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GRANT NUMBER TF050970

ARTF GRANT AGREEMENT
AGREEMENT dated March 8, 2003, between TRANSITIONAL ISLAMIC
STATE OF AFGHANISTAN (the “Recipient”) and INTERNATIONAL
DEVELOPMENT ASSOCIATION, acting as administrator (the “Administrator’”) of grant
funds (the “Grant Funds™) contributed by various donors (collectively the “Donors”) to
the Afghanistan Reconstruction Trust Fund (“ARTEF”).

WHEREAS (A) the Donors have agreed to provide the Grant Funds to the
Recipient in support of its reconstruction program;

(B) the Donors have requested the Administrator, and the Administrator has
agreed, to administer the Grant Funds;

(C) the Administrator has established ARTF for purposes of receiving and
administering the Grant Funds; and

(D) the Grant Funds shall finance, inter alia, investment and/or sector programs
and activities as shall from time to time be recommended by the Minister of Finance of the
Recipient and approved by the Management Committee of ARTF;

NOW THEREFORE the parties hereto hereby agree as follows:

ARTICLEI
General Conditions; Definitions
Section 1.01. (a) The following provisions of the “General Conditions Applicable

to Development Credit Agreements” of the Administrator, dated January 1, 1985 (as
amended through October 6, 1999), with the modifications set forth in paragraph (b) of
this Section (the General Conditions), constitute an integral part of this Agreement:

(1) Article I,

(i) Article I1;

(ili)  Section 3.01;

(iv)  Sections 4.01, 4.02, 4.05 and 4.06;



(V) Article V;
(vi) Sections 6.01, 6.02, 6.03, 6.04 and 6.06;
(vii)  Article VIII,
(viii)  Article IX;
(ix)  Article X; and
(x) Article XI.
(b) The General Conditions shall be modified as follows:

(1) the term “Borrower”, wherever used in the General Conditions,
means the Recipient;

(i) the term “Development Credit Agreement”, wherever used in the
General Conditions, means this ARTF Grant Agreement;

(iii)  the term “Credit” and “credit”, wherever used in the General
Conditions, means the Grant; and

(iv) the term “Credit Account”, wherever used in the General
Conditions, means the Grant Account.

Section 1.02. Whenever used in this Agreement, unless the context otherwise
requires, the several terms defined in the preamble to this Agreement shall have the
respective meanings therein set forth, and the following terms shall have the following
meanings:

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

(b) “MOF” means the Ministry of Finance of the Recipient; and

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



ARTICLE Il
The Grant

Section 2.01. The Administrator agrees to extend to the Recipient, on the terms
and conditions herein set forth or referred to, the Grant in an amount in various
currencies equivalent to eight million Dollars ($8,000,000).

Section 2.02. (a) The amount of the Grant may be withdrawn from the Grant
Account in accordance with the provisions of Schedule 1 to this Agreement for
expenditures made (or, if the Administrator shall so agree, to be made) in respect of the
reasonable cost of services required for the Project and to be financed out of the proceeds
of the Grant.

(b) The Recipient may, for purposes of the Grant, open and maintain in
Dollars a special deposit account in a bank on terms and conditions satisfactory to the
Administrator. Deposits into and payments out of the Special Account shall be made in
accordance with the provisions of Schedule 5 to this Agreement.

Section 2.03. The Closing Date shall be September 30, 2005, or such later date as
the Administrator shall establish. The Administrator shall promptly notify the Recipient of
such later date.

Section 2.04. Disbursement from the proceeds of the Grant (including deposits into
the Special Account) shall be made only to the extent that resources adequate to meet such
disbursement shall have been transferred from the Donors to ARTF.

ARTICLE Il
Execution of the Project

Section 3.01. (a) The Recipient declares its commitment to the objectives of the
Project as set forth in Schedule 2 to this Agreement, and, to this end, shall carry out the
Project through the Development Budget Execution Unit within MOF with due diligence
and efficiency and in conformity with appropriate administrative, financial and technical
practices, and shall provide, promptly as needed, the funds, facilities, services and other
resources required for the Project.

(b) Without limitation upon the provisions of paragraph (a) of this Section
and except as the Recipient and the Administrator shall otherwise agree, the Recipient
shall carry out the Project in accordance with the Implementation Program set forth in
Schedule 4 to this Agreement.



Section 3.02. Except as the Administrator shall otherwise agree, procurement of
the 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 Agreement.

