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Proj ect Agreenent

(Utar Pradesh Fiscal Reformand Public
Sector Restructuring Progran)

anmong

| NTERNATI ONAL DEVELOPMENT ASSCOCI ATI ON

and

| NTERNATI ONAL BANK FOR RECONSTRUCTI ON AND DEVELOPMENT

and

STATE OF UTTAR PRADESH

Dated May 16, 2000

CREDI T NUMBER 3341 IN
LOAN NUMBER 4546 I N

PRQIECT AGREEMENT

AGREEMENT, dated May 16, 2000, anpng | NTERNATI ONAL DEVELOPMENT ASSCOCI ATI ON (the
Associ ation) and | NTERNATI ONAL BANK FOR RECONSTRUCTI ON AND DEVELOPMENT (the Bank) and
STATE OF UTTAR PRADESH (Uttar Pradesh), acting by its Covernor.

WHEREAS (A) the Association and the Bank have received fromlIndia (the Borrower)
a letter dated March 22, 2000, attaching a letter fromUttar Pradesh describing a
program of actions, objectives and policies designed to i nprove and strengthen the
fiscal framework and public institutions of Uttar Pradesh (hereinafter called the
Progran), declaring Uttar Pradesh’s comitnent to the execution of the Program and the
Borrower’s support thereto, and requesting assistance fromthe Association and the
Bank in support of the Programduring the execution thereof;

(B) Uttar Pradesh has carried out the neasures and taken the actions
described in the Schedule to this Agreenment to the satisfaction of the Association and
the Bank and has mmintai ned a nacroecononic policy framework satisfactory to the



Associ ation and the Bank;

(O by the Devel opnent Credit Agreenent of even date herewith between India
(the Borrower) and the Association, the Association has agreed to nake available to
the Borrower an anopunt in various currencies equivalent to ninety three mllion three

hundred thousand Special Drawi ng R ghts (SDR93, 300,000) on the terms and conditions
set forth in the Devel opment Credit Agreenent, but only on condition that Utar
Pradesh agree to undertake such obligations toward the Association as are set forth in
this Agreenent;

(D) by the Loan Agreenent of even date herewith between India and the Bank,
the Bank has agreed to make available to the Borrower an aggregate principal anmount of
one hundred twenty-six mllion two hundred seventy thousand dollars ($126, 270, 000) on
the terms and conditions set forth in the Loan Agreement, but only on condition that
Uttar Pradesh agree to undertake such obligations toward the Bank as are set forth in
this Agreenent; and

(E) the Programwi |l be carried out by Utar Pradesh with the Borrower’s
assi stance and, as part of such assistance, the Borrower will make available to Utar
Pradesh the | ocal currency equival ent of the proceeds of the Credit as provided in the
Devel opnent Credit Agreenent and the proceeds of the Loan as provided in the Loan
Agr eenent .

WHEREAS Uttar Pradesh, in consideration of the Association entering into the
Devel opnent Credit Agreenent with the Borrower and the Bank entering into the Loan
Agreement with the Borrower has agreed to undertake the obligations set forth in this
Agr eenent .

NOW THEREFORE t he parties hereto hereby agree as follows:
ARTI CLE |
Definitions

Section 1.01. Unless the context otherwi se requires, the several terns defined
in the Devel opnent Credit Agreement, in the Loan Agreenent and in the General
Conditions (as so defined in the Devel opnent Credit Agreement and in the Loan
Agreement) have the respective neanings therein set forth.

ARTI CLE ||
Particul ar Covenants

Section 2.01. (a) Utar Pradesh declares its commtnment to the objectives of the
Program and, to this end, shall carry out the Programw th due diligence and
efficiency, and shall provide, or cause to be provided, pronptly as needed, the funds,
facilities, services and other resources required for the Program

Section 2.02. (a) Utar Pradesh shall fromtine to tinme, at the request of the
Associ ation and the Bank, and with the participation of the Borrower, exchange vi ews
with the Association and the Bank with regard to the progress of the Program the
actions specified in the Schedule to this Agreenent, the performance of its
obligations under this Agreement and other matters relating to the purposes of the
Credit and the Loan.

