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DEVELOPMENT CREDIT AGREEMENT

AGREEMENT, dated April 17, 2001, between GEORGIA (the Borrower) and
INTER/NATIONAL DEVELOPMENT ASSOCIATION (the Association).

WHEREAS (A) the Association, has received a letter dated February 8, 2001 from
the Borrower describing a program of policies and actions (the Program) designed to
undertake a systemreformof its education sector and declaring the Borrower’s
comritment to the inplenmentation of the Program

(B) the Borrower has requested the Association to support the execution of
the Programthrough extension to the Borrower of |oans up to the equival ent of
forty-six mllion Special Drawing Ri ghts (SDR 46, 000, 000) over a period of twelve (12)
years;

(O the Borrower having satisfied itself as to the feasibility and priority
of the project described in Schedule 2 of this Agreenent (the Project), has requested
the Association to assist in the financing of the Project, which constitutes the first
phase of the Program and

WHEREAS t he Association has agreed, on the basis, inter alia, of the foregoing,
to extend the Credit to the Borrower in support of the first phase of the Program upon



the terms and conditions set forth in this Agreement;
NOW THEREFORE the parties hereto hereby agree as follows:
ARTICLE |
General Conditions; Definitions

Section 1.01. The “General Conditions Applicable to Devel opnent Credit
Agreenents” of the Association, dated January 1, 1985 (as amended through Cctober 6,
1999), with the nodifications set forth below (the General Conditions), constitute an
integral part of this Agreenent:

(a) A new paragraph (12) is added to Section 2.01 to read as set forth bel ow,
and the existing paragraphs (12) through (14) of said Section are accordingly
renunmbered as paragraphs (13) through (15):

“12. ‘“Participating Country’ neans any country that the Association determ nes
nmeet s the requirenents set forth in Section 11 of Resolution No. 194 of the
Board of Governors of the Association, adopted on April 8, 1999; and
“Participating Countries’ neans, collectively, all such countries.” ; and

(b) The second sentence of Section 5.01 is nodified to read:

“Except as the Borrower and the Association shall otherw se agree, no
wi t hdr awal s shall be nade: (a) on account of expenditures in the territories
of any country which is not a Participating Country 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 i mport of goods, if such paynent
or inport, to the know edge of the Association, is prohi bited by a decision
of the United Nations Security Council taken under Chapter VII of the
Charter of the United Nations.”

(c) Par agraph (c) of Section 9.06 of the General Conditions is nodified to
read as foll ows:

“(c) Not | ater than six (6) nonths before the O osing Date or such
| ater date as may be agreed for this purpose between the Borrower and the
Associ ation, the Borrower shal | prepare and furnish to the Association a
report, of such scope and in such detail as the Association shall
reasonably request, on the execution and initial operation of the Project,
its cost and the benefits derived and to be derived fromit, the perfornmance by the
Borrower and the Association of their respective obligations under the Devel opnent
Credit Agreenent and the acconplishnent of the purposes of the Credit."

Section 1.02. Unless the context otherwi se requires, the several terns defined
in the General Conditions and in the Preanble to this Agreenent have the respective
nmeani ngs therein set forth and the follow ng additional terms have the follow ng
neani ngs:

(a) “AWP" neans Annual Work Programreferred to in paragraph 7 of Schedule 4
of this Agreenent;

(b) “Educati on Managenent | nfornmation Systenf nmeans a system which provides
reliable and systematic information on inputs processes, outputs, and outcones of the
education systemto informdecision makers at all |evels of the education sector;

(c) “Eligible Categories” neans categories (1), (2), (3), (4), (5, (6), (7),

and (8) set forth in the table in Part A1 of Schedule 1 to this Agreenent;



(d) “Eli gi bl e Expenditures” neans the expenditures for works, goods, and
services referred to in Section 2.02 (a) of this Agreenent;

(e) “Lari” neans the lawful currency of the Borrower;
(f) “MbE’ neans the Borrower’s Mnistry of Education;
(9) “NAEC’ neans the Borrower’s National Assessnent and Exam nation Center

established by the Borrower’s MoE as a public legal entity;

(h) “NAEC Agreenent” neans the agreenment to be concl uded between the Borrower
and NAEC pursuant to the provision of paragraph 3 of Schedule 4 of this Agreenent;

(i) “Project Account” neans the account to be opened by the Borrower, for
pur poses of making available its counterpart contribution to the financing of the
Project, in accordance with the provisions of Section 6.01 (b) of this Agreenent;

(j) “PCU’ neans the Project Coordination Unit established under Presidential
Decree No. 547 for purposes of Project nanagenent and referred to in paragraph 4 of
Schedul e 4 of this Agreenent;

(k) “PIP" neans the Project Inplenentation Plan for the carrying out of the
Project prepared and adopted by the Borrower, as the same may be anmended fromtinme to
time with the agreenent of the Association and the plan referred to in paragraph 8 of
Schedul e 4 of this Agreenent;

(1) “Proj ect Managerment Committee” neans the Borrowers’ Project Managenent
Committee established pursuant to Mnisterial Decree No. 632 by the Borrower to
provi de policy guidance and oversight of Project inplenentation and referred to in
paragraph 5 of Schedule 4 of this Agreenent;

( “Proj ect Managenment Report” means each report prepared in accordance with
Section 4.02 of this Agreenent;

(n) “Project Preparation Advance” neans the project preparation advance
granted by the Association to the Borrower pursuant to the letter agreenent signed on
behal f of the Association on July 12, 2000 and on behal f of the Borrower on the sane
dat e;

(o) “Resource Centers” neans resource centers to be established within
sel ected schools to assist teaching staff in the carrying out of their duties;

(p) “School Grant” nmeans the grant for school |earning inprovenent to be made
in accordance with the requirenments and eligibility criteria set forth in the School
Grants Manual (as defined hereinafter);

(q) “School Grants Manual” neans the manual referred to in paragraph 9 of
Schedul e 4 of this Agreenent which provides for the terms and conditions for the
awar di ng of learning inmprovenent grants, the eligibility criteria of the schools that
may benefit from such grants, and nodel contracts;

(r) “Speci al Account” neans the account referred to in Part B of Schedule 1
to this Agreenent; and

(s) “Suppl enental Letter” neans the letter of even date herewith fromthe
Borrower to the Association which sets forth in the nmonitoring and eval uation
indicators for the Project and the Programreferred to in paragraph 1 (a) of Schedul e
4 of this Agreenent.



