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LOAN NUMBER 7033 LV

PRQIECT AGREEMENT

AGREEMENT, dated Decenber 19, 2000, between | NTERNATI ONAL BANK FOR
RECONSTRUCTI ON AND DEVELOPMENT (the Bank) and Liepajas RAS, Ltd., (LRL).

WHEREAS (A) by the Loan Agreenent of even date herewith between Republic of
Latvia (the Borrower) and the Bank, the Bank has agreed to make available to the

Borrower an anount

of two mllion two hundred twenty thousand dollars ($2,220,000) for

Part A.1 and 2 of the Project, on the ternms and conditions set forth in the Loan
Agreement, but only on condition LRL agree to undertake such obligations toward the
Bank as are set forth in this Agreenent;

(B) by a subsidiary |oan agreenent to be entered into between the Borrower
and LRL, the proceeds of the |oan provided for under the Loan Agreement will be nade
available to LRL on the terns and conditions set forth in said Subsidiary Loan

Agreement; and

WHEREAS LRL
with the Borrower,
Agr eenent ;

in consideration of the Bank’s entering into the Loan Agreenent
has agreed to undertake the obligations set forth in this



NOW THEREFORE t he parties hereto hereby agree as follows:
ARTI CLE
Definitions

Section 1.01. Unless the context otherw se requires, the several terns defined
in the Loan Agreenent, the Preanble to this Agreenent and the General Conditions (as
so defined) have the respective nmeanings therein set forth

ARTI CLE 1|
Execution of the Project

Section 2.01. LRL declares its commitnment to the objectives of the Project as
set forth in Schedule 2 to the Loan Agreenent, and, to this end, shall carry out the
Project with due diligence and efficiency and in conformty with appropriate
admi ni strative, financial, engineering and environmental practices, and shall provide
or cause to be provided, pronptly as needed, the funds, facilities, services and other
resources required for the Project.

Section 2.02. LRL shall

(a) mai ntain policies and procedures adequate to enable it to nonitor and
eval uate on an ongoi ng basis, in accordance with indicators satisfactory to the Bank,
the carrying out of the Project and the achievenent of the objectives thereof;

(b) prepare, under terns of reference satisfactory to the Bank, and furnish
to the Bank, on or about March 15, 2003, a report integrating the results of the
moni toring and eval uation activities performed pursuant to paragraph (a) of this
Section, on the progress achieved in the carrying out of the Project during the period
preceding the date of said report and setting out the measures reconmended to ensure
the efficient carrying out of the Project and the achi evenent of the objectives
thereof during the period follow ng such date; and

(c) review wi th the Bank, by May 15, 2003, or such later date as the Bank
shall request, the report referred to in paragraph (b) of this Section, and
thereafter, take all measures required to ensure the efficient conpletion of the
Proj ect and the achi evenent of the objectives thereof, based on the concl usions and
recomrendati ons of the said report and the Bank’s views on the nmatter

Section 2.03. LRL shall carry out the EMP with due diligence and efficiency and
in accordance with appropriate environnental and social practices, and shall provide,
promptly as needed, the funds and ot her resources required therefor.

Section 2.04. LRL shall carry out the PIP in a tinely nmanner, satisfactory to
t he Bank.

Section 2.05. Except as the Bank shall otherw se agree, procurenent of the goods
and works required for Part A1 and 2 of the Project and to be financed out of the
proceeds of the Loan shall be governed by the provisions of Schedule 1 to this
Agr eenent .

Section 2.06. (a) LRL shall carry out the obligations set forth in Sections
9.04, 9.05, 9.06, 9.07, 9.08 and 9.09 of the General Conditions (relating to
i nsurance, use of goods and services, plans and schedul es, records and reports,
mai nt enance and | and acqui sition, respectively) in respect of the Project Agreement.

(b) For the purposes of Section 9.07 of the General Conditions and without



limtation thereto, LRL shall

(i) prepare, on the basis of guidelines acceptable to the
Bank, and furnish to the Bank not later than six (6) nmont hs
after the Closing Date or such |ater date as may be agreed for
this purpose between the Bank and LRL, a plan for design to
ensure the sustainability of the Project; and

(ii) afford the Bank a reasonabl e opportunity to exchange
views with LRL on said plan

Section 2.07. LRL shall duly performall its obligations under the Subsidiary
Loan Agreenent. Except as the Bank shall otherw se agree, LRL shall not take or concur
in any action which would have the effect of anendi ng, abrogating, assigning or
wai vi ng the Subsi diary Loan Agreenent or any provision thereof.

Section 2.08. (a) LRL shall, at the request of the Bank, exchange views with
the Bank with regard to progress of the Project, the performance of its obligations
under this Agreenent and under the Subsidiary Loan Agreenent and other matters
relating to the purposes of the Loan.

(b) LRL shall pronptly informthe Bank of any condition which interferes or
threatens to interfere with the progress of the Project, the acconplishnent of the
pur poses of the Loan, or the performance by LRL of its obligations under this
Agreement and under the Subsidiary Loan Agreenent.

