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November 8, 2001

Mr. Nikola Gruevski

Minister of Finance

Ministry of Finance

Dame Gruev 7

Skopje

Former Yugoslav Republic of Macedonia

Re: Japanese Grant for the Preparation of Social Protection
Implementation Project - Grant No. TF026815

Dear Mr. Gruevski:

I am writing on behalf of the International Bank for Reconstruction and
Devel opnent (the Bank) to indicate the Bank’s agreement, as admi nistrator of grant
funds provided by Japan, to make a grant in an anmpunt not exceeding three hundred
ni nety-seven thousand three hundred twenty United States dollars (US$397,320) (the
Grant) to the Forner Yugoslav Republic of Macedonia (the Recipient).

The Grant is made in response to the Recipient’s request for financial
assi stance and for the purposes and on the ternms and conditions set forth in the Annex
to this Letter Agreenent. The Recipient represents, by confirmng its agreenent
below, that it is authorized to contract and withdraw the Grant for the said purposes
and on the said ternms and conditions.

Pl ease confirmyour agreenent with the foregoing, on behalf of the Recipient, by
signing, dating, and returning to us the enclosed copy of this Letter Agreement. Upon
recei pt by the Bank of the copy of this Letter Agreenent countersigned by you, this
Letter Agreement will become effective as of the date of the countersignature.

Very truly yours,

I NTERNATI ONAL BANK FOR
RECONSTRUCTI ON AND DEVEL OPMENT

By /s/ Simon G ay

Acting Country Director and Regi onal Coordi nator
for South East Europe

Europe and central Asia Region

AGREED:

FORMER YUGOSLAV REPUBLI C OF MACEDON A

By /s/ N kola G uevski
M ni ster of Finance

Dat e: Decenber 10, 2001

ANNEX
Pur poses, Terms, and Conditions of the G ant
1. Pur poses and Activities

1.1. The purpose of the Gant is to assist the Recipient through its Mnistry of
Labor and Social Policy (M.SP) in the preparation of the Social Protection

I mpl enentation Project, which has as its nmain objective to support the devel opnent of
a nore efficient and sustainable social protection systemin Macedonia, in particular:
(i) to inplerment the fundanmental pension reform approved by the Recipient through
supporting further policy and | egislative devel opment, building institutional capacity
and providing information to the public; (ii) to improve adnministrative efficiency and
coordinati on of social protection prograns by rationalizing the adninistrative process
and devel oping an integrated infornation system (the Project). The activities (the



Activities) for which the Grant is given are as follows:
@) Policy and Analysis and Development Component

Provision of technical assistance to prepare: (i) an analysis of the financial
market conditions for pension fund development and the impact of the pension reform
measures on various segments of the Macedonian public; (ii) an analysis of the policy
links between major social protection programs. These activities are estimated to cost
US$84,350 equivalent.

(b) Institutional Assessment and Capacity Building Plans Component

Provision of technical assistance to: (i) design a detailed organizational
structure and develop a human resource plan for the pension supervision agency; (ii)
document the administrative practice of key social protection programs in the MLSP and
prepare capacity building plans; and (iii) prepare information technology need
assessments and automation plans for the supervision agency, public pension fund and
other related social protection programs. These activities are estimated to cost
US$192,550 equivalent.

(c) Public Information and Consultation Component

Provision of technical assistance to: (i) carry out a public opinion research;
and (ii) develop a public information campaign and a communication program in support
of the pension reform implementation. These activities are estimated to cost US$71,020
equivalent.

(d) Project Management Component

Provision of technical assistance to prepare a project implementation plan, a
procurement plan, and other required input to the project appraisal document. These
activities are estimated to cost US$41,400 equivalent.

(e) Grant Audit Component

Provision of technical assistance to carry out a grant audit according to
international auditing standard. This activity is estimated to cost US$8,000
equivalent.