ARTICLE I
The Credit

Section 2.01. The Association agrees to lend to the Borrower, on the terms and
conditions set forth or referred to in the Development Credit Agreement, an amount in
various currencies equivalent to nineteen million nine hundred thousand Special
Drawing Rights (SDR 19,900,000).

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

(b) Promptly after the Effective Date, the Association shall, on behalf of
the Borrower, withdraw from the Credit Account and pay to itself the amount required
to repay the principal amount of the Project Preparation Advance withdrawn and
outstanding as of such date and to pay all unpaid charges thereon. The unwithdrawn
balance of the authorized amount of the Project Preparation Advance shall thereupon be
canceled.

Section 2.03. The Closing Date shall be June 30, 2005 or such later date as the
Association shall establish. The Association shall promptly notify the Borrower of
such later date.

Section 2.04. (a) The Borrower shall pay to the Association a commitment charge
on the principal amount of the Credit not withdrawn from time to time at a rate to be
set by the Association as of June 30 of each year, but not to exceed the rate of
one-half of one percent (1/2 of 1%) per annum.

(b) The commitment charge shall accrue: (i) from the date sixty (60) days
after the date of this Agreement (the accrual date) to the respective dates on which
amounts shall be withdrawn by the Borrower from the Credit Account or canceled; and
(ii) at the rate set as of the June 30 immediately preceding the accrual date and at
such other rates as may be set from time to time thereafter pursuant to paragraph (a)
above. The rate set as of June 30 in each year shall be applied from the next date in
that year specified in Section 2.06 of this Agreement.

(c) The commitment charge shall be paid: (i) at such places as the
Association shall reasonably request; (ii) without restrictions of any kind imposed
by, or in the territory of, the Borrower; and (iii) in the currency specified in this
Agreement for the purposes of Section 4.02 of the General Conditions or in such other
eligible currency or currencies as may from time to time be designated or selected
pursuant to the provisions of that Section.

Section 2.05. The Borrower shall pay to the Association a service charge at the
rate of three-fourths of one percent (3/4 of 1%) per annum on the principal amount of
the Credit withdrawn and outstanding from time to time.

Section 2.06. Commitment charges and service charges shall be payable
semiannually on April 15 and October 15, in each year.

Section 2.07. (a) Subject to paragraphs (b), (c) and (d) below, the Borrower
shall repay the principal amount of the Credit in semiannual installments payable on
each April 15 and October 15 commencing April 15, 2011 and ending October 15, 2040.
Each installment to and including the installment payable on October 15, 2020 shall be
one percent (1%) of such principal amount, and each installment thereafter shall be
two percent (2%) of such principal amount.

(b) Whenever: (i) the Borrower’s per capita gross national product (GNP),

as



determined by the Association, shall have exceeded for three (3) consecutive years the

level established annually by the Association for determining eligibility to access

the Association’s resources; and (ii) the Bank shall consider the Borrower
creditworthy for Bank |ending, the Association may, subsequent to the review and
approval thereof by the Executive Directors of the Association and after due

consi deration by them of the devel opment of the Borrower’'s econony, nodify the
repaynment of installnents under paragraph (a) above by: (A) requiring the Borrower to
repay tw ce the amount of each such installnent not yet due until the principal anount
of the Credit shall have been repaid; and (B) requiring the Borrower to conmmrence
repayment of the principal anpbunt of the Credit as of the first sem annual paynent
date referred to in paragraph (a) above falling six (6) nonths or nore after the date
on which the Association notifies the Borrower that the events set out in this
paragraph (b) have occurred, provided, however, that there shall be a grace period of
a mnimum of five (5) years on such repaynent of principal

(c) If so requested by the Borrower, the Association may revise the
nodi fication referred to in paragraph (b) above to include, in lieu of sone or all of
the increase in the amounts of such installnments, the payment of interest at an annual
rate agreed with the Association on the principal anpbunt of the Credit withdrawn and
outstanding fromtine to tine, provided that, in the judgnent of the Association, such
revision shall not change the grant el ement obtai ned under the above-nentioned
repayment nodification

(d) If, at any tinme after a nodification of terns pursuant to paragraph (b)
above, the Association deternines that the Borrower’s econom ¢ condition has
deteriorated significantly, the Association may, if so requested by the Borrower,
further nodify the terms of repaynent to conformto the schedule of installnents as
provi ded in paragraph (a) above.

Section 2.08. The currency of the United States is hereby specified for the
pur poses of Section 4.02 of the General Conditions.

ARTI CLE 111
Execution of the Project

Section 3.01. (a) The Borrower declares its commtnent to the objectives of the
Project as set forth in Schedule 2 to this Agreenment, and, to this end, shall carry
out the Project through MoE with due diligence and efficiency and in conformity with
appropriate financial, admnistrative, educational and environnental practices, and
shal | provide, pronptly as needed, the funds, facilities, services and other resources
required for the Project.

(b) Wthout limtation upon the provisions of paragraph (a) of this Section
and except as the Borrower and the Association shall otherw se agree, the Borrower,
t hrough ME, shall carry out the Project in accordance with the |nplenentation Program
set forth in Schedule 4 to this Agreenent.

