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CREDIT NUMBER 3247-MOZ
DEVELOPMENT CREDIT AGREEMENT

AGREEMENT, dated October 6, 1999, between REPUBLIC OF MOZAMBIQUE
(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 a letter, dated September 16,
1997, from the Borrower describing a program of actions, objectives and
policies designed to strengthen the Borrower’s water sector (the Program
and declaring the Borrower’s conmitment to the execution of the Program

(O Parts A and B of the Project will be carried out by Fundo de
I nvestinmento e Patrinonio do Abasteci nento de Agua (FIPAG with the
Borrower’ s assistance and, as part of such assistance, the Borrower will
make avail able to FI PAG part of the proceeds of the Credit as provided in
thi s Agreenent;

(D) the Borrower intends to contract fromthe African
Devel opnent Bank (African Devel opment Bank (AfDB)) a |oan (the AfDB Loan)



in an amount equivalent to $19,600,000 to assist in financing the
Project on the terms and conditions set forth in an agreement (the AfDB
Loan Agreement) to be entered into between the Borrower and AfDB; and

(E) the Borrower intends to contract from Kingdom of the
Netherlands (Netherlands) a grant (the Dutch Grant) in an amount
equivalent to $10,000,000 to assist in financing the Project on the terms
and conditions set forth in an agreement (the Dutch Grant Agreement) to
be entered into between the Borrower and Netherlands; and

WHEREAS the Association has agreed on the basis, inter alia, of the
foregoing, to extend the Credit to the Borrower upon the terms and
conditions set forth in this Agreement and in the Project Agreement of
even date herewith between the Association and FIPAG;

NOW THEREFORE the parties hereto hereby agree as follows:
ARTICLE |
General Conditions; Definitions

Section 1.01. The “General Conditions Applicable to Devel opnent
Credit Agreenents” of the Association, dated January 1, 1985 (as anended
t hrough Decenber 2, 1997), with the nodifications set forth bel ow (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 renunbered as paragraphs 13 through 15:

“12. “Participating Country’ neans any country that the
Associ ation determ nes neets the requirenments set forth in
Section 10 of Resolution No. 183 of the Board of Gover nors of
the Association, adopted on June 26, 1996; and ‘Participating Countries’
nmeans, 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 withdrawal s 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
paynment to persons or entities, or for any inport of goods, if such
payrment or inport, to the know edge of the Association, is prohibited by
a decision of the United Nations Security Council taken under Chapter
VIl of the Charter of the United Nations.”

Section 1.02. Unless the context otherw se requires, the several
terns defined in the General Conditions and in the Preanble to this
Agreement have the respective meanings therein set forth and the
follow ng additional terns have the foll ow ng neanings:

(a) “CRA" nmeans Consel ho de Regul agao do Abasteci nento de Agua,
the Borrower’s Council for Regulation of Water Supply;

(b) “DNA" means the Direccao Naci onal de Aguas, the Nati onal
Directorate of Water within MOPH (as hereinafter defined);

(c) “Del egat ed wor ks and goods” neans the works and goods
procured in accordance with the provisions of Part C.5 of Section Il of

Schedule 3 to this Agreement, and required for: (i) initial

rehabilitati on of main and connections, (ii) provision of new connections
and nmeter, and (iii) vehicles, plant and equi prent for construction and
operation, all of which were contained in the conpetitive bid obtained
for award of the contract to the Private Operator (as hereinafter
defined);



(d) “Environmental Managenment Pl an” nmeans the environnenta
managenent plan adopted by the Borrower on April 9, 1999;

(e) “Lease contract” nmeans the contract entered into between
FI PAG and the Private Operator (as hereinafter defined) for the operation
of urban water supply systens in the city of Maputo, as the sane may be
amended fromtime to tinme, and such termincludes all schedul es and
agreenents supplenental to said contract;

(f) “Managenent Contracts” neans any of the contracts entered
into between FI PAG and the Private Operator for the operation of water
supply systens in the cities of Beira, Nanpula, Penba and Queli nane
(collectively referred to as the four cities), as the same may be anended
from tine to time, and such termincludes all schedul es and agreenents
suppl enental to said contract;

(9) “Mbzanbi can Metical” and “MI™ nean the currency of the
Bor r ower ;
(h) “MOPH" means M nisterio das Obras Publicas e Habitagao, the

