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DEVELOPMENT CREDIT AGREEMENT

AGREEMENT, dated December 4, 1998, between REPUBLIC OF MALAWI (the Borrower) and
INTERNATIONAL DEVELOPMENT ASSOCIATION (the Association).

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
Association to assist in the financing of the Project;

(B) the Association has received the Borrower’s Policy Franework for Poverty
Al l eviation Programme, dated October 1995, (hereinafter called the Progran) declaring,
inter alia, the Borrower’s conmmtnent to the execution of the Program and

WHEREAS t he Association has agreed on the basis, inter alia, of the foregoing to
extend the Credit to the Borrower upon the terns 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 Devel opment Credit



Agreenents” of the Association, dated January 1, 1985, (as anmended through Decenber 2,
1997) with the nodifications set forth below (the General Conditions) constitute an
integral part of this Agreenent:

(a) A new paragraph (12) is added to Section 2.01 to read as set forth bel ow
and the existing paragraphs (12) through (14) of said Section are accordingly
renunmbered as paragraph (13) through (15): “12. ‘Participating Country’ means any
country that the Association determ nes neets the requirements set forth in Section 10
of resolution No 183 of the Board of Governors of the Association, adopted on June 26,
1996; and ‘Participating Countries’ means, collectively, all such countries.”

(b) The second sentence of Section 5.01 is nodified to read:

“Except as the Borrower and the Association shall otherw se agree, no

wi t hdr awal shal | be made: (a) on account of expenditures in the territories
of any country which is not a Participating Country or for goods produced in, or
services supplied from such territories; or (b) for the purpose of
any payment to persons or entities, or for any inport of goods, if such paynents
or inport, to the know edge of the Association, is prohibited by a decision of the
United Nations Security Council taken under Chapter VII of the Charter of t he
United Nations.”

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

(a) “Beneficiary” nmeans a community, including a village, group of vill ages,
or a group of urban dwellers, duly represented by a Project Managenent Committee (as
herei nafter defined), which is the recipient of a Community Subproject G ant (as
herei nafter defined);

(b) “Conmmruni ty Subproject Agreenent” nmeans an agreenent to be entered into
bet ween MASAF and a Beneficiary for the purpose of carrying out a Conmunity Subproject
(as hereinafter defined);

(c) “Communi ty Subproject Grant” neans a grant namde or proposed to be nade by
MASAF to finance a Conmunity Subproject (as hereinafter defined);

(d) “Conmmuni ty Subproject” neans a specific devel opnment project financed or
to be financed through a Comrunity Subproject G ant extended under Part A 1 of
Proj ect;

(e) “District” nmeans a district as defined in the Regional and Districts
Boundaries and Place Names Act (Cap. 18:04 of the Laws of Malaw);

(f) “DSS" neans a District Executive Conmittee Sub Set consisting of the
Di strict Devel opment Officer, Cerk of Council and Sector Technical Supervisor;

(9) “FY” neans the Borrower’s fiscal year commencing on July 1 and ending on
the follow ng June 30;

(h) “I EC’ neans Information, Education, and Conmmuni cati on;

(i) “Proj ect Manual s” neans the |nplenmentation, Adm nistration, and

Accounting Manuals for the inplenentation of all the conponents of the Project, dated
July 31, 1998 and referred to in paragraph 2 of Schedule 4 of this Agreenent;

(j) “MASAF Board” nmeans the Mal awi Social Action Fund Board established under
OPC (as hereinafter defined) to provide policy oversight over the MASAF MJ (as
herei nafter defined) and referred to in paragraph 1(b) of Schedule 4 to this
Agr eenent ;

(k) “MASAF MJ' neans the Mal awi Social Action Fund Managenment Unit
established as of July 1, 1995, within OPC to carry out the Project;

(1) “M S’ neans managenent information system



(m) “MK” neans Mal awi Kwacha, the Borrower’s currency;

(n) “MOF” neans the Borrower’s Mnistry of Finance;

(o) “NEC’ neans the Borrower’s National Economi c Council;

(p) “NGO" neans a non-governnental organization duly authorized to operate in
the Borrower’'s territory;

(q) “OPC’' neans the Borrower’s O fice of the President and Cabi net;

(r) “Project Account” neans the account referred to in Section 3.04 (a) of

thi s Agreenent;

(s) “Proj ect Managenent Committee” neans a committee established by a
conmunity to represent that community’s interests, as specified in the Project Manual s
during the identification, preparation, appraisal, and inplenentation of a Community
Subproject or a PWP Subproject (as hereinafter defined) and conprising a chairperson,
a secretary, a treasurer, a deputy treasurer, and fromthree to five nenbers, all duly
el ected by the menmbers of the community;

(t) “Project Support Committee” means a conmittee established by a comunity
to represent the conmunity’'s interests, as specified in the Project Manuals during the
identification, preparation, appraisal and inplenmentati on of a Sponsored Subproject
(as hereinafter defined);

(u) “PWP Subproject” nmeans specific construction, rehabilitation, or
mai nt enance works identified by the DSS and to be financed under Part B.1 of the
Proj ect;

