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December 23, 1996

His Excellency
Kemelbek Nanaev
Minister of Finance
Ministry of Finance
Erkindik Boulevard, 58
Bishkek 720874
Kyrgyz Republic

Re: Swiss Grant Agreement for Rural Finance Project
Grant No. TF 020937

Excellency:

| am writing on behalf of the International Development Association (IDA) to
indicate IDA's agreenent, as adm nistrator of grant funds provided by the Sw ss
Cooperation Ofice for Eastern Europe, to make a grant in an anount not exceeding five
hundred forty thousand and nine hundred sixty U S. dollars ($540,960) (the Gant) to
the Kyrgyz Republic (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 bel ow,
that it is authorized to contract and withdraw the Grant for the said purposes and on
the said ternms 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 Agreenment. Upon
recei pt by IDA of the copy of this Letter Agreenment countersigned by you, this Letter
Agreenent will becone effective as of the date of the countersignature.

Very truly yours,

| NTERNATI ONAL DEVELOPMENT ASSOCI ATI ON
By /s/ Yukon Huang

Director

Country Departnent 11

Europe and Central Asia Region

At t achment

AGREED:

KYRGYZ REPUBLI C

By /s/ Taal ai bek Koi churmanov
M ni ster of Finance

Date: January 16, 1997
ANNEX
Pur poses, Terns, and Conditions of the G ant
1. Activities
1.1. The activities (the Activities) for which the Grant is given consist in

assisting the Recipient to establish and operate the Kyrgyz Agricultural Finance
Corporation (KAFC) and in providing training to KAFC staff and board nenbers.

2. I mpl ement ation Generally

2. 1. 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 Grant as I DA shall reasonably request; (d) fromtine to



time exchange views with IDA’s representatives on the progress and results of the
Activities; and (e) take all necessary measures required to enable IDA to visit the
territory of the Kyrgyz Republic for purposes related to the Grant. Without limitation
on the foregoing, the Recipient shall, if IDA shall so request, prepare and furnish to
IDA promptly upon completion of the Activities a report, in form and substance
satisfactory to IDA, on the results and impact of the Activities.

3. Procurement

3.1 Consul tants’ services to be financed out of the proceeds of the Gant shall be
procured under contracts awarded in accordance with the provisions of the "Guidelines
for the Use of Consultants by Wrld Bank Borrowers and by the Wrld Bank as Executing
Agency", published by the International Bank for Reconstruction and Devel opnent (the
Bank) in August 1981 (the Consultant Guidelines). For conplex, tine-based

assi gnnents, such contracts shall be based on the standard form of contract for
consultants’ services issued by the Bank, with such nodifications thereto as shal
have been agreed by IDA. Were no rel evant standard contract docunents have been

i ssued by the Bank, other standard forms acceptable to | DA shall be used. The

provi sions of the Consultant Guidelines requiring prior IDA review or approval of
budgets, short lists, selection procedures, letters of invitation, proposals
evaluation reports and contracts shall not apply to: (a) contracts for the enpl oynent
of consulting firms estimated to cost |ess than $100,000 equival ent each; or (b)
contracts for the enpl oynent of individual consultants estimated to cost |ess than
$50, 000 equi val ent each. However, said exceptions to prior IDA review shall not apply
to: (a) the terns of reference for such contracts; (b) single-source selection of
consulting firms; (c) assignments of a critical nature, as reasonably determ ned by

| DA; (d) anmendnents to contracts for the enpl oynent of consulting firnms raising the
contract value to $100, 000 equival ent or above; or (e) anendments to contracts for the
enpl oynent of individual consultants raising the contract value to $50,000 equival ent
or above.

