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CREDI T NUMBER 3308- LSO

Devel opnent Credit Agreenent

(Conmmuni ty Devel opment Support Project)

bet ween

KI NGDOM OF LESOTHO

and

| NTERNATI ONAL DEVELOPMENT ASSCOCI ATI ON

Dat ed January 19, 2000
CREDI T NUMBER 3308- LSO
DEVELOPVENT CREDI T AGREEMENT

AGREEMENT, dated January 19, 2000, between KINGDOM OF LESOTHO (the Borrower) and
| NTERNATI ONAL DEVELOPMENT ASSOCI ATI ON (the Associ ati on).

WHEREAS (A) the Borrower, having satisfied itself as to the feasibility and
priority of the Project described in Schedule 2 to this Agreement, has requested the
Associ ation to assist in the financing of the Project; and

WHEREAS t he Associ ation has agreed, on the basis, inter alia, of the foregoing,
to extend the Credit to the Borrower upon the ternms and conditions set forth in this
Agr eenent ;

NOW THEREFORE t he parties hereto hereby agree as follows:

ARTI CLE |
General Conditions; Definitions
Section 1.01. The “General Conditions Applicable to Development Credit

Agreements” of the Association, dated January 1, 1985 (as amended through, December 2,
1997), (the General Conditions) constitute an integral part of this Agreement.



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

(a) “Beneficiary Community” means a community duly represented by a Community
Subproject Committee (as hereinafter defined), which is a recipient, or proposed to be
a Recipient, of a Grant (as hereinafter defined);

(b) “BOS” means the Bureau of Statistics within MODP (as hereinafter
defined);

(c) “Community Subproject Committee” means the committee to be established by
each Beneficiary Community in accordance with the Operational Manual (as hereinafter
defined) for the purpose of identifying, preparing and carrying out Subprojects (as
hereinafter defined);

(d) “Financing Agreement” means an agreement to be entered into between LFCD
and a Community Subproject Committee for the financing of a Subproject (as hereinafter
defined) through the provision of a Grant (as hereinafter defined);

(e) “Grant” means a grant made, or proposed to be made, by LFCD to finance a
Subproject (as hereinafter defined) under Part A of the Project;

® “LFCD" means the Lesotho Fund for Community Development, established by
Legal Notice No 16, dated March 10, 1999 for the purposes of promoting and financing
small scale development initiatives undertaken by communities at the local level;

(9) “MODP” means the Borrower’s Ministry of Development Planning;

(h) “NGQO” means a non-governmental organization operating in the territory of
the Borrower;

0] “Operational Manual” means the manual adopted by the Borrower on May 19,
1999 regulating the functioning of LFCD, and the implementation of Subprojects (as
hereinafter defined), as the same may be amended from time to time;

0] “PMR” means the Project Management Reports referred to in Section 4.02 of
this Agreement;

(K) “PMT” means the Poverty Monitoring Team referred to in paragraph 2 of
Schedule 4 to this Agreement;

0] “Special Account” means the account referred to in Section 2.02 (b) of
this Agreement;

(m) “Subproject” means a specific development project which meets the
criteria set forth in Paragraph 5 of Schedule 4 to this Agreement and further detailed
in the Operational Manual, and which is to be financed in whole or in part out of the
proceeds of the Credit;

(n) “Revenue Receiving Account” or “RRA” means the account referred to in
Section 3.04 of this Agreement; and
(0) “Maloti” means the currency of the Borrower.
ARTICLE I
The Credit

Section 2.01. The Association agrees to lend to the Borrower, on the terms and
conditions set forth or referred to in the Development Credit Agreement, an amount in
various currencies equivalent to three million six hundred thousand Special Drawing
Rights (SDR 3,600,000).

Section 2.02. (a) The amount of the Credit may be withdrawn from the Credit



Account in accordance with the provisions of Schedule 1 to this Agreenent for: (i)
expendi tures made (or, if the Association shall so agree, to be nmade) in respect of
the reasonabl e cost of goods and services required for the Project described in
Schedule 2 to this Agreenent and to be financed out of the proceeds of the Credit; and
(ii) anpbunts paid (or if the Association shall so agree, amounts to be paid) by the
Borrower on account of w thdrawal s made for the benefit of a Beneficiary Comunity
under a Subproject to neet the reasonabl e costs of goods, works or services required
for such Subproject and in respect of which withdrawal fromthe Credit Account is
request ed.