(v) “PWP Subproject Financing Agreenent” neans an agreenent to be entered
into between MASAF MJ and a DSS for the purpose of carrying out a PW Subproject;

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

(x) “Sponsored Subproject Agreenent” nmeans an agreenent to be entered into
bet ween MASAF MJ and a Sponsoring Agency (as hereinafter defined) for the purpose of
carrying out a Sponsored Subproject (as hereinafter defined);

(y) “Sponsored Subproject Grant” neans a grant nade or proposed to be nade by
MASAF MJ to finance a Sponsored Subproject (as hereinafter defined) under Part C 1 of
the Project;

(z) “Sponsored Subproject” neans a specific activity identified by a
Sponsoring Agency (as hereinafter defined) to be financed through a Sponsored
Subproj ect Grant extended under Part C. 1 of the Project; and

(aa) “Sponsoring Agency” neans any NGO Project Support Committee, or other
institution engaged to inplenent activities under Part C. 1 of the Project.
ARTI CLE 11
The Credit

Section 2.01. The Association agrees to lend to the Borrower, on the terns and
conditions set forth or referred to in the Devel opment Credit Agreenent, an anount in
various currencies equivalent to forty-nine mllion six hundred thousand Speci al
Drawi ng Ri ghts (SDR 49, 600, 000) .

Section 2.02. (a) The anpunt of the Credit nmay be withdrawn fromthe Credit
Account in accordance with the provisions of Schedule 1 to this Agreenent for (i)
expendi tures nmade (or, if the Association shall so agree, to be made) in respect of
the reasonabl e cost of works, goods and services required for the Project described in
Schedule 2 to this Agreement and to be financed out of the proceeds of the Credit; and
(ii) anounts paid (or if the Association shall so agree, anounts to be paid) by the
Borrower on account of withdrawal s nade for the benefit of a Beneficiary, a DSS or a
Sponsoring Agency, under a Comunity Subproject Gant, a PW Subproject Financing



Agreement or a Sponsored Subproject Grant, to meet the reasonable cost of goods,
works, or services required for such Community, PWP or Sponsored Subproject and in
respect of which withdrawal from the Credit Account is requested.

(b) The Borrower may, for the purposes of the Project, open and maintain in
dollars, a special deposit account in a commercial bank on terms and conditions
satisfactory to the Association, including appropriate protection against set-off,
seizure or attachment. Deposits into, and payments out of, the Special Account shall
be made in accordance with the provisions of Schedule 5 to this Agreement.

Section 2.03. The Closing Date shall be May 31, 2003, or such later date as the
Association shall establish. The Association shall promptly notify the Borrower of
such later date.

Section 2.04. (a) The Borrower shall pay to the Association a commitment charge
on the principal amount of the Credit not withdrawn from time 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-half of one percent (1/2 of 1%) per annum.

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

(c) The commitment charge shall be paid: (i) at such places as the
Association shall reasonably request; (ii) without restrictions of any kind imposed
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 from time to time be designated or selected
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 annum on the principal amount of
the Credit withdrawn and outstanding from time to time.

Section 2.06. Commitment charges and service charges shall be payable
semiannually on February 15 and August 15 in each year. Section 2.07. (a) Subject to
paragraphs (b), (c) and (d) below, the Borrower shall repay the principal amount of
the Credit in semiannual installments payable on each February 15 and August 15
commencing February 15, 2009, and ending August 15, 2038. Each installment, to and
including the installment payable on August 15, 2018, shall be one percent (1%) of
such principal amount, and each installment thereafter shall be two percent (2%) of
such principal amount.

(b) Whenever: (i) the Borrower’'s per capita gross national product (GNP), as
determ ned by the Association, shall have exceeded for three consecutive years the
| evel 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 |ending, the Association may, subsequent to the review and
approval thereof by the Executive Directors of the Association and after due
consi deration by them of the devel opment of the Borrower’'s econony, nodify the
repaynment of installnents under paragraph (a) above by: (A) requiring the Borrower to
repay tw ce the amount of each such installnent not yet due until the principal anount
of the Credit shall have been repaid; and (B) requiring the Borrower to comrence
repayment of the principal anpbunt of the Credit as of the first sem annual paynent
date referred to in paragraph (a) above falling six nonths or nore after the date on
whi ch the Association notifies the Borrower that the events set out in this paragraph
(b) have occurred, provided, however, that there shall be a grace period of a m ni num
of five years on such repaynent of principal.

(c) If so requested by the Borrower, the Association may revise the
nodi fication referred to in paragraph (b) above to include, in lieu of sone or all of
the increase in the amounts of such installments, the paynment of interest at an annual
rate agreed with the Association on the principal anpbunt of the Credit withdrawn and



outstanding from time to time, provided that, in the judgment of the Association, such
revision shall not change the grant element obtained under the above-mentioned
repayment modification.

(d) If, at any time after a modification of terms 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 Sates 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 through MASAF MU with due diligence and efficiency and in conformity
with appropriate financial, administrative, environmental and economic 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.

