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Trust Fund Grant Agreenent

(Conmuni ty Devel opnment Fund Proj ect)
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| NTERNATI ONAL DEVELOPMENT ASSOCI ATl ON
(Acting as Administrator for the Trust Fund for Kosovo)

and

COVMUNI TY DEVELOPMENT FUND

Dat ed Decenber 21, 2000
TF024832
TRUST FUND GRANT AGREEMENT

AGREEMENT, dated as of December 21, 2000, between | NTERNATI ONAL DEVELOPMENT
ASSCOCI ATI ON (the Administrator) and COMMINI TY DEVELOPMENT FUND (the Recipient).

WHEREAS (A) the Board of Governors of the International Bank for Reconstruction
and Devel opment (Bank) and the International Devel opnent Association, acting on the
recomrendati on of its Board of Executive Directors, decided on Septenber 30, 1999, to
transfer from Bank surplus, by way of grant, $25,000,000 to a trust fund (the Trust
Fund) for Kosovo, Federal Republic of Yugoslavia (Serbia and Mntenegro) (Kosovo),
establ i shed by Resol utions of the Executive Directors of the Bank (Resolution No.
99-7) and the International Devel opnent Association (Resolution No. |IDA 99-4), to be
admi ni stered by the Administrator, to be used for financing an emnergency
reconstruction programin the territory of Kosovo;

(B) the Board of Governors of the Bank further decided on Septenber 27, 2000,
to transfer from Bank surplus, an additional anpbunt of $35, 000,000 (Additional
Contribution) to the Trust Fund;

(O the Recipient, having denonstrated the capacity to inplenent the project
described in Schedule 2 to this Agreenent (the Project), has requested the
Admi ni strator to assist, fromthe Additional Contribution, in the financing of the
Proj ect;



(D) the United Nations Interim Adm nistration Mssion in Kosovo, a transitional
admi ni stration established pursuant to the United Nations Security Council Resolution
1244 on June 10, 1999, (UNMK), has endorsed the Project;

(E) the Recipient intends to obtain fromthe governnent of the Netherlands a
grant in an ampbunt approximately equivalent to four mllion Dollars ($4,000,000) (the
Net herl ands Grant), to assist in financing the Project on the terns and conditions set
forth in a grant agreenent to be entered into between the Recipient and the
Net her| ands (the Netherlands G ant Agreenent); and

WHEREAS t he Admini strator has agreed, on the basis, inter alia, of the foregoing
to extend the Grant to the Recipient 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 (the General Conditions) set forth in
Schedule 4 to this Agreenent constitute an integral part of this Agreenent.

Section 1.02. Unless the context otherw se requires, the several terns defined
in the Preanble to this Agreement and the General Conditions, have the respective
meani ngs therein set forth and the followi ng additional terns have the follow ng
meani ngs:

(a) “Beneficiary” nmeans an individual, or a group of individuals, to whom or
for whose benefit, a Subproject (as hereinafter defined) is being inplenmented or
proposed to be inpl enented;

(b) “CDF" means Community Devel opment Fund, an aut ononbus non- gover nnent al
organi zation, established in Novenber 8, 2000, to carry out the activities under the
Project, and governed by the Statutes of the Comunity Devel opment Fund (the
Statutes) registered in Kosovo in accordance with the UNM K Regul ati on No. 1999/ 22
dat ed Novenber 15, 1999;

(c) “DEM nmeans Deutsche Marks;

(d) “Eligible Categories” neans the categories set forth in the table in Part
A of Schedule 1 to this Agreenent;

(e) “Eligible Expenditures” means the expenditures for goods, works, services
and Sub-G ant (as hereinafter defined) under the Project;

(f) “Operational Manual” neans the Project inplenentation and operation
manual to be adopted by the Recipient, pursuant to Section 6.01 of this Agreenent,
setting forth the procedures governing the operation of the Project, to be used by
the Recipient to govern the Project operations, as the sane may be anended fromtine
to time, and such termincludes any schedules to the Operational Manual ;

(9) “Proj ect Managenent Report” or “PMR' neans each report prepared in
accordance with Section 4.02.(b) of this Agreenent;

(h) “Sub-Grant” neans a sub-grant nade, or proposed to be nmade, to finance a
Sub- Proj ect (as hereinafter defined);

(i) “Subproj ect” means a specific devel opnent project financed, or proposed
to be financed, through grants extended under Part A of the Project;

(j) “Subproj ect Agreenent” neans an agreenent to be entered into between the
Reci pi ent and a Beneficiary for the execution of a Subproject; and



(k) “Speci al Account” means the account referred to in Part B of Schedule 1
to this Agreenent.

ARTI CLE |1

The G ant

Section 2.01. The Admi nistrator agrees to nake available to the Recipient, on a
grant basis and on the terns and conditions set forth or referred to in this
Agreement, a grant in DEMin an amount equivalent to five million Dollars
($5, 000, 000) .

Section 2.02. The amount of the Grant nay be withdrawn fromthe G ant Account in
accordance with the provisions of Schedule 1 to this Agreenent for expenditures nade
(or, if the Admi nistrator shall so agree, to be nmade), in respect of the reasonable
cost of goods, services and works required for the Project described in Schedule 2 to
this Agreerment (other than Part A thereof), and to be financed out of the proceeds of
the Grant and anpbunts paid (or if the Administrator shall so agree, to be paid) by the
Reci pi ent on account of withdrawal s nade by a Beneficiary under a Subproject to neet
the reasonabl e cost of works, goods and services required for a Subproject and in
respect of which the withdrawals fromthe G ant Account are requested.

Section 2.03. The Cosing Date shall be December 31, 2003, or such later date as
the Administrator shall establish. The Administrator shall pronptly notify the
Reci pi ent of such later date.

ARTI CLE |11
Execution of the Project

Section 3.01. The Recipient declares its conmmtnent to the objectives of the
Project, and, to this end, without any limtation or restriction upon any of its other
obligations under this Agreement, shall inplenment the Project with due diligence and
efficiency and in conformty with appropriate admnistrative, financial and
environmental practices, and shall provide, pronptly as needed, the funds, facilities,
servi ces and other resources required for the Project, in accordance with this
Agr eenent .

