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d obal Environnent Facility
Trust Fund Grant Agreenent

(Efficient Industrial Boilers Project)
bet ween

PEOPLE S REPUBLI C OF CHI NA

and

| NTERNATI ONAL BANK FOR RECONSTRUCTI ON
AND DEVELOPMENT

acting as an | nplenenting Agency of the d obal Environment Facility

Dat ed February 14, 1997
CGEF TRUST FUND GRANT NUMBER TF 028484 CHA
GLOBAL ENVI RONMENT FACI LI TY TRUST FUND GRANT AGREENMENT

AGREEMENT, dated February 14, 1997, between PECPLE' S REPUBLI C OF CHI NA (the
Reci pi ent) and | NTERNATI ONAL BANK FOR RECONSTRUCTI ON AND DEVELOPMENT (the Bank) acting
as an i nplenenting agency of the d obal Environment Facility (CEF) in respect of grant
funds provided to the dobal Environment Facility Trust Fund (GEF Trust Fund) by
certain nenbers of the Bank as participants of the GEF.

VWHEREAS (A) the Bank, pursuant to Resolution No. 91-5 of March 14, 1991 of the
Executive Directors of the Bank, established the GEF to assist in the protection of
the gl obal environnent and pronote thereby environnmental ly sound and sustai nabl e
econom ¢ devel opnent ;

(B) following the restructuring of the GEF, such arrangenents are continued
in place on the basis set forth in Resolution No. 94-2 of My 24, 1994, of the
Executive Directors of the Bank establishing the GEF Trust Fund; and

(O the Recipient, having satisfied itself as to the feasibility and priority
of the Project described in Schedule 2 to this Agreenent, has requested assistance
fromthe resources of the GEF Trust Fund in the financing of the Project, and the Bank
has determ ned that such assistance would be in accordance with the provisions of
Resol ution No. 94-2 referred to above;

WHEREAS t he Bank has agreed, on the basis, inter alia, of the foregoing, to
extend the GEF Trust Fund Grant to the Recipient upon the terms and conditions set
forth in this Agreenent;

NOW THEREFORE, the parties hereto hereby agree as foll ows:
ARTI CLE |

Ceneral Conditions; Definitions



Section 1.01 (a) The followi ng provisions of the General Conditions Applicable
to Loan and Guarantee Agreenments of the Bank, dated January 1, 1985, with the
nodi fications set forth in paragraph (b) of this Section (the General Conditions)
constitute an integral part of this Agreenent:

(i) Article I;

(ii) Sections 2.01 (1), (2), (3), (4, (6), (8, (9, (10), (11), (15),
(18) and (20), 2.02 and 2.03;

(iii) Section 3.01;
(iv) Section 4.01 and the first sentence of Section 4.009;
(v) Article V,

(vi) geg%!ons 6.01, 6.02 (c), (e), (f), (i) and (k), 6.03, 6.04 and

(vii) Section 8.01 (b);
(viii)Sections 9.01 (a) and (c), 9.04, 9.05, 9.06, 9.07, 9.08 and 9.09;
(ix) Sections 10.01, 10.03 and 10. 04;
(x) Article X .
(b) The General Conditions shall be nodified as foll ows:

(i) a new paragraph shall be added to the end of Section 2.01 to read
as follows: "the term "Special Drawi ng Ri ghts" and the synbol

"SDR' nean special drawing rights as valued by the International
Monetary Fund in accordance with its Articles of Agreement”;

(ii) the term "Bank", wherever used in the CGeneral Conditions, other
than in Sections 2.01 (8) and 6.02 (f) thereof and the |ast use of
such termin Section 5.01 thereof, neans the Bank acting as an
i mpl ementi ng agency of the CGEF, except that in Section 6.02, the
term "Bank" shall also include the Bank acting in its own
capacity;

(iii) the term"Borrower", wherever used in the General Conditions,
nmeans the Reci pi ent;

(iv) the term "Loan Agreenent", wherever used in the General
Condi ti ons, neans this Agreenent;

(v) the term"Loan" and "l oan", wherever used in the General
Condi tions, neans the GEF Trust Fund Grant;

(vi) the term"Loan Account”, wherever used in the General Conditions,
neans the GEF Trust Fund Grant Account;

(vii) The second sentence of Section 5.01 is nodified to read: "Except
as the Bank and the Borrower shall otherw se agree, no withdrawal s
shal | be made: (a) on account of expenditures in the territories
of any country which is not a nenber of the Bank or for goods
produced in, or services supplied from such territories; or (b)
for the purpose of any paynent to persons or entities, or for any

i mport of goods, if such paynent or inport, to the know edge of

the Bank, is prohibited by a decision of the United Nations

Security Council taken under Chapter VII of the Charter of the

United Nations.";