Section 3.03. For the purposes of Section 9.06 (c) of the General Conditions and
without limitation thereto, the Recipient shall:

@) prepare, on the basis of guidelines acceptable to the Administrator, and
furnish to the Administrator not later than six (6) months after the Closing Date or such
later date as may be agreed for this purpose between the Recipient and the Administrator,
a plan designed to ensure the continued achievement of the Project’s objectives; and

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

ARTICLE IV

Financial Covenants

Section 4.01. (a) The Recipient shall maintain, or cause to be maintained, a
financial management system, including records and accounts, and prepare financial
statements in a format acceptable to the Administrator, adequate to reflect the operations,
resources and expenditures related to the Project.

(b) The Recipient shall: (i) have the records, accounts and financial
statements referred to in paragraph (a) of this Section, and the records and accounts for
the Special Account, for each fiscal year, audited, in accordance with auditing standards
acceptable to the Administrator, consistently applied, by independent auditors acceptable
to the Administrator; (ii) furnish to the Administrator, as soon as available, but in any
case not later than six (6) months 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 statements, records and accounts and 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 Administrator such other information
concerning said records and accounts, and the audit thereof, as the Administrator shall
from time to time reasonably request.

(c) For all expenditures with respect to which withdrawals from the Grant
Account were made on the basis of statements of expenditure, the Recipient shall: (i)
maintain, in accordance with paragraph (a) of this Section, records and separate accounts
reflecting such expenditures; (ii) retain, until at least one year after the Administrator has
received the audit report for the fiscal year in which the last withdrawal from the Grant



Account was made, all records (contracts, orders, invoices, bills, receipts and other
documents) evidencing such expenditures; (iii) enable the Administrator’s
representatives to examine such records; and (iv) ensure that such records and accounts
are included in the annual audit referred to in paragraph (b) of this Section and that the
report of such audit contains a separate opinion by said auditors as to whether the
statements of expenditure submitted during such fiscal year, together with the procedures
and internal controls involved in their preparation, can be relied upon to support the
related withdrawals.

Section 4.02. (a) Without limitation upon the Recipient’s progress reporting
obligations set out in paragraph 1 (b) of Schedule 4 to this Agreement, the Recipient
shall prepare and furnish to the Administrator a Financial Monitoring Report, in form
and substance satisfactory to the Administrator, which:

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

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

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

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

ATRICLE YV

Effectiveness; Termination

Section 5.01. This Agreement shall become effective upon signature thereof by the
parties hereto.



Section 5.02. This Agreement shall continue in effect until the parties to this
Agreement have fulfilled all their obligations hereunder.

ARTICLE VI

Representatives

Section 6.01. The Minister of Finance of the Recipient shall be the representative
of the Recipient for the purposes of Section 11.03 of the General Conditions.

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

For the Recipient:

Minister of Finance
Kabul, Transitional Islamic State of Afghanistan

For the Administrator:

International Development Association
1818 H Street, N.W.

Washington, D.C. 20433

United States of America

Cable address: Telex:

INDEVAS MCI 248423
Washington, D.C. MCI 64145



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

TRANSITIONAL ISLAMIC STATE OF
AFGHANISTAN

By /s/ Ashraf Ghani
Authorized Representative

INTERNATIONAL DEVELOPMENT ASSOCIATION
(as Administrator of the Afghanistan Reconstruction
Trust Fund)

By /s/ William Byrd
Acting Country Director
Afghanistan



SCHEDULE 1
Withdrawal of the Proceeds of the Grant

1 Expenditures to be financed by the Grant are as follows: (1) consultants’ services
(including travel and subsistence): $8,000,000. The Grant shall finance 100% of
expenditures, net of taxes, in connection with consultants’ services.

2. Notwithstanding the provisions of paragraph 1 above, except as the Administrator
shall otherwise agree, no withdrawals shall be made in respect of payments made for
expenditures prior to the date of this Agreement.

3. The Administrator may require withdrawals from the Grant Account to be made on
the basis of statements of expenditure for: (i) contracts costing less than the equivalent of
$100,000 for services of consulting firms; and (iii) contracts costing less than the
equivalent of $50,000 for services of individual consultants, all under such terms and
conditions as the Administrator shall specify by notice to the Recipient.



SCHEDULE 2
Description of the Project

The objective of the Project is to assist the Recipient in: (a) developing capacity
to define needs for developmental projects and programs, and to prepare projects and
programs that are suitable for funding by development partners and commercial sources;
and (b) commencing the process of developing local technical and professional
consulting capacity. To that end, the Project shall provide consulting and advisory
services to the Recipient to prepare strategies, projects and programs that meet priority
national development needs.

