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PROJECT AGREEMENT

AGREEMENT, dated June 12, 1998, between INTERNATIONAL BANK FOR RECONSTRUCTION
AND DEVELOPMENT (the Bank) and SHANGHAI MUNICIPAL ELECTRIC POWER COMPANY (SMEPC).

WHEREAS (A) by the Loan Agreenent of even date herewi th between People’'s
Republic of China (the Borrower) and the Bank, the Bank has agreed to make avail abl e
to the Borrower an ampunt equal to four hundred million Dollars ($400,000,000), on the
terns and conditions set forth in the Loan Agreenent, but only on condition that SMEPC
agree to undertake such obligations toward the Bank as are set forth in this
Agreement; and

(B) by subsidiary | oan agreenents to be entered into between the Borrower and
Shanghai Muni ci pality and between Shanghai Municipality and SMEPC, the proceeds of the
Loan provided for under the Loan Agreenment will be made avail able to SMEPC t hr ough
Shanghai Municipality on ternms and conditions set forth in said Subsidiary Loan
Agreenents; and

WHEREAS SMEPC, in consideration of the Bank's entering into the Loan Agreenent
with the Borrower, has agreed to undertake the obligations set forth in this
Agr eenent ;

NOW THEREFORE t he parties hereto hereby agree as follows:

ARTI CLE |



Definitions

Section 1.01. Unless the context otherwise requires, the several terms defined
in the Loan Agreement and in the General Conditions (as so defined) have the
respective meanings therein set forth.

ARTICLE Il
Execution of the Project

Section 2.01. (a) SMEPC declares its commitment to the objectives of the Project
as set forth in Schedule 2 to the Loan Agreement, and, to this end, shall carry out
the Project with due diligence and efficiency and in conformity with appropriate
administrative, financial, engineering, environmental, resettlement, technical, and
public utility practices, and shall provide, or cause to be provided, promptly as
needed, the funds, facilities, services and other resources required for the Project.

(b) Without limitation upon the provisions of paragraph (a) of this Section
and except as the Bank and SMEPC shall otherwise agree, SMEPC shall carry out the
Project in accordance with the Implementation Program set forth in Schedule 2 to this
Agreement. Section 2.02. Except as the Bank shall otherwise agree, procurement of the
goods and consultants’ services required for 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 2.03. (a) SMEPC 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 acquisition) in respect of the Project Agreenent.

(b) For the purposes of Section 9.08 of the General Conditions and without
limtation thereto, SMEPC shall: (i) prepare, on the basis of guidelines acceptable to
the Bank, and furnish to the Bank not |ater than six (6) nmonths after the C osing Date
or such later date as may be agreed for this purpose between the Bank and SMEPC a pl an
for the future operation of the Project; and (ii) afford the Bank a reasonabl e
opportunity to exchange views with SMEPC on said plan.

Section 2.04. SMEPC shall duly performall its obligations under the Subsidiary
Loan Agreenent. Except as the Bank shall otherw se agree, SMEPC shall not take or
concur in any action which would have the effect of assigning, anending, abrogating or
wai vi ng the Subsidiary Loan Agreenment or any provision thereof.

Section 2.05. (a) SMEPC shall, at the request of the Bank, exchange views with
the Bank with regard to the progress of the Project, the performance of its
obl i gations under this Agreenment and under the Subsidiary Loan Agreenent, and other
matters relating to the purposes of the Loan.

(b) SMEPC shall pronmptly informthe Bank of any condition which interferes or
threatens to interfere with the progress of the Project, the acconplishment of the
pur poses of the Loan, or the perfornmance by SMEPC of its obligations under this
Agreenent and under the Subsidiary Loan Agreenent.

ARTI CLE 111
Managenment and Operations of SMEPC

Section 3.01. SMEPC shall carry on its operations and conduct its affairs in
accordance with sound admi nistrative, financial, engineering, environnental, technical
and public utility practices under the supervision of qualified and experienced
managenent assisted by competent staff in adequate nunbers.

Section 3.02. SMEPC shall at all times operate and maintain its plant,
machi nery, equi pment and other property, and fromtine to time, pronptly as needed,
make all necessary repairs and renewal s thereof, all in accordance with sound
engi neering, financial, environmental technical and public utility practices.



Section 3.03. SMEPC shall take out and maintain with responsible insurers, or
make other provision satisfactory to the Bank for, insurance against such risks and in
such amounts as shall be consistent with appropriate practice.