(viii)a new subparagraph is added after subparagraph (j) in Section 6.02
of the General Conditions, as follows: "an extraordinary situation
shall have arisen in which any further disbursenent under the CEF

Trust Fund Grant woul d exceed the resources avail able for

di sbursenment fromthe GEF."; and



(ix) Section 6.03 is nodified to read:

"Section 6.03. Cancellation by the Bank. |If (a) the right of the

Recipient to nake withdrawal s fromthe GEF Trust Fund G ant Account shall have
been suspended with respect to any ampbunt of the GEF Trust Fund Grant for a
continuous period of thirty days, or (b) at any time, the Bank determ nes,
after consultation with the Recipient, that an anobunt of the GEF Trust Fund
Gant will not be required to finance the Project’s costs to be financed out
of the proceeds of the GEF Trust Fund Grant, or (c) at any tine, the Bank
determines, with respect to any contract to be financed out of the proceeds of the
CGEF Trust Fund Grant, that corrupt or fraudul ent practices were engaged in by
representati ves of the Recipient or of a beneficiary of the GEF Trust Fund G ant
during the procurenent or the execution of such contract, without the
Reci pi ent having taken tinmely and appropriate action satisfactory to the Bank to
renmedy the situation, and establishes the anbunt of expenditures in respect of
such contract which woul d otherw se have been eligible for financing out of t he
proceeds of the CEF Trust Fund Grant, or (d) at any time, the Bank
determ nes that the procurenent of any contract to be financed out of the
proceeds of the CGEF Trust Fund Grant 1s inconsistent with the procedures set
forth or referred to in the GEF Trust Fund Grant Agreenent and establishes the anount
of expenditures in respect of such contract which woul d otherw se have been eligible

for financing out of the proceeds of the GEF Trust Fund G ant, or (e) after
the dosing Date, an anount of the GEF Trust Fund Grant shall renmain
unwi t hdrawn fromthe GEF Trust Fund Grant Account, or (f) the Bank shal |

have received notice fromthe GQuarantor pursuant to Section 6.07 with

respect to an anmount of the GEF Trust Fund Grant, the Bank may, by notice to

the Recipient and the Guarantor, terminate the right of the Recipient to nake
withdrawal s with respect to such amount. Upon the giving of such notice, such anount
of the GEF Trust Fund Grant shall be cancelled.”

Section 1.02. Werever used in this Agreenent, unless the context otherw se
requires, the several ternms defined in the General Conditions and in the Recitals to
this Agreenent have the respective neanings therein set forth and the follow ng
additional terms have the follow ng nmeanings:

(a) "Participating Enterprise" neans a conpany to which the Recipient
proposes to make or has nade a Sub-grant;

(b) "Boi |l er Subproject" neans a specific devel opment project to be carried
out by a Participating Enterprise under Part A of the Project and financed in part
from the proceeds of a Sub-grant, in accordance with Schedule 4 to this Agreenent;

(c) "Boi |l er Subproject |Inplenentation Agreenment” neans, in respect of each
Boi | er Subproject, the agreenent referred to in Part F of Schedule 4 to this
Agreement, to be entered into between MM on behal f of the Recipient and the
Participating Enterprise which proposes to carry out said Boiler Subproject, as said
agreenent may be anended fromtine to tine,;

(d) "MM" means the Recipient’s Mnistry of Mchinery Industry, and any
successor thereto;

(e) "PMJ' neans the project managenent office in MM set up for the
managenent of the Project as provided to in Part A 1 of Schedule 4 to this Agreenent;

(f) "Speci al Account" neans the account referred to in Section 2.02 (b) of
this Agreenent; and

(9) "Sub-grant" neans any grant made, or proposed to be nade, by the
Reci pi ent, out of the proceeds of the GEF Trust Fund Grant, to a Participating
Enterprise for a Boiler Subproject.

ARTI CLE 1|
The GEF Trust Fund Grant
Section 2.01. The Bank agrees to make available to the Recipient, on the terns

and conditions set forth or referred to in this Agreenent, the GEF Trust Fund Grant in
an anmount in various currencies equivalent to twenty two mllion eight hundred



t housand Special Drawing Rights (SDR 22, 800, 000)

Section 2.02. (a) The anpunt of the GEF Trust Fund Grant nmay be w thdrawn from
the GEF Trust Fund Grant Account in accordance with the provisions of Schedule 1 to
this Agreenment for expenditures made (or, if the Bank shall so agree, to be nade) in
respect of (i) Sub-grants under Part A of the Project and (ii) the reasonable cost of
goods and services required for carrying out Parts B and C of the Project and to be
financed out of the proceeds of the GEF Trust Fund G ant.

