Public Disclosure Authorized

Public Disclosure Authorized

CONFCRMED COPY

LOAN NUMBER 4444 CHA

Proj ect Agreenent

(Cont ai ner Transport Project)

bet ween

| NTERNATI ONAL BANK FOR RECONSTRUCTI ON
AND DEVELCOPMENT

and

HEBEI PROVI NCE
I NNER MONGOLI A AUTONOMOUS REG ON
ZHEJ1 ANG PROVI NCE
and

TIANJIN MUNI Cl PALI TY

Dat ed Septenber 2, 1999

LOAN NUMBER 4444 CHA
PROIECT AGREEMENT

AGREEMENT, dated Septenber 2, 1999, between | NTERNATI ONAL BANK FOR
RECONSTRUCTI ON AND DEVELOPMENT (the Bank) and HEBEI PROVI NCE (Hebei),
I NNER MONGOLI A AUTONOMOUS REA ON (| nner Mongolia), ZHEJI ANG PROVI NCE
(Zhejiang), and TIANJIN MUNI Cl PALITY (Tianjin) (Hebei, Inner Mongoli a,
Zhejiang and Tianjin hereinafter collectively referred to as the Project
Provinces, and individually as a Project Province).

WHEREAS (A) by the Loan Agreenent of even date herew th between
Peopl e’ s Republic of China (the Borrower) and the Bank, the Bank has
agreed to nake available to the Borrower an anpbunt equal to seventy one
mllion Dollars ($71,000,000), on the terns and conditions set forth in
the Loan Agreenent, but only on condition that the Project Provinces
agree to undertake such obligations toward the Bank as are set forth in
this Agreenent;

WHEREAS t he Project Provinces, in consideration of the Bank’s
entering into the Loan Agreenent with the Borrower, have 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
terms defined in the Loan Agreenent, the Preanble to this Agreement and
the General Conditions (as so defined) have the respective meani ngs
therein set forth.

ARTI CLE 1|
Execution of the Project

Section 2.01. (a) Each Project Province declares its coimmtnent to
the objectives of the Project as set forth in Schedule 2 to the Loan
Agreement, and, to this end, shall carry out its Respective Part of the
Project with due diligence and efficiency and in conformty with
appropriate adm ni strative, financial, engineering and econonic practices
and environmental standards, and shall provide, or cause to be provided,
promptly as needed, the funds, facilities, services and other resources
required for its Respective Part of the Project.

(b) Wthout limtation upon the provisions of paragraph (a) of
this Section and except as the Bank and the rel evant Project Province
shal |l otherw se agree, said Project Province shall carry out its
Respective Part of the Project in accordance with the |nplenmentation
Program set forth in Schedule 2 to this Agreenent.

Section 2.02. Except as the Bank shall otherw se agree, procurenent
of the goods, works and consultants’ services required for the Project
and to be financed out of the proceeds of the Loan shall be governed by
the provisions of Schedule 1 to this Agreenent.

Section 2.03. (a) Each Project Province shall carry out, or cause
to be carried out, the obligations set forth in Sections 9.04, 9.05,
9.06, 9.07, 9.08 and 9.09 of the General Conditions (relating to
i nsurance, use of goods and services, plans and schedul es, records and
reports, maintenance and | and acquisition, respectively) in respect of
this Agreement and its Respective Part of the Project.

(b) For the purposes of Section 9.08 of the General Conditions
and without limtation thereto, each Project Province shall:

(i) prepare, on the basis of guidelines acceptable to the
Bank, and furnish to the Bank not later than six (6)
mont hs after the Closing Date or such later date
as may be agreed for this purpose between the Bank and sai d Project
Provi nce, a plan for the future operation of its
Respective Part of the Project; and

(ii) afford the Bank a reasonabl e opportunity to exchange
views with said Project Provi nce on said plan.

Section 2.04. (a) Each Project Province shall, at the request of
the Bank, exchange views with the Bank with regard to the progress of its
Respective Part of the Project, the performance of its obligations under
this Agreement and other matters relating to the purposes of the Loan.