Borrower’s Mnistry of Public Wrks and Housi ng

(i) “Performance I ndicators” neans indicators referred to in
Schedule 6 to this Agreenent;

(j) “Contrato-programa” neans the contract to be entered into
bet ween the Borrower and FI PAG pursuant to Section 6.01 (d) of this
Agreement, and in accordance with the Borrower’s decree 73/98, dated
December 23, 1998, providing for FIPAG s performance targets and
obligations for reporting, as the same may be amended from tine to tine
and such termincludes all schedul es and agreenments supplenmental to said
agreenent ;

(k) “Private Operator or PO " neans a conpany incorporated under
the |l aws of the Borrower, and which shall enter into a | ease or
managenent contract (as the case may be) with FIPAGto carry out the
techni cal and commercial operation of water supply services in the city
of Maputo and the four cities;

(1) “Project Account” neans the account referred to in Section
3.07 (a) of this Agreenent;

(m “Project Agreenent” neans the agreenent between the
Associ ation and FlI PAG of even date herewith, as the same may be anended
fromtime to tine, and such termincludes all schedul es and agreenents
suppl emental to the Project Agreenent;

(n) “Project Inplenmentation Manual” nmeans the nmanual adopted by
the Borrower pursuant to Section 6.01 (g) of this Agreenent containing
inter alia, work plans, training plans and procedures to be used for the
purpose of inplementation of the Project, and such termincludes any
schedul es to the Project |nplenentation Manual

(0) “Proj ect Managenment Report” nmeans each report prepared in
accordance with Section 4.02 of this Agreenent;

(p) “Speci al Account” neans the account referred to in Section
2.02 (b) of this Agreenent; and

(q) “Subsi di ary Loan Agreenent” neans the agreenent to be
entered into between the Borrower and FlI PAG pursuant to Section 3.03 (a)
of this Agreenent, as the same may be amended fromtime to time, and such
termincludes all schedules to the Subsidiary Loan Agreenent.

ARTI CLE |1



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 fifty
five million four hundred thousand Special Drawing Rights (SDR
55,400,000).

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, in the name of FIPAG, a separate special deposit
account (the Special Account) in a commercial bank on terms and
conditions satisfactory to the Association, including appropriate
protection against set-off, seizure and 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 September 30, 2005, 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 (i) 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 March 1 and September 1 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 semi-annual
installments payable on each March 1 and September 1 commencing September
1, 2009 and ending March 1, 2039. Each installment to and including the
installment payable on March 1, 2019 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

(i) 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 11l
Execution of the Project

Section 3.01. 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 Part C of the Project with due diligence and
efficiency and in conformity with appropriate administrative, financial,
engineering, and environmental practices, and shall provide, promptly as
needed, the funds, facilities, services and other resources required for
Part C of the Project; and

(b) without any limitation or restriction upon any of its other
obligations under the Development Credit Agreement, shall cause FIPAG to
perform in accordance with the provisions of the FIPAG Project Agreement
all the obligations of FIPAG therein set forth, shall take and cause to
be taken all action, including the provision of funds, facilities,
services and other resources, necessary or appropriate to enable FIPAG to
perform such obligations, and shall not take or permit to be taken any
action which would prevent or interfere with such performance.

Section 3.02. 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 Part C of the Project and
cause FIPAG to carry out Parts A and B of the Project, all in accordance
with the Implementation Program set forth in Schedule 4 to this
Agreement.



Section 3.03. (a) For the purposes of Parts A and B of the Project,
the Borrower shall relend the proceeds of the Credit allocated from time
to time to Category (1) of the table in paragraph 1 of Schedule 1 to this
Agreement to FIPAG under a subsidiary loan agreement to be entered into
between the Borrower and FIPAG (the Subsidiary Loan Agreement) under
terms and conditions which shall have been approved by the Association,
and which shall include that the proceeds of the Credit be onlent with a
repayment period of 22 years including a grace period of 5 years and an
interest rate of 6.25% per annum.

(b) The Borrower shall exercise its rights under the Subsidiary
Loan Agreement in such manner as to protect the interests of the Borrower
and the Association and to accomplish the purposes of the Credit, and,
except as the Association shall otherwise agree, the Borrower shall not
assign, amend, abrogate or waive the Subsidiary Loan Agreement or any
provision thereof.

