Public Disclosure Authorized

Public Disclosure Authorized

CONFORMED COPY

CREDI T NUMBER 3005- ER

Devel opnent Credit Agreenent

(Ports Rehabilitation Project)

bet ween

THE STATE OF ERI TREA

and

| NTERNATI ONAL DEVELOPMENT ASSCCI ATI ON

Dat ed Decenber 8, 1997
CREDI T NUMBER 3005- ER
DEVELOPNVENT CREDI T AGREENMENT

AGREEMENT, dated Decenber 8, 1997, between THE STATE OF ERI TREA (the Borrower)
and | NTERNATI ONAL DEVELOPMENT ASSOCI ATI ON (the Associ ation).

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 a letter, dated Cctober 17, 1997, fromthe
Borrower, describing a program of actions, objectives and policies designed to
strengthen the performance of the Borrower’s port sector (the Program) and declaring
the Borrower’s commitment to the execution of the Program;

© the Borrower has obtained from the Republic of Italy, through the Board
of Italian Cooperation (Italy), a grant in an amount approximately equivalent to
twenty million nine hundred seventy thousand United States dollars (US$ 20,970,000) to
assist in financing part of the Project (the Italian Grant), and for that purpose,
Italy has requested, and the Association has agreed to administer the Italian Grant
pursuant to the provisions of an agreement, dated October 22, 1996, between Italy and
the Association; and



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

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

Section 1.01. The “General Conditions Applicable to Development Credit
Agreements” of the Association, dated January 1, 1985, with the modifications set
forth below (the General Conditions) constitute an integral part of this Agreement.

€)) The last sentence of Section 3.02 is deleted.
(b) The second sentence of Section 5.01 is modified to read:

“Except as the Borrower and the Association shall otherwise agree, no
withdrawals shall be made: (a) on account of expenditures in the territories
of any country which is not a member of the Bank 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 import of goods, if such payment or import, to the
knowledge of the Association, is prohibited by a decision of the United Nations
Security Council taken under Chapter VII of the Charter of the United
Nations.”

(c) Section 6.03 is modified to read:

“Section 6.03. Cancellation by the Association. If (a) the right of the
Borrower to make withdrawals from the Credit Account shall have been suspended with
respect to any amount of the Credit for a continuous period of thirty days,
or (b) at any time, the Association determines, after consultation with the
Borrower, that an amount of the Credit will not be required to finance the Project’s
costs to be financed out of the proceeds of  the Credit, or (c) at any time, the
Association determines, with respect to any contract to be financed out of the
proceeds of the Credit, that corrupt or fraudulent practices were engaged in by
representatives of the Borrower or of a beneficiary of the Credit during the
procurement or the execution of such contract, without the Borrower having taken
timely and  appropriate action satisfactory to the Association to remedy the
situation, and establishes the amount of expenditures in respect of such
contract which would otherwise have been eligible for financing out of the
proceeds of the Credit, or (d) at any time, the Association
determines that the procurement of any contract to be financed out of the
proceeds of the Credit is inconsistent with the procedures set forth or referred to in
the Development Credit Agreement and establishes the amount of expenditures in
respect of such contract which would otherwise have been eligible for financing
out of the proceeds of the Credit, or (e) after the Closing Date, an amount of
the Credit shall remain unwithdrawn from the Credit Account, the Association may,
by notice to the Borrower, terminate the right of the Borrower to make withdrawals
with respect to such amount. Upon the giving of such notice, such amount
of the Credit shall be cancelled.”