Section 3.02. Except as the Association 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 Credit shall be governed by the provisions of Schedule 3 to
this Agreenent.

Section 3.03. For the purposes of Section 9.06 of the General Conditions and
without limtation thereto, the Borrower shall

(a) prepare, on the basis of guidelines acceptable to the Association, and
furnish to the Association not later than six (6) nonths before the O osing Date or
such |l ater date as may be agreed for this purpose between the Borrower and the
Associ ation, a plan for the future operation of the Project ; and

(b) afford the Association a reasonable opportunity to exchange views with



the Borrower on said plan.
ARTICLE IV
Financial Covenants

Section 4.01. (a) The Borrower, through MoE, shall cause the PCU to maintain a
financial management system, including records and accounts, and prepare financial
statements in a format acceptable to the Association, adequate to reflect the
operations, resources and expenditures related to the Project.

(b) The Borrower shall:

(@) 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 Association,
consistently applied, by independent auditors acceptable

to the Association;

(i)  furnish to the Association 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 Association shall have reasonably requested; and

(iii) furnish to the Association such other information concerning such
records and accounts, and the audit thereof, and concerning
said auditors, as the Association may from time to time
reasonably request.

(c) For all expenditures with respect to which withdrawals from the Credit
Account were made on the basis of Project Management Reports or statements of
expenditure, the Borrower, through MoE shall cause PCU to:

@) maintain or cause to be maintained, in accordance with paragraph
(a) of this Section, records and separate accounts
reflecting such expenditures;

(i)  retain, until at least one year after the Association has received

the audit report for the fiscal year in which the last
withdrawal from the Credit Account was made, all records
(contracts, orders, invoices, bills, receipts and other

documents) evidencing such expenditures;

(iii) enabl e the Association’s representatives to exam ne such records;
and

(iv) ensure that such records and accounts are included in the annual
audi t 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 Proj ect Managenent Reports or
statenents of expenditure submitted during such fiscal year,
together with the procedures and internal controls i nvolved in

their preparation, can be relied upon to support the related
wi t hdrawal s.

Section 4.02. (a) Wthout limtation upon the provisions of Section 4.01 of this
Agreement, the Borrower, through MoE, shall cause PCU to carry out a time-bound



action plan acceptable to the Association for the strengthening of the financial
management system referred to in paragraph (a) of said Section 4.01 in order to enable
the Borrower, not later than June 30, 2002, or such later date as the Association

shall agree, to prepare quarterly Project Management Reports, acceptable to the
Association, each of which:

(@) (A) sets forth actual sources and applications of funds for the

Project, both cumulatively and for the period covered by said
report, and projected sources and applications of funds for
the Project for the six-month period following the period

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

financed out of the proceeds of the Credit during the period
covered by said report and expenditures proposed to be financed out of the
proceeds of the Credit during the six-month period following the period
covered by said report;

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

(iii) sets forth the status of procurement under the Project and
expenditures under contracts financed out of the proceeds of the
Credit, as at the end of the period covered by said report.

(b) Upon the completion of the action plan referred to in paragraph (a) of
this Section, the Borrower shall prepare, in accordance with guidelines acceptable to
the Association, and furnish to the Association not later than forty-five (45) days
after the end of each calendar quarter a Project Management Report for such period.

ARTICLE V
Remedies of the Association

Section 5.01. Pursuant to Section 6.02 (I) of the General Conditions, the
following additional events are specified:

(@) a situation shall have arisen which shall make it improbable that the
Program, or a significant part thereof, will be carried out; and

(b) the PIP shall have been amended, suspended, abrogated or waived without
the prior consent of the Association.

Section 5.02. Pursuant of Section 7.01 (h) of the general conditions, the
following additional event is specified, namely, that the event specified in paragraph
(b) of Section 5.01 of this Agreement shall occur.

ARTICLE VI
Effective Date; Termination

Section 6.01. The following events are specified as additional conditions to the
effectiveness of the Development Credit Agreement within the meaning of Section 12.01
(b) of the General Conditions:

(@) the Borrower has contracted the auditors referred to in Section 4.01 of
this Agreement in a manner satisfactory to the Association;

(b) the Borrower has provided evidence satisfactory to the Association that
the Borrower has opened in Lari the Project Account in a commercial bank on terms and



conditions satisfactory to the Association and deposited an initial amount of $100,000
equivalent in counterpart funds, and

(c) the Borrower provided evidence satisfactory to the Association that NAEC
has been established.

Section 6.02. The date of ninety (90) days after the date of this Agreement is
hereby specified for the purposes of Section 12.04 of the General Conditions.

ARTICLE VII
Representative of the Borrower; Addresses

Section 7.01. The Minister of Finance of the Borrower is designated as
representative of the Borrower for the purposes of Section 11.03 of the General
Conditions.

Section 7.02. The following addresses are specified for the purposes of Section
11.01 of the General Conditions:

For the Borrower:

Ministry of Finance

70 Irakli Abashidze Str.
380062 Thilisi

Georgia

Telex:
212-348-MOFIN
For the Association:
International Development Association
1818 H Street, N.W.