Section 3.04. Except as the Association shall otherwise 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 Agreenent.

Section 3.05. 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
Associ ation and furnish to the Association not later than six (6) nonths
after the Closing Date or such later date as nay be agreed for this
pur pose between the Borrower and the Association, a plan for the future
operation of Part C of the Project; and

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

Section 3.06. The Borrower and the Association hereby agree that
the obligations set forth in Sections 9.03, 9.04, 9.05, 9.06, 9.07 and
9.08 of the General Conditions (relating to insurance, use of goods and
services, plans and schedul es, records and reports, maintenance and | and
acqui sition, respectively) in respect of Parts “A’ and “B” of the Project
shall be carried out by FIPAG pursuant to Section 2.03 of the Project
Agr eenent .

Section 3.07. Wthout limtation to its obligations under Section
3.01 of this Agreenent, the Borrower shall:

(a) open and maintain, in the name of FIPAG an account (the
Project Account) in MI in a comercial bank on terms and conditions
satisfactory to the Association;

(b) not | ater than Decenber 31, 1999, make an initial deposit
into such account, in an anmount equival ent to $250,000, to finance the
Borrower's contribution to the Project;

(c) thereafter, deposit into the Project Account by March 31,
June 30, Septenmber 30 and Decenber 31, in each year, an anount equival ent
to $175,000, until an anmount equival ent to $2,000,000 is reached; and

(d) use the Project Account funds exclusively to finance
expendi tures under the Project.

Section 3.08. The Borrower shall:

(a) ensure that the tariffs charged on water will reflect the
principles of full cost recovery and be sufficient to cover operating
expenses, depreciation and cost of capital, and tariff |levels shall be
assessed during the md-termreviewreferred to in paragraph 5(c) of
Schedule 4 to this Agreenent;



(b) take all measures necessary to ensure that all the
Borrower’ s agencies pay their invoices for water supply services wthin
the terms of trade

(c) no later than 12 nonths after the Effective Date, settle al
its outstanding arrears to the utilities covered under the Project;

(d) no later than March 31, 2000, appoint the nenbers of the
Board and the Chairman of CRA; and

(e) cause CRAto: (i) no later than June 30, 2000, prepare and
furnish to the Association, a staffing plan and benefits package for CRA
and (ii) no later than Decenber 31, 2000, appoint all the necessary
staff.

ARTI CLE |V
Fi nanci al Covenants

Section 4.01. (a) The Borrower shall maintain or cause to be
mai nt ai ned records and accounts adequate to reflect in accordance with
sound accounting practices the operations, resources and expenditures in
respect of Part C 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:
(i) have the records and accounts referred to in
paragraph (a) of this Section i ncludi ng those for

the Special Account for each fiscal year audited, in
accordance with appropriate auditing principles consistently applied, by
i ndependent auditors acceptable to the Association

(ii) furnish to the Association as soon as avail abl e, but
in any case not |ater than four nonths after the
end of each such year, the report of such audit by said
audi tors, of such scope and in such detail as the Association shall have

reasonably requested; and

(iii) furnish to the Association such other infornation
concerning said records and accounts and the audit
thereof as the Association shall fromtine to tine
reasonably request.

(c) For all expenditures with respect to which withdrawals from
the Credit Account were nade on the basis of statements of expenditure,
t he Borrower shall

(i) mai ntain or cause to be maintained, in accordance
wi th paragraph (a) of this Section, records and
accounts refl ecting such expenditures;

(ii) retain, until at |east one year after the Association
has received the audit report for the fiscal year in
whi ch the last withdrawal fromthe Credit Account
was made, all records (contracts, orders, invoices, bills, receipts

and ot her docunents) evidencing such expenditures;

(iii) enable the Association's representatives to exani ne
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 statenments
of expendi ture submitted during such fiscal year,



together with the procedures and internal controls
involved in their preparation, can be relied upon to
support the related withdrawals.