ARTICLE IV
Financial Covenants

Section 4.01. (a) SMEPC shall maintain records and accounts adequate to reflect
in accordance with sound accounting practices its operations and financial condition.

(b)  SMEPC shall:

(@) have its records, accounts and financial statements (balance

sheets, statements of income and expenses and related
statements) for each fiscal year audited, in accordance with appropriate
auditing principles consistently applied, by independent auditors

acceptable to the Bank;

(i)  furnish to the Bank, as soon as available but in any case not

later than six (6) months after the end of each such year, (A)
certified copies of its financial statements for such year as so
audited and (B) the 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, accounts and financial statements as well as the audit thereof
as the Bank shall from time to time reasonably request.

Section 4.02. (a) Except as the Bank shall otherwise agree, SMEPC shall earn:

(@) for its fiscal years ending on December 31, 1998 and December 31,
1999, an annual return of not less than 8% of the average current
value of SMEPC'’s equity;

(i)  orits fiscal years ending on December 31, 2000 and December 31,
2001, an annual return of not less than 10% of the average
current value of its equity;

(iii) for its fiscal years ending on December 31, 2002 and December 31,

2003, an annual return of not less than 12% of the average
current value of its equity; and
(iv)  for its fiscal year ending on December 31, 2004, and for each of
its fiscal years thereafter, an annual return of not less than 15% of
the average current value of its equity.

(b) Before June 1 in each of its fiscal years, SMEPC shall, on the basis of
forecasts prepared by SMEPC and satisfactory to the Bank, review whether it would meet
the requirements set forth in paragraph (a) in respect of such year and the next
following fiscal year and shall furnish to the Bank the results of such review upon
its completion.

(c) If any such review shows that SMEPC would not meet the requirements set
forth in paragraph (a) of this Section for SMEPC's fiscal years covered by such
review, SMEPC shall promptly take all necessary measures (including, without
limitation, adjustments of the structure or levels of its tariffs) in order to meet
such requirements.

(d) For the purposes of this Section:

(@) The annual return shall be cal cul ated by dividing SMEPC s net
income for the fiscal year in question by one half of the sum of the
current book val ue of SMEPC s equity at the beginning and at the end

of that fiscal year.

(ii) The term “equity” neans the sum of the total uninpaired paid-in



capital, retained earnings and reserves of SMEPC not allocated

to cover specific liabilities excluding consumer contributions.

(i) The term "net income" means the sum of total operating revenues
and net non-operating income less the sum of total operating
expenses and interest payments and other charges on debt.

(iv)  The term "total operating revenues" means revenues from all
sources related to operations.

(v) The term “net non-operating inconme” neans the difference between:
(A) revenues fromall sources other than those related to operations; and
(B) expenses, i ncluding taxes and payments in |lieu of taxes
incurred in the generation of revenues in (A) above

(vi) The term "total operating expenses" neans all expenses related to
oper ati ons, i ncludi ng admi ni stration, adequate nai ntenance, taxes and
payrments in |ieu of taxes, and provision for depreciation on a
straight-line basis at a rate of not | ess than 5% per annum of the
average current gross value of SMEPC s fi xed assets in operation, or
ot her basis acceptable to the Bank, but excluding interest and

ot her charges on debt.

Section 4.03. (a) Except as the Bank shall otherw se agree, SMEPC shall take all
necessary neasures, including, without Iimtation, adjustnments of the structure or the
levels of its tariffs, to ensure that its internal cash generation for each fiscal
year during the termof any debt to be incurred shall be at least 1.5 tines its
estimat ed maxi mum debt service requirenents in such year on all debt of SMEPC,

i ncluding the debt to be incurred.

(b) For the purposes of this Section:
(i) The term "debt" nmeans any indebtedness of SMEPC maturing by its
terms 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

agreenent or ot her instrunent providing for such debt or for the

nodi fication of its terms of payment on the date of such contract,
agreenent or instrunent; and (B) under a guarantee agreenent, on
the date the agreenent providing for such guar ant ee has been

entered into.

(iii) The term"internal cash generation" neans the difference between:

(A) the sum of revenues fromall sources related to operations and net
non- oper ati ng i ncome, excluding receipts from custoner
connection charges; and (B) the sum of all expenses related to
operations including adm nistration, adequate mai nt enance, taxes
and payments in lieu of taxes, but excluding provision for depreci ation
ot her non-cash operating charges and interest and ot her charges on
debt .

