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INTERIM FUND CREDIT NUMBER N001-0 BOS

Project Agreement

(Emergency Industrial Restart Project - Including a Political Risk Guarantee Facility)

between

INTERNATIONAL DEVELOPMENT ASSOCIATION as Administrator of the interim

trust fund established with funds contributed by certain members of the
International Development Association pursuant to Resolution No. IDA 184
of the Board of Governors of the International Development Association
and

INVESTMENT GUARANTEE AGENCY

Dated February 7, 1997

INTERIM FUND CREDIT NUMBER N001-0 BOS

PROJECT AGREEMENT

AGREEMENT, dated February 7, 1997, between INTERNATIONAL DEVELOPMENT ASSOCIATION

(the Association), as administrator (the Administrator) of the interim trust fund

(Interim Fund) established with funds contributed by certain members of the
Association pursuant to Resolution No. IDA 184 (the Interim Fund Resolution) of the
Board of Governors of the Association, adopted on June 26, 1996, and INVESTMENT
GUARANTEE AGENCY (IGA).

WHEREAS by the Interim Fund Development Credit Agreement of even date herewith

between Bosnia and Herzegovina (the Borrower or BH) and the Administrator, the
Administrator has agreed to make available to the Borrower an amount in various
currencies equivalent to seven million Special Drawing Rights (SDR 7,000,000), on the
terms and conditions set forth in the Interim Fund Development Credit Agreement, but
only on condition that IGA agrees to undertake such obligations toward the
Administrator as are set forth in this Agreement; and

WHEREAS IGA, in consideration of the Administrator’s entering into the Interim
Fund Development Credit Agreement with the Borrower, has agreed to undertake the
obligations set forth in this Agreement;

NOW THEREFORE the parties hereto hereby agree as follows:

ARTICLE |
Definitions

Section 1.01. Unless the context otherwise requires, the several terms defined
in the Interim Fund Development Credit Agreement and the General Conditions (as so
defined) have the respective meanings therein set forth and the following term has the
following meaning:

@) "Standby Letter of Credit" means the irrevocable standby letter of credit



issued by the Agent Bank in favor of a Guarantee Holder pursuant to which the Agent
Bank undertakes to fulfill 1GA s paynent obligations under the CGuarantee.

ARTI CLE 11
Execution of Part A of the Project

Section 2.01. (a) | GA declares its comitnent to the objectives of the Project
as set forth in Schedule 1 of the InterimFund Devel opnent Credit Agreenent, and, to
this end, shall carry out Part A of the Project with due diligence and efficiency and
in conformty with appropriate adm nistrative, financial, and insurance practices, and
shall provide, or cause to be provided, pronptly as needed, the funds, facilities,
services and other resources required for Part A of the Project.

(b) For the purposes of the carrying out of Part A 1 of the Project, |GA
shal I :

(i) enter into an agreenent with the Agent Bank (the Agency
Agreenment), whereunder | GA shall designate the Agent Bank to
wi t hdraw funds fromthe Interim Fund Credit Account and del egate
the naki ng of Payments under Guarantee Contracts, such agreenent
to contain terns and conditions satisfactory to the Adninistrator,
i ncluding (except as the Admi nistrator shall otherw se agree)
those set forth or referred to in Schedule 1 to this Agreenent;

(ii) enter into contracts with Guarantee Hol ders, providing guarantees
agal nst the Covered Risks and containing the terns and conditions
substantially simlar to those specified in the Standard Form of
Guar antee Contract; and

(iii) duly conply with all its obligations under the Agency Agreenent
and the Cuarantee Contracts.

(c) Wthout limtation upon the provisions of paragraphs (a) and (b) of this
Section and except as the Borrower, the Adninistrator and | GA shall otherw se agree,
| GA shall carry out Part A1 of the Project in accordance with the Inplenmentation
Program set forth in Schedule 2 to this Agreenent.

(d) Goods and services required for Parts A2 and A 3 of the Project and to
be financed out of the Additional Escrow Anpbunts shall be procured in accordance with
procedures acceptable to the Adm nistrator.