Section 3.02. Except as the Association shall otherwise agree, procurement of
t he 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 Agreenent.

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

(a) prepare, on the basis of guidelines acceptable to the Association, and
furnish to the Association not later than six (6) nmonths after the C osing Date or
such |l ater date as may be agreed for this purpose between the Borrower and the
Associ ation, a plan designed to ensure the sustainability of the Project; and

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

Section 3.04. Wthout linmitation upon the provisions of Section 3.01 of this
Agreenent, the Borrower shall:

(a) open and maintain in a commercial bank, until the conpletion of the
Proj ect, an account on terms and conditions satisfactory to the Association;

(b) deposit into the Project Account an initial anpbunt equivalent to the
Borrower’s estimated share of counterpart funds for the first quarter of Project
i mpl enentati on as shall be agreed upon by the Borrower and the Association and
thereafter, at quarterly intervals, deposit into the Project Account such anobunts as
are estimated to be required for the ensuing quarter of such anpbunt as shall be agreed
upon between the Borrower and the Association; and

(c) ensure that the ampbunts deposited into the Project Account in accordance
wi th paragraph (b) of this Section shall be used exclusively for expenditures under
the Project not otherw se financed fromthe proceeds of the Credit.

ARTI CLE 1V
Fi nanci al Covenants

Section 4.01. (a) The Borrower shall maintain or cause to be nmintained 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:

(@) 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
no later than six 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

(iii) 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 statements of expenditure, the Borrower shall:

(@) 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;

(iii) enabl e the Association’s representatives to exam ne such records;
and

(iv) ensure that such records and accounts are included in the annual
audi t 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 expendi ture submtted during such fiscal
year, together with the procedures and internal controls involved in
their preparation, can be relied upon to support the rel ated

wi t hdr awal s.
ARTI CLE V
Renedi es of the Association
Section 5.01. Pursuant to Section 6.02 (h) of the General Conditions, the
followi ng additional event is specified, nanely, that a situation has arisen which
shal | make it inprobable that the Program or a significant part thereof, wll be
carried out.
ARTI CLE VI
Ef fective Date; Term nation
Section 6.01. The following events are specified as additional conditions to the
ef fectiveness of the Devel opment Credit Agreenent within the meaning of Section 12.01
(b) of the General Conditions:

(a) the Borrower has opened the Project Account and the initial contribution
referred to in Section 3.04 (b) of this Agreement has been deposited therein;

(b) the Borrower has furnished to the Association, the signed Menorandum of
Understanding referred in paragraph 3 of Schedule 4 to this Agreenent;



(c) the Borrower has furnished to the Association, copies of the ministerial
circulars referred to in paragraph 4 of Schedule 4 to this Agreement; and

(d) the Borrower has confirmed that the MIS system referred to in paragraph
14 of Schedule 4 to this Agreement is operational.

Section 6.02. 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 VII
Representative of the Borrower; Addresses
Section 7.01. The Minister at the time responsible for finance of the Borrower
is designated as representative of the Borrower for the purposes of Section 11.03 of
the General Conditions.

Section 7.02. The following addresses are specified for the purposes of Section
11.01 of the General Conditions:

For the Borrower:

Ministry of Finance
P.O. Box 30049

Capital City

Lilongwe 3

Malawi

Cable address: Telex:
FINANCE 44407 MI
Lilongwe

For the Association:

International Development Association
1818 H Street, N.W.

Washington, D.C. 20433

United States of America

Cable address: Telex:
INDEVAS 248423 (MCI) or
Washington, D.C. 64145 (MCI)

IN WITNESS WHEREOF, the parties hereto, acting through their duly authorized
representatives, have caused this Agreement to be signed in their respective names in
the District of Columbia, United States of America, as of the day and year first above
written.

REPUBLIC OF MALAWI

By /s/ Willie Chokani

Authorized Representative

INTERNATIONAL DEVELOPMENT ASSOCIATION

By /s/ Barbara Kafka



Acting Regional Vice President

Africa
SCHEDULE 1
Withdrawal of the Proceeds of the Credit

1. The table below sets forth the Categories of items to be financed out of the
proceeds of the Credit, the allocation of the amounts of the Credit to each Category
and the percentage of expenditures for items so to be financed in each Category:

Amount of the

Credit Allocated % of

(Expressed in Expenditures

Category SDR Equivalent) to be Financed
Q) Community 30,720,000 95% of amounts paid

Subprojects by MASAF MU
(2 PWP Subprojects 8,650,000 95% of amounts paid

by MASAF MU
) Sponsored 380,000 95% of amounts paid

Subprojects by MASAF MU
(4) Equipment, 300,000 100% of foreign

furniture expenditures and

and supplies 90% of local

expenditures
(5) Consul tant s’ 2,780, 000 100%

services, training

wor kshops and

st udi es
(6) Qperating costs 1, 810, 000 90% i n

FY 1999/ 2000
and 85%thereafter
(7) Unal | ocat ed 4, 960, 000
49, 600, 000

TOTAL ———————=—==
2. For the purposes of this Schedul e:

(a) the term“foreign expendi tures” means expenditures in the currency of any
country other than that of the Borrower for goods or services supplied fromthe
territory of any country other than that of the Borrower;

(b) the term“local expenditures” neans expenditures in the currency of the

Borrower or for goods or services supplied fromthe territory of the Borrower; and

(c) The term “operating costs” nmeans increnmental recurrent expenditures
i ncurred on account of the Project for MASAF MJ contract staff remuneration, per diem
benefits, office supplies, fuel, and maintenance of vehicles, maintenance of
equi pnent, tel ephone, and ot her commruni cations charges, office rent and insurance for
vehi cl es, notorcycles and office equi pment and furniture.

