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Loan Agreement

(Rural Poverty Reduction Project - Ceara)

bet ween

| NTERNATI ONAL BANK FOR RECONSTRUCTI ON
AND DEVELOPMENT

and

STATE OF CEARA

Dat ed Cctober 29, 2001
LOAN NUMBER 4626- BR

LOAN AGREEMENT

ACREEMENT, dated Cctober 29, 2001 between the | NTERNATI ONAL BANK FOR
RECONSTRUCTI ON AND DEVELOPMENT (the Bank) and the STATE OF CEARA (the Borrower).

VWHEREAS (A) the Federative Republic of Brazil (the Guarantor) and the Borrower,
havi ng been satisfied as to the feasibility and priority of the project described in
Schedule 2 to this Agreenent (the Project), have requested the Bank to assist in the
financing of the Project;

(B) by an agreenment of even date herewi th between the CGuarantor and the Bank
(the Cuarantee Agreenent), the Guarantor has agreed to guarantee the obligations of
the Borrower in respect of the loan provided for in Article Il of this Agreenent (the
Loan); and

WHEREAS t he Bank has agreed, on the basis, inter alia, of the foregoing, to
extend the Loan to the Borrower upon the ternms and conditions set forth in this
Agr eenent ;

NOW THEREFORE t he parties hereto hereby agree as follows:

ARTI CLE |



General Conditions; Definitions

Section 1.01. The "General Conditions Applicable to Loan and Guarantee
Agreements for Single Currency Loans" of the Bank, dated May 30, 1995 (as amended
through October 6, 1999) (the General Conditions) constitute an integral part of this
Agreement.

Section 1.02. Unless the context otherwise requires, the several terms defined
in the General Conditions and in the Preamble to this Agreement have the respective
meanings therein set forth:

(a) "Approved POA" means each approved annual operating plan referred to in
Section 3.04 (b) of this Agreement;

(b) "Community Association" means a civil association formed by members of a
community ( associ agcdo civil) duly established in the Borrower's territory in
accordance with the Guarantor's |aws, and which neets the criteria set forth in the
Qper ational Manual (as hereinafter defined) for participating in the Project;

(c) "Communi ty Subproject"” neans any investnment referred to in Part A of the
Project to be carried out by a Community Association utilizing the proceeds of a G ant
(as hereinafter defined) and which neets the criteria set forth in the Operational
Manual ;

(d) "Council Agreenent" neans any of the agreenents referred to in Section
3.01 (c) (ii) of this Agreenent;

(e) "Eligi ble Categories" nmeans categories (1), (2) and (3) set forth in the
table in Part A 1 of Schedule 1 to this Agreenent;

(f) "Eli gi bl e Expenditures" neans the expenditures for goods, works and
services referred to in Section 2.02 of this Agreenent;

"FUMAC Grant" means a grant approved by a Minicipal Council (as
herei nafter defined) and nmade or proposed to be made by the Borrower through the Rural
Devel opnent Secretariat (as hereinafter defined) out of the proceeds of the Loan to a
Community Association in a Municipality (as hereinafter defined), for the financing of
a Community Subproject pursuant to the terns of the Operational Manual;

(h) "FUMAC Pilot Grant" neans a grant approved and made or proposed to be
made by a Municipal Council, under a FUMAC Pil ot G ant Agreenent, out of the proceeds
of the Loan to a Community Association for the financing of a Conmunity Subproject
pursuant to the ternms of the Operational Mnual;

(i) "FUMAC Pilot Grant Agreenent” neans any of the agreenents to be entered
into between a Muni ci pal Council and a Community Associ ation providing for a FUVAC
Pilot Gant;

(j "Grant" nmeans any of a FUMAC Grant or a FUMAC Pilot Grant or a PAC G ant
(as hereinafter defined);

(k) "Grant Agreenent" neans any of the agreenents to be entered into between
the Borrower through the Rural Devel opnent Secretariat and a Conmmunity Association
providing for a PAC G ant or a FUMAC Grant;

(1) "M S" means the Project nonitoring and information system satisfactory
to the Bank, to provide information on Project inplenentation, including, inter alia,
informati on on the Perfornmance Indicators (as hereinafter defined);

(m "Model Forms" means the set of nodel draft agreenents satisfactory to the
Bank, including standard drafts of Council Agreenments, G ant Agreenments and FUMAC
Pil ot Grant Agreenents, set forth in the Qperational Manual;

(n)  "Municipal Council" means a nunicipal council, conposed mainly of )
representati ves of communities and | ocal organizations, as provided in the Operational
Manual ;

(0) “Munici pality" means any of the municipalities set forth in Schedule 5 to
this Agreenent and any other nunicipality that may be added to such list fromtime to
time by agreenent between the Bank and the Borrower;



(p) "Operational Manual" means the manual, for the operation of the Project
referred to In Section 3.06 of this Agreement as the same may be amended from time to
time by agreement between the Bank and the Borrower;

"PAC Grant" means a grant approved and made or proposed to be made by the
Borrower through the STU (as hereinafter defined) out of the proceeds of the Loan to a
Community Association for the financing of a Community Subproject pursuant to the
terms of the Operational Manual;

n "Performance Indicators” means the set of performance indicators, to be
used for purposes of monitoring the progress of the Project, set forth in a
supplemental letter of even date herewith from the Borrower to the Bank, and any other
additional performance indicator that may be agreed from time to time by the Bank and
the Borrower for such purposes;

(s) "Project Management Report" means each report prepared in accordance with
Section 4.02 of this Agreement;

® "Rural Development Secretariat" means Secretaria de Desenvolvimento
Rural, the Borrower’s Rural Devel opnent Secretariat;

(u) "Speci al Account" means the account referred to in Part B of Schedule 1
to this Agreement; and

(v) "STU'" means the Project coordination and technical unit established
within the Rural Devel opnent Secretariat pursuant to the Borrower's Decree 24729 dated
Decenber 1, 1997.