2. Implementation Generally

The Recipient, through the MLSP, shall: (a) carry out the Activities with due
diligence and efficiency; (b) promptly provide the funds, facilities, services and
other resources required for that purpose; (c) furnish all information covering the
Activities and the use of the proceeds of the Grant as the Bank shall reasonably
request; (d) from time to time exchange views with the Bank’s representatives on the
progress and results of the Activities; and (e) take all necessary measures required
to enable the Bank to visit the territory of the Recipient for purposes related to the
Grant. Without limitation on the foregoing, the Recipient shall, if the Bank shall so
request, prepare and furnish to the Bank promptly upon completion of the Activities a
report, in form and substance satisfactory to the Bank, on the results and impact of
the Activities.

3. Procurement

3.1. Except as the Bank shall otherw se agree, procurenent of the consultants’

servi ces and goods required for the carrying out of the Activities and to be financed
out of the proceeds of the G ant shall be governed by the provisions of Attachment I
to this Annex.

3. 2. The Recipient shall ensure that all inported goods to be financed out of
the proceeds of the Grant shall be insured agai nst hazards incident to the

acqui sition, transportation and delivery thereof to the place of use or installation,
and that any indemity for such insurance is payable in a freely usable currency to
repl ace or repair such goods. The Recipient shall ensure that any facilities rel evant
to the Activities are at all times operated and maintained in accordance with
appropriate practices and that any repairs or renewal s of such facilities are pronptly
made as needed.

4, Wt hdrawal of Grant Proceeds

4. 1. The anpbunt of the Grant shall be credited to an account opened by the Bank on



its books in the name of the Recipient (the Grant Account), and may be withdrawn
therefrom by the Recipient in accordance with the provisions of this Section 4, for
expenditures in respect of the reasonable cost of goods and services required for the
Activities and to be financed out of the proceeds of the Grant.

4.2.  The expenditures for the following items may be financed out of the proceeds of
the Grant and shall be used exclusively in the carrying out of the Activities:

For purposes of this paragraph, the term:

@ "foreign expenditures" means expenditures in the currency of any country
other than that of the Recipient for goods or services supplied from the territory of
any country other than that of the Recipient;

(b) "local expenditures" means any expenditures that are not foreign
expenditures, provided, however, that if the currency of the Recipient is also that of
another country from the territory of which goods or services are supplied,
expenditures in such currency for such goods or services shall be deemed to be foreign
expenditures; and

(c) "consul tants’ services and workshops" means expenditures for consultant
services and | ocal workshops to all parties involved in the project preparation, such
as rent of facilities, costs of materials and supplies, accomodation, transportation
and transl ation services.

4. 3. Not wi t hst andi ng the provisions of paragraph 4.2 above:

(a) No withdrawal s shall be made fromthe Gant Account: (i) for paynents
made for expenditures prior to the date of signature of this Letter Agreenent by the
Bank, except that withdrawals, in an aggregate anount not exceedi ng US$39, 720 nay be
made on account of payments nade for expenditures before that date but after Novenber
1, 2001; (ii) on account of payments for any taxes levied by or in the territory of
the Recipient; (iii) on account of expenditures in the territories of any country
which is not a nenber of the Bank or for goods produced in or services supplied from
such territories; or (iv) for the purpose of any paynment to persons or entities, or
for any inport of goods, if such paynent or inport, to the Bank's know edge, is
prohibited by a decision of the United Nations Security Council taken under Chapter
VII of the Charter of the United Nations;

(b) No withdrawal s shall be nmade fromthe G ant Account after May 23, 2003 or
such later date that the Bank shall establish by notice to the Recipient (the C osing
Date), provided that, except in special circunstances, the Cosing Date shall not be
ext ended beyond the expected date of Bank approval of financing for the Project.
However, withdrawals may be nade after the O osing Date for expenditures incurred
prior to the dosing Date if the corresponding withdrawal application is received by
the Bank within four nonths after the Closing Date, after which time any anount of the
Grant remaining unwi thdrawn fromthe Gant Account shall be cancel ed; and

(c) If, in the Bank’s opinion, an amount of the Grant allocated to any of the
itens in the table in paragraph 4.2 above will be insufficient to finance the
expendi tures for such item the Bank may, by witten notice to the Recipient,
real | ocate to such iteman anpbunt of the Grant then allocated to another item which,
in the Bank’s opinion, will not be necessary to neet other expenditures.