(b) Each Project Province shall pronptly informthe Bank of any
condition which interferes or threatens to interfere with the progress of
its Respective Part of the Project, the acconplishment of the purposes of



Loan, or the performance by said Project Province of its obligations
under this Agreenent.

ARTICLE 111
Fi nanci al and O her Covenants

Section 3.01. (a) Each Project Province shall naintain, or cause to
be mai ntai ned, records and accounts adequate to reflect in accordance
with sound accounting practices, the operations, resources and
expenditures in respect of its Respective Part of the Project of the
departmments or agencies of such Project Province responsible for carrying
out its Respective Part of the Project or any part thereof.

(b) Each Project Province shall
(i) have the records and accounts referred to in
paragraph (a) of this Section for each fiscal

year audited, in accordance with appropriate auditing principles
consistently applied, by independent auditors acceptable to
t he Bank;

(ii) furnish to the Bank as soon as available, but in any
case not later than six (6) months after the end of
each such year, the report of such audit by said
audi tors, of such scope and in such detail as the Bank shall have
reasonabl y request ed; and

(iii) furnish to the Bank such other information concerning

said records and accounts and the audit
thereof, as the Bank shall fromtime to time reasonably
request .

Section 3.02. Upon each | CD comencing operations, the rel evant
Project Province shall take all actions necessary to nake customns
cl earance services available at such |CD.

ARTI CLE IV

Ef fective Date; Term nation;
Cancel | ati on and Suspensi on

Section 4.01. This Agreenent shall conme into force and effect on
the date upon which the Loan Agreement becones effective.

Section 4.02. This Agreenent and all obligations of the Bank and of
each Project Province thereunder shall termi nate on the date on which the
Loan Agreenent shall terminate in accordance with its terns, and the Bank
shall pronptly notify said Project Province thereof.

Section 4.03. Al the provisions of this Agreement shall continue
in full force and effect notw thstandi ng any cancell ati on or suspension
under the General Conditions.

ARTI CLE V
M scel | aneous Provi si ons

Section 5.01. Any notice or request required or permtted to be
gi ven or made under this Agreenent and any agreenent between the parties



contenpl ated by this Agreenent shall be in witing. Such notice or
request shall be deened to have been duly given or made when it shall be
delivered by hand or by mail, telegram cable, telex or radiogramto the
party to which it is required or permtted to be given or made at such
party’s address hereinafter specified or at such other address as such
party shall have designated by notice to the party giving such notice or
maki ng such request. The addresses so specified are:

For the Bank:

International Bank for
Reconstruction and Devel opnment

1818 H Street, NW

Washi ngt on, DC 20433

United States of Anerica

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

For Hebei Province:

Peopl e’ s Governnment of Hebei Province
No. 10 Weiming Street

Shi jiazhuang 050053

Peopl e’ s Republic of China

For I nner Mngolia Autononbus Region:

Peopl e’ s Governnent of | nner Mngolia Aut ononobus Regi on
No. 1 Xin Hua Street

Huhhot 010055

Peopl e’ s Republic of China

For Zhejiang Province:

Peopl e’ s Governnment of Zhejiang Province
No. 1 Sheng Fu Road

Hangzhou 310025

Peopl e’ s Republic of China

For Tianjin Minicipality:

Peopl e’ s Governnent of Tianjin Miunicipality
No. 167 Dagu Road

Heping District

Ti anjin 300040

Peopl e’ s Republic of China

Section 5.02. Any action required or pernmtted to be taken, and any
docurment required or permitted to be executed, under this Agreenent on
behal f of Hebei, Inner Mngolia or Zhejiang may be taken or executed by a
Vi ce Governor of such Project Province, and on behalf of Tianjin, by the
Mayor or a Vice Mayor of said Municipality or such other person or
persons as said Vice Governor or Mayor or Vice Mayor, as the case may be,
shal|l designate in witing, and each Project Province shall furnish to
the Bank 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 which shall be an original, and all collectively
but one instrument.



I'N WTNESS WHERECF, the parties hereto, acting through their duly
aut hori zed representatives, have caused this Agreenment to be signed in
their respective nanes in Beijing, People’ s Republic of China, as of the
day and year first above witten.