ARTI CLE 11

The Loan

Section 2.01. The Bank agrees to lend to the Borrower, on the terms and
conditions set forth or referred to in the Loan Agreenment, an anount equal to thirty
seven nmillion five hundred thousand dollars ($37,500, 000).

Section 2.02. The anmpunt of the Loan may be withdrawn fromthe Loan Account in
accordance with the provisions of Schedule 1 to this Agreenment for expenditures nade
(or, if the Bank shall so agree, to be made) in respect of the reasonable cost of
goods, works and services required for the Project and to be financed out of the
proceeds of the Loan, as well as in respect of the fee referred to in Section 2.04 of
thi s Agreenent.

Section 2.03. The Cosing Date shall be June 30, 2005 or such later date as the
Bank shall establish. The Bank shall pronptly notify the Borrower and the Quarantor of
such | ater date.

Section 2.04. The Borrower shall pay to the Bank a fee in an anpunt equal to one
percent (1% of the anpbunt of the Loan. ©On or pronptly after the Effective Date, the
Bank shall, on behalf of the Borrower, w thdraw fromthe Loan Account and pay to
itself the amount of said fee.

Section 2.05. The Borrower shall pay to the Bank a conmitnent charge at the rate
of three-fourths of one percent (3/4 of 1% per annumon the principal amunt of the
Loan not withdrawn fromtine to tine.

Section 2.06. (a) The Borrower shall pay interest on the principal amunt of the
Loan withdrawn and outstanding fromtine to tine, at a rate for each Interest Period
equal to LIBOR Base Rate plus LIBOR Total Spread.

(b) For the purposes of this Section:

(i) "Interest Period" neans the initial period fromand including the
date of this Agreenent to, but excluding, the first Interest

Payrment Date occurring thereafter, and after the initial period,

each period fromand including an Interest Paynment Date to, but



excluding the next following Interest Payment Date.

(i)  "Interest Payment Date" means any date specified in Section 2.07
of this Agreement.

(i) "LIBOR Base Rate" means, for each Interest Period, the London
interbank offered rate for six-month deposits in dollars for value
the first day of such Interest Period (or, in the case of the
initial Interest Period, for value the Interest Payment Date
occurring on or next preceding the first day of such Interest
Period), as reasonably determined by the Bank and expressed as a
percentage per annum.

(iv)  "LIBOR Total Spread" means, for each Interest Period: (A)
three-fourths of one percent (3/4 of 1%); (B) minus (or plus) the

weighted average margin, for such Interest Period, below (or

above) the London interbank offered rates, or other reference

rates, for six-nonth deposits, in respect of the Bank's

out st andi ng borrowi ngs or portions thereof allocated by the Bank

to fund single currency |oans or portions thereof made by it that
i nclude the Loan; as reasonably determ ned by the Bank and
expressed as a percentage per annum

(c) The Bank shall notify the Borrower and the Guarantor of LIBOR Base Rate
and LI BOR Total Spread for each Interest Period, pronptly upon the determnation
t her eof .

(d) Whenever, in light of changes in market practice affecting the
determ nation of the interest rates referred to in this Section 2.06, the Bank
determines that it is in the interest of its borrowers as a whole and of the Bank to
apply a basis for determining the interest rates applicable to the Loan other than as
provided in said Section, the Bank may nodify the basis for determ ning the interest
rates applicable to the Loan upon not |ess than six (6) nonths’ notice to the Borrower
and the Quarantor of the new basis. The new basis shall become effective on the expiry
of the notice period unless the Borrower or the Guarantor notifies the Bank during
said period of its objection thereto, in which case said nodification shall not apply
to the Loan.

Section 2.07. Interest and other charges shall be payable sem annually in
arrears on January 15 and July 15 in each year.

Section 2.08. The Borrower shall repay the principal anmount of the Loan in
accordance with the anortization schedule set forth in Schedule 3 to this Agreenent.

ARTI CLE |11
Execution of the Project

Section 3.01. (a) The Borrower declares its commitnent to the objectives of the
Project as set forth in Schedule 2 to this Agreenment, and, to this end, shall carry
out the Project through the Rural Devel opnent Secretariat, with the assistance of the
Muni ci pal Councils, with due diligence and efficiency and in conformity with
appropriate social, admnistrative, agricultural, environnental, financial and
engi neering practices, and in accordance with the Operational Mnual and the Approved
POAs, and shall provide or cause to be provided, pronptly as needed, the funds,
facilities, services and other resources required for the Project. Except as the Bank
shal | otherw se agree, the Borrower shall not anend, abrogate, suspend, waive or fail
to enforce the Operational Manual or any provision thereof. In the case of any
conflict between the terns of this Agreenent and those of the Operational Manual, the
terns of this Agreement shall prevail.

(b) For the Purposes of carrying out the Project, the Borrower shall, through
the Rural Devel opnent Secretariat, maintain during Project Inplenentation, the STU
with responsibilities, structure and functions satisfactory to the Bank.