Section 3.02. Except as the Administrator shall otherw se agree, procurenent of
goods, works and consultants’ services required for the Project and to be financed out
of the proceeds of the Grant shall be governed by the provisions of Schedule 3 to this
Agr eenent .

Section 3.03. For the purposes of Section 1.23 of the General Conditions and without
limtation thereto, the Recipient shall:

(a) (i) mai ntain policies and procedures adequate to enable it to nmonitor
and eval uate on an ongoi ng basis, in accordance with the indicators
agreed upon fromtine to tine between the Recipient and the Adm nistrator,

the carrying out of the Project and the achi evenent of the objectives
t her eof ;

(ii) prepare, under terns of reference satisfactory to the
Adm ni strator, and furnish to the Adm nistrator, on or about March 30,
2002, a report integrating the results of the nonitoring and eval uation activities
perforned pursuant to subparagraph (i) above, 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 reconmended to ensure
t he efficient carrying out of the Project and the achi evement of the
obj ectives thereof during the period foll owi ng such date; and

(iii) reviewwth the Adm nistrator, by June 30, 2002, or such later
date as the Administrator shall request, the report referred to in
subparagraph (ii) of this paragraph, and, thereafter, take all neasures required to



ensure the efficient conpletion of the Project and the achi evenent
of the objectives thereof, based on the concl usi ons and
recomrendati ons of the said report and the Administrator’s views on the matter.

(b) (i) prepare, on the basis of guidelines acceptable to the
Adm ni strator, and furnish to the Adm ni strator not later than six (6)
mont hs after the C osing Date or such |later date as may be agreed for this purpose
bet ween the Recipient and the Admi nistrator, a plan designed
to ensure the continued achi evenrent of the Project’s objectives; and

(ii) afford the Administrator a reasonabl e opportunity to exchange
views with the Recipient on said plan.

Section 3.04. Except as the Association shall otherw se agree, in the carrying
out of the Project, the Recipient shall: (i) apply the criteria, policies, procedures
and gui delines set out in the Operational Mnual; and (ii) not amend, waive, abrogate,
or permt to be amended or abrogated, the Operational Manual or any provision thereof,
in a manner which, in the opinion of the Association, may materially and adversely
af fect the inplenentation of the Project.

Section 3.05. Wthout linmtation to the provision of Section 3.04 above, in
carrying out the Subprojects under Part A of the Project, the Recipient shall (i)
ensure that every Subproject is fully consistent with environmental criteria set out
in the Operational Manual, and where appropriate, mitigation nmeasures designed to
m ni m ze adverse effects of proposed Subprojects are identified and incorporated in
the Subprojects design; (ii) nobilize financial resources required to ensure that
beneficiary comrunities continue to nmeet their obligations to provide an adequate,
regul ar and sustai nabl e nmai ntenance of the infrastructure devel oped by the Beneficiary
with the proceeds of the Sub-Grant; and (iii) appraise Subprojects and supervi se,
monitor and report on the carrying out Subprojects, in accordance with procedures
satisfactory to the Administrator.

Section. 3.06. Wthout limtation upon the provisions of section 3.04 above, the
Reci pi ent shall submt to the Association, for their review or approval, as the case
may be:

(a) not later than January 31 of each year, a proposed annual work program in
respect of Part A of the Project, including a proposed budget and financing plan, for
the forthcom ng fiscal year; and

(b) sem annual and annual progress reports on the status of Part A of the
Project, including regular Beneficiary feedback reports and Subproject conpletion
reports.

ARTICLE |V

Fi nanci al Covenants

Section 4.01. (a) The Recipient shall naintain a financial nmnanagement system
i ncluding records and accounts, and prepare financial statenents, all in accordance
wi th accounting standards acceptable to the Administrator, consistently applied,
adequate to reflect the operations, resources and expenditures related to the Project.

(b) The Reci pient shall:

(i) ensure that the records, accounts and financial statenents
referred to in paragraph (a) of this Section, and the records and
accounts for the Special Account, for each fiscal year are audited, in accordance with

audi ting standards acceptable to the Admi nistrator consistently
appl i ed, by independent auditors acceptable to the Admi nistrator;

(ii) furnish to the Admi nistrator as soon as available, but in any case
not later than six (6) nonths after the end of each such year: (A)
certified copies of the financial statements referred to in paragraph (a) of

this Section for such year as so audited; and (B) an opinion on such
statenents, records and accounts, and report of such audit by said
audi tors of such scope and in such detail as the Administrator shall have



reasonably requested by the Administrator; and

(iii) furnish to the Adm nistrator such other information concerning
said records and accounts, and the audit thereof, and concerning
said auditors, as the Administrator shall fromtime to time reasonably request.

(c) For all expenditures with respect to which withdrawals fromthe G ant
Account were rmade on the basis of Project Managenment Reports or statements of
expendi ture, the Recipient shall ensure that:

(i) in accordance with paragraph (a) of this Section, records and
separate accounts reflecting such expendi tures are
mai nt ai ned;

(ii) until at least one (1) year after the Admi nistrator has received
the audit report for the fiscal year in whi ch the | ast wi thdrawal
fromthe Grant Account was made, all records (contracts, orders, invoices, bills,

recei pts and ot her documents) evidencing such expenditures are
ret ai ned;

(iii) the Administrator’s representatives are able to exam ne such
records; and

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

expendi ture submitted during such fiscal year, together wth
the procedures and internal controls involved in their preparation, can
be relied upon to support the related withdrawals.