3. Not wi t hst andi ng the provisions of paragraph 1 above, no withdrawal s shall be
made in respect of payments nade for:

(a) expenditures prior to the date of this Agreenent; and
(b) expendi tures under Categories (1), (2) and (3) unless the Conmunity

Subproject Gants, the financing for PW Subproject and Sponsored Subproject G ants
have been nade in accordance with the criteria, procedures and terms and conditions



set forth or referred to in paragraphs 6 and 7, and 9 through 12, of Schedule 4 to
this Agreement, respectively.

4, The Association may require withdrawals from the Credit Account to be made on
the basis of statements of expenditure:

@) for expenditures under contracts for works not exceeding $100,000
equivalent each;

(b) for expenditures under contracts for goods and consultants’ services,
provided by firnms, not exceedi ng $100, 000 equi val ent each;

(c) for expenditures under contracts for consultants’ services provided by
i ndi vi dual s, not exceedi ng $50, 000 equi val ent each; and

(d) for expenditures for training, workshops, and increnental operating
costs, all under such ternms 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 enhance and sustain the provision and use
of resource endowrents by Beneficiaries, which will contribute to poverty reduction
through: (i) addressing the need for socio-econonic infrastructure devel opment in
rural and urban areas; (ii) supporting safety-net programs: and (iii) enhancing the
Borrower’'s capacity to identify, prioritize and inplement projects by training
st akehol ders at national, regional, district and community |evels.

The Project consists of the follow ng parts, subject to such nodifications
thereof as the Borrower and the Association may agree upon fromtime to time to
achi eve such objectives:

Part A Communi ty Subproj ects

1. Pronotion, identification, design, appraisal, inplenentation, supervision and
eval uati on of commnity based soci o-econonmic infrastructure Comunity Subprojects and
provi sion of Conmunity Subproject Grants for the financing thereof, for the
rehabilitation, extension, construction and equi pnent for sustainable basic and post
basi c education, health facilities, construction and rehabilitation of econonic
infrastructure, including markets, small scale water supply, storm drai nage and

sani tation, access roads, bridges and natural resource nanagenent.

2. Di ssem nation of the objectives and working principles of MASAF through the
carrying out of sensitization, and |IEC activities.

Part B: Publ i ¢ Works Program

1. Carrying out PWP Subprojects consisting of |abor-intensive works as a safety-net

scherme in targeted poor rural and urban areas, including road rehabilitation and
mai nt enance, |and husbandry and afforestation, water supply and sanitation and
dr ai nage schenes and rai nwater collection and provision of financing therefor.

2. Carrying out IEC activities about the programincluding the production of
flyers, posters, radio prograns, videos and the use of dranma groups.

Part C Sponsored Sub-Projects

1. Provi si on of Sponsored Subprojects G ants for Sponsored Subprojects identified

by Sponsoring Agencies for street children, orphans, persons with disabilities, the
aged and HI V/ Al DS af fected persons, for the construction and physical rehabilitation
of facilities to be used by such persons and for the provision of services.

2. Carrying out 1EC activities to sensitize and di ssem nate informati on about these
sub-proj ects through the production of flyers, posters, and videos.



Part D: Capacity Enhancement and Studies

1. Strengthening the capacity of the MASAF MU and national, regional and district
agencies to implement the Community, PWP and Sponsored Subprojects, through the
provision of training in the use of procedures, systems and criteria developed under
MASAF.

2. Carrying out studies relevant to the objectives of the Project, including annual
beneficiary assessments, impact assessments, and strategic and technical studies to
determine the future role of MASAF.

* k%

The Project is expected to be completed by November 30, 2002.
SCHEDULE 3
Procurenent and Consul tants’ Services
Section |. Procurenent of Good and Wrks
Part A Gener al

Goods and works shall be procured in accordance with (a) the provisions of
Section | of the “Cuidelines for Procurenment under |BRD Loans and I DA Credits”
publ i shed by the Bank in January 1995 and revised in January and August 1996 and
Sept enber 1997, subject to the nodifications thereto set forth in paragraph 2 of this
Part A (the Cuidelines) and (b) the followi ng provisions of this Sectionl. In
paragraphs 1.6 and 1.8 of the Cuidelines, the references to “Bank Menber Countries”
and “Menber Country” shall be deened to be references, respectively, to “Participating
Countries” and “Participating Country”

Part B: I nternational Conpetitive Bidding

Except as otherwi se provided in Part C of this Section, works shall be procured
under contracts awarded in accordance with the provisions of Section Il of the
Gui del i nes and paragraph 5 of Appendix 1 thereto.

