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Dat ed Septenber 24, 2001
LOAN NUMBER 4597 CHA

PRQIECT AGREEMENT

AGREEMENT, dated Septenber 24, 2001, between | NTERNATI ONAL BANK FOR
RECONSTRUCTI ON AND DEVELOPMENT (the Bank) and Anhui Provi nce and Shandong Provi nce (
collectively, the Project Provinces and, individually, a Project Province).

WHEREAS by the Loan Agreenment of even date herewith between the Borrower and the
Bank, the Bank has agreed to nmake available to the Borrower an anount equal to one
hundred five million five hundred thousand dollars ($105,500,000) on the terns and
conditions set forth in the Loan Agreenent, but only on condition that the Project
Provi nces agree to undertake such obligations toward the Bank as are set forth in this
Agreenent; and

WHEREAS t he Project Provinces, in consideration of the Bank’'s entering into the
Loan Agreenent with the Borrower, has agreed to undertake the obligations set forth in
thi s Agreenent;

NOW THEREFORE, the parties hereto hereby agree as foll ows:
ARTI CLE |

Definitions



Section 1.01. Unless the context otherw se requires, the several terms defined
in the Loan Agreement, the CGeneral Conditions (as so defined in the Loan Agreenent)
and the preanble to this Agreenent have the respective neanings therein set forth

ARTI CLE |
Execution of the Project

Section 2.01. (a) Each Project Province declares its commtnent to the
obj ectives of the Project as set forth in Schedule 2 to the Loan Agreenent, and, to
this end,

(i) Anhui shall: (A) carry out Parts A 2 and A 3 of the Project; and
(B) cause the Respective Project Participants to carry out Parts
A.3 and C of the Project and also to carry out Parts A1l and A 3
of the Project through the concerned Project Conpany;

(ii) Shandong shall: (A) carry out Part B.3 of the Project; and (B)
cause the Respective Project Participants to carry out Parts B.3
and C of the Project and to carry out Parts B.1, B.2 and B.3 of
the Project through the concerned Project Conpany;

all with due diligence and efficiency and in conformty with appropriate

admi ni strative, financial, engineering, and environmental practices, and shal

provi de, or cause to be provided, pronptly as needed, the funds, facilities, services
and ot her resources required for the Project.

(b) Wthout limtation upon the provisions of paragraph (a) of this Section
and except as the Bank and the concerned Project Province shall otherw se agree, each
Project Province shall carry out the Project, or cause the Project to be carried out,
in accordance with the Inplenentation Programset forth in Schedule 2 to this
Agr eenent .

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

Section 2.03. (a) Each Project Province shall carry out the obligations or cause
to be carried out the obligations set forth in Sections 9.04, 9.05, 9.06, 9.07, 9.08
and 9.09 of the General Conditions (relating to insurance, use of goods and services,
pl ans and schedul es, records and reports, maintenance and | and acqui sition,
respectively) in respect of this Agreenent.

(b) For the purposes of Section 9.07 of the General Conditions and without
limtation thereto, each Project Province shall

(i) prepare, on the basis of guidelines acceptable to the Bank, and
furnish to the Bank not later than six (6) nonths after the
Closing Date or such later date as may be agreed for this purpose
bet ween the Bank and said Project Province, a plan for the future
operation of the Project; and

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

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

(b) Each Project Province shall pronptly informthe Bank of any condition
which interferes or threatens to interfere with the progress of the Project, the
acconpl i shment of the purposes of the Loan, or the performance by said Project



Province of its obligations under this Agreenent.
ARTI CLE |1
Fi nanci al Covenants

Section 3.01. (a) Each Project Province shall maintain, or cause to be
mai nt ai ned, records and accounts adequate to reflect in accordance wi th sound
accounting practices the operations, resources and expenditures in respect of the
Project of the departnents or agencies of said Project Province, as well as the
Proj ect Participants, responsible for carrying out the Project or any part thereof.

