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Proj ect Agreenent
(Local Devel opnent Pilot Project)
bet ween
| NTERNATI ONAL DEVELOPMENT ASSOCI ATl ON
and

FEDERATI ON OF BOSNI A AND HERZEGOVI NA

Dat ed as of June 3, 1999

CREDI T NUMBER 3191 BOS
PRQIECT AGREEMENT

AGREEMENT, dated as of June 3, 1999 between the | NTERNATI ONAL DEVELOPMENT
ASSCOCI ATI ON (the Associ ation) and the FEDERATION (the Federation).

WHEREAS (A) by the Devel opnent Credit Agreenent of even date herewith between
Bosni a and Herzegovina (the Borrower) and the Association, the Association has agreed
to lend to the Borrower an ampunt in various currencies equivalent to eleven nmillion
one hundred thousand Special Drawi ng Rights (SDR 11, 100,000), on the terns and
conditions set forth in the Devel opnent Credit Agreenent, but only on condition that
the Federation agrees to undertake such obligations toward the Association as are set
forth in this Agreenment; and

(B) by a subsidiary financing and project inplenmentation agreenment to be
entered into anong the Borrower, the Federation and the Federation LDF (the Subsidiary
Fi nanci ng and Project I|nplenentation Agreenent), the Borrower will nake available to
the Federation a portion of the proceeds of the Credit provided for under the
Devel opnent Credit Agreenent and the Federation will nake avail able said portion of
the proceeds of the Credit to the Federation LDF on ternms and conditions set forth in
sai d Subsidiary Financing and Project |nplenentation Agreenent; and

WHEREAS t he Federation in consideration of the Association’s entering into the
Devel opnent Credit Agreement with the Borrower, has agreed to undertake the
obligations set forth in this Agreenent;

NOW THEREFORE t he parties hereto hereby agree as follows:



ARTI CLE |
Definitions

Section 1.01. Unless the context otherw se requires, the several termns defined
in the Devel opment Credit Agreenent, the Preanble to this Agreenent and in the General
Condi tions (as so defined) have the respective neanings therein set forth.

ARTI CLE ||
Execution of Part A of the Project

Section 2.01. (a) The Federation declares its comitnent to the objectives of
the Project as set forth in Schedule 2 to the Devel opment Credit Agreement, and, to
this end, shall cause the Federation LDF to carry out Part A of the Project with due
diligence and efficiency and in confornmity with appropriate admnistrative, financial,
banki ng, environnental and technical practices; and shall provide, or cause to be
provi ded, 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 Association and the Federation shall otherw se agree, the Federation
shal |l cause the Federation LDF to carry out Part A of the Project in accordance with
the Inplementation Programset forth in Schedule 1 to this Agreenent.

Section 2.02. Except as the Association shall otherw se agree, procurenent of
the goods, works and consultants’ services required for Part A of the Project and to
be financed out of the proceeds of the Credit shall be governed by the provisions of
Schedule 2 to this Agreenent.

Section 2.03. The Federation shall exercise its rights under the Federation
Subsi di ary Fi nancing and Project |nplenentation Agreenent in such manner as to protect
the interests of the Federation, the Association and the Federation LDF and to
acconpl i sh the purposes of the Credit, and except as the Association shall otherw se
agree, shall not assign, anend, abrogate or waive the Federation Subsidiary Financing
and Project Inplementation Agreenment or any provision thereof.

Section 2.04. (a) The Federation shall and shall cause the Federation LDF, at
the request of the Association, to exchange views with the Association with regard to
the progress of Part A of the Project, the performance of its obligations under this
Agreenment and under the Subsidiary Financing and Project |nplenentation Agreenment, and
other matters relating to the purposes of the Credit.

(b) The Federation shall and shall cause the Federation LDF to pronptly
informthe Association of any condition which interferes or threatens to interfere
with the progress of the Project, the acconplishment of the purposes of the Credit, or
the performance by the Federation of its obligations under this Agreenent and under
the Subsidiary Financing and Project |nplenmentation Agreenent.

