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G obal Environment Facility
Trust Fund Gant Agreenent

(Forestry and Conservation Project)

bet ween

| NTERNATI ONAL BANK FOR RECONSTRUCTI ON
AND DEVELOPMENT

acting as an I nplenmenting Agency of the dobal Environment Facility
and

PNG MAVA GRAUN CONSERVATI ON TRUST FUND

Dat ed Decenber 20, 2001

PNGMGCTF- GEF TRUST FUND GRANT NUMBER TF050373 - PNG
GLOBAL ENVI RONMVENT FACI LI TY TRUST FUND GRANT AGREEMENT

AGREEMENT, dated December 20, 2001, between PNG MAMA GRAUN CONSERVATI ON TRUST
FUND (t he PNGMGCTF), a non-stock, non-profit organization organi zed and operating
under the laws and regul ati ons of The |Independent State of Papua New Guinea, in
particul ar the Conpanies Act 1997, its Constitution dated March 18, 2000, its Deed
dated May 12, 2000, and the Certificate of Incorporation issued by the Registrar of
Conpani es on May 10, 2000, and | NTERNATI ONAL BANK FOR RECONSTRUCTI ON AND DEVELOPNMENT
(the Bank) acting as an inplementing agency of the G obal Environment Facility (CEF)
in respect of grant funds provided to the GEF Trust Fund by certain menbers of the
Bank as participants of the GEF.

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

(B) Fol | ow ng the restructuring of the GEF, such arrangenments continued in
pl ace on the basis set forth in Resolution No. 94-2 of My 24, 1994, of the Executive
Directors of the Bank which, inter alia, established the GEF Trust Fund and appoi nt ed
the Bank as trustee of the GEF Trust Fund (Resolution No. 94-2);

(O The second repl eni shnment of the GEF Trust Fund was approved on the basis
set forth in Resolution No. 98-2 of July 14, 1998, of the Executive Directors of the



Bank (Resol ution No. 98-2);

(D) The PNGMGCTF and The | ndependent State of Papua New Gui nea (the
Governnent), having satisfied thenselves as to the feasibility and priority of the
Proj ect described in Schedule 2 to this Agreement (the Project), have requested
assi stance fromthe resources of the dobal Environnent Facility (GEF)Trust Fund in
the financing of Part B of the Project, and said request having been approved in
accordance with the provisions of the Instrunent for the Establishnent of the
Restructured d obal Environment Facility approved under Resolution 94-2, and to be
funded fromcontributions to the GEF Trust Fund under Resolution No. 98-2, which may
include funds carried over fromthe first repleni shment of the GEF Trust Fund under
Resol uti on No. 94-2;

(E) The Governnment, through its letter to the Bank dated July 30, 2001, has
agreed that the resources of the dobal Environnment Facility (GEF) Trust Fund G ant
approved for the financing of Part B of the Project be provided directly to the
PNGVECTF under the terms and conditions set forth in this Agreenent;

(F) The Bank has received fromthe Governnent a Menorandum of Agreenment (MOA)
entered into between the PNGMCCTF and each of the Government’s Departnent of Finance
and Treasury, PNG Forest Authority, and O fice of Environment and Conservation dated
Novenmber 19, 2001, declaring, inter alia, that there are no inpedi ments under the | aws
of The | ndependent State of Papua New Gui nea, and that otherw se the Governnent shall
take all action necessary, for the PNGMGCTF to carry out its respective parts of the
Project and performeach of its obligations under this Agreenent.

(G The Independent State of Papua New Cui nea (the Borrower) has al so requested
the Bank to provide financing for the inplenentation of Parts A, C and D of the
Project by an agreement of even date herewith between the Borrower and the Bank, the
Bank is agreeing to provide such assistance in an aggregate principal anount equal to
seventeen million three hundred sixty thousand Dol lars (US$17,360.00) (the Loan); and

the Borrower has al so requested assistance fromthe resources of the d obal
Environnent Facility (GEF) Trust Fund to provide additional financing for the
i mpl ementation of Parts A and D of the Project, and said request having been approved
in accordance with the provisions of the Instrument for the Establishnment of the
Restructured d obal Environment Facility approved under Resolution 94-2, and to be
funded fromcontributions to the GEF Trust Fund under Resolution No. 98-2, which may
include funds carried over fromthe first repleni shment of the GEF Trust Fund under
Resol ution No. 94-2; and

WHEREAS t he Bank has agreed, on the basis, inter alia, of the foregoing, to

extend the PNGMGCTF- GEF Trust Fund Grant to the PNGMGECTF upon the terns and conditions
set forth in this Agreenent.

