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COMPLIANCE RATINGS

Monetary transparency 2006 2005 2004 2003
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Availability of information eccoe sccee ccooce ecee
Central bank accountability ecee ecoe ccoe s
Score 4.75 4.50 4.50 4.25

OUTLOOK & COMMENTARY

Accountability, transparency and efficiency are sources of pride for the Central Bank of Chile
(BCC). Its decision to make data on international reserves publicly available illustrates a
willingness to further improve its information resources.

The new Fiscal Responsibility Law, approved in September 2006, authorises the central
government to go forward with a recapitalisation of the BCC, thereby cancelling its debt to
the Bank. Even though the transfers contemplated in the law are an optional scheme, there is
widespread consensus that they will occur, so long as the current fiscal surpluses continue.

The government plans to take the necessary action in order to fully comply with the IMF
Code of Good Transparency Practices for Monetary Policy in the near future. This includes
providing a more detailed description of audit procedures, internal norms for procurement,
and rules governing the ethical and personal conduct of staff.
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EXECUTIVE SUMMARY

4.75 Full Compliance

Transparency plays a key role in the conduct ofraébank operations. The Central Bank of Chil€(® enjoys
institutional independence and financial autonomyth full discretion over monetary, financial, arfdreign
exchange instruments.

Central government debt with the BCC has been etlirc past years and currently amounts to apprdeimd.55
billion US dollars. The new Fiscal Responsibilitgw authorises the central government to transféhé BCC up
to 0.5% of GDP over a five-year period, startin@006. This recapitalisation of the BCC -- whiclil wake place
only so long as there is a budget surplus, and omtg transfers have been made to a newly cr&atesion Fund-

is expected to strengthen its position before tlagket, thus allowing for the possibility of genéngt operating
profits.

The BCC meets IMF Special Data Dissemination Stateleequirements for monetary reporting. Recentrak
bank provisions have regrouped publicly availatdtacbn monetary aggregates and expanded the stdflosed
information on financial instruments. A roadmapthwidetailed instructions for implementation of BaHeis
publicly available, and targets are being met atiogr to the schedule. Regular BCC board meetinigls the
Senate’s finance committee fall into the generall gd keeping society informed about the macroeatogolicy
debate, as well as ensuring that the central beadives feedback on its policies.

BCC publications, together with information on imational reserves, foreign debt, inflation andabak of
payments are regularly posted and updated on the'B@ebsite. As of last year, the content of Amual Report
has been enhanced, and it has evolved into a gemamagement report. In August 2006, the BCCtutitnalised
its unwritten practice of releasing tiMonetary Policy Reporaind theFinancial Stability Reportwithin a pre-
established timeframe. Additionally, a new annirérnational Reserves Management Repeas published in
September 2006, and it includes detailed informmagibout the composition, structure, risk managemewnestment
and liquidity portfolios of the country’s internatial reserves.

The BCC's financial statements, detailing its raxenand expenditures, are published as part diheal Report
and are accompanied by an opinion from externait@nsd A detailed description of the functioninfjtbe internal

audit unit is still pending, although progress basurred in the past year.

Chile’s overall score has improved from 4.50 in 2004.75.
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1. CLARITY OF ROLES, RESPONSIBILITIESAND OBJECTIVESOF CENTRAL BANKS

eocee Full compliance

The objectives and institutional framework of monetary policy

The Central Bank of Chile -- Banco Central de CKBEC)' -- is an autonomous institution governed by Chapte
Xl of the 1980 Constitution and the BCC Constitagl Organic Lavw. The latter establishes specific provisions
about central bank duties, including one to achdacordance with the general orientation of the gawent’s
economic policy.

Central bank objectives and responsibilities

The objectives of the BCC are clearly defined itidde 3 of the Organic Law, which requires the cahbank to
maintain currency stability and ensure the normakfioning of the system of internal and foreigrymants. In
addition, BCC objectives and responsibilities aleady explained and commented upon in severaligaiibns,

available on the central bank website. The BCf@s$ponsible for regulating financial markets, ingtional capital
flows, and foreign exchange transactions. It alsts as fiscal agent and lender of last resort,i@neisponsible for
the collection and publication of economic datauriBg 2006, legislative proposals to expand thepscof BCC

objectives to include the promotion of economicvgfohave been repealed.

The BCC board determines foreign exchange poliay laas the power to set limits and restrictions deifyn
exchange transactions. In fact, although Chile atgsra floating exchange rate regime, the cenénak betains the
right to intervene and place restrictions on fome&xchange operations. In practice, the floatirghange rate
regime has allowed the economy to adjust smoothgxternal shocks. A transparent policy framevamd the lack
of central bank interventions in the foreign exapammarket, supported by fiscal prudence, have Hefjstain
competitivenesd. While the central bank is given clear responiibifor performing and regulating foreign
exchange transactions, institutional responsibftitythe choice of the exchange rate regime iscrexdrly defined.
However, the BCC has exerted clear responsibilitysétting the exchange rate regime.

The IMF has in the past suggested steps to avaiflics between price and exchange rate stabiliithiw the
inflation targeting regime. Although the statutaigfinition of the monetary policy objective can bebject to
different interpretations -- since currency stapithay refer to internal (price) or external (excbe rate) stability --
Chilean authorities maintain that there is no n@edlarify the institutional and exclusive respdmildly for foreign
exchange rate policy, already specified in theantrtegislation. Past modifications to the excharage regime have
always been carried out with the participation bé tMinistry of Finance (MoF) in line with pre-eslished
regulations, announced to the public throughQfffecial Gazetteand reported to the Senate.

In late 2005, the BCC board created a Committe®anfagers to draw up a medium-term strategic plartHe
2006-2008 period. Strategic planning is consideasdckey to directing and coordinating the effortsalb units
towards accomplishing central bank objectives.sT@ommittee is working towards defining the missigrion and
values of the Bank.