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

Goods estimated to cost |ess than $100, 000 equi val ent per contract, up to an
aggregate anmount not to exceed $430, 000 equi val ent, may be procured under contracts
awarded in accordance with the provisions of paragraphs 3.3 and 3.4 of the Cuidelines.

2. Nat i onal Shoppi ng and | APSO

Goods estimated to cost |ess than $30, 000 equi val ent per contract, up to an
aggregate anmount not to exceed $600, 000 equi val 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 CGuidelines, or through the United Nations
I nter-Agency Procurenment Ofice.

3. Community Participation

Goods and works required for Parts A, B and C of the Project nmay be procured in
accordance with procedures acceptable to the Association, and docunented in the
Proj ect Manual s.

4. Procurenment of Small Wrks

Works for Parts A and B of the Project, estimated to cost |ess than $50, 000
equi val ent per contract, up to an aggregate anmount not to exceed $44, 600, 000
equivalent with respect to Part A of the Project and $12, 800, 000 equivalent with
respect to Part B of the Project, may be procured under |unp-sum fixed-price



contracts awarded on the basis of quotations obtained from three (3) qualified

domestic contractors in response to a written invitation. The invitation shall include

a detailed description of the works, including basic specifications, the required
completion date, a basic form of agreement acceptable to the Association, and relevant
drawings, where applicable. The award shall be made to the contractor who offers the
lowest price quotation for the required work, and who has the experience and resources
to complete the contract successfully.

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

Prior to the issuance of any invitations to prequalify for bidding or 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 and works estimated to cost the
equivalent of $100,000 or more and the first contract for goods and works
respectively, procured in accordance with National Competitive Bidding, the procedures
set forth in paragraphs 2 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: General

Consul tants’ services shall be procured in accordance with (a) the provisions of
the Introduction and Section IV of the “CGuidelines: Selection and Enpl oynent of
Consul tants by World Bank Borrowers” published by the Bank in January 1997 and revised
in Septenber 1997, subject to the nodifications thereto set forth in paragraph 2 of
this Part A (the Consul tant Guidelines) and (b) the follow ng provisions of Section Il
of this Schedule. In paragraphs 1.10 of the Consultant Cuidelines, the references to
“Bank Member Countries” and “Menber Country” shall be deenmed to be references,
respectively, to “Participating Countries” and “Participating Country”.

Part B: Quality- and Cost-based Sel ection

1. Except as otherwi se provided in Part C of this Section, consultants’ services
shal | be procured under contracts awarded in accordance with the provisions of Section
Il of the Consultant Cuidelines, paragraph 3 of Appendix 1 thereto, Appendix 2
thereto, and the provisions of paragraphs 3.13 through 3.18 thereof applicable to

qual ity- and cost-based sel ection of consultants.

2. The follow ng provisions shall apply to consultants’ services to be procured
under contracts awarded in accordance with the provisions of the precedi ng paragraph.
The short list of consultants for services estimated to cost |ess than $100, 000

equi val ent per contract, may conprise entirely national consultants in accordance with
the provisions of paragraph 2.7 of the Consultant Guidelines.

Part C O her Procedures for the Selection of Consultants
1. Sel ection Based on Consultants’ Qualifications

Services for consultants under Part D of the Project estinmated to cost |ess than
$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 Consul tant Guidelines.

2. Si ngl e Source Sel ection



Services for consultants 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. Individual Consultants

Services for consultants, tasks that meet the requirements set forth in
paragraph 5.01 of the Consultant Guidelines, 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.

4, Community Participation

Services required to assist Beneficiaries or a DSS in carrying out Community,
PWP and Sponsored Subprojects, may be procured in accordance with procedures
acceptable to the Borrower and the Association, and specified in the Project Manuals.

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

(a) Wth respect to each contract for the enpl oynent of consulting firns
estimated to cost the equival ent of $200,000 or nore, the procedures set forth in
paragraphs 1, 2 and (other than the third subparagraph of paragraph 2(a)) and 5 of
Appendi x 1 to the Consultant Cuidelines shall apply.

(b) Wth respect to each contract for the enpl oynent of consulting firns
estimated to cost the equivalent of $100,000 or nore, but |less than the equival ent of
$200, 000, the procedures set forth in paragraphs 1, 2 (other than the second
subpar agraph of paragraph 2 (a)) and 5 of Appendix 1 to the Consultant Cuidelines
shal | apply.

(c) Wth respect to each contract for the enploynent of individual
consultants estimated to cost the equival ent of $50,000 or nore, the qualifications,
experience, terms of reference and terns of enploynment 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
I mpl enent ati on Program
Gener al

1. (a) The Borrower shall: (i) nmmintain the MASAF MJ whi ch shall be responsible
for the inplenmentation of the Project; and (ii) at all tinmes maintain wthin MASAF MJ
staff, with qualifications and terns of reference acceptable to the Associati on,

i ncluding an Executive Director, Directors of Field Operations for Community
Subprojects and the Public Wrks Program Directors for the Finance and Admi nistration
divisions, as well as, heads of Sponsored Subprojects, the Communication, Internal



Audit, Information Technology and Technical Services Units.