(b) The Borrower may, for the purposes of the Project, open and maintain in
dol lars a special deposit account in its central bank on ternms and conditions
satisfactory to the Association. Deposits into, and paynments out of, the Special
Account shall be made in accordance with the provisions of Schedule 5 to this
Agr eenent .

Section 2.03. The Cosing Date shall be Septenber 30, 2003, or such later date
as the Association shall establish. The Association shall pronptly notify the Borrower
of such | ater date.

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

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

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

Section 2.05. The Borrower shall pay to the Association a service charge at the
rate of three-fourths of one percent (3/4 of 1% per annumon the principal anount of
the Credit withdrawn and outstanding fromtime to tinme.

Section 2.06. Commitnent charges and service charges shall be payabl e
sem annual |y on June 1 and Decenber 1 in each year.

Section 2.07. (a) Subject to paragraphs (b), (c) and (d) below, the Borrower
shall repay the principal ambunt of the Credit in semiannual installments payable on
each June 1 and Decenber 1 commencing June 1, 2010 and endi ng Decenber 1, 2039. Each
install ment to and including the install ment payabl e on Decenber 1, 2019 shall be one
percent (1% of such principal amount, and each installnent thereafter shall be two
percent (2% of such principal anount.

(b) Whenever: (i) the Borrower’s per capita gross national product (GNP), as
determined by the Association, shall have exceeded for three (3) consecutive years the
level established annually by the Association for determining eligibility to access
the Association’s resources; and (ii) the Bank shall consider the Borrower
creditworthy for Bank lending, the Association may, subsequent to the review and
approval thereof by the Executive Directors of the Association and after due
consideration by them of the development of the Borrower’s economy, modify the
repayment of installments under paragraph (a) above by: (A) requiring the Borrower to
repay twice the amount of each such installment not yet due until the principal amount
of the Credit shall have been repaid; and (B) requiring the Borrower to commence
repayment of the principal amount of the Credit as of the first semiannual payment
date referred to in paragraph (a) above falling six (6) months or more after the date
on which the Association notifies the Borrower that the events set out in this



par agraph (b) have occurred, provided, however, that there shall be a grace period of
a mnimumof five (5) years on such repaynent of principal.

(c) If so requested by the Borrower, the Association may revise the
nmodi fication referred to in paragraph (b) above to include, in lieu of sone or all of
the increase in the amounts of such installnents, the payment of interest at an annual
rate agreed with the Association on the principal anmount of the Credit w thdrawn and
outstanding fromtine to time, provided that, in the judgment of the Association, such
revi sion shall not change the grant el ement obtai ned under the above-nentioned
repayment nodification.

(d) If, at any tinme after a nodification of terns pursuant to paragraph (b)
above, the Association determines that the Borrower's economic condition has
deteriorated significantly, the Association may, if so requested by the Borrower,
further modify the terms of repayment to conform to the schedule of installments as
provided in paragraph (a) above.

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

ARTICLE 1l
Execution of the Project

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

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

(c) The Borrower shall: (a) maintain LFCD with functions and responsibilities
and staff in adequate numbers, all satisfactory to the Association; and (b) ensure
that all LFCD'’s operations are carried out in accordance with operational guidelines
and procedures set forth in the Operational Manual.

Section 3.02. Except as the Association shall otherwise agree, procurement of
the goods, works, and consultants’ services required for the Project and to be
financed out of the proceeds of the Credit shall be governed by the provisions of
Schedule 3 to this Agreement.

Section 3.03. For the purposes of Section 9.07 of the General Conditions and
without limitation thereto, the Borrower shall:

@) prepare, on the basis of guidelines acceptable to the Association, and
furnish to the Association not later than six (6) months after the Closing Date or
such later date as may be agreed for this purpose between the Borrower and the
Association, a plan for the future operation of the Project; and

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

Section 3.04. The Borrower shall:

@) open and maintain the RRA in its central bank under the name of the LFCD
under terms and conditions satisfactory to the Association;

(b) deposit into the RRA an aggregate amount of not less than 225 million
Maloti which shall be disbursed in three annual installments to be determined as
follows: (i) an initial amount of not less than 40 million Maloti shall be deposited
into the RRA by April 15, 2000; (ii) unless it shall have been agreed upon otherwise
with the Association, the amount of the second and third installment shall be equal to
85 million Maloti and 100 million Maloti respectively; and (iii) the amount of the



said second and third installments shall be deposited into the RRA by April 15, 2001
and April 15, 2002 respectively; and

(c) ensure that the proceeds of the RRA are used by LFCD only for the
pur poses of funding community driven Subprojects and other activities entrusted to
LFCD with a viewto fostering and nonitoring the reducti on of poverty in the
Borrower’s territory, all in accordance with the operational procedures and guidelines
set forth in the Operational Manual.