Section 1.02. Unless the context otherwise requires, the several terms defined
in the General Conditions and in the Preamble to this Agreement have the respective
meanings therein set forth and the following additional terms have the following
meanings:

€)) “DMT” means the Department of Maritime Transport, a Department under the
MTC (as hereinafter defined);

(b) “fiscal year” means the Borrower’s fiscal year starting January 1 and
ending December 31;

(c) “MTC” means the Borrower’s Ministry of Transport and Communications;



(d) “PCU” means the Project Coordination Unit, referred to in paragraph 3 of
Schedule 4 to this Agreement, established by the Borrower on April 1, 1997, within DMT
for the purpose of coordinating the implementation of the Project;

(e) “Project Implementation Plan” means the plan adopted by the Borrower on
October 30, 1997, containing detailed arrangements regarding the implementation of the
Project, as the same may be amended from time to time, and such term includes any
schedules to the Project Implementation Plan;

) “Performance Indicators” means the indicators referred to in Schedule 6
to this Agreement;

(9) “Port Administration of Massawa” means the port administration
established pursuant to the Borrower’s Proclamation Number 83/95;

(h) “Port Administration of Assab” means the port administration established
pursuant to the Borrower’s Proclamation Number 83/95;

(@) “Project Preparation Advance” means the project preparation advance
granted by the Association to the Borrower pursuant to an exchange of letters, dated
February 23, 1996 and March 13, 1996, between the Borrower and the Association; and

)] “Special Account” means the account referred to in Section 2.02 (b) of
this Agreement.
ARTICLE Il
The Credit

Section 2.01. The Association agrees to lend to the Borrower, on the terms and
conditions set forth or referred to in the Development Credit Agreement, an amount in
various currencies equivalent to twenty two million two hundred thousand Special
Drawing Rights (SDR 22,200,000).

Section 2.02. (a) The amount of the Credit may be withdrawn from the Credit
Account in accordance with the provisions of Schedule 1 to this Agreement for
expenditures made (or, if the Association shall so agree, to be made) in respect of
the reasonable cost of 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.

(b) The Borrower may, for the purposes of the Project, open and maintain in
dollars a special deposit account in its Central Bank on terms and conditions
satisfactory to the Association. Deposits into, and payments out of, the Special
Account shall be made in accordance with the provisions of Schedule 5 to this
Agreement.

(c) Promptly after the Effective Date, the Association shall, on behalf of
the Borrower, withdraw from the Credit Account and pay to itself the amount required
to repay the principal amount of the Project Preparation Advance withdrawn and
outstanding as of such date and to pay all unpaid charges thereon. The unwithdrawn
balance of the authorized amount of the Project Preparation Advance shall thereupon be
canceled.

Section 2.03. The Closing Date shall be June 30, 2002, 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 fromthe next date in
that year specified in Section 2.06 of this Agreenent.

(c) The conmitnent charge shall be paid: (i) at such places as the
Associ ation shall reasonably request; (ii) without restrictions of any kind inposed
by, or in the territory of, the Borrower; and (iii) in the currency specified in this
Agreement for the purposes of Section 4.02 of the General Conditions or in such other
eligible currency or currencies as may fromtinme 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 annumon the principal anmount of
the Credit withdrawn and outstanding fromtinme to tine.

Section 2.06. Conmitnent charges and service charges shall be payabl e
sem annual ly on May 15, and Novenber 15 in each year.

Section 2.07. (a) Subject to paragraphs (b) and (c) below, the Borrower shall
repay the principal anount of the Credit in semi annual installnments payable on each
May 15 and November 15, commencing May 15, 2008 and ending November 15, 2037. Each
installment to and including the installment payable on November 15, 2017 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
determined by the Association, shall have exceeded for three consecutive years the
level established annually by the Association for determining eligibility to access
the Association’s resources; and (ii) the Bank shall consider the Borrower
creditworthy for Bank lending, the Association may, subsequent to the review and
approval thereof by the Executive Directors of the Association and after due
consideration by them of the development of the Borrower's economy, modify the
repayment of installments under paragraph (a) above by: (A) requiring the Borrower to
repay twice the amount of each such installment not yet due until the principal amount
of the Credit shall have been repaid; and (B) requiring the Borrower to commence
repayment of the principal amount of the Credit as of the first semiannual payment
date referred to in paragraph (a) above falling six months or more after the date on
which 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 minimum
of five years on such repayment of principal.

(c) If so requested by the Borrower, the Association may revise the
modification referred to in paragraph (b) above to include, in lieu of some or all of
the increase in the amounts of such installments, the payment of interest at an annual
rate agreed with the Association on the principal amount 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 States of America is hereby specified
for the purposes of Section 4.02 of the General Conditions.