Section 4.02. (a) Without limitation upon the provisions of Section
4.01 of this Agreement, the Borrower shall carry out a time-bound action
plan acceptable to the Association for the strengthening of its financial
management system for the Project in order to enable the Borrower, not
later than eighteen months after the Effective Date, or such later date
as the Association shall agree, to prepare quarterly Project management
reports, acceptable to the Association, each of which:

@) (A) sets forth actual sources and applications of

funds for the Project, both cumulatively and for the
period covered by said report, and projected sources
and applications of funds for the Project for the six-month period

following the period covered by said report, and (B)
shows separately expenditures financed out of the
proceeds of the Credit during the period covered
by said report and expenditures proposed to be financed out of the

proceeds of the Credit during the six-month period
following the period covered by said report;

@iy (A describes physical progress in Project
implementation, both cumulatively and for
the period covered by said report, and (B) explains
variances between the actual and previously forecast implementation
targets; and

(iii) sets forth the status of procurement under the
Project and expenditures under contracts financed out of
the proceeds of the Credit, as at the end of the
period covered by said report.

(b) Upon the completion of the action plan referred to in
paragraph (a) of this Section, the Borrower shall prepare, in accordance
with guidelines acceptable to the Association, and furnish to the
Association not later than 45 days after the end of each calendar quarter
a Project Management Report for such period.

ARTICLE V
Remedies of the Association

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

€)) A situation shall have arisen which shall make it improbable
that the Program or a significant part thereof will be carried out.

(b) FIPAG shall have failed to perform any of its obligations
under the Project Agreement.

(c) As a result of events which have occurred after the date of
the Development Credit Agreement, an extraordinary situation shall have
arisen which shall make it improbable that FIPAG will be able to perform
its obligations under the Project Agreement.

(d) 0] Subject to subparagraph (ii) of this paragraph:

(A) the right of the Borrower to withdraw the
proceeds of the AfDB Loan or the Dutch Grant made
to the Borrower for the financing of the Project
shall have been suspended, canceled or terminated in whole or in part,
pursuant to the terms of the agreement providing
therefor, or



(B) the AFDB loan shall have become due and payable
prior to the agreed maturity thereof.

(i)  Subparagraph (i) of this paragraph shall not apply if
the Borrower establishes to the satisfaction of the
Association that:

(A) such suspension, cancellation, termination or
prematuring is not caused by the failure of the
Borrower to perform any of its obligations under
such agreement; and

(B) adequate funds for the Project are available to
the Borrower from other sources on terms and
conditions consistent with the obligations of the
Borrower under this Agreement;

Section 5.02. Pursuant to Section 7.01 (h) of the General
Conditions, the following additional events are specified:

@) the events specified in paragraphs (b), (c) of Section 5.01
of this Agreement shall occur and shall continue for a period of 30 days
after notice thereof shall have been given by the Association to the
Borrower; and

(b) the event specified in paragraph (d)(i)(B) of Section 5.01
of this Agreement shall occur, subject to the proviso of paragraph
(d)(ii) of that Section.

ARTICLE VI
Effective Date; Termination

Section 6.01. The following events are specified as additional
conditions to the effectiveness of the Development Credit Agreement
within the meaning of Section 12.01 (b) of the General Conditions:

@) the AfDB Loan Agreement has been executed and delivered and
all conditions precedent to its effectiveness or to the right of the
Borrower to make withdrawals thereunder, except only the effectiveness of
the Credit Agreement, have been fulfilled;

(b) the Dutch Grant Agreement has been executed and delivered
and all conditions precedent to its effectiveness or to the right of the
Borrower to make withdrawals thereunder, except only the effectiveness of
the Credit Agreement, have been fulfilled;

(c) the chief executive officer, with terms of reference and
qualifications acceptable to the Association, has been appointed;

(d) the Contrato-programa, in form and substance acceptable to
the Association, has been entered into;

(e) FIPAG has entered into the Lease Contract and the
Management Contract with the winning bidder for the management of city
water supply systems of Maputo, Beira, Quelimane, Nampula, and Pemba,;

) DNA and FIPAG have established accounting services,
acceptable to the Association;

(9) the Borrower has adopted the Project Implementation Manual,
in form and substance acceptable to the Association; and

(h) the Subsidiary Loan Agreement has been executed on behalf of
the Borrower and FIPAG.