(c) The Borrower shall, through the Rural Devel opment Secretariat:



(@) enter into Grant Agreements, whenever appropriate for the carrying
out of the Project, such agreements to be made in accordance with
the terms of the respective draft set forth in the Model Forms;

(i)  enter into Council Agreements with Municipal Councils providing
for: (A) the terms and conditions for the participation of the
relevant Municipal Council in the Project; and (B) the obligation

of such Municipal Council to enter into FUMAC Pilot Grant

Agreements with Community Associations which shall be made in

accordance with the terms of the respective draft set forth in the

Model Forms, and, to exercise its rights and comply with its

obligations under the FUMAC Pilot Grant Agreements in such a

manner as to protect the interests of the Municipal Council, the

Borrower and the Bank and to accomplish the purposes of the Loan,

and not to assign, amend, abrogate, waive or fail to enforce the
FUMAC Pilot Grant Agreements or any provision thereof; and

(iii) exercise its rights and comply with its obligations under the
Council Agreements in such a manner as to protect the interests of
the Borrower and the Bank and to accomplish the purposes of the
Loan and, except as the Bank shall otherwise agree, the Borrower
shall not assign, amend, abrogate, waive or fail to enforce the
Council Agreements and the Grant Agreements or any provision
thereof.

Section 3.02. Except as the Bank shall otherwise agree, procurement of the
goods, works 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 4 to this
Agreement.

Section 3.03. The Borrower shall:

(a) maintain policies and procedures adequate to enable it to monitor and
evaluate on an ongoing basis, in accordance with the Performance Indicators, the
carrying out of the Project and the achievement of the objectives thereof;

(b) prepare, under terms of reference satisfactory to the Bank, and furnish
to the Bank, not later than six months after the Effective Date, the baseline
evaluation study (perfil de entrada) referred to in Part C.4 of the Project;

(c) prepare, under terms of reference satisfactory to the Bank, and furnish
to the Bank, not later than twelve months after the Effective Date and yearly
thereafter during the period of Project implementation, a report integrating the
results of the evaluation activities performed pursuant to paragraph (a) of this
Section, on the progress achieved in the carrying out of the Project during the period
preceding the date of such report 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

(d) review with the Bank shortly after such report’s preparation, the report
referred to in paragraph (c) of this Section, and, thereafter, take all measures
required to ensure the efficient conpletion of the Project and the achi evenent of the
obj ectives thereof, based on the concl usions and recommendati ons of the said report
and the Bank's views on the matter.

Section 3.04. The Borrower shall:

(a) by Cctober 30 of each year during Project inplenentation, conmencing on
Cct ober 30, 2002, prepare and furnish to the Bank the proposed annual operating pl ans
and budget, satisfactory to the Bank, detailing the Project activities proposed to be
carried out during the next succeeding year and the respective sources of funding
therefor; and

(b) not |ater than 30 days after the approval of the Borrower's budget by its
Assenbl éi a Legi sl ativa (Legislative Assenbly), furnish to the Bank the approved annual
operating plans and respective budget (Approved POA) referred to in paragraph (a) of
this Section for each year in question.

Section 3.05. The Borrower shall:

(a) furnish to the Bank, not later than twelve nonths after the Effective
Date and yearly thereafter during the period of Project inplementation the results and



recommendations of an assessment, to be carried out under terms of reference
satisfactory to the Bank, on the cost structure and effectiveness of Community
Subprojects, including an evaluation of the physical performance, and cost comparisons
and procurement procedures thereof;

(b) review with the Bank the results and recommendations of such assessments;
and

(c) take or cause to be taken all such action which shall have been agreed by
the Bank and the Borrower during the review referred to in paragraph (b) above, as
shall be necessary for the efficient implementation of Community Subprojects, such
action to be taken in a manner and within a timetable agreed upon during such review.

Section 3.06. The Borrower shall carry out the Project in accordance with the
Operational Manual, satisfactory to the Bank, said Manual to include, inter alia:

(a) the procedures for the carrying out, monitoring and evaluation of the
Project (including the procurement and financial requirements thereof);

(b) criteria for selection of Municipal Councils and Community Associations,
and Community Subprojects;

(c) requirements for implementation of Community Subprojects, including
environmental criteria and procedures for screening and management of Subprojects, in
particular for activities that: (i) use wood as fuel; (ii) produce any waste, liquid
or solid; (iii) involve the procurement of pesticides; (iv) involve the construction
of small dams; and (v) involve fisheries and aquaculture; and

(d) the Model Forms.

Section 3.07. For the purposes of Section 9.08 of the General Conditions, the
Borrower shall:

@) prepare, on the basis of guidelines acceptable to the Bank, and furnish
to the Bank not later than six (6) months after the Closing Date or such later date as
may be agreed for this purpose between the Borrower and the Bank, a plan for the
future operation of the Project; and

(b) afford the Bank a reasonable opportunity to exchange views with the
Borrower on said plan.

ARTICLE IV
Financial Covenants

Section 4.01. (a) The Borrower 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 Project of the departments or
agencies of the Borrower responsible for carrying out the Project or any part thereof.

(b) The Borrower shall:

(@) have the records and accounts referred to in paragraph (a) of this
Section including those for the Special Account 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 months after the end of each such year, 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
and accounts and the audit thereof as the Bank shall from time to
time reasonably request.

