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June 6, 1997

H s Excel |l ency
Roberts Zile

M ni ster of Finance
M nistry of Finance
1 Snmilsu Street
Riga, LV 1919
Republic of Latvia

Re: Japanese Grant for Health Reform Project
G ant Nunber TF027116

Excel | ency:

I amwiting on behalf of the International Bank for Reconstruction and
Devel opnent (the Bank) to indicate the Bank’'s agreenent, as adm nistrator of grant
funds provided by Japan, to make a grant in an ampbunt not exceedi ng four hundred forty
thousand United States dollars ($440,000) (the Grant) to Republic of Latvia (the
Reci pi ent).

The Grant is made in response to the Recipient’s request for financial
assi stance and for the purposes and on the terns and conditions set forth in the Annex
to this Letter Agreenment. The Recipient represents, by confirmng its agreenent
below, that it is authorized to contract and withdraw the Grant for the said purposes
and on the said terns and conditions.

Pl ease confirmyour agreenent with the foregoing, on behalf of the Recipient, by
signing, dating, and returning to us the enclosed copy of this Letter Agreenent. Upon
recei pt by the Bank of the copy of this Letter Agreenent countersigned by you, this
Letter Agreenent will beconme effective as of the date of the countersignature.

Very truly yours,

| NTERNATI ONAL BANK FOR RECONSTRUCTI ON
AND DEVELOPMENT

By /s/ Basil G Kaval sky
Director

Country Department |V

Europe and Central Asia Region

AGREED:
REPUBLI C OF LATVI A
By /s/ Roberts Zile
Aut hori zed Representative
Date: July 17, 1997
ANNEX
Pur poses, Ternms, and Conditions of the G ant

1. Pur poses and Activities

1.1. The purpose of the Grant is to assist in the preparation of a health reform
project (the Project).

1. 2. The activities (the Activities) for which the Grant is given are as foll ows:

(a) assessment of the investment in cost accounting and data systens required



to inplenent a new health care financing system

(b) devel opment of a business plan and organizational structure for the
Recipient’s Central Health Insurance Fund and the new regi onal sickness funds;

(c) review of the options for ownershi p and nmanagenent of hospitals and
clinics;

(d) identification of a programto develop the policy-making and public
health functions in the Mnistry of Health; and

(e) devel opnent of the capacity of mmjor stakeholders for effective project
preparation and i npl enentati on.
2. I mpl emrent ati on Generally

The Recipient shall: (a) carry out the Activities with due diligence and
efficiency; (b) pronptly provide the funds, facilities, services and other resources
required for that purpose; (c) furnish all information covering the Activities and the

use of the proceeds of the G ant as the Bank shall reasonably request; (d) fromtinme
to time exchange views with the Bank’s representatives on the progress and results of
the Activities; and (e) take all necessary neasures required to enable the Bank to
visit the territory of the Recipient for purposes related to the Gant. Wthout
limtation on the foregoing, the Recipient shall, if the Bank shall so request,
prepare and furnish to the Bank pronptly upon conpletion of the Activities a report,
in formand substance satisfactory to the Bank, on the results and inpact of the
Activities.

3. Pr ocur ement

Except as the Bank shall otherw se agree, procurenment of the consultants’
services required for the carrying out of the Activities and to be financed out of the
proceeds of the Grant shall be governed by the provisions of Attachnent | to this
Annex.

4, Wt hdrawal of Grant Proceeds

4. 1. The anpbunt of the Grant shall be credited to an account opened by the Bank on
its books in the name of the Recipient (the Grant Account), and may be wi t hdrawn
therefrom by the Recipient in accordance with the provisions of this Section 4, for
expenditures in respect of the reasonable cost of services required for the Activities
and to be financed out of the proceeds of the Gant.

4. 2. The expenditures for the following itemmy be financed out of the proceeds of
the Grant and shall be used exclusively in the carrying out of the Activities:

Amount of the % of

Grant Allocated Expenditures to
Item (in US doll ars) be Fi nanced
Consul tants’ 440, 000 100%
services
TOTAL 440, 000
4. 3. Not wi t hst andi ng the provisions of paragraph 4.2 above, no wi thdrawal s shall be

made: (i) for paynents nade for expenditures prior to the date of signature of this
Letter Agreement by the Bank; (ii) on account of paynments for any taxes |evied by or
inthe territory of the Recipient; (iii) on account of expenditures in the territories
of any country which is not a nenber of the Bank or for services supplied from such
territories; (iv) for the purpose of any paynent to persons or entities if such
paynent, to the Bank’s know edge, is prohibited by a decision of the United Nations
Security Council taken under Chapter VII of the Charter of the United Nations; or (v)
after March 31, 1999, or such later date as the Bank shall establish by witten notice
to the Recipient (the Cosing Date), except that withdrawal s may be nade for

expendi tures incurred prior to the Closing Date if the corresponding application is
received by the Bank within four nonths after the Closing Date, after which tine any
anount of the Grant remaining unwithdrawn fromthe G ant Account shall be cancel ed.