Section 6.02. The following are specified as additional matters,



within the meaning of Section 12.02 (b) of the General Conditions, to be
included in the opinion or opinions to be furnished to the Association:

@) that the Project Agreement has been duly authorized or
ratified by FIPAG, and is legally binding upon FIPAG in accordance with
its terms; and

(b) that the Subsidiary Loan Agreement has been duly authorized
or ratified by the Borrower and FIPAG and is legally binding upon the
Borrower and FIPAG in accordance with its terms.

Section 6.03. 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 Governor of the Central Bank 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:

Banco de Mocambique

Departamento de Relacoes Internacionais
Avenida 25 de Setembro

P.O. Box 423

Cable address: Telex:

MOBANCO 6355/BMMO
Maputo

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 MOZAMBIQUE

By /s/ Marcos Namashulua
Authorized Representative

INTERNATIONAL DEVELOPMENT ASSOCIATION



By /s/ Callisto Madavo
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
% of
Allocated (Expressed
Expenditures
Category in SDR Equivalent) to be
Financed
Q) Civil works 14,990,000 100% of
foreign
expenditures and
90% of
local
expenditures
(2 Consultants’ 100%
services, including
audit
(a) For Parts A and B 24,140,000
(b) For Part C 3,100,000
) Goods 100% of
foreign
expenditures and
90% of
local
expenditures
(a) For Parts A 1,780,000
and B (including
vehicles)
(b) Vehicles under 230,000
Part C
(4) Training 590,000 100%
(5) Operating Costs 2,510,000 100% of
local
expenditures until
December 31, 2002,
and 70%

of local



expenditures

thereafter
(6) Unallocated 8,060,000
TOTAL 55,400,000
2. For the purposes of this Schedule:
@) the term“forei gn expendi tures” neans 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
t he 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 “Qperating Costs” neans increnental |oca
expendi tures incurred on account of Project inplenentation, including
of fi ce consumabl es (including comuni cati on expenses), utility costs,
staff travel and associated subsistence allowances, office rental, office
suppl i es and nai ntenance, and fuel and mai ntenance for vehicles and
equi pnent, but excluding salaries of the Borrower’'s civil servants.

3. Not wi t hst andi ng the provisions of paragraph 1 above, no withdrawal s
shall be nade in respect of paynments nade for expenditures prior to the
date of this Agreenent.

4, The Association may require withdrawals fromthe Credit Account to
be nmade on the basis of statenents of expenditure for expenditures for:
(i) works under contracts costing |ess than $250, 000 equival ent each

(ii) goods under contracts costing |ess than $200, 000 equi val ent each;
(iii) services of consulting firnms under contracts costing |ess than
$100, 000 equi val ent each; (iv) services of individual consultants under
contracts costing |l ess than $50, 000 equival ent each; and (v) training and
operating costs, under such terns and conditions as the Association shal
specify by notice to the Borrower.

SCHEDULE 2
Description of the Project

The objectives of the Project are to: (i) inmprove the quality,
reliability, coverage and sustainability of water services for the cities
of Maputo, Beira, Quelimane, Nampula, and Penba through the pronotion of
greater private sector participation in the provision of these services
(ii) comrence institutional and regulatory reformwithin the urban water
sector with the introduction of commercial principles in the operation
and managenent of water services through the use of a private sector
operator; (iii) accelerate capacity building and human resource
devel oprment for the sector through training and denonstration effects
within the context of the private operator contract; and (iv) provide an
institutional franmework that inproves the quality and sustainability of
users services and acts as an operational nodel for water services in
other cities.

The Project consists of the follow ng parts, subject to such
nmodi fications thereof as the Borrower and the Association may agree upon
fromtime to tine to achi eve such objectives
Part A Private Sector Managenent of Water Supply

1. Carrying out, through a 15-year |ease contract, of the operation of
the water supply systen1of Maput o i ncl udi ng rehabilitation of water



supply network, installation of new connections, replacement of mains and
meters.

2. Carrying out, through five-year contracts for management services,
of operation and maintenance of the water supply systems in Beira,
Quelimane, Nampula and Pemba, including management of staff, recurrent
funds, meter reading, and collections.

3. Provision of technical advisory services and logistical assistance
for the management by the Private Operator, of the activities referred to
in (1) and (2) of this Part, including surveys, plans, and studies.

4, Provision of technical advisory services and logistical assistance
for the procurement of design consultancies, construction contracts,
supervision of design and construction, and commissioning of works.