Oper ational autonomy
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The autonomy of the BCC is protected by the Caumitih, which gives the central bank full authority use
monetary and exchange rate instruments, thus e#$eishielding it from government intervention.rtisle 2 of the
Constitution stipulates that the BCC is governedlesively by the regulations of its own chartergether with
certain specific provisions of the General Bankixtg. Several judicial pronouncements have reaffidnthe BCC's
independence from the government in the fulfilmafrits duties.

In addition, Article 1 of the BCC’s Organic Law gta the central bank financial, technical and adstiative
autonomy, which is strictly observed in practicAt present, there are very few concerns that fipadicy may
undermine the effective autonomy of the BCC.

Article 38 of the Organic Law authorises the BCGéep, manage and use its international resereéis vithin the
country and abroad. The central bank also hasuki®ority to pledge such reserves as security nfptiance with
its obligations. Evaluation and control of intetiopal reserves is conducted by the Management Risé
Evaluation Department, which reports directly te tBeputy General Manager, and its decisions aréutin
supervised through BCC internal and external apditedures. The BCC has requested advice from #mk Bf
England and the European Central Bank in ordetrémgthen its reserve management procedures.

Institutional relationship between monetary and fiscal operations

The BCC carries out monetary policy without anyeiférence from the government or other fiscal fagtins.
When passing a resolution, its board analyses #mergl orientation of government economic poli@esl may
obtain any necessary information from other pubhstitutions that might be needed to achieve proper
implementation of monetary policy. The institutidmelationship between monetary and fiscal openatiis thus
one of coordination, subject to the primacy of cairttank objectives.

L ending to gover nment

Article 98 of the Constitution limits the abilityfdhe BCC to provide direct and/or indirect lendihg the
government, except in cases of emergency. IniaddiArticle 27 of the Organic Law states that teatral bank
can only grant financing or refinancing to bankewgities and financial institutions, apdevents it from acquiring
government debt, whether issued by the central rgovent or any other government agency or state-dwne
enterprise. Exercising its emergency powers, thteed following the banking crisis of 1982-83, B€C acquired
government bonds from ailing financial institutionSince 2005, substantial pre-payments of thedslities have
been carried out thanks to the large fiscal surpltigined and the government’s commitment to meet2014
deadline to cancel out the débCentral government’s debt with the BCC curremtigounts to approximately 1.55
billion US dollars, down from 2.4 billion last yeand 6.3 billion in 2001. Since the 1980s critig BCC has not
carried out any new lending operations with theggoment or purchased any government debt.

Central bank involvement in the rest of the economy

The BCC Organic Law clearly defines regulationsdentral bank involvement in the rest of the ecoporarticle

35 gives the BCC authority to regulate financialrkess and foreign exchange transactions. The &@ielnémk may
also lend to private organisations and trade seesifio ensure the stability of the financial araympents system.
The procurement process is explained in @fficial Gazette,where information on large contracts has to be
published. Shortcomings in the disclosure of ima¢rcodes regarding acquisitions and procuremerdatii@s
remain and, although they are expected to be aslehtén the future, no specific timetable for dogmghas yet been
prepared.

Central bank profit allocation
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Section 5 of the BCC Organic Law defines the ihitapital of the central bank and specifies thamay be
increased by majority decision of the board throaghitalisation of reserves, and adjusted by me&msonetary
correction. The majority of board members can estiihe MoF to increase the BCC'’s capital or malexigic

contributions to its assets on account of fundbdcappropriated under the Budget Law. The Orghaaiw also

establishes that profits for each fiscal year sthdnd distributed annually, and Article 77 allocatesto 10% of the
profits to central bank reserves. The remainingamh is transferred to the Treasury, unless a lbocates these
resources in full or in part to the BCC's capitareserves.

As mentioned above, after the banking crisis 0f2t88 the BCC purchased a substantial amount ofgpdbbt and
other banking assets from ailing financial instidos, and these have led the central bank to ilesses of around
1% of GDP®? This liability results from the differences betweinterest payments and interest revenues derived
from government debt servicing, since almost hélthe loss originates from the government debt \lith BCC.
Within this context, in 2003, Congress authorideel BCC to change the denomination of the debt fdoftars to
Chilean pesos in an effort to align the structufecentral bank credits and liabilities, but the e did not
effectively take place.

Last year, the IMF called on the government tooitice an appropriate and transparent mechanisrovier the
annual deficits of the central bank, in order torkvtoward its recapitalisation while preserving itstitutional
independence. This capitalisation should also help resolve BI&C's ongoing quasi-fiscal deficit. The authotie
acknowledge the importance of recapitalising theCB0 as to further consolidate confidence in tidependence of
monetary policy and allow for a better understagdainfiscal policy.

The Fiscal Responsibility Law (LRF) No. 20,128 ppeoved in September this year -- authorises therale
government to transfer to the BCC up to 0.5% of GIVer a five-year period, starting in 2006. Thsapitalisation
of the BCC -- which will take place only when thedget is in surplus and following transfers to alyecreated
Pension Fund- is expected to strengthen its position beftie market, thus allowing the possibility of genizgt
operating profits. In 2008, the MoF will have tondoict an assessment of the impact of transfersherBCC
projected balance, with a 20-year timeframe. Adtw to central bank officials, the BCC will nottinde transfers
in its balance until they have effectively occurrad Article 11 of the LRF does not impose a mamgatbligation
on the government to carry out the recapitalisation

Agency roles performed by the central bank on behalf of the gover nment

The Constitution and Article 37 of the BCC Orgabhaw clearly define the agency roles performed gy BICC on
behalf of the government. These include an adyiselationship on monetary, financial, and foreigxchange
matters with the president of the republic. Atteguest of the MoF, the central bank may actféscal agent in the
issuing of government domestic and foreign delttmay also represent the government in dealingk feiteign
financial and international organisations, inclgliparticipation in international lending negotiaiso It is also
empowered to issue securities and place them apesadell as to grant credit to foreign states tregbanks or
international financiers. It may also accept dépoBom the government and state-owned enterprigéth a
majority approval from members of the board. lestearned by these deposits may not be above tmatés.