(b) The Borrower shall maintain the MASAF Board established on September 11,
1998, to oversee the work of MU. Unless the Association shall otherwise agree, the
MASAF Board shall, (i) be chaired by the Principal Secretary (Finance), OPC, and (ii)
comprise the following members: Principal Secretaries of MOF, Ministry of Justice,
National Economic Commission, Secretary for the Poverty Alleviation Program, and the
Executive Secretary of the Council for Non Governmental Organizations in Malawi,
representatives of the traditional authorities, the Director for the Center for Social
Research, and Secretary for District and Local Government Administration and two
members with expertise in urban planning and management and the private sector,
respectively.

(c) The MASAF Board shall, on behalf of the Borrower: (i) provide overall
policy guidance on the management of the Project, (ii) give the MASAF MU directives
and gui dance on the interpretation of the Borrower’s policies pertaining to those
sectors affected by the Project, (iii) approve MASAF MJ s annual work plans, (iv)
review quarterly and annual reports and sem -annual and annual audits; and (v) review
as part of the inpact and sustainability assessments of the Project, whether adequate
budgetary al |l ocati ons have been nade to the various mnistries of the Borrower
involved in the inplenentation of the various conponents of the Project to cover the
anticipated recurrent expenditures required for the carrying out of Project
activities.

2. MASAF MJ shall: (a) (i) maintain the Project Manuals for the inplenentation of
all conponents of the Project, (ii) take all neasures necessary to ensure that the
Project is carried out in conformty with the Project Manuals, and (iii) not amend or
wai ve any provision thereof which, in the opinion of the Association, will materially
or adversely affect the inplenmentation of the Project; (b) prepare the annual

wor kpl ans for approval by the MASAF Boar d.

3. MASAF MJ shall enter into a nenorandum of understandi ng acceptable to the
Association, with the Mnistry Wrks and Supplies, Department of District and Local
Gover nment Administration and National Roads Authority to formalize their respective
roles in the inplementation of PWP Subprojects relating to roads.

4, The Borrower shall designate Desk Oficers inits Mnistries and Departnents,
who shall be assigned to work with MASAF MJ and to carry out the follow ng activities:
(a) provide information to MASAF MJ on sectoral gaps, policies and norms; (b) provide
f eedback on issues arising fromthe inplenmentation of the subprojects; (c) obtain
approval of subprojects inclusion under the project; and (d) nonitor whether sectoral
recurrent budgets cover assets created under the Project. Such designation shall be
formalized by the issuance of ministerial circulars by the relevant Principal
Secretary.

5. The Borrower shall: (a) nmmintain policies and procedures adequate to enable it
to nonitor and evaluate on an ongoing basis, in accordance with the indicators set
forth in Schedule 6 to this Agreenent, the carrying out of the Project and the

achi evement of the objectives thereof;

(b) prepare, under terns of reference satisfactory to the Association, and
furnish to the Association, on or about Septenmber of each year for the annual reviews,
Sept enber 30, 2000 with respect to the mid-termreview, an annual progress report
integrating the results of the nmonitoring and eval uation activities perforned pursuant
to paragraph (a) of this Section, on the progress achieved in the carrying out of the
various conponents of the Project during the period preceding the date of said report
based on the work plan for the period under review and setting out the neasures
recomrended to ensure the efficient carrying out of the Project and the achi evenment of
the objectives thereof during the period follow ng such date; and

(c) review with the Association, by Novenber of each year for the annual
reviews and Novermber 30, 2000 with respect to the mid-termreview, or such later 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
conpletion of the Project and the achi evenent of the objectives thereof, based on the
concl usi ons and reconmendations of the said report and the Association’s views on the
matter.



Part A of the Project
6. Eligibility Criteria for Community Subprojects

Without limitation on the provisions of paragraph 2 above, no Community
Subproject shall be eligible for financing out of the proceeds of the Credit unless
the Executive Director of the MASAF MU shall have determined, on the basis of an
appraisal conducted in accordance with the guidelines set forth in the Project
Manuals, that the Community Subproject satisfies the eligibility criteria specified in
more detail in the Project Manuals, which shall include the following:

@) the Community Subproject shall be for social and economic infrastructure
and services, including primary health, basic education, rural water supply, feeder
roads, and the construction of markets and granaries;

(b) the Community Subproject shall be initiated by a Beneficiary duly
represented by a Project Management Committee;

(c) the Community Subproject shall be economically, financially and
technically viable in accordance with the standards specified in the Project Manuals;

(d) except as the Association shall otherwise agree, the Beneficiary shall
provide not less than 20% of the estimated costs of the Community Subprojects in the
form of cash, materials, labor or other services and not less than 5% of the estimated
costs of Community Subprojects for boreholes; and

(e) the Community Subproject shall be in compliance with the standards set
forth in the applicable laws of the Borrower relating to health, safety and
environmental protection.