* x %

The Project is expected to be completed by March 31, 2005.
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SCHEDULE 3

Procurement

Section I. Employment of Consultants

Part A: General

Consultants’ services shall be procured in accordance with the provisions of
Sections I and IV of the “Guidelines: Selection and Employment of Consultants by
World Bank Borrowers” published by the Bank in January 1997 and revised in
September 1997, January 1999 and May 2002 (the Consultant Guidelines), paragraph 1
of Appendix 1 thereto, Appendix 2 thereto and the following provisions of Section Il of
this Section.

Part B: Procedures for the Selection of Consultants

1. Quality-based Selection

Services may be procured under contracts awarded in accordance with the
provisions of paragraphs 3.1 through 3.4 of the Consultant Guidelines.

2. Selection Based on Consultants’ Qualifications

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

3. Single Source Selection

Services estimated to cost less than $100,000 equivalent per contract, may, with
the Administrator’s prior agreement, be procured in accordance with the provisions of
paragraphs 3.8 through 3.11 of the Consultant Guidelines.

4, Individual Consultants

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

Part C: Review by the Administrator of the Selection of Consultants

1. Selection Planning

A plan for the selection of consultants, which shall include contract cost
estimates, contract packaging, and applicable selection criteria and procedures, shall be
furnished to the Administrator for its review and approval prior to the issuance to
consultants of any requests for proposals. Selection of all consultants’ services shall be
undertaken in accordance with such selection plan as shall have been approved by the
Administrator.

2. Prior Review

@) With respect to each contract for the employment of consulting firms
estimated to cost the equivalent of $100,000 or more, the procedures set forth in
paragraphs 2, 3 and 5 of Appendix 1 to the Consultant Guidelines shall apply.

(b) With respect to each contract for the employment of individual
consultants estimated to cost the equivalent of $50,000 or more, the report on the
comparison of the qualifications and experience of candidates and terms of employment
of the consultants shall be furnished to the Administrator for its prior review and
approval. The contract shall be awarded only after the said approval shall have been
given. The provisions of paragraph 3 of Appendix 1 to the Consultant Guidelines shall
also apply to such contracts.

(c) With respect to each contract for the employment of a consulting firm or
an individual consultant, the terms of reference of the consultants shall be furnished to
the Administrator for its prior review and approval.

3. Post Review

With respect to each contract not governed by paragraph 2 of this Part, the
procedures set forth in paragraph 4 of Appendix 1 to the Consultant Guidelines shall

apply.
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SCHEDULE 4

Implementation Program

1. The Recipient shall:

@) maintain policies and procedures adequate to enable it to monitor and
evaluate on an ongoing basis, in accordance with indicators satisfactory to the
Administrator, the carrying out of the Project and the achievement of the objectives
thereof;

(b) prepare, under terms of reference satisfactory to the Administrator, and
furnish to the Administrator: (i) on a quarterly basis, commencing June 30, 2003, a report
on the progress achieved in the implementation of the Project and the achievement of the
objectives thereof; and (ii) on or about March 31, 2004, a report, integrating the results
of the monitoring and evaluation activities performed pursuant to paragraph (a) of this
paragraph and consolidating the results of the reports referred to under sub-paragraph (b)
(i) of this paragraph, on the progress achieved in the carrying out of the Project during
the period preceding the date of said report and setting out the measures recommended to
ensure the efficient carrying out of the Project and the achievement of the objectives
thereof during the period following such date; and

(c) review with the Administrator, by April 30, 2004, or such later date as
the Administrator shall request, the report referred to in sub-paragraph (b) (ii) of this
paragraph, and, thereafter, take all measures required to ensure the efficient completion
of the Project and the achievement of the objectives thereof, based on the conclusions
and recommendations of the said report and the Administrator’s views on the matter.

2. The Recipient shall, not later than thirty (30) calendar days after the effective
date of this Agreement, prepare and furnish to the Administrator, for its review and
comments, a plan for the implementation of the Project detailing, inter alia, the studies,
plans and strategies sought to be carried out under the Project and shall, thereafter, carry
out said plan taking into account the Administrator’s comments thereon.