ARTICLE 1l
Execution of the Project

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



(b) Wthout limtation upon the provisions of paragraph (a) of this Section
and except as the Borrower and the Association shall otherw se agree, the Borrower
shall carry out the project in accordance with the Inplenentation Programset forth in
Schedule 4 to this Agreenent.

Section 3.02. Except as the Association 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 Credit shall be governed by the provisions of Schedule 3 to
this Agreement.

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

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

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

ARTICLE IV
Financial and other Covenants

Section 4.01. (a) The Borrower shall maintain or cause to be maintained 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, including the ports of Massawa and Assab, 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

not later than six months after the end of each such year, a certified
copy of the report of such audit by said auditors, of such scope
and in such detail as the Association shall have reasonably requested;
and

(i) furnish to the Association such other information concerning said
records, 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 for the fiscal year in which the last withdrawal from the
Credit Account was made, all records (contracts, orders, invoices,
bills, receipts and other documents) evidencing such expenditures;
(i) enable the Association’s representatives to examine such records;
and
(iv)  ensure that such records and accounts are included in the annual
audit referred to in paragraph (b) of this Section and that the
report of such audit contains a separate opinion by said auditors

as to whether the statements of expenditure submitted during such fiscal



year, together with the procedures and internal controls involved in
their preparation, can be relied upon to support the rel ated
wi t hdrawal s.
ARTI CLE V
Renedi es of the Association

Section 5.01. Pursuant to Section 6.02 (h) of the General Conditions, the
following additional events are specified:

(a) that a situation shall have arisen which shall make it inprobable that
the Programor a significant part thereof will be carried out.

(b) (i) subj ect to subparagraph (ii) of this paragraph, the right of the

Borrower to wi t hdraw t he proceeds of the Italian Grant shall have been
suspended, cancel ed or termnated in whole or in part, pursuant to
the terms of the agreenent provi di ng therefor.

(ii) subparagraph (i) of this paragraph shall not apply if the Borrower
establ i shes to the satisfaction of the Association that: (A) such
suspensi on, cancell ation or termnation is not caused by the failure of
the Borrower to perform any of its obligations under such agreenent;
and (B) adequate funds for the Project are available to the Borrower
from other sources on terns and conditions consistent with the

obligations of the Borrower under this Agreement.
ARTI CLE VI
Term nati on

Section 6.01. The date ninety (90) days after the date of this Agreenent is
hereby specified for the purposes of Section 12.04 of the General Conditions.

ARTI CLE VI |
Representatives of the Borrower; Addresses
Section 7.01. The Mnister of the Borrower at the tine responsible for Finance
is designated as representative of the Borrower for the purposes of Section 11.03 of
the General Conditions.

Section 7.02. The foll owi ng addresses are specified for the purposes of Section
11.01 of the General Conditions:

For the Borrower:
M nistry of Finance and Devel opnent
P. O Box 895
Asmar a
Eritrea
Tel ex:
583492421150
For the Associ ation:
I nternational Devel opnment Associ ation
1818 H Street, N W
Washi ngton, D.C. 20433
United States of Anerica
Cabl e address: Tel ex:

| NDEVAS 248423 (M) or
Washi ngton, D.C 64145 (M)



IN WTNESS WHEREOF, the parties hereto, acting through their duly authorized
representati ves, have caused this Agreement to be signed in their respective nanes in
the District of Colunmbia, United States of Anerica, as of the day and year first above
witten.