4. 4. When the Recipient shall desire to withdraw any amount fromthe Grant Account,
it shall deliver to the Bank a witten application for withdrawal of such anmpbunt in
the formspecified by the Bank. Wthdrawal applications shall be: (a) signed on
behal f of the Recipient by the Mnister of Finance of the Recipient or such other
person as he or she shall have authorized in witing; and (b) acconpani ed by such
evidence in support of the application as the Bank shall reasonably request.

Aut henti cat ed speci nen signatures of the person authorized to sign wthdrawal
applications shall be provided with the first application bearing his or her
signature. Each w thdrawal application for an anpbunt of the Grant and its supporting
evidence nust be sufficient in formand substance to satisfy the Bank that the
Recipient is entitled to wi thdraw such ambunt fromthe G ant Account and that such
anmount is to be used in the carrying out of the Activities. The Bank shall pay the
anounts withdrawn by the Recipient fromthe G ant Account only to or on the order of
the Reci pient.



4.5. The Bank may require withdrawals from the Grant Account to be made on the basis

of statements of expenditure for expenditures under contracts for: (a) services of

consulting firms costing less than US$100,000 equivalent; (b) services of individual
consultants costing less than US$50,000 equivalent; and (c) goods, all under such
terms and conditions as the Bank shall specify by notice to the Recipient.

4.6. Withdrawals of the proceeds of the Grant shall be made in the currency of the

Grant. The Bank, at the Recipient’s request and acting as an agent of the Recipient,
shall purchase with the currency of the Grant withdrawmn fromthe G ant Account such
currencies as shall be required to pay for expenditures to be financed out of the
proceeds of the Grant. Wenever it shall be necessary, for the purposes of this
Letter Agreement, to determ ne the value of one currency in ternms of another, such
val ue shall be as reasonably detern ned by the Bank.

4. 7. To facilitate the carrying out of the Activities, the Recipient may open and
maintain in U S dollars a special deposit account (the Special Account) in a
commercial bank on ternms and conditions satisfactory to the Bank, including
appropriate protection against set-off, seizure or attachment. Deposits into, and
paynents out of, the Special Account shall be nade in accordance wth the provisions
of Attachment Il to this Annex.

5. Accounts and Audits

5. 1. (a) The Recipient, through the ML.SP, shall nmintain or cause to be naintai ned
a financial nmanagement system including records and accounts, and prepare financi al
statenents in a format acceptable to the Bank, adequate to reflect in accordance with
sound accounting practices the operations, resources and expenditures related to the
Activities.

(b) The Recipient, through the ML.SP, shall: (i) have the records, accounts
and financial statenents referred to in subparagraph (a) above and the records and
accounts for the Special Account for each fiscal year audited, in accordance with
audi ting standards acceptable to the Bank, consistently applied, by independent
auditors acceptable to the Bank; (ii) furnish to the Bank as soon as available, but in
any case not |later than six nonths after the end of each such year, (A) certified
copies of the financial statenents referred to in paragraph (a) of this Section for
such year as so audited, and (B) an opinion on such statenents, records and accounts
and report of such audit, by said auditors, of such scope and in such detail as the
Bank shall have reasonably requested; and (iii) furnish to the Bank such ot her
i nformation concerning said records and accounts and the audit thereof, and concerning
said auditors, as the Bank shall fromtine to tine reasonably request.