In 2003, Chile issued Law 19,913 in order to inéégrand strengthen the legal and institutional &aork to
address anti-money laundering (AML) matters. Tée Is a substantial improvement on previous letitsia it
updates the legal definition of the offence of momeundering, imposes AML reporting obligations anwider
range of institutions, and provides the legal b&sighe creation of a Financial Analysis Unit (FAWith authority
to issue regulations and monitor compliance. TME has welcomed revisions to the legislation mad2d06 that
enhance the FAU’s ability to obtain information amdre effectively combat money laundering. Durthg past
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year, the FAU has been established and starteciiges™ While banking secrecy provisions continue to fithi
ability of the country to investigate potential negnlaundering offences and to provide effectivesrinational
cooperation, the FAU is empowered to request jatlicthe removal of banking secrecy as it appl@s tspecific
investigation. Chile has recently received ancifi visit from the Financial Action Task Force tife South
(GAFISUD), and a report on the country’s practisekkely to be published during 2007.
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2. OPEN PROCESS FOR FORMULATING AND REPORTING MONETARY PoLICY DECISIONS

eocee Full compliance

The framework, instruments and tar gets of monetary policy

Since 2000, the BCC has used a standard foredéetidan targeting framework, within a flexible examge rate
regime. This framework has anchored inflation exptons and increased the economy’s resiliencexternal
shocks, maintaining price stability. Liquidity imanaged through open market operations to mairgtastable
overnight reference interest rate. Details of tisnework are available on the central bank’s \iteB3 Any
changes regarding monetary policy are widely phblis

Framework and monetary tar gets

The main elements of the inflation-targeting fraroewin Chile consist of a pre-specified continumiftation target
band, a pre-announced “policy horizon’, and tinreynmunication of the authorities’ inflation foretais addition
the rationale for policy decisions and the reagonany temporary deviations from the inflationger are given.

The BCC uses a 3% annual inflation target, withivaad of minus/plus 1%. Inflation is measured tigio changes
in the Consumer Price Index (CPI) produced by tla¢iddal Institute of Statistics (INE), although thenetary
authorities focus their short-term analysis on miber of underlying CPIs. The INE produces an @ffitigure for

core inflation that limits seasonal price changes short-term volatility.

A recent OECD report lays out possible optionstf@ central bank policy agenda. With headline expected
inflation already safely anchored in the 2-4% tamgage, the BCC could consider the pros and cérargeting
core, rather than headline, inflation and the dased adjustments to the width of the target bakrthwever, the
BCC is against these proposals and believes teatulrent framework represents a clearer and mseefdaendly
system than targeting core inflatith.

The BCC uses a two-year forecast horizon for ptojgdnflation, with medium-to-long-term deviation$ inflation
from the target triggering policy shifts. The B@6Gnducts monetary policy through a reference ogéitninterest
rate compatible with the inflation target. Intemtiens are aimed at maintaining the stability & thference rate.

Chile has had a flexible exchange rate since 1888 free capital flows since April 2001. The exulparate policy
calls for zero intervention, but allows for the pidity of conducting foreign exchange operatiemsler exceptional
circumstances, such as episodes of considerakddilitplthat the BCC board estimates to be outsideket trends.
Alongside the adoption of a floating exchange ratgme, the BCC committed itself in 1999 to a fraraek for the
communication of the time span, size, and justifica of its foreign exchange interventions. Sintten,
interventions have occurred only twice, coincidwith regional financial turbulencg.

According to the IMF, the floating exchange ratgimee has benefited the economy and allowed it tushd
smoothly to external shocks. They commended th€'B@ansparent policy framework, with few intertiens in
the foreign exchange mark@t.
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M onetary instruments

The BCC conducts open market operations using ectrehic auction system. Since August 2001, it sed a
nominal interest rate (instead of a real interatd)ras the reference rate in its open market tipesa This reflects
the low inflation achieved, while discouraging tinelexation of other contracts in the economy, eigfigcto the
short end of the yield curve. The BCC also requiieancial institutions to meet mandatory overnidaposits of
9% and medium-term deposits of 3.6%.

The monetary policy-making body

Article 6 of the BCC Organic Law grants authoribyadonduct monetary policy to the board of the BCC.

Monetary board

Articles 6 to 21 of the BCC’s Organic Law establthle composition, structure and functions of thetree bank’s
board. The board has five members, appointed dptbsident of the republic with the approval ofigority of the

Senate. Members of the board are appointed forea®-terms and are eligible for reappointméntpproval of

board resolutions requires a minimum attendandéree members, unless a special quorum is regbiyate law,

given the importance and impact of a specific sttbjd he president of the BCC is the presidentoboard and is
appointed by the president of the republic from aghdoard members. The minister of finance is nbibard

member, but is authorised by the Organic Law terattits meetings, with the right to speak but novdte!® He

can suspend the application of board resolutiongaken by unanimity, for a maximum of fifteen dagad may in
that time ask the BCC president to call for anaotdinary board meeting to review the decision.

Explicit legislative provisions strengthen indepencde of board members from short-term politicalspoees and
allow them to give greater weight to price stabilitThe president of the republic, with justifieeason and prior
approval of the Senate, may remove any or all efttbard members. The dismissal may only be baged the

grounds that the concerned member has voted irufadforesolutions representing a clear breach efpirposes of
the BCC as specified in its Organic Law, and thase resolutions have been the direct cause ofiamadamage to
the economy of the country.

An organisational chart, including board membehns, general manager, general counsel and divisiaragas is
published on the central bank website.