Washington, D.C. 20433
United States of America

Cable address: Telex: Facsimile:
INDEVAS 248423 (MCI) or (202) 477-6391
Washington, D.C. 64145 (MCI)

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

GEORGIA

By /s/ Tedo Japaridze
Authorized Representative

INTERNATIONAL DEVELOPMENT ASSOCIATION
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proceeds of the Credit,

By /s/ Judy O Connor

W t hdr awal

The table below sets forth the Categories of

SCHEDULE 1

Acting Regional Vice President
Europe and Central Asia

of the Proceeds of the Credit

itens to be financed out of the
the allocation of the ambunts of the Credit to each Category

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

(1)
(2)

(3)

(4)
(5)
(6)
(7

31,

(8)

(9)

(10)

Cat egory
Wor ks

Coods ot her than
t ext books

Consul tant s
services

Tr ai ni ng
Text books
School Grants

Qperating costs
of NAEC

2004

I ncremental operating
costs of the PCU

Ref undi ng of
Project Preparation
Advance

Unal | ocat ed

TOTAL

For the purposes of this Schedul e:

Anount of the
Credit Allocated
(Expressed in
SDR Equi val ent)

870

6, 160,

000
000

4, 840, 000

2,630
200,
645,
840

430,

885,

2,400
19, 900,

000
000
000
000

000

000

000
000

(a) the term“forei gn expenditures”
country other than that of the Borrower for goods or services supplied fromthe

% of
Expendi t ures
to be Financed

84%

100% of foreign
expendi tures

and 100%

(ex-factory cost) of

| ocal expenditures and
80% of | ocal

expendi tures for other
itens procured locally

80%

100%

100%

100%

95% unti| Decenber 31,

80% unti| Decenber 31,
65% unti |

and 50% for the

renmmi ni ng part of

Project inmplenentation

85%

Anpbunt due pursuant to

Section 2.02 of this
Agr eenent

2002
2003
Decenber

nmeans expenditures in the currency of any



territory of any country other than that of the Borrower;

(b) the term“local expenditures” neans expenditures in the currency of the
Borrower or for goods or services supplied fromthe territory of the Borrower;

(c) the term“training” nmeans expenditures incurred by the Borrower in
connection with carrying out training activities under the Project, including trave
costs and per diemfor local trainees and trainers, study tours, workshops,
conferences, and non-degree fell owships; rental of facilities and equi pnent; and
training materials and rel ated supplies;

(d) the term“operating costs of NAEC' neans expenditures incurred by NAEC on
account of Project inplementation in connection with carrying out the National
Assessment and Exami nation System including: non-governnmental staff salaries,
utilities, comunication costs, banking fees, in-country transportation and trave
costs, minor office equipnent and supplies, office security systems, equipnment
mai nt enance, advertisenent costs, audit fees, printing and di ssem nation of the
assessnment tests and exans;

(e) the term“increnental operating costs of the PCU neans expenditures
incurred by the PCU on account of managenent of Project inplenmentation in connection
with carrying out the inplementation of the Project including: comrunication costs
banki ng fees, transportation costs, mnor office equi pnment and supplies, office
security systens, equi pnent maintenance, preparation of tender and other
advertisenments, adninistrative non-governnental PCU staff salaries, in-country trave
of the non-governmental PCU staff, and audit fees

3. Not wi t hst andi ng the provisions of paragraph 1 above, no withdrawal s shall be
made in respect of: (a) payrments made for expenditures prior to the date of this
Agreement; (b) expenditures under category (6) until the Borrower has issued the
School Grant Manual ; and (c) expenditures under category (7) until the NAEC Agreenent
has been issued and has entered into force.

4, The Association may require withdrawals fromthe Credit Account to be nade on
the basis of statenents of expenditure for expenditures for: (a) goods under contracts
costing |l ess than $100, 000 equi val ent each; (b) works under contracts costing |ess

t han $300, 000 equi val ent each; (c) services of consulting firms under contracts
costing |l ess than $50, 000 equi val ent each; (d) services of individual consultants
under contracts costing | ess than $20,000 equival ent each; and (e) training and
grants, all under such terns and conditions as the Association shall specify by notice
to the Borrower.

B. Speci al Account

1. The Borrower shall open and naintain in Dollars a special deposit account in a
bank, on terms and conditions satisfactory to the Association, including appropriate
protection against set-off, seizure and attachment.

2. After the Association has received evidence satisfactory to it that the Specia
Account has been opened, withdrawals fromthe Credit Account of anounts to be
deposited into the Special Account shall be nade as foll ows:

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

(b) upon recei pt by the Association of a Project Managenent Report pursuant
to Section 4.02(b) of this Agreenent, acconpani ed by a request fromthe Borrower for
wi t hdrawal on the basis of Project Managenment Reports, all further withdrawals shal



be made in accordance with the provisions of Annex B to this Schedule 1.

3. Payments out of the Special Account shall be made exclusively for Eligible
Expenditures. For each payment made by the Borrower out of the Special Account, the
Borrower shall, at such time as the Association shall reasonably request, furnish to

the Association such documents and other evidence showing that such payment was made
exclusively for Eligible Expenditures.

4, Notwithstanding the provisions of Part B.2 of this Schedule, the Association
shall not be required to make further deposits into the Special Account:

@) if the Association determines at any time that any Project Management
Report does not adequately provide the information required pursuant to Section 4.02
of this Agreement;

(b) if the Association determines at any time that all further withdrawals
should be made by the Borrower directly from the Credit Account; or

(c) if the Borrower shall have failed to furnish to the Association 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 Association 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 withdrawals
were made on the basis of Project Management Reports.

5. The Association shall not be required to make further deposits into the Special
Account in accordance with the provisions of Part B.2 of this Schedule if, at any

time, the Association shall have notified the Borrower of its intention to suspend in
whole or in part the right of the Borrower to make withdrawals from the Credit Account
pursuant to Section 6.02 of the General Conditions. Upon such notification, the
Association shall determine, in its sole discretion, whether further deposits into the
Special Account may be made and what procedures should be followed for making such
deposits, and shall notify the Borrower of its determination.

6. @) If the Association determines at any time that any payment out of the
Special Account was made for an expenditure which is not an Eligible Expenditure, or
was not justified by the evidence furnished to the Association, the Borrower shall,
promptly upon notice from the Association, provide such additional evidence as the
Association may request, or deposit into the Special Account (or, if the Association
shall so request, refund to the Association) an amount equal to the amount of such
payment. Unless the Association shall otherwise agree, no further deposit by the
Association into the Special Account shall be made until the Borrower has provided
such evidence or made such deposit or refund, as the case may be.