4. Wt hdrawal of Grant Proceeds

4.1. The anobunt of the Grant shall be credited to an account opened by IDA on its
books in the nanme of the Recipient (the Gant Account), and may be wi thdrawn 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:

Amount of the G ant % of

Al located (in Expenditures to
Item U.S. Dollars) be Fi nanced
(1) Consul tants’ $540, 960 100%

services

4. 3. Not wi t hst andi ng the provisions of paragraph 4.2 above, no w thdrawal s shall be
made: (a) for paynents made for expenditures prior to the date of signature of this
Letter Agreenment by |IDA; (b) on account of payments for any taxes levied by or in the
territory of the Recipient; (c) on account of expenditures in the territories of any
country which is not a nenber of the Bank or for services supplied fromsuch
territories; (d) 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 VIl of the Charter of the United Nations; or (e)
after June 30, 1998, or such later date as | DA shall establish by witten notice to
the Recipient (the Cosing Date), except that withdrawal s nmay be nade for expenditures
incurred prior to the Closing Date if the correspondi ng application is received by | DA
within four nonths after the Closing Date, after which tine any ambunt of the G ant
remai ni ng unwi thdrawn fromthe G ant Account shall be cancell ed.

4. 4. When the Recipient shall desire to withdraw any anount fromthe G ant Account,
it shall deliver to IDA a witten application for w thdrawal of such amount in the
formspecified by IDA. Wthdrawal applications shall be: (a) signed on behalf of the
Reci pient 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 IDA shall reasonably request. Authenticated specimen signatures of the
person authorized to sign wthdrawal applications shall be provided with the first
application bearing his or her signature. Each withdrawal application for an anpunt
of the Grant and its supporting evidence nust be sufficient in formand substance to



satisfy IDA that the Recipient is entitled to withdraw such amount from the Grant
Account and that such amount is to be used in the carrying out of the Activities. IDA
shall pay the amounts withdrawn by the Recipient from the Grant Account only to or on
the order of the Recipient.

4.5. IDA may require withdrawals from the Grant Account to be made on the basis of
statements of expenditure for expenditures for: (a) services of consulting firms

costing less than $100,000 equivalent; and (b) services of individual consultants
costing less than $50,000 equivalent, all under such terms and conditions as IDA shall
specify by notice to the Recipient.

4.6.  Withdrawals of the proceeds of the Grant shall be made in the currency of the

Grant. I DA, at the Recipient’s request and acting as an agent of the Recipient, shall
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 determnined by | DA

4.7 To facilitate the carrying out of the Activities, the Recipient may open and
maintain in US dollars a special deposit account (the Special Account) in a conmercial
bank on terms and conditions satisfactory to I DA, including appropriate protection
agai nst set-off, seizure or attachnent. Deposits into, and paynents out of the Special
Account shall be nade in accordance with the provisions of the Attachnent to this
Annex.

5. Accounts and Audits

5. 1. (a) The Recipient shall maintain or cause to be maintained 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
orh age?ci es of the Recipient responsible for carrying out the Activities or any part

t her eof .

(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
appl i ed, by independent auditors acceptable to IDA; (ii) furnish to | DA as soon as
avail able, but in any case not later than six (6) nonths after the end of each such
year, the report of such audit by said auditors, of such scope and in such detail as
I DA shal |l have reasonably requested; and (iii) furnish to I DA such other information
concerning said records and accounts and the audit thereof as IDA shall fromtinme to
ti me reasonably request.

(c) For all expenditures with respect to which withdrawals fromthe G ant
Account were made on the basis of statenents of expenditure, the Recipient shall: (i)
mai ntain or cause to be maintained, in accordance w th subparagraph (a) above, records
and accounts reflecting such expenditures; (ii) retain, until at |east one year after
| DA has received the audit report for the fiscal year in which the |ast w thdrawal
fromthe Grant Account was made, all records (contracts, orders, invoices, bills,
recei pts and ot her docunents) evidencing such expenditures; (iii) enable IDA 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 submtted during such fiscal year, together with
the procedures and internal controls involved in their preparation, can be relied upon
to support the related withdrawals.

6. Suspensi on and Cancel | ati on

6. 1. IDA may at any tine, by notice to the Recipient, suspend the right of the

Reci pient to nake further withdrawals fromthe Gant 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 loan with the guarantee of the Recipient, to nake
wi t hdrawal s under any | oan agreement with the Bank or any devel opnent credit agreenent
with I DA shall have been suspended.

