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August 10, 2000

M. Jin Liqun

Vice Mnister of Finance

M nistry of Finance
Beijing

Peopl e’ s Republic of China

Re: Japanese Grant for the Preparation of the Zhejiang
Urban Environnent Project
Grant Nunber TF026241

Dear Sir:

| 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 nmake a grant in an anmpbunt not exceeding five hundred
thousand United States Dollars (US$500,000) (the Grant) to the People’s Republic of
China (the Recipient).

The Grant is nmade 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 Agreement. 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 agreenment 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 becone effective as of the date of the countersignature.

Very truly yours,

| NTERNATI ONAL BANK FCR
RECONSTRUCTI ON AND DEVEL OPMENT

By /s/ Yukon Huang
Country Director, China
East Asia and Pacific Region

AGREED:
PEOPLE' S REPUBLI C OF CHI NA
By /s/ Jiay Zou
Deputy Director GCeneral
Date: Septenber 6, 2000
ANNEX

Pur poses, Terns, 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 the Zhejiang Urban
Envi ronnent Project, which has as its main objectives: (i) enhancenent of the
Reci pient’s delivery of urban environmental services; (ii) carrying out of
institutional and financial reformin the Recipient’s waste utility sector; and (iii)
strengt heni ng of the Recipient’s urban financial nmanagenent and generation of

resources in the cities of Hangzhou, Shaoxing, N ngbo, and Huzhou (the Project cities)
(the Project). The activities (the Activities) for which the Grant is given are as



fol |l ows:

(a) provision of advisory services to the Recipient on wastewater treatnent, and
managenent of sewerage and water distribution systenms which is estimated to cost
US$167, 000 equi val ent;

(b) preparation of the Project inplenentation and nmanagenent plan, which is
estimated to cost US$62, 500 equi val ent;

(c) preparation of pollution control managenment and nonitoring prograns for each
of the Project cities, which is estimated to cost US$10, 500 equi val ent;

(d) preparation of a institutional reformprogramfor each of the six utility
conpani es under the Project, which is estimated to cost US$123, 000 equi val ent;

(e) preparation of a financial and econonic anal yses of the Project, which is
estimated to cost US$107, 000 equival ent; and

) (f) provision of advisory services to the Recipient on the preparation of
envi ronmental assessnents and resettlenent action plans for each Project city, and on
the Bank’s safeguard policies, which is estimted to cost US$30, 000 equival ent.

2. | npl emrent ati on CGeneral ly

2.1. The Recipient shall: (a) carry out the Activities with due diligence and
efficiency through the Zhejiang Urban Devel opnent Project O fice; (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
Grant as the Bank shall reasonably request; (d) fromtine to tine 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

Peopl e’ s Republic of China for purposes related to the Grant. Wthout linmitation 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. Procur enent

3. 1. Except as the Bank shall otherw se agree, procurenent 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 anobunt of the Grant shall be credited to an account opened by the Bank on
its books in the nane of the Recipient (the Grant Account), and nmay 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 itens may be financed out of the proceeds of
the Grant and shall be used exclusively in the carrying out of the Activities:

Anount of the Grant Expenditures tO/SOf
Item Al'l ocated (in Dollars) be Fi nanced
(1) Consul tants’ services 500, 000 100%
TOTAL 500, 000
4. 3. Not wi t hst andi ng t he provisions of paragraph 4.2 above:
(a) No wi t hdrawal s shall be made fromthe G ant Account: (i) for paynents

made for expenditures prior to the date of signature of this Letter Agreenent by the
Bank; (ii) on account of paynents for any taxes levied by or in the 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 fromsuch territories; or (iv) for
the purpose of any payment 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;



(b) No wi thdrawal s shall be made fromthe Grant Account after Decenber 31,
2001, or such later date that the Bank shall establish by notice to the Recipient (the
Closing Date), provided that, except in special circunstances, the C osing Date shal
not be extended beyond the expected date of Bank approval of financing for the
Project. However, withdrawal s may be made after the C osing Date for expenditures
incurred prior to the Closing Date if the corresponding withdrawal application is
received by the Bank within four nonths after the Closing Date, after which time any
amount of the Grant renmining unwi thdrawn fromthe Grant Account shall be cancel ed
and