(b) Each Project Province shall

(i) have the records and accounts referred to in paragraph (a) of this
Section for each fiscal year audited, in accordance with
appropriate auditing principles consistently applied, by
i ndependent auditors acceptable to the Bank;

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

(iii) furnish to the Bank such other information concerning said records
and accounts and the audit thereof, as the Bank shall fromtinme to
ti me reasonably request.

ARTI CLE IV

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

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

Section 4.02. This Agreement and all obligations of the Bank and of each Project
Provi nce thereunder shall terminate on the date on which the Loan Agreenent shal
termnate in accordance with its terns, and the Bank shall pronptly notify each
Provi nce thereof.

Section 4.03. Al the provisions of this Agreement shall continue in full force
and effect notw thstandi ng any cancel |l ati on or suspension under the Genera
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 Agreenent and any agreenent between the parties contenplated by this
Agreement shall be in witing. Such notice or request shall be deened to have been
duly given or made when it shall be delivered by hand or by mail, telegram cable,
telex or facsimle to 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 addresses as such
party shall have designated by notice to the party giving such notice or making such
request. Deliveries nade by facsimle transm ssion shall also be confirmed by mail
The addresses so specified are:

For the Bank

I nt ernational Bank for
Reconstruction and Devel opnent



1818 H Street, NW
Washi ngt on, DC 20433
United States of Anerica

Cabl e address: Tel ex: Facsim | e:
| NTBAFRAD 248423 (M) or (202) 477-6391
Washi ngton, D.C. 64145 (M)

For Anhui Province:

Anhui Provincial Finance Bureau
238 Funanxi Road

Hefei, Anhui 230061

Peopl e’ s Republic of China

Facsim | e:

86-551-5100162
For Shandong Provi nce:

Shandong Proj ect Managenent O fice
46 Ji ngwu Xi aowei si Road

Ji nan 250001

Peopl e’ s Republic of China

Cabl e address: Facsim |l e:
4102 86-531- 7939754
JI NANCHA

Section 5.02. Any action required or permitted to be taken, and any docunents
required or permtted to be executed, under this Agreenent on behalf of a Project
Provi nce may be taken or executed by the CGovernor or Vice-Governor of said Project
Provi nce, or by such other person or persons as said Governor or Vice-Governor shal
designate in witing, and said Project Province shall furnish to the Bank sufficient
evidence of the authority and the authenticated speci men signature of each such
per son.

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.

I N W TNESS WHEREOF, the parties hereto, acting through their duly authorized
representati ves, have caused this Agreement to be signed in their respective nanes in
Bel jing, People’ s Republic of China, as of the day and year first above witten

| NTERNATI ONAL BANK FOR RECONSTRUCTI ON
AND DEVELOPMENT

By /s/ Yukon Huang
Aut hori zed Representative

ANHUI  PROVI NCE

By /s/ Ju Kuilin
Aut hori zed Representative



SHANDONG PROVI NCE

By /s/ Ju Kuilin
Aut hori zed Representative

SCHEDULE 1
Pr ocur enent
Section |. Procurenent of Goods and Works
Part A Gener a

Goods and works shall be procured in accordance with the provisions of Section
of the "CQuidelines for Procurenent under |IBRD Loans and | DA Credits" published by the
Bank in January 1995 and revised in January and August 1996, Septenber 1997 and
Jaﬂugrr 1999 (the Guidelines) and the followi ng provisions of Section | of this
Schedul e.

Part B: I nternational Conpetitive Bidding
1. Except as otherw se provided in Part C of this Section, goods and works shall be
procured under contracts awarded in accordance with the provisions of Section Il of

the Quidelines and paragraph 5 of Appendix 1 thereto.

2. The follow ng provision shall apply to goods and works to be procured under
contracts awarded in accordance with the provisions of paragraph 1 of this Part B.

(a) Prequalification

Bi dders for contracts for works that include the supply of sewer concrete pipes
shal | be prequalified in accordance with the provisions of paragraphs 2.9 and 2.10 of
the Guidelines

(b) Groupi ng of contracts

To the extent practicable: (i) contracts for works shall be grouped in bid
packages estimated to cost $7,000, 000 equi val ent or nore each; and (ii) contracts for
goods shall be grouped in bid packages estinmated to cost $200, 000 equi val ent or nore
each.