Section 2.05. (a) The Federation shall cause the Federation LDF to carry out the
obligations set forth in Sections 9.03, 9.04, 9.05, 9.06, 9.07 and 9.08 of the Ceneral
Conditions (relating to insurance, use of goods and services, plans and schedul es,
records and reports, maintenance and | and acquisition) in respect of Part A of the
Proj ect .

(b) For the purposes of Section 9.07 of the General Conditions and without
limtation thereto, the Federation LDF shall:

(i) prepare, on the basis of guidelines acceptable to the Associati on,
and furnish to the Association not later than six (6) months after
the dosing Date or such later date as nmay be agreed for this
pur pose between the Association, the Federation and the Federation
LDF a plan for the future operation of Part A of the Project;

(ii) af ford the Association a reasonable opportunity to exchange vi ews
with the Federation and the Federation LDF on said plan; and

(iii) thereafter, carry out said plan with due diligence and efficiency
and 1 n accordance with appropriate practices, taking into account
the Association’s coments thereon.

ARTICLE |11



Fi nanci al Covenants

Section 3.01. (a) The Federation shall cause the Federation LDF to establish and
mai ntain a financial managenent system including records and accounts, and prepare
financial statenents, in a format acceptable to the Association adequate to reflect
the operations, resources and expenditures in connection with the carrying out of the
Proj ect .

(b) The Federation shall cause the Federation LDF to

(i) have its records, accounts and financial statements (bal ance
sheets, statements of incone and expenses and rel ated statenents)

and the records and accounts for the Special Account for each

fiscal year audited, in accordance with appropriate auditing

principles consistently applied, by independent auditors

acceptable to the Association

(ii) furnish to the Association, as soon as available, but in any case
not later than six (6) nmonths after the end of each such year: (A)
certified copies of the financial statenments referred to in

par agraph (a) above for such year as so audited; and (B) the

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 said
records and accounts and financial statements as well as the audit
thereof, as the Association shall fromtinme to time reasonably

request.

Section 3.02. (a) Wthout linmitation upon the provisions of Section 3.01 of this
Agreenment, the Federation shall cause the Federation LDF to carry out a time-bound
action plan acceptable to the Association for the strengthening of the financia
managenent systemreferred to in paragraph (a) of said Section 3.01 in order to enable
the Federation LDF, not |ater than Decenber 31, 1999, or such |ater date as the
Associ ation shall agree, to prepare quarterly Project nanagenent reports, acceptable
to the Association, each of which

(i) (A) sets forth actual sources and applications of funds for the
Project, both curul atively and for the period covered by said
report, and projected sources and applications of funds for the
Project for the six-nmonth period followi ng 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-nonth period follow ng the
period covered by said report;

(ii) (A) describes physical progress in Project inplenmentation, both
cumul atively and for the period covered by said report, and (B)
expl ai ns variances between the actual and previously forecast
i mpl ementation targets; and

(iii) sets forth the status of procurenent under the Project and
expendi tures under contracts financed out of the proceeds of the
Credit, 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 Federation LDF shall prepare, in accordance w th guidelines
acceptable to the Association, and furnish to the Association not |ater that
forty-five (45) days after the end of each cal endar quarter a Project Managenent
Report for such period.

ARTI CLE |V

Ef fective Date; Ternination
Cancel | ati on and Suspensi on

Section 4.01. This Agreenent shall come into force and effect on the date upon
whi ch the Devel opment Credit Agreement becones effective

Section 4.02. (a) This Agreenent and all obligations of the Association and of



the Federation thereunder shall terminate on the earlier of the followi ng two dates:

(i) the date on which the Devel opnent Credit Agreement shall
term nate; or

(ii) a date twenty (20) years after the date of this Agreenent.

(b) If the Devel opnent Credit Agreenent term nates before the date specified
in paragraph (a) (ii) of this Section, the Association shall pronptly notify the
Federation of this event.

