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LOAN NUMBER 4767 TU
LOAN AGREEMENT

AGREEMENT, dated February 22, 2006, between the REPUBLIC OF TURKEY
(the Borrower) and the INTERNATIONAL BANK FOR RECONSTRUCTION AND
DEVELOPMENT (the Bank).

WHEREAS the Borrower, having satisfied itself as to the feasibility and priority
of the project described in Schedule 2 to this Agreement (the Project), has requested the
Bank to assist in the financing of the Project; and

WHEREAS the Bank has agreed, on the basis, inter alia, of the foregoing, to
extend the Loan to the Borrower upon the terms and conditions set forth in this
Agreement;

NOW THEREFORE the parties hereto hereby agree asfollows:
ARTICLE
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 May 1, 2004) with the modifications set forth below (the General Conditions)
constitute an integral part of this Agreement:

@ Section 5.08 of the General Conditions is amended to read as follows:
“Section 5.08. Treatment of Taxes

Except as otherwise provided in the Loan Agreement, the proceeds of the Loan
may be withdrawn to pay for taxes levied by, or in the territory of, the Borrower or the
Guarantor on the goods or services to be financed under the Loan, or on their
importation, manufacture, procurement or supply. Financing of such taxes is subject to
the Bank’s policy of requiring economy and efficiency in the use of the proceeds of its
loans. To that end, if the Bank shall a any time determine that the amount of any taxes
levied on or in respect of any item to be financed out of the proceeds of the Loan is
excessive or otherwise unreasonable, the Bank may, by notice to the Borrower, adjust the
percentage for withdrawa set forth or referred to in respect of such item in the Loan
Agreement as required to be consistent with such policy of the Bank.”

(b) Section 6.03 (c¢) of the General Conditions is amended by replacing the
words “corrupt or fraudulent” with the words * corrupt, fraudulent, collusive or coercive’.



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

€) “Financial Monitoring Report” or “FMR” means each report prepared in
accordance with Section 4.02 of this Agreement;

(b) “Fiscal Year” means the twelve-month period corresponding to any of
the Borrower’s fiscal years, which period commences on January 1 and ends on
December 31 in each calendar year;

(© “MOLSS’ means the Borrower’s Ministry of Labor and Socia Security;
(d) “MONE" meansthe Borrower’s Ministry of National Education;

(e “PCC” means the projects coordination center, established within the
MONE, responsible for coordinating the management and implementation of
internationally-financed proj ects;

) “PIP" means the project implementation plan agreed with the Bank and
adopted by the MONE that describes the complete course of action for implementation of
the Project which specifies the detailed activities, schedules, responsibilities, procurement
actions, and financing needed for timely and effective implementation of the Project;

(9) “PSEC” means the project steering and executive committee established
within the MONE to oversee policy aspects of the Project;

(h) “Procurement Plan” means the Borrower’s procurement plan, dated
February 16, 2005, covering the initial 18 month period (or longer) of Project
implementation, as the same shall be updated from time to time in accordance with the
provisions of Section 3.02 to this Agreement, to cover succeeding 18 month periods (or
longer) of Project implementation;

0) “Project Operational Manual” means the manual agreed with the Bank
and adopted by the MONE setting forth the procedures and rules related to
implementation of the Project;

() “Protocol” means the collaboration protocol dated October 26, 2004,
entered into between the MONE and MOLSS for the implementation of career guidance
and counseling activities under Part A.3 of the Project, as may be amended from time to
time;



(k) “SEP Team” means the secondary education project team established
within the PCC under the MONE responsible for day-to-day implementation of the
Project; and

() “Special Account” means the account referred to in Section 2.02 (b) of
this Agreement.
ARTICLE I
TheLoan

Section 2.01. The Bank agrees to lend to the Borrower, on the terms and
conditions set forth or referred to in this Agreement, an amount equal to eighty million
Euro (280,000,000).

Section 2.02. (&) The amount of the Loan may be withdrawn from the Loan
Account in accordance with the provisions of Schedule 1 to this Agreement for
expenditures made (or, if the Bank shall so agree, to be made) in respect of the reasonable
cost of goods, services, training and incremental operating costs required for the Project
and to be financed out of the proceeds of the L oan.