(c) Preference for donestically manufactured goods

The provisions of paragraphs 2.54 and 2.55 of the Cuidelines and Appendi x 2
thereto shall apply to goods nmanufactured in the territory of the Borrower (other than
goods manufactured in the Hong Kong Speci al Adm nistrative Region or the Macau
Admini strative Region of the Borrower and works carried out by contractors from either
of said regions).

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

Wrks estinmated to cost |ess than $7, 000, 000 equi val ent per contract, up to an
aggregate anount not to exceed $138, 000, 000 equival ent; and (b) goods estimated to
cost | ess than $200, 000 equival ent per contract, up to an aggregate anmpunt not to
exceed $1, 150, 000 equi val ent, may be procured under contracts awarded in accordance



with the provisions of paragraphs 3.3 and 3.4 of the QGuidelines.
2. Nat i onal Shoppi ng

Goods estinmated to cost |ess than $50, 000 equi val ent per contract, up to an
aggregate anmount not to exceed $390, 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 Cuidelines.

Part D Revi ew by the Bank of Procurenent Decisions
1. Pr ocurenment Pl anni ng

Prior to the issuance of any invitations to bid for contracts, the proposed
procurenent plan for the Project shall be furnished to the Bank for its review and
approval, in accordance with the provisions of paragraph 1 of Appendix 1 to the
Cui del i nes. Procurenent of all goods and works shall be undertaken in accordance with
such procurenent plan as shall have been approved by the Bank, and with the provisions
of said paragraph 1.

2. Prior Review

Wth respect to each contract for: (i) works estinmated to cost the equival ent of
$5, 000, 000 or nore; (ii) goods estimated to cost the equival ent of $200,000 or nore;
and (iii) regardless of cost, the first two contracts for goods and the first two
contracts for works for each Project Province that is procured in accordance with Part
C.1 of Section | of this Schedule, the procedures set forth in paragraphs 2 and 3 of
Appendi x 1 to the CQuidelines shall apply.

3. Post Revi ew

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

Section II. Enpl oynent of Consultants
Part A Gener al

Consul tants’ services shall be procured in accordance with the provisions of the
Introduction and Section IV of the "Guidelines: Selection and Enpl oynment 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 foll ow ng

provi sions of Section Il of this Schedul e.
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.

Part C O her Procedures for the Selection of Consultants
1. Sel ection Under a Fi xed Budget

Services under Parts A 3 and B.3 of the Project may be procured under contracts
awar ded i n accordance with the provisions of paragraphs 3.1 and 3.5 of the Consultant
Cui del i nes.

2. Least - cost Sel ection



Services under Part A 3 of the Project, estimated to cost |ess than $200, 000
equi val ent per contract may be procured under contracts awarded in accordance with the
provi sions of paragraphs 3.1 and 3.6 of the Consultant Cuidelines.

3. Sel ection Based on Consultants’ Qualifications

Services under Parts A 3 and B.3 of the Project, estimated 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 Consultant Quidelines

4. I ndi vi dual Consultants

Services for tasks that meet the requirenents set forth in paragraph 5.1 of the
Consul tant Cui del i nes may be procured under contracts awarded to individua
consultants in accordance with the provisions of paragraphs 5.1 through 5.3 of the
Consul tant Cui del i nes.

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

Prior to the issuance to consultants of any requests for proposals, the proposed
plan for the selection of consultants under the Project shall be furnished to the Bank
for its review and approval, in accordance with the provisions of paragraph 1 of
Appendi x 1 to the Consultant Cuidelines. 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 enpl oynent of consulting firns
estimated to cost the equival ent of $100,000 or nore, the procedures set forth in
paragraphs 1, 2 (other than the third subparagraph of paragraph 2(a)) and 5 of
Appendi x 1 to the Consultant QGuidelines shall apply.

(b) Wth respect to each contract for the enpl oynent of individua
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 Bank 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 shal

apply.
SCHEDULE 2

I mpl enent ati on Program

For the purposes of Section 2.01(b) of this Agreenent, the |nplenentation
Program shal | consist of the provisions set forth or referred to bel ow.