Section 4.02. (a) Wthout limtation upon the provisions of Section 4.01 of this
Agreenment, the Recipient shall carry out a time-bound action plan acceptable to the
Adm ni strator for the strengthening of the financial managenment systemreferred to in
paragraph (a) of said Section 4.01 in order to enable the Recipient, not |ater than
Sept enber 30, 2001, or such later date as the Administrator shall agree, to prepare
quarterly Project managenment reports, acceptable to the Administrator, each of which:

(i) (A) sets forth actual sources and applications of funds for the
Project, both curul atively and for the peri od covered by said report;
and (B) shows separately expenditures financed out of the proceeds of the

Grant during the period covered by said report;

(ii) descri bes physical progress in Project inmplenentation, both
cumul atively and for the period covered by said report; and

(iii) sets forth the status of procurenent under the Project and
expendi tures under contracts financed out of the proceeds of the
Grant, 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 Recipient shall prepare, in accordance with guidelines acceptable to
the Administrator and furnish to the Administrator not later than forty-five (45) days
after the end of each cal endar quarter a Project Managenent Report for such period.

Section 4.03 (a) CDF shall nmintain records and accounts adequate to reflect in
accordance with sound accounting practices its operations and financial condition.

(b)  CDF shall:

(i) have the records, accounts, and financial statenents (bal ance
sheets, statements of incone and expenses and rel ated statenents) for
each fiscal year audited, in accordance with appropriate auditing principles

consistently applied, by independent, internationally recognized
audi tors;

(ii) furnish to the Admi nistrator as soon as available, but in any case
not later than six (6) nonths after the end of each such year: (A)



certified copies of its financial statements for such year so audited; and (B)
the report of such audit by said auditors, of such scope and in such
detail as the Administrator shall have reasonably requested; and

(iii) furnish to the Adm nistrator, under a confidentiality agreenent,
such other information concerning such records, accounts and financi al
statenents and the audit thereof as the Adm nistrator shall fromtine to

time reasonably request.
ARTI CLE V
Renedi es of the Adninistrator

Section 5.01. Pursuant to Section 1.15 (c) of the General Conditions, the
followi ng additional events are specified:

(a) that the Statutes shall have been anended, abrogated, repeal ed or waived
so as to affect materially and adversely the operation of the Recipient, and which
shall make it inprobable that the Recipient will be able be able to performits

obligations under this Agreenent;

(b) that the Qperational Mnual shall have been anended, abrogated or waived,;
and

(c) (i) subj ect to subparagraph (ii) of this paragraph the right of the
Reci pient to withdraw the proceeds of the Net her| ands Grant shall
have been suspended, canceled or term nated in whole or in part, pursuant to the
terms of the Netherlands G ant Agreenent; and

(ii) subparagraph (i) of this paragraph shall not apply if the
Reci pi ent establishes to the satisfaction of the Admi ni strator that:
(A) such suspension, cancellation, or termination is not caused by the failure of the
Recipient to performany of its obligations under such agreenent;
and (B) adequate funds for the Project are available to the Reci pi ent
fromother sources on terns and conditions consistent with the obligations
of the Recipient under this Agreenent.

ARTI CLE VI
Ef fecti veness; Term nation

Section 6.01. This Agreenent shall not beconme effective until CDF has adopted
an Qperational Manual in formand substance satisfactory to the Adm nistrator.

Section 6.02. This Agreenent shall continue in effect until the Grant has been
fully disbursed and the parties have fulfilled their obligations thereunder.

ARTI CLE VI'|

Representative of the Recipient; Addresses

Section 7.01. The Executive Director is designated as representative of the
Reci pi ent for the purposes of any nodification or anplification or any other actions
referred to in Section 1.28 of the General Conditions.

Section 7.02. The foll owing addresses are specified for the purposes of Section
1.25 of the General Conditions:

For the Adm nistrator:

I nternational Devel opnent Association
1818 H Street, N W

Washi ngton, D.C. 20433

United States of America



Cabl e address: Tel ex: Facsim | e:

| NDEVAS 248423 (M) or
1-202-477-6391
Washi ngton, D.C 64145 (MCl)
For the Recipient:

Comuni ty Devel opnent Fund

Rruga Dukagjin 68,

Prishtina

Kosovo

Facsim | e:

(381- 38)
549- 842

IN WTNESS WHEREOF, the parties hereto, acting through their duly authorized
representatives, have caused this Agreement to be signed in their respective nanmes, as
of the day and year first above witten.

| NTERNATI ONAL DEVELOPMENT ASSCCI ATI ON
(Acting as Administrator for the Trust Fund for Kosovo)

By /s/ Christiaan Poortman

Aut hori zed Representative

COVMUNI TY DEVELOPMENT FUND

By /s/ Flaka Surroi
Aut hori zed Representative

SCHEDULE 1

Wt hdrawal of the Proceeds of the G ant
A Gener al
1. The table below sets forth the Categories of itens to be financed out of the

proceeds of the Grant, the allocation of the ambunts of the Grant to each Category and
the percentage of expenditures for itenms so to be financed in each Category:

Anmount of the

Grant Allocated % of
(Expressed in Expendi t ures
Cat egory Dol I ar s) to be Financed
(1) Sub- Grants for Subprojects 3,080,000 100%
(2) Consul tants’ services 999, 800 100%

including training

(3) Qperating Costs 920, 200 100%



TOTAL 5, 000, 000

For the purpose of the table above, the term“Operating Costs” means the
i ncremental expenses incurred by CDF on account of Project inplenmentation, managenent
and rmonitoring, including office supplies, vehicle operation, travel and supervision
costs.

2. Not wi t hst andi ng the provisions of paragraph 1 above, no withdrawals shall be
made in respect of paynments made for expenditures prior to the date of this Agreenent;
and (b) in respect of a Sub-Gant unless the Sub-Gant has been nmade in accordance
with the criteria and procedures set forth in the Operational Manual and on terns and
conditions set forth or referred to in Section 3.05 of this Agreenent.

3. The Admi nistrator may require withdrawals fromthe G ant Account to be namde on
the basis of statenents of expenditure for expenditures under: (a) contracts for works
costing | ess than $85,000 equival ent each, with the exception of the first 3 contracts
awar ded on the basis of national corrpetitive bi ddi ng procedures described in Part C. 1
of Section | of Schedule 3 to this Agreement, and the first 5 contracts awarded on the
basi s of mnor works procedures described in Part C. 3 of Section | of Schedule 3 to
this Agreenent; (b) contracts for goods costing |l ess than $40, 000 equi val ent each,
with the exception of the first 3 contracts awarded on the basis of national shopping
procedures described in Part C. 2 of Section | of Schedule 3 to this Agreenent; (c)
paynments made by CDF on account of Sub-Grants, not exceeding $85, 000 equival ent each;
(d) contracts for services of consulting firms costing | ess than $50, 000 equi val ent
each (e) contracts for services of individual consultants costing | ess than $25, 000
equi val ent each; and (f) Operating Costs, all under such ternms and conditions as the
Adm ni strator shall specify by notice to the Recipient.