(b) If the Association determines at any time that any amount outstanding in
the Special Account will not be required to cover payments for Eligible Expenditures
during the six-month period following such determination, the Borrower shall, promptly
upon notice from the Association, refund to the Association such outstanding amount.

(c) The Borrower may, upon notice to the Association, refund to the
Association all or any portion of the funds on deposit in the Special Account.

(d) Refunds to the Association made pursuant to sub-paragraphs (a), (b) or
(c) of this paragraph 6 shall be credited to the Credit Account for subsequent
withdrawal or for cancellation in accordance with the provisions of the Development
Credit Agreement.

Annex A to SCHEDULE 1

Operation of Special Account When Withdrawals Are Not
Made On the Basis of Project Management Reports



1. For the purposes of this Annex:

@) The term “Aut hori zed All ocati on” neans an ampunt equival ent to $800, 000
to be withdrawmn fromthe Credit Account and deposited into the Special Account
pursuant to paragraph 2 of this Annex; provided, however, that, unless the Association
shal | otherwi se agree, the Authorized Al location shall be linted to an anount
equi val ent to $500,000 until the aggregate anmpunt of withdrawals fromthe Credit
Account, plus the total amount of all outstanding special commitnments entered into by
the Association pursuant to Section 5.02 of the General Conditions shall equal or
exceed the equival ent of SDR 2,000, 000.

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

(a) For withdrawal s of the Authorized Allocation, the Borrower shall furnish
to the Association a request or requests for deposit into the Special Account of an
amount or anounts which in the aggregate do not exceed the Authorized Allocation. On
the basis of each such request, the Association shall, on behalf of the Borrower,
withdraw fromthe Credit Account and deposit into the Special Account such anount as
the Borrower shall have requested.

(b) For repl eni shnent of the Special Account, the Borrower shall furnish to
the Associ ation requests for deposit into the Special Account at such intervals as the
Associ ation shall specify. Prior to or at the tine of each such request, the Borrower
shall furnish to the Association the docunents and ot her evidence required pursuant to
Part B.3 of Schedule 1 to this Agreement for the paynent or paynents in respect of
whi ch repleni shment is requested. On the basis of each such request, the Association
shall, on behalf of the Borrower, withdraw fromthe Credit Account and deposit into
the Special Account such anmpbunt as the Borrower 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
wi t hdrawn by the Association fromthe Credit Account under one or nore of the Eligible
Cat egori es.

3. The Associ ation shall not be required to nmake further deposits into the Special
Account, once the total unw thdrawn amount of the Credit minus the total anount of all
out standi ng special commitnents entered into by the Associati on pursuant to Section
5.02 of the General Conditions, shall equal the equivalent of twi ce the amount of the
Aut hori zed Al location. Thereafter, w thdrawal fromthe Credit Account of the rensining
unwi t hdrawn anount of the Credit shall follow such procedures as the Association shall
specify by notice to the Borrower. Such further withdrawal s shall be made only after
and to the extent that the Association shall have been satisfied that all such amounts
remai ni ng on deposit in the Special Account as of the date of such notice will be
utilized in making paynents for Eligible Expenditures.

Annex B to SCHEDULE 1

Qperation of Special Account Wien Wthdrawal s Are
Made On the Basis of Project Managenent Reports

1. Except as the Association nmay otherw se specify by notice to the Borrower, all
withdrawal s fromthe Credit Account shall be deposited by the Association into the
Speci al Account in accordance with the provisions of Schedule 1 to this Agreenent.
Each such deposit into the Special Account shall be withdrawn by the Association from
the Credit Account under one or nore of the Special Account’s Eligible Categories.

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

3. Upon recei pt of each application for wthdrawal of an anount of the Credit, the
Associ ation shall, on behalf of the Borrower, withdraw fromthe Credit Account and
deposit into the Special Account an anmount equal to the lesser of: (a) the anpunt so
requested; and (b) the anobunt which the Association has determ ned, based on the



Project Management Report accompanying said application, is required to be deposited
in order to finance Eligible Expenditures during the six-month period following the

date of such report; provided, however, that the amount so deposited, when added to
the amount indicated by said Project Management Report to be remaining in the Special
Account, shall not exceed the equivalent of $2,500,000.

SCHEDULE 2
Description of the Project

The Project constitutes the first phase of the Program which has the objective
of improving the quality and relevance of primary and secondary schools learning
outcomes to better prepare the students to meet the demands of a market economy and a
participatory society through: (i) developing the policy and institutional framework
required for an effective realignment of the primary and general secondary system;
(ii) developing the Borrower’'s capacity to neet those new objectives and nanage its
physi cal, financial and human resources equitably, efficiently and effectively; and
(iii) supporting project inplenentation.

The Project consists of the follow ng parts, subject to such nodifications
thereof as the Borrower and the Association may agree upon fromtime to time to
achi eve such objectives:

Part A Real i gnnent of the Primary and General Secondary System

1. (a) Provision of technical assistance, goods, and training for the devel opnent
of a national curriculumand related attainment targets for primary and general
secondary education; and (b) publication and di sseni nation of national curriculumto
teachers and education stakehol ders.

2. (a) Provision of technical assistance, goods, and training to establish NAEC and
develop its capacity to run a national assessnment and exanination system (b)
publication and di ssem nation of the results of the assessnent; and (c) carrying out

of m nor repairs of NAEC installations and coverage of operating costs of NAEC

3. (a) Provision of technical assistance, goods, and training for the design an
i mpl enentation of training strategi es and devel opnent of training materials for
teachers, nmethodol ogi sts and principals; (b) publication and dissenination of these
training naterials; (c) provision of training and of equi prment, and carrying out of
m nor rehabilitation works in schools where Resource Centers are |ocated; and (d)
provi sion of school |earning inprovenent grants.