(c) If, in the Bank’s opinion, an anount of the Grant allocated to any of the
itens in the table in paragraph 4.2 above will be insufficient to finance the
expendi tures for such item the Bank may, by witten notice to the Recipient,
reall ocate to such iteman anount of the Grant then allocated to another item which
in the Bank’s opinion, will not be necessary to nmeet other expenditures

4. 4. When the Recipient shall desire to withdraw any anount fromthe G ant Account,
it shall deliver to the Bank a witten application for withdrawal of such amount 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
shal | have authorized in witing; and (b) acconpani ed by such evidence in support of
the application as the Bank shall reasonably request. Authenticated specinen
signatures of the person authorized to sign w thdrawal applications shall be provided
with the first application bearing his or her signature. Each wi thdrawal application
for an anpbunt of the Grant and its supporting evidence nust be sufficient in form and
substance to satisfy the Bank that the Recipient is entitled to w thdraw such anpunt
fromthe Grant Account and that such anount is to be used in the carrying out of the
Activities. The Bank shall pay the anpbunts 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 Grant Account to be nade on the basis
of statenents of expenditure for expenditures under contracts for: (a) services of
consulting firms costing | ess than US$100, 000 equi val ent; and (b) services of

i ndi vi dual consultants costing | ess than US$50, 000 equi val ent, all under such terns
and conditions as the Bank shall specify by notice to the Recipient.

4.6. Wthdrawal s of the proceeds of the Grant shall be made in the currency of the
Grant. The Bank, at the Recipient’s request and acting as an agent of the Recipient,
shal | purchase with the currency of the Grant withdrawn fromthe G ant Account such
currencies as shall be required to pay for expenditures to be financed out of the
proceeds of the Gant. Wenever it shall be necessary, for the purposes of this
Letter Agreenent, to determ ne the value of one currency in terms of another, such
val ue shall be as reasonably determ 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
comerci al bank on terms and conditions satisfactory to the Bank, 1ncluding
appropriate protection agai nst set-off, seizure or attachment. Deposits into, and
paynents out of, the Special Account shall be nade in accordance with the provisions
of Attachment Il to this Annex

5. Accounts and Audits

5. 1. (a) The Recipient shall maintain or cause to be naintained a financia
managenent system including records and accounts, and prepare financial statenents in
a format acceptable to the Bank, adequate to reflect in accordance w th sound
accounting practices the operations, resources and expenditures related to the
Activities.

(b) The Recipient shall: (i) have the records, accounts and financia
statenents referred to in subparagraph (a) above and the records and accounts for the
Speci al Account for each fiscal year audited, in accordance w th auditing standards
acceptable to the Bank, consistently applied, by independent auditors 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 audited
and (B) an opinion on such statenments, records and accounts and report 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 said
records and accounts and the audit thereof, and concerning said auditors, as the Bank
shall fromtine to time reasonably request.



(c) For all expenditures with respect to which withdrawals fromthe G ant
Account were nmade on the basis of statements of expenditure, the Recipient shall: (i)
mai ntain 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 thdrawal fromthe Grant Account was made, all records (contracts, orders, invoices,
bills, receipts and ot her docurments) 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 statenents of expenditure submitted 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 tine, by notice to the Recipient, suspend the right of the
Recipient to nmake 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 nmade a |l oan with the guarantee of the People’'s Republic
of China, to nake withdrawal s under any |oan agreenent with the Bank or any

devel oprment credit agreenment with the International Devel opnent Association shall have
been suspended.

6. 2. The Bank nay, by witten notice to the Recipient, terminate the right of the
Reci pient to neke further withdrawals fromthe G ant Account: (a) at any tinme after
the right of the Recipient to nake withdrawals fromthe G ant 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; or (c) if the Bank has
decided, at any tine after consultation with the Recipient, to withdraw its support to
the Project; or (d) if the Recipient has withdrawn its request for the Bank's

assi stance in financing the Project.

Attachment |
Pr ocur enment
Section |I. Consul tants’ Services
Part A CGener al

Consul tants’ services shall be procured in accordance with the provisions of the
Introduction and Section IV of the "Guidelines: Selection and Empl oynent of
Consul tants by World Bank Borrowers", published by the Bank in January 1997 and
revised in Septenber 1997 and January 1999 (the Consultant Cuidelines), and the
followi ng provisions of this Section I.