(c) For all expenditures with respect to which withdrawals fromthe G ant
Account were made on the basis of statements of expenditure, the Recipient, through
the MLSP, shall: (i) nmaintain or cause to be nmintained, in accordance with
subpar agraph (a) above, 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 G ant Account was nade, all records
(contracts, orders, invoices, bills, receipts and other docunents) evidencing such
expenditures; (iii) enable the Bank's representatives to exam ne such records; and
(iv) ensure that such records and accounts are included in the annual audit referred
to i n subparagraph (b) above and that the report of such audit contains a separate
opinion by said auditors as to whether the statenents 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 wthdrawals.

6. Suspensi on and Cancel | ation

6. 1. The Bank may at any tine, by notice to the Recipient, suspend the right of the
Reci pient to make further withdrawals fromthe G ant Account if any of the follow ng
events has occurred and is continuing: (a) the Recipient has failed to conply with any
of its obligations herein specified; or (b) the right of the Recipient, or any other
entity to which the Bank has made a loan wth the guarantee of the Recipient, to nake
wi t hdrawal s under any | oan agreenent with the Bank or any devel opnent credit agreenent
with the International Devel opment Association shall have been suspended.

6. 2. The Bank may, by witten notice to the Recipient, term nate the right of the
Reci pient to make further withdrawals fromthe G ant Account: (a) at any tine after
the right of the Recipient to make withdrawals fromthe Grant Account shall have been
suspended pursuant to the provisions of paragraph 6.1 above; or (b) if the Recipient
shall have failed to take action, satisfactory to the Bank, within six nonths after
the effective date hereof, to carry out the Activities; or (c) if the Bank has



decided, at any time after consultation with the Recipient, to withdraw its support to
the Project; or (d) if the Recipient has withdrawn its request for the Bank’s
assi stance in financing the Project.

Attachment |
Pr ocur enment
Section |. Consul tants’ Services
Part A Gener a

Consul tants’ services shall be procured in accordance with the provisions of the
Introduction and Section IV of the "Quidelines: Selection and Enpl oynent of
Consul tants by World Bank Borrowers", published by the Bank in January 1997 and
revised in Septenber 1997 and January 1999 (the Consultant Cuidelines), and the
follow ng provisions of this Section |

Part B: Procedures for the Selection of Consultants
1. Least-cost Sel ection

Services for grant audit under paragraph 1.1 (e) of the Annex estimated to cost
| ess than US$10, 000 equi val ent nmay be procured under contracts awarded in accordance
with the provisions of paragraphs 3.1 and 3.6 of the Consultant Guidelines.

2. Sel ection Based on Consultants’ Qualifications

Services for institutional assessment and capacity buil ding plans, public
informati on and consultation, and project nanagement under paragraph 1.1 (b), (c) and
(d) of the Annex estimated to cost |ess than US$100, 000 equi val ent per contract may be
procured under contracts awarded in accordance with the provisions of paragraphs 3.1
and 3.7 of the Consultant GQuidelines.

3. I ndi vi dual Consul tants

Services for policy analysis and devel oprment, institutional assessnent and
capacity building plans, public information and consultation, and project managenent
under paragraph 1.1 (a), (b), (c) and (d) of the Annex may 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 C 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 Activities shall be furnished to the
Bank for its review and approval, in accordance with the provisions of paragraph 1 of
Appendi x 1 to the Consultant Guidelines. Selection of all consultants’ services shal
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 enploynent of consulting firns
estimated to cost the equival ent of US$100, 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 Guidelines shall apply.

(b) Wth respect to each contract for the enpl oyment of individua
consultants estimated to cost the equival ent of US$50,000 or nore, the qualifications,
experience, terns of reference and terns of enploynent of the consultants shall be
furnished to the Bank for its prior review and approval. The contract shall be
awarded only after 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 shal
apply.



Section Il.  Procurement of Goods

Goods shall be procured: (a) 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 (b) under contracts awarded on the basis of
shopping procedures in accordance with the provisions of paragraphs 3.5 and 3.6 of the
Guidelines. The review procedures set forth in paragraph 4 of Appendix 1 to the
Guidelines shall apply to such contracts, provided that the word "bids", in such
paragraph 4, shall be read as "quotations".