ARTICLE IV
Financial Covenants

Section 4.01. (a) The Borrower shall maintain, or cause to be maintained,
separate records and accounts adequate to reflect in accordance with sound accounting
practices the operations, resources and expenditures in respect of the Project of the
departments or agencies of the Borrower responsible for carrying out the Project or
any part thereof.

(b) The Borrower shall:

0] have the records and accounts referred to in paragraph (a) of this

Section including those for the Special Account for
each fiscal year audited, in accordance with appropriate auditing
principles consistently applied, by independent auditors acceptable to

the Association;

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

(i)  furnish to the Association such other information concerning said
records and accounts and the audit thereof as the Association
shall from time to time reasonably request.

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

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

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

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

such expenditures;

(i) enable the Association’s representatives to examine such records;
and

(iv)  ensure that such records and accounts are included in the annual
audit referred to in paragraph (b) of this Section and that the report
of such audit contains a separate opinion by said auditors as to
whether the statements of expenditure submitted during such
fiscal year, together with the procedures and internal
controls involved in their preparation, can be relied upon to support the related
withdrawals.

Section 4.02. (a) Without limitation upon the provisions of Section 4.01 of this
Agreement, the Borrower shall carry out a time-bound action plan acceptable to the
Association for the strengthening of its financial management system for the Project
in order to enable the Borrower, not later than September 30, 2001, or such later date
as the Association shall agree, to prepare quarterly Project Management Reports,



acceptable to the Association, each of which:

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

said report; and (B) shows separately expenditures financed out of the
proceeds of the Credit during the period covered by said report and expenditures
proposed to be financed out of the proceeds of the Credit
during the six-nmonth period followi ng the period covered by
said report;

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

(iii) sets forth the status of procurenent under the Project and

expendi tures under contracts financed out of the proceeds of the
Credit, as at the end of the period covered by said report.
(b) Upon conpl etion of the action plan referred to in paragraph (a) of this

Section, the Borrower shall prepare, in accordance with guidelines acceptable to the
Associ ation, and furnish to the Association not |later than 45 days after the end of
each cal endar quarter, a Project Managenent Report for such period.

ARTI CLE V
Effective Date; Term nation
Section 5.01. The following events are specified as additional conditions to the
effectiveness of the Development Credit Agreement within the meaning of Section 12.01

(b) of the General Conditions:

@ the Borrower has submitted to the Association, an Operational Manual in
form and substance satisfactory to the Association;

(b) the Borrower has appointed as: (i) Executive Director of the LFCD; and
(ii) as LFCD'’s Director for Finance and Administration, professionals with
qualifications and experience satisfactory to the Association;

(c) the Borrower has recruited the auditors referred to in Section 4.01 (b)
of this Agreement, under terms and conditions acceptable to the Association and in
accordance with the provisions of Section Il of Schedule 3 to this Agreement; and

(d) the Borrower has adopted financial management and accounting systems
acceptable to the Association for LFCD.

Section 5.02. The date ninety (90) days after the date of this Agreement is
hereby specified for the purposes of Section 12.04 of the General Conditions.

ARTICLE VI
Representative of the Borrower; Addresses
Section 6.01. The Minister of the Borrower responsible for finance is
designated as representative of the Borrower for the purposes of Section 11.03 of the

General Conditions.

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

For the Borrower:
Ministry of Finance

P.O. Box 395
Maseru 100



representatives,
the District of Col unbi a,

Lesot ho
Cabl e address:
FI NM N

For the Association:

I nternational Devel opnent Association

1818 H Street,

Tel ex:

4330 LO

Washi ngton, D.C. 20433
United States of Anerica

Cabl e address:
| NDEVAS

Washi ngt on,
IN WTNESS WHERECF, the parties hereto,

witten.