(b) Prior to each such exchange of views, Uttar Pradesh shall furnish to the
Associ ation, the Bank and the Borrower for their review and conment a report on the
progress achieved in carrying out the Program in such detail as the Association and
the Bank shall reasonably request.

(c) Uttar Pradesh shall pronmptly informthe Association, the Bank and the
Borrower of any condition, which interferes or threatens to interfere with the
progress of the Program the acconplishnent of the purposes of the Credit and the
Loan, or the performance by Uttar Pradesh of its obligations under this Agreenent.

(d) Wthout limtation upon the provisions of paragraphs (a), (b) and (c) of
this Section, Utar Pradesh shall exchange views with the Association and the Bank on



any proposed action to be taken after the di sbursement of the Credit which woul d have
the effect of materially reversing the objectives of the Program or any action taken
under the Program incuding any action specified in the Schedule to this Agreenent.

Section 2.03. For the purpose of assisting in the inplenentati on and nonitoring
of the Program Uttar Pradesh shall maintain the Governance and CSR Core G oup, the
Ref orm I npl ement ati on Task Force, and the Poverty Mnitoring and Evaluation Cell wth
adequat e powers, functions, structures, staff and resources satisfactory to the
Associ ati on and the Bank.

Section 2.04. Utar Pradesh shall:

(a) mai ntain policies and procedures adequate to enable it to nonitor and
eval uate on an ongoi ng basis, in accordance with indicators satisfactory to the
Associ ation and the Bank, the carrying out of the Program and the achi evemrent of the
obj ectives thereof, including the inpact of inplenentation of the programon the poor
in accordance with the PSMVS;

(b) prepare, under terns of reference satisfactory to the Association and the
Bank, and furnish to the Associ ation and the Bank, not later than six nonths after the
Closing Date, a report integrating the results of the nonitoring and eval uation
activities performed pursuant to paragraph (a) of this Section, on the progress
achieved in carrying out the Program and setting out the neasures recomended to
ensure the efficient carrying out of the Program and the achi evenent of the objective
t hereof; and

(c) review with the Association the report referred to in paragraph (b) of
this Section, within forty-five (45) days of the receipt of the report and thereafter,
take all neasures required to ensure the efficient inplementation of the Program and
the achi evenent of the objective thereof, based on the conclusions and reconmendati ons
of the said report and the Association’'s views on the matter.

Section 2.05. (a) Uttar Pradesh shall use the amounts transferred to it by the
Borrower pursuant to Section 2.02 (c) of the Devel opment Credit Agreenment and Section
2.02 (c) of the Loan Agreenent in support of the Program Uttar Pradesh undertakes
that any of such ampbunts shall not be used to finance expenditures under a contract in
respect of which the Association or the Bank deternines that corrupt or fraudul ent
practices were engaged in by representatives of Utar Pradesh during the procurenent
or execution of such contract, w thout Uttar Pradesh having taken tinmely and
appropriate action satisfactory to the Association and the Bank to renedy the
situation.

(b) If the Association or the Bank shall have deternmined at any tinme that any
such amount shall have been used to make a paynment for any expenditure not consistent
wi th paragraph (a) above, Uttar Pradesh shall pronptly upon request fromthe
Associ ation or the Bank as the case may be, refund such amount to the Association or
the Bank through the Borrower. Anpunts refunded to the Association or the Bank upon
such request shall be credited to the Credit Account or the Loan Account, as the case
may be, for cancell ation.

ARTI CLE I ||
Particul ar Covenants
Section 3.01. (a) Utar Pradesh shall maintain records and accounts adequate to
reflect in accordance with sound financial nanagement and accounting practices the
H gh Priority Devel opnent Expenditures of its relevant departnments or agencies.