(b) The Borrower may, for the purposes of the Project, open and maintain in
Euro a special account in its Central Bank on terms and conditions satisfactory to the
Bank. Deposits into, and payments out of, the Special Account shall be made in
accordance with the provisions of Schedule 6 to this Agreement.

Section 2.03. The Closing Date shall be May 31, 2010 or such later date as the
Bank shall establish. The Bank shall promptly notify the Borrower of such later date.

Section 2.04. The Borrower shall pay to the Bank afee in an amount equal to one
percent (1%) of the amount of the Loan, subject to any waiver of a portion of such fee as
may be determined by the Bank from time to time. Such fee shall be payable not later
than 60 days after the Effective Date.

Section 2.05. The Borrower shall pay to the Bank a commitment charge at the
rate of three-fourths of one percent (3/4 of 1%) per annum on the principal amount of the
L oan not withdrawn from time to time.

Section 2.06. (@) The Borrower shall pay interest on the principa amount of the
Loan withdrawn and outstanding from time to time, at a rate for each Interest Period
egual to LIBOR Base Rate plus LIBOR Total Spread.



(b) For the purposes of this Section:

) “Interest Period” means the initial period from and including the
date of this Agreement to, but excluding, the first Interest
Payment Date occurring thereafter, and after the initial period,
each period from and including an Interest Payment 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 Euro 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-month deposits, in respect of the Bank’s
outstanding borrowings or portions thereof allocated by the Bank
to fund single currency loans or portions thereof made by it that
include the Loan; as reasonably determined by the Bank and
expressed as a percentage per annum.

(c) The Bank shall notify the Borrower of the LIBOR Base Rate and the
LIBOR Tota Spread for each Interest Period, promptly upon the determination thereof.

(d) Whenever, in light of changes in market practice affecting the
determination of the interest rates referred to in this Section 2.06, the Bank determines
that it isin 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 modify the basis for determining the interest rates applicable to
the Loan upon not less than six (6) months' notice to the Borrower of the new basis. The
new basis shall become effective on the expiry of the notice period unless the Borrower
notifies the Bank during said period of its objection thereto, in which case said
modification shall not apply to the Loan.

Section 2.07. Interest and other charges shall be payable semiannually in arrears
on May 15 and November 15 in each year.



Section 2.08. The Borrower shall repay the principal amount of the Loan in
accordance with the amortization schedul e set forth in Schedule 3 to this Agreement.

ARTICLE I
Execution of the Project

Section 3.01. (@) The Borrower declares its commitment to the objectives of the
Project, and, to this end, shall carry out the Project through the MONE with due diligence
and efficiency and in conformity with appropriate educational, administrative, financia
and technical practices, and shall provide, promptly as needed, taking into account its
budgetary framework, the funds, facilities, services and other resources required for the
Project.

(b) Without limitation upon the provisions of paragraph (&) of this Section
and except as the Borrower and the Bank shall otherwise agree, the Borrower shall carry
out the Project in accordance with the Implementation Program set forth in Schedule 5 to
this Agreement.

Section 3.02. (a) Except as the Bank shall otherwise agree, procurement of the
goods and services required for the Project and to be financed out of the proceeds of the
Loan shal be governed by the provisions of Schedule 4 to this Agreement, as said
provisions may be further elaborated in the Procurement Plan.

(b) The Borrower shal update the Procurement Plan in accordance with
guidelines acceptable to the Bank, and furnish such update to the Bank not later than 12
months after the date of the preceding Procurement Plan, for the Bank’ s approval.

Section 3.03. For the purposes of Section 9.07 of the General Conditions and
without limitation thereto, 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, through the SEP Team, shall maintain afinancia
management system, including records and accounts, and prepare financial statements in
accordance with consistently applied accounting standards acceptable to the Bank,
adeqguate to reflect the operations, resources and expenditures related to the Project.