B. Speci al Account

1. The Reci pient shall open and nmaintain in DEM a special deposit account, in a
conmerci al bank, on terns and conditions satisfactory to the Administrator, including
appropriate protection against set-off, seizure and attachnent.

2. After the Adm nistrator has received evidence satisfactory to it that the
Speci al Account has been opened, withdrawals fromthe G ant Account of anounts to be
deposited into the Special Account shall be nade as foll ows:

(a) until the Administrator shall have received: (i) the first Project
Management Report referred to in Section 4.02 (b) of this Agreenment; and (ii) a
request fromthe Recipient for withdrawal on the basis of Project Management Reports,
wi t hdrawal s shall be made in accordance with the provisions of Annex Ato this
Schedul e 1; and

(b) upon recei pt by the Administrator of a Project Managenent Report pursuant
to Section 4.02 (b) of this Agreenent, acconpanied by a request fromthe Recipient for
wi t hdrawal on the basis of Project Management Reports, all further wthdrawals shall
be made in accordance with the provisions of Annex B to this Schedule 1.

3. Paynents out of the Special Account shall be made exclusively for Eligible
Expendi tures. For each paynment made by the Recipient out of the Special Account, the
Reci pient shall, at such tinme as the Admi nistrator shall reasonably request, furnish

to the Admi nistrator such docunments and other evidence show ng that such paynent was
made exclusively for Eligible Expenditures.

4. Not wi t hst andi ng the provisions of Part B.2 of this Schedul e, the Adm nistrator
shall not be required to make further deposits into the Special Account:

(a) if the Administrator determnes at any tine that any Project Managenent
Report does not adequately provide the information required pursuant to Section 4.02
of this Agreement;

(b) if the Administrator determnes at any tine that all further w thdrawal s
shoul d be made by the Recipient directly fromthe Gant Account; or



(c) if the Recipient shall have failed to furnish to the Adm nistrator,
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 Adm nistrator 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
wi t hdrawal s were made on the basis of Project Managenment Reports.

5. The Admi nistrator shall not be required to make further deposits into the
Speci al Account in accordance with the provisions of Part B.2 of this Schedule if, at
any time, the Adnministrator shall have notified the Recipient of its intention to
suspend in whole or in part the right of the Recipient to make w thdrawals fromthe
Grant Account pursuant to Section 1.15 of the General Conditions. Upon such
notification, the Adm nistrator shall determne, in its sole discretion, whether
further deposits into the Special Account may be made and what procedures should be
foll owed for maki ng such deposits, and shall notify the Recipient of its

det erm nati on.

6. (a) If the Administrator determ nes at any tine that any paynent out of the
Speci al Account was nade for an expenditure which is not an Eligible Expenditure, or
was not justified by the evidence furnished to the Administrator, the Recipient shall,
pronptly upon notice fromthe Adm nistrator, provide such additional evidence as the
Adm ni strator may request, or deposit into the Special Account (or, if the

Adm ni strator shall so request, refund to the Administrator) an anount equal to the
anmount of such payment. Unl ess the Administrator shall otherw se agree, no further
deposit by the Admi nistrator into the Special Account shall be nmade until the

Reci pi ent has provided such evi dence or made such deposit or refund, as the case may
be.

(b) If the Administrator determ nes at any tine that any anount outstanding
in the Special Account will not be required to cover paynents for Eligible
Expendi tures during the six-nonth period foll owi ng such determ nati on, the Reci pient
shall, pronmptly upon notice fromthe Administrator, refund to the Adm nistrator such
out st andi ng anount .

(c) The Reci pient may, upon notice to the Administrator, refund to the
Admi ni strator all or any portion of the funds on deposit in the Special Account.

(d) Refunds to the Administrator nade pursuant to sub-paragraphs (a), (b) or
(c) of this paragraph 6 shall be credited to the Grant Account for subsequent
wi t hdrawal or for cancellation in accordance with the provisions of this Agreenent.

Annex A to SCHEDULE 1

Qperation of Special Account Wien Wthdrawal s Are Not
Made On the Basis of Project Managenent Reports

1. For the purposes of this Annex, the term “Authorized Allocation” neans an anount
equi val ent to DEM 1, 100,000 to be withdrawn fromthe G ant Account and deposited into
the Special Account pursuant to paragraph 2 of this Annex; provided, however, that,

unl ess the Admi nistrator shall otherw se agree, the Authorized Allocation shall be
limted to an anount equival ent to DEM 800,000 until the aggregate anount of

wi thdrawal s fromthe G ant Account, plus the total anmount of all outstandi ng special
conmitments entered into by the Administrator pursuant to Section 1.07 of the General
Condi tions, shall equal or exceed the equival ent of $1, 000, 000.

2. Wthdrawal s of the Authorized Allocation and subsequent w thdrawals to replenish
the Special Account shall be nade as foll ows:

(a) For withdrawal s of the Authorized Al location, the Recipient shall furnish
to the Administrator a request or requests for deposit into the Special Account of an
anount or amounts which in the aggregate do not exceed the Authorized Allocation. On
the basis of each such request, the Administrator shall, on behalf of the Recipient,
wi t hdraw fromthe G ant Account and deposit into the Special Account such anount as
the Recipient shall have requested.