Section 2.02. (a) I GA shall, at the request of the Adnministrator, exchange views
with the Adm nistrator with regard to progress of Part A of the Project, the
performance of its obligations under this Agreenent, the Agency Agreenent and the
Guarantee Contracts and other matters relating to the purposes of the Interim Fund
Credit.

(b) I GA shall pronptly informthe Adm nistrator of any condition which
interferes or threatens to interfere with the progress of Part A of the Project, the
acconpl i shnent of the purposes of the InterimFund Credit, or the performance by | GA
of its obligations under this Agreement, the Agency Agreenent and the Guarantee
Contracts.

Section 2.03. | GA 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
Adm ni strator, the carrying out of Part A of the Project and the achi evenent of the
obj ectives thereof;

(b) prepare, under terns of reference satisfactory to the Adm nistrator, and
furnish to the Admi nistrator, on or about November 15, 1998, a report integrating the
results of the nonitoring and eval uation activities performed pursuant to paragraph
(a) of this Section, on the progress achieved in the carrying out of Part A of the
Project during the period preceding the date of said report and setting out the
nmeasures recomended to ensure the efficient carrying out of Part A of the Project and
the achi evenent of the objectives thereof during the period follow ng such date; and

(c) review with the Adm nistrator, by Decenber 31, 1998, or such later date
as the Adnministrator shall request, the report referred to in paragraph (b) of this
Section, and, thereafter, take all neasures required to ensure the efficient



completion of Part A of the Project and the achievement of the objectives thereof,
based on the conclusions and recommendations of the said report and the
Adm nistrator’s views on the matter.

Section 2.04. | GA shall:

(a) on the first day followi ng each six-nmonth period after the Effective
Date, furnish to the Admi nistrator a report, in such detail as the Adm nistrator shall
request, on the Guarantee Contracts issued and, if applicable, the Paynments nade
during such period; and

(b) promptly after the expiry of the Guarantee Facility, but in any event not
later than six (6) nmonths after the Closing Date or such |ater date as nay be agreed
for this purpose between the Adm nistrator, the Borrower and | GA, prepare and furnish
to the Administrator a report, of such scope and detail as the Admnistrator shall
reasonably request, on the execution and initial operation of Part A of the Project,
its cost and the benefits derived and to be derived fromit, the performance by the
Adm ni strator, the Borrower and | GA of their respective obligations under the Interim
Fund Devel opnent Credit Agreenent and the Project Agreenment, respectively, and the
acconpl i shrent of the purposes of the InterimFund Credit.

ARTI CLE |11
Managenent and QOperations of |GA

Section 3.01. (a) IGA shall carry on its operations and conduct its affairs in
accordance with sound adm nistrative, financial, and insurance practices and the
provi sions of the Operations Manual, under the supervision of qualified and
experi enced nmanagenent assisted by conpetent staff in adequate nunbers.

(b) I GA shall not, without the prior witten consent of the Admi nistrator,
anend or otherw se alter the Operations Manual or any provision thereof.

(c) IGAshall take out and maintain wth responsible insurers, or to nmake
other provision satisfactory to the Adm nistrator for, insurance agai nst such risks
and in such amounts as shall be consistent with appropriate practice.

ARTI CLE |V
Fi nanci al Covenants

Section 4.01. (a) IGA shall mintain records and accounts adequate to reflect in
accordance with sound accounting practices its operations and financial condition,
i ncluding records and separate accounts for the Project.

(b)  1GA shall:

(i) have the records referred to in Section 4.01 of this Agreenent,
its accounts and financial statements (bal ance sheets, statenents
of income and expenses and rel ated statements) and records and
accounts (Escrow Account and Additional Escrow Account) for each
fiscal year audited, in accordance with appropriate auditing
principles consistently applied, by independent auditors
acceptable to the Administrator who shall be enpl oyed by Novenber
30, 1997 on terns and conditions satisfactory to the
Adm ni strator;

(ii) furnish to the Admi nistrator as soon as available, but in any case
not later than six nmonths after the end of each such year: (A)
certified copies of said 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 Administrator shall have

reasonably requested; and

(iii) furnish to the Adm nistrator such other information concerning
said records, accounts and financial statenments and the audit
thereof, as the Adm nistrator shall fromtine to tine reasonably
request .