(c) For all expenditures with respect to which withdrawals from the Loan



Account were made on the basis of Project Management Reports or statements of
expenditure, the Borrower shall:

0] maintain or cause to be maintained, in accordance with paragraph
(a) of this Section, records and accounts reflecting such
expenditures;

(i)  retain, until at least one year after the Bank has received the
audit report for the fiscal year in which the last withdrawal from
the Loan Account was made, all records (contracts, orders,
invoices, bills, receipts and other documents) evidencing such
expenditures;

(iii) enabl e the Bank’s representatives to exani ne such records; and

(iv) ensure that such records and accounts are included in the annual
audit referred to in paragraph (b) of this Section and that the
report of such audit contains a separate opinion by said auditors

as to whether the Project Managenent Reports or statenents of

expendi ture 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.

Section 4.02. (a) Wthout limitation upon the provisions of Section 4.01 of this
Agreement, the Borrower shall carry out a time-bound action plan acceptable to the
Bank for the strengthening of its financial nmanagenent systemfor the Project in order
to enable the Borrower, not later than six nmonths after the Effective Date, or such
| ater date as the Bank shall agree, to prepare quarterly Project managenent reports,
acceptable to the Bank, each of which:

(i) (A) sets forth actual sources and applications of funds for the
Project, both cumul atively and for the period covered by said
report, and projected sources and applications of funds for the
Project for the six-nmonth period followi ng the period covered by
said report; and (B) shows separately expenditures financed out of
the proceeds of the Loan during the period covered by said report

and expendi tures proposed to be financed out of the proceeds of

the Loan during the six-nonth period follow ng the period covered

by said report;

(ii) (A) describes physical progress in Project inplenentation, both
cunul atively and for the period covered by said report; and (B)
expl ai ns vari ances between the actual and previously forecast
i npl erentation targets; and

(iii) sets forth the status of procurenent under the Project and
expendi tures under contracts financed out of the proceeds of the
Loan, as at the end of the period covered by said report.

(b) Upon the conpletion of the action plan referred to in paragraph (a) of
this Section, the Borrower shall prepare, in accordance w th guidelines acceptable to
the Bank, and furnish to the Bank not later than 45 days after the end of each
cal endar quarter a Project Managerment Report for such period.

ARTI CLE V
Ef fective Date; Term nation

Section 5.01. The follow ng events are specified as additional conditions to the
ef fectiveness of the Loan Agreement within the neaning of Section 12.01 (c) of the
General Conditions:

(a) the Borrower has adopted the Operational Manual;

(b) the Borrower has prepared an action plan, satisfactory to the Bank, for



implementation of the information campaign referred to in Part C.3 of the Project;
(c) the Borrower has established and is operating an MIS; and

(d) the Borrower has furnished to the Bank the terms of reference for the
baseline evaluation study, and the overall Project evaluation framework, as required
for the impact evaluation to be carried out under Part C.4 of the Project.

Section 5.02. The following is specified as an additional matter, within the
meaning of Section 12.02 (c) of the General Conditions, to be included in the opinion
or opinions to be furnished to the Bank, namely that the Loan provided for in this
Agreement has been duly registered by the Guarantor’s Central Bank.

Section 5.03. The date January 29, 2002 is hereby specified for the purposes of
Section 12.04 of the General Conditions.

ARTICLE VI
Representative of the Borrower; Addresses

Section 6.01. The Rural Development Secretariat of the Borrower is designated as
representative of the Borrower for the purposes of Section 11.03 of the General
Conditions.

Section 6.02. The following addresses are specified for the purposes of Section
11.01 of the General Conditions:

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: Facsimile:
INTBAFRAD 248423 (MCI) or (202)
477-6391
Washington, D.C. 64145 (MCI)

For the Borrower:

Secretaria de Desenvolvimento Rural

Av. Bezerra de Menezes, 1820, Bairro Sao Geral do
60325- 004

Fortal eza, Cearé

Brazil

Facsimle:
(85) 287 1892
Wth copy to:

SEAIN - Secretaria de Assuntos |nternacionais do
M ni stério do Planejanento, Orcanento e Gestéo
Espl anada dos M nistérios - Bloco K - 5° andar
70040-906 Brasilia, DF

Brazil

Facsin |l e:

55-61-225
4022

Secretaria do Planejanento e Coordenagdo do

Est ado do Cear &

Centro Adm nistrativo Governador Virgilio Tavora
- CAMBEBA



Edifici o Sede da SEPLAN - 3° andar
60839-900, Fortal eza, Cearé
Brazil

Facsimle:
(85) 488 7530
Secretaria da Fazenda
Av. Al berto Nepomuceno No. 2
Centro, Fortaleza, Ceara
CEP 60055- 000
Brazi |
Facsimle:
(85) 2551110
I N W TNESS WHEREOF, the parties hereto, acting through their duly authorized
representati ves, have caused this Agreement to be signed in their respective nanes in

the city of Fortaleza, State of Ceard, Brazil, as of the day and year first above
witten.

| NTERNATI ONAL BANK FCR
RECONSTRUCTI ON AND DEVEL OPMENT

By /s/ Vinod Thonas
Aut hori zed Representative

STATE OF CEARA

By /s/ Tasso Ribeiro Jereissati
Aut hori zed Representative

SCHEDULE 1
Wt hdrawal of the Proceeds of the Loan
A. Cener al

1. The table below sets forth the Categories of itens to be financed out of the
proceeds of the Loan, the allocation of the amounts of the Loan to each Category and
the percentage of expenditures for itens so to be financed in each Category:

Amount of the

Loan All ocated % of
(Expressed inExpenditures
Cat egory Dol | ars) to be Financed
(1) Grants (Goods, Works and 72.5% of the cost of the
Servi ces) Communi ty Subpr oj ect

financed by a G ant
(a) FUMAC Grants 25, 650, 000
(b) FUVAC Pilot Grants 3,230,000
(c) PAC Grants 3, 230, 000
(2) Consul tants’ services 3, 300, 000 100%

and training for Parts
B and C of the Project



) Administrative Costs:

(@) incremental 200,000 20%
operational costs
(b) Project supervision 515,000 50%
and monitoring costs
(4) Fee 375,000 Amount due under
Section 2.04 of this
Agreement
(5) Unallocated 1,000,000
TOTAL 37,500,000
2. For the purposes of this Schedule, the term "Administrative Costs" means the

operational costs (which would not have been incurred absent the Project) and the
supervision and monitoring costs of the Project incurred by the STU under Part C of
the Project, excluding expenditures for salaries and related benefits and training.