(b) For repl eni shment of the Special Account, the Recipient shall furnish to
the Administrator requests for deposit into the Special Account at such intervals as



the Administrator shall specify. Prior to or at the tine of each such request, the
Reci pi ent shall furnish to the Adm nistrator the docunents and ot her evidence required
pursuant to Part B.3 of Schedule 1 to this Agreenent for the paynment or payments in
respect of which replenishment is requested. On the basis of each such request, the
Adm ni strator shall, on behalf of the Recipient, withdraw fromthe G ant Account and
deposit into the Special Account such anmount as the Recipient shall have requested and
as shall have been shown by said docunents and ot her 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 Admi nistrator fromthe G ant Account under one or
more of the Eligible Categories.

3. The Adm nistrator shall not be required to make further deposits into the
Speci al Account, once the total unwi thdrawn anount of the Grant, minus the total
anount of all outstanding special comitnments entered into by the Admi nistrator
pursuant to Section 1.07 of the General Conditions, shall equal the equival ent of
twice the amount of the Authorized Allocation. Thereafter, withdrawal fromthe G ant
Account of the remaining unwi t hdrawn anmount of the Grant shall foll ow such procedures
as the Adnministrator shall specify by notice to the Recipient. Such further

wi t hdrawal s shall be made only after and to the extent that the Admi nistrator shall
have been satisfied that all such anmpbunts remai ning on deposit in the Special Account
as of the date of such notice will be utilized in making paynments for Eligible
Expendi t ur es.

Annex B to SCHEDULE 1

Operation of Special Account Wien Wthdrawal s are
Made On the Basis of Project Managenent Reports

1. Except as the Administrator may otherw se specify by notice to the Recipient,
all withdrawal s fromthe Gant Account shall be deposited by the Administrator into
the Special Account in accordance with the provisions of Schedule 1 to this Agreenent.
Each such deposit into the Special Account shall be withdrawn by the Adm nistrator
fromthe Grant Account under one or nore of the Special Account’s Eligible Categories.

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

3. Upon recei pt of each application for withdrawal of an anmpunt of the Grant, the
Admi ni strator shall, on behalf of the Recipient, withdraw fromthe G ant Account and

deposit into the Special Account an anobunt equal to the lesser of: (a) the anbunt so
requested; and (b) the anpbunt which the Admi nistrator has determn ned, based on the
Proj ect Managenent Report acconpanying said application, is required to be deposited
in order to finance Eligible Expenditures during the six-nmonth period follow ng the
date of such report; provided, however, that the anmount so deposited, when added to
the amount indicated by said Project Managenent Report to be remaining in the Special
Account, shall not exceed the equival ent of DEML, 300, 000.

SCHEDULE 2
Description of the Project

The objectives of the Project are to: (a) inprove the access and quality of
conmunity infrastructure and services in selected poor and war-affected comunities
in Kosovo; and (b) support institutional capacity-building at the municipal and
conmunity |evel through the pronotion of public participation and sound resource
managenent .

The Project consists of the followi ng parts, subject to such nodifications
thereof as the Recipient and the Administrator nay agree upon fromtinme to time to
achi eve such objectives:

Part A Comunity I nvestnent Sub-projects

Pronotion, appraisal, design, carrying out, supervision and eval uati on of



smal | -scal e Subprojects, including integrated prograns of infrastructure investnent
conbi ned with programs that contribute to inprove service delivery, community services
for capacity building, as well as training in operation and nai ntenance, and
managenent, and provision of sub-Gants for the financing thereof.

Part B: Institutional Capacity Building

Strengt heni ng the operational capacity of the Beneficiaries through the
provi sion of technical advisory services and training to build capacity to (a)
pl an, nanage, operate and maintain investnents and i nprove the quality and
avail ability of service provision; (b) increase the professionalismand capacity of
private contractors; and (c) expand |inkages and partnershi ps between comrunities,
muni ci palities and other key partners in order to inprove service delivery.

Part C Proj ect Managenent
Fi nanci ng of sal aries and operating costs, provision of technical advisory

services, and acquisition of equipnment and material for the benefit of the Recipient
for the overall inplenentation of the Project.

* k%

The Project is expected to be conpleted by June 30, 2003

SCHEDULE 3
Procurenent and Consultants’ Services

Section |. Procurenent of Goods and Wrks
Part A Gener al

Goods, and works shall be procured in accordance with the provisions of Section
I of the “Cuidelines for Procurenent under |BRD Loans and | DA Credits” published by
the Bank in January 1995 and revised in January and August 1996, Septenber 1997 and
January 1999 (the Cuidelines) and the provisions of the followi ng Parts of this
Section |.

Part B: I nternational Conpetitive Bidding

Except as otherwi se provided in Part C of this Section, goods and works shall be
procured under contracts awarded in accordance with the provisions of Section Il of
the Guidelines and paragraph 5 of Appendix 1 thereto.

Part C O her Procurenent Procedures
1. Nati onal Conpetitive Bidding

Smal | works estimated to cost $85,000 equival ent or |ess per contract, nmay be
procured under contracts awarded in accordance with the provisions of paragraphs 3.3
and 3.4 of the Cuidelines.

2. Nat i onal Shoppi ng

Goods estimated to cost |ess than $40, 000 equi val ent per contract, up to an
aggregate anount not to exceed $270,000 equival ent, may be procured under contracts
awar ded on the basis of national shopping procedures in accordance with the provisions
of paragraphs 3.5 and 3.6 of the Cuidelines.

3. Procurenent of M nor Works

M nor works estimated to cost |ess than $35,000 equival ent per contract, up to
an aggregate anmount not to exceed $715,000 equival 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, including basic specifications, the
required conpletion date, a basic form of agreement acceptable to the Bank, and

rel evant draw ngs, where applicable. The award shall be nade to the contractor who
offers the | owest price quotation for the required work, and who has the experience
and resources to conplete the contract successfully.

4. Comunity Parti cipation

Goods and works required for Part A of the Project which cannot be procured
under the nethods referred to in paragraphs 1, 2 and 3 above, shall be procured in
accordance with the method described in paragraph 3.15 of the Guidelines, in
accordance with procedures acceptable to the Administrator and specified in the
Oper ati onal Manual

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

Prior to the issuance of any invitations to bid for contracts, the proposed
procurement plan for the Project shall be furnished to the Association for its review
and approval, in accordance with the provisions of paragraph 1 of Appendix 1 to the
Gui 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 Association, and with the
provi sions of said paragraph 1.