THE STATE OF ERI TREA

By /s/ Semere Russom
Aut hori zed Representative

| NTERNATI ONAL DEVELOPMENT ASSCOCI ATI ON

By /s/ Jean-Louis Sarbib
Regi onal Vice President

Africa
SCHEDULE 1
W thdrawal of the Proceeds of the Credit
1. The table below sets forth the Categories of itens to be financed out of the

proceeds of the Credit, the allocation of the amobunts of the Credit to each Category
and the percentage of expenditures for itens so to be financed in each Category:

Anmpunt of the

Credit Allocated % of

(Expressed in Expendi t ures
Cat egory SDR Equi val ent) to be Financed
(1) Civil works 2, 200, 000 100% of foreign

expendi tures and
90% of | ocal
expendi tures

(2) Equi prent 16, 100, 000 for 100% of foreign
expendi tures and
90% of | ocal
expendi tures

(3) Consul ting services 900, 000 100%
and studies
(4) Tr ai ni ng 150, 000 100%
(5) Qperating costs 100, 000 50%
(6) Ref undi ng of 300, 000 Anount due
Pr oj ect pursuant to
Preparation Section 2.02 (c)
Advance of this Agreenent
(7) Unal | ocat ed 2, 450, 000

TOTAL 22, 200, 000



2. For the purposes of this Schedul e:

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

(b) the term “local expenditures” means expenditures in the currency of the
Borrower or for goods or services supplied from the territory of the Borrower
provided, however, that if the currency of the Borrower is also that of another
country from the territory of which the goods and services are supplied, expenditures
in such country for such goods or services shall be deemed to be “foreign
expenditures”; and

(c) the term “Operating Costs” means the incremental expenses incurred on
account of Project implementation, management, and monitoring, including office
supplies, vehicle operation, travel and supervision costs, but excluding salaries of
officials of the Borrower’s civil service.

3. Notwithstanding the provisions of paragraph 1 above, no withdrawals shall be
made in respect of payments made for expenditures prior to the date of this Agreement.

4, The Association may require withdrawals from the Credit Account to be made on
the basis of statements of expenditure for expenditures for: (a) goods, works and
consulting firms under contracts not exceeding $100,000 equivalent; (b) services of
individual consultants under contracts not exceeding $75,000 equivalent, under such
terms and conditions as the Association shall specify by notice to the Borrower.

SCHEDULE 2
Description of the Project

The objectives of the Project are to: (a) address the urgent port capacity
requirement of the Borrower up to the year 2005; (b) optimize the use of existing
facilities by rehabilitating and upgrading the two ports of Massawa and Assab; and (c)
increase substantially the productivity and capacity of the two ports to international
standards.

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

Part A: Ports Rehabilitation

1. Rehabilitation, dredging and extension of berths 5 and 6 at Massawa Port,
including clearing of the adjacent apron and storage areas, and constructing a storm
drainage system.

2. Reclamation of land behind berth 6 at Massawa, and constructing a heavy duty
pavement for the new container stacking yard.

3. Construction of buildings in Massawa port for port administration, customs,
equipment shed, workshops, warehouses, immigration, commercial bank and related
services.

4, Acquisition of various port equipment including a mobile container handling
crane, tugmasters and trailers, a mobile crane, a fire-fighting truck, shore cranes
and cargo handling and communications equipment for Massawa Port.

5. Acquisition of various port equipment including two mobile container handling
cranes, reach stackers, tugmasters and trailers, forklift trucks, a mobile crane, a
fire-fighting truck and a replacement tugboat for Assab Port.

Part B: Environmental Protection
1. Acquisition of equipment to improve operating practices regarding handling of

hazardous cargo as well as control of discharge of bilge water and solid waste from
the ships, and for oil spill combat equipment;



2. Strengt hening the capacity of the two ports of Massawa and Assab in inplenenting
environmental mitigation measures with regard to handling of hazardous cargo and oil
spills and other environmental hazards through training.

Part C Trai ni ng and Advi sory and Expert Services

1. Carrying out of training programfor the staff of MIC in |eadership techniques,
per sonnel nmanagenent pl anni ng and deci si on- maki ng techni ques, informati on managenent
and conmuni cation, economi cs and financial managenent, and safety and environnental
protection.

2. Carrying out of training prograns, particularly in the fields of port operations
and equi pnent mai nt enance including overseas training at recognized international
institutes or at overseas ports.

3. Provi sion of technical advisory and expert services in connection with the
supervi sion of works carried out under the Project, drafting of procurenent documents
and port nanagenent and operation and equi prent nai nt enance.