Advance meeting schedule

The BCC'’s website includes a six-month advance imgetthedule for monetary policy board meetingke Hoard
holds ordinary sessions once a month. The BCE€ diates of all board meetings since 1997, in axldith details of
forthcoming meetings. It also provides minutes tbé meetings, giving a concise outline of the rale
underpinning monetary policy decisions. Decisipossuant to the deliberations of the monetary gdiicard come
into effect with the publication of the relevansodution in theOfficial Gazette Agreements adopted by the board
are available onlin&

Public statements on monetary policy

Central bank authorities publish tri-annddbnetary Policy Report§informes de Politica Monetarjahat review
recent domestic and foreign economic developmexgsyell as the state of the foreign exchange amahéial
markets, and present medium-term growth and iofiatbrecasts. These reports also explain theipslicarried out
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by the BCC to meet its inflation target over a tyear period, explicitly describing inflationary kiscenarios. The
September report coincides with the constitutignaflandated annual repotd the Senate, which reviews and
describes the policies and interventions undertdlkethe BCC and includes a detailed analysis ofsthée of the
national economy. Th#lonetary Policy Reportisually includes a section on the explicit ratlentor recent
monetary policy decisions.

The BCC’sAnnual Report- which has been published in English as welSpanish since 1983 -- contains a full
explanation of the main BCC operations, includingnetary policy, financial policy, foreign exchangelicy,
related external audits, administrative measuredgsgription of past macroeconomic developmentd, rasearch
and development activities. Information on thesinaitional outlook, balance of payments, intermatioceserves,
foreign debt, inflation and wages is also includtedhis report. The content of the annual repcatwnhanced for
the 2005 edition, helping it to evolve into a gerumanagement report. Models used by the BCCeédpape its
forecasts are publicly availabi®.

Since 2005, the quality and timeliness of informatdisclosed by the BCC have improved. A pressass is now
made available at the end of each meeting, undegritie main decisions taken. In addition, minatethe board
meetings reflecting different members’ positions egleased with a three-week lag, together withBthekground
Information Reporthat contains detailed analysis, forecasts, artitital information® The underlying principle
is that board decisions should be taken using @ngesinformation available to the market. Even tiopublicly
available information on BCC board meetings is abered of high quality, a public debate on the @mgnce of
disclosing opinions of individual board memberghia minutes is currently ongoing. At present, thegimions are
recorded in the transcripts of the meetings buhateublicly release®. Information on board meetings is available
on the BCC'’s websité® The website also includes speeches and docurdeafted by board members explaining
policy decisions implemented during the year.

Periodic publications

Market participants have praised the timelinessratidbility of information provided by the BCC, tioin Spanish

and in English. Under central bank agreement 891of August 2006, thBlonetary Policy ReportheFinancial
Stability Reportthe International Reserves Management Reod BCC progress reports on its balance sheet are
all part of the mandatory information that has & dubmitted periodically to the presidency, theasenand the
general public, within a pre-established time frarmek** The BCC agreement mandates previous unwritten
practice -- with the exception of the newly crealetirnational Reserves Management Regontl BCC progress
reports on its balance sheet -- and it is intertidaé@inforce central bank transparency.

The Monetary Policy Repoiis published in January, May, and September @elthe BCC annual reports, reviews
monetary policy and inflationary risk3. The quality of this report, which includes forstiag analysis and data, is
widely recognised.

TheMonthly Reportontains general economic information as well esveew of monetary aggregates, international
reserves, and other macroeconomic data. Thistreppublished on the 23rd of each month, and ohetuanalysis
of balance of payments, copper price, imports axubits, GDP, the BCC’s monetary programme, intéonat
reserves, financial services, external debt, an@ B&sentations and financial circulars issuednduthe assessed
period. TheMonthly Reportalso includes a detailed description of the diatisinformation provided. In addition,
the Monthly Progress Statistical Reponpublished on the seventh of each month, includésrmation on the
international economy, monetary base and aggregatesomic activity, expenditure and statistichie Daily News
contains monetary and foreign exchange information.
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Since 2004, the BCC has publisheBiaancial Stability Reportwice a year that includes national and internation
macroeconomic and financial information; a progresgort on foreign debt; the position of the nomiiag
financial institutions; and an overall assessmémh® Chilean financial position. This publicatisnmore analytical
than statistical and has been envisaged to completime statistical information already available.

The BCC's Book Series ofentral Banking, Analysis, and Economic Policiesavailable online. This series
publishes new research on central banking and ecicsdn general, with special emphasis on issuésfiafds that
are relevant to economic policies in developingneeonies. Policy usefulness, high-quality reseaacid relevance
to Chile are the main criteria for publishing bookBhe Working Paper Seriesf the BCC disseminates economic
research conducted by central bank staff or thadigs under its sponsorship. The purpose of #iesis to
contribute to the discussion of relevant issuesdevwlop new analytical or empirical approachabir analysis.

The BCC carries out a survey of economic expectat@mmong research institutions and independentrisxpé\
number of publications covering developments orionat statistics (such aBlational Accounts, Balance of
Payments and External Deldye also available online. In addition, the BC6ues weekly press releases with
economic information, such as monetary aggregatesrade data’

Public hearings

Articles 66 to 74 of the Organic Law contain praeiss for the publication of BCC decisions and appeacedures.
The central bank has an online service for recgidomments on new norms and regulations that aderun
discussion. This complements online availabilifyrelevant documents and questionnaires. The sybi@Es been
successfully used for issues like the implementatib a new payments system and real-time settlerokfdrge
transactions, as well as new regulations refemdrguidity. In the past year, the system wasdusetest the release
of new monthly information on the BCC's balanceethe

Regulations on data reporting by financial institutionsto the central bank

Article 35 of the Organic Law requires that finaalcinstitutions disclose information to the BCC, igh is
responsible for regulating the financial system &inel capital market and can dictate norms and tiondi to
banking and financial institutions. The regulatdrgmework and operating guidelines for the centrahk’s
counterparts in the financial sector are publicgiable on the website.