3. Notwithstanding the provisions of paragraph 1 above, no withdrawals shall be
made in respect of:

@) payments made for expenditures prior to the date of this Agreement,
except that withdrawals, in an aggregate amount not exceeding the equivalent of
$3,750,000, may be made on account of payments made within twelve months prior to the
date of this Agreement, but in no case prior to October 24, 2000;

_ (b) payments under a Grant unless the respective Grant Agreement or FUMAC
Pilot Grant Agreement, as the case may be, shall have been entered into between the
parties thereto; and

(c) payments under a Grant for a Community Subproject costing more than the
equivalent of $50,000, unless the Bank shall have approved such Community Subproject.

4, The Bank may require withdrawals from the Loan Account to be made on the basis
of statements of expenditure for expenditures, all under such terms and conditions as
the Bank shall specify by notice to the Borrower:

@) under contracts for goods or works costing less than the equivalent of
$100,000 per contract;

(b)  for services of individual consultants under contracts not exceeding
$50,000 equivalent per contract; and

(c) for services of consulting firms under contracts not exceeding $100,000
equivalent per contract.

B. Special Account

1. The Borrower shall open and maintain in dollars a special deposit account in a
commercial bank acceptable to the Bank, on terms and conditions satisfactory to the
Bank, including appropriate protection against set-off, seizure and attachment.

2. After the Bank has received evidence satisfactory to it that the Special Account
has been opened, withdrawals from the Loan Account of amounts to be deposited into the
Special Account shall be made as follows:

(@) until the Bank shall have received: (i) the first Project Management
Report referred to in Section 4.02 (b) of this Agreement; and (ii) a request from the
Borrower for withdrawal on the basis of Project Management Reports, withdrawals shall
be made in accordance with the provisions of Annex A to this Schedule 1; and

(b) upon receipt by the Bank of a Project Management Report pursuant to
Section 4.02 (b) of this Agreement, accompanied by a request from the Borrower for
withdrawal on the basis of Project Management Reports, all further withdrawals shall



be made in accordance with the provisions of Annex B to this Schedule 1.

3. Payments out of the Special Account shall be made exclusively for Eligible
Expenditures. For each payment made by the Borrower out of the Special Account, the
Borrower shall, at such time as the Bank shall reasonably request, furnish to the Bank
such documents and other evidence showing that such payment was made exclusively for
Eligible Expenditures.

4. Notwithstanding the provisions of Part B.2 of this Schedule, the Bank shall not
be required to make further deposits into the Special Account:

(@) if the Bank determines at any time that any Project Management Report
does not adequately provide the information required pursuant to Section 4.02 of this
Agreement;

(b) if the Bank determines at any time that all further withdrawals should be
made by the Borrower directly from the Loan Account; or

(c) if the Borrower shall have failed to furnish to the Bank within the
period of time specified in Section 4.01 (b) (ii) of this Agreement, any of the audit
reports required to be furnished to the Bank pursuant to said Section in respect of
the audit of: (A) the records and accounts for the Special Account; or (B) the records
and accounts reflecting expenditures with respect to which withdrawals were made on
the basis of Project Management Reports.

5. The Bank shall not be required to make further deposits into the Special Account
in accordance with the provisions of Part B.2 of this Schedule if, at any time, the

Bank shall have notified the Borrower and the Guarantor of its intention to suspend in
whole or in part the right of the Borrower to make withdrawals from the Loan Account
pursuant to Section 6.02 of the General Conditions. Upon such notification, the Bank
shall determine, in its sole discretion, whether further deposits into the Special

Account may be made and what procedures should be followed for making such deposits,
and shall notify the Borrower and the Guarantor of its determination.

6. @) If the Bank determines at any time that any payment out of the Special
Account was made for an expenditure which is not an Eligible Expenditure, or was not
justified by the evidence furnished to the Bank, the Borrower shall, promptly upon

notice from the Bank, provide such additional evidence as the Bank may request, or
deposit into the Special Account (or, if the Bank shall so request, refund to the

Bank) an amount equal to the amount of such payment. Unless the Bank shall otherwise
agree, no further deposits by the Bank into the Special Account shall be made until

the Borrower has provided such evidence or made such deposit or refund, as the case
may be.

(b) If the Bank determines at any time that any amount outstanding in the
Special Account will not be required to cover payments for Eligible Expenditures
during the six-month period following such determination, the Borrower shall, promptly
upon notice from the Bank, refund to the Bank such outstanding amount.

(c) The Borrower may, upon notice to the Bank, refund to the Bank all or any
portion of the funds on deposit in the Special Account.

(d) Refunds to the Bank made pursuant to subparagraphs (a), (b) or (c) of
this paragraph 6 shall be credited to the Loan Account for subsequent withdrawal or
for cancellation in accordance with the provisions of the Loan Agreement.