2. Prior Review

Wth respect to (i) all contracts for Part B of this Section, (ii) the first 3
contracts under Part C.1 of this Section, (iii) the first 3 contracts under Part C 2
of this Section, (iv) the first 5 contracts under Part C 3 of this Section, and (ivV)
all contracts under Part C. 4 of this Section, the procedures set forth in paragraphs
2 and 3 of Appendix 1 to the CGuidelines 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 Guidelines shall apply.

Section |I. Enpl oynent of Consultants
Part A Gener al

Consul tants’ services shall be procured in accordance with the provisions of the
Introduction and Section IV of the “Guidelines: Selection and Enpl oynment of
Consul tants by World Bank Borrowers” published by the Administrator in January 1997
and revised in Septenber 1997 and January 1999 (the Consultant Guidelines) and the
follow ng provisions of this Section II.

Part B: Qual ity and Cost-based Sel ection

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.

Part C O her Procedures for the Selection of Consultants
1. Sel ection Based on Consultants’ Qualifications

Services for project design and supervision, beneficiary assessnents, technical
revi ews, and community services projects, estimated to cost |ess than $685, 000
equi val ent in the aggregate may be procured under contracts awarded in accordance with
the provisions of paragraphs 3.1 and 3.7 of the Consultant Guidelines.

2. I ndi vi dual Consultants



Servi ces for Subproject design, studies and supervision, special studies,
trai ni ng on Subproj ect managenent and operation, capacity building, comrunity
training, and tasks that neet the requirements set forth in paragraph 5.1 of the
Consul tant Cuidelines, estimated to cost |ess than $633,000 in the aggregate, shall be
procured under contracts awarded to individual consultants in accordance with the
provi sions of paragraphs 5.1 through 5.3 of the Consultant Cuidelines.

Part D: Revi ew by the Bank of the Sel ection of Consultants
1. Sel ection Pl anni ng

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
Association for its review and approval, in accordance with the provisions of
paragraph 1 of Appendix 1 to the Consultant Cuidelines. Selection of all consultants’
servi ces shall be undertaken in accordance with such selection plan as shall have been
approved by the Association, and with the provisions of said paragraph 1.

2. Prior Review

(a) Wth respect to each contract for the enploynent of consulting firns
estimated to cost the equival ent of $50,000 or nore, the procedures set forth in
paragraphs 1, 2 (other than the third subparagraph of paragraph 2(a)) and 5 of
Appendi x 1 to the Consultant Guidelines shall apply.

(b) Wth respect to each contract for the enpl oynent of individual
consultants estimated to cost the equival ent of $25,000 or nore, the qualifications,
experience, terns of reference and terms of enploynment of the consultants shall be
furnished to the Adnministrator for its prior review and approval. The contract shall
be awarded only after the said approval shall have been given.

(c) Not wi t hst andi ng the provisions of sub-paragraphs (a) and (b) above, with
respect to the first 3 contracts for the enploynment of consulting firms, and the
first three contracts for the enploynent of individual consultants, 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 Cuidelines 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 Consultant Guidelines shall
apply.

SCHEDULE 4

Ceneral Conditions

Section 1.01. Application of General Conditions

Wthout limtation or restriction upon the scope of any other provisions of this
Agreement, these General Conditions set forth certain basic ternms and conditions
applicable to this Agreenent.

Section 1.02. Definitions

The following terns have the foll ow ng neani ngs wherever used in these General
Condi ti ons:

(a) “Admi ni strator” neans the International Devel opnent Association, acting
as adm nistrator of the Trust Fund.

(b) “Grant” neans the grant provided for in this Agreenent.

(c) “Dollars” and the sign “$” nean dollars in the currency of the United

St ates of Anerica.



(d) “Grant Account” neans the account opened by the Administrator on its
books in the name of the Recipient to which the anbunt of the Grant is credited.

(e) “Project” neans the project for which the Grant is nade, as described in
Schedule 2 to this Agreenent and as the description thereof may be amended fromtinme
to time by agreement between the Recipient and the Administrator.

(f) “Taxes” includes inmposts, levies, fees and duties of any nature, whether
in effect at the date of this Agreenment or thereafter inposed.

g “Closing Date” neans the date specified in Section 2.03 of this Agreenent
after which the Administrator nay, by notice to the Recipient, ternminate the right of
the Recipient to withdraw fromthe G ant Account.

Section 1.03. Grant Account

The anpbunt of the Grant shall be credited to the Grant Account and may be
wi t hdrawn therefrom by the Recipient as provided in this Agreement and in these
General Conditions.

Section 1.04. Currencies in which Wthdrawals are to be Made

Except as the Recipient and the Administrator shall otherw se agree, withdrawals
fromthe Grant Account shall be made in the respective currencies in which the
expenditures to be financed out of the proceeds of the G ant have been paid or are
payabl e.

Section 1.05. Valuation of Currencies

Whenever it shall be necessary for the purposes of this Agreenent to determ ne
the value of one currency in ternms of another, such value shall be as reasonably
determ ned by the Adninistrator.

Section 1.06. Wthdrawal fromthe Gant Account

The Recipient shall be entitled to withdraw fromthe G ant Account anmounts
expended or, if the Administrator shall so agree, anpunts to be expended for the
Project in accordance with the provisions of this Agreement and of these General
Condi tions. Except as the Administrator and the Recipient shall otherw se agree, no
wi t hdrawal s shall be made: (a) on account of expenditures in the territories of any
country which is not a nenber of the Administrator, or for goods produced in, or
services supplied from such territories; or (b) for the purpose of any paynment to
persons or entities, or for any inport of goods, if such paynent or inport, to the
know edge of the Administrator, is prohibited by a decision of the United Nations
Security Council taken under Chapter VII of the Charter of the United Nations.

Section 1.07. Special Commitnents by the Admi nistrator

Upon the Recipient’s request and upon such terns and conditions as shall be
agreed upon between the Recipient and the Admi nistrator, the Administrator may enter
into special commitments in witing to pay amounts to the Recipient or others in
respect of expenditures to be financed out of the proceeds of the G ant
notw t hst andi ng any subsequent suspension or cancellation by the Adm nistrator or the
Reci pi ent ..