(b) Uttar Pradesh shall:

(i) have the records and accounts referred to in paragraph (a) of this
Section audi ted for Fiscal Year 1999-2000 in accordance with
ternms of reference satisfactory to the Associati on and the Bank,
and appropriate auditing principles consistently applied, by
i ndependent auditors acceptable to the Associ ation and the Bank;

(ii) furnish to the Association and the Bank as soon as avail able, but



in any case not |later than six nmonths after the end of such Fiscal Year,
the report of such audit by said auditors, of such scope and
in such detail as the Associ ation and the Bank shall have
reasonably requested; and

(iii) furnish to the Association and the Bank such other information
concerning said records, accounts and financial statenents as well as
the audit thereof, as the Association and the Bank shall fromtinme
to tinme reasonably request.

Section 3.02. (a) Utar Pradesh shall maintain records and accounts adequate to
reflect in accordance with sound accounting practices its operations and financi al
conditions; and

(b) Upon the Association’s and the Bank’s request, Utar Pradesh shall:

(i) have the said records, accounts and financial statenments audited
in accordance with appropriate auditing principles consistently
appl i ed, by independent audi tors acceptable to the Association

and t he Bank;

(ii) furnish to the Association and the Bank as soon as avail abl e, but

in any case not |ater than four nonths after the date of the

Associ ation’s and the Bank’s request for such audit, a certified copy
of the report of such audit by said audi tors, of such scope and in
such detail as the Association and the Bank shal I have

reasonably requested; and

(iii) furnish to the Association and the Bank such other information

concerning said records, accounts and financial statenents as well as
the audit thereof as the Associ ation and the Bank shall have reasonably
request ed.

Section 3.03. Utar Pradesh shall, no later than thirty (30) days after the
di sbursenment of the proceeds of the Credit and the Loan to the Borrower, provide to
the Association and the Bank respectively an audit report by independent auditors
acceptable to the Association and the Bank showi ng the date and the anount of the
proceeds of the Credit and the Loan transferred by the Borrower to Utar Pradesh
pursuant to Section 2.02 (c) of the Devel opment Credit Agreenent and Section 2.02 (c)
of the Loan Agreenent.

ARTI CLE IV

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

Section 4.01. This Agreenent shall cone into force and effect on the date upon
whi ch the Devel opnent Credit Agreement and the Loan Agreement becone effective.

Section 4.02. (a) This Agreement and all obligations of the Association, the
Bank and Uttar Pradesh thereunder shall terminate on the earlier of the followi ng two
dat es:

(i) the date on which the Devel opnent Credit Agreenent and the Loan
Agr eenent shall terminate in accordance with their terms; or

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

(b) If the Devel opnent Credit Agreenent or the Loan Agreenment terminates in
accordance with its ternms before the date specified in paragraph (a) (ii) of this
Section, the Association and the Bank shall pronmptly notify Utar Pradesh of this
event.

Section 4.03. Al the provisions of this Agreenment shall continue in full force
and effect notw thstanding any cancel |l ation or suspension under the General
Condi ti ons.



ARTI CLE V
M scel | aneous Provi si ons

Section 5.01. Any notice or request required or permtted to be given or made
under this Agreement and any agreenent between the parties contenplated by this
Agreement shall be in witing. Such notice or request shall be deemed to have been
duly given or made when it shall be delivered by hand or by mail, telegram cable,
telex or radiogramto the party to which it is required or pernmitted 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 making such
request. The addresses so specified are:

For the Associ ation:

I nternational Devel opnment Associ ation
1818 H Street, N W

Washi ngton, D.C. 20433

United States of America

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

For the Bank:

I nternational Bank of
Reconstruction and Devel opnent

1818 H Street, N W

Washi ngton, D.C. 20433

United States of Anerica

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

For Uttar Pradesh:

Chi ef Secretary
Covernnent of Uttar Pradesh
Lucknow 226001 UP, India

Section 5.02. Any action required or permitted to be taken, and any docunent
required or pernmitted to be executed, under this Agreenment on behalf of Uttar Pradesh
may be taken or executed by its Chief Secretary or such other person or persons as
Uttar Pradesh shall designate in witing, and Utar Pradesh shall furnish to the
Associ ation and the Bank sufficient evidence of the authority and the authenticated
speci nen signature of each such person.