(b) The Reci pient may, for the purposes of the Project, open and maintain in
Dol l ars a special deposit account in a commercial bank on terns and conditions
satisfactory to the Bank, including appropriate protection against set off, seizure or
attachnment. Deposits into, and paynents out of, the Special Account shall be nade in
accordance with the provisions of Schedule 5 to this Agreenent.

Section 2.03. The Cosing Date shall be June 30, 2001 or such later date as the
Bank shall establish. The Bank shall pronptly notify the Recipient of such |ater
date.

ARTI CLE 11
Execution of the Project

Section 3.01. (a) The Recipient declares its commitment 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 MM with due diligence and efficiency and in conformty with
appropriate boiler manufacturing, financial, admnistrative, energy efficiency and
i censing practices and with due regard to ecol ogical and environnmental factors, and
shal | provide, pronptly as needed, the funds, facilities, services and other resources
required for the Project.

(b) Wthout limtation upon the provisions of paragraph (a) of this Section
and except as the Recipient and the Bank shall otherw se agree, the Recipient shal
carry out the Project Iin accordance with the |nplenentation Programset forth in
Schedule 4 to this Agreenent.

Section 3.02. Except as the Bank shall otherw se agree, procurenent of the goods
and consultants’ services required for the Project and to be financed out of the
proceeds of the CGEF Trust Fund G ant shall be governed by the provisions of Schedule 3
to this Agreenent

Section 3.03. For the purposes of Section 9.08 of the General Conditions and
without limtation thereto, the Recipient shall

(a) prepare, on the basis of guidelines acceptable to the Bank, and furnish
to the Bank not later than six nonths after the Closing Date or such |ater date as nay
be agreed for this purpose between the Recipient and the Bank, a plan for the future
operation of the Project; and

(b) afford the Bank a reasonabl e opportunity to exchange views with the
Reci pient on said plan

ARTI CLE |V
Fi nanci al Covenants

Section 4.01. (a) The Recipient shall maintain or cause to be nmaintained records
and accounts adequate to reflect in accordance with sound accounting practices the
operations, resources and expenditures in respect of the Project of the departnments or
agenci es of the Recipient responsible for carrying out the Project or any part
t her eof .

(b) The Reci pi ent shall

(i) have the records and accounts referred to in paragraph (a) of this
Section including those for the Special Account for each fisca



year audited, in accordance with appropriate auditing principles
consistently applied, by independent auditors acceptable to the
Bank

(ii) furnish to the Bank as soon as available, but in any case not
|ater than six nonths after the end of each such year, the report

of such audit by said auditors, of such scope and in such detai

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 fromtinme to
ti me reasonably request.

(c) For all expenditures with respect to which withdrawals fromthe GEF Trust
Fund Grant Account were made on the basis of statenents of expenditure, the Recipient
shal | :

(i) mai ntain or cause to be maintained, in accordance wi th paragraph
(a) of this Section, records and accounts reflecting such
expendi tures;

(ii) retain, until at |east one year after the Bank has received the
audit report for the fiscal year in which the |ast w thdrawal from
the GEF Trust Fund Grant Account was nade, all records (contracts,
orders, invoices, bills, receipts and other docunents) evidencing

such expendi t ures;

(iii) enable the Bank’s representatives to exanine such records; and

(iv) ensure that such records and accounts are included in the annua
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 statenents of expenditure submitted during such

fiscal year, together with the procedures and internal controls
involved in their preparation, can be relied upon to support the
related w thdrawal s.

ARTI CLE V
Ef f ecti veness, Term nation

Section 5.01. This Agreenent shall become effective upon its execution by the
parties.

Section 5.02. This Agreenent shall continue in effect until the GEF Trust Fund
Grant has been fully disbursed and the parties to this Agreenent have fulfilled al
their obligations hereunder.

ARTI CLE VI
Representative of the Recipient; Addresses

Section 6.01. The Mnister of Finance of the Recipient is designated as
representative of the Recipient for the purposes of Section 11.03 of the Genera
Condi ti ons.