7. Terms and Conditions of Community Subprojects Grants

In financing Community Subprojects, MASAF MU shall enter into a Community
Subproject Agreement with the Beneficiary, under terms and conditions which shall
include the following:

@ financing to be on a grant basis and, unless otherwise agreed with the
Assaociation, not to exceed the equivalent of $100,000 per Community Subproject Grant;

(b) the obligation to carry out the Community Subproject in accordance with
the Project Manuals, with due diligence and efficiency and in accordance with sound
technical, financial, environmental and managerial standards and to maintain adequate
records to reflect, in accordance with sound accounting practices, the operations,
resources and expenditures in respect of the Community Subproject;

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

(d) the right of MASAF MU to inspect by itself, or jointly with the
Assaociation, if the Association shall so request, the goods, works, sites, plants and
construction included in the Community Subproject, the operations thereof and any
relevant records and documents;

(e) the right of MASAF MU to obtain all information as MASAF MU or the
Association shall reasonably request regarding the administration, operation and
financial conditions of the Subproject; and

) the right of MASAF MU to suspend or terminate the right of the
Beneficiary to use the proceeds of the Credit for the Community Subproject upon the
failure by the Beneficiary to perform any of its obligations under the Community
Subproject Agreement.

8. In order to assist communities to expeditiously implement Community Subprojects,
the MASAF MU shall maintain a unit cost data bank for monitoring the cost of



materials, goods, works and services, and update such data on a quarterly or
semiannual basis.

Part B of the Project
9. Eligibility Criteria for PWP Subprojects

Without limitation on the provisions of paragraph 2 above, no PWP Subproject
shall be eligible for financing out of the proceeds of the Credit unless the Executive
Director of the MASAF MU shall have determined, on the basis of an appraisal conducted
in accordance with the guidelines set forth in the Project Manuals, that the PWP
Subproject satisfies the eligibility criteria specified in more detail in the Project
Manuals, which shall include the following: (a) the nature and size of the PWP
Subproject is such that it cannot be carried out by the relevant community on a
self-help basis; (b) the unskilled labor content of the PWP Subproject is not
less than 40% of the total cost thereof; and (c) implementation of the PWP
Subproject will not require highly specialized technical inputs and procedures and can
be started expeditiously.

10. Terms and conditions of financing for PWP Subprojects

In financing PWP Subprojects, MASAF MU shall enter into a PWP Subproject
Financing Agreement with a DSS, under terms and conditions which shall include the
following:

@) financing to be on a grant basis and, unless otherwise agreed with the
Assaciation, not to exceed the equivalent of $100,000 per PWP Subproject;

(b) the obligation to carry out the PWP Subproject in accordance with the
Project Manuals, with due diligence and efficiency and in accordance with sound
technical, financial, environmental and managerial standards and to maintain adequate
records to reflect, in accordance with sound accounting practices, the operations,
resources and expenditures in respect of the PWP Subproject;

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

(d) the right of MASAF MU to inspect by itself, or jointly with the
Association, if the Association shall so request, the goods, works, sites and
construction included in PWP Subproject, the operations thereof and any relevant
records and documents; (e) the right of MASAF MU to obtain all information as MASAF MU
or the Association shall reasonably request regarding the administration, operation
and financial conditions of the PWP Subproject; and (f) the right of MASAF MU to
suspend or terminate the right of a DSS to use the proceeds of the Credit for the PWP
Subproject upon the failure by the DSS to perform any of its obligations under the PWP
Subproject Financing Agreement.

Part C of the Project
11. Eligibility Criteria for Sponsored Subprojects

Without limitation on the provisions of paragraph 2 above, no Sponsored
Subproject shall be eligible for financing out of the proceeds of the Credit unless
the Executive Director of MASAF MU shall have determined, on the basis of an appraisal
conducted in accordance with the guidelines set forth in the Project Manuals, that the
Sponsored Subproject satisfies the eligibility criteria specified in more detail in
the Project Manuals, which shall include the following:

€)) the Sponsored Subproject shall be for activities to improve the quality
of life of street children, orphans, persons with disabilities, the aged and HIV/AIDS
affected persons;

(b) the Sponsored Subproject shall be initiated by a Sponsoring Agency;

(c) the Sponsored Subproject shall be economically, financially and



technically viable in accordance with the standards specified in the Project Manuals;

(d) the Sponsoring Agency shall provide no less than 20% of the estimated
costs of the Sponsored Subproject in the form of cash, materials, labor or other
services in the case of infrastructure activities; and

(e) the Sponsored Subproject shall be in compliance with the standards set
forth in the applicable laws of the Borrower relating to health, safety and
environmental protection.