Annex A to SCHEDULE 1

Operation of Special Account
When Withdrawals Are Not Made
On the Basis of Project Management Reports

1. For the purposes of this Annex the term "Authorized Allocation" means an amount
equal to $3,750,000 to be withdrawn from the Loan Account and deposited into the
Special Account pursuant to paragraph 2 of this Annex; provided, however, that unless
the Bank shall otherwise agree, the Authorized Allocation shall be limited to an



amount equal to $2,500,000 until the aggregate amount of withdrawals from the Loan
Account, plus the total amount of all outstanding special commitments entered into by
the Bank pursuant to Section 5.02 of the General Conditions shall equal or exceed
$7,500,000.

2. Withdrawals of the Authorized Allocation and subsequent withdrawals to replenish
the Special Account shall be made as follows:

(a) For withdrawals of the Authorized Allocation, the Borrower shall furnish
to the Bank a request or requests for deposit into the Special Account of an amount or
amounts which in the aggregate do not exceed the Authorized Allocation. On the basis
of each such request, the Bank shall, on behalf of the Borrower, withdraw from the
Loan Account and deposit into the Special Account such amount as the Borrower shall
have requested.

(b) For replenishment of the Special Account, the Borrower shall furnish to
the Bank requests for deposit into the Special Account at such intervals as the Bank
shall specify. Prior to or at the time of each such request, the Borrower shall
furnish to the Bank the documents and other evidence required pursuant to Part B.3 of
Schedule 1 to this Agreement for the payment or payments in respect of which
replenishment is requested. On the basis of each such request, the Bank shall, on
behalf of the Borrower, withdraw from the Loan Account and deposit into the Special
Account such amount as the Borrower 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. Each such deposit into the Special Account shall be withdrawn
by the Bank from the Loan Account under one or more of the Eligible Categories.

3. The Bank shall not be required to make further deposits into the Special
Account, once the total unwithdrawn amount of the Loan minus the total amount of all
outstanding special commitments entered into by the Bank pursuant to Section 5.02 of
the General Conditions, shall equal the equivalent of twice the amount of the
Authorized Allocation. Thereafter, withdrawal from the Loan Account of the remaining
unwithdrawn amount of the Loan shall follow such procedures as the Bank shall specify
by notice to the Borrower. Such further withdrawals shall be made only after and to

the extent that the Bank 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.

Annex B to SCHEDULE 1

Operation of Special Account
When Withdrawals Are Made
On the Basis of Project Management Reports

1. Except as the Bank may otherwise specify by notice to the Borrower, all
withdrawals from the Loan Account shall be deposited by the Bank into the Speual
Account in accordance with the provisions of Schedule 1 to this Agreement. Each such
deposit into the Special Account shall be withdrawn by the Bank from the Loan Account
under one or nore of the Special Account’'s Eligible Categories.

2. Each application for withdrawal fromthe Loan Account for deposit into the
Speci al Account shall be supported by a Project Managenent Report.

3. Upon recei pt of each application for withdrawal of an amount of the Loan, the
Bank shall, on behalf of the Borrower, w thdraw fromthe Loan Account and deposit into
t he SpeC|aI Account an anount equal to the | esser of: (a) the amount so requested; and
(b) the ampunt which the Bank has determ ned, based on the Project Managenent Report
acconpanying said application, is required to be deposited in order to finance

Eligi bl e Expendi tures during the six-nonth period followi ng the date of such report;
provi ded, however, that the ampunt so deposited, when added to the ampbunt indicated by
said Project Managenent Report to be remmining in the Special Account, shall not
exceed $7, 500, 000.

SCHEDULE 2



Description of the Project

The objectives of the Project are: (a) to increase social and economic
opportunities for the Municipalities’ rural poor by inproving access to basic, social
and economic infrastructure through Conmunity Subprojects; (b) to increase the soci al
capital of rural comunities to organize collectively and neet their own needs; and
(c) to foster local governance and citizenship through creation and strengthening of
Muni ci pal Councils, at the same time forging links with governnental and
non- gover nment al agencies, civil society, financial institutions and the private
sector.

The Project consists of the follow ng parts, subject to such nodifications
thereof as the Borrower and the Bank nay agree upon fromtinme to tine to achieve such
obj ecti ves:

Part A Conmuni ty Subprojects

Fi nanci ng of small scale comunity investments consisting, inter alia, of: (a)
infrastructure investnents such as for rural water supply, electrification, |ocal road
i nprovenents and construction of small bridges; (b) social investnments such as
construction of day care centers and rehabilitation of schools and health posts; and
(c) other investnments such as for small-scale conmunity agro-processing, purchase of
agricul tural equipnent and minor irrigation schenes. (Comunity Subprojects) through
PAC Grants, FUMAC Grants and/or FUVAC Pilot G ants.

Part B: Institutional Devel opnent

1. Provi sion of technical assistance and training for Comunity Associations in,
inter alia, comunity nobilization and organi zati on, preparation of Comunity
Subproj ects, and operation and nai ntenance of such Community Subprojects.

2. Training and equi ppi ng of Minicipal Councils with respect to the role of

Muni ci pal Councils, the contents of the Operational Manual, subproject eval uation and
supervi sion, environnental assessment of subprojects, participatory planning and
financi al managenent.

3. Provi sion of on-the-job training and expert advice for the STU, Munici pal
Councils, and Comunity Associations on technical nmatters regardi ng the Conmunity
Subpr oj ects preparation/execution cycle (such matters to include, for exanple,
standard designs, nonitoring techniques and financi al managenent).

