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LOAN NUMBER 4413 PH
LOAN AGREEMENT

AGREEMENT, dated Decenber 11, 1998, between | NTERNATI ONAL BANK FOR
RECONSTRUCTI ON AND DEVELOPMENT (the Bank) and LAND BANK OF THE PHI LI PPI NES (the
Bor r ower) .

WHEREAS (A) The Republic of the Philippines (the Guarantor) and the Borrower,
havi ng been satisfied as to the feasibility and priority of the Project described in
Schedule 2 to this Agreenment, have requested the Bank to assist in the financing of
the Project;

(B) by an agreement (the Guarantee Agreenment) of even date herewi th between
the Guarantor and the Bank, the Guarantor has agreed to guarantee the obligations of
the Borrower in respect of the Loan and to undertake such other obligations as set
forth in the Guarantee Agreenent; and

WHEREAS t he Bank has agreed, on the basis, inter alia, of the foregoing, to
extend the Loan to the Borrower upon the terms and conditions set forth in this
Agr eenent ;

NOW THEREFORE t he parties hereto hereby agree as follows:

ARTI CLE |

Ceneral Conditions; Definitions



Section 1.01. The “Ceneral Conditions Applicable to Loan and Guarantee
Agreements for Single Currency Loans” of the Bank, dated May 30, 1995 (as anended
t hrough Decenber 2, 1997), with the nodifications set forth in Schedule 4 to this
Agreement (the Ceneral Conditions) constitute an integral part of this Agreenent.

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
nmeani ngs wherever used in this Agreenent:

(a) “Bangko Sentral ng Pilipinas” neans the GQuarantor’s central bank and any
successor thereto;

(b) “Category” nmeans a category of itens set forth in the table in paragraph
1 of Schedule 1 to this Agreenent;

(c) “CLF I'll Policy Manual” neans the policy manual referred to in paragraph
I.1 of Schedule 5 to this Agreenent;

(d) “CLF I'll Subborrower” nmeans an individual or a legal entity to whom (i)
the Borrower, or (ii) a PFl utilizing the proceeds of a CLF Il Subsidiary Loan,
proposes to make or has nade a CLF |1l Subl oan

(e) “CLF I'll Subloan” neans a | oan nade or proposed to be nade by a PFl or by
the Borrower, as the case may be, to a CLF IIl Subborrower for a CLF Il Subproject;

(f) “CLF I'll Subproject” neans a specific investnent subproject under Part A
of the Project to be carried out by a CLF Il Subborrower utilizing the proceeds of a
CLF I'l'l Subl oan;

(9) “CLF I'll Subsidiary Loan” neans a | oan nmade or proposed to be nmade to a
PFI by the Borrower under Part A of the Project and subject to a CLF Il Subsidiary
Loan Agreenent;

(h) “LBP Charter” neans the charter of the Borrower dated August 8, 1963 as
amended to the date of this Agreenent;

(i) “LBP Institutional Devel opnent Plan” neans the plan referred to in
paragraph 111.1 of Schedule 5 to this Agreenent;

(j) “Mcro-finance Loan Fund” and “MLF " nean the fund to be established by

PCFC, pursuant to paragraph Il1.1(a)(i) of Schedule 5 to this Agreenent, with the
proceeds of the PCFC Loan, to provide, on a whol esal e basis through MFl's, loans to MLF
Subborrowers, in accordance with the provisions of paragraph I1.1 (a) of Schedule 5 to
thi s Agreenent;

(k) “Mcro-finance Institution” and “MFI” nean a retail financial institution
including, inter alia, a rural bank, cooperative rural bank, thrift bank
non- gover nment organi zati on, or cooperative which provides |oans to M.F Subborrowers
utilizing the proceeds of an M.F Subsidiary Loan from PCFC, under Part B of the
Proj ect;

(1) “M.F Policy Manual” neans the policy manual to be adopted by PCFC in
accordance with the provisions of paragraph I1.1 (a) of Schedule 5 to this Agreenent;
(m “M.F Subborrower” neans an individual or a mcro-enterprise to whom an

M-I proposes to make or has nade an M.F Subl oan;

(n) “M.F Subl oan” nmeans a | oan nade or proposed to be nmade to a MLF
Subborrower by an MFl, out of the proceeds of a MF Subsidiary Loan, for the carrying
out of an M.F Subproject;

(o) “M.F Subproject” nmeans a specific investnment project under Part B of the
Project to be carried out by an M.F Subborrower utilizing the proceeds of an MF
Subl oan;

(p) “M.F Subsidiary Loan” neans a | oan nade or proposed to be made by PCFC to



an MFl utilizing the proceeds of the PCFC Loan, under an M.F Subsidiary Loan
Agreenent, in accordance with the provisions of paragraph Il1.1 (d) of Schedule 5 to
this Agreenent;

(q) “Participating Financial Institution” and “PFI” nean a financia
institution including, inter alia, a conmercial bank, rural bank, thrift bank,
i nvest nent house, finance and | easing conpany, or credit cooperative which provides

CLF 11l Subloans to CLF Il Subborrowers under Part A of the Project, utilizing the
proceeds of a CLF IIll Subsidiary Loan fromthe Borrower;
(r) “PCFC’ neans the People’s Credit and Finance Corporation, a financia

institution wholly-owned by the Guarantor, incorporated on Septenber 14, 1995 for the
purpose of providing financial services to support the livelihood and
i ncome-generating activities of the poorer population in the Philippines

(s) “PCFC Loan” neans the loan to be made by the Borrower to PCFC for
purposes of Part B of the Project, pursuant to the provisions of Section 3.02 (b) of
thi s Agreenent;

(t) “PCFC Institutional Devel opnent Plan” neans the plan to be adopted by
PCFC in accordance with the provisions of paragraph I1.2 of Schedule 5 to this
Agr eenent ;

(u) “PCFC Statutes” neans, collectively: (i) Menorandum Order No. 261, dated

February 9, 1995 and Menorandum Order No. 11, dated August 13, 1998, of the President
of the Philippines; (ii) the Articles of Incorporation and By-laws of People’'s Credit
and Fi nance Corporation, registered with the Security and Exchange Conmi ssion of the
Phi | i ppi nes on Septenber 14, 1995; and (iii) Republic Act No. 8425 of July 28, 1997
each as anmended to the date hereof;

(v) “Peso” and “P” nmean the |l awful currency of the Guarantor;

(w) “Third Countryside Loan Fund” and “CLF I11” nean the fund established by
the Borrower pursuant to the provisions of Section 3.02 (a) of this Agreement to
provide, directly or through PFls, short-, nmedium and long-termcredit to CLF |11
Subborrowers under Part A of the Project;

(x) “Speci al Account” neans the account referred to in Section 2.02 (b) of
thi s Agreenent;

(y) “Subborrower” nmeans either a CLF Il Subborrower or an M.F Subborrower,
as the case nay be;

(z) “Subl oan” nmeans either a CLF Il Subloan or an MLF Subl oan as the case
may be;

(aa) “Subproject” neans either a CLF Il Subproject or an MLF Subproject, as

the case may be, to be carried out by a Subborrower utilizing the proceeds of a
Subl oan; and

(bb) “Subsi diary Loan” neans either a CLF |1l Subsidiary Loan or an MF
Subsi di ary Loan, as the case may be
ARTI CLE |
The Loan

Section 2.01. The Bank agrees to lend to the Borrower, on the ternms and
conditions set forth or referred to in the Loan Agreenment, an anount equal to one
hundred fifty mllion dollars ($150, 000, 000).

Section 2.02. (a) The anpunt of the Loan nmay be wi thdrawn fromthe Loan Account
in accordance with the provisions of Schedule 1 to this Agreenent for anounts paid
(or, if the Bank shall so agree, to be paid) by the Borrower on account of wi thdrawals
made by a Subborrower under a Subloan to meet the reasonable cost of goods and
services required for a Subproject in respect of which the withdrawal fromthe Loan
Account is requested.