I NTERNATI ONAL BANK FOR
RECONSTRUCTI ON AND DEVEL OPMENT

By /s/ Yukon Huang
Aut hori zed Representative

HEBEI PROVI NCE

By /s/ Zhu Guangyao
Aut hori zed Representative

I NNER MONGOLI A AUTONOMOUS REG ON

By /s/ Zhu Guangyao
Aut hori zed Representative

ZHEJ1 ANG PROVI NCE

By /s/ Zhu Guangyao
Aut hori zed Representative
TIANJIN MUNI Cl PALI TY

By /s/ Zhhu Guangyao
Aut hori zed Representative

SCHEDULE 1

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

Goods and works shall be procured in accordance with the provisions
of Section | of the “Cuidelines for Procurement under |BRD Loans and | DA
Credits” published by the Bank in January 1995 and revised in January and
August 1996, Septenber 1997 and January 1999 (the Guidelines) and the
followi 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
wor ks shall be procured under contracts awarded in accordance with the
provisions of Section Il of the Guidelines and paragraph 5 of Appendix 1
t hereto.

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



paragraph 1 of this Part B.
(a) Preference for donestically nmanufactured goods

The provisions of paragraphs 2.54 and 2.55 of the Cuidelines and
Appendi x 2 thereto shall apply to goods nmanufactured in the territory of
the Borrower, excluding goods manufactured in Hong Kong Specia
Adm ni strative Region

(b) Notification and Adverti sing

The invitation to prequalify or bid for each contract estimated to
cost $10, 000, 000 equi val ent or nore shall be advertised in accordance
with the procedures applicable to |arge contracts under paragraph 2.8 of
the CGuidelines.

Part C O her Procurenent Procedures
1. Nati onal Conpetitive Bidding

The provisions of paragraphs 3.3 and 3.4 of the Guidelines shal
apply to: (a) contracts for goods estimated to cost |ess than $250, 000
equi val ent each, and (b) contracts for works estimted to cost |ess than
$8, 000, 000 equi val ent each up to an aggregate amount not to exceed
$36, 600, 000 equi val ent .

2. Nat i onal Shoppi ng

Goods estimated to cost |ess than $100, 000 equi val ent per contract,
up to an aggregate anpunt not to exceed $800, 000 equi val ent, may be
procured under contracts awarded on the basis of national shopping
procedures in accordance with the provisions of paragraphs 3.5 and 3.6 of
the Guidelines.

Part D: Revi ew by the Bank of Procurenment 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 procurenent plan for the Project
shall be furnished to the Bank for its review and approval, in accordance
with the provisions of paragraph 1 of Appendix 1 to the Cuidelines.
Procurenent of all goods and works shall be undertaken in accordance with
such procurenent plan as shall have been approved by the Bank, and with
the provisions of said paragraph 1.

2. Prior Review

Wth respect to each contract for: (i) works estinated to cost the
equi val ent of $1, 000,000 or nore; or (ii) goods estimated to cost the
equi val ent of $250,000 or nore, the procedures set forth in paragraphs 2
and 3 of Appendix 1 to the Guidelines 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
Gui del i nes shal |l apply.



Section || Enpl oynent of Consultants
Part A Gener al

Consul tants’ services shall be procured in accordance with the
provi sions of the Introduction and Section IV of the “Guidelines:
Sel ection and Enpl oynent of Consultants by World Bank Borrowers”
publ i shed by the Bank in January 1997 and revised in Septenber 1997 and
January 1999 (the Consultant Cuidelines) and the follow ng provisions of
Section Il of this Schedul e

Part B: Qual ity- and Cost-based Sel ection

Except as otherwi se provided in Part C of this Section,
consultants’ services shall be procured under contracts awarded in
accordance with the provisions of Section Il of the Consultant
Gui del i nes, paragraph 3 of Appendix 1 thereto, Appendix 2 thereto, and
the provisions of paragraphs 3.13 through 3.18 thereof applicable to
quality- and cost-based sel ection of consultants.

