other Asset Accounts, Interest received and not aconued
from loans is included under Other Liability Accounts.

(d) NOTES DUE:

Under this item, included in Other Accounis of Assets, all those deposits due within
a maximuam term of 90 days as from their maturity date are recorded, Since these are
deposits in foreign currency, they are included in the balance sheet according to the
closing exchange rate, Interest to be collected on these deposits and adjusiments,
if applicable, are calculated and recorded only until matunty.

(e} FINANCIAL INVESTMENTS

External financial investments, which are shown under Reserve Asmets broken down
iato bonds, certificates of deposit, and other, basically include bonds and instrumenis
ssued by Govemments, foreign institutions, and banks, valued at investment cost,
Interest receivable is shown under Cther External Assets,
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(P TANGIBLE FIXED ASSETS

Tangible fixed asiets are included under Other Asset Accounts and are shown at cosl
plus legal revaluations, met of cumulative depreciation. Depreciation was calculated
by the linear method, considering vears of useful life of the goods. Hreakdown is

given in note 3.

(g) COMPENSATION FOR YEARS OF SERVICE

Compensation for vears of service is payable by the Bank as an acquired right of Bank
staff: it was calculated on the basis of present value (accrued cost) plus interest at 8
per cent per annum. The balance of the obligation as of December 31, 1985 amounts
ta 5 1451 midlien and is included under Other Liability Accounis.

(h) FROVISIONS ON LOANS
In 1984, pursuant to the powers of the Executive Committee, the Bank allowed for

provisions on non-performed loans and individual provisions on loans considered
likely 1o prove irfecoverable, according fo the Executive Commitice Agreement
N 1,699 of December 1985, These proviszons are included wnder Other Liability
Accounts and the asociated charge to the profit-and-loss account is shown in aote 9.

(i) SHARES IN AND CONTRIBUTIONS TO, THE INTER AMERICAN DEVELOP-
MEMT BANK (IDE) AND CONTRIBUTIONS TO THE INTERNATIONAL MONE-
TARY FUND {(IMF )

Shares and contributions from Chile ta the Inter American Development Bank and the
International Monetary Fund are walued at acquisition cost and at value of contn-
bution plus adjustments where appropriate.

Shares in and contribulions to, the 1DB are shown under Other External Asdets a8 Con-
tributions to Other International Crganizations.

Contributions to the IMF in both domestic and foreign currency are shown under
Reserve Asgets as IMF Subienption Payments, Shares in and contributions ta, the
IDE and contributions to the IMF, as expressly provided under DL 2 943 of Movem-
bor 8, 157%, are considered investments.

() GOLD AND FOREIGN CURRENCY RESERVES

Pursuant to article 41 of DL 1 078 (Organic Law of the Central Bank ), the Bank &
hound to keep a reserve fund in gold, foreign currency, of both,

Under Reserve Assets the item Gold and Foreign Currency includes 210.7 million
gold pesos which correspond to the Gold Reserve Fund.

(k) INCOME AND EXFENDITURE ACCOUNTS

Financial income and ex penditure are entered on the basis of acerued value,
Profit-anddoss balances in domestic currency, except far depreciations, account for
cumulative values comesponding 1o peso amounts enfered af the time of the trans-
actions involved.

(1) MONETARY CORRECTION:

In this fiscal year, the effect of applying the monetary correction standards on the
financial equily capital, fixed assers and other assets and habilities, laking into ac-
count the variation of Consumer Price Index with a one-month time-lag, is presented
in the Profit and Loss Statement, under the caption Monetary Correction. Likewise,
the varistion of exchange rate for assets and labilities in forelgn currency, as well as
the adjustments of deposits and abligations, are included in the operating expenses.
In the previows fiscal year, the abuve mentioned effect was shown in the accounis
correspondig o Capital and Heserves.




1. CRITERIA FOR PRESENTING FINANCIAL STATEMENTS

Balancesheet presentation, as approved by the Superintendency of Banks and Financial
Institutione, 18 framed in an economic-accounting scheme that reveals the sccounting
and financial position of the Bank while simultaneowsly aiding economic analysis of
Central Bank operations by clearly distinguishing whether they are conducted with
domestic or extemal agents. [In this way Central Bank participation in the domestic
supply of monetary assets and credit may be assessed together with a5 effect on the
Bank ‘s external creditor position

The economic concepts of international and fssue reserves are thus shown respectively
under Keserve and [sswe Assers and Labilites,

3. TANGIBLE FIXED ASSETS
The fn!l-:rw:ing 15 a breakdown of tangible fixed assets as of December 3], 1985

iMillion chilean pesos)

Preveous Year's Year's Tears Mei
value varia- reval- depre- book
(Net) L ualion cration value
Dec, 31, "Bd Dec. 311, 'BS
Replestabe. . .. ........ s l,dl'?.# 6.7 727.2 (163.9) 3,009 4
Furniture and fixtures . . . . . 3154 134.4 122.9  (103.8) 4659
e P . 216 4.6 13.7 (14.6) 36.3
Worksofart. ........... 71.9 - 191 - G1.0
Collections of bills, coains,
medals, ele. . .......... 43,9 34 125 9 8
Total Fixed Assets. . ...... 28732 179.1 E95.4 (2E2.3) l665.4

4. OTHER ASSETS

Includes interest and commisions receivable on Domestic Assets amounting to
5 39,5103 million.