5. Provision of vehicles, mobile plant, office equipment and computers
for water supply operations in Beira, Quelimane, Nampula and Pemba.

6. Provision of computers, office equipment and furniture, vehicles,
and water supply instrumentation to FIPAG.

7. Provision of technical advisory services and logistical assistance
to FIPAG in project management, financial management, accounting,
construction management and environment management.

8. Carrying out of a human resources development and training program
for water supply employees (excluding on-the-job training, and excluding
the POs own staff), and staff of FlIPAG

Part B: Wat er Supply Works

1. Carrying out of water supply works for the city of Maputo and the
four cities, including, water treatnment work (WIW, transmni ssion

pi pelines, new filters, equipnent replacenent, construction and repairs
of tanks, metering works, upgrading of punping stations, expansion or
devel oprment of water and sanitation systens, booster punping station

ref urbi shment, devel opment of new water source, wellfield and
disinfection facilities, expansion and rehabilitation of distribution
systens and any other water supply, sanitation and drai nage work as
necessary.

2. Desi gn and supervision of rehabilitation of WIWs, transm ssion
pi pel i nes, and punping stations, for new chlorinators and tanks, and
di stribution system expansion and rehabilitation and any other water
supply, sanitation and drai nage work as necessary.

3. Provi sion of technical advisory services to carry out feasibility,
desi gn, and environnental assessment studies for additional bulk water
supplies for Maputo and the four cities.

Part C Urban Water Supply Policy and Strategy

1. Provi sion of technical advisory services for the establishnment of
CRA.

2. Provi sion of vehicles to CRA

3. Provi sion of technical advisory services to assist the Borrower in

determining its policy and strategy for further devel opment of urban
wat er supply and sanitation services, including the strategy, design and
docunentation for the next stage of private sector managenent for Beira,
Quel i mane, Nanpul a and Penba, and for other eight provincial cities.

4, Provi sion of technical advisory services to carry out comunity
consul tati on, design and educati on prograns.



5. Provision of technical advisory services and provision of goods,
equipment and logistical assistance to DNA in the management of this Part
C.

* k%

The Project is expected to be completed by March 31, 2005.
SCHEDULE 3

Procurement and Consultants’ Services

Section 1. Procurement of Goods and Works
Part A: General
1. Goods shall be procured in accordance with: (a) the provisions of

Section | of the "Guidelines for Procurement under IBRD Loans and IDA

Credits” published by the Bank in January 1995 and revised in January and
August 1996, Septenber 1997, and January 1999, subject to the

nodi fications thereto set forth in paragraph 2 of this Part A (the

Cui del i nes), and (b) the provisions of the following Parts of this
Section |I.

2. In paragraphs 1.6 and 1.8 of the Guidelines, the references to
“Bank nmenmber countries” and "menber country” shall be deened to be
references, respectively, to “Participating Countries” and "Participating
Country.”

Part B: I nternational Conpetitive Bidding

1. Except as otherw se provided in Part C of this Section, goods and
wor ks shall be procured under contracts awarded in accordance with the
provi sions of Section Il of the Guidelines and paragraph 5 of Appendix 1
t hereto.

2. The follow ng provisions 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) Groupi ng of contracts

To the extent practicable, contracts for goods and works shall be
grouped in bid packages estimated to cost $100, 000 equi val ent or nore
each.

(b) Preference for donestically manufactured goods and donestic
contractors

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 and works to be carried out by domestic contractors.

Part C O her Procurenent Procedures
1. Nat i onal Conpetitive Bidding

Wrks estimated to cost |ess than $250,000 equival ent per contract,
up to an aggregate anount not to exceed $3, 400,000 equival ent, and goods
estimated to cost less than $200, 000 equival ent per contract, up to an
aggregate anmpunt not to exceed $900, 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. International or National Shopping

Goods estimated to cost |ess than $50, 000 equi val ent per contract,



up to an aggregate amount not to exceed $400,000 equivalent, may be
procured under contracts awarded on the basis of international or
national shopping procedures in accordance with the provisions of
paragraphs 3.5 and 3.6 of the Guidelines.

3. Procurement of Minor Works

Works estimated to cost less than $50,000 equivalent per contract,
up to an aggregate amount not to exceed $800,000 equivalent, may be
procured under lump-sum, fixed-price contracts awarded on the basis of
guotations 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.