Section 4.03. Al the provisions of this Agreenent shall continue in full force
and effect notw thstanding any cancel | ati on or suspension under the Ceneral
Condi ti ons.

ARTI CLE V
M scel | aneous Provi si ons

Section 5.01. Any notice or request required or permtted to be given or nade
under this Agreenent and any agreenent between the parties contenplated by this
Agreement shall be in witing. Such notice or request shall be deemed to have been
duly given or nmade when it shall be delivered by hand or by nmil, telegram cable
telex or radiogramto the party to which it is required or pernitted to be given or
made at such party’'s address hereinafter specified or at such other addresses as such
party shall have designated by notice to the party giving such notice or making such
request. The addresses so specified are:

For the Associ ation:

I nternational Devel opnent Association
1818 H Street, N W

Washi ngton, D.C. 20433

United States of Anmerica

Cabl e address: Tel ex:
| NTBAFRAD 248423 (MCl) or
Washi ngton, D.C 64145 (MCl)

For the Federation:

Federation Mnistry of Finance
Mehnmeda Spahe 5

71000 Saraj evo

Bosni a and Herzegovi na

Facsi m | e address: Facsi m | e nunber:

Federation Mnistry 387 71 203 152
of Fi nance

Section 5.02. Any action required or pernmitted to be taken, and any docunents
required or permitted to be executed, under this Agreenent on behal f of the Federation
or by the Federation on behalf of the Borrower under the Devel opment Credit Agreenent,
may be taken or executed by its Mnister of Finance, or by such other person or
persons as the Federation shall designate in witing, and the Federation shall furnish
to the Association sufficient evidence of the authority and the authenticated speci nen
signature of each such person.

Section 5.03. This Agreenent nmay be executed in several counterparts, each of
whi ch shall be an original, and all collectively but one instrunent.

I'N WTNESS WHEREOF, the parties hereto, acting through their duly authorized
representatives, have caused this Agreenent to be signed in their respective nanmes in
the city of Sarajevo, Bosnia and Herzegovina, as of the day and year first above
witten.

| NTERNATI ONAL DEVELOPMENT ASSOC!I ATl ON



By /s/ Rory O Sullivan
Aut hori zed Representative

FEDERATI ON OF BOSNI A AND HERZEGOVI NA

By /s/ Ivo Andric Luzansk
/sl Ejup Ganic
Aut hori zed Representative
SCHEDULE 1

I mpl emrent ati on Schedul e

1. The Federation LDF shall maintain the Subsidiary Financing and Project
I mpl ement ati on Agreenment and the Operational Cuidelines in formand content
satisfactory to the Association and the Federation, shall duly performall its

obligations under the Subsidiary Financing and Project |nplenmentation Agreenment and
the Operational Guidelines and shall not assign, anend, abrogate or waive the
Subsi di ary Fi nanci ng and Project |nplenentation Agreenment or the Operationa

Gui del i nes wi thout obtaining the prior approval of the Association.

2. The Federation LDF shall

(a) mai ntain policies and procedures adequate to enable it to nonitor and
eval uate on an ongoi ng basis, in accordance with the indicators agreed upon between
the Borrower and the Association, the carrying out of Part A of the Project and the
achi everrent of the objectives thereof;

(b) prepare, under terns of reference satisfactory to the Association, and
furnish to the Association, on February 28 of each year, conmencing on February 28
2000, a report integrating the results of the nonitoring and eval uation activities
perforned pursuant to paragraph (a) of this Section, on the progress achieved in the
carrying out of Part A of the Project during the twelve-nmonth period preceding the
date of said report and setting out the neasures reconmended to ensure the efficient
carrying out of Part A of the Project and the achi evement of the objectives thereof
during the period follow ng such date; and

(c) review with the Association, by March 31 of each year during the
execution of the Project, or such later date as the Association shall request, the
report referred to in subparagraph (b) of this paragraph, and, thereafter, take al
measures required to ensure the efficient conpletion of Part A of the Project and the
achi evenent of the objectives thereof, based on the conclusions and recomendati ons of
the said report and the Association’s views on the matter.