1.

proceeds of the Credit,
and the percentage of expenditures for

(D

(2)

KI NGDOM OF LESOTHO

By /s/ Lebohang Kenneth Ml eko

Tel ex: Facsim | e:
248423 (M) or (202) 477-6391
D.C. 64145 (M)

acting through their duly authorized
have caused this Agreement to be signed in their respective names in
United States of Anerica, as of the day and year first above

Aut hori zed Representative

| NTERNATI ONAL DEVELOPMENT ASSCOCI ATI ON

By /s/ Panel a Cox

W t hdr awal

The table below sets forth the Categories of

Cat egory

Subpr oj ect s
under Part A
of the Project

Equi pnent, furniture,
suppl i es and vehicles

SCHEDULE 1

Regi onal Vice President
Africa

of the Proceeds of the Credit

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

900, 000

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

% of
Expendi t ures
to be Financed

100% of anounts
di shursed by LFCD

100% of foreign
expendi tures and
90% of | ocal expenditures



(a) for Part A of 220, 000
the Project

(b) for Part B of 45, 000
the Project

(3) Consultants’ services 100%
and training

@ for Part A of 1,300,000
the Project

(b) for Part B of 660,000
the Project

(4) Unallocated 475,000
TOTAL 3,600,000
2. For the purposes of this Schedule:

@) the term “foreign expenditures” means expenditures in the currency of any
country other than that of the Borrower for goods or services supplied from the
territory of any country other than that of the Borrower; and

(b) the term “local expenditures” means expenditures in the currency of the
Borrower or for goods or services supplied from the territory of the Borrower.

3. Notwithstanding the provisions of paragraph 1 above, no withdrawals shall be
made in respect of:

@) payments made for expenditures prior to the date of this Agreement,
except that withdrawals, in an aggregate amount not exceeding the equivalent of SDR
500,000, may be made on account of payments made for expenditures before that date but
after February 22, 1999; and

(b) expenditures under Category (1): (i) until the LFCD has adopted a
financial management and accounting system acceptable to the Association; and (ii)
unless the Subproject has been made in accordance with the criteria, procedures and
terms and conditions set forth or referred to in Paragraphs 5 and 6 of Schedule 4 to
this Agreement.

4. The Association may require withdrawals from the Credit Account to be made on
the basis of statements of expenditure for: (a) goods under contracts costing less

than $100,000 equivalent each; (b) Subprojects under contracts costing less than
$75,000 equivalent each; (c) services: (i) for firms under contracts costing less than
$100,000 equivalent each; and (i) for individuals under contracts costing less than
$50,000 equivalent each; and (d) training, all under such terms and conditions as the
Association shall specify by notice to the Borrower.

SCHEDULE 2
Description of the Project

The objectives of the Project are to: (a) test a demand-driven and participatory
approach through a multi-sectoral special fund and draw lessons as to whether it is an
appropriate mechanism to support community development in the Borrower’s territory;
and (b) test various mechanisms and tools to monitor poverty trends in the Borrower's
territory and to coordinate national poverty monitoring and analysis activities.

The Project consists of the following parts, subject to such modifications
thereof as the Borrower and the Association may agree upon from time to time to
achieve such objectives:

Part A: Lesotho Fund for Community Development

1. Carrying out of Subprojects related to health, education and vocational



training, water supply and sanitation, watershed managenment and irrigation,

envi ronment al managenent and | and recl amation, rural and urban markets, road
infrastructure and revenue-generating traditional and non-traditional activities for
the benefit of a Beneficiary Community.

2. (a) Est abl i shment of conputerized nmanagenent information systens including,
inter alia, an accounting and financial managenent system and an operations nonitoring
and evaluation system as required to monitor and improve the efficiency of LFCD’s

operations.

(b) Training of LFCD’s relevant staff in maintaining the management
information systems referred to in paragraph (a) above and to keep them up to date at
all times.

3. Strengthening the capacity of LFCD to adequately select, monitor and supervise
Subprojects through the provision of technical advisory services.

4. Production and dissemination of information, education and communication
materials and provision of appropriate training to all relevant groups, including
community organizations, NGOs, public officials and elected leaders on LFCD’s
objectives and operating procedures, so as to enable them to assist the communities in
identifying, preparing and carrying out Subprojects.

5. Formulation and implementation of a training program aimed at building up the
capacity of local communities to implement, manage and maintain facilities and
physical infrastructures developed as a result of any Subproject.

