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RECONSTRUCTI ON AND DEVEL OPMENT

and

STATE OF CEARA

Dat ed February 10, 2000
LOAN NUMBER 4531- BR
LOAN AGREEMENT

AGREEMENT, dated February 10, 2000, between | NTERNATI ONAL BANK FOR
RECONSTRUCTI ON AND DEVELOPMENT (t he Bank) and STATE OF CEARA (the Borrower).

VWHEREAS (A) the Borrower has adopted a policy for its water sector, the overall
concept, actions, and objectives of which were presented to the Bank by the Borrower’s
Governor in a letter dated August 5, 1999 (the Water Sector Policy Letter);

VWHEREAS (B) by the Loan Agreenent dated Decenber 12, 1997 between the Bank and
the Borrower, the Bank made a loan to the Borrower for the Ceara Water Pilot Project,
whi ch provi des the necessary studies and other information to serve as the basis and
| essons for the carrying out of the Project (as hereinafter defined);

WHEREAS (C) the Federative Republic of Brazil (the Guarantor) and the Borrower,
havi ng been satisfied as to the feasibility and priority of the project described in
Schedule 2 to this Agreenent (the Project), has requested the Bank to assist in the
financing of the Project;

VWHEREAS (D) by an agreenent (the Guarantee Agreement) of even date herewith
bet ween the Cuarantor and the Bank, the Guarantor has agreed to guarantee payment
obligations of the Borrower in respect of the Loan as set forth in the Guarantee
Agreement; and

WHEREAS t he Bank has agreed, on the basis, inter alia, of the foregoing, to
extend the Loan to the Borrower upon the terms and conditions set forth in this
Agr eenent ;

NOW THEREFORE t he parties hereto hereby agree as follows:



ARTICLE |
General Conditions; Definitions

Section 1.01. The "General Conditions Applicable to Loan and Guarantee
Agreements for Currency Pool Loans" of the Bank, dated January 1, 1985 (as amended
through December 2, 1997) (the General Conditions) constitute an integral part of this
Agreement.

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:

€)) "Annual Operating Plan " means each plan referred to in Section 3.12 (c)
of this Agreement;

(b) "Cariri Region" means an area comprising the Cariri drainage basin and
those areas contributing to the underlying acquifers of that area including the
Chapada de Araripe region;

(c) "Coastal and Littoral Zone means an area comprising the coastal and
littoral zone of the Borrower along the Atlantic ocean;

(d) "COGERH' neans Conpanhi a de Gestado dos Recursos Hidricos do Ceara, the
Borrower’s water resources managenent conpany established pursuant to the Borrower’s
Law Nunber 12,217 of Novenber 18, 1993;

(e) "Dam Saf ety Revi ew Panel " neans the panel of experts in dam safety
referred to in Section 3.10 (f) of this Agreenent;

(f) "ElI AR' means environnental inpact assessnent report, a document
containing, inter alia, a description of expected environmental and social inpacts to
derive froma Subproject (as hereinafter defined), the mtigation neasures designed to
address those inpacts, and an EMP (as hereinafter defined) for that Subproject;

(9) "Eligible Categories" neans Categories (1) through (4) set forth in the
table in Part A 1 of Schedule 1 to this Agreenent;

(h) "Eli gi bl e Expendi tures" means the expenditures for goods and services
referred to in Section 2.02 of this Agreenent;

(i) "EMP" neans environnmental managenent plan, a plan contained in an El AR
for the inplenentation of the nitigation nmeasures designed to address the
envi ronmental and social inpacts identified in such El AR

i "ERCs" neans environnental rules for contractors, the set of specific
environnental rules to be followed by contractors when carrying out works under
Subprojects and included in the Operational Minual (as hereinafter defined);

(k) "First-year Annual Operating Plan" neans an Annual Operating Pl an
covering the twelve-nonth period starting fromthe date of this agreenment and rel ated
to the first year of Project inplenentation;

(1) "First-year Subproject" neans a project selected by the Borrower prior to
the date of this Agreenent for initiation in the first year of Project inplenentation
under Part B of the Project for the follow ng | ocations: Aracoiaba, Catu G nzento,

Mal cozi nhado and Car mi na;