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

Section 5.04. As long as the Bank has not given notice to the contrary to Uttar
Pradesh, and so long as the Devel opnent Credit Agreenent shall not have term nated
prior to the termination of the Loan Agreenent:

(a) the obligation of Utar Pradesh to consult with, and furnish information,
docurents, plans, reports, records and statements to the Bank shall be satisfied to
the extent performance in respect of such obligations is rendered to the Association;

(b) the obligations of the Bank to consult with, and to furnish information
to Uttar Pradesh shall be satisfied to the extent such obligations are satisfied by
the Associ ation; and

(c) all actions taken (including giving of approvals or granting of waivers)



by the Association pursuant to the Devel opnent Credit Agreenent shall be deened to be
taken pursuant to both the Devel opment Credit Agreement and the Loan Agreenent, and in
the nanme and on behal f of the Association and the Bank.

IN WTNESS WHERECOF, the parties hereto, acting through their duly authorized
representati ves, have caused this Agreement to be signed in their respective nanes in
New Del hi, India, as of the day and year first above witten.

| NTERNATI ONAL DEVELOPMENT ASSCOCI ATI ON

| NTERNATI ONAL BANK FOR RECONSTRUCTI ON
AND DEVELOPMENT

By /s/ Edwin R Lim
Country Director, India

STATE OF UTTAR PRADESH

By /s/ S. C Tripathi
Aut hori zed Representative

SCHEDULE

Actions Referred to in Recital (B) of the Preanble to the Devel opnent Credit
Agreement, the Loan Agreenent and the Project Agreenent.

Pol i cy Papers

1. Ut tar Pradesh has obtai ned Cabi net approval to inplenent policies, strategies
and actions for carrying out a mediumterm program of fiscal and governance refornmns
set out in the follow ng docunments, and has tabled these docunents in the Legislative
Assenbly of the State:

(a) A Policy Paper on Fiscal Reforns ainmed at achieving sustainability over
the nediumtermthrough growt h-oriented fiscal adjustment, by reducing its fiscal
deficit to no nore than four percent (4% of the Gross State Donestic Product (GSDP)
by Fiscal Year 2003-04, its non-power fiscal deficit (fiscal deficit net of support
for the power sector restructuring) to no nore than three percent (3% by achieving a
primary (fiscal deficit net of interest payments) surplus by such date.

(b) Pol i cy papers on Governance Reform Civil Service Reform Public
Enterprise Reformand Privatization, and Financial Managenent and Accountability
Strategy.

Fi scal Policy
2. Uttar Pradesh has initiated the inplenentation of a nmediumtermfiscal

framework, satisfactory to the Association and the Bank, with the objectives of, inter
alia, reducing in Fiscal Year 1999-00 the non-power fiscal deficit to no nmore than Rs

98 billion or 6 percent of the GSDP, from®6.7 percent in the previous year; capping
debt and guarantees at no nore than 38 percent and three percent (3% of GSDP
respectively; and containing salary and pension paynents to within Rs. 101 billion.

Publ i ¢ Expenditure Policy
3. U tar Pradesh has:

(a) Restricted new recruitnment to downsize the civil service by at |least two
percent (2% through attrition.



(b) Taken neasures to reduce the fiscal inpact of the Fifth Pay Conm ssion
pay increases, including abolishing staff entitlenent to encash outstandi ng | eave.

(c) I nposed a freeze on higher and secondary education grants at their
1998-99 | evel and approved an increase in user charges in canal irrigation,
pr of essi onal education and hospital care.

(d) I nposed a ban on new credits to public enterprises, with the exception of
power and for paynents under voluntary retirement schenes.

(e) Prepared a strategy for devel oping a Medi um Ter m Expendi t ure Franewor k.

(f) Final i zed the conponents of high-priority devel opnental expenditures to

be protected in Fiscal Year 1999-00, and issued orders to all treasuries to ensure
that these conmponents get priority in clearance of bills.

Tax Reform

4, Utar Pradesh has initiated the inplenentation of a programof tax policy and
adm ni stration reforns, satisfactory to the Association and the Bank, and has taken,
inter alia, the follow ng actions:

(a) I mpl emented floor rates for sales tax per agreenent w th the Governnent
of India, and obtained approval of its cabinet to reduce the nunber of trade tax rates
to no nore than five and to sinplify the system by reduci ng the number of commodity
classification.