Part B: Poverty Monitoring

1. Carrying out of studies and research on poverty and social issues, and
systematic poverty monitoring, through the conduct of household and community surveys,
specific beneficiary and participatory assessments, and collection of statistics and
information.

2. Strengthening the capacity of the relevant MODP staff to conduct poverty
analyses and formulate appropriate policies required to combat poverty within the
Borrower’s territory through the provision of training.

3. Establishment and maintenance of a national data base on poverty and related

social issues and dissemination of poverty data among government agencies and the
public at large.

>k x

The Project is expected to be completed by March 31, 2003.

SCHEDULE 3
Procurement and Consultants’ Services

Section I. Procurement of Goods and Works
Part A: General

Goods and works shall be procured in accordance with the provisions of,Section |
of the "Guidelines for Procurement under IBRD Loans and IDA Credits” published by the

Bank in January 1995 and revised in January and August 1996, September 1997 and
January 1999 (the Guidelines) and the following provisions of Section | of this

Schedule.
Part B: Other Procurement Procedures
1. National Competitive Bidding

Works estimated to cost more than $75,000 equivalent and goods estimated to cost
more than $100,000 equivalent per contract, may be procured under contracts awarded in
accordance with the provisions of paragraphs 3.3 and 3.4 of the Guidelines.



2. Nat i onal Shoppi ng

Goods estimated to cost |ess than $30, 000 equival ent per contract, up to an
aggregate anount not to exceed $300, 000 equival ent, may be procured under contracts
awar ded on the basis of national shopping procedures in accordance with the provisions
of paragraphs 3.5 and 3.6 of the Cuidelines.

3. For ce Account

Wor ks which nmeet the requirenments of paragraph 3.8 of the Guidelines, and
costing $200,000 equivalent or less in the aggregate, may, with the Association’s
prior agreement, be carried out by force account in accordance with the provisions of
said paragraph of the Guidelines.

4. Procurement from UN Agencies

Office equipment, computers and vehicles may be procured from the United Nations
Inter-Agency Procurement Office in accordance with the provisions of paragraph 3.9 of
the Guidelines.

5. Community Participation

Goods and works required for Part A.1 of the Project and estimated to cost less
than $75,000 per contract shall be procured in accordance with procedures acceptable
to the Association and specified in the Operational Manual.

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

Prior to the issuance of any invitations to bid for contracts, the proposed
procurement plan for the Project shall be furnished to the Association for its review
and approval, in accordance with the provisions of paragraph 1 of Appendix 1 to the
Guidelines. Procurement of all goods and works shall be undertaken in accordance with
such procurement plan as shall have been approved by the Association, and with the
provisions of said paragraph 1.

2. Prior Review

@) With respect to each contract for goods estimated to cost the equivalent
of $100,000 or more, and for works estimated to cost the equivalent of $75,000 or
more, the procedures set forth in paragraphs 2 and 3 of Appendix 1 to the Guidelines
shall apply.

(b) With respect to each contract estimated to cost the equivalent of $30,000
or less, the following procedures shall apply:

0] prior to the selection of any supplier/execution of any contract
under shopping procedures, the Borrower shall provide to the
Association a report on the comparison and evaluation
of quotations received;

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

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

3. Post Review

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

Section Il.  Employment of Consultants



Part A Gener al

Consultants’ services shall be procured in accordance with the provisions of the
Introduction and Section IV of the “Guidelines: Selection and Employment of
Consultants by World Bank Borrowers” published by the Bank in January 1997 and revised
in September 1997 and January 1999 (the Consultant Guidelines) and the following
provisions of Section Il of this Schedule.

Part B: Quality- and Cost-based Selection

1. Except as otherwise 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 Guidelines, 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 selection of consultants.

2. The following provisions shall apply to consultants’ services to be procured
under contracts awarded in accordance with the provisions of the preceding paragraph.
The short list of consultants for services estimated to cost less than $100,000
equivalent per contract, may comprise entirely national consultants in accordance with
the provisions of paragraph 2.7 of the Consultant Guidelines.

Part C: Other Procedures for the Selection of Consultants
1. Selection Based on Consultants’ Qualifications

Services estimated to cost less than $75,000 equivalent per contract may be
procured under contracts awarded in accordance with the provisions of paragraphs 3.1
and 3.7 of the Consultant Guidelines.

2. Single Source Selection

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

3. Commercial Practices

Services to assist Beneficiary Communities in carrying out Subprojects under
Part A.1 of the Project may be procured in accordance with commercial practices
acceptable to the Association.