4. Provi sion of technical assistance for the Rural Devel opnment Secretariat in
support of the inplenentation of the Borrower's nodernization reforns.

5. Carrying out of workshops and seminars for Minicipal Councils and Conmunity
Associ ations to exchange views and di ssem nate information and experience with respect
to the carrying out of the Project.

Part C Project Admi nistration

Support to the overall Project inplenentation, coordination and supervision
including, inter alia:

1. the operation of the STU and its field offices related to Project

i mpl erent ati on;

2. the establishnment and operation of the MS;

3. t he design, devel opnent and carrying out of a statew de informati on canpaign

within the Borrower's territory to dissem nate information about the Project; and
4. the carrying out of studies to assess the inpact of the Project, including,

inter alia, a baseline evaluation study, annual physical performance revi ews, a
md-termi npl enmentation review, and a conprehensive inpact eval uation.

* k* %

The Project is expected to be conpl eted by Decenber 31, 2004.



SCHEDULE 3
Amortization Schedule

Payment of Principal
Date Payment Due (Expressed in Dollars)*
On each January 15 and July15

beginning January 15, 2007 1,875,000
through July 15, 2016

* The figures in this column represent the amount in dollars to be repaid,
except as provided in Section 4.04 (d) of the General Conditions.

SCHEDULE 4
Procurement
Section . Procurement of Goods and Works
Part A: General

Goods and works shall be procured in accordance with the provisions of Section |
of the "Guidelines for Procurement under IBRD Loans and IDA Credits" published by the
Bank in January 1995 and revised in January and August 1996, September 1997 and
\]arkl]ur:\]lryI 1999 (the Guidelines) and the following provisions of Section | of this
Schedule.

Part B: Procurement Procedures



1. National Competitive Bidding

Except as provided in Parts B.2, B.3 and B.4 thereof, goods and works shall be
procured under contracts awarded in accordance with the provisions of paragraphs 3.3
and 3.4 of the Guidelines, using standard bidding documents acceptable to the Bank,
and the following provisions:

@) Contracts shall be awarded to the bidder whose bid has been determined to
be the lowest evaluated bid, such evaluation to be based on price and, whenever
appropriate, to also take into account factors similar to those referred to in
paragraph 2.51 of the Guidelines, provided, however, that the bid evaluation shall
always be based on factors that can be quantified objectively, and the procedure for
such quantification shall be disclosed in the invitation to bid.

(b) Whenever required by the Bank, the invitation to bid shall be advertised
for at least three consecutive days in a newspaper of wide circulation in Brazil.

(c) The arrangements, under the invitation to bid, for a joint-venture (
consoércio) of Brazilian and foreign firnms shall be approved in advance by the Bank in
each case.

(d) The invitation to bid shall not establish, for purposes of acceptance of
bi ds, m ni num or maxi num anounts for the contract prices.

(e) The purchaser shall not, without the Bank's prior approval, issue any
change order under a contract which would increase or decrease by nore than 15%the
quantity of goods (and rel ated services) wi thout any change in the unit prices or
other terms and conditions of sale.

2. Nat i onal Shoppi ng

Except as provided in Part B.4 thereof, goods estinmated to cost |ess than
$100, 000 equi val ent per contract, up to an aggregate anount not to exceed $1, 800, 000
equi val ent, may be procured under contracts awarded on the basis of national shopping
procedures in accordance with the provisions of paragraphs 3.5 and 3.6 of the
Cui del i nes.

3. Procurenment of Small Wrks

Except as provided in Part B.4 hereof, works estimated to cost |ess than

$100, 000 equi val ent per contract, up to an aggregate anount not to exceed $1, 300, 000
equi val ent, may be procured under |unp-sum fixed-price contracts awarded on the basis
of quotations obtained fromthree (3) qualified donestic contractors in response to a
witten invitation. The invitation shall include a detailed description of the works,

i ncl udi ng basic specifications, the required conpletion date, a basic form of
agreenent acceptable to the Bank, and rel evant draw ngs, where applicable. The award
shall be nade to the contractor who offers the |l owest price quotation for the required
wor k, and who has the experience and resources to conplete the contract successfully.

4. Communi ty Participation

Goods and works costing $50, 000 equi val ent or |ess per contract under Community
Subprojects may be procured in accordance with procedures acceptable to the Bank as
provi ded in paragraph 3.15 of the CGuidelines (including direct contracting in
accordance wth the provisions of paragraph 3.7 of the Quidelines) all as set forth in
the Operational Manual.

Part C Revi ew by the Bank of Procurenent Decisions
1. Pr ocurenment Pl anni ng

Prior to the issuance of any invitations to bid for contracts, the proposed
procurenent 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
CGui del i nes. Procurenent of all goods and works shall be undertaken in accordance with
such procurenent 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 to be procured pursuant to the provisions
of Part B.1 of this Section, the procedures set forth in paragraphs 2 and 3 of
Appendix 1 to the Guidelines shall apply.

(b) With respect to each contract to be procured in accordance with the
procedures referred to in Parts B.2 and B.3 hereof, the following procedures shall

apply:

(@) prior to the selection of any supplier/execution of any contract
under shopping procedures (including small works), the Borrower
shall provide to the Bank a report on the comparison and
evaluation of quotations received;

(i)  prior to the execution of any contract procured under shopping
procedures, the Borrower shall provide to the Bank a copy of the
specifications and the draft contract; and

(iii) the procedures set forth in paragraph 2 (f), 2 (g) 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 Il.  Employment of Consultants
Part A: General

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 and revised
in Septenber 1997 and January 1999 (the Consultant Guidelines) and the follow ng

provi sions of Section Il of this Schedule.
Part B: Quality- and Cost-based Sel ection
1 Except as otherwi se provided in Part C of this Section, consultants’ services

shall 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.