Proj ect Managenent

. In order to ensure the proper carrying out of the Project, each Project Province
shal | :

(a) continue to maintain a project nanagenent office (the Project Managenent
Ofice, also referred to as "PMJO ), with functions satisfactory to the Bank, staffed
by qualified personnel in adequate nunbers, to be responsible for: the overal
coordi nati on, nmanagenent, supervision and quality assurance of Project execution; the



supervi sion of the procurenment of goods and services thereunder; the coordination of
training activities; the preparation and furnishing to the Bank of reports and ot her
informati on thereon; and annual budget preparation for the Project; and

(b) ensure that each of the Respective Project Participants shall continue to
mai ntain a project office with functions satisfactory to the Bank, staffed by
qual i fied personnel in adequate nunbers, to be responsible for: the coordination and
supervi sion of the execution of its respective part of the Project and, where
applicable, its Project Conpany’s Respective Part of the Project; the supervision of
the procurenent of goods and services under its respective part of the Project and,
where applicable, its Project Conpany’s Respective Part of the Project; and the
preparation and furnishing to PMO of reports and other information thereon

Resettl enent Action Plan and Environnmental Assessnent

2. Each Project Province: (a) shall take, and shall cause the Respective Project
Participants and Project Conpany concerned to take, all measures necessary to ensure
that the Project shall be carried out in accordance with the Resettlenent Action Plans
and the Environmental Assessnents; and (b) ensure that any proposed revision of the
Resettl ement Action Plans or the Environmental Assessnments shall be furnished to the
Bank for its prior approval.

Fi nanci al Arrangenents

3. Each Project Province shall allocate to each of the Respective Project
Partici pants an anount of the Loan under arrangenents satisfactory to the Bank, which
shall include, without limtation, the follow ng principal ternmns:

(a) The principal anpbunt so nmade available to each Project Participant shall

be the amount in Dollars (on the date, or respective dates, of w thdrawal fromthe
Loan Account) of the value of the currency or currencies so w thdrawn on account of
each Project Participant’s respective part of the Project and each Project Conpany’s
Respective Part of the Project.

(b) Each Project Province shall recover such principal anobunt so nade
avai l abl e and an anount equal to one percent of such principal anmpbunt, over a period
of twenty (20) years, inclusive of a grace period of five (5) years, except that the
princi pal amobunt so nade avail abl e for purposes of carrying out Part B.2 of the
Proj ect shall be recovered over a period of not |ess than eight (8) years, inclusive
of a grace period of three (3) years

(c) (i) Anhui shall charge interest on such principal anpbunt, wi thdrawn
and outstanding fromtine to tine, at a rate not exceeding the
rate of interest applicable fromtine to tine to the Loan pursuant
to Section 2.06 of the Loan Agreenent; and

(ii) Shandong shall charge interest rate on such principal anount,
wi t hdrawn and outstanding fromtinme to tine, at a rate not
exceeding the rate of interest applicable fromtine to tine to the
Loan pursuant to Section 2.06 of the Loan Agreenent plus: (A) two
tenths of one percent (2/10 of 1% wth respect to the amount of
the Loan allocated for the carrying out of Parts B.1 and B. 3 of
the Project; and (B) five tenths of one percent (5/10 of 1% with
respect to the amount of the Loan allocated for the carrying out
of Part B.2 of the Project.

(d) Each Project Province shall charge a conm tnment charge on such princi pal
amount, not withdrawn fromtime to tinme at a rate equal to three fourths of one
percent (3/4 of 1% per annum

Subsi di ary Loan Agreenents

4. Each Project Province shall cause each of the Respective Project Participants
to relend the portions of the proceeds of the Loan, which was allocated to it pursuant
paragraph 3 of this Schedule for the purposes of carrying out its Project Conpany’s
Respective Part of the Project, to its Project Conpany under a subsidiary |oan



agreenent to be entered into between said Project Participant and each of its Project
Conpany: (a) on the principal terms set forth in Section | of Schedule 3 to this
Agreenent; and (b) under conditions which shall have been approved by the Bank, and
whi ch shall include, without limtation, those set forth in Section Il of Schedule 3
to this Agreenent