4, Carrying out of studies in the areas of port |egislation, managenent information
systens, cost accounting, tariff analysis, conmercialization of port activities and
the | ong-term devel opmrent of the port sector.

5. Acqui sition of equipment for, and provision of technical advisory and expert
services to, the PCU

* * *
The Project is expected to be conpl eted by Decenber 31, 2001.
SCHEDULE 3
Pr ocur enent
Section I. Procurenent of Goods and Works
Part A Gener al
Goods and works shall be procured in accordance with the provisions of Section |
of the “Guidelines for Procurement under IBRD Loans and IDA Credits” published by the
Bank in January 1995, and revised in January 1996 (the Guidelines), and the following
provisions of this Section, as applicable.
Part B: International Competitive Bidding
1. @) Except as otherwise 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 Guidelines and paragraph 5 of Appendix 1 thereto.

(b) Bidders for the works included in Parts A.1 and A.2 of the Project shall
be prequalified as described in paragraphs 2.9 and 2.10 of the Guidelines.

2. Preference for Domestically Manufactured Goods and Domestic Contractors

The provisions of paragraphs 2.54 and 2.55 of the Guidelines and Appendix 2
thereto shall apply to goods manufactured in the territory of the Borrower and works
to be carried out by domestic contractors.
Part C: Other Procurement Procedures
1. National Competitive Bidding

Works under Part A.3 of Schedule 2 to this Agreement estimated to cost less than
$500,000 equivalent per contract, up to an aggregate amount not to exceed $1,300,000

equivalent, may be procured under contracts awarded in accordance with the provisions
of paragraphs 3.3 and 3.4 of the Guidelines.



2. Nat i onal Shoppi ng

Goods estimated to cost |ess than $25, 000 equi val ent per contract, up to an
aggregate anmount not to exceed $500, 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 Associati on of Procurenment Decisions
1. Prior Review

Wth respect to each contract for works or goods estimated to cost the
equi val ent of $100, 000 or nore, the procedures set forth in paragraphs 2 and 3 of
Appendi x 1 to the CGuidelines shall apply.

2. Post Revi ew.

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

Section I1. Procurenment of Consultants Services
Part A: Cener al

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

Part B: Quality- and Cost-based Selection

1. Except as otherwise provided in Part C of this Section, consultants’ services
shall be procured under contracts awarded in accordance with the provisions of Section
Il of the Consultant Guidelines, paragraph 3 of Appendix 1 thereto, Appendix 2

thereto, and the provisions of paragraphs 3.13 through 3.18 thereof applicable to
quality- and cost-based selection of consultants.

2. The following provisions shall apply to consultants’ services to be procured
under contracts awarded in accordance with the provisions of the preceding paragraph.
The short list of consultants for services for design and supervision of buildings to

be constructed in Massawa under Part C of the Project, estimated to cost less than
$200,000 equivalent per contract, may comprise entirely national consultants in
accordance with the provisions of paragraph 2.7 of the Consultant Guidelines.

3. Selection Based on Consultants’ Qualifications

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

4, Single Source Selection

Services for short-term assignments under Part C of the Project which are
estimated to cost less than $25,000 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.

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 Guidelines
shal | apply.

(c) Wth respect to each contract for the enploynent of individual
consultants estimated to cost the equival ent of $75,000 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

1. The Borrower shall inplenment the Project in accordance with the procedures set
out in the Project Inplementation Plan, and, except as the Association shall otherw se
agree, the Borrower shall not amend, abrogate or waive any provision thereof which, in
the opinion of the Association, may nmaterially and adversely affect the inplenmentation
of the Project.

2. MIC shall carry out the Project through DM.

3. The Borrower shall, until the conpletion of the Project, maintain the Project
Coordination Unit (PCU). The PCU shall be located at the DMT'’s liaison office in

Asmara. The PCU shall be headed by a Project Coordinator with qualifications and

terms of reference acceptable to the Association, and shall include a team of suitably

qualified and experienced staff with expertise in financial management and

procurement.