4. 4. When the Recipient shall desire to withdraw any amount fromthe G ant Account,
it shall deliver to the Bank a witten application for withdrawal of such anmpbunt in
the formspecified by the Bank. Wthdrawal applications shall be: (a) signed on



behal f of the Recipient by the Mnister of Finance or such other person as he or she
shall have authorized in witing; and (b) be acconpani ed by such evidence in support
of the application as the Bank shall reasonably request. Authenticated speci nen
signatures of the person authorized to sign withdrawal applications shall be provided
with the first application bearing his or her signature. Each w thdrawal application
for an anmpbunt of the Grant and its supporting evidence must be sufficient in form and
substance to satisfy the Bank that the Recipient is entitled to wthdraw such anmount
fromthe Grant Account and that such anmount is to be used in the carrying out of the
Activities. The Bank shall pay the anmpbunts wi thdrawn by the Recipient fromthe G ant
Account only to or on the order of the Recipient.

4.5. The Bank may require withdrawals fromthe G ant Account to be nade on the basis
of statenents of expenditure for expenditures for: (a) services of consulting firns
costing |l ess than $100, 000 equival ent; and (b) services of individual consultants
costing |l ess than $50, 000 equivalent, all under such ternms and conditions as the Bank
shall specify by notice to the Recipient.

4. 6. Wthdrawal s of the proceeds of the Grant shall be nade in the currency of the
Grant. The Bank, at the Recipient’s request and acting as an agent of the Recipient,
shall purchase with the currency of the G ant withdrawmn fromthe G ant Account such
currencies as shall be required to pay for expenditures to be financed out of the
proceeds of the Grant. \Wenever it shall be necessary, for the purposes of this
Letter Agreenent, to determ ne the value of one currency in terns of another, such
val ue shall be as reasonably determni ned by the Bank

4. 7. To facilitate the carrying out of the Activities, the Recipient may open and
maintain in United States dollars a special deposit account (the Special Account) in a
commerci al bank on terms and conditions satisfactory to the Bank, including
appropriate protection against set-off, seizure or attachnent. Deposits into, and
paynents out of, the Special Account shall be made in accordance wth the provisions
of Attachnent |l to this Annex.

5. Accounts and Audits

5.1. (a) The Recipient shall maintain or cause to be nmintained records and
accounts adequate to reflect in accordance with sound accounting practices the
operations, resources and expenditures in respect of the Activities of the departnents
or agencies of the Recipient responsible for carrying out the Activities or any part

t hereof .

(b) The Recipient shall: (i) have the records and accounts referred to in
subparagraph (a) above and the records and accounts for the Special Account for each
fiscal year audited, in accordance with appropriate auditing principles consistently
applied, by independent auditors acceptable to the Bank; (ii) furnish to the Bank as
soon as available, but in any case not later than six nmonths after the end of each
such year, the report of such audit by said auditors, of such scope and in such det ai
as the Bank shall have reasonably requested; and (iii) furnish to the Bank such ot her
i nformation concerning said records and accounts and the audit thereof as the Bank
shall fromtime to tine reasonably request.

(c) For all expenditures with respect to which withdrawals fromthe G ant
Account were made on the basis of statements of expenditure, the Recipient shall: (i)
maintain or cause to be naintained, in accordance w th subparagraph (a) above, records
and accounts reflecting such expenditures; (ii) retain, until at |east one year after
the Bank has received the audit report for the fiscal year in which the |ast
wi t hdrawal fromthe Grant Account was nmade, all records (contracts, orders, invoices
bills, receipts and other docunents) evidencing such expenditures; (iii) enable the
Bank’ s representatives to exam ne such records; and (iv) ensure that such records and
accounts are included in the annual audit referred to in subparagraph (b) above and
that the report of such audit contains a separate opinion by said auditors as to
whet her the statenments of expenditure submtted during such fiscal year, together with
the procedures and internal controls involved in their preparation, can be relied upon
to support the related w thdrawal s.