5. (a) Each Project Province shall ensure that each of the Respective Project
Participants causes its Project Conpany to:

(i) perform in accordance with the provisions of the Subsidiary Loan
Agreenent to which said Project Conpany is a party, all of the
obligations of said Project Conpany therein set forth;

(ii) take or cause to be taken all action, including the provision of
funds, facilities, services and other resources, necessary or
appropriate to enable said Project Conpany to perform such
obligations; and

(iii) not take or permt to be taken any action which would prevent or
interfere with such performance

(b) Each Project Province shall exercise, and shall cause each Respective
Project Participant to exercise, its rights under each Subsidiary Loan Agreenent to
which it is a party in such manner as to protect the interests of the Borrower, the
Bank, the Project Province concerned and said Project Participant, and to acconplish
t he purposes of the Loan, and except as the Bank shall otherw se agree, not assign
amend, abrogate or waive any Subsidiary Loan Agreenment to which the Project Province
or said Project Participant is a party or any provision thereof.

Institutional Devel opnent and Trai ni ng

6. (a) Anhui shall carry out, and shall cause each of the Respective Project
Participants and its Project Cbnpany to carry out, Part A 3 of the Project in
accordance with a tine-bound action plan acceptable to the Bank, which said action
plan nmay be nodified only with the agreenment of the Bank

(b) Shandong shall carry out, and shall cause each of the Respective Project
Participants and its Project Conpany to carry out, Part B.3 of the Project in
accordance with a tine-bound action plan acceptable to the Bank, which said action
plan may be nodified only with the agreenment of the Bank

Mai nt enance and Quality Control Plan

7. Each Project Province shall cause each of the Respective Project Participants
and its Project Conpany to:

(a) furnish to the Bank by Cctober 31 in each year, beginning on Cctober 31,
2001, an action plan acceptable to the Bank for activities to be carried out the
followi ng cal endar year to inprove the nmintenance of drainage and sewerage
facilities, to desludge septic tanks, and to inprove the quality of industrial
wast ewat er di scharges in public sewers; and

(b) begin i npl ementation of said plan by January 1 of the follow ng year
taking 1nto account the Bank’s comments thereon.

8. Each Project Province shall furnish to the Bank, as soon as conpleted, the
annual reports on water quality monitoring in the Huai River Basin published by
agencies that carry out such nonitoring in each Project Province.

Fundi ng by Project Participants

9. Each Project Province shall cause each of the Respective Project Participants to
maintain its practice of: (a) carrying out an annual forecast of funds needed to
i nplement its Project Conpany’s Respective Part of the Project; (b) updating such



forecast on a quarterly basis if there is a shortfall in funds needed; and (c) tinely
al | ocating and depositing the requisite anount of nonies so forecasted and avail abl e
into a special account for said Project Conpany.

Monitoring and Reporting
10. Each Project Province shall

(a) Mai ntai n policies and procedures adequate to enable it to nonitor and
eval uate on an ongoi ng basis, in accordance with indicators satisfactory to the Bank
the carrying out of the Project, including the Resettlenent Action Plans and the
Envi ronnental Assessnents, as well as the achi evenent of the objectives thereof.

(b) Prepare, under terns of reference acceptable to the Bank, and furnish to
the Bank sem -annual reports by January 31 and July 31 in each year, beginning on
January 31, 2002. Said sem -annual reports shall integrate the results of the

nonitoring and eval uation activities performed pursuant to subparagraph (a) hereof,
cover the physical and financial progress achieved in the carrying out of the Project
during the precedi ng cal endar senester and set out the neasures reconmended to ensure
the efficient carrying out of the Project and the achi evement of the objectives
thereof during the period follow ng such date. The report due on January 31, 2003
shal | summari ze progress achi eved during the period, June 1, 2001, through Decenber
31, 2002

(c) Prepare, under terns of reference acceptable to the Bank, and furnish to
t he Bank annual reports by March 31 in each year, beginning on January 31, 2002, on
the status of inplementation of the Anhui EA and Anhui RAP for Anhui and the status of
i npl ementati on of the Shandong EA and Shandong RAP for Shandong.