NOW THEREFORE, the parties hereto hereby agree as follows:
ARTI CLE |
General Conditions; Definitions
Section 1.01 (a) The follow ng provisions of the "General Conditions Applicable
to Loan and Guarantee Agreenents for Fixed-Spread Loans" of the Bank dated Septenber

1, 1999, (the General Conditions) with the nodifications set forth in paragraph (b) of
this Section (the General Conditions) constitute an integral part of this Agreenent:

(i) Article I|;

(ii) Sections 2.01 (1), (2), (3), (4, (5, (6, (7, (8, (9, (10,
(14), (17) and (21), 2.02 and 2.03;

(iii) Section 3.01;
(iv) Sections 4.01 and 4. 06;
(v) Article V,

(vi) Sections 6.01, 6.02 (a), (c), (d), (e), (f), (i) and (k), 6.03,
6. 04 and 6. 06;



(vii) Section 8.01 (b);
(viii)Sections 9.01 (a) and (c), 9.04, 9.05, 9.06, 9.07, 9.08 and 9.09;
(ix) Sections 10.01, 10.03 and 10. 04;
(x) Article Xl; and
(xi) Sections 12.01 (c), 12.02, 12.03 and 12.04.
(b) The General Conditions shall be nodified as follows:

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

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

(ii) the term "Bank", wherever used in the General Conditions, other
than in Sections 2.01 (6) and 6.02 (f) thereof and the |ast use of
such termin Section 5.01 thereof, means the Bank acting as an
i mpl enenti ng agency of the GEF, except that in Section 6.02, the
term "Bank" shall also include the Bank acting in its own
capacity;

(iii) the term"Borrower", wherever used in the General Conditions,
means t he PNGVGCTF;

(iv) the term "Loan Agreenent", wherever used in the General
Condi tions, nmeans this Agreenent;

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

(vi) the term"Loan Account", wherever used in the General Conditions,
means t he PNGMVGCTF- GEF Trust Fund Grant Account;

(vii) a new subparagraph is added after subparagraph (p) in Section 6.02
of the General Conditions, as follows: "an extraordinary situation
shall have arisen in which any further disbursement under the
PNGMGCTF- GEF Trust Fund Grant woul d exceed the resources avail able
for disbursenent fromthe GEF."; and

(viii)Paragraph (c) of Section 9.07 of the General Conditions is
nodified to read as fol |l ows:

"(c) Not | ater than six nmonths before the Closing Date or such |ater

date as may be agreed for this purpose between the Borrower and the Bank, the
Borrower shall prepare and furnish to the Bank a report, of such scope and in such
detail as the Bank shall reasonably request, on the execution and initial
operation of the Project, its cost and the benefits derived and to be derived from
it, the performance by the Borrower and the Bank of their respective
obligations under the Loan Agreenent and the acconplishnent of the purposes of the
Loan. "

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

(a) "Beneficiary" nmeans an individual, community or privately owned
enterprise established and operating in The I ndependent State of Papua New Cui nea that
meets the eligibility criteria set forth in the PNGMGCTF Operations Manual, to which
the PNGMGCTF proposes to nake, or has made a Grant or Sub-grant , as the case nmay be,
and the term "Beneficiaries" means, collectively, nore than one Beneficiary.

(b) "Conservati on Managenent Areas" and the acronym "CMA" nean the use of



forest land in small-scal e sustai nabl e devel opnent activities geared towards the
establ i shment of forest conservation areas.

(c) "Fiscal Year" and the acronym"FY" nmean the twelve (12)-nonth period
corresponding to any of the Borrower’s financial years, which period conmences on
January 1 and ends on Decenber 31 in each cal endar year, and the term"Fiscal Years"
nmeans, collectively, each of said Fiscal Year.

(d) "Forestry Act" neans the Borrower’s conprehensive |egislation on forestry
activities enacted in 1991, as amended to the date of this Agreenent.

(e) "Grant" neans a grant in Kina nade or proposed to be nade by the PNGVGCTF
to a Beneficiary for a Sub-project out of the investnent incone obtained fromthe
proceeds of the PNGMGCTF-GEF Grant allocated fromtinme to tine to Category (5) of
Schedule 1 to this Agreenent, and the term "G ants" neans, collectively, all of such
G ants.

(f) "Ki na" neans the currency of The Independent State of Papua New Gui nea.

"Loan Agreenent" neans the agreenent of even date herewi th between the
Borrower and the Bank for the Project, as such agreenment nmay be anmended fromtine to
time; and such termincludes the "General Conditions Applicable to Loan and Guar ant ee
Agreenments for Fixed-Spread Loans" of the Bank, dated Septenber 1, 1999, as applied to
such agreement, and all schedul es and agreements suppl enental to the Loan Agreenent.

(h) "OEC' nmeans the Borrower’'s O fice of Environnent and Conservation, and
any successors thereto.

(i) "PNGFA" neans the Borrower’s Forest Authority, and any successors
thereto.

"PNGMGCTF Qper ations Manual " nmeans the operations nmanual setting forth
the policies and procedures for funding Sub-projects under Part B of the Project,
adopted by the PNG Mama Graun Conservation Trust Fund on May 12, 2000, anmended on
Novenber 13, 2000, as the sane may be further anended fromtine to tine.

(k) "Speci al Account" means the account referred to in Section 2.02 (b) of
this Agreenent.