6. Suspensi on and Cancel | ation

6. 1. The Bank may at any tinme, by notice to the Recipient, suspend the right of the
Reci pient to make further withdrawals fromthe G ant Account if any of the follow ng
events has occurred and is continuing: (a) the Recipient has failed to conply with any
of its obligations herein specified; or (b) the right of the Recipient, or any other
entity to which the Bank has made a loan wth the guarantee of the Recipient, to nake
wi t hdrawal s under any | oan agreenent with the Bank or any devel opnent credit agreenent



with the International Devel opnment Associ ation shall have been suspended

6. 2. The Bank may, by witten notice to the Recipient, term nate the right of the
Reci pient to make further withdrawals fromthe G ant Account: (a) at any tine after
the right of the Recipient to make withdrawals fromthe Grant Account shall have been
suspended pursuant to the provisions of paragraph 6.1 above; or (b) if the Recipient
shall have failed to take action, satisfactory to the Bank, within six nonths after
the effective date hereof, to carry out the Activities.

At t achnent
Procurenent of Consultants’ Services
Part A Gener al

Consul tants’ services shall be procured in accordance with the provisions of the
Introduction and Section IV of the "Guidelines: Selection and Enpl oynent of
Consul tants by World Bank Borrowers" published by the Bank in January 1997 (the
Consul tant Guidelines) and the follow ng provisions of this Attachment.

Part B: Qual ity- and Cost-based Sel ection

1. Except as otherwi se provided in Part C of this Attachnent, consultants’ services
shall be procured under contracts awarded in accordance with the provisions of Section
Il of the Consultant Guidelines, paragraph 3 of Appendix 1 thereto, Appendix 2

thereto, and the provisions of paragraphs 3.13 through 3.18 thereof applicable to
quality- and cost-based sel ection of consultants.

Part C. O her Procedures for the Sel ection of Consultants
1. Sel ection Based on Consultants’ Qualifications

Services for the Activities under paragraph 1.2 of the Annex estimated to cost
| ess than $100, 000 equi val ent per contract may be procured under contracts awarded in
accordance with the provisions of paragraphs 3.1 and 3.7 of the Consultant Guidelines.

2. Si ngl e Source Sel ection

Services for the Activities under paragraph 1.2 of the Annex estimated to cost
| ess than $100, 000 equi val ent per contract, may, with the Bank’s prior agreenent, be
procured in accordance with the provisions of paragraphs 3.8 through 3.11 of the
Consul t ant CGui del i nes.

3. I ndi vi dual Consultants

Services for tasks that neet the requirenents set forth in paragraph 5.01 of the
Consul tant Gui del i nes shall be procured under contracts awarded to individua
consultants in accordance with the provisions of paragraphs 5.1 through 5.3 of the
Consul tant Cui del i nes.

Part D: Revi ew by the Bank of the Sel ection of Consultants
1. Sel ection Pl anni ng

Prior to the issuance to consultants of any requests for proposals, the proposed
plan for the selection of consultants under the Activities 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 Consultant Guidelines. Selection of all consultants’ services shal
be undertaken in accordance with such selection plan as shall have been approved by
the Bank, and with the provisions of said paragraph 1

2. Prior Review

(a) Wth respect to each contract for the enploynment of consulting firns for
services estimated to cost the equival ent of $100,000 or nore, the procedures set
forth in paragraphs 1, 2 (other than the third subparagraph of paragraph 2 (a)) and 5
of Appendix 1 to the Consultant Cuidelines shall apply.

(b) Wth respect to each contract for the enploynment of consulting firms for
services estimted to cost the equival ent of $100,000 or nore, but |less than the
equi val ent of $200,000, the procedures set forth in paragraphs 1, 2 (other than the
second subparagraph of paragraph 2 (a)) and 5 of Appendix 1 to the Consultant



Gui del i nes shall apply.

(c) Wth respect to each contract for the enpl oynent of i ndividual
consultants estimated to cost the equival ent of $50,000 or nore, the qualifications,
experience, terns of reference and terns of enploynent of the consultants shall be
furnished to the Bank for its prior review and approval. The contract shall be
awarded only after said approval shall have been given.

3. Post Revi ew

Wth respect to each contract not governed by paragraph 1 of this Part, the
procedures set forth in paragraph 4 of Appendix 1 to the Consultant Guidelines shall

apply.
Attachment 11
Speci al Account
1. For the purposes of this Attachment:

(a) the term"eligible iten neans the itemset forth in the table in
paragraph 4.2 of the Annex to this Letter Agreenent;

(b) the term"eligible expenditures" neans expenditures in respect of the
reasonabl e cost of services required for the Activities and to be financed out of the
proceeds of the Grant; and

(c) the term"Authorized Allocation" neans an anopunt equival ent to $100, 000
to be wthdrawmn fromthe G ant Account and deposited into the Special Account pursuant
to paragraph 3 (a) of this Attachnent.