Section 1.08. Applications for Wthdrawal or for Special Conm tnent

When the Recipient shall desire to withdraw any anount fromthe Gant Account or
to request the Administrator to enter into a special conmtnment pursuant to Section
1.06 of the General Conditions, the Recipient, or the person designated under Section
2.04 of this Agreement, shall deliver to the Administrator a witten application in
such form and containing such statements and agreenents, as the Adm nistrator shall
reasonably request. Applications for wthdrawal, including the docunentation required
therefor, shall be made pronptly in relation to expenditures for the Project.

Section 1.09. Reallocation



Not wi t hst andi ng the all ocation of an ampbunt of the Grant or the percentages for
wi t hdrawal set forth or referred to in this Agreenment, if the Administrator has
reasonably estimated that the anount of the Grant then allocated to any w t hdrawal
category set forth in this Agreenment or added thereto by amendnent will be
insufficient to finance the agreed percentage of all expenditures in that category,
the Administrator may, by notice to the Recipient:

(a) reall ocate to such category, to the extent required to neet the estimted
shortfall, proceeds of the G ant which are then allocated to another category and
which in the opinion of the Adm nistrator are not needed to nmeet other expenditures;
and

(b) if such reallocation cannot fully neet the estinmated shortfall, reduce
the percentage for w thdrawal then applicable to such expenditures in order that
further withdrawal s under such category nmay continue until all expenditures thereunder
shal | have been nade.

Section 1.10. Evidence of Authority to Sign Applications for Wthdrawal

The Recipient shall furnish to the Adm nistrator evidence of the authority of
the person or persons authorized to sign applications for w thdrawal and the
aut henti cated speci nen signature of any such person.

Section 1.11. Supporting Evidence

The Recipient shall furnish to the Adm nistrator such docunents and ot her
evi dence in support of the application as the Adm nistrator shall reasonably request,
whet her before or after the Administrator shall have permtted any w t hdrawal
requested in the application.

Section 1.12. Sufficiency of Applications and Docunents

Each application and the acconpanyi ng docunents and ot her evi dence nust be
sufficient in formand substance to satisfy the Administrator that the Recipient is
entitled to withdraw fromthe G ant Account the amount applied for and that the amount
to be withdrawmn fromthe G ant Account is to be used only for the purposes specified
in this Agreenent.

Section 1.13. Treatnent of Taxes

It is the policy of the Adm nistrator that no proceeds of the Gant shall be
wi t hdrawn on account of payments for any taxes levied in the territory in which the
Reci pient is |ocated on goods or services, or on the inportation, manufacture,
procurement or supply thereof. To that end, if the anpbunt of any taxes levied on or in
respect of any itemto be financed out of the proceeds of the Gant decreases or
i ncreases, the Administrator may, by notice to the Recipient, increase or decrease the
percentage for withdrawal set forth or referred to in respect of such itemin this
Agreement as required to be consistent with such policy of the Adm nistrator.

Section 1.14. Paynent by the Adm nistrator

The Admi nistrator shall pay the anpbunts withdrawn by the Recipient fromthe
Grant Account only to or on the order of the Recipient.

Section 1.15. Suspension by the Adm nistrator
If any of the follow ng events of suspension shall have occurred and be

continuing, the Admi nistrator nay, by notice to the Recipient, suspend in whole or in
part the right of the Recipient to nmake withdrawals fromthe G ant Account:

(a) The Recipient shall have failed to performany obligation under this
Agr eenent .

(b) As a result of events which have occurred after the date of this
Agreement, an extraordinary situation shall have arisen which shall nmake it inprobable
that the Project can be carried out or that the Recipient will be able to performits

obligations under this Agreenent.



(c) Any ot her event specified in this Agreenment for the purposes of this
Section shall have occurred.

The right of the Recipient to nake withdrawals fromthe G ant Account shall continue
to be suspended in whole or in part, as the case may be, until the event or events

whi ch gave rise to suspension shall have ceased to exist, unless the Adm nistrator
shall have notified the Recipient that the right to make w thdrawal s has been restored
in whole or in part, as the case may be.

Section 1.16. Cancellation by the Adm nistrator

If (a) the right of the Recipient to nake withdrawals fromthe G ant Account
shall have been suspended with respect to any amount of the Grant for a continuous
period of thirty days, or (b) at any tinme, the Adm nistrator determnes, after
consultation with the Recipient, that an amount of the Grant will not be required to
finance the Project’s costs to be financed out of the proceeds of the Grant, or (c) at
any time, the Adnministrator determnes, with respect to any contract to be financed
out of the proceeds of the Gant, that corrupt or fraudul ent practices were engaged in
by representatives of the Recipient or of a beneficiary of the Gant during the
procurement or the execution of such contract, w thout the Recipient having taken
timely and appropriate action satisfactory to the Adm nistrator to renedy the
situation, and establishes the anmount of expenditures in respect of such contract
whi ch woul d ot herwi se have been eligible for financing out of the proceeds of the
Gant, or (d) at any tinme, the Admi nistrator determ nes that the procurenment of any
itemis inconsistent with the procedures set forth or referred to in this Agreement
and establishes the anmount of the expenditures in respect of such item which would
ot herwi se have been eligible for financing out of the proceeds of the Gant or, (e)
after the Closing Date, an amount of the Grant shall remain unwi thdrawn fromthe G ant
Account, the Administrator may, by notice to the Recipient, term nate the right of the
Reci pient to make withdrawals with respect to such amount. Upon the giving of such
noti ce, such ampunt of the Grant shall be cancell ed.

Section 1.17. Anounts Subject to Special Commtnent not Affected by
Cancel | ati on or Suspension by the Adm nistrator

No cancel l ati on or suspension by the Adm nistrator shall apply to anopunts
subj ect to any special comitment entered into by the Admi nistrator pursuant to
Section 1.07 of the General Conditions except as expressly provided in such
conmi t ment .