4, (a) Provision of technical assistance, goods and training to inprove textbook
quality and carrying out on a pilot basis a textbook rental and monitoring system (b)
publication and dissenination of guidelines and manuals related to textbook witing
and textbook conpetition rules and procedures; (c) provision of sets of selected

text books for rental and supplenentary |earning materials.

Part B: Strengt heni ng Capacity for Policy and Managenent at central and | ocal
| evel

1. Provi sion of technical assistance, goods, and training to staff in the education
sector to develop and inplenent education policies to inprove efficiency and
transparency in the use of financial, human, and physical resources and quality

| ear ni ng.

2. Provi si on of technical assistance, goods, and training for the design and

i mpl enent ati on of an Educational Management Information Systemas well as hardware and
sof tware equi pment to install said system publication and dissem nation of annual
education statistical yearbooks; and carrying out of minor rehabilitation works in

sel ected regional and | ocal-1evel offices where the Educational Managenent |nformation



System will be located.
Part C: Project Management Support

1. Provision of technical assistance, goods and training for PCU, MoE and their
staff for the purposes of Project implementation; financing of the operating costs of
the PCU; and carrying out of rehabilitation works of MoE’s main building (the
"Education Center").

2. Provision of technical assistance, goods and training for the design of and
carrying out of a long-term public awareness campaign on education reform.

* % %
The Project is expected to be completed by December 31, 2004.
SCHEDULE 3

Procurenent and Consultants’ Services

Section I. Procurenent of Goods and Works
Part A Gener al
1. Goods and works shall be procured in accordance with (a) the provisions of

Section | of the “Cuidelines for Procurement under |BRD Loans and I DA Credits”

publ i shed by the Bank in January 1995 and revi sed in January and August 1996,

Sept enber 1997 and January 1999 (the Cuidelines) and the provisions of the foll ow ng
Parts of this Section I.

2. In paragraphs 1.6 and 1.8 of the Guidelines, the references to “Bank nenber
countries” and “nmenber country” shall be deemed to be references, respectively, to
“Participating Countries” and “Participating Country”.

Part B: I nternational Conpetitive Bidding

1. Except as otherwi se provided in Part C of this Section: (a) works estimated to
cost nore than $300, 000 equi val ent per contract, and (b) goods estimated to cost nore
t han $100, 000 equi val ent per contract shall be procured under contracts awarded in
accordance with the provisions of Section Il of the CGuidelines and paragraph 5 of
Appendi x 1 thereto.

2. The follow ng provisions shall apply to works and goods to be procured under
contracts awarded in accordance with the provisions of paragraph 1 of this Part B.

(a) Groupi ng of contracts

To the extent practicable, contracts for goods such as information
technol ogy-rel ated and other office equipnment, printing and di ssem nation costs,
vehicles, office furniture, educational literature an supplenental |earning materials
shal | be grouped in bid packages estimted to cost $100, 000 equival ent or nore each.

(b) Preference for donestically manufactured goods and donestic contractors

The provisions of paragraphs 2.54 and 2.55 of the Quidelines and Appendi x 2
thereto shall apply to goods manufactured in the territory of the Borrower and works
to be carried out by donestic contractors.



Part C: Other Procurement Procedures
1. National Competitive Bidding

@) Works estimated to cost less than $300,000 equivalent per contract, up to
an aggregate amount not to exceed $600,000 equivalent may be procured under contracts
awarded in accordance with the provisions of paragraphs 3.3 and 3.4 of the Guidelines;
and

(b) Goods such as publication, dissemination, and textbooks selected by MoE
in consultation with the Association estimated to cost less than $100,000 equivalent
per contract, up to an aggregate amount not to exceed $1,490,000 equivalent may be
procured under contracts awarded in accordance with the provisions of paragraphs 3.3
and 3.4 of the Guidelines.

2. International or National Shopping
@ International Shopping

Goods estimated to cost less than $100,000 equivalent per contract and
supplemental learning materials, up to an aggregate amount not to exceed $4,170,000
equivalent, may be procured under contracts awarded on the basis of international
shopping procedures; all in accordance with the provisions of paragraphs 3.5 and 3.6
of the Guidelines.

(b) National Shopping

Goods, including textbooks selected by MoE in consultation with the Association,
office equipment and furniture, estimated to cost less than $30,000 equivalent per
contract, up to an aggregate amount not to exceed $435,000 equivalent, may be procured
under contracts awarded on the basis of national shopping procedures; all in
accordance with the provisions of paragraphs 3.5 and 3.6 of the Guidelines.

3. Direct Contracting

@ Textbooks and educational reference literature and media time and space
selected by MoE in consultation with the Association, and

(b) suppl enental learning materials selected by MoE on the basis of schools’
requests and in consultation with the Association under contracts estimated to cost
$3,010, 000 or less in the aggregate may, with the Association's prior agreenent, be
procured in accordance with the provisions of paragraph 3.7 of the Guidelines.

4. Procurenment of Small Wrks

Wrks estimated to cost |ess than $50,000 equival ent per contract, up to an
aggregate ampbunt not to exceed $100, 000 equival ent, may be procured under | unp-sum
fixed-price contracts awarded on the basis of quotations obtained fromthree (3)
qual i fi ed donestic contractors in response to a witten invitation. The invitation
shal | include a detailed description of the works, including basic specifications, the
required conpletion date, a basic form of agreenment acceptable to the Association, and
rel evant draw ngs, where applicable. The award shall be made 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.