Part C O her Procedures for the Sel ection of Consultants
1. Si ngl e Source Sel ection

Services for the devel opnent of an el ectronic data interchange
system and managenent information system under Part A 2 of the Project
which are estimated to cost an aggregate anmpunt of $199, 000 equi val ent
may, with the Bank's prior agreement, be procured in accordance with the
provi sions of paragraphs 3.8 through 3.11 of the Consul tant Guidelines.

2. I ndi vi dual Consultants

Tasks that nmeet the requirenents set forth in paragraph 5.01 of the
Consul t ant Cui del i nes shall be procured under contracts awarded to
i ndi vidual consultants in accordance with the provisions of paragraphs
5.1 through 5.3 of the Consultant GCuidelines.

Part D: Revi ew by the Bank of the Sel ection of Consultants
1. Sel ection Pl anni ng

Prior to the issuance to consultants of any requests for proposals,
the proposed plan for the selection of consultants under the Project
shall be furnished to the Bank for its review and approval, in accordance
with the provisions of paragraph 1 of Appendix 1 to the Consultant
Quidelines. Selection of all consultants’ services shall be undertaken
in accordance with such selection plan as shall have been approved by the
Bank, and with the provisions of said paragraph 1

2. Prior Review

(a) Wth respect to each contract for the enpl oynent of
consulting firnms estimated to cost the equival ent of $200,000 or nore,
the procedures set forth in paragraphs 1, 2 (other than the third
subpar agraph of paragraph 2(a)) and 5 of Appendix 1 to the Consultant
Gui del i nes shal |l apply.

(b) Wth respect to each contract for the enpl oynent of
consulting firnms estimated to cost the equival ent of $100,000 or nore,
but |l ess than the equival ent of $200,000, the procedures set forth in



paragraphs 1, 2 (other than the second subparagraph of paragraph 2(a))
and 5 of Appendix 1 to the Consultant GCuidelines shall apply.

(c) Wth respect to each contract for the enpl oynent of
i ndi vidual consultants estimated to cost the equival ent of $50,000 or
more, the qualifications, experience, terms of reference and terns of
enpl oyment of the consultants shall be furnished to the Bank for its
prior review and approval. The contract shall be awarded only after the
sai d 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
Consul t ant Gui del i nes shall apply.

SCHEDULE 2

I mpl enent ati on Program

Section |. Part A of the Project
A Proj ect Provinces
1. Each of Hebei, Inner Mngolia and Zhejiang shall establish and

t herereafter maintain:

(a) an institutional arrangenent with conposition, functions and
responsibilities satisfactory to the Bank, to provi de guidance to the
respective 1 CD Enterprises in the inplenentation of their portions of
said Project Province' s Respective Part of the Project; and

(b) a Provincial Project Managenent O fice, with functions,
responsibilities and resources satisfactory to the Bank, managed and
staffed with qualified personnel in adequate nunber, to assist in,
supervi se and nonitor the inplenentation by the respective |ICD
Enterprises of their portions of said Project Province's Respective Part
of the Project.

2. Each Project Province shall:

(a) carry out, and cause their Respective ICD Enterprises to
carry out, the EAP in a manner satisfactory to the Bank; and

(b) furnish any proposed revision of the EAP to the Bank for its
prior approval.

B. I CD Enterprises

For purposes of their Respective Parts of the Project, Hebei, |nner
Mongol i a and Zhejiang shall nake available to each respective |ICD
Enterprise, directly or through the relevant Minicipality, as the case
may be, a portion of their Respective Part of the Proceeds of the Loan
under an Enterprise Inplenmentation Agreenment satisfactory to the Bank.
Each such Enterprise Inplenmentation Agreenment shall provide, inter alia,
t hat :

1. (a) The I CD Enterprise shall repay a principal anount equal to
the sumof: (i) the ampunt equivalent in Dollars (deternmi ned on the dates
of withdrawal fromthe Loan Account, or of payment out of the respective



Speci al Account) of the value of the currency or currencies so wthdrawn

or paid out on account of the cost of goods and services required for the
construction and equi pping of the relevant ICD and to be financed out of

the proceeds of the Loan, and (ii) an anount equal to a pro rata portion

of the anpbunt of the front-end fee;