"First-year Subprojects-DARsS" neans the dam assessenent reports prepared
for First-year Subprojects containing the reconmendati ons of a dam assessnent revi ew
panel enployed on the sane basis as set forth in Section 3.10 (f) of this Agreenent;

(n) "First-year Subprojects-ElARS" neans the El ARs describing the expected
envi ronmental and social inpacts fromthe First-year Subprojects, the nitigation
nmeasures designed to address those inpacts and the corresponding EMPs;

(0) "First-year Subproject-RAPs" means the Resettlement Action Plans (as
herei nafter defined) prepared for the First-year Subprojects and dated August, 1999;

(p) "FUNCEME' neans Fundacdo Cearense de Meteorol ogia e Recursos Hidricos,



the Borrower’s neteorol ogi cal and water resources foundation established pursuant to
Law Nunber 9,618 of Septenber 18 1972, as anended by Article 9 of Law Nunber 11,380 of
Decenber 15, 1987;

qa) "Metropolitan Basin of Fortal eza" neans the hydrographic watersheds that
drain the geographical area conprising the nmunicipalities in and around the
nmetropolitan area of Fortal eza;

(r) "MS" neans the nonitoring and information systemreferred to in Section
3.11 of this Agreenent;

(s) "Qperating Agreenent"” nmeans any of the agreenents referred to in Section
3.05 (a) of this Agreenent;

(t) "Qperational Manual " nmeans the Project operations and inplementation
manual referred to in Section 3.03 of this Agreenent;

(u) "Participating Entity" neans any the following entities: COGERH, FUNCEVE
and SOHI DRA (as hereinafter defined)

(v) "POM' neans the plan for operation and maintenance referred to in Part
A .2 (a) of the Project;

( "Post -sel ected Subproject” neans a project selected by the Borrower after
the date of this Agreenent, in accordance with the rel evant provisions of the
Oper ational Mnual, and conprising the activities set forth in Parts B, C, D, E or F
of the Project;

(x) "Project Mnitoring Letter" means the |letter dated October 15, 1999 from
the Borrower’'s Secretary of Water Resources to the Bank, setting forth the indicators
to be used in nmonitoring the progress in the inplenentation of the Project and in
evaluating its results, and specific indicators to be conplied by COGERH pursuant to
the rel evant Qperating Agreenent;

(y) "REAR' neans regi onal environmental inpact assessnent report, a docunent
dated April 19, 1999 and issued by SRH, which describes the potential cumnulative
environnental and social inpacts of Subprojects and containing recommendations to
mtigate such inpacts;

(z) "REMP" neans regional environmental nmanagenent program dated April 19
1999 and issued by SRH, a docunent resulting fromthe carrying out of the REAR and
containing the detail ed phases for the inplenmentation of the nmitigation measures
desi gned to address the environnental and social inpacts identified in the REAR

(aa) "Resettlement Action Plan" neans a plan, satisfactory to the Bank, for
the carrying out of resettlenment activities required under a Subproject and
containing, inter alia: |and surveys; a household cadaster; estimted financial value
of assets that will be lost; a socioecononm c baseline survey; eligibility criteria for
conpensation, assistance and rehabilitation entitlenments; the rel evant |egal
framework; |and acquisition, transfer and titling arrangenments; safety and security
arrangenents; institutional arrangements; provisions for the participation of and
consultation with affected persons in the design and inplenmentation of the plan;
grievance procedures; inplenentation tinetable correlated with the Subproject
construction timetable; a detail ed budget; and nonitoring and eval uati on arrangenments
of resettlenent activities;

(bb) "Resettl enent Framewor k" mneans the docunment dated August 10, 1999 and
i ssued by SRH, specifying the resettlenment policies, planning principles,
institutional arrangenents, procurenent arrangenents and design criteria satisfactory
to the Bank that shall apply to the preparation and carrying out of any Resettl| enent
Action Plan which may be required under a Subproject, such Resettlenent Franmework to
be conprised of, inter alia, a resettlenment operational manual, nodel ternms of
reference for resettlenment planning and the correspondi ng Decrees of the Borrower
establ i shing community nobilization conmittees and community devel opment conmittees;