5. Community Participation

Goods and works required for Part A 3 of the Project shall be procured in



accordance with procedures acceptable to the Association.
6. Procurement from UN Agencies

Vehicles, information technology, and office and audio visual equipment may in
lieu of shopping procedures be procured from Inter-Agency Procurement Services Offices
(IAPSO) of the United Nations Development Program (UNDP) in accordance with the
provisions of paragraph 3.9 of the Guidelines.

Part D: Review by the Association of Procurement Decisions
1. Procurement Planning

Prior to the issuance of any invitations to prequalify for bidding or 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 Guidelines. Procurement of all goods and works shall
be undertaken in accordance with such procurement plan as shall have been approved by
the Association, and with the provisions of said paragraph 1.

2. Prior Review

@) With respect to: (i) all contracts for works procured in accordance with
Part B.1 above; (ii) all contract for goods procured in accordance with Part B.1
above; (iii) the first contract for works procured in accordance with Part C.1 above;
(iv) the first two contracts for goods procured in accordance with Part C.1 above; (v)
all contracts for goods and textbooks procured in accordance with Part C.3 above; and
(vi) the first two contract for goods procured in accordance with Part C.2 above, the
procedures set forth in paragraphs 2 and 3 of Appendix 1 to the Guidelines shall

apply.

(b) With respect to the contracts procured in accordance with the provisions
of Part C.2 above; estimated to cost the equivalent of $30,000 or more, the following
procedures shall apply:

@) prior to the selection of any supplier under shopping procedures,
the Borrower shall provide to the Association a report on the
comparison and evaluation of quotations received;

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

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

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 Guidelines shall apply.

Section Il.  Employment of Consultants
Part A: General
1 Consul tants’ services shall be procured in accordance with: (a) the provisions

of the Introduction and Section IV of the “Guidelines: Selection and Enpl oyment of
Consul tants by World Bank Borrowers” published by the Association in January 1997 and
revised in Septenber 1997 and January 1999, subject to the nodifications thereto set



forth in paragraph 2 of this Part A (the Consultant Guidelines), and (b) the
provisions of the following Parts of this Section II.

2. In paragraph 1.10 of the Consultant QGuidelines, the references to “Bank nenber
countries” and “menber country” shall be deemed to be references, respectively, to
“Participating Countries” and “Participating Country”.

Part B: Quality- and Cost-based Sel ection

1 Except as otherwi se provided in Part C of this Section, consultants’ services
shal | 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

qual ity- and cost-based sel ection of consultants.

2. The follow ng provisions shall apply to consultants’ services to be procured
under contracts awarded in accordance with the provisions of the precedi ng paragraph.
The short list of consultants for services estimated to cost |ess than $200, 000

equi val ent per contract, may conprise entirely national consultants in accordance with
the provisions of paragraph 2.7 of the Consultant Guidelines.

Part C O her Procedures for the Selection of Consultants
1. Least - cost Sel ection

Services for financial and procurenent audits estinmated to cost |ess than
$200, 000 equi val ent per contract may be procured under contracts awarded in accordance
with the provisions of paragraphs 3.1 and 3.6 of the Consultant Guidelines.

2. Sel ection Based on Consultants’ Qualifications

Services under Part A 2, Part A 4, Part B, and Part C of the Project estinmated
to cost |less than $100, 000 equi val ent per contract up to an aggregate anmount of
$836, 000 may be procured under contracts awarded in accordance with the provisions of
paragraphs 3.1 and 3.7 of the Consultant Cuidelines.

3. Si ngl e Source Sel ection

Services for training, including workshops, conferences, study tours and
fell owshi ps which are estimated to cost |ess than $50, 000 equi val ent per contract up
to an aggregate amount of $3,600,000, may, with the Association's prior agreement, be
procured in accordance with the provisions of paragraphs 3.8 through 3.11 of the
Consul tant Cui del i nes.

4. I ndi vi dual Consultants

Services for tasks that neet the requirenents set forth in paragraph 5.1 of the
Consul tant Cui delines shall be procured under contracts awarded to individual
consultants in accordance with the provisions of paragraphs 5.1 through 5.3 of the
Consul tant Cui del i nes.

Part D Revi ew by the Association of the Selection 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 Guidelines. Selection of all consultants’



services 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

@) With respect to each contract for the employment of consulting firms
estimated to cost the equivalent of $50,000 or more, 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 Guidelines shall apply.

(b) With respect to each contract for the employment of consulting firms
estimated to cost less than $50,000, the short list of consulting firms and the terms
of employment shall be furnished to the Association for its prior review and approval.
The contract shall be awarded only after the said approval shall have been given.

(c) With respect to each contract for the employment of individual
consultants estimated to cost the equivalent of $20,000 or more, the qualifications,
experience, terms of reference and terms of employment of the consultants shall be
furnished to the Association for its prior review and approval. The contract shall be
awarded only after the said approval shall have been given.

(d) With respect to each contract for the employment of individual
consultants estimated to cost less than $20,000, the terms of reference of the
employment of the consultants shall be furnished to the Association for its prior
review and approval. The contract shall be awarded only after the said approval shall
have been given.

(e) With respect to each contract procured in accordance to Part C.3 above,
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 Guidelines shall apply.