. For the purposes of carrying out Part A 3 of the Project, the Federation LDF
shal I :

(a) relend to the PFls the equival ent of the proceeds of the Credit allocated
fromtine to tine to Category (A) (1) of the table set forth in paragraph 1 of
Schedule 1 to the Devel opment Credit Agreenent under Subsidiary Loan Agreenents to be
entered i nto between the Federation LDF and each such PFlI, under terns and conditions
whi ch shall have been approved by the Association, and which shall include, wthout
limtation, those set forth in the Annex to this Schedul e

(b) nmoni tor the overall execution of Part A 3 of the Project and the carrying
out by the PFls of their obligations under their respective Subsidiary Loan Agreenents
in accordance with policies and procedures satisfactory to the Association;

(c) take or cause to be taken all action necessary or appropriate on its part
to enable the PFls to performin accordance with the provisions of their respective
Subsi diary Loan Agreenents all the obligations of the PFls therein set forth, and not
take or permt to be taken any action which would prevent or interfere with such
per f ormance; and



(d) in respect of paynent of interest or other charges on, or repaynent of
principal, nmade to it by PFls, under the Sub-I|oans

(i) open and thereafter maintain a separate account on its books in
accordance with its financial procedures and on terns and
conditions satisfactory to the Association;

(ii) upon recei pt of each such paynment or repaynent, credit the same to
the said separate account;

(iii) wutilize all anpunts so credited to the said separate account, to
the extent they are not yet required to neet Federation LDF' s
repayment obligations to the Federation under the Subsidiary
Fi nanci ng and Project |nplenmentati on Agreenent, exclusively to
finance its operating costs acceptable to the Association and
ot her Sub-projects in accordance with the terns and conditions of

this Schedule 1 and the Operational Guidelines; and

(iv) prepare and furnish to the Association at regular intervals al
such information, in formand substance satisfactory to the
Associ ation, on the status of said separate account and on the
utilization of the anpbunts credited thereto

(e) exercise its rights under the Subsidiary Loan Agreenents in such nmanner
as to protect the interests of the Association, the Borrower and the Federation and to
acconpl i sh the purposes of the Credit, and, except as the Association shall otherw se
agree, not assign, anmend, abrogate or waive any such Agreenment or any provision
t hereof .

ANNEX TO SCHEDULE 1

Principal Terns and Conditions
of the Subsidiary Loan Agreenents

The principal terns and conditions set forth in this Schedule shall apply for
the purposes of paragraph 4 (a) of Schedule 1 to this Agreenent.

A Ter s

1. The principal amount to be relent out of the proceeds of the Credit to a PF
under its respective Subsidiary Loan Agreenent shall be denomi nated in DEM and be the
equi val ent of the aggregate anpunt of the principal of all Sub-loans nade out of the
proceeds thereof.

2. (a) The Subsidiary Loan shall: (i) be charged quarterly, on the principal anount
thereof withdrawn and out standi ng fromtine to time, interest at a rate equal to the
annual London interbank offered rate for three nonths deposits in Euro in effect the
first day of each cal endar quarter, plus one percent (1% ; not to exceed an interest
rate of four percent (4% ; such interest rate shall be reviewed by the parties
annually; (ii) have a maturity of not nore than ten (10) years; and (iil) be repaid in
respect of interest and principal anmpbunt quarterly.

(b) For the purposes of paragraph (a) above, "Euro" neans the |lawful currency
of the nenber states of the European Union that adopt the single currency in
accordance with the Treaty establishing the European Conmunity, as amended by the
Treaty on European Union

3. The right of a PFl to the use of the proceeds of its respective Subsidiary Loan
shall be: (a) suspended upon failure of such PFl to performany of its obligations
under its respective Subsidiary Loan Agreenent or to continue to be in conpliance with
all legal and regulatory requirements applicable to its operations; and (b) termninated
if such right shall have been suspended pursuant to subparagraph (a) hereof for a
conti nuous period of sixty (60) days.