ARTI CLE V

Ef fective Date; Term nation;



Cancellation and Suspension

Section 5.01. This Agreement shall come into force and effect on the date upon
which the Interim Fund Development Credit Agreement becomes effective.

Section 5.02. This Agreement and all obligations of the Administrator and of IGA
hereunder shall terminate on the date on which the Interim Fund Development Credit
Agreement shall terminate in accordance with its terms, and the Administrator shall
promptly notify IGA 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 address 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 Administrator:

International Development Association
1818 H Street, N.W.

Washington, D.C. 20433

United States of America

Cable address: Telex:
INDEVAS 248423 (MCI)
Washington, D.C. 64145 (MCI)
For IGA:

Danijela Ozme 7

Third Floor, Room 301/302
71000 Sarajevo

Bosnia and Herzegovina

Section 6.02. Any action required or permitted to be taken, and any document
required or permitted to be executed, under this Agreement on behalf of IGA, or by IGA
on behalf of the Borrower under the Interim Fund Development Credit Agreement, may be
taken or executed by the General Director of IGA or such other person or persons as
the General Director of IGA shall designate in writing, and the General Director of
IGA shall furnish to the Administrator sufficient evidence of the authority and the
authenticated specimen signature of each such person.

Section 6.03. This Agreement may be executed in several counterparts, each of
which shall be an original, and all collectively but one instrument.

IN WITNESS WHEREOF, the parties hereto, acting through their duly authorized
representatives, have caused this Agreement to be signed in their respective names in
Sarajevo, Bosnia and Herzegovina, as of the day and year first above written.

INTERNATIONAL DEVELOPMENT ASSOCIATION
as Administrator of the interim trust fund established
with funds contributed by certain members of the
International Development Association pursuant to
Resolution No. IDA 184 of the Board of Governors
of the International Development Association



By /s/ Rory O Sullivan
Aut hori zed Representative

I N\VESTMENT GUARANTEE AGENCY

By /s/ Lamija Kozaric
Aut hori zed Representative

SCHEDULE 1
Agency Agreenent

1. Except as the Administrator shall otherw se agree, the Agency Agreenent shall
provide, in a manner satisfactory to the Adm nistrator, that the Agent Bank shall
have, inter alia, the follow ng duties and responsibilities:

(a) to issue a Standby Letter of Credit upon issuance of a Guarantee Contract
by I GA and receive the rel ated guarantee fee;

(b) to make Paynents to the Cuarantee Hol ders upon presentation of
docurmentary evidence in a formspecified in the Operations Minual, that |GA has
admtted liability in the anmpbunt of the Paynment in question or an arbitration award
was rendered against IGA in the anmbunt of the Payment in question;

(c) to ensure that the aggregate amount of Guarantee Contracts outstandi ng at
any time shall not exceed the anmpunt available in the Escrow Account and Additi onal
Escrow Account at that tine;

(d) to ensure, prior to issuing a Guarantee Contract to a given Quarantee
Hol der, that on the relevant date the maxi mum anmount of such Guarantee Contract when
added to the contingent liability under all then other outstandi ng Guarantee Contracts
hel d by such Guarantee Hol der does not exceed the sum of 3,000,000 DEM equi val ent or
such other anobunt as may be agreed upon by the Administrator fromtime to tine;

(e) to report to the Adm nistrator on a nonthly basis on the Standby Letters
of Credit issued during the precedi ng nonth; and

(f) to manage the Escrow Account and Additional Escrow Account in the manner
prescribed by Schedule 3 to the InterimFund Devel opnent Credit Agreenent.

2. (a) The CGeneral Director of |IGA shall, pursuant to Section 2.09(a) of the
InterimFund Devel opment Credit Agreenent, irrevocably designate the Agent Bank for
the purposes of taking any action required or pernmitted to be taken under the
provisions of Section 2.02(a) of the InterimFund Devel opnent Credit Agreenent and
Article V of the General Conditions.

(b) Wthout limtation or restriction to the foregoing, |IGA shall, on behalf
of the Borrower, entrust the Agent Bank with responsibility for the preparation of
wi t hdrawal applications under the InterimFund Credit and for the collection of the
docunents and ot her evidence to be furnished to the Administrator in support of such
appl i cations.