Section 6.02 The foll owi ng addresses are specified for the purposes of Section
11. 01 of the General Conditions:

For the Borrower:

M nistry of Finance
Sanl i he

Bei ji ng 100820

Peopl e’ s Republic of China



Cabl e address:

For the Bank:

I nt er nat i onal
Reconstructi on and Devel opment

FI NANM N
Beijing

Bank for

1818 H Street, N W

Washi ngt on,

D.C. 20433

United States of Anerica

Cabl e address:

I N W TNESS WHERECF,

| NTBAFRAD
Washi ngton, D.C.

the parties hereto,

Tel ex:

22486 MFPRC CN

Tel ex:

248423 (M)
64145 (M)

acting through their duly authorized

representatives, have caused this Agreenent to be signed in their respective nanmes as

of the day and year

first above witten.

PEOPLE' S REPUBLI C OF CHI NA

By /s/ Pan Xi aojiang

| NTERNATI ONAL BANK FOR

Aut hori zed Representative

RECONSTRUCTI ON AND DEVELOPMENT

1

as an inplenenting agency of the d obal

By /s/ N cholas C. Hope

W t hdr awal

The tabl e below sets forth the Categories of
proceeds of the CGEF Trust Fund G ant,

SCHEDULE 1

Envi ronnent Facility

Aut hori zed Representative
East Asia and Pacific Region

of the Proceeds of the GEF Trust Fund G ant

itenms to be financed out of the
the allocation of the ampbunts of the GEF Trust

Fund Grant to each Category and the percentage of expenditures for itens so to be
financed in each Category:

GEF Trust Fund Grant All ocated

Cat egory
(1) Subgr ants under
Part A of the Project
(2) Consul tants’ servi ces:
(a) Under Part B of
the Proj ect
(b) Under Part C of
the Project
(3) Goods under Part C of

the Proj ect

Anmpunt of the

(Expressed in
SDR Equi val ent)

18, 220, 000

900, 000

740, 000

180, 000

% of
Expendi t ures
to be Financed

100% of anounts

di sbur sed

100%

100%

100% of foreign



expendi tures,
100% of | oca
expendi tures (ex-
factory cost) and
75% of | ocal
expenditures for
other itens
procured locally

(4) Unal | ocat ed 2,760, 000
TOTAL 22,800, 000
2. For the purposes of this Schedule 1:
(a) the term"forei gn expendi tures" nmeans expenditures in the currency of any

country other than that of Recipient for goods or services supplied fromthe territory
of any country other than that of Recipient; and

(b) the term "l ocal expenditures" neans expenditures in the currency of
Reci pient or for goods or services supplied fromthe territory of Recipient.

3. Not wi t hst andi ng the provisions of paragraph 1 above, no withdrawal s shall be
made in respect of: (a) payrments made for expenditures prior to the date of this
Agreenent; (b) a Sub-grant under Part A of the Project, unless the Boil er Subproject

I npl ement ati on Agreenent providing therefor has been approved by the Bank pursuant to
Part E of Schedule 4 to this Agreenent; (c) paynments under Category 1 for expenditures
in connection with Phase 1 of any Boil er Subproject (as described in Part D.1 of
Schedule 4 to this Agreenent) unless an inplenentation plan for such Subproject has
been found satisfactory by the Bank; and (d) paynments under Category 1, for the
carrying out of Phase 2 of any Boiler Subproject (as described in Part D.2 of Schedul e
4 to this Agreenent), unless Phase 1 of said Boiler Subproject (as described in Part
D.1 of Schedule 4 to this Agreenent) has been conpleted to the satisfaction of the
Bank and the Bank has advi sed PMO accordi ngly

4. The Bank nay require withdrawals fromthe GEF Trust Fund Grant Account to be
made on the basis of statements of expenditure for expenditures

(a) goods under contracts costing |less than $200, 000 equi val ent each; and

(b) Contracts for the enploynent of consulting firns costing | ess than $100, 000
equi val ent each and contracts for the enploynent of individuals costing |less than
$50, 000 equi val ent each;

all under such terns and conditions as the Bank shall specify by notice to the
Reci pi ent.

5. I f the Bank shall have determined at any tine that any paynent nmade fromthe GEF
Trust Fund Grant Account was used for any expenditure not consistent with the
provi sions of this Agreenent, the Recipient shall, pronptly upon notice fromthe Bank,

refund to the Bank for deposit into the GEF Trust Fund Grant Account, an anmount equa
to the anbunt so used or the portion thereof as specified by the Bank.

SCHEDULE 2
Description of the Project

The objective of the Project is the reducti on of carbon di oxi de em ssions and
other air pollutants through the introduction of nore efficient and clean boiler
technol ogies to inprove the thermal efficiency of snmall and medi um sized industria
boi | ers.

The Project consists of the follow ng parts, subject to such nodifications
t hereof as the Recipient and the Bank nmay agree upon fromtinme to tine to achi eve such
obj ecti ves.