(b) The Borrower may, for the purposes of the Project, open and nmamintain in
dol |l ars a special deposit account, in a conmercial bank specifically authorized for
thi s purpose by the Bangko Sentral ng Pilipinas, on terns and conditions satisfactory
to the Bank, including appropriate protection against set-off, seizure or attachnent.
Deposits into, and paynments out of, the Special Account shall be made in accordance
with the provisions of Schedule 7 to this Agreenent.

Section 2.03. The Cosing Date shall be June 30, 2005 or such later date as the
Bank shall establish. The Bank shall pronptly notify the Borrower and the Guarantor of
such later date.

Section 2.04. The Borrower shall pay to the Bank a conmitment charge at the rate
of three-fourths of one percent (3/4 of 1% per annumon the principal amunt of the
Loan not withdrawn fromtinme to time.

Section 2.05. (a) The Borrower shall pay interest on the principal amunt of the
Loan withdrawn and outstanding fromtime to time, at a rate for each Interest Period
equal to LIBOR Base Rate plus LIBOR Total Spread.

(b) For the purposes of this Section:

(i) “Interest Period” neans the initial period fromand including the
date of this Agreenent to, but excluding, the first Interest Paynent Date
occurring thereafter, and after the initial period, each period
from and including an Interest Payment Date to, but excluding the
next follow ng Interest Payment Dat e.

(ii) “Interest Paynent Date” neans any date specified in Section 2.06
of this Agr eenent .

(iii) “LIBOR Base Rate” neans, for each Interest Period, the London
i nt er bank offered rate for six-nmonth deposits in dollars for
value the first day of such Interest Period (or, in the case of the
initial Interest Period, for value the I nterest Payment Date occurring
on or next preceding the first day of such Interest Period), as
reasonably determ ned by the Bank and expressed as a per cent age
per annum

(iv) “LI BOR Total Spread” neans, for each Interest Period: (A) one half
of one percent (1/2 of 1%; (B) minus (or plus) the weighted
average margin, for such Interest Period, below (or above) the London
i nterbank offered rates, or other reference rates, for six-nonth
deposits, in respect of the Bank’s outstanding borrowi ngs or
portions thereof allocated by the Bank to fund single currency | oans

or portions thereof nade by it that include the Loan; as reasonably
determ ned by the Bank and expressed as a percentage per annum

(c) The Bank shall notify the Guarantor and the Borrower of LIBOR Base Rate
and LI BOR Total Spread for each Interest Period, pronptly upon the determ nation
t her eof .

(d) Whenever, in light of changes in market practice affecting the
determ nation of the interest rates referred to in this Section 2.05, the Bank
determines that it is in the interest of its borrowers as a whole and of the Bank to
apply a basis for determining the interest rates applicable to the Loan other than as
provided in said Section, the Bank nay nodify the basis for determ ning the interest
rates applicable to the Loan upon not |ess than six (6) nonths’ notice to the
CGuarantor and the Borrower of the new basis. The basis shall beconme effective on the
expiry of the notice period unless the Guarantor or the Borrower notifies the Bank
during said period of its objection thereto, in which case said nodification shall not
apply to the Loan.

Section 2.06. Interest and other charges shall be payabl e June 15 and Decenber
15 in each year.

Section 2.07. The Borrower shall repay the principal anmount of the Loan in



accordance with the anortization schedule set forth in Schedule 3 to this Agreenent.
ARTI CLE 111

Execution of the Project;
Managerment and Operations of the Borrower

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 and conduct its operations and affairs in accordance with sound
financial standards and practices, with qualified management and personnel, and in
accordance with the LBP Charter, the CLF Il Policy Manual and the LBP Institutiona
Devel opnent Pl an

(b) Wthout limtation upon the provisions of paragraph (a) of this Section
and except as the Bank and the Borrower shall otherw se agree, the Borrower shal
carry out the Project in accordance with the |nplenentation Programset forth in
Schedule 5 to this Agreenent.

Section 3.02. The Borrower shall
(a) for purposes of Part A of the Project, out of the proceeds of the Loan

allocated fromtime to tinme to Category (1), establish a Third Countrysi de Loan Fund
on terms and conditions satisfactory to the Bank, to provide:

(i) subsidiary loans to eligible Participating Financial Institutions
for further on-lending to CLF Il Subborrowers; and

(ii) subl oans directly to CLF Il Subborrowers; under terns and
condi tions satisfactory to the Bank, which shall include the
terms and conditions set forth in Section | of Schedule 6 to this
Agreement; provided that, except as the Bank shall otherw se agree
the aggregate anount of all CLF Il Subl oans ext ended by the Borrower
directly to said Subborrowers shall not exceed fifteen

mllion dollars ($15,000,000); and

(b) for purposes of Part B of the Project, make available to PCFC the
proceeds of the Loan allocated fromtime to time to Category 2, under a |oan agreenent
satisfactory to the Bank

Section 3.03. (a) The Borrower undertakes that, unless the Bank shall otherw se
agree, the PCFC Loan, Subsidiary Loans and Subloans will be made in accordance with
the procedures and on the ternms and conditions set forth or referred to in Schedules 5
and 6 to this Agreenent.

(b) The Borrower shall duly performall its obligations under the PCFC Loan,
the CLF Il Subsidiary Loans and, in the event of CLF Ill Subloans made by the
Borrower directly to Subborrowers, the CLF Il Subloans. Except as the Bank shal

ot herwi se agree, the Borrower shall not take or concur in any action which would have
the effect of assigning, anending, abrogating or waiving the PCFC Loan, the CLF 11
Subsi di ary Loans or said CLF Ill Subloans, or any provisions thereof.

Section 3.04. For the purposes of Section 9.08 of the General Conditions and
without limtation thereto, the Borrower shall

(a) prepare, on the basis of guidelines acceptable to the Bank, and furnish
to the Bank not |ater than six (6) nonths after the Closing Date or such |ater date as
may be agreed for this purpose between the Bank and the Borrower, a plan designed to
ensure the continued achi evement of the Project’s objectives; and

(b) afford the Bank a reasonabl e opportunity to exchange views with the
Borrower on said plan.

ARTI CLE IV

Fi nanci al Covenants



Section 4.01. The Borrower shall maintain a financial managenent system
i ncludi ng records and accounts, and prepare financial statenents, all in accordance
with accounting standards acceptable to the Bank, consistently applied, adequate to
reflect its operations and financial condition and to register separately the
operations, resources and expenditures for and in connection with the carrying out of
the Project.

Section 4.02. (a) The Borrower shall

(i) have the records referred to in Section 4.01 of this Agreenent,
its accounts and financial statenents (bal ance sheets, statenents of
i ncome and expenses and rel ated statements) and records and
accounts for the Special Account for each fiscal year audited in
accordance with auditing standards acceptable to t he Bank
consistently applied, by independent auditors acceptable to the
Bank;

(ii) furnish to the Bank, as soon as available but in any case not
| ater than six nmont hs after the end of each such year, (A) certified
copi es of the financial statenents referred to in sub-paragraph (i)
above for such year as so audited, and (B) an opinion on such
statenents and a report of such audit by said auditors, of such
scope and in such detail as the Bank shall have reasonably request ed
and

(iii) furnish to the Bank such other information concerning said
records, accounts and financial statenments and the audit thereof as the
Bank may fromtine to ti me reasonably request.

(b) For all expenditures with respect to which withdrawals fromthe Loan
Account were made on the basis of statenents of expenditure, the Borrower shall

(i) mai ntain, or cause to be maintained, in accordance w th paragraph
(a) of this Section, records and accounts reflecting such expenditures;

(ii) retain, until at |east one year after the Bank has received the
audit report for the fiscal year in which the last withdrawal fromthe
Loan Account was made, all records (contracts, orders
i nvoi ces, bills, receipts and other docunent s) evi denci ng such
expendi tures;

(iii) enable the Bank’s representatives to exanine such records; and

(iv) ensure that such records and accounts are included in the annua

audi t referred to in paragraph (a) of this Section and that the
report of such audit contains a separate opinion by said auditors
as to whether the statements of expendi ture submitted during such fisca
year, together with the procedures and internal controls involved in
their preparation, can be relied upon to support the rel ated

wi t hdr awal s.