(iv) The term "net non-operating incone" neans the difference between:
(A) revenues fromall sources other than those related to
operations; and (B) expenses, including rates and payments in lieu
of taxes, incurred in the generation of revenues in (A) above

(v) The term “debt service requirenents" neans the aggregate anount of
repaynents (i ncluding sinking fund paynents, if any) of, and interest
and ot her charges on, debt, excluding capitalized interest during

construction.

(vi) Whenever for the purposes of this Section it shall be necessary to

value, in terms of the currency of the Borrower, debt payable in
anot her currency, such val uation shall be made on the basis of the
prevailing lawful rate of exchange at which such other currency is,

at the time of such valuation, obtainable 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.

ARTICLE V

Effective Date; Termination
Cancellation and Suspension

Section 5.01. This Agreement shall come into force and effect on the date upon
which the Loan Agreement becomes effective.

Section 5.02. This Agreement and all obligations of the Bank and of SMEPC
thereunder shall terminate on the date on which the Loan Agreement shall terminate in
accordance with its terms, and the Bank shall promptly notify SMEPC thereof.

Section 5.03. All the provisions of this Agreement shall continue in full force
and effect notwithstanding any cancellation or suspension under the General
Conditions.

ARTICLE VI
Miscellaneous Provisions

Section 6.01. Any notice or request required or permitted to be given or made
under this Agreement and any agreement between the parties contemplated by this
Agreement shall be in writing. Such notice or request shall be deemed to have been
duly given or made when it shall be delivered by hand or by mail, telegram, cable,
telex or radiogram to the party to which it is required or permitted to be given or
made at such party’s address hereinafter specified or at such other addresses as such
party shall have designated by notice to the party giving such notice or making such
request. The addresses so specified are:

For the Bank:

International Bank for Reconstruction and Development
1818 H Street, N.W.

Washington, D.C. 20433

United States of America

Cable address: Telex:
INTBAFRAD
Washington, D.C. 248423 (MCI),
64145 (MCI)

For Shanghai Municipal Electric Power Company:

181 Nanjing Road (East)
Shanghai 200002
Peopl e’ s Republic of China

Section 6.02. Any action required or permitted to be taken, and any docunents
required or pernmitted to be executed, under this Agreement on behal f of SMEPC or by
SMEPC on behal f of the Borrower under the Loan Agreenent, may be taken or executed by
its President, or by such other person or persons as said President shall designate in
witing, and SMEPC shall furnish to the Bank sufficient evidence of the authority and
the authenticated speci men signature of each such person.

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

IN WTNESS WHEREOF, the parties hereto, acting through their duly authorized
representati ves, have caused this Agreement to be signed in their respective nanes in
the District of Colunmbia, United States of Anerica, as of the day and year first above
witten.



INTERNATIONAL BANK FOR
RECONSTRUCTION AND DEVELOPMENT

By /s/ Sven Sandstrom
Authorized Representative

SHANGHAI MUNICIPAL ELECTRIC

POWER COMPANY

By /s/ Li Zhaoxing

Authorized Representative
SCHEDULE 1
Procurenent and Consul tants’ Services
Section |. Procurenent of Goods
Part A Genera
Goods shall be procured in accordance with the provisions of Section | of the

“Qui del ines for Procurenent under |BRD Loans and | DA Credits” published by the Bank in

January 1995 and revised in January and August 1996 (the Guidelines) and the follow ng
provi sions of this Section, as applicable.

Part B: I nternational Conpetitive Bidding
1. Except as otherwi se provided in Part C of this Section, goods shall be procured
under contracts awarded in accordance with the provisions of Section Il of the

Cui del i nes 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:

(a) Preference for donestically manufactured goods

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

(b) Notification and Advertising

The invitation to prequalify or bid for each contract estinmated to cost
$10, 000, 000 equi val ent or nmore shall be advertised in accordance with the procedures
applicable to | arge contracts under paragraph 2.8 of the Guidelines

Part C O her Procurenent Procedures
1. Limted International Bidding

Speci al i zed equi pnment estimated to cost |ess than $300, 000 equi val ent per
contract, up to an aggregate anpunt not to exceed $6, 000, 000 equival ent, and ot her
goods, which the Bank agrees can only be purchased froma linited nunber of suppliers
regardl ess of the cost thereof, may be procured under contracts awarded in accordance
with the provisions of paragraph 3.2 of the Cuidelines.