B. Condi ti ons

1. A Subsidiary Loan Agreenment may be entered into with a PFl, which the Federation
LDF shall have determ ned, and the Association shall have agreed, that such PFI

(a) is duly established and |licensed to operate in the Federation



(b) has a nmanagerial capacity acceptable to the Association

(c) has a sound and bal anced credit risk management program acceptable to the
Associ ati on

(d) is operating pursuant to investnent and | ending policies and procedures
acceptable to the Association, and has undertaken to nmamintain said policies and
procedures; and

(e) is in conpliance with applicable banking agency regul ati ons and
prudential regulations of the Federation.

2. Each respective Subsidiary Loan Agreement shall contain provisions pursuant to
whi ch each respective PFl shall undertake to:

(a) carry out activities under Part A 3 of the Project and conduct its
operations and affairs in accordance with appropriate financial standards and
practices, with qualified management and staff in adequate numbers, and in conformity
with the investnent and | ending policies and procedures referred to in paragraph 1 (c)
hereof, and provide, pronptly as needed, the funds, facilities, services and other
resources required for the purpose;

(b) (i) make Sub-1|oans to Sub-borrowers on the terns and conditions set
forth in the Operational CGuidelines including, without Iimtation
the terns and conditions set forth in the Attachment to this
Annex;

(ii) exercise its rights in relation to each such Sub-l1oan in such
manner as to protect its interests and the interests of the
Borrower, the Federation and the Association, conply with its
obligations under its respective Subsidiary Loan Agreenent and
achi eve the purposes of Part A 3 of the Project;

(iii) not assign, anend, abrogate or waive any of its agreenents
providing for Sub-loans, or any provision thereof, wthout prior
approval of the Federation; and

(iv) apprai se Sub-projects and supervise, nonitor and report on the
carrying out by the Sub-borrowers of Sub-projects, In accordance
with the Operational Cuidelines

(c) maintain, with staff and other resources and under terns of reference,
satisfactory to the Association and the Federation LDF

(i) a credit committee to be responsible for the evaluation and
approval of Sub-loan applications; and

(ii) a technical staff to be responsible for the appraisal and
supervi sion of the carrying out of Sub-projects

(d) (i) exchange views with, and furnish all such information to the
Associ ation or the Federation LDF, as may be reasonably requested
by the Association, the Federation or the Federation LDF, with
regard to the progress of its activities under Part A 3 of the
Project, the performance of its obligations under its respective
Subsi di ary Loan Agreement, and other matters relating to the
purposes of Part A 3 of the Project;

(ii) prepare and subnit to the Federation LDF quarterly reports on
Sub- 1 oan di sbursenents and repaynments, and on the progress nade in
achi eving the objectives outlined in the business plans subnmtted

with the Sub-loan applications; and

(iii) pronptly informthe Association and the Federati on LDF of any
condition which interferes or threatens to interfere with the
progress of its activities under its respective Subsidiary Loan
Agr eenent ;

(e) (i) mai ntain records and accounts adequate to reflect, in accordance
wi th sound accounting practices, its operations and financi al
condi tion; and



(ii) furnish to the Association such information concerning said
records and accounts as the Association shall fromtine to tinme
reasonably request; and

(f) assunme the credit risk of each Sub-I oan.
ATTACHVENT TO THE ANNEX TO SCHEDULE 1
Terms and Conditions of the Sub-Ioans

The provisions of this Attachment shall be for the purposes of paragraph 2 (b)
(i) of Part B of the Annex to this Schedule 1.

1. The princi pal anobunt of each Sub-loan nade out of the proceeds of the Credit
allocated fromtinme to tinme to Category (A) (1) of the table set forth in paragraph 1
of Schedule 1 to the Devel opment Credit Agreenent shall:

(a) be denom nated in KM and be the equivalent in KM (deternined as of the
date or respective dates of withdrawal fromthe Credit Account or paynent out of the
Speci al Account) of the value of the currency or currencies so withdrawn or paid out
on account of the cost of goods and works financed out of such proceeds for Sub-Ioans
under Part A .3 of the Project; and

(b) not exceed the equival ent of KM 2,000,000 and 90% of the investnent cost
related to the Sub-project.