3. The Recipient shall: (a) furnish to the Administrator, for review and comments,
draft studies, reports and plans prepared under contracts whose review procedures are
described under paragraphs C.2 (a) and C.2 (b) of Schedule 3 to this Agreement and shall,
following receipt of the Administrator’s comments, finalize said studies, reports and plans
taking into consideration the Administrator’s comments thereon; (b) furnish to the
Administrator, for review and comments, a copy of each final study, report and plan
prepared under a contract whose review procedures are described under paragraph C.3 of
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Schedule 3 to this Agreement; and (c) ensure that each final study, report and plan prepared
under a contract financed hereunder, regardless of the contract’s review procedures, shall
contain a disclaimer to the effect that the ARTF, the Management Committee of the ARTF,
the Administrator and the Donors accept no responsibility or liability of any kind
whatsoever for the content of the study, report or plan, as the case may be, nor do they
endorse the content of said study, report or plan.
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SCHEDULE 5

Special Account

1. For the purposes of this Schedule:

(@) the term "eligible Category" means Category (1) set forth in paragraph 1 of
Schedule 1 to this Agreement;

(b) the term "eligible expenditures" means expenditures in respect of the
reasonable cost of services required for the Project and to be financed out of the proceeds
of the Grant allocated to the eligible Category in accordance with the provisions of
Schedule 1 to this Agreement; and

(© the term "Authorized Allocation” means an amount equivalent to eight
hundred thousand Dollars ($800,000) to be withdrawn from the Grant Account and
deposited into the Special Account pursuant to paragraph 3 (a) of this Schedule.

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

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

@ For withdrawals of the Authorized Allocation, the Recipient shall furnish
to the Administrator a request or requests for a deposit or deposits which do not exceed the
aggregate amount of the Authorized Allocation. On the basis of such request or requests,
the Administrator shall, on behalf of the Recipient, withdraw from the Grant Account and
deposit in the Special Account such amount or amounts as the Recipient shall have
requested.

(b) Q) For replenishment of the Special Account, the Recipient shall
furnish to the Administrator requests for deposits into the Special
Account at such intervals as the Administrator shall specify.

(i) Prior to or at the time of each such request, the Recipient shall
furnish to the Administrator the documents and other evidence
required pursuant to paragraph 4 of this Schedule for the payment
or payments in respect of which replenishment is requested. On
the basis of each such request, the Administrator shall, on behalf
of the Recipient, withdraw from the Grant Account and deposit
into the Special Account such amount as the Recipient shall have
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requested and as shall have been shown by said documents and
other evidence to have been paid out of the Special Account for
eligible expenditures.

All such deposits shall be withdrawn by the Administrator from the Grant Account under
the eligible Category, and in the equivalent amount, as shall have been justified by said
documents and other evidence.

4. For each payment made by the Recipient out of the Special Account, the Recipient
shall, at such time as the Administrator shall reasonably request, furnish to the
Administrator such documents and other evidence showing that such payment was made
exclusively for eligible expenditures.

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

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

(b) once the total unwithdrawn amount of the Grant allocated to the eligible
Category, less the amount of any outstanding special commitment entered into by the
Administrator pursuant to Section 5.02 of the General Conditions, shall equal the
equivalent of twice the amount of the Authorized Allocation.

Thereafter, withdrawal from the Grant Account of the remaining unwithdrawn amount of
the Grant allocated to the eligible Category shall follow such procedures as the
Administrator shall specify by notice to the Recipient. Such further withdrawals shall be
made only after and to the extent that the Administrator shall have been satisfied that all
such amounts remaining on deposit in the Special Account as of the date of such notice will
be utilized in making payments for eligible expenditures.

6. @ If the Administrator shall have determined at any time that any payment
out of the Special Account: (i) was made for an expenditure or in an amount not eligible
pursuant to paragraph 2 of this Schedule; or (ii) was not justified by the evidence furnished
to the Administrator, the Recipient shall, promptly upon notice from the Administrator:
(A) provide such additional evidence as the Administrator may request; or (B) deposit into
the Special Account (or, if the Administrator shall so request, refund to the Administrator)
an amount equal to the amount of such payment or the portion thereof not so eligible or
justified. Unless the Administrator shall otherwise agree, no further deposit by the
Administrator into the Special Account shall be made until the Recipient has provided such
evidence or made such deposit or refund, as the case may be.
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(b) If the Administrator shall have determined at any time that any amount
outstanding in the Special Account will not be required to cover further payments for
eligible expenditures, the Recipient shall, promptly upon notice from the Administrator,
refund to the Administrator such outstanding amount.

© The Recipient may, upon notice to the Administrator, refund to the
Administrator all or any portion of the funds on deposit in the Special Account.

(d) Refunds to the Administrator made pursuant to paragraphs 6 (a), (b)
and (c) of this Schedule shall be credited to the Grant Account for subsequent withdrawal
or for cancellation in accordance with the relevant provisions of this Agreement, including
the General Conditions.