(1) "Sub-grant” means a grant in Kina nade or proposed to be nade by the
PNGMGCTF to a Beneficiary for a Sub-project out of the proceeds of the PNGMGCTF- GEF
Grant nade avail able to the PNGMGECTF pursuant to the provisions of this Agreenent
allocated fromtinme to time to Category (4) of Schedule 1 to this Agreenent, and the
term " Sub-grants" neans, collectively, all of such Sub-grants.

"Sub-grant Agreenent" neans the agreenent to be entered into between the
PNGMGCTF and a Beneficiary for financing a Sub-project out of the proceeds of a Gant
or Sub-grant pursuant to provisions of the PNGMGCTF Operations Manual, as the sane nmay
be anended fromtine to tinme, and such termincludes all schedul es suppl enental to the
Sub- grant Agreenent, and the term "Sub-grant Agreenments" neans, collectively, all of
such Sub-grant Agreenents.

(n) "Sub- project” means a specific devel opment project under Part B of the
Project to be carried out by a Beneficiary utilizing the proceeds of a Gant or
Sub-grant, and the term "Sub-projects" neans, collectively, all of such Sub-projects.

ARTI CLE 1|
The PNGMGCTF- GEF Trust Fund G ant

Section 2.01. The Bank agrees to make available to the PNGMGCTF, on the termns
and conditions set forth or referred to in this Agreenment, the PNGMGCTF- GEF Trust Fund
Grant in an anount in various currencies equivalent to eleven mllion seven hundred
fifty thousand Special Drawing Rights (SDR 11, 750, 000).

Section 2.02. (a) The anmpunt of the PNGMGCTF- GEF Trust Fund Grant may be
wi t hdrawn fromthe PNGMGCTF- GEF Trust Fund G ant Account in accordance with the
provi sions of Schedule 1 to this Agreenent for: (i) expenditures nmade (or, if the Bank
shall so agree, to be made) in respect of the reasonable cost of goods and services
required for Part B of the Project and to be financed out of the proceeds of the
PNGMECTF- GEF Trust Fund Grant; (ii) amounts paid (or, if the Bank shall so agree, to



be paid) by the PNGMGCTF on account of a Sub-grant under Part B of the Project and in
respect of which the withdrawal fromthe PNGMGCTF-GEF Trust Fund is requested and to
be financed out of the proceeds of the PNGMGCTF- GEF Trust Fund Grant; and (iii)
expendi tures in respect of the contributions to be nade to the PNGMGCTF s capital fund
for purposes, inter alia, of naking Gants.

(b) The PNGMGCTF may, for the purposes of Part B of the Project, open and
maintain in Dollars a special deposit account in a conmercial bank on terns and
conditions satisfactory to the Bank, including appropriate protection against set off,
seizure or attachment. Deposits into, and paynents out of, the Special Account shall
be made in accordance with the provisions of Schedule 5 to this Agreenent.

Section 2.03. The C osing Date shall be June 30, 2008, or such later date as the
Bank shall establish. The Bank shall pronptly notify the PNGMGCTF of such | ater date.

ARTI CLE |11
Execution of the Project

Section 3.01. (a) The PNGMCCTF declares its commitnment to the objectives of the
Project as set forth in Schedule 2 to this Agreenent and, to this end, shall carry out
Part B of the Project with due diligence and efficiency and in conformty with
appropriate forestry, environnent, managerial, financing and adm nistrative practices
and with due regard to ecol ogical, social and environmental factors, and the
provi sions of the Convention on Biological Diversity, and shall provide, pronptly as
needed, the funds, facilities, services and other resources required for Part B of the
Proj ect .

(b) Wthout limtation upon the provisions of paragraph (a) of this Section
and except as the PNGMGCTF and the Bank shall otherw se agree, the PNGMGCTF shal |
carry out Part B of the Project in accordance with the Inplenmentation Program set
forth in Schedule 3 to this Agreenent.

Section 3.02. Except as the Bank shall otherw se agree, procurenent of: (a)
goods and consultants’ services under Categories (1) and (2) of Schedule 1 to this
Agreement shall be governed by the provisions of Schedule 4 to this Agreement; and (b)
the works, goods and consultants’ services under a Sub-Project and to be financed out
of the proceeds of a Grant or Sub-grant shall be governed by the provisions of the
PNGMGCTF QOper ati ons Manual .

Section 3.03. For the purposes of Section 9.08 of the General Conditions and
without limtation thereto, the PNGMCCTF shal | :

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

(b) afford the Bank a reasonabl e opportunity to exchange views with the
PNGMGECTF on said pl an.

ARTI CLE |V
Fi nanci al Conditions

Section 4.01. (a) The PNGMCCTF shall maintain or cause to be nmintained records
and accounts adequate to reflect in accordance with sound accounting practices the
operations, resources, capital fund investments and expenditures in respect of Part B
of the Project.