Part A Efficient Boilers Subprojects

The carrying out of subprojects for the design and nanufacture of highly
efficient and clean industrial boilers, including the introduction of new
t echnol ogi es.

Part B: Di ssem nation of Advanced Boil er Technol ogi es

Di ssem nation of the clean and high efficiency boiler technol ogi es devel oped
under Part A of the Project through, inter alia:

(1) t he upgradi ng of boiler operator training and boiler operator certification
progr ans;

(2) the organi zati on of a nationw de marketing canpai gn;

(3) the establishment of a pilot dissemnination programin the nunicipalities of

Bel ji ng, Chongqi ng and Harbin, in collaboration with national-Ievel environment and
pl anni ng agenci es;

(4) t he devel opnent and di ssem nation of a best-practice programand action plan for
provi ding custoner service to industrial boiler consuners

(5) provi sion of information, donestic site visits and training for boiler
manuf acturers other than Participating Enterprises, for disseninating the advanced
t echnol ogi es denonstrated under the Project;

(6) the devel opnent and inplenmentati on of revised standards for industrial boilers,
i ncluding those regarding thermal efficiency, enissions, safety and coal quality;

(7) the preparation and di ssem nation of design nanuals and software incorporating
design inprovenments resulting fromPart A of the Project including, design procedures
the selection and conpatibility of auxiliary equi pment and accessories, and the
denmonstration and verification testing of prototypes; and

(8) the devel opnent of (i) inmprovenents in overall boiler house design in line with
international standards, and (ii) inproved integrated boiler technol ogy.

Part C St rengt heni ng Proj ect Managenent
Strengt heni ng of PMO t hrough

(1) t he devel opnent of nonitoring and eval uati on systens, including the provision of
noni toring equi pment; and

(2) the carrying out of training and workshops for PMO staff in marketing, finance
and nanagemnent .

The Project is expected to be conpl eted by Decenber 31, 2000

SCHEDULE 3
Procurenent and Consultants’ Services

Section |. Procurenent of Goods
Part. A Cener a

Goods shall be procured in accordance with the provisions of Section | of the
"Cui delines for Procurenent under |BRD Loans and | DA Credits" published by the Bank in



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

Part B. I nternational Conpetitive Bidding
1. Except as otherw 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 following 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 manufactured in the territory of the Recipient

(b) Notification and Adverti sing

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

Part C O her Procurenent Procedures
1. Limted International Bidding

Desi gn and manufacturing technology for Part A of the Project, which the Bank
agrees can only be purchased froma limted nunber of suppliers, regardl ess of the
cost thereof, may be procured under contracts awarded in accordance with the
provi si ons of paragraph 3.2 of the Guidelines.

2. I nt ernati onal Shopping

Goods (other than design and manufacturing technology for Part A of the Project)
estimated to cost |ess than $2,000,000 but nore than $250, 000 equival ent per contract,
up to an aggregate anount not to exceed $2,690,000 equival ent, may be procured under
contracts awarded on the basis of international shopping procedures in accordance wth
the provisions of paragraphs 3.5 and 3.6 of the Guidelines.

3. Nat i onal Shoppi ng

Goods (other than design and manufacturing technology for Part A of the Project)
estimated to cost |ess than $250, 000 equi val ent per contract, up to an aggregate
amount not to exceed $1, 000, 000 equi val ent, may be procured under contracts awarded on
the basis of national shopping procedures in accordance with the provisions of
par agraphs 3.5 and 3.6 of the Guidelines

4, Direct Contracting

Desi gn and manufacturing technology for Part A of the Project that can only be
purchased from one supplier, and goods which are of a proprietary nature, may, with
the Bank’'s prior agreenent, be procured in accordance with the provisions of paragraph
3.7 of the Cuidelines.

Part D. Revi ew by the Bank of Procurenent Decisions
1. Pr ocurenent Pl anni ng

Prior to the issuance of any invitations to prequalify for bidding or 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



Appendi x 1 to the Quidelines. Procurenent of all goods 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

Wth respect to each contract for goods estinmated to cost the equival ent of
$200, 000 or nore, the procedures set forth in paragraphs 2 and 3 of Appendix 1 to the
CGui del i nes shall apply.

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 Cuidelines shall apply.