Section 1.18. Effectiveness of Provisions after Suspension or Cancellation

Not wi t hst andi ng any cancell ati on or suspension, all the provisions of this
Agreement shall continue in full force and effect except as specifically provided in
this Agreenent.

Section 1.19. Cooperation and Infornation

The Recipient and the Admi nistrator shall cooperate fully to assure that the
purposes of the Grant will be acconplished. To that end, the Recipient and the
Admi ni strator shall:

(i) fromtine to tine, at the request of any one of them exchange
views with regard to the progress of the Proj ect, the purposes of
the Grant, and the performance of their respective obligations under this

Agreement; and furnish to the other party all such information
related thereto as it shall reasonably request; and

(ii) promptly informeach other of any condition which interferes wth,

or threatens to interfere with, the matters referred to in paragraph
(i) above.

Section 1.20. Insurance

The Recipient shall insure or cause to be insured, or nake adequate provision

for the insurance of, the inported goods to be financed out of the proceeds of the



Grant agai nst hazards incident to the acquisition, transportation and delivery thereof
to the place of use or installation. Any indemity for such insurance shall be payable
in a freely usable currency to replace or repair such goods.

Section 1.21. Use of Goods, Wrks and Services

Except as the Administrator shall otherw se agree, the Recipient shall cause al
goods, works and services financed out of the proceeds of the G ant to be used
exclusively for the purposes of the Project.

Section 1.22. Plans and Schedul es

The Recipient shall furnish, or cause to be furnished, to the Adm nistrator
pronptly upon their preparation, the plans, specifications, reports, contract
docunments and construction and procurenment schedules for the Project, and any materia
nmodi fi cati ons thereof or additions thereto, in such detail as the Adm ni strator shal
reasonably request.

Section 1.23. Records and Reports

(a) The Recipient shall: (i) maintain records and procedures adequate to
record and nmonitor the progress of the Project (including its cost and the benefits to
be derived fromit), to identify the goods, works or services financed out of the
proceeds of the Grant, and to disclose their use in the Project; (ii) enable the
Admi ni strator’s representatives to visit any facilities and construction sites
included in the Project and to exami ne the goods financed out of the proceeds of the
Grant and any plants, installations, sites, works, buildings, property, equipnment,
records and docunents relevant to the performance of the obligations of the Recipient
under this Agreenent; and (iii) furnish to the Adm nistrator at regular intervals al
such information as the Administrator shall reasonably request concerning the Project,
its cost and, where appropriate, the benefits to be derived fromit, the expenditure
of the proceeds of the Grant and the goods, works and services financed out of such
pr oceeds.

(b) Upon the award of any contract for goods, works or services to be
financed out of the proceeds of the Gant, the Admi nistrator may publish a description
thereof, the nane and nationality of the party to which the contract was awarded and
the contract price.

(c) Pronptly after conpletion of the Project, but in any event not l|ater than
six months after the Closing Date or such |later date as may be agreed for this purpose
bet ween the Recipient and the Admi nistrator, the Recipient shall prepare and furnish
to the Administrator a report, of such scope and in such detail as the Adm nistrator
shall reasonably request, on the execution and initial operation of the Project, its
cost and the benefits derived and to be derived fromit, the performance by the
Reci pi ent and the Administrator of their respective obligations under this Agreenent
and the acconplishment of the purposes of the Gant.

Section 1.24. Maintenance

The Recipient shall at all tinmes operate and maintain, or cause to be operated
and mai ntained, any facilities relevant to the Project, and pronptly as needed, nake
or cause to be nmade all necessary repairs and renewal s thereof.

Section 1.25. Land Acquisition

The Recipient shall cause to be taken all such action as shall be necessary to
acquire as and when needed all such land and rights in respect of land as shall be
required for carrying out the Project and shall furnish to the Admi nistrator, pronptly
upon its request, evidence satisfactory to the Admi nistrator that such |and and rights
in respect of land are available for purposes related to the Project.

Section 1.26. Notices and Requests
Any notice or request required or pernitted to be given or made under this

Agreement and any ot her agreenent between the parties contenplated by this Agreenment
shall be in witing. Such notice or request shall be deemed to have been duly given or



made when it shall be delivered by hand or by mail, telegram cable, telex or
facsimle to the party to which it is required or pernmitted to be given or made at
such party’s address specified in this Agreenent, or at such other address as such
party shall have designated by notice to the party giving such notice or making such
request. Delivery made by facsimle transm ssion shall be confirnmed by mail.

Section 1.27. Evidence of Authority

The Recipient shall furnish to the Adm nistrator sufficient evidence of the
authority of the person or persons who will, on behalf of the Recipient, take any
action or execute any docunents required or pernmitted to be taken or executed by the
Reci pi ent under this Agreement, and the authenticated specimen signature of each such
per son.

Section 1.28. Action on Behalf of the Recipient

Any action required or pernmtted to be taken, and any docunents required or
pernmitted to be executed, under this Agreenent on behalf of the Recipient nay be taken
or executed by the representative of the Recipient designated in this Agreement for
the purposes of this Section or any person thereunto authorized in witing by such
representative. Any nodification or anplification of the provisions of this Agreenent
may be agreed to on behalf of the Recipient by witten instrument executed on behal f
of the Recipient by the representative so designated or any person thereunto
aut horized in witing by such representative, provided that, in the opinion of such
representative, such nodification or anplification is reasonable in the circunstances
and will not substantially increase the obligations of the Recipient under this
Agreement. The Administrator nay accept the execution by such representative or other
person of any such instrument as concl usive evidence that in the opinion of such
representative any nodification or anplification of the provisions of this Agreenent
ef fected by such instrunent is reasonable in the circumstances and will not
substantially increase the obligations of the Recipient thereunder.

Section 1.29. Settlenent of D sputes

Any dispute arising out of, or relating to, this Agreenent, which is not settled
by agreenment of the parties shall be finally settled by arbitration in accordance with
the UNCI TRAL Arbitration Rules as at present in force.

Section 1.30. Execution in Counterparts

Thi s Agreenent nmay be executed in several counterparts, each of which shall be
an original.