4, Individual Consultants

Services for tasks that meet the requirements set forth in paragraph 5.01 of the
Consultant Guidelines shall be procured under contracts awarded to individual
consultants in accordance with the provisions of paragraphs 5.1 through 5.3 of the
Consultant Guidelines.

Part D: Review by the Association of the Selection of Consultants
1. Selection Planning

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

2. Prior Review

@) With respect to each contract for the employment of consulting firms
estimated to cost the equivalent of $100,000 or more, 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 Guidelines shall apply.



(b) Wth respect to each contract for the enpl oynent of individual
consultants estimated to cost the equival ent of $50,000 or nore, the qualifications,
experience, terns of reference and terms of enployment of the consultants shall be
furnished to the Association for its prior review and approval. The contract shall be
awarded only after the said approval shall have been given.

3. Post Revi ew

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

apply.
SCHEDULE 4
| mpl ement ati on Program
1. The Borrower shall:

(a) mai ntain policies and procedures adequate to enable it to nonitor and
eval uate on an ongoi ng basis, in accordance with the indicators set forth in Schedul e
6 to this Agreenment, the carrying out of the Project and the achi evenent of the
obj ectives thereof;

(b) prepare, under terns of reference satisfactory to the Association, and
furnish to the Association, on or about Septenber 30, of each year, a report
integrating the results of the nonitoring and evaluation activities perforned pursuant
to paragraph (a) of this Section, on the progress achieved in the carrying out of the
Project during the period preceding the date of said report and setting out the
measures reconmended to ensure the efficient carrying out of the Project and the
achi everrent of the objectives thereof during the period follow ng such date; and

(c) review with the Associ ation, by Novenber 15 of each year, or such l|ater
date as the Association shall request, the report referred to in paragraph (b) of this
Section, and, thereafter, take all neasures required to ensure the efficient
completion of the recommendations of the said report and the Association’s views on
the matter.

2. For the purposes of carrying out Part B of the Project, the Borrower shall:

@ by not later than April 1, 2000, establish and thereafter maintain,
throughout the duration of the Project, a Poverty Monitoring Team within MODP to be
staffed at all times with not less than three (3) national experts with qualifications
and experience satisfactory to the Association;

(b) prepare a draft annual work program and training program to be carried
out by the PMT and submit the said programs to the Association not later than
September 30 of each year for its review and comments; and

(c) finalize the said work and training programs by taking duly into account
the comments made by the Association; and thereafter promptly implement them as agreed
upon with the Association.

3. The Borrower shall:
@) periodically review and assess with the Association, the adequacy of the
guidelines and procedures set forth in the Operational Manual with a view to gauging
the effectiveness and impact of the said guidelines and procedures on the selection
and implementation of Subprojects; and

(b) revise the Operational Manual as required to adapt LFCD’s operating
guidelines and procedures to the realities faced on the ground; and

(c) by September 30, of each year, submit to the Association for its review
and comments the draft revised Operational Manual referred to in paragraph (b) above.

4. (@) Not later than September 30, 2001, or such other date as the Borrower and



the Association shall agree upon, the Borrower and the Association shall carry out a
md-termreview (hereinafter referred to as the Mdterm Review). Such M dterm Revi ew
shall cover the progress achieved in the inplenmentation of the Project.

(b) Not | ater than one nonth prior to the Mdterm Review, the Borrower shall
furnish to the Association, for its review and coments, a report including inter alia
the results of the beneficiary assessnments referred to under Part B.1 of the Project,
in such detail as the Association shall reasonably request, on the inplenmentation of
the Project.

(c) Fol | owi ng such M dterm Review, the Borrower shall act pronptly and
diligently in order to take any corrective acti on deemed necessary by the Association
to remedy any shortcoming noted in the inplenentation of the Project, or to inplenment
such other measures as may have been agreed upon between the Borrower and the
Associ ation in furtherance of the objectives of the Project.