2. Paynents out of the Special Account shall be made exclusively for eligible
expendi tures in accordance with the provisions of this Attachnent.

3. After the Bank has received evidence satisfactory to it that the Special Account
has been duly opened, w thdrawal s of the Authorized Allocation and subsequent
withdrawal s to repl enish the Special Account shall be nade as foll ows:

(a) The Recipient shall furnish to the Bank a request or requests for a
deposit into the Special Account of an ampunt or anounts which do not exceed the
aggregate amount of the Authorized Allocation. On the basis of such request or
requests, the Bank shall, on behalf of the Recipient, withdraw fromthe G ant Account
and deposit into the Special Account such anount or anmpunts as the Recipient shall
have request ed.

(b) (i) For repl eni shment of the Special Account, the Recipient shall
furnish to the Bank requests for deposits into the Special Account
at such intervals as the Bank shall specify.

(ii) Prior to or at the tine of each such request, the Recipient shall
furnish to the Bank the docunents and ot her evidence required
pursuant to paragraph 4 of this Attachnent for the paynment or
paynents in respect of which replenishnent is requested. On the
basi s of each such request, the Bank shall, on behalf of the
Reci pient, withdraw fromthe G ant Account and deposit into the
Speci al Account such anmount as the Recipient shall have requested
and as shall have been shown by said docunents and ot her evidence

to have been paid out of the Special Account for eligible

expendi tures. Al such deposits shall be wi thdrawn by the Bank

fromthe Grant Account under the eligible item and in the

respective equival ent anpbunts, as shall have been justified by

sai d docunents and ot her evi dence.

4. For each paynent nade by the Recipient out of the Special Account, the Recipient
shall, at such time as the Bank shall reasonably request, furnish to the Bank such
docurments and ot her evidence showi ng that such paynment was nade excl usively for

el i gi bl e expenditures.

5. Not wi t hst andi ng the provisions of paragraph 3 of this Attachnent, the Bank shall
not be required to make further deposits into the Special Account:

(a) if, at any tine, the Bank shall have determ ned that all further



wi t hdrawal s shoul d be nade by the Recipient directly fromthe G ant Account;

(b) if the Recipient shall have failed to furnish to the Bank, within the
period of time specified in paragraph 5.1 (b) (ii) of the Annex to this Letter
Agreenment, any of the audit reports required to be furnished to the Bank pursuant to
sai d paragraph in respect of the audit of the records and accounts for the Special
Account ;

(c) if, at any tine, the Bank shall have notified the Recipient of its
intention to suspend in whole or in part the right of the Recipient to nmake
withdrawal s fromthe Grant Account pursuant to the provisions of paragraph 6.1 of the
Annex to this Letter Agreenent; or

(d) once the total unw thdrawn anmount of the Grant shall equal the equival ent
of twice the anmount of the Authorized Allocation.

Thereafter, withdrawals fromthe G ant Account of the remaining unw t hdrawn amount of
the Grant shall foll ow such procedures as the Bank shall specify by notice to the
Recipient. Such further withdrawals shall be nade only after and to the extent that
the Bank shall have been satisfied that all such anpbunts remaining on deposit in the
Speci al Account as of the date of such notice will be utilized in making paynents for
el i gi bl e expenditures.

6. (a) If the Bank shall have determined at any tine that any paynent out of the
Speci al Account: (i) was nmade for an expenditure or in an anount not eligi bl e pursuant
to paragraph 2 of this Attachnent; or (ii) was not justified by the evidence furnished
to the Bank, the Recipient shall, pronptly upon notice fromthe Bank: (A) provide such
addi tional evidence as the Bank may request; or (B) deposit into the Special Account
(or, if the Bank shall so request, refund to the Bank) an anmpunt equal to the anmpunt
of such payment or the portion thereof not so eligible or justified. Unless the Bank
shal | otherw se agree, no further deposit by the Bank into the Special Account shall
be made until the Recipient has provided such evidence or made such deposit or refund,
as the case nay be.

(b) If the Bank shall have determ ned at any tine that any anopunt outstandi ng
in the Special Account will not be required to cover further paynents for eligible
expendi tures, the Recipient shall, pronptly upon notice fromthe Bank, refund to the

Bank such outstandi ng anmount.