4, Procurement from IAPSO

Goods estimated to cost less than $100,000 per contract up to an
aggregate amount not to exceed $400,000 may be procured from the
Inter-Agency Procurement Services Office of the UNDP in accordance with
the provisions of paragraph 3.9 of the Guidelines.

5. Delegated works and goods

All procurement under Part A.1 and A.2 of the Project shall be
carried out in accordance with the provisions of paragraph 3.13 (a) of
the Guidelines.

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 estimated to cost the
equivalent of $200,000 or more, the procedures set forth in paragraphs 2
and 3 of Appendix 1 to the Guidelines shall apply.

(b) With respect to each contract estimated to cost the
equivalent of $50,000 or more, the following procedures shall apply:

(@) prior to the selection of any supplier under shopping

procedures the Borrower shall provide to the Association
a report on the comparison and evaluation of quotations
received;

(i)  prior to the execution of any contract procured under
direct contracting or shopping procedures, the Borrower
shall provide to the Association a copy of the
specifications and the draft contract; and

(iii) the procedures set forth in paragraphs 2 (f) and 2
(9) 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
1. Consul tants’ services shall be procured in accordance with: (a) the

provi sions of the Introduction and Section IV of the "Guidelines:

Sel ection and Enmpl oynent of Consultants by World Bank Borrowers"

publ i shed by the Bank in January 1997 and revi sed in Septenber 1997 and
January 1999, subject to the nodifications thereto set forth in paragraph
2 of this Part A (the Consultant Cuidelines), and (b) the provisions of
the following Parts of this Section II.

2. In paragraph 1.10 of the Consultant Guidelines, the references to
“Bank nmenmber countries” and “menber country” shall be deenmed to be
references, respectively, to “Participating Countries” and “Participating
Country.”

Part B: Qual ity- and Cost-based Sel ection

1. Except as otherwi se 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

Cui del i nes, 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 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 experts estimated to cost |ess than $50, 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 Cuidelines.

2. Si ngl e Source Sel ection.

Services which are estimated to cost | ess than $100, 000 equi val ent
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
Consul t ant Cui del i nes.

3. I ndi vi dual Consul tants.

Services for training and tasks that neet the requirenments set
forth in Section 5 of the Consultant Guidelines shall be procured under
contracts awarded to individual consultants in accordance with the
provi sions of paragraphs 5.1 through 5.3 of the Consultant GCuidelines.
Part D: Revi ew by the Association 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
shal | be furnished to the Association for its review and approval, in



accordance with the provisions of paragraph 1 of Appendix 1 to the

Consul tant Cuidelines. 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 firnms estimated to cost the equival ent of $200,000 or nore,
the procedures set forth in paragraphs 1, 2 (other than the third
subpar agraph of paragraph 2(a)) and 5 of Appendix 1 to the Consultant
Gui del i nes shall apply.

(b) Wth respect to each contract for the enpl oynent of
consulting firnms estimated to cost the equival ent of $100,000 or nore,
but I ess than the equival ent of $200, 000, the procedures set forth in
paragraphs 1, 2 (other than the second subparagraph of paragraph 2 (a))
and 5 of Appendix 1 to the Consul tant Guidelines shall apply.

(c) Wth respect to each contract for the enpl oynent of
i ndi vi dual consultants estimated to cost the equival ent of $50,000 or
nore, the qualifications, experience, terms of reference and terns of
enpl oyment of the consultants shall be furnished to the Association for
its prior review and approval. The contract shall be awarded only after
sai d 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
Consul tant Cui delines shall apply.

SCHEDULE 4
| mpl ement ati on Program

1. The Borrower shall inplenent the Project in accordance with the
Project |nplenentation Manual, and except as the Association shal

ot herwi se agree, the Borrower shall not anend or waive any provision
thereof if, in the opinion of the Association, such anendment or waiver
may materially and adversely affect the inplenmentation of the Project.

2. The M nister of MOPH, in conjunction with the National Director of
DNA and the FI PAG Board, shall provide overall policy guidance and
proj ect oversight.