Section II. Enpl oynent of Consultants

1. Consul tants’ services shall be procured under contracts awarded i n accordance
with the provisions of the "Quidelines for the Use of Consultants by World Bank
Borrowers and by The World Bank as Executing Agency" published by the Bank in August
1981 (the Consultant Guidelines). For conplex, tine-based assignnents, such contracts
shall be based on the standard form of contract for consultants’ services issued by
the Bank, with such nodifications thereto as shall have been agreed by the Bank. Were
no rel evant standard contract documents have been issued by the Bank, other standard
forms acceptable to the Bank shall be used

2. Not wi t hst andi ng the provisions of paragraph 1 of this Section, the provisions of
the Consultant Guidelines requiring prior Bank 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 enploynent of consulting firns
estimated to cost l[ess than $100, 000 equi val 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 Bank review shall not apply to: (a) the terms
of reference for such contracts; (b) single-source selection of consulting firns; (c)
assignments of a critical nature, as reasonably determi ned by the Bank; (d) anendments
to contracts for the enploynment of consulting firns raising the contract value to
$100, 000 equi val ent or above; or (e) anmendnments to contracts for the enpl oyment of

i ndi vidual consultants raising the contract value to $50, 000 equival ent or above.

SCHEDULE 4
I mpl enent ati on Program
A Proj ect nmanagenent and nonitoring

1. The Reci pi ent shall inplenent the Project through MM and shall ensure that MV
shal | establish and maintain throughout the inplenentation of the Project a Project
Managenent O fice (the PMO staffed by conpetent staff in adequate numbers to be
responsi bl e for overall coordination and supervision of Project execution, the

supervi sion of the procurenment of goods and services thereunder, the overal

assessnent of the quality and inpact of the Project and the preparati on and furnishing
to the Bank of reports and other infornation thereon

2. The Reci pi ent shall, through MM, nmmintain policies and procedures adequate
to enable it to nonitor and eval uate on an ongoi ng basis, in accordance with

i ndi cators acceptable to the Bank, the carrying out of the Project as well as the

achi evenent of the objectives thereof.

3. The Recipient shall, through MM, submit seni-annual progress reports, including
t he di sbursenent status of each Boiler Subproject, not |ater than February 15 and
August 15 of each year on the progress achieved in the carrying out of the Project
during the imedi ately preceding senester. Said reports shall integrate the results of
the nonitoring and eval uation activities perforned pursuant to paragraph 1 above and
set out the neasures recomended to ensure the efficient carrying out of the Project
and the achi evenrent of the objectives thereof in the then current senester. After

furni shing each such report, the Recipient shall review said report with the Bank and
pronptly take all measures required to ensure the efficient conpletion of the Project
and the achi evenrent of the objectives thereof, based on the concl usions and



recommendati ons of said report and taking into account the Bank’s views on the matter.
4. The Recipient shall, through MM:

a) submit to the Bank annually not |ater than February 15 a report on the
financial condition and operation status of each Participating Enterprise, in
accordance with paraneters agreed with the Bank; and

b) prepare and furnish to the Bank no later than February 28, 1997 a plan for
the inplenentation of the pilot dissem nation programin each of participating
nmuni ci palities.

B. Sub-grants

The Reci pient shall ensure that MM carries out Part A of the Project in
accordance with the follow ng procedures

1. Sub-grants shall be nade by the Recipient to Participating Enterprises sel ected
by MM for the financing of Boiler Subprojects. The proceeds of the Sub-grants shal

be used to procure goods (including design and manufacturing technol ogy) and services
required for the carrying out of the Boiler Subprojects. At |east 25% of the proceeds
of any Sub-grant shall be allocated to Phase 2 of the Boil er Subproject concerned, as
described in Part D.2 bel ow

2. Sub-grants shall be denonminated in SDRs and payable in Dollars and shall be nade
avail able to Participating Enterprises on a non-rei nbursabl e basis

3. Each Participating Enterprise shall be limted to one Sub-grant, the anount of
whi ch shall be available to finance up to 40% of goods and services procured for
Boi | er Subproject inplementation, net of taxes. At |east 10% of the total cost of any
Boi | er Subproject shall be financed by the Participating Enterprise concerned fromits
own resources

4, A Participating Enterprise may, on terns and conditions satisfactory to the
Reci pient and the Bank, enter into arrangenents with one or nore auxiliary equi pnment
manuf acturers to assist the Participating Enterprise in the carrying out of its Boiler
Subproj ect including the procurenent of appropriate auxiliary equi pnment technol ogy.

C. Participating Enterprises

Each Participating Enterprise shall be selected by M to inplement a Boiler
Subpr oj ect based on the following criteria

(1) its technical capability and managenent effi ciency;

(2) its financial viability;

(3) the technical soundness of the proposed Boil er Subproject;

(4) the technol ogy transfer arrangenents of the proposed Boil er Subproject;

(5) the thermal efficiency and pollution reduction resulting fromthe proposed
Boi | er Subproject; and

(6) cost benefit analysis of the proposed Boil er Subproject.