6. 2. I DA may, by witten notice to the Recipient, ternmnate the right of the

Reci pient to nake 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 IDA, within six (6) months after the
effective date hereof, to carry out the Activities.

Attachment to Annex
Special Account
1. For the purposes of this Attachment:

@ the term "eligible item" means the item set forth in the table in
paragraph 4.2 of the Annex to this Letter Agreement;

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

(c) the term "Authorized Allocation" means an amount equivalent to $200,000
to be withdrawn from the Grant Account and deposited into the Special Account pursuant
to paragraph 3 (a) of this Attachment.

2. Payments out of the Special Account shall be made exclusively for eligible
expenditures in accordance with the provisions of this Attachment.

3. After IDA has received evidence satisfactory to it that the Special Account has
been duly opened, withdrawals of the Authorized Allocation and subsequent withdrawals
to replenish the Special Account shall be made as follows:

(@) The Recipient shall furnish to IDA a request or requests for a deposit
into the Special Account of an amount or amounts which do not exceed the aggregate
amount of the Authorized Allocation. On the basis of such request or requests, IDA
shall, on behalf of the Recipient, withdraw from the Grant Account and deposit into
the Special Account such amount or amounts as the Recipient shall have requested.

(b) 0] For replenishment of the Special Account, the Recipient shall
furnish to IDA requests for deposits into the Special Account at
such intervals as IDA shall specify.

(i)  Prior to or at the time of each such request, the Recipient shall
furnish to IDA the documents and other evidence required pursuant
to paragraph 4 of this Attachment for the payment or payments in
respect of which replenishment is requested. On the basis of each
such request, IDA shall, on behalf of the Recipient, withdraw from
the Grant Account and deposit into the Special Account such amount
as the Recipient shall have requested and as shall have been shown
by said documents and other evidence to have been paid out of the
Special Account for eligible expenditures. All such deposits shall
be withdrawn by IDA from the Grant Account under the eligible
item, and in the respective equivalent amounts, as shall have been
justified by said documents and other evidence.

4. For each payment made by the Recipient out of the Special Account, the Recipient
shall, at such time as IDA shall reasonably request, furnish to IDA such documents and
other evidence showing that such payment was made exclusively for eligible

expenditures.

5. Notwithstanding the provisions of paragraph 3 of this Attachment, IDA shall not
be required to make further deposits into the Special Account:

(a) if, at any time, IDA shall have determined that all further withdrawals
should be made by the Recipient directly from the Grant Account;

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

(c) if, at any time, IDA shall have notified the Recipient of its intention
to suspend in whole or in part the right of the Recipient to make withdrawals from the
Grant Account pursuant to the provisions of paragraph 6.1 of the Annex to this Letter
Agreement; or

(d) once the total unwithdrawn amount of the Grant shall equal the equivalent



of twice the amount of the Authorized Allocation.

Thereafter, withdrawals from the Grant Account of the remaining unwithdrawn amount of
the Grant shall follow such procedures as IDA shall specify by notice to the

Recipient. Such further withdrawals shall be made only after and to the extent that

IDA shall have been satisfied that all such amounts remaining on deposit in the

Special Account as of the date of such notice will be utilized in making payments for
eligible expenditures.

6. @) If IDA shall have determined at any time that any payment out of the

Special Account: (i) was made for an expenditure or in an amount not eligible pursuant

to paragraph 2 of this Attachment; or (ii) was not justified by the evidence furnished

to IDA, the Recipient shall, promptly upon notice from IDA: (A) provide such

additional evidence as IDA may request; or (B) deposit into the Special Account (or,

if IDA shall so request, refund to IDA) an amount equal to the amount of such payment

or the portion thereof not so eligible or justified. Unless IDA shall otherwise

agree, no further deposit by IDA into the Special Account shall be made until the

kF)\’ecipient has provided such evidence or made such deposit or refund, as the case may
e.

(b) If IDA shall have determined at any time that any amount outstanding in
the Special Account will not be required to cover further payments for eligible
expenditures, the Recipient shall, promptly upon notice from IDA, refund to IDA such
outstanding amount.