2. Each Sub-1oan shall be:

(a) charged nonthly, on the principal amunt thereof w thdrawn and
outstanding fromtine to tinme, an interest rate deternined by the PFl which shall not
exceed a rate to be agreed between the Federation LDF and the Associ ation;

(b) repaid, in respect of interest on the outstanding principal balance of
the Sub-loan, nonthly, as determ ned by the PFl in accordance with its investment and
| endi ng policies; and

(c) repaid, in respect of the principal balance of the Sub-loan di sbursed and
outstanding, within a period of ten (10) years or |ess.

3. No expenditures for a Sub-project shall be eligible for financing out of the
proceeds of a Sub-Ioan unl ess:

(a) the first Sub-loan made by each PFlI shall have been approved by the
Associ ation and such expenditures shall have been made not earlier than 180 days prior
to the date on which the Association shall have received the application and
information required under paragraph (4) of this Attachment in respect of such
Sub- | oan; or

(b) except as provided under paragraph (a) above, the Sub-1oan for such
Sub- proj ect shall have been a free-limt Sub-loan (as hereinafter defined) for which
the Association shall have authorized withdrawals fromthe Credit Account and such
expendi tures shall have been made not earlier than 180 days prior to the date on which
the Association shall have received the request and information required under
paragraph 4 (b) of this Attachment in respect of such free-linmt Sub-loan. For the
purposes hereof, a free-limt Sub-loan shall be a Sub-loan for a Sub-project to be
made by each respective PFl in an anpbunt to be financed out of the proceeds of the
Credit which shall not exceed the sumdetermned fromtine to tine by the Association
and notified to the Federation LDF and each such respective PFI.

4. (a) When presenting a Sub-loan, other than a free-limt Sub-loan, to the
Associ ation for approval, the PFl shall furnish to the Association, through the
Federation LDF, an application, in a formsatisfactory to the Association, together
wit h:

(i) a description of the Sub-borrower, including the municipal or city
budget, a capital spending plan and bal ance sheet and incone
statement information;

(ii) a muni ci pal or city devel opnent plan, as appropriate;

(iii) the appraisal of the Sub-project, including a financial plan and
cost recovery scheme in respect of the investnment necessary for



the Sub-project and a description of the expenditures proposed to
be financed out of the proceeds of the Credit;

(iv) the econonmic justification of the Sub-project;

(v) in the case of an entity operating a public service, a business
pl an, including a cost recovery plan and recent and projected
financial statements of the Sub-borrower;

(vi) a project inplenentation plan, including the schedule for the
i mpl enentati on of works;

(vii) the proposed terms and conditions of the Sub-loan, including the
schedul e of anortization therefor; and

(viii)any such other information as the Association shall reasonably
request.

(b) Each request for authorization to make withdrawals fromthe Credit
Account in respect of a free-limt Sub-loan shall contain:

(i) a summary description of the Sub-borrower and the Sub-project,
including a description of the expenditures proposed to be
financed out of the proceeds of the Credit; and

(ii) the terns and conditions of the Sub-loan, including the schedule
of anortization therefor.

5. Sub-1 oans shall be nmade to Sub-borrower each shall have established, to the
satisfaction of the PFl making the Sub-loan, on the basis of the Operational
Gui del i nes that:

(a) it is creditworthy based on an anal ysis, undertaken in accordance with
criteria set forth in the Operational Guidelines;

(b) it has a satisfactory financial structure and the organization,
managenent, staff and financial and other sources required for the efficient carrying
out of their operations, including the carrying out of the Sub-project.