D. Boi | er Subproj ects

Each Boil er Subproject shall consist of the design and manufacturing of high
efficiency and clean boilers in two phases as foll ows:

(1) Phase 1, conprising

(a) the design and production of a denbnstration boiler unit;

(b) verification of said denonstration unit to test conpliance with specific
technical and environmental performance criteria and donmestic and international safety
st andards, and

(c) the preparation of production, financing and nmarketing plans for Phase 2



(2) Phase 2: conversion of the Participating Enterprise’s production facilities to
bring the denonstration unit into production.

E. Boi | er Subproj ect Approval

No expenditures incurred in connection with the inplenentation of any Boiler
Subproject shall be eligible for financing out of the proceeds of the GEF Trust Fund
Grant unless: (i) the Boiler Subproject |Inplenentation Agreement for such Boiler
Subproject (as referred to in Part F of this Schedule 4) shall have been approved by
Reci pient and the Bank; and (ii) the Bank has received evidence satisfactory to it
that the Participating Enterprise has no objection to the signing on its behalf of the
technol ogy transfer arrangenments with respect to such Boiler Subproject.

F. Boi | er Subproject |nplenentation Agreenents

Sub-grants shall be nade on terns whereby the Recipient shall obtain, by a
written agreement with the Participating Enterprise rights adequate to protect the
interests of the Bank and the Recipient, including the right to:

(1) require the Participating Enterprise to carry out and operate the Boiler
Subproject in accordance with this Agreenent and with due diligence, efficiency as
wel | as sound technical, financial and nanagerial standards, and to nmintain adequate
records;

(2) require that: (i) the goods and services to be financed out of the proceeds of
the GEF Trust Fund Grant shall be procured in accordance with the provisions of
Schedule 3 to this Agreenent, and (ii) such goods and services shall be used
exclusively in the carrying out of the Boiler Subproject;

(3) i nspect, by itself or jointly with representatives of the Bank if the Bank shal
so request, such goods and the sites, works, plants and construction included in the
Boi | er Subproject, the operation thereof, and any relevant records and docunents;

(4) require that: (i) the Participating Enterprise shall take out and nmaintain with
responsi bl e insurers such insurance, against such risks and in such anounts, as shal
be consistent with sound business practice; and (ii) w thout any limitation upon the
foregoi ng, such insurance shall cover hazards incident to the acquisition,
transportation and delivery of goods financed out of the proceeds of the GEF Trust
Fund Grant to the place of use or installation, any indemity thereunder to be nade
payable in a currency freely usable by the Participating Enterprise to replace or
repair such goods

(5) obtain all such information as the Bank or the Recipient shall reasonably
request relating to the foregoing and to the admi nistration, operations and financi al
condition of the Participating Enterprise and to the benefits to be derived fromthe
Boi | er Subpr oj ect ;

(6) suspend or termnate the right of the Participating Enterprise to the use of the
proceeds of the Sub-grant upon failure by such Participating Enterprise to performits
obligations under its Boiler Subproject |Inplenmentation Agreenment with the Recipient;
(7) require that the locations of the denpbnstration units be identified and that
environnental assessnents from appropriate |ocal governnent agenci es be obtai ned prior
to denonstration unit construction

(8) require that the technical, environnental and safety standards for the
verification of the denonstration unit are satisfactory to the Bank; and

(9) require that each Participating Enterprise subnmt to the Recipient, no |ater
than January 31 in each year, the financial statements for the imediately preceding
year for such Enterprise
SCHEDULE 5
Speci al Account

1. For the purposes of this Schedul e:

(a) the term"eligible Categories" neans Categories 1 through 3 set forth in
the table in paragraph 1 of Schedule 1 to this Agreenent;



(b) the term"eligible expenditures" neans expenditures in respect of the
reasonabl e cost of goods and services required for the Project and to be financed out
of the proceeds of the GEF Trust Fund Grant allocated fromtine to tine to the
elhgible Categories in accordance with the provisions of Schedule 1 to this Agreenent;
an

(c) the term "Authorized Al location" neans an ampunt equivalent to
$2, 200,000, to be withdrawn fromthe CGEF Trust Fund Grant Account and deposited into
the Special Account pursuant to paragraph 3 (a) of this Schedul e, provided, however,
that unless the Bank shall otherw se agree, the Authorized Allocation shall be limted
to an anmount equival ent to $1,500,000 until the aggregate amount of w thdrawals from
the GEF Trust Fund Grant Account plus the total anount of all outstanding specia
commitments entered into by the Bank pursuant to Section 5.02 of the Cenera
Conditions shall be equal to or exceed the equival ent of SDR 7,000, 000

2. Paynents out of the Special Account shall be nmade exclusively for eligible
expenditures in accordance with the provisions of this Schedul e.