Section 4.03. The Borrower shall take such steps satisfactory to the Bank as
shall be necessary to protect itself against risk of loss resulting fromchanges in
the rates of exchange between the currencies (including the currency of the Guarantor)
used in its operations.

Section 4.04. The Borrower shall take all actions within its powers to
di stribute annual dividends on its comon shares only after adequate provisions have
been made in accordance with the LBP Institutional Devel opnent Plan for: (a) taxes
(b) dividends on its preferred shares; (c) possible |loan | osses, determ ned on the
basis of its audited accounts; (d) adjustment to its equity caused by w thin-year
inflation; and (e) retained earnings in an amount equal to at |east one-seventh of
the growmh in its net agrarian and CLF IIl |oan portfolios

Section 4.05. (a) Except as the Bank shall otherw se agree, the Borrower shal
mai ntain the average profitability in real ternms during any consecutive three fisca
years and nmaintain the follow ng financial ratios for each fiscal year comrencing



unl ess otherw se specified, in fiscal year 1999: (i) ratio of risk assets to equity of
not nmore than 10:1; (ii) ratio of net past due loans to equity of not nmore than 33%
commenci ng on January 1, 1999, not nore than 30% conmmencing on July 1, 1999 and not
nore than 25% conmmenci ng on January 1, 2000; and (iii) ratio of liquid assets to short
termliabilities of not |less than 45% provided that of these 45% (x) at |east 36% or
nmore shall consist of liquid assets in category (AA) as defined below, and (y) not
nmore than 2. 25% shall consist of liquid assets in category (CC) as defined bel ow

(b) For purposes of this Section 4.05:

(i) the term*“fiscal year” nmeans the period of twelve consecutive
nonths starting on January 1 and ending on Decenber 31 of each year;

(ii) the term*“risk assets” neans total assets excluding cash
short-term deposits in banks, investment in government securities
and fixed assets used in the course of the Borrower’s
oper ati ons

(iii) the term“equity” neans the sum of total uninpaired paid-up
capital, retained earni ngs and reserves not allocated to cover specific
liabilities such as di vi dends on preferred shares and/ or

comon shares

(iv) the term “net past due |oans” neans (A) |oans deened past due

under regul ations issued by Bangko Sentral ng Pilipinas
fromtime to time or which are nore than three (3) nonths in
arrears, whichever have a shorter period of arrears, mnus (B) tota
provi sions for |oan | osses;

(v) the term“liquid assets” neans assets in the foll owi ng categories:
cat egory (AA) consisting of cash, short termdeposits in banks,
i nterbank call | oans, and government securities with a termof |ess
than one year; category (BB) consi sting of governnent
securities with a termof one year or nore; and category (CO)
consi sting of tradable non-governnent securities and comercia
papers;

(vi) the term“short termliabilities” neans deposits and bills
payabl e, in each case maturing in | ess than one year.

Section 4.06. The provisions of:

(a) Section 4.04 of this Agreenent supersede the provisions of Section 4.05
of the three Loan Agreenents entered into between the Borrower and the Bank for Loan
Nos. 3938-PH, 3939-PH and 3940-PH, all dated Cctober 10, 1995 (Second Rural Finance
Proj ect Loan Agreenents);

(b) Section 4.05 of this Agreenent supersede the provisions of Section 4.06
of the Second Rural Finance Project Loan Agreenments and the provisions of Sections
4.04 and 4.05 of the Loan Agreenment entered into between the Borrower and the Bank for
Loan No. 3356-PH (Rural Finance Project) dated July 11, 1991; and

(c) this Section 4.06 supersede the provisions of Section 4.08 of the Second
Rural Finance Project Loan Agreemnents.

ARTI CLE V
Renedi es of the Bank

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

(a) the LBP Charter shall have been anended, suspended, abrogated, repealed
or waived so as to affect naterially and adversely the operations or the financial
condition of the Borrower or its ability to carry out the Project or to performany of
its obligations under this Agreenent.



(b) The Guarantor or any other authority having jurisdiction shall have taken
any action for the dissolution or disestablishment, or for the suspension of the
operations of PCFC or any PFI or M, and such dissolution, disestablishment or
suspensi on of operations of PCFC or such PFl or MFl, shall materially and adversely
affect the Borrower’s operations or financial condition, or its ability to perform any
of its obligations under this Agreenent, or to carry out the Project or any part
t her eof .

Section 5.02. Pursuant to Section 7.01 (k) of the General Conditions, the
followi ng additional event is specified, nanely any of the events specified in
par agraphs (a) or (b) of Section 5.01 shall occur.

ARTI CLE VI
Ef fective Date; Term nation

Section 6.01. The following event is specified as an additional condition to the
ef fectiveness of the Loan Agreement within the neaning of Section 12.01 (c) of the
CGeneral Conditions, namely that the Board of Directors of the Borrower shall have
adopted the LBP Institutional Devel oprment Plan and the CLF IIl Policy Manual in
accordance with the provisions of, respectively, paragraph Ill.1 and paragraph |.1 of
Schedule 5 to this Agreenent.

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

ARTI CLE VI |
Representative of the Borrower; Addresses

Section 7.01. The President 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 foll owi ng addresses are specified for the purposes of Section
11.01 of the General Conditions:

For the Bank:

I nternational Bank for
Reconstruction and Devel opnent

1818 H Street, N W

Washi ngton, D.C. 20433

United States of Anerica

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

For the Borrower:

Land Bank of the Philippines
317-319 Sen. G| J. Puyat Avenue
Makati, Metro Manila

Republic of the Philippines

Tel ex:

62806 LBP PH
64045 LBP PH

IN WTNESS WHEREOF, the parties hereto, acting through their duly authorized
representati ves, have caused this Agreement to be signed in their respective nanes in
Mani | a, Republic of the Philippines, as of the day and year first above witten.



| NTERNATI ONAL BANK FCR
RECONSTRUCTI ON AND DEVELOPMENT

By /s/ Vinay Bharagava
Aut hori zed Representative

LAND BANK OF THE PHI LI PPI NES

By /s/ Florido P. Casuel a
Aut hori zed Representative

SCHEDULE 1
Wt hdrawal of the Proceeds of the Loan
1. The table below sets forth the Categories of itens to be financed out of the
proceeds of the Loan, the allocation of the amounts of the Loan to each Category and
the percentage of expenditures for itenms so to be financed in each Category:

Anmpunt of the

Loan All ocated % of
(Expressed in Expendi tures
Cat egory Dol | ars) to be Financed
(1) CLF 111 Subl oans under 145, 000, 000 100% of ampunts
Part A of the Project di sbur sed
(2) M_.F Subl oans under 5, 000, 000 100% of amounts
Part B of the Project di sbur sed
TOTAL 150, 000, 000
2. Not wi t hst andi ng the provisions of paragraph 1 above, no withdrawal s shall be
made in respect of:
(a) paynents made of expenditures prior to the date of this Agreenment, except

that withdrawal s in an aggregate ampbunt not exceedi ng $15, 000, 000 may be nmmde on
account of payments nade for expenditures before that date but after July 1, 1998;

(b) a Subl oan unl ess sai d Subl oan has been nmade in accordance with the
procedures and on the ternms and conditions set forth or referred to in Schedule 6 to
this Agreenent; and

(c) an MLF Subl oan made under Part B of the Project, unless: (i) t he
Board of Directors of PCFC shall have approved the PCFC Institutional Devel opment Pl an
and the MLF Policy Manual in accordance with the provisions of paragraphs Il.2 and

I1.1 (b), respectively, of Schedule 5 to this Agreenent; and (ii) the Borrower and
PCFC shal | have executed the PCFC Loan Agreenent pursuant to the provisions of Section
3.02 (b) of this Agreement.