Attachment 11
Special Account
1. For the purposes of this Attachment:

@ the term "eligible items" means the items set forth in the table in
paragraph 4.2 of the Annex to this Letter Agreement;

(b) the term "eligible expenditures" means expenditures in respect of the
reasonable cost of goods and services required for the Activities and to be financed
out of the proceeds of the Grant; and

(c) the term "Authorized Allocation" means an amount equivalent to US$80,000
to be withdrawn from the Grant Account and deposited into the Special Account pursuant
to paragraph 3 (a) of this Attachment.

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

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
withdrawals to replenish the Special Account shall be made as follows:

@ The Recipient shall furnish to the Bank a request or requests for a
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 Bank shall, on behalf of the Recipient, withdraw from the Grant Account
and deposit into the Special Account such amount or amounts as the Recipient shall
have requested.

(b) (i) For replenishment of the Special Account, the Recipient shall
furnish to the Bank requests for deposits into the Special Account
at such intervals as the Bank shall specify.

(i)  Prior to or at the time of each such request, the Recipient shall
furnish to the Bank the documents and other evidence required
pursuant to paragraph 4 of this Attachment for the payment or
payments in respect of which replenishment is requested. On the
basis of each such request, the Bank shall, on behalf of the
Recipient, withdraw from the Grant Account and deposit into the
Special Account such amount as the Recipient 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 Bank

from the Grant Account under the eligible items, and in the

respective equivalent amounts, as shall have been justified by

said documents and other evidence.

4. For each payment made by the Recipient out of the Special Account, the Recipient
shall, at such time as the Bank shall reasonably request, furnish to the Bank such
documents and other evidence showing that such payment was made exclusively for
eligible expenditures.

5. Notwithstanding the provisions of paragraph 3 of this Attachment, the Bank shall
not be required to make further deposits into the Special Account:

(@ if, at any time, the Bank shall have determined that all further
withdrawals should be made by the Recipient directly from the Grant Account;

(b) if the Recipient shall have failed to furnish to the Bank, within the



period of time specified in paragraph 5.1 (b) (ii) of the Annex to this Letter
Agreement, any of the audit reports required to be furnished to the Bank pursuant to
said paragraph in respect of the audit of the records and accounts for the Special
Account;

(c) if, at any time, the Bank shall have notified the Recipient of its
intention to suspend in whole or in part the right of the Recipient to make
withdrawals from the Grant Account pursuant to the provisions of paragraph 6.1 of the
Annex to this Letter Agreement; or

(d) once the total unwithdrawn amount of the Grant shall equal the equivalent
of twice the amount of the Authorized Allocation.

Thereafter, withdrawals from the Grant Account of the remaining unwithdrawn amount of
the Grant shall follow such procedures as the Bank shall specify by notice to the
Recipient. Such further withdrawals shall be made only after and to the extent that

the Bank shall have been satisfied that all such amounts remaining on deposit in the
Special Account as of the date of such notice will be utilized in making payments for
eligible expenditures.

6. (@ If the Bank shall have determined at any time that any payment out of the
Special Account: (i) was made for an expenditure or in an amount not eligible pursuant
to paragraph 2 of this Attachment; or (ii) was not justified by the evidence furnished

to the Bank, the Recipient shall, promptly upon notice from the Bank: (A) provide such
additional 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 amount equal to the amount

of such payment or the portion thereof not so eligible or justified. Unless the Bank

shall otherwise agree, no further deposit by the Bank into the Special Account shall

be made until the Recipient has provided such evidence or made such deposit or refund,
as the case may be.

(b) If the Bank shall have determined at any time that any amount outstanding
in the Special Account will not be required to cover further payments for eligible
expenditures, the Recipient shall, promptly upon notice from the Bank, refund to the
Bank such outstanding amount.