5. Eligibility Criteria for Subprojects

Wthout Iimtation on the provisions of this Agreenment, no Subproject shall be
eligible for financing out of the proceeds of the Credit unless LFCD shall have
determ ned, on the basis of an appraisal conducted in accordance with the guidelines
set forth in the Operational Mnual, that the Subproject satisfies the eligibility

criteria specified in nore detail in the Operational Manual, which shall include the
fol | ow ng:
(a) the Subproject shall be for health, education and vocational training,

wat er supply and sanitation; agricultural production (markets, storage facilities, and
conservation plants); natural resource managenent, infrastructure and
revenue-generating traditional and non traditional activities;

(b) the Subproject shall be initiated by a Beneficiary Comunity duly
represented by a Comunity Subproject Committee;

(c) the Subproject shall be environnentally, economically, financially and
technically viable in accordance with the standards specified in the Operational
Manual ;

(d) except as the Association shall otherw se agree, the Beneficiary shall
provide not less than 10 % of the estinmated costs of the Subproject in the form of
cash, materials, |abor or other; and

(e) the Subproject shall be in conpliance with the standards set forth in the
applicable |l aws of the Borrower relating to health, safety and environnental
protection.

6. Terns and Conditions of Gants

I'n financing Subprojects, LFCD shall enter into a Financing Agreenent with the
Beneficiary, under terms and conditions which shall include the foll ow ng:

(a) financing to be on a grant basis and, unless otherw se agreed with the
Associ ation, not to exceed the equival ent of $75,000 per G ant;

(b) the obligation to carry out the Subproject in accordance with the
Operational Manual, with due diligence and efficiency and in accordance w th sound
technical, financial, environnental and nanagerial standards and to nmintain adequate
records to reflect, in accordance with sound accounting practices, the operations,
resources and expenditures in respect of the Subproject;

(c) the requirenent that: (i) the goods, works and services to be financed
fromthe proceeds of the Credit shall be procured in accordance with the procedures
set forth in Schedule 3 to this Agreenent; and (ii) such goods, works and services
shall be used exclusively in the carrying out of the Subproject;

(d) the right of LFCD to inspect by itself, or jointly with the Association,
if the Association shall so request, the goods, works, sites, plants and construction
included in the Subproject, the operations thereof and any rel evant records and



docunent s;

(e) the right of LFCD to obtain all information as LFCD or the Association
shal | reasonably request regarding the adm nistration, operation and financi al
condi tions of the Subproject; and

(f) the right of LFCD to suspend or terminate the right of the Beneficiary to
use the proceeds of the Credit for the Subproject upon the failure by the Beneficiary
to performany of its obligations under the Financing Agreemnent.

SCHEDULE 5
Speci al Account
1. For the purposes of this Schedul e:

(a) the term “eligible Categories” means Categories (1) through (3) set forth
in the table in paragraph 1 of Schedule 1 to this Agreement;

(b) the term “eligible expenditures” means expenditures in respect of the
reasonable cost of goods and services required for the Project and to be financed out
of the proceeds of the Credit allocated from time to time to the eligible Categories
in accordance with the provisions of Schedule 1 to this Agreement; and

(c) the term “Authorized Allocation” means an amount equivalent to $500,000
to be withdrawn from the Credit Account and deposited into the Special Account
pursuant to paragraph 3 (a) of this Schedule, provided, however, that unless the
Association shall otherwise agree, the Authorized Allocation shall be limited to an
amount equivalent to $250,000 until the aggregate amount of withdrawals from the
Credit Account plus the total amount of all outstanding special commitments entered
into by the Association pursuant to Section 5.02 of the General Conditions shall be
equal to or exceed the equivalent of SDR 1,500,000.

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

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

@ For withdrawals of the Authorized Allocation, the Borrower shall furnish
to the Association a request or requests for deposit into the Special Account of an
amount or amounts which do not exceed the aggregate amount of the Authorized
Allocation. On the basis of such request or requests, the Association shall, on
behalf of the Borrower, withdraw from the Credit Account and deposit into the Special
Account such amount or amounts as the Borrower shall have requested.

(b) 0] For replenishment of the Special Account, the Borrower shall

furnish to the Association requests for deposits into the

Special Account at such intervals as the Association shall specify.
(i)  Prior to or at the time of each such request, the Borrower shall

furnish to the Association the documents and other evidence

required pursuant to paragraph 4 of this Schedule for the

payment or payments in respect of which replenishment is
requested. On the basis of each such request, the Association shall, on behalf of
the Borrower, withdraw from the Credit Account and deposit into the

Special Account such amount as the Borrower shall have requested and
as shall have been shown by said documents and other evidence
to have been paid out of the Special Account for eligible

expenditures. All such deposits shall be withdrawn by the Association
from the Credit Account under the respective eligible Categories, and in the
respective equivalent amounts, as shall have been justified by
said documents and other evidence.