3. The Bank may require withdrawals fromthe Loan Account to be nade on the basis
of statements of expenditure for expenditures for:

(a) Subl oans under Part A of the Project under the free limt CLF III
Subl oans; and

(b) Subl oans under Part B of the Project; all under such terns and conditions
as the Bank shall specify by notice to the Borrower.

SCHEDULE 2



Description of the Project

The objectives of the Project are to: (i) assist the Republic of the Philippines
in financing the devel opment of productive resources and facilities in the rural areas
of the Philippines; and (ii) strengthen the institutional capacity of Land Bank of the
Phi |i ppines and the People’s Credit and Fi nance Corporation as whol esal e provi ders of
financial services in said rural areas

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

Part A Third Countrysi de Loan Fund

Fi nanci ng of specific investnent projects through the provision of short-,
medi um and long-termloans to individuals and private enterprises in the rura
sector.

Part B: M cro-finance Loan Fund

Fi nanci ng of specific small scale investnment projects through the provision of

smal | loans to individuals and micro-enterprises.
Part C Institutional Devel opnent
1. Carrying out of a program of institutional devel opnent to enhance the capacity

of Land Bank of the Philippines to sustain its wholesale activities and to expand its
I endi ng outreach in the rural areas, including inmproving its portfolio quality,
upgradi ng the know edge and skills of its staff, continuing the nobilization of
fundi ng resources, and building up its capital.

2. Carrying out of a program of institutional devel opnent to enhance the capacity
of People’s Credit and Fi nance Corporation to provide, through mcro-finance
institutions, financial services to the poorer population in the Philippines
including building up its equity base, upgrading its staff through recruitnent and
training, and inmproving its operating efficiency.
* %k k%
The Project is expected to be conpleted by Decenmber 31, 2004
SCHEDULE 3
Anortization Schedul e

Paynment of Principa

Dat e Paynent Due (expressed in Dollars) *
June 15, 2004 3, 180, 000
Decenber 15, 2004 3, 275, 000
June 15, 2005 3, 370, 000
Decenber 15, 2005 3,470, 000
June 15, 2006 3, 575, 000
Decenber 15, 2006 3, 680, 000
June 15, 2007 3, 785, 000
Decenber 15, 2007 3, 900, 000
June 15, 2008 4,015, 000
Decenber 15, 2008 4,130, 000
June 15, 2009 4, 250, 000
Decenber 15, 2009 4,380, 000
June 15, 2010 4,505, 000
Decenber 15, 2010 4,640, 000
June 15, 2011 4,775, 000
Decenber 15, 2011 4,915, 000
June 15, 2012 5, 060, 000

Decenber

15, 2012

5, 210, 000



June 15, 2013 5, 365, 000

Decenber 15, 2013 5, 520, 000
June 15, 2014 5, 685, 000
Decenber 15, 2014 5, 850, 000
June 15, 2015 6, 025, 000
Decenber 15, 2015 6, 200, 000
June 15, 2016 6, 385, 000
Decenber 15, 2016 6, 570, 000
June 15, 2017 6, 765, 000
Decenber 15, 2017 6, 965, 000
June 15, 2018 7,170, 000
Decenber 15, 2018 7, 385, 000
* The figures in this colum represent the anount in dollars to be repaid, except

as provided in Section 4.04 (d) of the General Conditions.
SCHEDULE 4
Modi fi cations of CGeneral Conditions

For the purposes of this Agreenent, the provisions of the General Conditions are
nmodi fied as foll ows:

The words “the Bank may, by notice to the Borrower and the Guarantor, terninate
the right of the Borrower to nake withdrawals with respect to such amount. Upon the
giving of such notice, such amount of the Loan shall be canceled” set forth at the end
of Section 6.03 are deleted and the following is substituted therefor:

“or (g) by the date specified in paragraph 1.3 (c) of Schedule 6 to the

Loan Agreement, the Bank shall, in respect of any portion of the Loan: (i)
have received no applications or requests under sub-paragraphs (a) or (b) of
said paragraph 1.3; or (ii) have denied any such applications or requests, the Bank
may, by notice to the Borrower and the Guarantor, term nate the right of the Borrower
to submit such applications or requests or to nake withdrawals fromthe Loan Account,
as the case may be, with respect to such anount or portion of the Loan. Upon the

gi ving of such notice, such amount or portion of the Loan shal | be canceled.”

SCHEDULE 5
I mpl enent ati on Program
Third Countrysi de Loan Fund
For purposes of Section 3.02 (a) of the Loan Agreenent:

1. The Borrower shall establish, maintain and operate the Third Countrysi de Loan
Fund on a sound conmmercial and financial basis, and in accordance with a CLF ||

Policy Manual, satisfactory to the Bank, which manual shall set forth, inter alia: (i)
accreditation criteria for Participating Financial Institutions; (ii) eligibility
criteria for CLF I'll Subl oans, including the mninmumcontribution fromthe PFI’'s own
resources and the mnimmequity required fromthe CLF IIl Subborrower in regard to
each CLF Il Subproject; (iii) terns and conditions of CLF Il Subl oans, including
inter alia those set forth in Part | of Schedule 6 to this Agreenent; (iv) standards
for appraising CLF Il Subprojects, their econonic, technical and financial viability
and sustainability; (v) principles and guidelines for environmental protection and
conmpliance with Philippine environnental |aws and regul ations; and (vi) principles and
gui del i nes regardi ng the acquisition of |and and conpensation therefor, including

evi dence of negotiated purchase agreenents

2. The Borrower shall: (a) use the proceeds fromthe repaynent of the principal of
CLF 11l Subsidiary Loans and of CLF Ill Subl oans nade directly to CLF |1

Subborrowers, for further relending to PFls through the Third Countryside Loan Fund;
and (b) retain as part of said Fund net profits accruing from such Subsidiary Loans
and Subl oans, all in accordance with the provisions of the CLF Il Policy Manual

3. The Borrower shall not nodify any provision of the CLF Il Policy Manual wi thout



the prior concurrence of the Bank.

4, The Borrower shall enter into CLF Il Subsidiary Loan Agreenents on terns and
conditions satisfactory to the Bank with the accredited PFlIs. Said CLF Ill Subsidiary
Loan Agreenents shall provide, inter alia, that:

(a) each PFlI shall conduct its operations and affairs in accordance with
sound financial standards and practices, with qualified nanagenent and personnel, and
in accordance with its respective charter, and shall carry out its activities under

Part A of the Project in accordance with the provisions of the CLF Il Policy Manual

(b) each PFlI shall use the proceeds of its CLF Il Subsidiary Loan to nake
CLF 11l Subloans to CLF Il Subborrowers under terms and conditions satisfactory to
the Borrower and the Bank, which shall include the terns and conditions set forth in

Section | of Schedule 6 to this Agreenent;

(c) each PFlI shall exercise its rights under the CLF Il Subloans and in
relation to the CLF |1l Subprojects in such manner as to: (i) protect the interests of
the Bank, the Borrower, and the PFl; (ii) conply with its respective obligations under
its CLF Ill Subsidiary Loan Agreenent; and (iii) achieve the purposes of the Project;

(d) each PFlI shall duly performits obligations under (i) its Subsidiary Loan
Agreement with the Borrower and (ii) its respective CLF IIl Subloan Agreements wth
the CLF Il Subborrowers and, except as the Bank and the Borrower shall otherw se
agree, shall not assign, anend, abrogate or waive said Subsidiary Loan Agreenent or
said CLF Il Subl oan Agreenents, or any provisions thereof;

(e) each PFlI shall furnish to the Bank and the Borrower all such information
that the Bank and the Borrower shall reasonably request concerning the expenditures
under its CLF |1l Subsidiary Loan and the CLF Il Subborrowers and Subprojects; to
this end, the PFI shall (i) maintain procedures and records adequate to nonitor and
record the progress of the CLF Il Subprojects, including their costs and the benefits
to be derived therefrom and (ii) establish and maintain a financial nmanagenent
system including records and accounts, and prepare financial statements, all in
accordance with accounting standards acceptable to the Bank and the Borrower,
consistently applied, adequate to reflect its operations and financial condition and
to register separately the operations, resources and expenditures for and in
connection with the carrying out of its activities under Part A of the Project;

(f) each PFI shall have the records referred to in paragraph 1.4 (e) above
and its respective accounts and financial statements (bal ance sheets, statenents of
i ncome and expenses and rel ated statenments) for each fiscal year audited in accordance
with sound auditing principles consistently applied, by independent auditors
acceptable to the Bank and the Borrower, and shall furnish to the Borrower and to the
Bank, if the Bank shall so request, as soon as available certified copies of such
financial statements for such year as so audited in a format acceptable to the
Borrower and the Bank; and

(9) each PFlI shall pronptly informthe Borrower of any condition which
interferes or threatens to interfere with the progress of Part A of the Project, the
acconpl i shment of the purposes of its CLF Ill Subsidiary Loan and CLF |1l Subl oans, or
the performance of said PFl of its respective obligations under the CLF I|Il Subsidiary
Loan Agreenent.