(b) The Borrower, through the SEP Team, shall:

(i)

(ii)

(iii)

have the financia statements referred to in paragraph (&) of this
Section for each fiscal year (or other period agreed to by the
Bank) audited, in accordance with consistently applied auditing
standards acceptable to the Bank, by independent auditors
acceptable to the Bank;

furnish to the Bank as soon as available, but in any case not later
than six months after the end of each such year (or such other
period agreed to by the Bank): (A) certified copies of the
financial statements referred to in paragraph (@) of this Section
for such year (or such other period agreed to by the Bank), as so
audited; and (B) an opinion on such statements by said auditors,
in scope and detail satisfactory to the Bank; and

furnish to the Bank such other information concerning such
records, and the audit of such financial statements, and
concerning said auditors, as the Bank may 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 statements of expenditure, the Borrower, through the

SEP Team, shall:

(i)

(i)
(iii)

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

enable the Bank’ s representatives to examine such records; and
ensure that such statements of expenditure are included in the

audit for each fiscal year (or other period agreed to by the Bank)
referred to in paragraph (b) of this Section.



Section 4.02. (a) Without limitation upon the Borrower’s progress reporting
obligations specified in paragraphs 7 and 8 of Section C of Schedule 5 to this Agreement,
the Borrower, through the SEP Team, shall prepare and furnish to the Bank a financial
monitoring report (FMR), in form and substance satisfactory to the Bank, which:

() sets forth sources and uses of funds for the Project, both
cumulatively and for the period covered by said report, showing
separately funds provided under the Loan, and explains
variances between the actual and planned uses of such funds;

(i) describes physical progress in Project implementation, both
cumulatively and for the period covered by said report, and
explains variances between the actua and planned Project
implementation; and

(iii) sets forth the status of procurement under the Project, as of the
end of the period covered by said report.

(b) The first FMR shall be furnished to the Bank not later than forty-five (45)
days after the end of the first calendar quarter after the Effective Date, and shall cover the
period from the incurrence of the first expenditure under the Project through the end of
such first calendar quarter; thereafter, each FMR shall be furnished to the Bank not later
than forty-five (45) days after each subsequent calendar quarter, and shdl cover such
calendar quarter.

ARTICLEV
Termination

Section 5.01. The date ninety (90) days after the date of this Agreement 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 Undersecretary of Treasury 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 Genera Conditions:



For the Borrower:

Basbakanlik
Hazine Mustesarligi
Inonu Bulvari
Emek-Ankara
Republic of Turkey

Cable address: Facsimile:

HAZINE (312) 212-8550
Hazine, Ankara

For the Bank:

International Bank for
Reconstruction and Development

1818 H Street, N.W.

Washington, D.C. 20433

United States of America
Cable address: Facsimile:
INTBAFRAD (202) 477-6391

Washington, D.C.



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

REPUBLIC OF TURKEY

By: /9 Memduh Adlan Akcay
Authorized Representative

INTERNATIONAL BANK FOR
RECONSTRUCTION AND DEVELOPMENT

By: /s/ Andrew N. Vorkink
Director
Turkey Country Unit
Europe and Central Asia
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SCHEDULE 1
Withdrawal of the Proceeds of the Loan
1 The table below sets forth the Categories of items to be financed out of the

proceeds of the Loan, the alocation of the amounts of the L oan to each Category, and the
percentage of expenditures for items so to be financed in each Category:

Amount of the % of
Loan Allocated Expenditures
Category (Expressed in Euro) to be Financed
(1) Goods 70,000,000 100%
(2) Consultants 3,100,000 100%
services
(3) Training and 5,700,000 100%
in-service training
(49)  Incrementa operating 400,000 100%
costs
(5 Unalocated 800,000
TOTAL 80,000,000
2. For the purposes of this Schedule:

@ the term “in-service training” means expenditures incurred to finance the
fees of consultants, including educational or other institutions and organizations, which
provide such training services, the costs of related training materials and the travel, and
subsistence costs associated with the participation in such training;

(b) the term “training” means expenditures incurred to finance the cost of
workshops, and related travel expenditures, accommodation and per diem alowances
provided to the participants in such training, the cost of related training materials, and the
cost of study tours abroad; and

(c) the term “incremental operating costs’ means expenditures incurred to
finance the reasonable and necessary incremental expenses incurred by the Borrower,
through the MONE, on account of Project implementation, management and monitoring,
including office supplies, the cost of advertisement for procurement under the Project,
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communications, office and maintenance costs, including the maintenance of office
equipment, system and facilities, and subscription fees of internationa institutions;
provided, however, that such expenditures shall have been previously budgeted and
agreed with the Bank in the MONE’ s annual budget.