(d) After furnishing each report referred to in subparagraphs (b) and (c)
hereof, review said report with the Bank, and pronptly take all neasures required to
ensure the efficient conpletion of the Project (including, when applicable, the
carrying out of the Resettlement Action Plans and the Environnental Assessnents) and
the achi evenent of the objectives thereof, based on the conclusions and
recommendati ons of said report and the Bank’s views on the matter. The report due on
January 31, 2003, that is prepared pursuant to subparagraph (b) hereof shall be
reviewed with the Bank by March 31, 2003, or such |ater date as the Bank shal
request .

SCHEDULE 3

Principal Terms and Conditions of the
Subsi di ary Loan Agreenents

For the purposes of paragraph 4 of Schedule 2 to this Agreenent, the terns of
availability of the Loan proceeds shall be those set forth in Section | of this
Schedul e 3 and the Subsidiary Loan Agreenents shall be entered into on the conditions
set forth in Section Il of this Schedule 3

Section |I. Terms of Availability

1. The principal anpbunt of each subsidiary | oan made by a Project Participant to
its Project Conpany, shall be the anpunt equivalent in Dollars (on the respective
dates of withdrawal fromthe Loan Account) of the value of the currency or currencies
so wi thdrawn on account of said Project Conpany’ s Respective Part of the Project.

2. Each Project Conpany shall repay such principal anpunt and an anount equal to
one percent of such principal anmount over a period of twenty (20) years, inclusive of
a grace period of five (5) years, except that Chengwu PM shall repay the principa
amount and an amount equal to one percent of such principal anmount so nade avail able
to it for purposes of carrying out Part B.2 of the Project over a period of not |ess
than eight (8) years, inclusive of a grace period of three (3) years

3. Each Project Conpany inplenmenting the Project in Anhui shall pay interest on the
princi pal amount thereof w thdrawn and outstanding fromtinme to time at a rate not



|l ess than the rate of interest applicable fromtine to time to the Loan pursuant to
Section 2.06 of the Loan Agreenent.

4. Each Project Conpany inplementing the Project in Shandong shall pay interest on
the principal amount thereof w thdrawn and outstanding fromtine to tinme at a rate not
exceeding the rate of interest set forth in paragraph 3(c)(ii)(A) of Schedule 2 to
this Project Agreenent plus two tenths of one percent (2/10 of 1%, except for Chengwu
PM whi ch shall pay interest on the principal anount thereof w thdrawn and outstandi ng
fromtime to time at a rate not exceeding the rate of interest set forth in paragraph
3(c)(ii)(B) of Schedule 2 to this Project Agreenment plus five tenths of one percent
(5/10 of 19%.

5. Each Project Participant shall charge a commitment charge on such principal
amount, not withdrawn fromtime to tinme at a rate equal to three fourths of one
percent (3/4 of 1% per annum

Section Il. Conditions
The Subsidiary Loan Agreenents shall include the follow ng principal conditions.
1. Each Project Conpany shall undertake to:

(a) carry out the Project Conpany’ s Respective Part of the Project with due
diligence and efficiency and in accordance wth:

(i) appropriate engineering, financial, public utility (except for
Chengwu PM) and technical practices; and

(ii) appropriate health, safety and environmental standards acceptable
to the Bank, and provide, pronptly as needed, the funds,
facilities and other resources required for the purpose; and

(b) without limtation on the foregoing take all neasures necessary to ensure
that the Project Conpany's Respective Part of the Project shall be inplenented in
accordance with its Respective RAP and its Respective EA

2. Each Project Conpany shall undertake to procure the goods and services to be
financed out of the proceeds of the Loan in accordance with the provisions of Schedul e
1 to this Agreenent, and utilize such goods and services exclusively in the carrying
out of its Project Conmpany’s Respective Part of the Project.