3. After the Bank has received evidence satisfactory to it that the Special Account
has been duly opened, w thdrawals of the Authorized Allocation and subsequent
wi thdrawal s to replenish the Special Account shall be nade as foll ows:

(a) For withdrawal s of the Authorized Allocation, the Recipient shall furnish
to the Bank a request or requests for deposit into the Special Account of an anount
or anmounts which do not exceed the aggregate anmount of the Authorized Allocation. On
the basis of such request or requests, the Bank shall, on behalf of the Recipient,
wi thdraw from the GEF Trust Fund Grant Account and deposit into the Special Account
such amobunt or anounts as the Recipient shall have requested

(b) (i) For repl eni shnent of the Special Account, the Recipient shal
furnish to the Bank requests for deposits into the Special Account
at such intervals as the Bank shall specify.

(ii) Prior to or at the tine of each such request, the Recipient shal
furnish to the Bank the docunents and ot her evidence required
pursuant to paragraph 4 of this Schedule for the paynent or
paynents in respect of which replenishnent is requested. On the
basi s of each such request, the Bank shall, on behalf of the
Recipient, withdraw fromthe GEF Trust Fund Grant Account and
deposit into the Special Account such ambunt as the Reci pient
shall have requested and as shall have been shown by said
docunents and other evidence to have been paid out of the Special
Account for eligible expenditures. Al such deposits shall be
wi t hdrawn by the Bank fromthe GEF Trust Fund G ant Account under

the respective eligible Categories, and in the respective

equi val ent anounts, as shall have been justified by said docunents

and ot her evidence.

4, For each paynent nmade by the Recipient out of the Special Account, the Recipient
shall, at such time as the Bank shall reasonably request, furnish to the Bank such
docunents and other evidence showi ng that such payment was nade exclusively for

el i gi bl e expendi tures.

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

(a) if, at any tine, the Bank shall have determined that all further
wi t hdrawal s shoul d be nade by the Recipient directly fromthe CEF Trust Fund G ant
Account in accordance with the provisions of Article V of the General Conditions and
par agraph (a) of Section 2.02 of this Agreenent;

(b) if the Recipient shall have failed to furnish to the Bank, within the
period of tinme specified in Section 4.01 (b) (ii) of this Agreenent, any of the audit
reports required to be furnished to the Bank pursuant to said Section in respect of
the audit of the records and accounts for the Special Account;



(c) if, at any tine, the Bank shall have notified the Recipient of its
intention to suspend in whole or in part the right of the Recipient to nake
wi thdrawal s fromthe GEF Trust Fund Grant Account pursuant to the provisions of
Section 6.02 of the General Conditions; or

(d) once the total unw thdrawn amount of the GEF Trust Fund Grant allocated
to the eligible Categories, nminus the total anount of all outstanding special
conmm tnents entered into by the Bank pursuant to Section 5.02 of the Ceneral
Conditions with respect to the Project, shall equal the equivalent of tw ce the anount
of the Authorized Allocation.

Thereafter, withdrawal fromthe CGEF Trust Fund Grant Account of the renmaining
unwi t hdrawn anount of the GEF Trust Fund Grant allocated to the eligible Categories
shal | follow such procedures as the Bank shall specify by notice to the Recipient.
Such further withdrawals shall be nade only after and to the extent that the Bank
shal | have been satisfied that all such anpunts remaining on deposit in the Special
Account as of the date of such notice will be utilized in making paynments for eligible
expendi tures.

6. (a) If the Bank shall have determined at any time that any payment out of the
Speci al Account: (i) was nmade for an expenditure or in an anopunt not eligible pursuant
to paragraph 2 of this Schedule; or (ii) was not justified by the evidence furnished
to the Bank, the Recipient shall, pronptly upon notice fromthe Bank: (A) provide such
addi tional evidence as the Bank may request; or (B) deposit into the Special Account
(or, if the Bank shall so request, refund to the Bank) an amobunt equal to the anount

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

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

Bank such outstandi ng anount.

(c) The Reci pi ent 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 nade pursuant to paragraphs 6 (a), (b) and (c) of
this Schedul e shall be credited to the GEF Trust Fund G ant Account for subsequent
wi t hdrawal or for cancellation in accordance with the relevant provisions of this
Agreement, including the General Conditions.