ARTI CLE |11
Managenment and Operations of the LRL

Section 3.01. LRL shall carry on its operations and conduct its affairs in
accordance with sound adm nistrative, financial, engineering and environmenta
practices, in accordance with the BDP, under the supervision of qualified and
experi enced nmanagenment assisted by conpetent staff in adequate nunbers

Section 3.02. LRL shall at all tines operate and maintain its plant, nachinery,
equi pnent and ot her property, and fromtine to time, pronptly as needed, nake al
necessary repairs and renewal s thereof, all in accordance with sound engi neering
financial and environmental practices.

Section 3.03. LRL shall take out and maintain with responsible insurers
i nsurance agai nst such risks and in such anbunts as shall be consistent with
appropriate practice.

ARTI CLE |V
Fi nanci al Covenants

Section 4.01. (a) LRL shall cause PIUto naintain a financial managenment system
i ncluding records and accounts, and prepare financial statenents, all in accordance
wi th accounting standards acceptable to the Bank, consistently applied, adequate to
reflect its operations and financial condition and to register separately the
operations, resources and expenditures related to the Project.

(b) LRL shall cause PIU to

(i) have its records, accounts and financial statenents
(bal ance sheets, statenents of incone and expenses and
rel ated statenents) for each fiscal year audited, in accordance with

audi ting standards acceptable to the Bank, consistently applied



by i ndependent audi tors acceptable to the Bank

(ii) furnish to the Bank as soon as available, but in any

case not |ater than six nonths after the end of each such
year, (A) certified copies of the financial statenents referred
to in paragraph (a) of this Section, for such year as so
audi ted, and (B) an opi nion on such statements and reports
of such audit by said auditors of such scope and in such
detail as the Bank shall have reasonably requested; and

(iii) furnish to the Bank such other information concerning
such records, accounts and financial statenments, and t he
audit thereof, and concerning said auditors, as t he Bank may
fromtine to tinme reasonably request.

Section 4.02. (a) Wthout limtation upon the provisions of Section 4.01 of this
Agreement, LRL shall carry out a time-bound action plan acceptable to the Bank for the
strengtheni ng of the financial managenent systemreferred to in paragraph (a) of said
Section 4.01 in order to enable LRL, not |ater than June 30, 2001, or such |ater date
as the Bank shall agree, to prepare quarterly Project Managenment Reports, acceptable
to the Bank, each of which:

(i) (A) sets forth actual sources and applications of
funds for the Project, both cumulatively and for the peri od
covered by said report, and projected sources and applications of
funds for the Project for the six-month period followi ng the
period covered by said report, and (B) shows separately expenditures
financed out of the proceeds of the Loan during the

period covered by said report and expenditures
proposed to be financed out of the proceeds of the Loan during
the six-nonth period follow ng the period covered by said report;

(ii) (A) describes physical progress in Project
i mpl ementati on, both cumul atively and for the period

covered by said report, and (B) explains variances bet ween t he
actual and previously forecast i mpl ementation targets
and

(iii) sets forth the status of procurement under the
Proj ect and expenditures under contracts financed out of the
proceeds of the Loan, as at the end of the period covered by
said report.

(b) Upon the conpletion of the action plan referred to in paragraph (a) of
this Section, the LRL shall prepare, in accordance with guidelines acceptable to the
Bank, and furnish to the Bank not later than 45 days after the end of each cal endar
quarter a Project Managenment Report for such period.

Section 4.03. (a) Except as the Bank shall otherw se agree, LRL shall not incur
any debt unless a reasonable forecast of the revenues and expenditures of LRL shows
that the estimated net revenues of LRL for each fiscal year during the termof the
debt to be incurred shall be at least 1.0 tinmes the estimted debt service
requirements of LRL in such year on all debt of LRL including the debt to be incurred

(b) For the purposes of this Section

(i) the term “debt” nmeans any indebtedness of LRL
maturing by its ternms nore than one year after the date
on which it is originally incurred

(ii) Debt shall be deened to be incurred: (A) under a |oan
contract or agreement or other instrunent providing f or



such debt or for the nodification of its terns of paynent on the date

of such contract, agreenent or instrunent; and (B) under a
guar ant ee agreenent, on the date of the agreenent providing for
such guar antee has been entered into

(iii) The term “debt service requirenments” means the
aggregat e amount of repaynments (including sinking f und
paynents, if any) of, and interest and ot her charges on, debt.