2. I nternational and National Shopping

Goods which are readily avail able off-the-shelf or are standard specification
commodi ties and which are estimated to cost |ess than $300, 000 equi val ent per
contract, up to an aggregate anpunt not to exceed $2,500, 000 equival ent, may be
procured under contracts awarded on the basis of: (a) international shopping
procedures for up to an aggregate anpunt not to exceed $2, 000, 000 equival ent, or (b)



with the prior agreement of the Bank, national shopping procedures, for an aggregate
amount not to exceed $500,000 equivalent, in each case in accordance with the
provisions of paragraphs 3.5 and 3.6 of the Guidelines.

3. Direct Contracting

Goods which (a) should be procured as an extension of an existing contract or
must be purchased from the original supplier to be compatible with existing equipment,
and which cost $500,000 equivalent or less in the aggregate, or (b) are of a
proprietary nature, may, with the Bank’s prior agreement, be procured in accordance
with the provisions of paragraph 3.7 of the Guidelines.

Part D: Review by the Bank of Procurement Decisions
1. Procurement Planning

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
Appendix 1 to the Guidelines. Procurement of all goods and works shall be undertaken
in accordance with such procurement plan as shall have been approved by the Bank, and
with the provisions of said paragraph 1.

2. Prior Review

With respect to each contract for goods estimated to cost the equivalent of
$5,000,000 or more, the procedures set forth in paragraphs 2 and 3 of Appendix 1 to
the Guidelines shall apply.
3. Post Review

With respect to each contract not governed by paragraph 2 of this Part, the
procedures set forth in paragraph 4 of Appendix 1 to the Guidelines shall apply.

Section ll.  Employment of Consultants
Part A: General

Consul tants’ services shall be procured in accordance with the provisions of the
I ntroduction and Section |V of the “Cuidelines: Selection and Enpl oynent of
Consul tants by World Bank Borrowers” published by the Bank in January 1997 (the
Consul tant Cui delines) and the follow ng provisions of Section Il of this Schedul e.

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
quality- and cost-based sel ection of consultants.

Part C O her Procedures for the Selection of Consultants

Si ngl e Source Sel ection

Services for constructi on managenent 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 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 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 Consultant Cuidelines. Selection of all consultants’ services shall



be undertaken in accordance with such selection plan as shall have been approved by
the Bank, and the provisions of said paragraph 1.

2. Prior Review

@) With respect to each contract estimated to cost the equivalent of
$100,000 or more, but less than the equivalent 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 Guidelines shall apply.

(b) With respect to each contract estimated to cost the equivalent of
$200,000 or more, 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 Guidelines shall

apply.

(c) With respect to each contract for the employment of individual
consultants estimated to cost the equivalent of $50,000 or more, the qualifications,
experience, terms of reference and terms of employment 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 Review

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

SCHEDULE 2
Implementation Program

For the purposes of Section 2.01(b) of this Agreement, the Implementation
Program shall consist of the following:

A. Project Management

In order to ensure the proper carrying out of the Project, SMEPC shall continue
to make available competent staff (including environmental staff organized in an
environmental management unit) in adequate numbers and with terms of reference
satisfactory to the Bank, to be responsible for the overall coordination and
supervision of project implementation, the supervision of procurement of goods and
services thereunder, the overall assessment of quality and impact of the Project, and
the preparation and furnishing to the Bank of reports and other information thereon.

B. Project Implementation
1. Part D of the Project: Institutional Development

SMEPC shall carry out Part D of the Project in accordance with the Management
Development and Training Plan. Without limitation upon the foregoing, SMEPC shall:
(i) employ consultants in accordance with the provisions of Section Il of Schedule 1
to this Agreement not later than December 31, 1998 to assist SMEPC in the development
of suitable accounting and financial management systems under Part D of the Project;
(i) ensure that said study and the proposal for said systems shall be completed and
furnished to the Bank not later than December 31, 2000; (iii) afford the Bank a
reasonable opportunity to exchange views with SMEPC on said study and the proposal for
said systems, and thereafter, but in any event not later than June 30, 2001 carry out
the recommendations of said study and install the said systems, taking into account
the views of the Bank on the matter; and (iv) carry out the Management Development and
Training Program.

2. Part E of the Project: SMEPC Restructuring Plan

SMEPC shall: (a) employ consultants under Section Il of Schedule 1 to this
Agreement not later than December 31, 1997 to assist SMEPC in the implementation of
the SMEPC Restructuring Plan; and (b) afford the Bank an opportunity to exchange views
with SMEPC periodically and at |east annually on SMEPC s progress therein.