(b) the I1CD Enterprise shall repay to the Project Province the
princi pal amount referred to in sub-paragraph (a) above, in Dollars, over
twenty (20) years with a grace period of five (5) years;

(c) the 1CD Enterprise shall pay interest on said principal
anount outstanding fromtine to tine at a rate equal to the rate of
interest applicable to the Loan pursuant to Section 2.06 (a) of the Loan
Agreement; and

(d) the I1CD Enterprise shall pay a conm tnent charge on said
princi pal amount not withdrawn fromtine to tine at a rate equal to
three-fourths of one percent (3/4 of 1% per annum

2. The | CD Enterprise:

(a) shall carry on its operations and conduct its affairs in
accordance with sound managenent, engineering, technical, financial and
econom ¢ practices and environnental standards acceptable to the Bank,
under the supervision of qualified and experienced managenent assisted by
conpetent staff in adequate nunber;

(b) shall at all tines operate and maintain its nachinery,
equi pnent and other property and, fromtine to time, pronptly as needed,
make all necessary repairs and renewal s thereof, in accordance with sound
engi neering, technical, financial and environnental practices;

(c) shall take out and maintain with responsible insurers, or
make ot her provision satisfactory to the Bank for insurance against such
risks and in such amounts as shall be consistent with appropriate
practice;

(d) (i) shall nmaintain its existence and carry on its operations
and shall promptly take all necessary neasures to acquire, naintain,
renew or otherwi se exercise any and all rights, powers, privileges or
franchi ses required for the proper conduct of its operations and the
performance of its obligations under its Enterprise |Inplenmentation
Agreement; and (ii) except as the Bank nay otherw se agree, shall not
anend, suspend or repeal any provision of its respective charter or
statute or make any change in its structure, organization or powers or
responsibilities which may materially and adversely affect its ability to
performany of its obligations under its Enterprise |Inplenmentation
Agr eenent .

3. The I CD Enterprise shall:

(a) mai ntain records and accounts adequate to reflect in
accordance with sound accounting practices its operations and financi al
condition and to record separately the operations, resources and
expenditures related to its portion of the Project Province s Respective
Part of the Project;

(b) have its records, accounts and financial statements (bal ance
sheets, statements of incone and expenses and rel ated statenents) for
each fiscal year audited, in accordance with appropriate auditing
principles consistently applied, by independent auditors acceptable to



t he Bank;

(c) furnish to the Bank as soon as available, but in any case
not later than six (6) nonths after the end of each such year, the report
of such audit by said auditors, of such scope and in such detail as the
Bank shall have reasonably requested; and

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

4. The I CD Enterprise shall:

(a) procure, with the assistance of CPMO, the goods, works and
consultants’ services required for its portion of the Project Province’'s
Respective Part of the Project and to be financed out of the proceeds of
the Loan in accordance with the provisions of Schedule 1 to this
Agreement; and

(b) use such goods, works and services exclusively to carry out
its portion of the Project Province' s Respective Part of the Project.

5. Prior to putting its ICD into operation, the ICD Enterprise shall:

(a) adopt an Operational Manual satisfactory to the Bank. For
this purpose, the ICD Enterprise shall accept the assistance of CPMO in
the preparation of such Operational Mnual which shall establish rules
and procedures to ensure, inter alia: (i) snmooth and safe operation of
the container yards; (ii) safe and efficient operation of container
handl i ng equi prent and tractor trailers; (iii) inspection of containers
for proper hand-over; and (iv) protection of the environment in
accordance with the provisions of the EAP;, and

(b) establish and, thereafter, nmaintain an environnental
managenent unit managed and staffed with conpetent personnel in adequate
nunbers to ensure its inplenentation of the environment protection
measures set forth in its Operational Mnual.

6. The I CD Enterprise shall enable the Project Province, CPMO and the
Bank to inspect such sites, works and goods included under said Project
Province’ s Respective Part of the Project, the operations thereof, and
any rel evant records and documents.