5. The Borrower shall exercise its rights in relation to each CLF Il Subproject so
as to protect the interests of the Bank, the Guarantor, the Borrower and the rel evant
PFI .

6. If at any time the Borrower deternines that a PFl ceases to neet the
accreditation criteria set forth in the CLF Il Policy Manual, the Borrower shall: (a)
pronptly cancel the uncommitted portion of the relevant CLF |II| Subsidiary Loan; (b)

take all actions necessary to protect the interests of the Borrower and the Bank in
relation to the conmitted portion of said Subsidiary Loan; and (c) notify the Bank of
all actions taken pursuant to sub-paragraphs (a) and (b) of this paragraph I.6.

7. In the event the Borrower elects to make CLF Il Subloans directly to CLF |1
Subborrowers in accordance with the provisions of Section 3.02 (a)(ii) of the Loan



Agreement, the Borrower shall enter into a | oan agreenent with each such Subborrower,
on terms and conditions satisfactory to the Bank, including inter alia, the terms and
conditions set forth in Section | of Schedule 6 to this Agreenent.

8. The Borrower shall nmaintain its Environmental Unit nanaged and staffed with
conpetent and experienced personnel, in adequate nunmber, and with sufficient resources
to assist Participating Financial Institutions and CLF |1l Subborrowers under Part A
of the Project, and PCFC, the MFls and M.F Subborrowers under Part B of the Project,
in: (i) reviewing the environnental effects, if any, of each CLF Il Subproject or MF
Subproject, as the case may be; (ii) reviewing, or preparing as the case may be, the
envi ronmental inmpact assessnents as may be required; and (iii) preparing and

subm tting applications for the necessary environnmental clearances fromthe
Guarantor’s environnental agencies.

. M cro-finance Loan Fund; PCFC Institutional Devel opnent
For purposes of Section 3.02 (b) of the Loan Agreenent:

1. The Borrower shall enter into a | oan agreenent with PCFC on terns and conditions
satisfactory to the Bank which shall include, inter alia, the foll ow ng:

(a) PCFC shall: (i) establish out of the proceeds of the PCFC Loan a
M cro-finance Loan Fund on terms and conditions acceptable to the Bank and the
Borrower, to provide subsidiary |loans to participating nmicro-finance institutions for
further on-lending to MLF Subborrowers; and (ii) maintain and operate the M.F on a
sound conmercial and financial basis, and in accordance with an M.F Policy Mnual
satisfactory to the Bank and the Borrower, which manual shall set forth, inter alia:
(A) accreditation criteria for Mcro-finance Institutions; (B) eligibility criteria
for M.F Subl oans, including the mninmmcontribution fromthe MFlI’'s own resources and
the minimumequity required fromthe MF Subborrower in regard to each M.F Subproject;
(C© terms and conditions of M.F Subloans, including, inter alia, those set forth in
Section Il of Schedule 6 to this Agreenent; (D) standards for appraising MF
Subproj ects, their economc, technical and financial viability and sustainability; and
(E) guidelines for environmental protection and conpliance w th Philippine
environmental |aws and regul ati ons.

(b) PCFC shall not nodify any provision of the MLF Policy Manual wi thout the
prior concurrence of the Bank and the Borrower.

(c) PCFC shall: (i) use the proceeds fromthe repaynent of the principal of
M.F Subsidiary Loans for further relending to Mrls under the M.F; and (ii) retain as
part of the MF net profits accruing fromsuch Subsidiary Loans, in accordance wth
the provisions of the M.F Policy Manual .

(d) PCFC shall enter into MLF Subsidiary Loan Agreenents satisfactory to the
Borrower and the Bank with the accredited MFls. Said MF Subsidiary Loan Agreenents
shall provide, inter alia, that:

(i) each MFI shall conduct its operations and affairs in accordance
with sound financial standards and practices, with qualified
managenent and personnel, and in accordance with its respective charter,
and shall carry out its activities under Part B of the Project
in accordance with the provisions of the MLF Policy Manual;

(ii) each MFI shall use the proceeds of its MF Subsidiary Loan to nake
M.F Subl oans to M.F Subborrowers under terms and conditions
satisfactory to PCFC, the Borrower and the Bank, which shall include
the terms and conditions set forth in Section Il of Schedule 6 to

thi s Agreenent;

(iii) each MFI shall exercise its rights under the M.F Subl oans and in

relation to the MLF Subprojects in such manner as to protect the
i nterests of the Bank, the Borrower, PCFC, and the M-l; conply with
its respective obligations under the MLF Subsidiary Loan Agreenent; and

achi eve the purposes of the Project;

(iv) each MFlI shall duly performits obligations under (A) its



Subsi di ary Loan Agreement with PCFC and (B) its respective MF

Subl oan Agreenents with the MF Subborrowers and, except as the Borrower
and PCFC shall otherw se agree, shall not assign, anend, abrogate or
wai ve said Subsidiary Loan Agreenent or said M.F Subl oan Agreenents, or

any provisions thereof;

(v) each MFI shall furnish to PCFC, and to the Borrower and the Bank

if the Borrower or the Bank shall so request, all such
informati on that PCFC, or the Borrower or the Bank, as the case may
be, shall reasonably request concerning the expenditures under the
M.F Subsidiary Loan and the M.F Subborrowers and Subprojects; to this
end, the MFl shall: (A) maintain procedures and records adequate to
noni tor and record the progress of the M.F Subprojects, including their

costs and the benefits to be derived therefrom and (B) establish and
mai ntain a financial managenent system including records and accounts, and

prepare financial statements, all in accordance with accounting standards
acceptable to PCFC and the Borrower, consistently applied,
adequate to reflect its operations and financial condition and to
regi ster separately the operations, resources and expenditures
for and in connection with the carrying out of its activities

under Part B of the Project;

(vi) each MFI shall have the records referred to in clause (v) above

and its respective accounts and financial statenents (bal ance
sheets, statenents of i ncome and expenses and rel ated statenents)

for each fiscal year audited in accordance with sound auditing
principles consistently applied, by independent auditors acceptabl e
to PCFC and the Borrower, and shall furnish to PCFC and to t he Borrower,
if the Borrower shall so request, as soon as available certified copi es

of such financial statenents for such year as so audited in a format
acceptable to PCFC and the Borrower; and

(vii) each MFI shall pronptly inform PCFC and the Borrower, if the

Borrower shall so request, of any condition which interferes or
threatens to interfere with the progress of Part B of the Project, the
acconpl i shment of the purposes of the M.F Subsi diary Loan and M.F
Subl oans, or the performance of said MFl of its respective

obl i gations under the M.F Subsidiary Loan Agreenent.

(e) PCFC shal |l exercise its rights in relation to each MLF Subproject so as
to protect the interests of the Bank, the Guarantor, the Borrower and PCFC

(f) PCFC shall duly performits obligations under the PCFC Loan and each M.F
Subsi di ary Loan and, except as the Borrower and the Bank shall otherw se agree, shal
not take or concur in any action which would have the effect of assigning, anmending
abrogating or waiving the PCFC Loan or any MF Subsidiary Loans, or any provisions
t her eof .