Responsibility for inspecting financial institutioties with the Superintendence of Banks and Fi&ihastitutions
(SBIF), whose activities and operational mandaeeciearly established. Detailed and up to date information on
financial institutions is publicly available throdughe SBIF website, which has continued improvimg quality and
timeliness of its content in the past year, inahgdihe release of #990-2005 Banking System Repdine monthly
Financial Information Reportand a more detailed report on financial instrumeriiee SBIF has recently launched
an Easy Bankingwebsite, in order to allow for a clear understagdof the financial system by outside market
participants’

Chile’s banking industry and its regulatory autties have been looking closely at the implicatiefishe new
recommendations introduced by the International V€ogrence of Capital Measurement and Capital Stalsdar
(known as Basel Il). Commentators have suggestatiGhile is well positioned to move into line withe new
accord and will do so at the pace that best ststown interests. A roadmap with detailed insinmng for
implementing Basel Il is publicly available. Targare being met according to schedule, includistress-testing
exercise of the financial system and an assessofi¢ghé Chilean banking system'’s capital adequadeunifferent
scenarios. Results indicate that the banking systeaid maintain satisfactory indicators in the caséypothetical
interest-rate, exchange-rate and credit-risk crisddditionally, an individual stress-testing stagfeeach financial
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institution is currently being undertak&h.The alignment of accounting standards continagsagress. In the past
year, individual opinions from institutions haveelecollected and are currently being discussed spexifically
created committee. Implementation is likely tortstance a consensus is reached. According to thmeemt
timeframe, the new accounting methodology is likelype adopted throughout the entire financialesysby 2005

Although implementation of Basel Il will requiregtamendment of the General Banking Law, the SBi&nifs to
begin working in close collaboration with financiaistitutions before the actual congressional aygraof
amendments. At present, the SBIF's objective isrtsure that financial institutions operate withihomogeneous
system. Gradual implementation of Basel Il is etpe to reduce capital requirements in the shom.teCapital
adequacy ratios are expected to remain figh.

The BCC has continued making progress in the masbgtian of financial regulations and methods usgféirancial
institutions to manage liquidity risk. This profestarted in late 2004 and has developed with thation of a risk
value map, a treatment plan and a monitoring apdrteg system. A review of rules governing markisk was
concluded in January 2005 with the publication efvrregulations for identifying, monitoring and caling risk.>®
These rules only came into force in July 2005 mgbanks a period to adapt their market risk mememt systems
to the new regulations. The new regulations afombetter identification, measurement and conbfahterest rates
and currency risks. This new framework incorpaatgernational standards and recommendationsabows the
guantification of risk associated with maintainiogen positions on options. It also limits the expesof available
capital once the charges associated with creditarie deducted.

The ‘Real Time Gross Settlement System,’ estaldisheearly 2004, worked faultlessly in the pastrye& Real
Time Gross Settlement System Supervisory Committae created in order to supervise the progresshef t
systent* This scheme governs the transfer of funds in e@hil currency, individually and continually, with
participating banks issuing instructions to transfe soon as they have the necessary resourcédinpeso
checking account at the BCC. The system, whichrbhdsced risks and improved timeliness of inforomtiis
administered by the BCC and used by every estagislanking firm in the country. During 2006, th€® and the
SBIF have coordinated an exercise among finanegitutions to assess the functioning of the system

Approval of the Capital Markets 1l (MK2) draft laghould further enhance efficiency of the finansigdtem and its
oversight. An updated version of the law is cutliebeing discussed in Congress and is likely t@pproved in the
near future.
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3. PUBLIC AVAILABILITY OF INFORMATION ON MONETARY PoLIcy

eocee Full compliance

Release of central bank data

Chile subscribes to the IMF Special Data DissenvnaStandard (SDDS) and meets its requirementthforelease
of a wide range of monetary informatidh.Article 53 of the BCC Organic Law requires thetal bank to compile
and publish in a timely fashion the main natiortatistics, including monetary and exchange statistihe balance
of payments, and the national debt, as well asr@breral economic and social indicators. The dat@r domestic
and international lending, both to the private se@nd publicly owned entities, and are praised tfair high
reliability. Liabilities are broken down into monecurrency reserves and promissory notes.

In May 2006, the BCC board changed internal regaiatabout its main macroeconomic statistics, rie lvith the
recommendations of international financial instiins®*  New provisions have regrouped monetary aggesgat
such as the monetary base and international reserwecluding an efficient reduction of them --daextended the
disclosure of information of financial instruments.

The Daily Newsand Monthly Reportpublications provide detailed information on BCeatations. These include
regulations, open market operations, foreign exghanterventions, net and gross reserve leveldgleof last resort
operations, monetary aggregates, and trade dataadfance release calendar that identifies preeisase dates
three months in advance is published on the BC@bsite?’ The calendar is updated at least once a month and
follows SDDS procedures. The BCC website containalendar of economic events that records not molyetary
policy information but also general economic infation such as CPI and employment statisticsThe BCC
provides access to details of its open market dipest® The BCC’sMonthly Indicator of Economic Activity
(IMACEC) is now published with a lag of 35 days,wdofrom 53 days in 2005. In addition, compreheasiv
information is published as regards different iadlics of the behaviour of domestic prices.