(b) The PNGMGCTF shal | :

(i) have the records and accounts referred to in paragraph (a) of this
Section including those for the Special Account for each fiscal
year audited, in accordance with appropriate auditing principles
consistently applied, by independent auditors acceptable to the



Bank;

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

of such audit by said auditors, of such scope and in such det ai

as the Bank shall have reasonably requested; and

(iii) furnish to the Bank such other information concerning said records
and accounts and the audit thereof as the Bank shall fromtinme to
time reasonably request.

For all expenditures with respect to which wi thdrawals fromthe
PNGNGCTF GEF Trust Fund Grant Account were nade on the basis of statements of
expendi ture, the PNGMGCTF shal l :

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

(ii) retain, until at |east one year after the Bank has received the
audit report for the fiscal year in which the last w thdrawal from
t he PNGMGCTF- GEF Trust Fund Grant Account was nade, all records
(contracts, orders, invoices, bills, receipts and other docunents)
evi denci ng such expendi tures;

(iii) enable the Bank's representatives to exam ne such records; and

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

as to whether the statenents of expenditure submitted during such

fiscal year, together with the procedures and internal controls
involved in their preparation, can be relied upon to support the
rel ated withdrawal s.

Section 4.02. (a) Wthout limtation upon the provisions of Section 4.01 of this
Agreenment, the PNGMGCTF shall carry out a time-bound action plan acceptable to the
Bank for the strengthening of its financial managenent systemfor carrying out Part B
of the Project in order to enable the PNGMGCTF, not |ater than June 30, 2002, or such
|l ater date as the Bank shall agree, to prepare seni-annual Project nmanagenent reports
acceptable to the Bank, each of which

(i) (A sets forth actual sources and applications of funds for Part
B of the Project, both cunulatively and for the period covered by

said report, and projected sources and applications of funds for

Part B of the Project for the six-nmonth period follow ng the

period covered by said report, and (B) shows separately

expendi tures financed out of the proceeds of the PNGMGCT- GEF Trust

Fund Grant during the period covered by said report and

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

PNGMGCT- GEF Trust Fund Grant during the six-nmonth period follow ng

the period covered by said report;

(ii) (A descri bes physical progress in the inplenentation of Part B
of the Project, both cunulatively and for the period covered by
said report, and (B) explains variances between the actual and
previously forecast inplenentation targets; and

(iii) sets forth the status of procurement under Part B of the Project
and expendi tures under contracts financed out of the proceeds of

the PNGMGCT- GEF Trust Fund 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 PNGMGCTF shall prepare and furnish to the Bank not |ater than 45
days after the end of each cal endar quarter a Project Managenment Report for such
period, in a formand substance satisfactory to the Bank.



ARTI CLE V
Renedi es of the Bank

Section 5.01. Pursuant to Section 6.02 (k) of the General Conditions, the
followi ng additional events are specified:

(a) The PNGMGCTF' s Constitution or Deed shall have been amended, suspended,
abrogat ed, repealed or waived so as to affect materially and adversely the ability of
the PNGMGCTF to performany of its obligations under this Agreenent.

(b) The Borrower’s Forestry Act shall have been amended, suspended,
abrogated, repealed or waived so as to affect materially and adversely the ability of:
(i) the Borrower to performits obligations under the Loan Agreenent, and (ii) the
PNGMGCTF to performany of its obligations under this Agreenent.

(c) The PNGMGCTF Operations Manual shall have been anmended, suspended,
abrogated, repeal ed or waived wi thout the prior concurrence of the Bank, and such
anendnent, suspensions, abrogation, repeal or waiver affects materially and adversely
the ability of: (i) the Borrower to performits obligations under the Loan Agreenent,
and (ii) the PNGMGCTF to performany of its obligations under this Agreenent.

(d) The Borrower or any other authority having jurisdiction shall have taken
any action for the dissolution or disestablishment of the PNGMGCTF or for the
suspensi on of its operations.

(e) (i) Subj ect to subparagraph (ii) of this paragraph:

(A the right of the PNGMGCTF to withdraw the proceeds of any
|l oan or grant made to the PNGMGCTF shall have been
suspended, canceled or termnated in whole or in part,
pursuant to the ternms of the agreenent providing therefor,
or

(B) any such 1|oan shall have becone due and payable prior to
the agreed maturity thereof.

(ii) Subpar agraph (i) of this paragraph shall not apply if the PNGMGCTF
establishes to the satisfaction of the Bank that:

(A such suspension, cancellation, ternmination or prematuring,
in the case of |oans and suspension, cancellation,
termination in the case of grants, is not caused by the
failure of the PNGVMGCTF to performany of its obligations
under the rel evant Agreenent; and

(B) adequate funds for Part B of the Project are available to
t he PNGMGCTF from ot her sources on terns and conditions
consistent with the obligations of the PNGMGCTF under this
Agr eenent .

ARTI CLE VI
Ef fecti veness, Term nation

Section 6.01. The following is specified as an additional nmatter, within the
meani ng of Section 12.02(c) of the General Conditions, to be included in the opinion
or opinions to be furnished to the Bank , nanely, that this Agreenent has been duly
aut hori zed or ratified by PNG Mama Graun Conservation Trust Fund, and is legally
bi ndi ng upon PNG Mama Graun Conservation Trust Fund in accordance with its terns.