4, The functions of the PCU shall include: (a) overall coordination of Project
activities; (b) supervision of short-term consultants; (c) project monitoring and
evaluation; (d) disbursements; and (e) procurement.

5. Without limitation upon the provisions of Section 9.06 of the General

Conditions, the PCU shall prepare and maintain a schedule for Project implementation

to enable the PCU to monitor and track progress made in procurement, disbursements and
implementation under the Project, and to take remedial action where necessary.

Mid-term Review

6. The Borrower shall:

(@) maintain policies and procedures adequate to enable it to monitor and
evaluate on an ongoing basis, in accordance with the indicators set forth in Schedule
6 to this Agreement, the carrying out of the Project and the achievement of the
objectives thereof;

(b) prepare, under terms of reference satisfactory to the Association, and
furnish to the Association, on or about twenty-four months after the Effective Date, a
report integrating the results of the monitoring and evaluation activities performed



pursuant to paragraph (a) of this Section, on the progress achieved in the carrying
out of the Project during the period preceding the date of said report and setting out
the measures recommended 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 30, 1999, or such later date as
mutual | y agreed between the Borrower and the Association, 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 evement of the objectives thereof,
based on the conclusions and recommendations of the said report and the Association’s
views on the matter.

SCHEDULE 5
Special Account
1. For the purposes of this Schedule:

@) the term "eligible Categories" means Categories (1) through (5) set forth
in the table in paragraph 1 of Schedule 1 to this Agreement;

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

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

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

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

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

(b) 0] For replenishment of the Special Account, the Borrower shall
furnish to the Association requests for deposits into the Special
Account at such intervals as the Association shall specify.

(i)  Prior to or at the time of each such request, the Borrower shall
furnish to the Association the documents and other evidence required
pursuant to paragraph 4 of this Schedule for the payment or
payments in respect of which replenishment is requested. On the basis
of each such request, the Association shall, on behalf of the Borrower,
withdraw from the Credit Account and deposit into the Special Account
such amount as the Borrower shall have requested and as shall have been
shown by said documents and other evidence to have been paid
out of the Special Account for eligible expenditures. All such deposits

shall be withdrawn by the Association from the Credit Account under the

respective eligible Categories, and in the respective equivalent amounts,

as shall have been justified by said documents and other evidence.

4, For each payment made by the Borrower out of the Special Account, the Borrower



shal |, at such time as the Association shall reasonably request, furnish to the
Associ ati on such docunents and ot her evidence showi ng that such paynent was nade
exclusively for eligible expenditures.

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

(a) if, at any tine, the Association shall have determ ned that all further
wi t hdrawal s shoul d be made by the Borrower directly fromthe Credit Account in
accordance with the provisions of Article V of the General Conditions and paragraph
(a) of Section 2.02 of this Agreenent;

(b) if the Borrower shall have failed to furnish to the Association, within
the period of tine specified in Section 4.01 (b) (ii) of this Agreenent, any of the
audit reports required to be furnished to the Association pursuant to said Section in
respect of the audit of the records and accounts for the Special Account;

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

(d) once the total unw thdrawn amount of the Credit allocated to the eligible
Categories nminus the total amount of all outstanding special conmmtments entered into
by the Association pursuant to Section 5.02 of the General Conditions with respect to
the Project, shall equal the equivalent of twi ce the amount of the Authorized
Al | ocation. Thereafter, withdrawal fromthe Credit Account of the remaining
unwi t hdrawn anount of the Credit allocated to the eligible Categories shall follow
such procedures as the Association shall specify by notice to the Borrower. Such
further withdrawal s shall be made only after and to the extent that the Association
shal | have been satisfied that all such anpunts remaining on deposit in the Special
Account as of the date of such notice will be utilized in making paynents for eligible
expendi tures.

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

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

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

refund to the Association such outstandi ng anount.

(c) The Borrower nmmy, 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 Associ ati on made pursuant to paragraph 6 (a), (b) and (c)
of this Schedule shall be credited to the Credit Account for subsequent wi thdrawal or
for cancellation in accordance with the relevant provisions of this Agreenent,

i ncluding the General Conditions.
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