The central bank balance sheet

The BCC publishes an annual balance sheet andrarmkimcome statement. Prior to 31 January of gaeln, the
General Manager has to submit to the board thendinh statements for the preceding fiscal year. ateual BCC
financial statement is also submitted to the Migistf Finance and the Senate prior to 30 April atfe year.
Financial statements have to be submitted with@nian issued by external auditors appointed byktbard from
among those auditors registered with the SBIfthey are published, together with auditors’ nated opinions, in
the Official Gazetteand in a newspaper of national circulation. Tl@&(Balso releases monthly balance sheets with
detailed information about outstanding liabiliteesd assets. Since last year, a progress reptinedBCC’s balance
sheet has been published within Menthly Report

L ender of last resort

Article 36 of the Organic Law allows the centralnkato carry out lender of last resort operationditancial

institutions, with the exception of state-ownedeeptises. Operations of this type may extend fotauninety days.
After that, loans can only be renewed with the agrent of a majority of the board. These decisamessubject to a
report from the SBIF. The BCC may lend to stateresv enterprises and the government only underta efa
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emergency clause. All lender of last resort openatare disclosed in press releases,Dhdy News and BCC
income statements. Details of outstanding loaessailable in the BCC balance sheets.

Public infor mation services

The central bank maintains good public informasenvices and has continued to improve the quatitiyamount of
information publicly available on its website, comg both statistical data and analysis of monefaoiicy. The
process to further increase BCC transparency anduatability is continuously ongoing. The Commuations
Department, established in 2004, has enhancecetiteat bank’s relationship with the press and miaplketicipants,
ensuring timely and fair distribution of informatio Since the establishment of this departmenttaots of BCC
officials with the press have been reduced, arkblges of information have virtually disappearedesB releases are
posted on the BCC website. In late 2005, the De@d@neral Manager’s office was created, with Comications,
Information Systems, Human Resources and Intenmati®elations reporting directly to it.

In addition to the abovementioned periodic pubiars, the BCC releases and publishes online a wadiety of
documents and occasional publications, includiegtral Bank Economic Policy Documeritentral Bank Working
Papers and theChilean Economy Magazin¢hat provide in-depth analysis of economic amdificial policy. The
Annual Reportand theMonetary Policy Repost are available in English. Regulations, circulgters, and
resolutions are also available. Details of resohg must be published within five days of theiogtion.

The Chilean External Debt Repogrovides information on medium-term and long-tdareign debt on an annual
basis, broken down by public and private sectoraldo provides data on short-term foreign debte ihformation
covers different classifications and refers to bedés owed as of specific dates or annual movenganflows and
out-flows of foreign credits) and projections fengcing the debt itself.

Information about the BCC's international reserigepublicly available through its website, and B€C releases
detailed figures indicating how international resesr are managétd. Since 2004, it has included an explanation of
how to read the data provided and, since 2005¢rimdition on international reserves has been ingtitatised by the
BCC board and compiled into theternational Reserves Management ReforThis annual report, first published
in September 2006, includes detailed informatiooualbhe composition, structure, risk managemergstment and
liquidity portfolios of the country’s internationaleserves, together with detailed figures on theowarh of
international reserves and revenues generatedtfreimmanagement. The 2006 report also includesnititutional
framework used by the BCC to manage internatioesgnves. Starting in 2007, this new report willitiduded as
an annex to the BCCAnnual Report The progress of the BCC regarding public avditsttof information about
its international reserves has consolidated previptactices in line with the IMF's ‘Guidelines fdforeign
Exchange Reserve Management’ and has been highisepgrby commentatof3.

The BCC issues reliable newsletters, providing rimi@tion on current economic indicators and releases
publications and dissertations. The service idla@va through free subscription, both in Spanisid &nglish.

Following the leakage of sensitive information i603, the BCC has stepped up security, and has eddine

amount of time during which it holds market semsitinformation before publishing it. Proceduresntanage
sensitive information have been improved in variaays, including the reduction of time lags in fheblication of
relevant information for market participants, thee wf more advanced technological procedures tegrprivacy,

and the modernisation of certain practices and lagigns involving transactions and custody of siéi@s in

secondary markets.
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4, ACCOUNTABILITY AND ASSURANCESOF INTEGRITY BY THE CENTRAL BANK

g Compliance in progress

Accountability before a designated public authority

The BCC prepares a report which provides infornmatim the execution of policies and programmes @araut
during the previous year, as well as financialestants. The report, which includes a detailed yaislof the
situation of the national economy, complementedabstatistical appendix, can be accessed by thdcpablthe
BCC'’s offices and is also submitted to the ministEfinance and the Senate prior to 30 April oftegear. Regular
BCC board meetings with the Senate’s finance cotemifall into the general goal of keeping societioimed
about the macroeconomic policy debate, as wellnasreng that the central bank receives feedbacksopolicies.
Although it has improved in the past few years, sacommentators have suggested that the Senatéisidat
capacity should be further strengthened in ordémdrease its supervisory rofé.

There is a legal requirement for the BCC boardubnst to the minister of finance and the Senat@&rpio 30

September of each year, an evaluation of progresterm implementing policies and programmes fordheent

year. This statement accompanies a report onrthioped policies and programmes for the next calepdar, and
includes general economic projections and theisipdes effect on the financial statements for théofeing year.

Beyond this legal requirement, the BCC has beemitibg reports on evaluation of progress of itdigies on a
quarterly basis. Although the BCC is only requitegrovide information on its policies, in pradiit also provides
extensive explanations justifying the appropriassnaf its policy decisions.

Following the board meeting in August 2006, themsigision of monetary policy information to the posit of the
republic and the Senate has become part of the 8@@litutional policy. In addition, BCC agreementlating to

international reserves, liquidity, and progresstsrbalance sheet also have to be presented textfwitive and the
legislative branches.

Financial statement

The BCC's financial statements, detailing revenaied expenditures of the BCC, are published annaallpart of
the Annual Reportand are accompanied by an opinion from externditers.

Audited financial statement

The central bank’s General Manager must producditiaamcial statement by 31 January of the nextafisear.
Subsequently, an auditing firm carries out theestant’'s external audit.