3. Notwithstanding the provisions of paragraph 1 above, no withdrawals shall be
made in respect of: (a) payments made for expenditures prior to the date of this
Agreement; (b) any expenditures under any Category in the table in paragraph 1 above
unless the Bank has received payment in full of the front-end fee referred to in Section
2.04 of this Agreement.

4, The Bank may require withdrawals from the Loan Account to be made on the
basis of statements of expenditure for expenditures for: (i) goods, under contracts costing
less than $1,500,000 equivalent each; (ii) services of consulting firms under contracts
costing less than $500,000 equivalent each; (iii) services of individua consultants under
contracts costing less than $50,000 equivalent each; (iv) training and in-service training;
and (v) incremental operating costs, all under such terms and conditions as the Bank shall
specify by notice to the Borrower.
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SCHEDULE 2
Description of the Project

The objective of the Project is to improve the quality, economic relevance, and
equity of secondary education to support lifelong learning.

The Project consists of the following parts, subject to such modifications thereof
as the Borrower and the Bank may agree upon from time to time to achieve such
objectives:

Part A: Secondary Education Reform

1. Secondary Education Programs

Revising and implementing new general education and vocationa education
curriculum programs, including educational materials, such as textbooks, to provide
students with core skills for the knowledge economy and lifelong learning, strengthen the
ingtitutional structures, develop technical procedures and new curricular content, and
provide related in-service training for the MONE managers and teachers.

2. Information and Communi cations Technology

Providing information and communications technology training as a core
competency for youth to function in a modern knowledge economy, improving
instruction by using information and communications technology to expand access to
learning opportunities, and supporting better management of learning and administrative
processes, and assess the educational impact of the information and communications
technology investments.

3. Career Guidance and Counseling

Providing youth and adults with access to career information and guidance
services to promote informed career choices and related education and training decisions
and facilitate lifelong learning, facilitate interagency cooperation, develop core career
information and guidance resources and provide them to education and labor institutions,
train existing staff for career guidance and improve the integration of career guidance and
counseling into overall basic and secondary education programs.

Part B: Quality, Assessment and M anagement

1. Student Assessment and Evaluation

Improving the quality and outcomes of secondary education by developing
systems to collect and disseminate reliable information on student learning and outcomes,
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and on the performance of the education system staff and ingtitutions, and using
information from such assessments to improve system performance and student
outcomes.

2. School Devel opment

Helping secondary schools staff, parents, and students improve performance and
outcomes, educational achievement, and quality in education through school
development activities to be designed and implemented within the school development
process.

3. Project M anagement

Strengthening the ingtitutional capacity of the MONE to ensure effective
administration, implementation, and coordination of the Project.

The Project is expected to be completed by November 30, 20009.
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SCHEDULE 3
Amortization Schedule

Payment of Principal

Date Payment Due (Expressed in Euro)’
November 15, 2009 2,605,000
May 15, 2010 2,635,000
November 15, 2010 2,670,000
May 15, 2011 2,705,000
November 15, 2011 2,740,000
May 15, 2012 2,780,000
November 15, 2012 2,815,000
May 15, 2013 2,850,000
November 15, 2013 2,890,000
May 15, 2014 2,925,000
November 15, 2014 2,965,000
May 15, 2015 3,005,000
November 15, 2015 3,040,000
May 15, 2016 3,080,000
November 15, 2016 3,125,000
May 15, 2017 3,165,000
November 15, 2017 3,205,000
May 15, 2018 3,245,000
November 15, 2018 3,290,000
May 15, 2019 3,335,000
November 15, 2019 3,375,000
May 15, 2020 3,420,000
November 15, 2020 3,465,000
May 15, 2021 3,510,000
November 15, 2021 3,555,000
May 15, 2022 3,605,000

Thefiguresin this column represent the amount in Euro to be repaid, except as provided in
Section 4.04 (d) of the General Conditions.
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SCHEDULE 4
Procurement and Consultants Services
Section I. Generd

A. All goods and services (other than consultants services) shall be procured in
accordance with the provisions of Section | of the “Guidelines for Procurement under
IBRD Loans and IDA Credits’ dated May 2004 (the Procurement Guidelines), and with
the provisions of this Schedule.