Section 6.02. 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.

Section 6.03. This Agreenent shall continue in effect until the PNGMGCTF- GEF
Trust Fund Grant has been fully disbursed and the parties to this Agreenent have



fulfilled their obligations hereunder.
ARTI CLE VI'|

Representative of the PNGMGCTF; Addresses

Section 7.01. The Chairperson of the Board of the PNGMGCTF i s designhated as
representative of the PNGMGCTF for the purposes of Section 11.03 of the General
Condi ti ons.

Section 7.02 The foll owi ng addresses are specified for the purposes of Section
11.01 of the CGeneral Conditions:

For the Bank:

International Bank for
Reconstruction and Devel opnment

1818 H Street, N W

Washi ngton, D.C. 20433

United States of Anerica

Cabl e address: Tel ex: Facsimle
| NTBAFRAD 248423 (M) 202-522-1590
Washi ngton, D.C 64145 (MCl) 202-522- 3308

For the PNGMGCTF:
Chai r person of the Board
P.O Box 1634
Bor oko
NCD, Papua New Gui nea
Facsim | e:
(675) 3232147
IN WTNESS WHEREOF, the parties hereto, acting through their duly authorized
representatives, have caused this Agreenent to be signed in their respective names in

the District of Colunbia, United States of Anerica, as of the day and year first above
written.

| NTERNATI ONAL BANK FOR
RECONSTRUCTI ON AND DEVEL OPMENT

acting as an inplementing agency of the d obal Environment
Facility

By /s/ Jemal -ud-din Kassum
Aut hori zed Representative

PNG MAVA GRAUN CONSERVATI ON TRUST FUND

By /s/ Nagora Bogan
Aut hori zed Representative

SCHEDULE 1
Wt hdrawal of the Proceeds of the PNGMGCTF- GEF Trust Fund G ant

1. The table below sets forth the Categories of itens to be financed out of the



proceeds of the PNGMGCTF- GEF Trust Fund Grant, the allocation of the anpbunts of the
PNGMECTF- GEF Trust Fund Grant to each Category and the percentage of expenditures for
itens so to be financed in each Category:

Amount of the
PNGMGCTF- GEF Tr ust

Fund Grant All ocated % of
(Expressed in Expendi t ures
Cat egory SDR Equi val ent) to be Financed

(1) Goods under Part

B of the Project 90, 000 100% of foreign
expendi t ures,
100% of | ocal
expendi t ures
(ex-factory cost)
and 85% of | ocal
expendi tures for
other itens
procured | ocally

(2) Consul tants’ services,
training, 1, 000, 000 100%
sem nars, conference
and wor kshops under
Part B of the Project

(3) Increnmental Qperating
Costs 470, 000 100%
(4) Sub-grants 2, 350, 000 100%
(5) Capital Fund 7, 840, 000 100%
TOTAL 11, 750, 000
2. For the purposes of this Schedul e:
(a) the term"foreign expendi tures" neans expenditures in the currency of any

country other than that of the Borrower for goods or services supplied fromthe
territory of any country other than that of the Borrower;

(b) the term "l ocal expenditures" means expenditures in the currency of the
Borrower or for goods or services supplied fromthe territory of the Borrower;
provi ded, however, that if the currency of the Borrower is also that of another
country fromthe territory of which goods or services are supplied, expenditures in
such currency for such goods or services shall be deenmed to be "foreign expenditures"”;

(c) the term"Increnental Operating Costs" neans reasonabl e expenditures all
expenditures directly related to the Project, incurred by PNGVMGCTF (which expenditures
woul d not have been iIncurred absent the Project), including expenditures for the cost
of salaries and all owances, |ocal travel and per-diemfor the staff of the PNGVCTF,
extensi on services and office costs, including rental, utilities, naintenance and
repairs, for the PNGVGECTF;, and

(d) the term"Capital Fund" means the initial contribution nmade to the
capital of the PNGMGCTF in the formof an endowrent to: (i) make Grants out of the
proceeds of the investnent incone obtained fromthe Capital Fund; (ii) reinvest the
gross proceeds of the investnment incone obtained fromthe Capital Fund to maintain the
val ue of PNGMGCTF' s capital; and (iii) cover the administrative costs of PNGMGCTF
representing no nore than 20% of the net proceeds of the investnent income obtained
fromthe Capital Fund after reinvestnent has been nmade pursuant to sub-paragraph (ii)
above.

3. Not wi t hst andi ng the provisions of paragraph 1 above, no withdrawals shall be
made: (a) in respect of paynents made for expenditures prior to the date of this
Agreenment; and



(b) in respect of expenditures under Category (5) of the table in paragraph 1
of this Schedule until the Bank has been furnished with evidence satisfactory to the
Bank that: (i) at least twenty (20) Sub-grants shall have been made pursuant to the
provi sions of paragraph 1 of Schedule 3 to this Agreenent; (ii) the PNGMGCTF is in
conpliance with the provisions of this Agreenent in particular with those set forth in
Sections 4.01 and 4.02 thereof; and (iii) the PNGMECTF shall have obtained from one or
nore donors additional financing to carry out its operations in an aggregate anount of
not |ess than $5, 000, 000 equival ent, under terns and conditions satisfactory to the
Bank.