External and internal audit

The BCC General Auditor is responsible for the omnand internal supervision of the central bankéEounts,
operations and administrative regulations. The g&nAuditor must report -- in writing to the prdsit of the
board, with a copy to the rest of its membershe- tomments and objections he may deem appropagteding
accounts and operatiofs.Once reviewed by the General Manager, thesenimligraudited statements are sent to
external auditors designated by the BCC’s board2005, the role of the General Auditor was reioéa to become
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more proactive in the areas of risk managemengrial monitoring and corporate governance. In ortde
strengthen internal audit procedures, the BCC &auited trained staff and has appointed a Chiefitduto whom
the General Auditor now has to report. The Chiatlidor reports directly to the BCC'’s board. A dg@siion of the
functioning of the internal audit unit is still pding, although some information has been includedhe 2005
Annual Report

A firm registered with the SBIF carries out theesral audit of central bank accounts. Externaltdod 2005 was
conducted by Ernst & Young Ltd. Financial statetseof the BCC are released according to the praesdu
approved by its board, which also need to be agbgeithe SBIF. The financial statements contaimmmary of
significant accounting principles and notes from #uditors.

Conduct of officials

The Organic Law of the BCC governs the code of cehaf employees, including its board. It compsisn
extensive list of activities deemed incompatiblehwihe role of board membership, and general staffduct
regulations. Board members are precluded fronriaténg or voting on resolutions in which they miagve a
commercial interest. The law also establishes thbatrd members are under no obligation to appeaoumt, with
the limitations provided in the codes of civil aodminal procedure®’ In 2002, Congress modified the Organic
Law to prevent board members from having equitypwnership of financial institutions. As such, hefdaking
office, board members are required to declare fhé#rests under oath. Following the Inverlinkident -- where
financial documents worth over 100 million US dddlavere stolen by the local financial group, Iniréd’ -- in
2003 the BCC issued a document Bthical Standards and Secure Informatitimat its officials now have to
follow.*®

The 2005Annual Reportincludes a section on Institutional Management @w/ernance, addressing previous
shortcomings on the availability of this informatioHowever, public availability of procurement pealures, and of
norms governing the ethical and personal condustadf, is still weak. In addition, the IMF hassoenmended the
online publication of a note on internal rules melijag the personal financial affairs of the st&ff.

Efforts to introduce new management techniques éindiance efficiency in the use of resources, msenand
manage financial and operating risk, and keep up imternational standards for transparency anditetion are
under way. In late 2005, the BCC's Internation&liflon was eliminated and the Financial Operati@igision
(FOD) was created, in order to help the BCC giveatgr emphasis to capital markets. The FOD isoresble for
interactions with domestic and international finahanarkets to implement monetary policy, and itnamisters
international reserves.

The Research Division and the Financial Policy Elom focus on analysis in the macroeconomic arahfiral fields
respectively. In order to further strengthen atiedy work and to ensure the stability of domestimd external
payments, a Financial Stability Management area avaated within the Financial Policy Division dugii2005.
Organisational changes follow the best practicesenked in other central banks around the worlde BEC has
also incorporated best practices in corporate gmrere into its internal management, through thete of
different committees -- including a Management Cotig®, a Technology Committee, an Investment Cotamit
and a Statistics Committee.

Preferential development of human resources, tearspy in budgetary management, and support far ethical
rules, together with priority for identifying andmtrolling the risks inherent in BCC functions aedponsibility, are
among the most relevant guidelines provided byc#mral bank?
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INTERVIEWS

Representatives @xford Analyticainterviewed the following individuals during a \i$o Chile between 16 and 18
October 2006:

Central Bank of Chile

16 October 2006

Rodrigo Valdes Pulido General Manager DepartroéBconomic Research
Ministry of Finance

18 October 2006

Jorge Rodriguez Cabello Head, Research Division tiohl Budget Office
Matias Bernier Borquez Head, Financial Planning tioval Budget Office
Leticia Celador Izquierdo Legal Advisor CapitahMets & International Finance Department
William Mullins Advisor Capital Markets & Inteational Finance Department

ADDITIONAL INTERVIEWS

17 October 2006

Christian Howard Studies Division SuperintendeotSecurities and Insurance
Felipe Morandé Dean University of Chile — Fagwlf Economics
Mariana Schkolnik Director National InstitudéStatistics (INE)

José Inostroza Lara Advisor National Institut&tatistics (INE)

Gustavo Arriagada Superintendent SuperintendehBanks & Financial Institutions
Fernando Valdes Ossa Correspondent SuperintemaéBanks & Financial Institutions

Axel Buchheister Rosas Legislative Programme Dinect Freedom and Development Institute
Rosanna Costa Economic Programme Director FreeshohDevelopment Institute

18 October 2006

Leonardo Suarez Chief Economist Larrain Vial €ldting
Diego Figueroa Martinez Economist Larrain VialnSalting
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NOTES

! The Central Bank of Chile (Banco Central de Chale)www.bcentral.cl

2 Constitution of Chile of 1980, last amended in2@® www.bcn.cl Organic Law of the Central Bank of Chile at:
www.bcentral.cl/eng/funorg/organiclaw/

% IMF Executive Board Concludes 2006 Article IV Gaitation with Chile’, IMF Public Information No#c06/97,
August 2006, available atvww.imf.org

* Information about the strategic planning procesaviailable atwww.bcentral.cl/eng/funorg/plann/

® ‘Chile: Financial System Stability AssessmentJuding Reports on the Observance of Standards ade<Con the
following topics: Monetary and Financial Policy Tisparency, Banking Supervision, and Securities Réguo’,
Country Report N0.04/269, August 2004, availablevatvw.imf.org

®In 2005, prepayments were done in Chilean peblasvever, during 2006, prepayments have been peefbim
US dollars. In 2014, the debt of the governmenhlie central bank is likely to be cancelled. Hegrethe BCC's
recapitalisation process will not be completed\{#GR6 at the earliest.

" Interviews in Chile, 16-18 October 2006.