(9) If at any time PCFC determ nes that an MFlI no | onger neets the
accreditation criteria set forth in the M.F Policy Manual, PCFC shall: (i) pronptly
cancel the uncommitted portion of the relevant M.F Subsidiary Loan; (ii) take al
actions necessary to protect the interests of PCFC and the Borrower in relation to the
comitted portion of said Subsidiary Loan; and (iii) notify the Borrower and the Bank
of all actions taken pursuant to clauses (i) and (ii) of this paragraph 1.1 (g).

(h) PCFC shall not use the proceeds of the MLF to extend Subl oans directly to
M_.F Subborrowers

(i) PCFC shal |

(i) mai ntain a financial nanagement system including records and
accounts, and prepare financial statements, all in accordance with
accounting standards acceptable to the Borrower and the Bank,
consistently applied, adequate to reflect its operations and
financial condition and to register separately the operations
resources and expenditures for and in connection with the carrying
out of Part B of the Project;



(ii) have the records referred to in clause (i) of this paragraph Il1.1
(i), its accounts and financial statenments (bal ance sheets,
statenents of inconme and expenses and rel ated statements) for each
fiscal year audited in accordance with auditing standards
acceptable to the Borrower and the Bank, consistently appl i ed, by
i ndependent auditors acceptable to the Borrower and the Bank;

(iii) furnish to the Borrower and to the Bank, if the Bank shall so

request, as soon as available but in any case not |ater than six
nmont hs after the end of each such year, (A) certified copies of the
financial statements referred to in clause (ii) of this
paragraph I1.1 (i) for such year as so audited, and (B) an opi ni on on

such statements and a report of such audit by said auditors, of
such scope and in such detail as the Borrower and the Bank shall have
reasonably requested; and

(iv) furnish to the Borrower and to the Bank, if the Bank shall so

request, such other infornation concerning said records, accounts
and financial statenents and the audit thereof as the Borrower and the
Bank may fromtime to tinme request.

(j) PCFC undertakes, with the assistance of LBP's Environnent Unit, to ensure

that M.F Subprojects eligible for financing fromthe proceeds of the MF shall have
obtained all environnental clearances and pernits as may be required under Philippine
environmental |aws and regul ati ons.

2. The Borrower shall ensure that PCFC shall:

(a) carry out Part C 2 of the Project in accordance with an institutional
devel opnment plan satisfactory to the Bank and the Borrower;

(b) di stribute annual dividends on PCFC s commpn shares only after adequate
provi sions have been nade in accordance with the PCFC Institutional Devel opment Pl an
for: (i) taxes; (ii) dividends on its preferred shares; (iii) possible |oan |osses
determ ned on the basis of PCFC s audited accounts; (iv) adjustnent to PCFC s equity
caused by within-year inflation; and (v) in the event that its ratio of risk assets to
equity is higher than 6:1, retained earnings in an anpbunt equal to at least fifteen
percent (15% of the growh of its |oan portfolio;

(c) except as the Bank and the Borrower shall otherw se agree, maintain the
following financial ratios for each fiscal year commencing in fiscal year 1999: (i)
ratio of risk assets to equity of not nore than 7:1; (ii) ratio of net past due |oans
to equity of not nore than 15% and (iii) ratio of liquid assets to short term
liabilities of not |less than 25% For purposes of this paragraph I1.2 (c): (A the
term*“fiscal year” neans the period of twelve consecutive cal endar nonths starting on
April 1 and ending on March 31 of each year; (B) the term*“risk assets” neans
total assets excluding cash, short-termdeposits in banks, investment in government
securities and fixed assets used in the course of PCFC s operations; (C) the term
“equity” neans the sum of total uninpaired paid-up capital, retained earnings and
reserves not allocated to cover specific liabilities, including dividends on preferred
and conmmon shares; (D) the term “net past due |oans” neans (AA) |oans deened past
due under regul ations issued by Bangko Sentral ng Pilipinas fromtime to time or which
are nore than three (3) nmonths in arrears, whichever have a shorter period of arrears,
mnus (BB) total provisions for |loan |losses; (E) the term*“liquid assets” neans cash,
short termdeposits in banks, interbank call |oans and government securities; and (F)
the term"short termliabilities” nmeans deposits and bills payable, in each case
maturing in |l ess than one year; and (d) (i) carry out the training under Part C.2 of
the Project in accordance with a program satisfactory to the Borrower and the Bank; to
that end (ii) furnish an annual training programto the Borrower and the Bank for
review and comments by Novenber 30 of each year commencing in 1999 for the inmediately
succeedi ng year; and (iii) thereafter inplenment such training progranms in a manner
satisfactory to the Borrower and the Bank, taking into consideration the views of the
Borrower and the Bank thereon.

3. The Borrower shall cause PCFC to:



(a) mai ntai n policies and procedures adequate to enable PCFC to nonitor and
eval uate on an ongoi ng basis, in accordance with indicators satisfactory to the
Borrower and the Bank, the carrying out of Parts B and C.2 of the Project and the
achi evement of the objectives thereof;

(b) prepare under terns of reference satisfactory to the Borrower and the
Bank quarterly reports integrating the results of the nonitoring and eval uati on
activities performed pursuant to the provisions of sub-paragraph (a) above and provide
such reports to the Borrower and the Bank on February 28, My 31, August 31, and
Novenmber 30 of each year, for the precedi ng cal endar quarter, comrencing on May 31
1999; provided that reports on Part C. 2 of the Project shall be furnished on a
sem -annual basis on February 28 and August 31 of each year, for the preceding
cal endar senester, comrenci ng on August 31, 1999; and

(c) prepare on the basis of guidelines acceptable to the Borrower and the
Bank and furnish to the Borrower and the Bank not later than six (6) nonths after the
Closing Date or such later date as may be agreed by the Bank, a plan for the continued
achi evemrent of the objectives of Parts B and C. 2 of the Project, and exchange vi ews
with the Borrower and the Bank on said plan

Il LBP Institutional Devel opnment

1. The Borrower shall carry out Part C. 1 of the Project in accordance with an
institutional devel opnent plan satisfactory to the Bank.
2. The Borrower shall

(a) carry out the training under Part C 1 of the Project in accordance with a

program satisfactory to the Bank; and to that end

(b) furnish an annual training programto the Bank for its review and
coments, by Novenmber 30 of each year commencing in 1998 for the inmmediately
succeedi ng year; and

(c) thereafter, inplenment such training prograns in a nmanner satisfactory to
t he Bank,
taking into consideration the views of the Bank thereon.
I V. Monitoring and Reporting
1. The Borrower shall
(a) mai ntai n policies and procedures adequate to enable it to nonitor and

eval uate on an ongoi ng basis, in accordance with indicators satisfactory to the Bank
the carrying out of the Project in general, and of Parts A and C.1 of the Project in
particular, and the achi evenrent of the objectives thereof;

(b) prepare under terns of reference satisfactory to the Bank, and furnish to
the Bank a quarterly report on February 28, May 31, August 31 and Novenber 30 of each
year, commrencing on May 31, 1999, provided that reports in respect Part C 1 of the
Proj ect shall be furnished on a seni-annual basis on March 15 and Septenber 15 of each
year, commencing on Septenber 15, 1999, integrating the results of the nonitoring and
eval uation activities performed pursuant to the provisions of paragraph IV.1 (a)
above, on the progress achieved in the carrying out of the Project, or part thereof as
the case may be, during the precedi ng cal endar quarter or senester, and setting out
neasures recommended to ensure the efficient carrying out of the Project and the
achi evenmrent of the objectives thereof during the period follow ng such date; and

(c) prepare, under terns of reference satisfactory to the Bank, and furnish
to the Bank by March 31, 2001 a mid-termreport integrating the results of the
nmonitoring and eval uation activities performed pursuant to the provisions of paragraph
I11.1 (a) above, on the progress achieved in the carrying out of the Project during
the period preceding such date and setting out neasures recommended to ensure the
efficient carrying out of the Project and the achievenent of the objectives thereof
during the period follow ng such date; and

(d) review with the Bank on such date as the Bank shall request each report



referred to in paragraphs IV.1 (b) and (c) above, and thereafter, take all measures
required to ensure the efficient conpletion of the Project and the achi evenent of the
obj ectives thereof, based on the conclusions and recomendati ons of said report and
the Bank’s views on the natter.