(c) it utilizes the proceeds of the Sub-loan in the carrying out of a
Sub- proj ect determ ned by the Federation LDF (in accordance w th appraisal principles
satisfactory to the Association) to be technically, financially and environmental |y
f easi bl e;

(d) it maintains a debt service coverage ratio, calculated in accordance with
the Operational Guidelines; and

(e) its projected financial resources shall be sufficient to enable it to
nmeet the estinmated expenditures required for the carrying out of the Sub-project.

6. Sub-1 oans shall be made for Sub-projects which are each determ ned, on the basis
of an appraisal carried out in accordance with the Operational Guidelines, to be:

(a) technically feasible and economcally and financially viable, based on
criteria set forth in the Operational Guidelines;

(b) for revenue generating Sub-projects, able to generate revenues adequate
to cover the operating and maintenance costs thereof as they are incurred and to
recover in progressive steps over an appropriate period of tinme a reasonable portion
of the capital costs thereof, all as shall be determined and cal cul ated by the PFl in
accordance with the Operational Guidelines; and

(c) in conpliance with environmental standards satisfactory to the
Associ ation and in conpliance with all applicable | aws and regul ati ons of the
Federation relating to health, safety and environmental protection.

7. Sub-1 oans shall be made on terms whereby the PFl naking the Sub-loan shall
obtain, by witten contract or other appropriate means, rights adequate to protect its
interest and those of the Federation LDF, the Federation and the Association,
including the right to:

(a) require the Sub-borrower to carry out the Sub-project with due diligence



and efficiency and in conformty with appropriate technical, econonic, financial and
commercial practices, to maintain adequate records, and to provide, pronptly as
needed, the funds, facilities and other resources required for the purpose;

(b) require that: (i) the works, goods and consultants’ services to be
financed out of the proceeds of the Credit shall be procured in accordance with the
procedures set forth in Schedule 2 to this Agreenent; and (ii) such goods and services
be used exclusively in the carrying out of the Sub-project;

(c) inspect, by itself or jointly with representatives of the Association or
the Federation LDF, if the Association, the Federation or the Federation LDF shall so
request, the goods and the sites, works, plans and construction included in the
Sub- proj ect, the operation thereof, and any rel evant records and docunents;

(d) require that the Sub-borrower shall take out and nmaintain such insurance,
agai nst such risks and in such anmounts, as shall be consistent with sound business
practice, including such insurance to cover hazards incident to the acquisition,
transportation and delivery of goods financed out of the proceeds of the Credit to the
pl ace of use or installation, any indemity thereunder to be nade payable in a
currency freely usable by the Sub-borrower to replace or repair such goods;

(e) carry out and operate the Sub-project in accordance with appropriate
health, safety and environmental standards, satisfactory to the Association;

(f) obtain all such information as the Association, the Federation or the
Federation LDF shall reasonably request relating to the foregoing and to the
adm ni stration, operations and financial condition of the Sub-borrower and to the
benefits to be derived fromthe Sub-project; and

( suspend or termnate the right of the Sub-borrower to the use of the
proceeds of the Credit upon failure by such Sub-borrower to performits obligations
under its contract with the PFI.

SCHEDULE 2
Procurenent and Consultants’ Services
Section |. Procurenent of Goods and Works
Part A Gener al

Goods and works shall be procured in accordance with the provisions of Section |
of the "Quidelines 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 Cuidelines) and the follow ng provisions of Section | of this
Schedul e.

Part B: I nternational Conpetitive Bidding
1. Except as otherwi se provided in Part C of this Section, goods and works shall be
procured under contracts awarded in accordance with the provisions of Section Il of

the Guidelines and paragraph 5 of Appendix 1 thereto.

2. The follow ng provisions shall apply to goods to be procured under contracts
awar ded in accordance with the provisions of paragraph 1 of this Part A

(a) Preference for donestically manufactured goods and donestic contractors

The provisions of paragraphs 2.54 and 2.55 of the Cuidelines and Appendi x 2
thereto shall apply to goods manufactured in the territory of the Borrower.