B. All consultants' services shall be procured in accordance with Sections | and 1V
of the “Guidelines. Selection and Employment of Consultants by World Bank
Borrowers’ dated May 2004 (the Consultant Guidelines), and with the provisions of this
Schedule.

C. The capitalized terms used below in this Schedule to describe particular
procurement methods or methods of review by the Bank of particular contracts, have the
meanings ascribed to them in the Procurement Guidelines, or Consultant Guidelines, as
the case may be.

Section Il. Particular Methods of Procurement of Goods and Services (other than
Consultants Services)

A. International Competitive Bidding. Except as provided in Part B of this Section,
contracts shall be awarded on the basis of International Competitive Bidding. The
provisions of paragraphs 2.55 and 2.56 of the Procurement Guidelines, providing for
domestic preference in the evaluation of bids, shall apply to goods manufactured in the
territory of the Borrower.

B. Other Procurement Procedures

1. National Competitive Bidding. Goods estimated to cost less than $500,000
equivalent per contract, may be procured under contracts awarded on the basis of
National Competitive Bidding and the additional provisions set forth in the Annex to this
Schedule.

2. Shopping. Goods estimated to cost less than $100,000 equivalent per contract
may be procured under contracts awarded on the basis of Shopping.

3. Direct Contracting. Goods which the Bank agrees meet the requirements for
Direct Contracting may be procured in accordance with the provisions of said
procurement method.
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Section I11. Particular Methods of Procurement of Consultants Services

A. Quality- and Cost-based Selection. Consultants services, other than individual
consultants, shall be procured under contracts awarded on the basis of Quality- and Cost-
Based Selection. For purposes of paragraph 2.7 of the Consultant Guidelines, the short
list of consultants for services estimated to cost less than $200,000 equivalent per
contract may comprise entirely national consultants.

B. Other Procedures

1 Selection Based on Consultants’ Qualifications. Services estimated to cost less
than $200,000 equivalent per contract may be procured under contracts awarded in
accordance with the provisions of paragraphs 3.1, 3.7 and 3.8 of the Consultant
Guidelines.

2. Single Source Selection. Services for tasks in circumstances which meet the
reguirements of paragraph 3.10 of the Consultant Guidelines for Single Source Selection,
may, with the Bank's prior agreement, be procured in accordance with the provisions of
paragraphs 3.9 through 3.13 of the Consultant Guidelines.

3. Individual Consultants. Services for assignments that meet the requirements set
forth in the first sentence of paragraph 5.1 of the Consultant Guidelines may be procured
under contracts awarded to individual consultants in accordance with the provisions of
paragraphs 5.2 through 5.3 of the Consultant Guidelines. Under the circumstances
described in paragraph 5.4 of the Consultant Guiddines, such contracts may be awarded
to individual consultants on a sole-source basis.

Section | V. Review by the Bank of Procurement Decisions

The Procurement Plan shall set forth those contracts which shall be subject to the
Bank’s Prior Review. All other contracts shall be subject to Post Review by the Bank.
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ANNEX TO
SCHEDULE 4

Mandatory Provisionsfor Procurement under Bank-Financed Contracts
Subject to National Competitive Bidding

The Borrower shall apply the following provisions in the carrying out of
National Competitive Bidding procedures under the Project when falling under the legal
framework governed by the Borrower’ s Public Procurement Law No. 4734 dated January
4, 2002 and Amendment Law No. 4761 dated June 12, 2002 and Amendment Law No.
4964 dated July 30, 2003:

A. Eligibility

Bidding shall not be restricted to domestic bidders. No restriction shall be
applied to foreign bidders who wish to submit a bid.
B. Procedures

The Open Procedure, as defined in the Public Procurement Law, shall be
followed in al cases. Invitations to bid shall be advertised in the Official Gazette and in
at least one widely circulated national daily newspaper allowing a minimum of 30 days
for the preparation and submission of bids.

C. Assessment of Bidders' Qualifications

In the procurement of goods, where pre-qualification is not used, the
qualifications of the bidder who is recommended for award of contract shall be assessed
by post-quaification, applying minimum experience, technica and financia
requirements which shall be explicitly stated in the bidding documents and which shall be
shall be determined by a ‘pass/fail’ method, not through use of a merit point system.