SCHEDULE 6
Procedures for and Terns and Conditions
of CLF Ill Subl oans and M.F Subl oans

l. Procedures, Terns and conditions of CLF III Subl oans
1. Except as the Bank shall otherw se agree, CLF Ill Subloans shall be nade in
accordance with the procedures and on the terns and conditions set forth in the CLF
Il Policy Manual which shall include the follow ng:

(a) subprojects in agricultural and rural industries, including fisheries
agro-industries and agricultural service enterprises are eligible for financing under
the CLF Ill, provided that they are deened technically feasible, financially viable,

environnmental ly sound and, in the case of subprojects costing nore than $1, 000, 000
equi val ent, neeting a mninum econonic rate of return established fromtime to tinme by
the Borrower and satisfactory to the Bank.

(b) the aggregate of all subloans to any single Subborrower under CLF Ill and
the countryside | oan funds established by the Borrower under the Rural Finance Project
and the Second Rural Finance Project with the Bank, shall not exceed five percent (5%
of the Borrower’s equity.

(c) the principal anbunt of a CLF Il Subloan nmay be in Pesos or Dollars
provi ded that Subloans in Dollars shall only be nmade avail able to Subborrowers who
(i) have revenues earned in or tied to foreign exchange, and (ii) are deenmed to have
the capability to manage foreign exchange risks.

(d) the principal anbunt of a CLF Il Subloan shall not exceed seventy-five
percent (75% of the total costs of the Subproject.

(e) the interest rate on a CLF Il Subloan shall be freely negotiated between
the PFl and the Subborrower and shall take into consideration the PFl’'s cost of funds
operating costs and credit risk.

(f) the termof a CLF Il Subloan shall be based on the Subproject cash flow
and the Subborrower’s overall repaynent capability, but in no event shall exceed
fifteen (15) years

2. No expenditures for goods or services required for a CLF Il Subproject shall be
eligible for financing out of the proceeds of the Loan unl ess:

(a) the CLF Il Subloan for such Subproject shall have been approved by the
Bank and such expenditures shall have been nade not earlier than one hundred twenty
(120) days prior to the date on which the Bank shall have received the application and
information required under paragraph 1.3 (a) of this Schedule in respect of such
Subl oan; or

(b) the CLF 11l Subloan for such Subproject shall have been a free-limt
Subl oan for which the Bank has authorized wi thdrawals fromthe Loan Account and such
expendi tures shall have been made not earlier than one hundred twenty (120) days prior
to the date on which the Bank shall have received the request and information required
under paragraph |.3 (b) of this Schedule in respect of such free-limt Subloan. For
the purposes of this Agreenment, a free-linmt CLF Ill Subloan shall be a Subloan for a
CLF II'l Subproject in an amobunt to be financed out of the proceeds of the Loan which
shal | not exceed the sum of $5, 000,000 equival ent, when added to all other free-limt
Subl oans to the same Subborrower financed or proposed to be financed out of the
proceeds of the Loan, the foregoing anounts being subject to change fromtime to tine
as determ ned by the Bank.

3. (a) When presenting a Subloan (other than a free-limt Subloan) to the Bank
for approval, the Borrower shall furnish to the Bank an application, in form



satisfactory to the Bank, together with: (i) a description of the Subborrower and an
apprai sal of the Subbproject, including a description of the expenditures proposed to
be financed out of the proceeds of the Loan; (ii) the proposed ternms and conditions of
the Subl oan, including the schedule of anortization of the Subloan; and (iii) such
other informati on as the Bank shall reasonably request.

(b) Each request by the Borrower for authorization to nake withdrawals from
the Loan Account in respect of a free-limt Subloan shall contain (i) a sumrary
description of the Subborrower and the Subproject, including a description of the
expendi tures proposed to be financed out of the proceeds of the Loan, and (ii) the
terms and conditions of the Subl oan.

(c) Applications and requests nade pursuant to the provisions of
subparagraphs (a) and (b) of this paragraph |.3 shall be presented to the Bank on or
bef ore June 30, 2004

4, CLF II'l Subl oans shall be nade on terns whereby the PFl shall obtain, by witten
contract with the Subborrower or by other appropriate |egal neans, rights adequate to
protect the interests of the Bank, the Borrower and the PFI including the right to:

(a) require the CLF Il Subborrower to carry out and operate the Subproject
with due diligence and efficiency and in accordance with sound technical, financial
manageri al and environmental standards and practices, and to maintain adequate
records;

(b) require that: (i) the goods and works to be financed out of the proceeds
of the CLF Ill Subloan shall be used exclusively in the carrying out of the
Subproject; and (ii) shall be procured in accordance with the provisions of Schedule 8
to this Agreenent.

(c) require that the Subproject conply with the environnental |aws, rules and
regulations in force in the Republic of the Philippines, including the preparation and
submi ssi on of environmental inpact statenents where required and obtaining all
necessary environmental clearances fromthe Guarantor’s environnmental agencies.

(d) i nspect, by itself or jointly with representatives of the Borrower or of
the Bank if the Borrower or the Bank shall so request, such goods and the sites
wor ks, plants and construction included in the Subproject, the operation thereof, and
any relevant records and docunents;

(e) require that: (i) the Subborrower shall take out and maintain with
responsi bl e i nsurers such insurance, against such risks and in such anmounts, as shal
be consistent with sound business practice; and (ii) w thout any limtation upon the
foregoi ng, such insurance shall cover hazards incident to the acquisition,
transportation and delivery of goods financed out of the proceeds of the CLF Il
Subl oan to the place of use or installation, any indemity thereunder to be made
payable in a currency freely usable by the Subborrower to replace or repair such
goods;

(f) obtain all such information as the Bank or the Borrower shall reasonably
request relating to the foregoing and to the adm nistration, operations and financi al
condition of the Subborrower and to the benefits to be derived fromthe Subproject;
and

(9) suspend or termnate the right of the Subborrower to the use of the
proceeds of the CLF Il Subloan upon failure by such Subborrower to performits
obligations under its contract with the PFI

. Procedures, Terms and Conditions for MF Subl oans

1. Except as the Bank shall otherw se agree, M.F Subl oans shall be nade in
accordance with the procedures and on the terns and conditions set forth in the MF
Pol i cy Manual which shall include the foll ow ng:

(a) mcro-enterprise activities such as trading, handicraft, snall

manuf act uri ng, backyard ani mal production, food processing and production of
vegetabl es and fruits, excluding production of rice and corn, are eligible for



financi ng under the M.F, provided that they are deemed technically feasible,
financially viable and environmental |y sound.

(b) the principal anpbunt of an M.F Subl oan shall be in Pesos and shall not
exceed seventy-five percent (75% of the total costs of the Subproject.

(c) the interest rate on an MLF Subl oan shall be freely negoti ated between
the MFI and the Subborrower and shall take into consideration the MFI's cost of funds
operating costs and credit risk.

(d) the termof an M.F Subl oan shall be based on the Subproject cash flow and
the Subborrower’s overall repaynment capability, but in no event shall exceed three (3)
years.