7. (a) Except as the Project Province and the Bank shall otherw se
agree, the ICD Enterprise shall not, starting in fiscal year 2002, incur
any debt, unless the net revenues of said ICD Enterprise for the fiscal
year imedi ately preceding the date of such incurrence or for a later
twel ve-nonth period ended prior to the date of such incurrence, whichever
is the greater, shall be at least two (2) times the estinmated maxi mum
debt service requirenments of said ICD Enterprise for any succeedi ng
fiscal year on all debts of said ICD Enterprise, including the debt

i ncurred.

(b) For the purposes of this paragraph 7:

(i) The term “debt” neans any i ndebtedness of the I CD
Enterprise maturing by its terms nore than one
year after the date on which it is originally incurred.

(ii) Debt shall be deened incurred: (A) under a |oan
contract or agreement or other i nstrunent providing



for such debt or for the nodification of its terms of
paynent on the date of such contract, agreenment or
instrunent; and (B) under a guar ant ee agr eenment
on the date the agreement providing for such guarantee has
been entered into.

(iii) The term“net revenues” neans the difference between:
(A) the sum of revenues fromall sources related to
operations; and (B) the sumof all expenses
related to operations including adm nistration, adequate mai ntenance,
t axes and paynments in |lieu of taxes, but excluding
depreci ati on, other non-cash operating
charges and interest and other charges.

(iv) The term “debt service requirenents” neans the
aggregat e amount of repayments of and interest and
ot her charges on debt.

8. (a) Except as the Project Province and the Bank shall otherw se
agree, the ICD Enterprise shall maintain for each of its fiscal years
starting in: (i) fiscal year 2002, a ratio of total operating expenses to
total operating revenues not higher than 100% and (ii) fiscal year 2005
a ratio not higher than 85%

(b) For the purposes of this paragraph 8:

(i) The term “total operating expenses” neans al
expenses related to operations, i ncl udi ng
admi ni stration, adequate maintenance, taxes and paynments in lieu of
taxes, and provision for depreciation on a basis
acceptable to the Bank of the current gross val ue
of the ICD Enterprise’s fixed assets in operation, but
excludi ng interest and other charges on debt.

(ii) The term “total operating revenues” neans revenues
fromall sources related to oper ati ons.

(iii) The average current gross value of the I1CD
Enterprise’s fixed assets in operation
shall be cal cul ated as one half of the sum of the gross val ue of
said Enterprise’s fixed assets in operation at the
begi nning and at the end of the fiscal year, as
valued fromtime to tine in accordance with sound and
consi stently maintained nmet hods of valuation satisfactory to

t he Bank.
9. The I CD Enterprise shall, with the assistance of CPMO
(a) prepare and furnish by Decenber 31 of each year commenci ng

in 2000 through 2003, an updated annual business plan for the operation
mai nt enance and sustainability of its ICD, to the Bank for its review and
comment ; and thereafter

(b) i mpl ement such business plan taking into consideration the
Bank’ s conments thereon

10. The I CD Enterprise shall, with the assistance of CPMO

(a) prepare and, by no later than March 1, 2002, furnish to the
Bank for its review and comrent, a strategy for future capita



mobi | i zati on; and thereafter

(b) i mpl ement such strategy taking into consideration the Bank's
vi ews thereon, including inplenmenting, where recommended and devel oped
under the guidance of the CPMO, a plan to attract a broader category of
potential investors, which shall include private sector investors, in
such |1 CD Enterprise.

C. Hebei, Inner Mongolia and Zhejiang, directly or through the

Rel evant Municipalities, shall exercise their rights under the respective
Enterprise Inmplenmentation Agreements in such manner as to protect the
interests of the Bank and such Project Province and to acconplish the
purposes of the Loan and, except as the Bank shall otherw se agree, such
Proj ect Provinces shall not anmend, assign, abrogate or waive any of the
respective Enterprise |nplenentation Agreenents or any provision thereof.