D. Participation by Government-owned Enterprises

Government-owned enterprises in the Republic of Turkey shall be digible to
participate in bidding only if they can establish that they are legally and financialy
autonomous, operate under commercial law and are not a dependent agency of the
Government. Furthermore, they will be subject to the same bid and performance security
reguirements as other bidders.

E. Participation by Joint Ventures

Participation shall be allowed from joint ventures on the condition that such joint
venture partners will be jointly and severaly liable under the Contract.
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F. Bidding Documents

Procuring entities shall use the appropriate standard bidding documents for the
procurement of goods or services, and shall contain draft contract and conditions of
contract acceptabl e to the Bank.

G. Bid Evaluation
@ Evaluation of bids shall be made in strict adherence to the monetarily
guantifiable criteria declared in the bidding documents and a merit point system shall not

be used.

(b) Extension of bid validity shall be allowed once only for not more than 30
days. No further extensions should be requested without the prior approval of the Bank.

(c) Contracts shall be awarded to qualified bidders having submitted the
lowest evaluated substantially responsive bid.

(d) No preference shall apply under National Competitive Bidding.

H. Rejection of All Bids

All bids shal not be rejected and new bids solicited without the Bank’s prior
written concurrence.

[ Contracts

All contracts shall be in writing, signed and stamped by authorized signatories of
the purchaser and the supplier and shall contain identical terms and conditions of contract
to those included in the tender documents.

J. Securities

Bid Securities should not exceed 3% (three percent) of the estimated cost of the
contract; and Performance Securities not more than 10% (ten percent). No advance
payments shall be made to the Suppliers without a suitable Advance Payment security.
The wording of all such securities shall be included in the bidding documents and shall
be acceptable to the Bank.
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SCHEDULE 5
I mplementation Program

Section A: | nstitutional Arrangements

1 The SEP Team within the PCC shall have the overal responsibility for Project
management and supervision. The SEP Team shall be headed by a project manager with
qualifications and under terms of reference satisfactory to the Bank. The Borrower,
through the MONE shall maintain the SEP Team throughout Project implementation in
accordance with the PIP.

2. The Borrower shall, through the MONE, maintain the PSEC throughout Project
implementation. The PSEC shall be chaired by the Deputy Undersecretary of the
MONE, responsible for the Bank financed projects, and include al of the department
heads and the director generas of the related Project implementation units within the
MONE.

Section B: Proj ect |mplementation Arrangements

3. The Borrower shal, through the MONE, ensure that the Project shall be
implemented in accordance with the Project Operationa Manual and the PIP. The
Borrower shall, through the MONE, maintain the Project Operationad Manua and the
PIP, and shall duly perform al its obligations under the Project Operational Manual and
the PIP.

4, The Borrower shal cause the MONE and MOLSS to maintain the Protocol
throughout the implementation of the Project.

5. For the purposes of the training and in-service training consisting of workshops,
seminars and study tours to be provided under the Project, the Borrower, through the SEP
Team, shall:

@ furnish to the Bank for its prior review, the content of each such training,
including an explanation on how such training is consistent and conducive to the
objectives of the Project and whether it offers the best price/quality ratio, as well as the
schedule for its implementation, and select the trainees in accordance with a transparent
process,

(b) not later than January 15 of each year, exchange views with the Bank on
the training to be carried out during that calendar year; and

(c) furnish to the Bank a report of such scope and detail as the Bank shall
reasonably request, on the results of each training and the benefits to be derived
therefrom.
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Section C: Project Reporting Arrangements

6. The Borrower, through the MONE, shall:

@ without limitation upon the provisions of Section 9.07 of the General
Conditions, not later than May 31 and November 30 in each calendar year, commencing
on May 31, 2006, and until Project completion, cause the PCC to prepare and submit to
the Bank for its review, a progress report, of such scope and in such detail as the Bank
shall reasonably request, describing the progress achieved by the Borrower in the
implementation of the Project during the preceding six (6) month period; and

(b) not later than June 30 in each calendar year, commencing on June 30,
2006, and until the completion of the Project, carry out a review together with the Bank
and other relevant third parties, of the progress in the implementation of the Project
during the preceding twelve (12) month period, and thereafter, take all measures required
to carry out the measures resulting from the recommendations agreed upon by the Bank
to ensure the implementation of the Project and the achievement of the objectives thereof
during the twelve (12) month period following such date.