. OTHER ASSET ACCOUNT

Mainly includes tangible fixed asets for § 36654 millions, purchase of US dallars
with repurchase agreement for § 3533027 million, past-due credits for § 15,403.9
million, assets acquired from Banco Continental, Law 15,430, amounting to Ch %
41,308.1 million, portfolio purchased from financial institutions for § 163,347.3
million, and Tresgury notes for § BG0L528 2 million

. OTHER DEPOSITS AND OBLIGATIONS

“Other” mainly includes mandatory deposits on foreign credits for 3 6,158.5 mil-
lion, public sector time deposits for § 93,704.7 million, deposits under Resolution
1,470 (peso current accounts denominated in US dollars) for § 7.902.7 million, pay-
able exchange differential for Ch § 22,972.0 million, Banco del Estado deposits for
§ B6,438.9 million, and foreign currency current accounts for $ 5.212.3 million,
debit balance of § 38,000.5 million originated by purchase of promissory notes to
the State Bank, $ 13,910.2 million in advanced import payment deposits, § 14,6766
mﬂ:n;j%n short-terms deposits, and % 506,050.7 million in deposits in accordance
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7. OTHER LIABILITY ACCOUNTS

Mainly includes provisions for § 119, 381.8 millien, reimbursement funds under reck-
procal credit agreements for § 6,099.5 million, foreign currency Lo be sold for purchase
af US dollass for 5 3824030 million, liabilities coming from Banco Continental, Law
18,430, for Ch 5 41,916.6 million and bills of exchange for purchase of porifolio from
financial institutions for § 163 347.3 million

f. MONETARY CORRECTION

The monetary correction applied to the crterion described under 1), Note |, gave nise
to a net charge on resulis of Ch § 40,580 3 million a3 follows:

{Million of Chilean pesos)

Charges Credits
Equily capital. . . .. c:s:ssccccannnman 41,7584
Tangible fixed ass€ls . . ... cccvcanannns B95.4
LT ITT g T e e e St 282.7
Meteflectonmegalt . . - - - cccccnaaannns 40, 5803
LT b e R e e s S 4],758.4 4],758.4

The CPI variation for the year was 26, 5%,

G PROVISIONS AND WRITE-OFFS

Frovisions and write-offs about loan porifolio the year moved as follows:

(Milkion of

Chilean 3)

- Provision balance as of December 31, 1984 . . . . ... ... LR N
-Write=ofls charged to PrOVISIONS. . . . - - 2 v v v v v v e e (407.0)
Provisions set up dumng the year . . . ... ........... 436152

—Recovery of previous year provisions . . . . ... ... .00 - (0.4}
~Use of previous year provigions . . . .. .. .o v v vwonn (4.884.2)
— Provisdon balance as of December 31, 1985 . . .., .. ... 119,233.7

The charge to the year's results aridging from providons sel up amounting to Chilean
% 43,6152 million, is included under “'Provisions and Write-Offs for Risky Assets™ in
the Profit and Loss Statement. During the yvear the Bank carried out loan write-offs,
charged to results amounting to Ch § 4.8 millios.
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10. CAPITAL AND RESERVES
Capital and reserves accounts moved in 1983 as shown below:

{Milbian Chdean peil

Equity cap
Condagency Ruffoy revaluation Sarplus Tadal
Capital Fund Fund e 12ES

Halsnce as of lanuary 1,
1985 =00 AL A1RT 124 650.3 2141 156 4341

rion baton 15584 serplue &
repayment of crodsts io

Tovanury [facad remainder) {7041} (#0141}
Equity capilal pevaduation 4] TIE4 401,755 4
Equiry capital reviduation

reserve distritumon E.Tagd LRE N {41, 7554}

Surples lox the yoar 3. 806 .5 18904
Balance us of December 310,

1963 o 41, 5890 1576394 2ERE 1 o2t e

1. INCOME TAX

Pursuant to DL 3,345 of Apnl 24, 1980, the Central Bank is exempt from income tax.

12 FREFERENTIAL DOLLAR {(EXCHANGE DIFFERENTIAL)

The Central Bank, through agreements of the Executive Committes N© ] 466, | 484,
and 1,556 set forth that debtors of cerfain abligations assumed in foreign cummency or
agreed upon with adjustabality in foreign cumrency before August 6, 1982, could
access 1o an exchange differential, this being chargeahle to the Bank.