4. Wthout limtation to the provisions set forth in paragraph 3(b) of this
Schedul e, the proceeds of the PNGMGCTF- GEF Trust Fund Grant all ocated under Category
(5) of the table in paragraph 1 of this Schedule nmay, at the discretion of the

Reci pi ent, be wi thdrawn fromthe PNGMGCTF- GEF Trust Fund Grant Account under one or
nore application for withdrawal providing for the entire anmount of the PNGMGCTF- CEF
Trust Fund Grant or a portion thereof to be paid to the order of PNGMECTF s account
establ i shed by PNGVGCTF.

5. The Bank may require withdrawal s fromthe PNGMGCTF- GEF Trust Fund Grant Account
to be nade on the basis of statements of expenditure for expenditures for: (a) goods
under contracts costing | ess than $100, 000 equi val ent; (b) services provided by
consulting firms under contracts costing |ess than $100,000 equi val ent; (c) services
provi ded by individual consultants under contracts costing |ess than $50, 000
equivalent; (d) training, semnars, conference and workshops; (e) increnental
operating costs; and (f) Sub-projects financed by Sub-grants, all under such terns and
conditions as the Bank shall specify by notice to the Borrower.

6. If the Bank shall have determined at any tine that any paynent made fromthe
PNGMECTF- GEF Trust Fund Grant Account was used for any expenditure not consistent with
the provisions of this Agreement, the PNGMGCTF shall, pronptly upon notice fromthe
Bank, refund to the Bank for deposit into the PNGMGCTF- GEF Trust Fund Grant Account,
an amount equal to the ampbunt so used or the portion thereof as specified by the Bank.

SCHEDULE 2
Description of the Project

The objective of the Project is to assist the Borrower to inprove sustainable
forest resource nmanagenent in The | ndependent State of Papua New Gui nea, through (a)
enhanced processes for | andowner participation in forest managenent and conservati on,
(b) provision of financing to inplenent forest nanagenent options consistent with
forest biodiversity conservation, (c) stream ined planning, nmonitoring and enforcenent
capacity of the PNG Forest Authority, and (d) strengthened environnental inpact
assessment and nonitoring capabilities of the Ofice of Environnment and Conservati on.

The Project consists of the followi ng parts, subject to such nodifications
thereof as the Borrower and the Bank may agree upon fromtime to time to achieve such
obj ecti ves:

Part A Landowner Forest Deci si on- Maki ng

1. Devel op and inpl enent processes to enhance forest | andowners participation in
forest managenent and conservation, including educational activities to inprove

| andowner access to information, and inproved institutional and | egal arrangenents for
organi zi ng | andowner representation, regarding forest managenent and conservation, and
provision of technical and financial assistance to inplenent their chosen forest
devel oprent opti on.

2. Devel op and inpl enent Conservati on Managenent Areas through the adoption of
policies and enactment of legislation for community-initiated conservation and
sust ai nabl e resource nanagenent areas on custonmary | and.

Part B: PNG Mama Graun Conservation Trust Fund

1. I mpl ement ati on by Beneficiaries of specific forest biodiversity conservation and
sust ai nabl e projects, including the provision of Gants and Sub-grants and techni cal



assi stance therefor.

2. Devel op and inplenment the PNG Mama Graun Conservation Trust Fund, including
provi sion of technical assistance, office facilities, office equi pnrent and vehicles
t herefor.

Part C Sust ai nabl e Forest Managemnent

1. Enhance the PNG Forest Authority’'s capability to manage, plan, inplenent and
nmoni tor sustai nabl e forest operations, including the provision of PNGFA staff training
and workshops, field and office equi pnment, vehicles, conputers and consultants’

servi ces.

2. I nprovenent of natural production forest managenent through expansion of

sustai ned yield post harvest activities, including the provision of PNGFA staff

trai ning and wor kshops, field and office facilities and equi pnent, vehicles, conputers
and consul tants’ services.

3. Devel opnent of post harvest nanagenent activities and feasibility studies for
devel opnent of plantations on degraded forest |lands, including feasibility studies
devel opment of a forest plantation strategy and testing of nethodol ogy on a pil ot
basi s.

Part D: Envi ronnental Assessment and Mnitoring

1. Devel opnent, testing and inplenmenting environmental inpact assessnments and
nmoni t ori ng et hodol ogi es, 1 ncludi ng devel opment of operational manuals, OEC staff

trai ning and workshops, field and office facilities and equi pnent, vehicles, conputers
and consultants’ services.

2. Desi gni ng and inpl ementing a community-based environnental nonitoring program
including training to trainers wthin government agencies and Non- Governnenta
Organi zations established in PNG and testing the approach in several pilot areas.