3. Part F of the Project: Resettlement

@) SMEPC shall: (i) ensure that Part A of the Project is implemented in
accordance with the Resettlement Action Plan, acceptable to the Bank, in a manner
satisfactory to the Bank; and (ii) shall prepare and furnish to the Borrower and the
Bank an evaluation report promptly upon completion of the resettlement and
rehabilitation of Affected Persons as described in the Resettlement Action Plan.

(b) If and to the extent that there are any persons who are involuntarily
displaced or whose rights to land or other assets are compulsorily acquired as a
result of SMEPC s inplenmentation of Part C of the Project, SMEPC shall: (i) prepare,
in accordance with terns of reference acceptable to the Bank and in consultation with
such affected persons, based on the policies, planning principles and institutional
arrangements set forth in the Resettlenent Action Plan, and shall furnish to the Bank
for approval, a detailed resettlement action plan acceptable to the Bank for carrying
out the conpensation, resettlenment or rehabilitation of such affected persons; and
(ii) ensure that Part C of the Project is inplenmented in accordance with such plan, in
a manner satisfactory to the Bank, and that all such persons shall be conpensated,
resettled and rehabilitated in accordance with such plan.

(c) SMEPC shal |l prepare in accordance with terns of reference acceptable to
the Bank and in consultation with the affected persons based on the policies, planning
principles and institutional arrangements set forth in the Resettlenent Action Plan,
and shall furnish to the Bank by January 31, 1998, a resettlenment inplenentation plan
for carrying out the conpensation, resettlenent or rehabilitation of all persons who
are involuntarily resettled or whose rights to |and or other assets are conpul sorily
acquired in connection with the construction of the Yanghang substati on in Shanghai
Muni ci pal ity.

(d) SMEPC shall not start construction of the Yanghang substation i n Shanghai
Municipality until the resettlenent inplenmentation plan referred to in paragraph (c)
above, acceptable to the Bank, has been furnished to the Bank in accordance with
Paragraph 3(c) of Part B of this Schedule 2.

(e) SMEPC shall ensure that the | and acquisition for and construction of the
Yanghang substation in Shanghai Municipality is carried out in accordance with the
resettlement inplenmentation plan referred to in paragraph (c) above, in a manner
satisfactory to the Bank, and that all people who are involuntarily displaced or whose
rights to land or other assets are conpulsorily acquired in connection therewth,
shal | be conpensated, resettled and rehabilitated in accordance with such plan.

4, Part G of the Project: Environnental Managenent
SMEPC shal | inplenment the Environmental Managenent Plan in accordance with a
ti me bound action plan acceptable to the Bank.
C. Project Monitoring and Reporting
SMEPC shal | :
1. mai ntain or cause to be maintained policies and procedures adequate to enable it

to nmonitor and eval uate on an ongoi ng basis, in accordance with the indicators
satisfactory to the Bank, (a) the carrying out of the Project, including the

Resettl ement Action Plan and the action plans referred to in Paragraphs 1, 2 and 4 of
Part B of this Schedule, and (b) the achi evenent of the objectives of the Project;

2. prepare, under terns of reference acceptable to the Bank, and furnish to the
Bank sem -annual reports on or about April 30 and Cctober 31 in each year, integrating
the results of the nonitoring and evaluation activities perforned pursuant to

Par agraph 1 above on the progress achieved in the carrying out the Project, including
the Resettlement Action Plan and the action plans referred to in Paragraphs 1,2 and 4
of Part B of this Schedul e, during the preceding cal endar year together with any
revisions proposed to be made in the Resettlenent Action Plan or in said action plans
in order to achieve the objectives thereof and any neasures proposed to further the
objectives of the Project;

3. review with the Bank each report furnished to the Bank pursuant to Paragraph 2



above hereof, and promptly introduce such revisions into the Resettlement Action Plan
and the action plans referred to in Paragraph 1 above as shall have been approved by
the Bank, and take such measures to further the objectives of the Project as shall
have been agreed with the Bank;

4, prepare, under terms of reference satisfactory to the Bank, and furnish to the
Bank on or about December 31, 2001, a report integrating the results of the monitoring
and evaluation activities performed pursuant to Paragraph 1 above on the progress
achieved in the carrying out of the Project during the period since its inception, and
setting out the measures recommended to ensure the efficient carrying out of the
Project and the achievement of the objectives thereof during the period following such
date; and

5. review with the Bank, by March 31, 2002, or such later date as the Bank shall
request, the report referred to in Paragraph 4 above, and, thereafter, take all

measures required to ensure the efficient completion of the Project and the

achievement of the objectives thereof, based on the conclusions and recommendations of
the said report and the Bank’s views on the matter.