3. Each Project Conpany shall undertake to enable the Bank, and the Project
Parti ci pant concerned to inspect such goods and the sites and works included inits
Proj ect Conpany’'s Respective Part of the Project, the operation thereof, and any
rel evant records and docunents.

4. Each Project Conpany shall undertake to take out and maintain with responsible
i nsurers such insurance, against such risks and in such anpbunts, as shall be

consi stent with sound business practice, including, without limtation, such insurance
to cover hazards incident to the acquisition, transportation and delivery of goods
financed out of the proceeds of the Loan to the place of use or installation, any
indemity thereunder to be made payable in a currency freely usable by the Project
Conpany to replace or repair such goods.

5. Each Project Conpany shall undertake to:

(3 mai ntain records and accounts adequate to reflect in accordance with
consi stently maintained sound accounting practices its operations and financi al
condi tion;

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



acceptable to the Bank and the Project Participant concerned;

(c) furnish to the Bank and the Project Province and Project Participant
concerned, as soon as available, but in any case not later than six nonths after the
end of each such year:

(i) certified copies of said financial statements and accounts for
such year as so audited; and

(i) the report of such audit by said auditors in such scope and detai
as the Bank, said Project Province and said Project Participant
shall have reasonably requested; and

(d) prepare and furnish to the Bank and the Project Province and the Project
Parti ci pant concerned all such other information concerning said records, accounts and
financial statenents, as well as the audit thereof, as the Bank, said Project
Province, and said Project Participant shall reasonably request.

6. Each Project Conpany, except Chengwu PM shall for each fiscal year, as of 2001
under t ake:
(a) to produce total revenues (including, without limtation, the adjustnents

of the structure or levels of wastewater tariffs), equivalent to not |less than the sum
of :

(i) its total operating expenses;

(ii) t he anpbunt by which debt service requirenents exceeds the
provi sion for depreciation; and

(iii) working capital other than m ni num cash;

(b) to review, before Septenber 30 in each year and on the basis of forecasts
prepared by it and satisfactory to the Bank, whether it would neet the requirenents
set forth in subparagraph (a) hereof, in respect of such year and the next foll ow ng
fiscal year and furnish to the Bank the results of such review upon its conpletion
and

(c) if any such review shows that it would not neet the requirenments set
forth in subparagraph (a) hereof for the fiscal years covered by such review, pronptly
to prepare an action plan acceptable to the Project Participant concerned and the Bank
(including, without limtation, naking adjustments to the structure or levels of its
tariffs) in order to meet such requirements and pronptly take all necessary neasures
to inplenent said plan before January 1 of the follow ng cal endar year

7. Each Project Conpany, except Chengwu PM shall undertake such neasures as shal
be necessary to ensure that the accounts receivable resulting fromits provision of
wast ewat er services to custonmers do not exceed an anpunt equal to the annual average
of service fees billed for three (3) nonths of such services by Decenber 31, 2001, and
said anmbunt shall decline progressively thereafter to an amount equal to the annua
average of service fees billed for no nore than 1.75 nonths of such service by
Decenmber 31, 2005

8. Chengwu PM shal |l undertake to establish by July 1, 2001, a unit with functions
satisfactory to the Bank, staffed by qualified personnel in adequate nunbers, to be
responsi ble for: the coordi nati on and supervi sion of the execution of Part B.2 of the
Project; the supervision of the procurenent of goods and services thereunder; and the
preparation and furnishing to Shandong’s PMO of reports and other information thereon

9. (a) Chengwu PM shall undertake: (i) to maintain a ratio of current assets,
determ ned in accordance with paragraph 11(i) of this Schedule 3, to current
liabilities of not less than 2.0; and (ii) to maintain a ratio of current assets
determ ned in accordance with paragraph 11(j) of this Schedule 3, to current



liabilities of not |ess than O.8.