(b) Notification and Adverti sing
The invitation to prequalify or bid for each contract estimated to cost
$10, 000, 000 equivalent or nore shall be advertised in accordance with the procedures
applicable to large contracts under paragraph 2.8 of the Guidelines.
Part C O her Procurenent Procedures
1. Nati onal Conpetitive Bidding

Works estimated to cost | ess than $500, 000 equi val ent per contract, nmay be



procured under contracts awarded in accordance with the provisions of paragraphs 3.3
and 3.4 of the Quidelines.

2. I nternational Shopping

Goods estimated to cost |ess than $200, 000 equi val ent per contract, may be
procured under contracts awarded on the basis of international shopping procedures in
accordance with the provisions of paragraphs 3.5 and 3.6 of the Cuidelines.

3. Nat i onal Shoppi ng

Goods estimated to cost |ess than $50, 000 equival ent per contract, may be
procured under contracts awarded on the basis of international shopping procedures in
accordance with the provisions of paragraphs 3.5 and 3.6 of the Cuidelines.

4, Procurenent of Small Works

Wrks estimated to cost | ess than $100, 000 equi val ent per contract, nmay be
procured under |unp-sum fixed-price contracts awarded on the basis of quotations
obtai ned fromthree (3) qualified domestic contractors in response to a witten
invitation. The invitation shall include a detailed description of the works,

i ncl udi ng basic specifications, the required conpletion date, a basic form of

agreenent 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
requi red work, and who has the experience and resources to conplete the contract
successful ly.

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

Prior to the issuance of any invitations to prequalify for bidding or to bid for
contracts, the proposed procurenment plan for the Project shall be furnished to the
Associ ation for its review and approval, in accordance with the provisions of
paragraph 1 of Appendix 1 to the Cuidelines. Procurenent of all goods and works shall
be undertaken in accordance with such procurenent plan as shall have been approved by
the Association, and with the provisions of said paragraph 1.

2. Prior Review

Wth respect to: (i) each contract procured pursuant to Part B of this Section
I; and (ii) the first contract procured by each Sub-borrower pursuant to Part C. 1,
C.2, and C. 4 of this Section |, the procedures set forth in paragraphs 2 and 3 of
Appendi x 1 to the CGuidelines shall apply.
3. Post Revi ew

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

Section |1I. Enmpl oynment of Consultants
Part A Gener al

Consul tants’ services shall be procured in accordance with the provisions of the
Introduction and Section IV of the "Quidelines: 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

1. Consul tants’ services shall be procured under contracts awarded i n accordance
with the provisions of Section Il of the Consultant Guidelines, paragraph 3 of

Appendi x 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.

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 under Part A 1 and 2 of the Project,
estimated to cost | ess than $200, 000 equi val ent per contract, nmay conprise entirely
national consultants in accordance with the provisions of paragraph 2.7 of the



Consul t ant Gui del i nes.
Part C: O her Procedures for the Sel ection of Consultants
1. Least-cost Sel ection

Services under Part A. 4 of the Project may be procured under contracts awarded
in accordance with provisions of paragraphs 3.1 and 3.6 of the Consultant GCuidelines.

2. I ndi vi dual Consultants

Services that nmeet the requirenments set forth in paragraph 5.01 of the
Consul t ant CGui del i nes 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 Sel ection of Consultants
1. Sel ection Pl anni ng

Prior to the issuance to consultants of any requests for proposals, the proposed
plan for the selection of consultants under the Project shall be furnished to the
Association for its review and approval, in accordance with the provisions of
paragraph 1 of Appendix 1 to the Consultant Cuidelines. Selection of all consultants’
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

(a) Wth respect to each contract for the enploynent of consulting firns
estimated to cost the equival ent of $100,000 or nore, the procedures set forth in
paragraphs 1, 2 and (other than the third subparagraph of paragraph 2 (a)) and 5 of
Appendi x 1 to the Consultant Guidelines shall apply.

(b) Wth respect to each contract for the enpl oynent of individual
consultants estimated to cost the equival ent of $20,000 or nore, the qualifications,
experience, terns of reference and terns of enploynent 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.

3. Post Revi ew

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

apply.