Section |I. Part B of the Project

For purposes of Part B of the Project, Tianjin shall enter into an
i mpl ementati on agreenent with the Port Authority, satisfactory to the
Bank. Such inplenmentation agreenent shall provide, inter alia, that:

1. Tianjin shall nake available to the Port Authority its Respective
Part of the Proceeds of the Loan on the follow ng principal ternmns:

(a) the Port Authority shall repay a principal amount equal to
the sumof: (A) the ampunt equivalent in Dollars (deternmi ned on the dates
of withdrawal fromthe Loan Account, or payment out of the respective
Speci al Account) of the value of the currency or currencies so w thdrawn
or paid out, and (B) an anmount equal to a pro rata portion of the amount
of the fee referred to in Section 2.04 of the Loan Agreenent;

(b) the Port Authority shall repay, in Dollars, the principal
anmount referred to in sub-paragraph (a) above over a period of twenty
(20) years, inclusive of a grace period of five (5) years;

(c) Tianjin shall charge interest on said principal anmount
wi t hdrawn and outstanding fromtine to time at a rate equal to the rate
of interest applicable fromtine to time to the Loan pursuant to Section
2.06 (a) of the Loan Agreerent; and

(d) Tianjin shall charge a commitment charge on said principal
anount not withdrawn fromtinme to tine at a rate equal to three-fourths
of one percent (3/4 of 1% per annum

2. The Port Authority:

(a) shall carry on its operations and conduct its affairs in
accordance with sound managenent, engineering, technical, financial and
econom ¢ practices and environnental standards acceptable to the Bank,
under the supervision of qualified and experienced managenent assisted by
conpetent staff in adequate nunber;

(b) shall at all tines operate and maintain its nachinery,
equi pnent and other property and, fromtine to time, pronptly as needed,
make all necessary repairs and renewal s thereof, in accordance with sound
engi neering, technical, financial and environnental practices;

(c) shall take out and maintain with responsible insurers, or
make ot her provision satisfactory to the Bank for insurance against such



risks and in such amounts as shall be consistent with appropriate
practice;

(d) (i) shall nmaintain its existence and carry on its operations
and shall promptly take all necessary neasures to acquire, naintain,
renew or otherwi se exercise any and all rights, powers, privileges or
franchi ses required for the proper conduct of its operations and the
performance of its obligations under the Tianjin |Inplenmentation
Agreement; and (ii) except as the Bank may ot herw se agree, shall not
anend, suspend or repeal any provision of its respective charter or
statute or make any change in its structure, organization or powers or
responsibilities which may materially and adversely affect its ability to
performany of its obligations under the Tianjin |Inplenmentation
Agr eenent .

3. The Port Authority shall, with the assistance of CPMO

(a) procure the goods, works and consultants’ services required
for Part B of the Project and to be financed out of the proceeds of the
Loan in accordance with the provisions of Schedule 1 to this Agreenent;
and

(b) use such goods, works and services exclusively to carry out
Part B of the Project.

4. The Port Authority shall:

(a) mai ntain, or cause to be mmintained, records and accounts
adequate to: (i) reflect in accordance with sound accounting practices
its operations and financial condition, and the operations and fi nanci al
condition of THCC, and (ii) record separately the operations, resources
and expenditures in respect of Part B of the Project;

(b) have its records, accounts and financial statements (bal ance
sheets, statements of incone and expenses and related statenents) for
each fiscal year audited, in accordance with appropriate auditing
princi ples consistently applied, by independent auditors acceptable to
t he Bank;

(c) furnish to the Bank as soon as available, but in any case
not later than six (6) nonths after the end of each such year, the report
of such audit by said auditors, of such scope and in such detail as the
Bank shall have reasonably requested; and

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

5. Except as the Bank shall otherw se agree, the Port Authority shall
mai ntain for each of its fiscal years, starting fromfiscal year 2002
onward, a ratio of total operating expenses to total operating revenues
not hi gher than 100%

6. (a) Except as the Bank shall otherw se agree, the Port Authority
shall cause THCC to maintain for each of its fiscal years starting from
(i) fiscal year 2002, a ratio of total operating expenses to total
operating revenues not higher than 95% and (ii) fiscal year 2005, a
rati o not hi gher than 80%

(b) For the purposes of paragraph 5 above and this paragraph 6:



(i) The term “total operating expenses” neans all
expenses related to operations, i ncl udi ng
admi ni stration, adequate maintenance, taxes and paynments in lieu of
taxes, and provision for depreciation on a basis
acceptable to the Bank of the current gross val ue
of the fixed assets of the Port Authority or THCC, as the
case may be, in operation, but excluding interest and other charges
on debt.