* * %

The Project is expected to be conpl eted by Decenber 31, 2007
SCHEDULE 3

I mpl eent ati on Program

1. Grants and Sub-grants shall be nade pursuant to the provisions of the PNGVGCTF
Oper ati ons Manual .
2. The PNGMGCTF shal |l not assign, anend, abrogate or waive the PNGMGCTF QOperations
Manual , wi thout the Bank’'s prior concurrence
3. The PNGMGCTF shal |

(a) mai ntain policies and procedures adequate to enable it to nonitor and

eval uate on an ongoi ng basis, in accordance with indicators acceptable to the Bank,
the carrying out of Part B of the Project and the achi evenent of the objectives
t her eof ;

(b) prepare, under terns of reference satisfactory to the Bank, and furnish
to the Bank, on or about June 1, 2003, a report integrating the results of the
moni toring and eval uation activities performed pursuant to paragraph (a) of this
Section, on the progress achieved in the carrying out of Part B of the Project during
the period preceding the date of said report and setting out the neasures recomended
to ensure the efficient carrying out of Part B of the Project and the achi evenent of
the objectives thereof during the period foll owi ng such date; and

(c) review wi th the Bank, by August 1, 2003, or such later date as the Bank
shall request, the report referred to in paragraph (b) of this Section, and
thereafter, take all neasures required to ensure the efficient conpletion of Part B of



the Project and the achi evenent of the objectives thereof, based on the concl usions
and recommendati ons of the said report and the Bank’s views on the matter.

SCHEDULE 4

Pr ocur enent
Section |. Procurenent of Goods and Wbrks
Part A Gener al

Goods shall be procured in accordance with the provisions of Section | of the
"CQui delines for Procurenent under |IBRD Loans and | DA Credits" published by the Bank in
January 1995 and revised in January and August 1996, Septenber 1997 and January 1999
(the CGuidelines) and the follow ng provisions of Section | of this Schedul e.

Part B: International or National Shopping

Except as provided for in Part C bel ow, goods shall be procured under contracts
awar ded on the basis of shopping procedures in accordance with the provisions of
paragraphs 3.5 and 3.6 of the Cuidelines.

Part C Procurenent from UN Agenci es

Vehi cl es and conputers may be procured from the United Nations O fice of
Procurenent Services (UNOPS) in accordance with the provisions of paragraph 3.9 of the
Qui del i nes.

Part D: Revi ew by the Bank of Procurement Deci sions
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 Bank for its review and
approval, in accordance with the provisions of paragraph 1 of Appendix 1 to the
Gui del i nes. Procurenment of all goods shall be undertaken in accordance w th such
procurenment plan as shall have been approved by the Bank, and with the provisions of
sai d paragraph 1.

2. Prior Revi ew

Wth respect to each contract for goods to be procured in accordance with the
procedures referred to in Part B above, the follow ng procedures shall apply:

(i) prior to the selection of any supplier under shoppi ng procedures,
the Borrower shall provide to the Bank a report on the conparison
and eval uation of quotations received;

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

(iii) the procedures set forth in paragraphs 2(f), 2(g) and 3 of
Appendi x 1 to the Guidelines shall apply.

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

Consul tants’ services shall be procured in accordance with the provisions of the
Introduction and Section IV of the "Guidelines: Selection and Enpl oynent of
Consul tants by World Bank Borrowers" published by the Bank in January 1997 and revised
in Septenber 1997 and January 1999 (the Consultant Cuidelines) and the follow ng



provisions of Section Il of this Schedul e
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 Guidelines, 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 estinmated to cost |ess than $100, 000 equi val ent per contract nay be
procured under contracts awarded in accordance with the provisions of paragraphs 3.1
and 3.7 of the Consultant GCuidelines.

2. I ndi vi dual Consul tants

Services that nmeet the requirenments set forth in paragraph 5.1 of the Consultant
Gui del i nes may be procured under contracts awarded to individual consultants in
accordance with the provisions of paragraphs 5.1 through 5.3 of the Consultant
GQui del i nes.

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
pl an for the selection of consultants under the Project shall be furnished to the Bank
for its review and approval, in accordance with the provisions of paragraph 1 of
Appendi x 1 to the Consultant Guidelines. Selection of all consultants’ services shal
be undertaken in accordance with such selection plan as shall have been approved by
the Bank, and with the provisions of said paragraph 1.

2. Prior Review

(a) Wth respect to each contract for the enpl oynent of consulting firnms the
procedures set forth in paragraphs 1, 2 (other than the second subparagraph of
paragraph 2(a)) and 5 of Appendix 1 to the Consultant GCuidelines shall apply.