SCHEDULE 2
| mpl ement ati on Program
1. For the purpose of carrying out Part A of the Project, |GA shall:
(a) review applications for Guarantee Contracts to verify that each

transaction proposed to be covered by the CGuarantee Contract neets the follow ng
criteria:



0] it does not involve Input Goods which are intended for a military
or paramilitary purpose or for luxury consumption or are included
in the following SITC groups or subgroups, or any successor groups
or subgroups under future revisions to the SITC, as designated by
the Administrator by notice to the Borrower and IGA:

Group Sub-group Description of Items

112 - Alcoholic beverages

121 - Tobacco, unmanufactured, tobacco refuse

122 - Tobacco, manufactured (whether or not containing
tobacco substitutes)

525 - Radi oactive and associated materials

667 - Pearl s, precious and sem -preci ous stones, unworked

or wor ked

718 718.7 Nucl ear reactors, and parts thereof, fuel elenents
(cartridges), non-irradiated for nuclear reactors

728. 43 - Tobacco processi ng nachi nery

897 897.3 Jewel ry of gold, silver or platinumgroup nmetals

(except watches and watch cases) and gol dsnmiths' or
silversmths' wares (including set gens)

971 - Gol d, non-nonetary (excluding gold ores and
concent r at es)

(ii) it does not involve Qutput Goods which are intended for a mlitary
or paramlitary purpose or are included in the following SITC
groups or subgroups, or any successor groups or subgroups under
future revisions to the SITC, as designated by the Adm nistrator
by notice to the Borrower and | GA

G oup Sub- gr oup Description of Itens

121 - Tobacco, unmanufactured, tobacco refuse

122 - Tobacco, manufactured (whether or not containing
tobacco substitutes)

525 - Radi oactive and associ ated materials

718 718.7 Nucl ear reactors, and parts thereof, fuel elenments

(cartridges), non-irradiated for nuclear reactors

(iii) it conplies with the environnental standards satisfactory to the
Adm ni strator, which are set forth in the Operati ons Mnual;

(iv) it serves a productive purpose by virtue of financing | nput Goods
to be used for production by enterprises in the territory of the
Borrower or for enhancing the production capacity of such

enterpri ses;

(v) its maturity is consistent with the production cycle or repaynent
capacity of the enterprise in the territory of the Borrower which
recei ves the Input Goods; and

(vi) its value is not less than 100, 000 DEM equi val ent.

(b) ensure, prior to issuing a Guarantee Contract to a given Cuarantee
Hol der, that on the relevant date the maxi mum anmount of such Guarantee Contract when
added to the contingent liability under all then other outstandi ng Guarantee Contracts
hel d by such Guarantee Hol der does not exceed the sum of 3,000,000 DEM equi val ent or
such other anbunt as may be agreed upon by the Administrator fromtime to tine;

(c) verify with the Agent Bank prior to issuing a Guarantee Contract that the



aggregate amount of Guarantee Contracts outstanding at any time does not exceed the
amount available in the Escrow Account and the Additional Escrow Account at that time;

(d) unless the Administrator directs otherwise by notice to the Borrower and
IGA, submit to the Administrator for prior review and approval each application
approved by IGA for a proposed Guarantee Contract together with IGA’s evaluation of
such application based on criteria set forth in paragraph (a) of this Schedule 2 to
the Project Agreement;

(e) issue Guarantee Contracts, upon receipt of no objection from the
Administrator and confirmation from the Agent Bank;

® notify the Agent Bank with respect to each Guarantee Contract issued or
cancelled;

( notify the Borrower and the Administrator of any notice of potential Loss
filed by the Guarantee Holder under a Guarantee Contract, investigate whether the
events giving rise to the alleged Loss can be remedied, and, if so, use its best
efforts to remedy or seek to remedy the same within 45 days of filing of such notice;

(h) within 15 days of filing of a claim by a Guarantee Holder, determine
whether Payment is due and notify the Guarantee Holder, the Agent Bank and the
Borrower of the determination made; and

0] maintain copies of and retain for at least one year after the Closing
Date, all Guarantee Contracts issued and all records relating to each such Guarantee
Contract.

2. IGA shall not enter into any Guarantee Contracts under the Guarantee Facility
after the First GF Closing Date.