7. The Borrower, through the MONE, shall:

@ 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 acceptable to the Bank, and furnish to
the Bank, on or about May 31, 2008, areport integrating the results of the monitoring and
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 said
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

(c) review with the Bank, by June 30, 2008, or such later date as the Bank
shall request, the report referred to in paragraph (b) of this Section, and, thereafter, take
al measures required to ensure the efficient completion of the Project and the
achievement of the objectives thereof, based on the conclusions and recommendations of
the said report and the Bank’ s views on the matter.
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SCHEDULE 6
Special Account
1 For the purposes of this Schedule:

@ the term “eligible Categories’ means Categories (1) through (4) set forth
in the table in paragraph 1 of Schedule 1 to this Agreement;

(b) the term “eligible expenditures’ means expenditures in respect of the
reasonable cost of goods and services required for the Project and to be financed out of
the proceeds of the Loan allocated from time to time to the eligible Categories in
accordance with the provisions of Schedule 1 to this Agreement; and

(©) the term “ Authorized Allocation” means the amount of 8,000,000 to be
withdrawn from the Loan Account and deposited into the Special Account pursuant to
paragraph 3 (a) of this Schedule, provided, however, that unless the Bank shall otherwise
agree, the Authorized Allocation shall be limited to the amount of (4,000,000 until the
aggregate amount of withdrawals from the Loan Account plus the total amount of &l
outstanding special commitments entered into by the Bank pursuant to Section 5.02 of the
Genera Conditions shall be equal to or exceed the equivalent of [20,000,000.

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

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

@ 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 do not exceed the aggregate amount of the Authorized Allocation. On the
basis of such request or requests, the Bank shall, on behalf of the Borrower, withdraw
from the Loan Account and deposit into the Special Account such amount or amounts as
the Borrower shall have requested.

(b) (i) For replenishment of the Special Account, the Borrower shall
furnish to the Bank requests for deposits into the Special
Account at such intervals as the Bank shall specify.

(i) 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 paragraph 4 of this Schedule 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
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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
eigible expenditures. All such deposits shall be withdrawn by
the Bank from the Loan Account under the respective eligible
Categories, and in the respective equivalent amounts, as shall
have been justified by said documents and other evidence.

4, 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.

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

@ if, a any time, the Bank shall have determined that all further
withdrawals should be made by the Borrower directly from the Loan Account in
accordance with the provisions of Article V of the General Conditions and paragraph (a)
of Section 2.02 of this Agreement;

(b) 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 the
records and accounts for the Special Account;

(c) if, at any time, the Bank shall have natified the Borrower of its intention
to suspend in whole or in part the right of the Borrower to make withdrawals from the
Loan Account pursuant to the provisions of Section 6.02 of the General Conditions; or

(d) once the total unwithdrawn amount of the Loan allocated to the eligible
Categories for the Project, 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 allocated to the eligible Categories 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 al such amounts
remaining on deposit in the Specia Account as of the date of such notice will be utilized
in making payments for eligible expenditures.

6. @ If the Bank shall have determined at any time that any payment out of the
Special Account: (i) was made for an expenditure or in an amount not eligible pursuant to
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paragraph 2 of this Schedule; or (i) was not justified by the evidence furnished to the
Bank, the Borrower shal, promptly upon notice from the Bank: (A) provide such
additional evidence as the Bank may request; or (B) deposit into the Specia Account (or,
if the Bank shall so request, refund to the Bank) an amount equal to the amount of such
payment or the portion thereof not so eligible or justified. Unless the Bank shall
otherwise agree, no further deposit 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 shal have determined at any time that any amount
outstanding in the Special Account will not be required to cover further payments for
eligible expenditures, the 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 paragraphs 6 (a), (b) and (c) of
this Schedule shall be credited to the Loan Account for subsequent withdrawa or for
cancellation in accordance with the relevant provisions of this Agreement, including the
Genera Conditions.