Part B: Quality- and Cost-based Sel ection

Except as otherwi se provided in Part C of this Section, consultants’ services
shal | be procured under contracts awarded in accordance with the provisions of Section
Il of the Consultant Cuidelines, paragraph 3 of Appendix 1 thereto, Appendix 2
thereto, and the provisions of paragraphs 3.13 through 3.18 thereof applicable to
qual ity- and cost-based sel ection of consultants.

Part C O her Procedures for the Selection of Consultants
1. Qual i ty-based Sel ection

Servi ces under paragraph 1.1 (f) of the Annex shall be procured under contracts
awarded in accordance with the provisions of paragraphs 3.1 through 3.4 of the
Consul tant Gui del i nes.
2. I ndi vi dual Consultants

Services for tasks that meet the requirenents set forth in paragraph 5.1 of the
Consul tant Cui delines shall be procured under contracts awarded to individual

consultants in accordance with the provisions of paragraphs 5.1 through 5.3 of the
Consul t ant Cui del i nes.



Part D Revi ew by the Bank of the Selection 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 Quidelines. Selection of all consultants’ services shall
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
estimated to cost the equival ent of US$200,000 or nore, the procedures set forth in
paragraphs 1, 2 (other than the third subparagraph of paragraph 2 (a)) and 5 of
Appendi x 1 to the Consultant Cuidelines shall apply.

(b) Wth respect to each contract for the enpl oynent of consulting firns
estimated to cost the equival ent of US$100,000 or nore, but |ess than the equival ent
of $200, 000, the procedures set forth in paragraphs 1, 2 (other than the second
subpar agraph of paragraph 2 (a)) and 5 of Appendix 1 to the Consul tant Guidelines
shal I apply.

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

3. Post Revi ew

Wth respect to each contract not governed by paragraph 2 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 nmeans 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"Aut horized Al location" neans an anount equival ent to US$50, 000
to be wthdrawmn fromthe Grant Account and deposited into the Special Account pursuant
to paragraph 3 (a) of this Attachnent.

2. Paynents out of the Special Account shall be nade exclusively for eligible
expenditures 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 thdrawals of the Authorized Allocation and subsequent
wi thdrawal s to replenish 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 anmount or ampunts which do not exceed the
aggregate anount 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 anpunt or anmpbunts as the Recipient shall
have request ed.

(b) (i) For repl eni shnent 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 Attachment for the payment or
paynents in respect of which replenishnent is requested. On the
basi s of each such request, the Bank shall, on behalf of the
Recipient, withdraw fromthe G ant Account and deposit into the
Speci al Account such ampunt 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

expenditures. All such deposits shall be withdrawn by the Bank

fromthe Gant Account under the eligible item and in the

respective equival ent amounts, as shall have been justified by

sai d docunments and ot her evidence.

4, For each paynent nmade 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
docunents and other evidence showi ng that such payment was nmade exclusively for

el i gi bl e expendi tures.

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

(a) if, at any tine, the Bank shall have determined 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
Agreenent, 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 nake
wi thdrawal 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 anmbunt of the Grant shall equal the equival ent
of twice the ambunt of the Authorized Allocation.

Thereafter, withdrawals fromthe G ant Account of the remaining unw t hdrawn anpbunt of
the Grant shall follow 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 nmaking paynents for
el i gi bl e expendi tures.

6. (a) If the Bank shall have determined at any tine that any paynent out of the
Special Account: (i) was namde for an expenditure or in an anount not eligi bl e pursuant
to paragraph 2 of this Attachment; 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 anount equal to the anobunt

of such paynment or the portion thereof not so eligible or justified. Unless the Bank
shall otherw se agree, no further deposit by the Bank into the Special Account shall
be nade until the Recipient has provided such evidence or made such deposit or refund,
as the case may be.

(b) If the Bank shall have determined at any time that any anmount outstandi ng
in the Special Account will not be required to cover further paynents for eligible
expenditures, the Recipient shall, pronptly upon notice fromthe Bank, refund to the

Bank such outstandi ng anount.