12. Terms and Conditions of Sponsored Subprojects Grants

In financing Sponsored Subprojects, MASAF MU shall enter into a Sponsored
Subproject Agreement with the Sponsoring Agency, under terms and conditions which
shall include the following:

@) financing to be on a grant basis and, unless otherwise agreed with the
Association, not to exceed the equivalent of $10,000 per Sponsored Subproject Grant;

(b) the obligation to carry out the Sponsored Subproject in accordance with
the Project Manuals, with due diligence and efficiency and in accordance with sound
technical, financial, environmental and managerial standards and to maintain adequate
records to reflect, in accordance with sound accounting practices, the operations,
resources and expenditures in respect of the Sponsored Subproject;

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

(d) the right of MASAF MU 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 Sponsored Subproject, the operations thereof and any
relevant records and documents;

(e) the right of MASAF MU to obtain all information as MASAF MU or the
Association shall reasonably request regarding the administration, operation and
financial conditions of the Sponsored Subproject; and

) the right of MASAF MU to suspend or terminate the right of the Sponsoring
Agency to use the proceeds of the Credit for the Sponsored Subproject upon the failure
by the Sponsoring Agency to perform any of its obligations under the Sponsored
Subproject Agreement.

Part D of the Project
13. The Borrower shall establish an MIS system, satisfactory to the Association, to
monitor and report on a monthly basis both the physical progress and financial status
of Community, PWP and Sponsored Subprojects and other activities under the Project.
SCHEDULE 5
Special Account

1. For the purposes of this Schedule:

@ the term*“eligible Categories” neans Categories (1) through (6) set forth
in the table in paragraph 1 of Schedule 1 to this Agreenent.

(b) the term“eligible expenditures” neans expenditures in respect of the
reasonabl e cost of goods and services required for the Project and to be financed out
of the proceeds of the Credit allocated fromtinme to tine to the eligible Categories
in accordance with the provisions of Schedule 1 to this Agreement; and

(c) the term “Authorized Allocation” neans an anmount equival ent to $3, 000, 000
to be withdrawmn fromthe Credit Account and deposited into the Special Account
pursuant to paragraph 3(a) of this Schedul e.



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

Association such documents and other evidence showing that such payment was made
exclusively for eligible expenditures.

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

€) if, at any time, the Association shall have determined that all further
withdrawals should be made by the Borrower directly from the Credit Account in
accordance with the provisions of Article V of the General Conditions and paragraph
(a) of Section 2.02 of this Agreement;

(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 Agreement, 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 time, the Association shall have notified the Borrower of its
intention to suspend in whole or in part the right of the Borrower to make withdrawals
from the Credit Account pursuant to the provisions of Section 6.02 of the General
Conditions; or

(d) once the total unwithdrawn amount of the Credit allocated to the eligible
Categories, minus the total amount of all outstanding special commitments 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 amount of the Authorized
Allocation. Thereafter, withdrawal from the Credit Account of the remaining
unwithdrawn amount of the Credit allocated to the eligible Categories shall follow
such procedures as the Association shall specify by notice to the Borrower. Such
further withdrawals shall be made only after and to the extent that the Association
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 Association 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 Schedule; or (i) was not justified by the evidence
furnished to the Association, the Borrower shall, promptly upon notice from the
Assaociation: (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 amount equal to the amount of such payment or the portion
thereof not so eligible or justified. Unless the Association shall otherwise agree, no
further deposit by the Association into the Special Account shall be made until the
Borrower has provided such evidence or made such deposit or refund, as the case may
be.

(b) If the Association 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 Borrower shall, promptly upon notice from the Association,
refund to the Association such outstanding amount.

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

(d) Refunds to the Association made pursuant to paragraphs 6 (a), (b) and (c)
of this Schedule shall be credited to the Credit Account for subsequent withdrawal or
for cancellation in accordance with the relevant provisions of this Agreement,
including the General Conditions.
SCHEDULE 6
Performance Indicators
Part A: Community Subprojects

Number of Community Subprojects requests received, approved, funded and completed by
sector and geographic distribution

Number of women in Project Management Committees

Number of women trained in the Operations and Maintenance of water facilities

Completion time of Community Subprojects

Number of proposals received from the urban areas, approved, funded and completed

Access to safe water sources — distance to the water point and tine savings

Part B: Publ i ¢ Works Program

Nunmber of persons /nonths of enploynent created by gender under the urban and rural
subproj ects

Labor intensity: percentage of unskilled |abor cost to total project cost

Nunmber of projects approved, funded and conpl eted by sector and geographic
di stribution

Nunmber of househol ds benefiting from enpl oynent

Total wage incone transferred in US dollar equival ent
Nunmber of | EC nessages by types, nedi um and coverage
Part C Sponsor ed Subproj ects

Nunmber of Sponsored Subproject requests received, approved, funded, and conpl eted by
sector and geographic distribution

Nunmber of Sponsoring Agenci es applying for support

Nunmber of | EC nessages by type, nedium and coverage



Category and number of beneficiaries covered
Part D: Capacity Enhancement

Workshops/meeting/ studies/field visits by type of training provided and number and
type of participants

Number of people trained in project cycle management and basic bookkeeping

Number of strategic and technical studies, beneficiary and impact assessments carried
out and disseminated