4. For each payment made by the Borrower out of the Special Account, the Borrower
shall, at such time as the Association shall reasonably request, furnish to the



Associ ation such docunents and ot her evidence show ng that such payment was nade
exclusively for eligible expenditures.

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

(a) if, at any tine, the Association shall have determined that all further
wi t hdrawal s shoul d be nade by the Borrower directly fromthe Credit 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 Association, within
the period of time specified in Section 4.01 (b) (ii) of this Agreenment, any of the
audit reports required to be furnished to the Association pursuant to said Section in
respect of the audit of the records and accounts for the Special Account;

(c) if, at any tine, the Association shall have notified the Borrower of its
intention to suspend in whole or in part the right of the Borrower to nake wi t hdrawal s
fromthe Credit Account pursuant to the provisions of Section 6.02 of the CGeneral
Condi tions; or

(d) once the total unw thdrawn anount of the Credit allocated to the eligible
Categories mnus the total ampunt of all outstanding special comitnents entered into
by the Association pursuant to Section 5.02 of the General Conditions with respect to
the Project, shall equal the equivalent of twice the anpbunt of the Authorized
Al l ocation. Thereafter, withdrawal fromthe Credit Account of the renaining
unwi t hdrawn anount of the Credit allocated to the eligible Categories shall follow
such procedures as the Association shall specify by notice to the Borrower. Such
further withdrawal s shall be nade only after and to the extent that the Association
shall have been satisfied that all such anpbunts remaining on deposit in the Special
Account as of the date of such notice will be utilized in nmaking paynents for eligible
expendi t ures.

6. (a) If the Association shall have determined at any tine that any paynment out
of the Special Account: (i) was made for an expenditure or in an anpbunt not eligible
pursuant to paragraph 2 of this Schedule; or (ii) was not justified by the evidence
furnished to the Association, the Borrower shall, pronptly upon notice fromthe

Associ ation: (A) provide such additional evidence as the Association may request; or
(B) deposit into the Special Account (or, if the Association shall so request, refund
to the Association) an anmount equal to the anmpbunt of such paynent or the portion
thereof not so eligible or justified. Unless the Association shall otherw se agree,
no further deposit by the Association into the Special Account shall be made until the
Borrower has provi ded such evidence or nade such deposit or refund, as the case may
be.

(b) If the Association shall have determined at any tine that any anount
outstanding in the Special Account will not be required to cover further paynments for
eligible expenditures, the Borrower shall, pronptly upon notice fromthe Association,

refund to the Association such outstandi ng anmount.

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

(d) Ref unds to the Associati on made pursuant to paragraphs 6 (a), (b) and (c)
of this Schedule shall be credited to the Credit Account for subsequent wi thdrawal or
for cancellation in accordance with the rel evant provisions of this Agreenent,

i ncluding the General Conditions.

SCHEDULE 6
Per f ormance | ndicators

1. A practical and appropriate nethodol ogy adopted for comunity needs assessnents
and participatory planning process, and for appraisal, inplenmentation and mai ntenance
for community demand-driven projects, with a view to achieving LFCD’s goal of poverty

reduction (indicated through a revised OM, beneficiary assessments and evaluation

reports).



2. Expected benefits to be generated by sub-project, have been assessed by gaugi ng
inter alia, the level of satisfaction fromthe users of facilities devel oped under the
sub-project, the efficiency of operations and maintenance of said facilities, and
poverty targeting (e.g. resources allocated to poor comrunities, types of investnent
wi th higher inmpact on the poor), and rel evance of investnment to community needs

(indi cated through post-conpl etion eval uations of sub-projects, beneficiary
assessment s, househol d surveys, and eval uation reports).

3. Semi-annual reports on LFCD’s activities and operations submitted to the
Association, no later than 45 days after the end of every six months.

4. A strategy, reflecting the lessons learnt, acceptable to the Association,
adopted by June 30, 2002, to support community development, including an action plan
for future of the LFCD.

5. The Core Welfare Indicators Questionnaires (CWIQ) piloted and its effectiveness
and adequacy as a tool for poverty monitoring evaluated.

6. A strategy or an action plan, reflecting the lessons learnt, acceptable to the
Association, adopted by September 30, 2002, to monitor poverty data and trends at the
national level.