(iv) The term “reasonabl e forecast” neans a forecast

prepared by LRL not earlier than twelve nonths prior to the
incurrence of the debt in question, which both t he Bank and LRL
accept as reasonable and as to which the Bank has notified LRL of its
acceptability, provi ded that no event has occurred since such

notification which has, or nay reasonably be expected
in the future to have, a materi al adverse effect on

the financial condition or future operating results of LRL
(v) Whenever for the purposes of these Sections it shal

be necessary to value, in terns of the currency of t he
Borrower, debt payable in another currency, such val uation
shall be made on the basis of the prevailing | awful
rate of exchange at whi ch such other currency is, at the time of
such val uati on, obt ai nabl e for the purposes of servicing such
debt , or, in the absence of such rate, on the basis of a

rate of exchange acceptable to the Bank
ARTI CLE V

Effective Date; Term nation
Cancel | ati on and Suspensi on

Section 5.01. This Agreenent shall come into force and effect on the date upon
whi ch the Loan Agreenent becones effective.

Section 5.02. This Agreenent and all obligations of the Bank and of LRL
thereunder shall termnate on the date on which the Loan Agreenent shall ternminate in
accordance with its terns, and the Bank shall pronptly notify LRL thereof.

Section 5.03. All this provisions of this Agreenment shall continue in full force
and effect notw t hstandi ng any cancel | ati on or suspension under the Genera
Condi ti ons.

ARTI CLE VI
M scel | aneous Provi si ons

Section 6.01. Any notice or request required or permtted to be given or nade
under this Agreenent and any agreenent between the parties contenplated by this
Agreement shall be in witing. Such notice or request shall be deenmed to have been
duly given or nmade when it shall be delivered by hand or by mail, telegram cable
telex or radiogramto the party to which it is required or pernitted to be given or
made at such party’s address hereinafter specified or at such other address as such
party shall have designated by notice to the party giving such notice or maki ng such
request. The addresses so specified are:

For the Bank:

I nternational Bank for
Reconstruction and Devel opnment
1818 H Street, N W



Washi ngton, D.C. 20433
United States of Anerica

Cabl e address: Tel ex: Fax:
| NTBAFRAD 248423 (M) or 202 477-6391
Washi ngton, D.C 64145 (MCl)
For LRL:

Li epaj as RAS, Ltd.
Rozu iela 6
LV-3400, Liepaja
Republic of Latvia

Fax:
371 34 07298

Section 6.02. Any action required or permtted to be taken, and any docunent
required or pernmitted to be executed, under this Agreement on behal f of LRL rmay be
taken or executed by LRL or such other person or persons as LRL shall designate in
witing, and LRL shall furnish to the Bank sufficient evidence of the authority and
the authenticated specinmen signature of each such person.

Section 6.03. This Agreenent nmay be executed in several counterparts, each of
whi ch shall be an original, and all collectively but one instrument.

IN WTNESS WHEREOF, the parties hereto, acting through their duly authorized
representatives, have caused this Agreenent to be signed in their respective nanmes in
Ri ga, Republic of Latvia, as of the day and year first above witten.

I NTERNATI ONAL BANK FOR
RECONSTRUCTI ON AND DEVELOPMENT

By /s/ Basil G Kaval sky
Acting Regional Vice President
Europe and Central Asia

LI EPAJAS RAS, LTD.

By /s/ Indulis Qzolins
Aut hori zed Representative

SCHEDULE 1
Procurenent and Consul tants’ Services
Section |. Procurenent of Goods and Wrks
Part A Gener al

Goods and works shall be procured in accordance with the provisions of Section |
of the “Cuidelines for Procurenent under |BRD Loans and | DA Credits” published by the
Bank in January 1995 and revised in January and August 1996, Septenber 1997 and
January 1999 (the Cuidelines) and the follow ng provisions of Section | of this
Schedul e.



Part B: I nternational Conpetitive Bidding

1. Except as otherwi se provided in Part C of this Section, goods and works shall be
procured under contracts awarded in accordance with the provisions of Section Il of
the Guidelines and paragraph 5 of Appendix 1 thereto.

2. The follow ng provisions shall apply to goods to be procured under contracts
awarded in accordance with the provisions of paragraph 1 of this Part B

Preference for Donestically Mnufactured Goods

The provisions of paragraphs 2.54 and 2.55 of the CQuidelines and Appendi x 2
thereto shall apply to goods manufactured in the territory of the Borrower.

Part C O her Procurenent Procedures
Nati onal Conpetitive Bidding

Works estimated to cost |ess than $350, 000 equival ent per contract, up to an
aggregate anmount not to exceed $400, 000 equival ent, may be procured under contracts
awarded in accordance with the provisions of paragraphs 3.3 and 3.4 of the CGuidelines

Part D: Revi ew by the Bank of Procurement Decisions
1. Pr ocurenent Pl anni ng

Prior to the issuance of any invitations to prequalify for bidding or to bid for
contracts, the proposed procurement plan for the Project shall be furnished to the
Bank for its review and approval, in accordance with the provisions of paragraph 1 of
Appendi x 1 to the CGuidelines. Procurement of all goods and works shall be undertaken
in accordance with such procurenent plan as shall have been approved by the Bank, and
with the provisions of said paragraph 1

2. Prior Review

Wth respect to all contracts for Parts B and C, the procedures set forth in
paragraphs 2 and 3 of Appendix 1 to the Cuidelines shall apply.