(b) Wth respect to each contract for the enploynent of individua
consultants the qualifications, experience, terns of reference and terns of enpl oynent
of the consultants shall be furnished to the Bank for its prior review and approval
The contract shall be awarded only after the said approval shall have been given

SCHEDULE 5
Speci al Account

1. For the purposes of this Schedul e:

(a the term"eligible Categories" neans Categories (1), (2), (3), (4) and
(5) set forth in paragraph 1 of Schedule 1 to this Agreenent;

(b) the term"eligible expenditures" neans expenditures in respect of the
reasonabl e cost of works, goods and services required for Part B of the Project and
expendi tures in respect of the reasonable cost of works, goods and services for
Sub- projects and to be financed out of the proceeds of the PNGMGCTF- GEF Trust Fund
Grant allocated fromtinme to tine to the eligible Category in accordance with the
provi sions of Schedule 1 to this Agreenent; and

(c) the term"Authorized Allocation" neans an anount equival ent to $500, 000



to be withdrawn fromthe PNGMGCTF- GEF Trust Fund Grant Account and deposited in
Dol l ars into the Special Account pursuant to paragraph 3 (a) of this Schedul e.

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

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

(a) For withdrawal s of the Authorized Al location, the PNGVGCTF shall furnish
to the Bank a request or requests for deposit into the Special Account of an anobunt
or amounts whi ch do not exceed the aggregate anmount of the Authorized Allocation. On
the basis of such request or requests, the Bank shall, on behalf of the PNGVGCTF,
wi t hdraw from t he PNGVGCTF- GEF Trust Fund Grant Account and deposit into the Special
Account such anpunt or anounts as the PNGMGCTF shal | have request ed.

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

(ii) Prior to or at the tine of each such request, the PNGVMECTF shal |
furnish to the Bank the docurments and ot her evidence required
pursuant to paragraph 4 of this Schedule for the paynent or
paynents in respect of which replenishnent is requested. On the
basi s of each such request, the Bank shall, on behalf of the
PNGVICCTF, withdraw fromthe PNGVGCTF- GEF Trust Fund Grant Account

and deposit into the Special Account such anpbunt as the PNGMCCTF

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. Al such deposits shall be

wi t hdrawn by the Bank fromthe PNGMGCTF- GEF Trust Fund Grant
Account under the respective eligible Category, and in the
respective equival ent anpbunts, as shall have been justified by
sai d docunents and ot her evi dence.

4. For each payment nmade by the PNGMGCTF out of the Special Account, the PNGVGCTF
shall, at such time as the Bank shall reasonably request, furnish to the Bank such
docurments and ot her evidence showi ng that such paynent was nade excl usively for

el i gi bl e expenditures.

5. Not wi t hst andi ng the provisions of paragraph 3 of this Schedul e, the Bank shall
not be required to make further deposits into the Special Account:

(a) if, at any tine, the Bank shall have determ ned that all further
wi thdrawal s shoul d be made by the PNGVECTF directly fromthe PNGMGCTF- GEF Trust Fund
Grant Account in accordance with the provisions of Article V of the General Conditions
and paragraph (a) of Section 2.02 of this Agreenent;

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

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

(d) once the total unw thdrawn amount of the PNGMGECTF- GEF Trust Fund G ant
allocated to the eligible Category, mnus the total amount of all outstanding special
commitments entered into by the Bank pursuant to Section 5.02 of the General
Conditions with respect to Sub-grants under Part B of the Project, shall equal the
equi val ent of twice the amount of the Authorized Allocation.

Thereafter, wi thdrawal fromthe PNGMGCTF- GEF Trust Fund Grant Account of the renaining



unwi t hdrawn anount of the PNGMGCTF- GEF Trust Fund Grant allocated to the eligible
Category shall follow such procedures as the Bank shall specify by notice to the
PNGMGECTF. Such further withdrawal s shall be nade only after and to the extent that the
Bank shall have been satisfied that all such anpbunts remmining on deposit in the

Speci al Account as of the date of such notice will be utilized in making paynents for
el i gi bl e expenditures.

6. (a) If the Bank shall have determ ned at any tine that any paynent out of the
Speci al Account: (i) was made for an expenditure or in an anount not eligi bl e pursuant
to paragraph 2 of this Schedule; or (ii) was not justified by the evidence furnished
to the Bank, the PNGMCCTF shall, pronptly upon notice fromthe Bank: (A) provide such
addi tional evidence as the Bank may request; or (B) deposit into the Special Account
(or, if the Bank shall so request, refund to the Bank) an ampunt equal to the ampunt
of such paynment or the portion thereof not so eligible or justified. Unless the Bank
shal | otherw se agree, no further deposit by the Bank into the Special Account shall
be made until the PNGMGCTF has provided such evi dence or nmade such deposit or refund,
as the case nay be.

(b) If the Bank shall have determ ned at any tine that any anopunt outstandi ng
in the Special Account will not be required to cover further paynents for eligible
expendi tures, the PNGMGCTF shall, pronptly upon notice fromthe Bank, refund to the
Bank such outstandi ng anmount.

(c) The PNGMGCTF 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 Schedul e shall be credited to the PNGMGCTF- GEF Trust Fund Grant Account for
subsequent withdrawal or for cancellation in accordance with the rel evant provisions
of this Agreement, including the General Conditions.