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.
SCHEDULE 4
Implementation Program
1. The Borrower, through MoE, shall:

@) maintain policies and procedures adequate to enable it to monitor and
evaluate on an ongoing basis, in accordance with indicators agreed with the
Association set forth in the Supplemental Letter, the carrying out of the Project and
of measures included in the Program and the achievement of the objectives thereof;

(b) prepare, under terms of reference satisfactory to the Association, and
furnish to the Association, on or about October 30, 2002, or such later date as the
Association shall request, a report integrating the results of the monitoring and
evaluation activities performed pursuant to paragraph (a) of this Section, on the
progress achieved in the carrying out of the Project and the Program 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 Program and the achievement of the
objectives thereof during the period following such date;

(c) review with the Association, by December 1, 2002 or such later date as
the Association shall request, the report referred to in paragraph (b) of this
Section, and, thereafter, take all measures required to ensure the efficient



completion of the Project and the Program and the achievement of the objectives
thereof, based on the conclusions and recommendations of the said report and the
Association’s views on the matter;

(d) prepare, under terns of reference satisfactory to the Association, and
furnish to the Association, on or about Cctober 30, 2003, or such |ater date as the
Associ ation shall request, a mid-termreport integrating the results of the nonitoring
and eval uation activities performed pursuant to paragraph (a) of this Section, on the
progress achieved in the carrying out of the Project and of neasures included in the
Program during the period preceding the date of said report and setting out the
neasures recommended to ensure the efficient carrying out of the Project and the
Program and the achi evenment of the objectives thereof during the period follow ng such
dat e;

(e) review with the Association, by Decenber 1, 2003 or such later date as
the Association shall request, the report referred to in paragraph (d) of this
Section, and, thereafter, take all measures required to ensure the efficient
conpletion of the Project, Program and the achi evenent of the objectives thereof,
based on the concl usions and recomrendati ons of the said report and the Association's
views on the matter; and

(f) as part of the md-termreview nentioned in paragraph (d) above, the
Association may require the Borrower to prepare an action plan satisfactory to the
Association, with the adjustnments necessary for the efficient carrying out of the
Project, the Program and the achi evenent of the objectives thereof during the period
followi ng such date. In such event, the Borrower shall not later than thirty (30)
days after the concl usion of each such review, or such |ater date as the Association
shal | request, furnish to the Association said action plan, and shall thereafter carry
out or cause to be carried out, such action plan in accordance with its ternmns.

2. (a) Except as the Borrower and the Association shall otherw se agree, the
Borrower shall provide, through ME, evidence satisfactory to the Association, by no
later than thirty (30) days after the annual budget has been approved by the
Borrower’s Parliament of each year during Project inplenmentation, starting as of
2002, that sufficient resources have been allocated in the Borrower’'s annual budget
to cover all the counterpart funding requirements under this Project for the year in
question, including counterpart funding requirements for NAEC and PCU;

(b) wi thout limtation upon the provisions of Section 3.01 of this Agreenent,
the Borrower shall: (a) maintain throughout the course of Project inplenmentation the
Proj ect Account referred to in Section 6.01 (b) of this Agreement, and shall replenish
said account pronptly before each quarter with sufficient funds to enabl e the Borrower
to nmeet its obligations under Section 3.01 of this Agreement for such period; and (b)
use the amount in said Project Account for financing the Borrower’s contribution to
Proj ect expenditures.

3. (a) For the purposes of carrying out Part A 2 of the Project, the Borrower,

t hrough MbE, shall enter into an agreement with NAEC (the NAEC Agreenent), under terns
and conditions satisfactory to the Association, providing, inter alia, (i) the
transfer of a portion of the Credit proceeds and non-Credit proceeds counterpart funds
to NAEC on a grant basis and the provision of facilities, services and other resources
to NAEC, required to enable NAEC carry out Part A 2 of the Project; and (ii) the
obligation of NAEC to assist MbE in the carrying out of Part A 2 of the Project in
accordance with the terns and conditions set forth in this Agreement and in the PIP,
including the obligation to keep separate records and accounts of operations,

services, and expenditures related to Part A 2 of the Project and to provide to the
Borrower the information necessary to enable the Borrower to conply with its

obl i gations under Sections 4.01 and 4.02 of this Agreenent.

(b) The Borrower, through MdE, shall exercise its rights and carry out its
obligati ons under the NAEC Agreenment in such a manner as to protect the interests of
the Borrower and the Association and to acconplish the purposes of the Credit, and,
except as the Association shall otherw se agree, the Borrower shall not assign,
amend, abrogate, terminate, waive or fail to enforce the NAEC Agreenment or any



provision thereof.

4, The Borrower, through MoE, shall maintain, during the course of Project
implementation, the PCU with the responsibility to assist MoE in the management,
coordination, and monitoring of the Project, with a structure and functions agreed
with the Association, and sufficient staff with qualifications, experience, and terms
of reference agreed with the Association.

5. The Borrower, through MoE shall maintain, during the course of Project
implementation, the Project Management Committee within MoE, to monitor, supervise,
and evaluate the progress of Project implementation, such committee to have a
structure, functions, and membership agreed with the Association.

6. For the purpose of carrying out Part A.3 of the Project, the Borrower, through
MoE, shall by not later than September 30, 2001 establish and thereafter maintain,
during the course of Project implementation Resource Centers.

7. The Borrower, through MoE, shall: (a) prepare by not later than November 5 of
each year throughout the course of Project implementation, an annual working program
(AWP) satisfactory to the Association, setting forth the annual work program for the
implementation of the Project for the following calendar year, which is revised

annually and incorporated into the PIP; and (b) thereafter carry out, or cause to be
carried out, said plan in accordance with its terms.

8. The Borrower, through MoE, shall carry out the Project, or shall cause the
Project to be carried out, in accordance with a Project implementation plan (PIP)
agreed with the Association, said plan to provide key instruments for the execution
and coordination of the Project, including: (a) procurement and financial management
procedures; (b) the School Grant Manual; and (c) the AWP.

9. The Borrower, through MoE, shall carry out Part A.3 of the Project under terms
and conditions satisfactory to the Association and shall award school learning
improvement grants to schools in accordance with a School Grant Manual, such manual to
provide for the terms and conditions for the awarding of learning improvement grants,

the eligibility criteria of the schools that may benefit from such grants, and model
contracts.

10. For the purpose of carrying out Part A.1 of the Project, the Borrower, through
MoE, shall establish by no later than August 31, 2001 a statement of goals for
general education and time allocation by subject and schooling grade, satisfactory to
the Association.