2. The following provisions shall apply to consultants’ services to be procured
under contracts awarded in accordance with the provisions of the precedi ng paragraph.
The short list of consultants estimated to cost |ess than $200, 000 equi val ent per
contract, may conprise entirely national consultants in accordance with the provisions
of paragraph 2.7 of the Consul tant Guidelines.

Part C O her Procedures for the Selection of Consultants
1. Least - cost Sel ection

Services estimated to cost |ess than $200, 000 equi val ent per contract nmay be
procured under contracts awarded in accordance wi th the provisions of paragraphs 3.1
and 3.6 of the Consultant Cuidelines.

2. Singl e Source Sel ection

Services 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 Consultant Guidelines.
3. Individual Consultants

Services for tasks that meet the requirements set forth in paragraph 5.1 of the
Consultant Guidelines shall be procured under contracts awarded to individual
consultants in accordance with the provisions of paragraphs 5.1 through 5.3 of the
Consultant Guidelines.

Part D: Review by the Bank of the Selection of Consultants
1. Selection Planning

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 with the provisions of said paragraph 1.

2. Prior Review

(a) Wth respect to each contract for the enpl oynent of consulting firns for
services estimated to cost the equival ent of $200,000 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 Guidelines shall apply.

(b) Wth respect to each contract for the enpl oynent of consulting firns for
services estimated 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 subpar agraph 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 enploynent of individual
consultants estimated to cost the equival ent of $50,000 or nore, the qualifications,
experience, terms 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 the 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.
SCHEDULE 5
Muni ci palities
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Alto Santo
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Ant oni na do Norte
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Araripe

Ar at uba
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17.
18.
19

20.
21.
22

23.
24.
25.
26.
27.
28.
29.
30.
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32.
33.
34.
35.
36.
37.
38.
39.
40.
41.
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49.
50.
51.
52.
53.
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58.
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68.
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70.
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72.
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74.
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76.
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79.
80.
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85.
86.
87.
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Arneiroz
Assar é

Aur or a
Bai xi o
Banabui U

Bar bal ha
Barreira
Barro

Bar r oqui nha
Baturité
Beberi be
Bel a Cruz
Boa Vi agem
Brejo Santo
Canoci m
Canpos Sal es
Cani ndé

Capi strano
Cari us

Cari dade
Cariré
Caririagu
Car nauba
Cascavel

Cat ari na

Cat unda
Caucai a
Cedro

Chaval

Chor 6
Chor ozi nho
Cor eall

Cr at els
Crato
Croat a

Cruz

Deput ado | rapuan Pi nheiro
Ereré

Farias Brito
For qui | ha
Fortim
Frecheiri nha
General Sanpai o
G aca
Granj a
Granjeiro
Groairas
Cuar aci aba do Norte
CGuar am r anga
Hi dr ol andi a
Hori zont e

| bar et ana

| bi api na

I bi cui tinga
lco

| capui

| guatu

| ndependénci a
| papor anga

I paumirim

| pu

| pueiras

I racema

| rauguba

I tai caba

I tapagé

| t api Una

I t api poca
Itaremn
Itatira
Jaguar et ama
Jaguari bar a



89. Jaguaribe

90. Jaguaruana

91. Jardim

92. Jati

93. Jijoca de Jericoacoara
94. Juazeiro do Norte

95. Jucas

96. Lavras da Mangabeira
97. Li moeiro do Norte
98. Madal ena

99. Mar anguape

100. Mar co

101. Mar ti népol e
102. Massapé

103. Mauriti

104. Mer uoca

105. M | agres

106. M | ha

107. M rai ma

108. M ssao Vel ha
109. Monbacga

110. Monsenhor Tabosa
111. Mor adj o

112. Mor ada Nova
113. Mor ri nhos
114. Mucanbo

115. Mul ungu

116. Nova Qi nda
117. Nova Russas
118. Novo Oriente

119. Ccara
120. O 6s
121. Pacaj us
122. Pacot i

123. Pacuj a

124. Pal hano

125. Pal maci a

126. Par acuru

127. Par ai paba

128. Par anbu

129. Par anot i

130. Pedra Branca

131. Penaforte

132. Pent ecost e

133. Pereiro

134. Pi ndor et ana

135. Pi quet Carneiro
136. Pires Ferreira
137. Por anga

138. Porteiras

139. Pot eng

140. Potiretam

141. Qui teriandpolis
142. Qui xada

143. Qui xel 6

144. Qui xer é

145. Qui xer amobi m
146. Redencéo

147. Reri ut aba

148. Russas

149. Saboeiro

150. Salitre

151. Santa Quitéria
152. Sant ana do Acaral
153. Santana do Cariri
154. Sdo Benedito

155. Sdo Gongal o do Anarante
156. Sdo Joao do Jaguari be
157. S&do Luis do Curu
158. Senador Ponpeu
159. Senador Sa

160. Sobr a



161. Sol onépol e

162. Tabul eiro do Norte
163. Tanbori |

164. Tarr af as

165. Taua

166. Tej uguoca

167. Ti angua

168. Trairi

169. Tururu

170. Ubaj ara

171. Unmar i

172. Uririm

173. Ur ubur et ana
174. Ur uoca

175. Varzea Al egre
176. Varjota

177. Vi cosa do Ceara