As from Jume 27, 1985, through the agreement 1,657, the Executive Commitiee
repealed the agreements number 1,466, 1 484, and 1,556 and set forth a pew system
to determing and pay the exchange differentisl, whether it corresponds to obligations
of deblors up to USS 50,000 or over USS 50,000, which is included in Chapter X111 of
the Compendium of Standards for the Intemational Exchange Rate. In the case of
debtors up to USS 50,000, the exchange rate corresponds to the difference between
the exchange rate at the date of obligation pavment and the equivalent in pesos of
00399 UF at the same date,

In the remaining cases, the bank differential corresponds to the difference between the
exchange rate ak the date of obligation payment and a variabbe factor that, as at June
30, 1985, was 0.39908 and which is daily reduced from that date on in L0007 256
until resching the zero value as at December 31, 19865, The exchange differential is
recognized as long as the users use this procedure and dumng 1985, it reached the
amount of Ch 5 150,015.% milions.

13. Eﬁ]ﬂEFER OF MATIONAL TREASURY FUNDS TO BANCO CENTRAL DE

According to the updated text of Law 1E 3358 as of November 19, 1984, the National

TIFI-TH_IT transferred during this year to the Banco Central the amount of 196 millicns
of Unidsdes de Fomento through delivering notes of the Treasury General of the
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Republic at a 2%-year term. The amount transferred has been recorded a5 extraordinary
imcomes of the vear and it is presented under “Other Income, while the above men-

tioned modes are included under ““Other Asset Accounts™.

. BALANCES IN FOREIGN CURRENCIES AND GOLI

ASSETS

BXTERHAL AR BTG . e o e

=0 . e s A h s ey ) oo . @ mom
Rt Bt BTl BRBREE . o o i s s e mEemiEiE e e it R

DOMESTIC ASSETS . . .. v rccsassssccannnnunnnnnenma

[y L 11 1 | e P (5 1 0 1= e
Ditherdomestic atels. . - - . - -« o o s o 5 2 535 5 8 5 58 8 5.8 @ 0 = wns

OTHER ASSET ACCOUNTS. . . .. e B e b o o1 x

ToMM ABPELE & oo o o e n s ) mf m miim mn mn on Em m EEEY

LIABILITIES

BB TP . o s s i ararar e n e e E e e e e e et
DOMEBSTIC LIABILTTIES . .. oo o n sonononowsisia e o ul aialear et

Oiher deposiis and abligations . _ . . .. .. ... ... .....-.--.
Documenits issued by Central Bank . . . ... ... .00 0vrnnnnna
Onher domesine Habilitms . . . . . . v v v v v v nmmemns

OTHER LIABILITY ACODUMTS ... ... .. ....cccucununn-

Total labulstses . | | .,

{Million US$)
1985

33579

4.986.7

2106
46425
133.6

1342

46567
3A31.2
46.3

(7.886.0)
5.134.9



15. MEMORANDA ACCOUNTS

The balarces of memorands accounts as of December 31, 1985 were the following

(Millioms of
Chilean pesos]
T O Ty I o T e e e et e u [ ' arva v e 60624
Demestic Credit OperalonE. & - -« - - v v v v e v r i iaanas 16,7345
Exchange and External Credit QOperations . .. .......... 1.5
Safekecping and Security Opermtions. . . .. v o0 v v v 000 261,649 ]
Toda) o S e o e s S R L i 24 4535

1% SURFLUS OF THE YEAR
According to 'rhz Chganic Law of the Bank, the Executive Committee in a Seszion held

on January 12, 1986, agreed to assign the surplus of the year to pay the outstanding
debits the Mational Treasury had with the Bank.

:;P"'”-r"..d"’—'d—y' l/&&/ /]ﬁ“*aw[,n[—
"“IJ&IE LLUIS -‘umﬁm JORGE COURT MK H'I'l: HU’“L\' UGARTE

Finmsce and Accounting H'Ii\ Génerul Mansprs Auditar-Ciergaal Manpe
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AUDITORS’ REPORT

To the Chairman and Members of the
Executive Commiites of the Central Bank of Chile:

We have examined the balancesheet of the Central Bank of Chile as of December 31,
1985 and the associated income statement for the twelve-month period ending on that
date, Our examination was performed in accordance with generally accepted accounting
principles; accordingly, it included selective accounting entry tests and other auditing
procedures to the extent we judged them necessary under the circumstances.

As pointed out in note | {a), the Central Bank of Chile prepares and submits its finan-
cial statements based on rules and accounting practices isswed by the Superintendency
of Banks and Financial [nstitutions,

In our opinion, the above financial statements have been prepared pursuant (o the rules
and accounting practices issued by the Superintendency of Banks and Financial Institu-

tions amd to the proveions of its own Organic Law descnbed i the notes appended o
such statements,

LANGTOM CLARKE
COOPERS AND LYBRAND VIVIAN CLARKE LEVI

santiago, January 22, 1986,
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