(ii) The term “total operating revenues” neans revenues
fromall sources related to oper ati ons.

(iii) The average current gross value of the fixed assets
of the Port Authority or THCC, as the case may be,
in operation shall be calculated as one half of the
sum of the gross value of the fixed assets of the Port Authority or THCC,
as the case may be, in operation at the beginning
and at the end of the fiscal year, as valued from
time to time in accordance with sound and consistently

mai nt ai ned nmet hods of val uation satisfactory to the Bank.

7. (a) Except as the Bank shall otherw se agree, the Port Authority
shall cause THCC, starting fromfiscal year 2000 onward, to not incur any
debt if after the incurrence of such debt the ratio of debt to equity
shall be greater than 1:2.

(b) For purposes of this paragraph 7:

(i) The term “debt” neans any i ndebtedness of THCC
maturing by its terms nore than one year after the
date on which it is originally incurred.

(ii) Debt shall be deened incurred: (A) under a |oan
contract or agreement or other i nstrunent providing
for such debt or for the nodification of its terms of

paynent on the date of such contract, agreenment or
instrunent; and (B) under a guar ant ee agr eenment
on the date the agreenment providing for such guarantee has

been entered into.

(iii) The term“equity” means the sum of the total

uni npai red pai d-up capital, retained
earni ngs and reserves of THCC not allocated to cover specific
liabilities.
8. The Port Authority shall:
(a) carry out, and cause THCC to carry out, the EAP in respect

of Part B of the Project, in a manner satisfactory to the Bank;

(b) furnish any proposed revision of said EAP to the Bank for
its prior approval; and

(c) mai ntain policies and procedures adequate to enable it to
moni tor and eval uate on an ongoi ng basis, in accordance with indicators
acceptable to the Bank, the carrying out of said EAP.

9. In respect of Part B.2 (a) of the Project, the Port Authority
shal | :

(a) by no later than Cctober 31, 2000 devel op an action plan for



the establishment of an institutional and operational framework to
enhance conpetition between the existing operators of container handling
facilities at the port of Tianjin;

(b) provi de such plan to the Bank for its review and coment;
and thereafter

(c) take appropriate steps to inplenent such plan taking into
consi deration the Bank’s view thereon.

10. In respect of Part B.2 (b) of the Project, the Port Authority
shal | :

(a) by no later than May 31, 2000 devel op under terns of
reference acceptable to the Bank a strategy to enhance berth utilization
and productivity and provide such strategy to the Bank for its review and
comments; and thereafter

(b) take appropriate steps to inplenent such strategy taking
into consideration the Bank’s view t hereon.

11. The Port Authority shall inplenent its action plan for the
corporatization of THCC in a manner satisfactory to the Bank.

Section |Il. Mnitoring and Eval uation
Each Project Province shall:

(a) mai ntain policies and procedures adequate to enable it to
nmoni tor and eval uate on an ongoi ng basis, in accordance with indicators
satisfactory to the Bank, the carrying out of its Respective Part of the
Proj ect and the achi evement of the objectives thereof;

(b) (i) prepare, under terns of reference satisfactory to the
Bank, and furnish, through the CPMO, to the Bank, (i) on April 30 and
Cct ober 31 of each year commencing on Cctober 31, 1999 a seni - annual
report, and (ii) on April 31, 2001, a md-termreport, in each case
integrating the results of the nonitoring and evaluation activities
perfornmed pursuant to sub-paragraph (a) above, on the progress achieved
in the carrying out of its Respective Part of the Project during the
period preceding the date of each such report and setting out the
nmeasures reconmended to ensure the efficient carrying out of its
Respective Part of the Project and the achi evenent of the objectives
thereof during the period follow ng such date; and

(c) review with the Bank and the CPMDO, by such later date as the
Bank shall request, each report referred to in sub-paragraph (b) above,
and, thereafter, take all neasures required to ensure the efficient
i mpl ementation of its Respective Part of the Project and the achi evenent
of the objectives thereof, based on the conclusions and recomendati ons
of the said report and the Bank's views on the matter.