(b) Abol i shed tax holidays and deferrals for new i nvestnents.

(c) ot ai ned Cabi net approval of anendnents to the Trade Tax Act to tighten
enforcement, amended the Mtor Vehicles Tax Act to sinplify rate revisions, and
introduced an entry tax on selected conmoditi es.

Civil Service Reform

5. Uttar Pradesh has initiated the inplenentation of a programof civil service
Reform satisfactory to the Association and the Bank, and has taken, inter alia, the
followi ng actions:

(a) Publ i shed its Annual Transfer Policy on the web and initiated nonitoring
of conpliance.

(b) Created and staffed a Technical Wrking Goup under the Governance and
CSR Core Group to conduct intra and inter departnental functional reviews; and
initiated a review of civil service terns and conditions.

(c) Abol i shed about 10,000 vacant positions identified as redundant.

(d) Initiated i npl enentation of a consultative nechani smfor overseeing
transfers of civil servants. Anti-Corruption Strategy

6. Uttar Pradesh has initiated the inplenentation of an anti-corruption strategy,
satisfactory to the Association and the Bank, and has taken, inter alia, the follow ng
actions:

(a) Conduct ed i ndependent surveys on the perception of business, househol ds
and civil servants on the incidence and magnitude of corruption in key departnents.

(b) Publ i shed G tizen Charters for 18 departnments specifying service
standards and renedi al neasures.

(c) Est abl i shed a broad based Governance Reform Task Force for rationalizing
and strengtheni ng key accountability institutions.

(d) Est abl i shed a Deregul ation Committee to begin to streanline and nodernize
the regul atory franework.



(e) Approved a code of access for docunents of |ocal governnent, financia
institutions and devel opnent agenci es.

Decentrali zations

7. Uttar Pradesh has initiated a program of decentralization and has taken, inter
alia, the follow ng actions:

(a) Transferred responsibility, assets and control over staff and funds (4%
of the state’s own net tax revenue) of selected departnments to lowest tier of rura
| ocal bodies — including el enentary education, reproductive health and drinking water
suppl y.

(b) Redefined accountability relations between the executive and el ected

| ocal bodies at the district level; published training manual and initiated training
for local government representatives; and enmpowered | ocal bodies to recruit new staff
under terms and conditions to be determ ned by them

Public Enterprise Reform

8. Uttar Pradesh has initiated the inplenentation of a programof public enterprise
reformand privatization, satisfactory to the Association and the Bank, and has taken,
inter alia, the follow ng actions:

(a) Est abl i shed a Di vestnent Comm ssion and an institutional framework for
i mpl ementing the program

(b) bt ai ned Cabi net approval of the scope of the first inplenentation phase
of the program (invol ving about twenty units and about 19,000 workers) as well as the
gui del i nes and inpl enentation procedures, including sale, closure, treatment of |abor,
and environmental issues

(c) Conpl eted the closure and sal e of assets of one public enterprise
Fi nanci al Managenment and Accountability

9. Uttar Pradesh has initiated the inplenentation of a programof reformto
strengthen the system of financial managenent and accountability, satisfactory to the
Associ ation and the Bank, and has taken, inter alia, the follow ng actions:

(a) Est abl i shed a broad based Task Force to recommend i nprovenents to
financi al managenent, including a mechanismfor public disclosure of governnent
financial statenents

(b) Appointed a Controller, and initiated consultations with the Conptroller
and Auditor GCeneral (C&\G of India for nodernizing the financial managenent and
control system

(c) Request ed the C&AG for the conduct of special audits of procurenent, and
of high priority devel opment expenditures under terms of reference satisfactory to the
Associ ati on and the Bank

| mpl ement ati on Arrangenents
10. Uttar Pradesh has established structures and indicators satisfactory to the

Associ ation and the Bank, for the purpose of inplenmenting and nonitoring the progress
of the Reform Program including its inmpact on the poor.