® The total amount of BCC debt up to the end ofsaeond quarter of 2006 represented 13.6% of thetigosi GDP,
down from 29% in 2002. The reduction has occuthashks to central government pre-payments and iiedse in
BCC reserves. The latter have decreased in ordeytalebt derived from BCC'’s unnecessary marketwentions.
°IMF Executive Board Concludes 2005 Article IV Gaiitation with Chile’, IMF Public Information Notc
05/104, August 2005, available atwvw.imf.org

19 Even though the recapitalisation process of th€ BCoptional for the government, there is wideagreonsensus
that it will effectively take place so long as thwrent fiscal surplus continues.

1 According to Law 19,913, the Financial Analysisitis a decentralised public service agency attd¢hehe
Ministry of Finance whose mission is to preventfihancial system and other sectors of economiwigcfrom
being used to commit money laundering offencesw 28,119 of August 2006 has strengthened FAU’s pswe

12 GAFISUD is a regional inter-governmental orgari@athat brings together the countries of South Acaein
order to combat money laundering and terrorismnitiiag by means of the continuous improvement abnat
policies and the strengthening of different methofdsooperation between Member States.

13 Monetary Policy of the Central Bank of Chile: Otjees and Transmission Mechanism at:
www.bcentral.cl/eng/stdpub/publications

% Interviews in Chile, 16-18 October 2006.

> The latest BCC intervention occurred in 2002, asoasequence of regional instability. The centrahk
announced a temporary window of exchange marketvention that was, in practice, less than the anoed
limits.

8 {MF Executive Board Concludes 2005 Article IV Gaitation with Chile’, IMF Public Information Notc
05/104, August 2005, available atww.imf.org

7 Article 8 of the Organic Law of the BCC discusshs term of the members and establishes limitstHeir
replacement, allowing for one member to be chamyedy two years.

8 The minister also has the right to propose ageétetas or specific policy decisions (such as moryefmlicy,
foreign exchange, and financial regulation) focdssion.

19 Available at:www.bcentral.cl/esp/normativa/acuerdos/

20 Macroeconomic Models and Central Bank Projectio®®2 (Modelos Macroeconémicos y Proyecciones del
Banco Central de Chile 2003)ecember 2003, available attww.bcentral.cl/esp/publ/indexper.htm

I The Background Information Repofirst appeared in July 2005, and is available yvebnth except January,
May and September, when thenetary Policy Repoiis published.

22 Those in favour of the disclosure of individualripns argue that it could increase transparer@ymmentators
against the disclosure of individual opinions maiintthat it could damage the technical analysiheBCC, restrict
the expression of opinion by participants, anddfamm board views into a political issue.

23 Information on BCC board meetings is availablevatv.bcentral.cl/esp/politicas/reunionespolitica/

4 This is in line with the 2005 amendment to theidfal Constitution, which now states in its Artifléhat acts of
public institutions are public and their underlyimgnciples should be made publicly available.

5 AnnualReportsandMonetary Policy Reportqublicly availableat: www.bcentral.cl/eng/stdpub/publications

% A list of publicly available publications, inclutj theMonthly ReporiBoletin Mensual)the Financial Stability
Report (Informe de Estabilidad Financiera), Montllyogress Statistical Report (Avance estadisticbBisetin
Mensual)andDaily News (Informativo Diario)is available at:www.bcentral.cl/esp/publ/indextema.htm
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2’ Available at: www.bcentral.cl/esp/infoeconomica/coyuntura/

% See the Superintendence of Banks and Financiaituisns Superintendencia de Bancos e Instituciones
Financierag website at:www.sbif.cl

29 Easy Bankingvebsite, available awww.bancafacil.cl

% Directrices de la Hoja de Ruta para la Transicibiacia Basilea Il January 2005, available at:
www.sbif.cl/sbifweb/internet/archivos/publicaciory 23.pdf

%L Interviews in Chile, 16-18 October 2006.

%2 \mproving the Banking System: The Chilean Expecie’, Economic Policy Papers No.16, Central BanKlife,
March 2006.

% This new approach is based on the Basel ComnittRecommendations of 1996, and recommendations from
2004 on managing interest rate risk, which arentagral part of considerations included in Basel Il

% The General Manager chairs the monthly meetingwinclude the managers of the Financial Openatind
Financial Policy Divisions, a representative frdra General Auditor’s office, the managers of Domdsihancial
Markets, Infrastructure and Financial Regulatiariptmation Systems, and the head of the Departofddayments
and Securities.

% IMF Special Data Dissemination Standards (SDDShile, at:
http://dsbb.imf.org/Applications/web/sddsnsdppage/

% The decision was adopted by Agreement N° 126760608 of the BCC board.

37 Available at: www.bcentral.cl/esp/infoeconomica/fminedd/calendestadisticas/index.htm

% Available at: http://www.bcentral.cl/esp/infoeconomica/calend&@®6/01.htm

%9 BCC Open Market Operations, available atvw.bcentral.cl/esp/oma/

“0 Article 76, the Organic Law of the BCC.

I Available at: www.bcentral.cl/esp/infoeconomica/fminedd/liquidewl/index.htm

“2 Available atwww.bcentral.cl/esp/opfin/resint/

“3 Interviews in Chile, 16-18 October 2006.

“* Interviews in Chile, 16-18 October 2006.

> Article 26, the Organic Law of the BCC.

“ Article 21, the Organic Law of the BCC.

*" The incident has not only damaged market confidebat also undermined the government’s credibilRyessure
on the BCC president to stand down succeeded. résudt, the BCC has stepped up security, but Isasraduced
the time it holds market sensitive information lvefpublishing it.

“8 Available at: www.bcentral.cl/esp/politicas/exposiciones/miembowsejo/pdf/2003/informe%20seguridad. pdf
49 ‘Chile — Financial Sector Assessment Program. allt Assessment of Observance of the IMF Code addG
Practices on Transparency in Monetary and FinaRaoéties’, IMF Country Report No. 04/326, Octol2€04.

%0 |Interviews in Chile, 16-18 October 2006.
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