2. M.F Subl oans shall be nmade on terns whereby the MFI shall obtain, by witten
contract with the Subborrower or by other appropriate |egal neans, rights adequate to
protect the interests of PCFC and the M-l including the right to

(a) require the MLF Subborrower to carry out and operate the Subproject with
due diligence and efficiency and in accordance with sound technical, financial
manageri al and environmental standards and practices, and to maintain adequate
records;

(b) require that: (i) the goods and works to be financed out of the proceeds
of the M.F Subl oan shall be used exclusively in the carrying out of the Subproject;
and (ii) shall be purchased at a reasonable price, account being taken al so of other
rel evant factors such as tine of delivery and efficiency and reliability of the goods
and availability of maintenance facilities and spare parts therefor;

(c) require that the Subproject conply with applicable environnmental |aws,
rules and regulations in force in the Republic of the Philippines;

(d) i nspect, by itself or jointly with representatives of PCFC or the Bank
if PCFC or the Bank shall so request, such goods and the sites and construction
included in the Subproject, the operation thereof, and any rel evant records and
docunents;

(e) obtain all such information as the Bank or PCFC shall reasonably request
relating to the foregoing and to the adm nistration, operations and financi al
condition of the Subborrower and to the benefits to be derived fromthe Subproject;
and

(f) suspend or termnate the right of the Subborrower to the use of the
proceeds of the MF Subl oan upon failure by such Subborrower to performits
obligations under its contract with the MI.

SCHEDULE 7
Speci al Account
1. For the purposes of this Schedul e:

(a) the term*“eligible Categories” neans Categories (1) and (2) set forth in
the table in paragraph 1 of Schedule 1 to this Agreenent;

(b) the term“eligible expenditures” neans expenditures in respect of the
reasonabl e cost of goods and services required for SubProjects and to be financed out
of the proceeds of the Loan allocated fromtine to time to the eligible Categories in
accordance with the provisions of Schedule 1 to this Agreement, provided, however,
that notwi thstanding the provisions of paragraph |.2 (b) of Schedule 6 to this
Agreenent, payments for expenditures to be financed out of the proceeds of free-limt
Subl oans nay be nade out of the Special Account before the Bank shall have authorized
wi thdrawal s fromthe Loan Account in respect thereof. Such expenditures, however
shall qualify as eligible expenditures only if the Bank shall subsequently authorize
such withdrawal s; and

(c) the term “Authorized Allocation” neans an amount equivalent to



$10, 000, 000 to be withdrawn fromthe Loan Account and deposited into the Special
Account pursuant to paragraph 3 (a) of this Schedul e, provided, however, that unless
the Bank shall otherw se agree, the Authorized Allocation shall be limted to an
anount equi val ent to $7, 000,000 until the aggregate amount of withdrawals fromthe
Loan Account plus the total anpunt of all outstanding special commitments entered into
by the Bank pursuant to Section 5.02 of the General Conditions shall be equal to or
exceed the equival ent of $30, 000, 000.

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

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

(a) For withdrawal s of the Authorized Allocation, the Borrower shall furnish
to the Bank a request or requests for deposit into the Special Account of an amount or
amount s whi ch do not exceed the aggregate anmount of the Authorized Allocation. On the
basi s of such request or requests, the Bank shall, on behalf of the Borrower, withdraw
fromthe Loan Account and deposit into the Special Account such anmount or anobunts as
the Borrower shall have requested.

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

(ii) Prior to or at the tine of each such request, the Borrower shall
furnish to t he Bank the docunments and ot her evidence required pursuant
to paragraph 4 of this Schedul e for the payment or paynments in respect
of which replenishment is requested. On the basis of each such request,
the Bank shall, on behalf of the Borrower, wi thdraw fromthe Loan Account
and deposit into the Special Account such ampbunt 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. Al such deposits shall be wi thdrawn by the
Bank from the Loan Account under the respective eligible Categories, and in
the respective equival ent anmounts, as shall have been justified by said
docunents and ot her evidence.

4, For each paynent nade by the Borrower out of the Special Account, the Borrower
shal |, at such time as the Bank shall reasonably request, furnish to the Bank such
docurents and ot her evi dence showi ng that such paynment was nade excl usively for

el i gi bl e expendi tures.

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

(a) if, at any tine, the Bank shall have determined that all further
wi t hdrawal s shoul d be made by the Borrower directly fromthe Loan Account in
accordance with the provisions of Article V of the General Conditions and paragraph
(a) of Section 2.02 of this Agreenent;

(b) if the Borrower shall have failed to furnish to the Bank, 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 Bank pursuant to said Section in respect of
the audit of the records and accounts for the Special Account;

(c) if, at any tine, the Bank shall have notified the Borrower of its
intention to suspend in whole or in part the right of the Borrower to make wi thdrawal s
fromthe Loan Account pursuant to the provisions of Section 6.02 of the General
Condi tions; or

(d) once the total unw thdrawn anmount of the Loan allocated to the eligible
Categories, mnus the total amount of all outstanding special conmtments entered into
by the Bank pursuant to Section 5.02 of the General Conditions with respect to the
Project, shall equal the equivalent of twi ce the anbunt of the Authorized Allocation.
Thereafter, wi thdrawal fromthe Loan Account of the remnaining unw thdrawn anount of



the Loan allocated to the eligible Categories shall follow such procedures as the Bank
shal | specify by notice to the Borrower. Such further withdrawals shall be nade only
after and to the extent that the Bank shall have been satisfied that all such anounts
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.

6. (a) If the Bank shall have determined at any tine that any paynent out of the
Speci al Account: (i) was nmade for an expenditure or in an anount not eligible pursuant
to paragraph 2 of this Schedule; or (ii) was not justified by the evidence furnished
to the Bank, the Borrower shall, pronptly upon notice fromthe Bank: (A) provide such
addi tional evidence as the Bank may request; or (B) deposit into the Special Account
(or, if the Bank shall so request, refund to the Bank) an ampbunt equal to the anount

of such paynment or the portion thereof not so eligible or justified. Unless the Bank
shal | otherwi se agree, no further deposit by the Bank into the Special Account shal

be made until the Borrower has provided such evidence or nade such deposit or refund
as the case nay be.

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

Bank such outstandi ng anount.

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

(d) Refunds to the Bank nade pursuant to paragraphs 6 (a), (b) and (c) of
this Schedul e shall be credited to the Loan Account for subsequent withdrawal or for
cancellation in accordance with the rel evant provisions of this Agreenent, including
the General Conditions

SCHEDULE 8
Pr ocur enent
Part A Gener a
Goods and works shall be procured in accordance with the provisions of Section
of the "CQuidelines for Procurenent under |IBRD Loans and | DA Credits” published by the

Bank in January 1995 and revised in January and August 1996 and in Septenber 1997 (the
Gui delines) and the followi ng provisions of this Schedul e.

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

the CGuidelines and paragraph 5 of Appendix 1 thereto.

2. The follow ng provision shall apply to goods to be procured under contracts
awarded in accordance with the provisions of paragraph 1 of this Part B: Preference
for domestically manufactured goods: the provisions of paragraphs 2.54 and 2.55 of the
Gui del i nes and Appendi x 2 thereto shall apply to goods nanufactured in the territory
of the Philippines.

Part C O her procurenent procedures:

1. Limted International Bidding Goods which the Bank agrees can only be purchased
froma limted nunmber of suppliers, regardl ess of the cost thereof, may be procured
under contracts awarded in accordance with the provisions of paragraph 3.2 of the

Gui del i nes

2. Direct Contracting Goods needed for nobdernization or expansi on Subprojects which
nmust be purchased fromthe original supplier to be conpatible with existing equipnent
or are of a proprietary nature, may, with the Bank's prior agreement, be procured in
accordance with the provisions of paragraph 3.7 of the Cuidelines

3. Goods and works estimated to cost |ess than $5,000,000 equival ent per contract,
shall be procured at a reasonable price, account being taken al so of other relevant



factors such as tine of delivery and efficiency and reliability of the goods and
availability of maintenance facilities and spare parts therefor;

Part D Revi ew by the Bank of Procurenent Decisions
1. Prior Review

Wth respect to each contract estimated to cost the equival ent of $5,000,000 or
nmore, the procedures set forth in paragraphs 2 and 3 of Appendix 1 to the Cuidelines
shal | apply.
2. Post Revi ew

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