3. The Borrower, in conjunction with FIPAG shall furnish to the
Associ ation a seni-annual progress report including information on the
status of the Project, having regard to Performance |ndicators, and based
on data fromthe nonitoring system The report shall include, inter alia
(a) a summary statenment on the status of execution of each project
activity, and (b) a table showi ng conpliance with project covenants and
progress in inplementing agreed policy objectives.

4, (a) The Borrower, in conjunction with FIPAG shall carry out
jointly with the Association, a conprehensive annual project

i mpl ementation review ained at: (i) documenting progress toward the

achi everrent of objectives; (ii) identifying and resolving obstacles to
project inplenentation; and (iii) adjusting, in agreement with the

Associ ation, targets and corresponding progranms to refl ect progress
achieved in the inplenmentation of the Project as of the date of the
review, and ensuring responsiveness to changes to effectively achieve the
obj ectives of the Project.

(b) The Borrower shall, not later than four weeks prior to the
reviewreferred to in (a) above, furnish to the Association a report, in
such detail as the Association shall reasonably request, including an



evaluation of the progress achieved in Project implementation.

(c) Promptly after completing such reviews, the Borrower shall
carry out recommendations arising out of said reviews, with due diligence
and efficiency and in accordance with appropriate practices, taking into
account the Association’s comments thereon.

5. 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 December
31,2001, 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 achievement of the objectives thereof during the period following
such date; and

(c) review with the Association, by March 31, 2002 or such later
date as the Association shall request, the report referred to in
subparagraph (b) of this paragraph, and, thereafter, take all measures
required to ensure the efficient completion of the Project and the
achievement of the objectives thereof, based on the conclusions and
recommendations of the said report and the Association views on the
matter.

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

@) the term*“eligible Categories” neans, Categories 1, 2 (a), 3
(a), 4 and 5 set forth in the table in paragraph 1 of Schedule 1 to this
Agr eenent .

(b) the term“eligible expenditures” neans 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
fromtime to time to the eligible Categories in accordance with the
provi sions of Schedule 1 to this Agreenent; and

(c) the term “Authorized Allocation” neans an anmount of
$1, 000,000 to be withdrawn fromthe Credit Account and deposited into the
Speci al Account pursuant to paragraph 3 (a) of this Schedul e.

2. Paynents out of the Special Account shall be nade exclusively for
el igible expenditures in accordance with the provisions of this Schedul e.

3. After the Association has received evidence satisfactory to it that
the Special Account has been duly opened, w thdrawal s of the Authorized
Al'l ocation and subsequent withdrawals to replenish the respective Speci al
Account shall be nmade as foll ows:

(a) For withdrawal s of the Authorized Allocation, the Borrower
shall furnish to the Association a request or requests for deposit into
the Special Account of an ampbunt or anmounts which do not exceed the
aggregat e anmount of the Authorized Allocation. On the basis of such
request or requests, the Association shall, on behalf of the Borrower,
withdraw fromthe Credit Account and deposit into the Special Account
such amobunt or anounts 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 respective 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 respective 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 any
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 for the Special Account, 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 related to the Special Account, shall equal the equivalent of
twice the amount of the Authorized Allocation for the Special Account.
Thereafter, withdrawal from the Credit Account of the remaining
unwithdrawn amount of the Credit allocated to the eligible Categories for
the Special Account 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 Association: (A) provide
such additional evidence as the Association may request; or (B) deposit
into the respective 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 paragraph 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

Popul ation (by city, in 000" and in % where applicable)
Tot al

Connect ed

Served by st andpi pes

Unser ved

Aver age per capita production (served popul ation)

Aver age per capita production (total popul ation)

Water Production and Billing (by city)

Wat er produced mllion nB/year
Water billed mllion nB/year
Unaccounted for Vater %

Connecti ons and Standpi pes (by city, in 000")
Legal connections begi nning of the year
Il egal Connections regularized during the year
New connections built during the year, by category
Connections closed at the beginning of the year
Connections closed at the end of the year
Total active |legal connections at the end of the year, and by category:
Total house connections
Yard connections
Non residential connections (Borrower’s Agencies)
Non residential connections
St andpi pes

Met er ed connections by dianeter of the connection, and by category
(per city, in 000" and %

Billing (By city, Metical mllion)
Resi denti al

Non Resi denti al

Borrower’s Agencies

St andpi pe