(b) Bef ore October 31 in each of its fiscal years, Chengw PMshall, on the
basis of forecasts prepared by Chengw PM and satisfactory to the Bank, review whether
it would nmeet the requirenments set forth in subparagraph (a) hereof in respect of such
year and the next followi ng fiscal year and shall furnish to the Bank the results of
such review upon its conpletion

(c) I f any such review shows that Chengwu PM woul d not neet the requirenents
set forth in subparagraph (a) hereof for Chengw PMs fiscal years covered by such
review, Chengwu PM shall pronptly take all necessary neasures (including, wthout
limtation, adjustnments of the structure or levels of its rates) in order to nmeet such
requi renents

10. Chengwu PM shall undertake to maintain a debt service ratio coverage of at |east
1.2 tinmes and shall not incur any debt unless a reasonable forecast shows that the
debt service ratio coverage in all succeeding years is at least 1.5 tines

11. For purposes of this Schedul e:

(a) The term"total revenues" neans the ternms of total operating revenues and
net non-operating incone.

(b) The term"total operating revenues" means revenues fromall sources
related to operations.

(c) The term"total operating expenses"” neans all expenses related to
operations, including adninistration, adequate mai ntenance, taxes and paynents in lieu
of taxes, provision for depreciation, but excluding interest and other charges on
debt .

(d) The term "debt service requirenents" neans the aggregate anount of
repaynents (including sinking fund paynents, if any) of, and interest and other
charges on, debt.

(e) The term "debt " means any indebtedness of a Project Conpany maturing by
its ternms nore than one year after the date on which it is originally incurred. Debt
shall be deened to be incurred: (i) under a |oan contract or agreenent or other
i nstrunent providing for such debt or for the nodification of its ternms of payment on
the date of such contract, agreenent or instrument; and (ii) under a guarantee
agreenent, on the date the agreement providing for such guarantee has been entered
i nto.

(f) The term "reasonabl e forecast” neans a forecast prepared by a Project
Conpany not earlier than twelve nonths prior to the incurrence of the debt in
question, which both the Bank and said Project Conpany accept as reasonable and as to
whi ch the Bank has notified said Project Conpany of its acceptability, provided that
no event has occurred since such notification which has, or nay reasonably be expected
in the future to have, a material adverse effect on the financial condition or future
operating results of said Project Conpany.

The term "working capital other than m ni mum cash" means the difference
bet ween current assets, excluding cash in an amount equivalent to one nonth’s cash
operating expenses, and current liabilities at the end of each fiscal year

(h) The term "net non-operating income"” neans the difference between: (i)
revenues fromall sources other than those related to operations; and (ii) expenses
i ncl udi ng taxes and paynments in lieu of taxes, incurred in the generation of revenues
i n subparagraph (h) (i) hereof.

(i) Wth respect to paragraph 9(a)(i) of this Schedule 3, the term"current
assets" nmeans cash, all assets which could in the ordinary course of business be
converted into cash within twel ve nonths, including account receivable, marketable
securities, inventories and pre-paid expenses properly chargeable to operating



expenses within the next fiscal year

(j) Wth respect to paragraph 9(a)(ii) of this Schedule 3, the term"current
assets" nmeans cash, all assets which could in the ordinary course of business be
converted into cash within twelve nonths, including account receivable, marketable
securities and pre-pai d expenses properly chargeable to operating expenses within the
next fiscal year

(k) The term"current liabilities" neans all liabilities which will becone
due and payabl e or coul d under circunstances then existing be called for paynent
wi thin twel ve nonths, including accounts payable, customer advances, debt service
requi renents, taxes and paynents in |ieu of taxes, and dividends.

12. Whenever, for the purposes of this Schedule, it shall be necessary to value, in
terms of the currency of the Borrower, debt payable in another currency, such

val uation shall be nade on the basis of the prevailing |awful rate of exchange at

whi ch such other currency is, at the tine of such valuation, obtainable for the

pur poses of servicing such debt, or, in the absence of such rate, on the basis of a
rate of exchange acceptable to the Bank.

13. Each Project Participant shall have the right to suspend or term nate the right
of its Project Company to the use of the proceeds of the | oan nade avail abl e under the
Subsi diary Loan Agreenent with said Project Conpany upon failure by such Project
Conmpany to performits obligations under the agreenent.