(cc) "River Basin Committees" neans the participatory advisory bodies
conpri sed of stakeholders within each river basin, established for the purpose of,
inter alia, assisting in the managenent of the water resources of that basin

(dd) "Sel ected M cro Watersheds” means the follow ng four mcro watersheds
(i) Riacho do Meio (Caridade Municipality); (ii) R acho Lagoa Nova (Capi strano
nicipality); (iii) R acho Sdo Goncal o (Pal méci a/ Mar anguape Municipalities); and (iv)



Ri acho Pal mat6ria (Aratuba/ltaSPMJna Municipalities), or any other additional
m cro-wat ersheds that may be agreed upon between the Borrower and the Bank;

(ee) "SOHI DRA" neans "Superintendéncia de Cbras Hidraulicas" the Borrower’s
superi ntendency of hydraulic works established pursuant to Law Number 11, 380 of
Decenber 15, 1987;

(ff) "Special Account" neans the account referred to in Part B of Schedule 1
to this Agreenent;

(99) "SPMJ - Special Project Managenent Unit" neans the unit referred to in
Section 3.04 (b) of this Agreenent;

(hh) "SRH' neans Secretaria dos Recursos Hidricos, the Borrower’s Secretariat
of Water Resources; and
(ii) "Subproject” neans either a First-year Subproject or a Post-selected
Subpr oj ect .
ARTI CLE 1|
The Loan

Section 2.01. The Bank agrees to lend to the Borrower, on the terns and
conditions set forth or referred to in the Loan Agreenent, various currencies that
shal | have an aggregate val ue equivalent to the anmbunt of one hundred and thirty six
mllion Dollars ($136,000,000), being the sumof withdrawals of the proceeds of the
Loan, with each wi thdrawal valued by the Bank as of the date of such w thdrawal .

Section 2.02. The anount of the Loan may be wi thdrawn fromthe Loan Account in
accordance with the provisions of Schedule 1 to this Agreenment for expenditures nade
(or, if the Bank shall so agree, to be made) in respect of the reasonable cost of
goods and services required for the Project and to be financed out of the proceeds of
the Loan and in respect of the fee referred to in Section 2.04 of this Agreenent.

Section 2.03. The Cosing Date shall be June 30, 2006 or such |later date as the
Bank shall establish. The Bank shall pronptly notify the Borrower and the Quarantor of
such | ater date.

Section 2.04. The Borrower shall pay to the Bank a fee in an anmount equal to one
percent (1% of the anpbunt of the Loan. On or pronptly after the Effective Date, the
Bank shall, on behalf of the Borrower, w thdraw fromthe Loan Account and pay to
itself the amount of said fee.

Section 2.05. The Borrower shall pay to the Bank a conmitnent charge at the rate
of three-fourths of one percent (3/4 of 1% per annumon the principal amunt of the
Loan not withdrawn fromtine to tine.

Section 2.06. (a) The Borrower shall pay interest on the principal anmount of
the Loan withdrawn and outstanding fromtime to time, at a rate for each Interest
Period equal to the Cost of Qualified Borrowi ngs determined in respect of the
precedi ng Senmester, plus three-fourths of one percent (3/4 of 1% . On each of the
dates specified in Section 2.07 of this Agreenent, the Borrower shall pay interest
accrued on the principal anount outstanding during the preceding Interest Period,
calculated at the rate applicable during such Interest Period.

(b) As soon as practicable after the end of each Senester, the Bank shall
notify the Borrower and the CGuarantor of the Cost of Qualified Borrow ngs deternined
in respect of such Senester.

(c) For the purposes of this Section:

(i) "I nterest Period" neans a six-nonth period ending on the date

i medi ately precedi ng each date specified in Section 2.07 of this
Agreenent, beginning with the Interest Period in which this
Agreement is signed.

(ii) "Cost of Qualified Borrow ngs" neans the cost, as reasonably
determ ned by the Bank and expressed as a percentage per annum of
t he outstandi ng borrow ngs of the Bank drawn down after June 30,
1982, excl udi ng such borrow ngs or portions thereof as the Bank
has al | ocated to fund: (A) the Bank's investnents; and (B) |oans



which may be made by the Bank after July 1, 1989 bearing interest
rates determined otherwise than as provided in paragraph (a) of
this Section.

(iii) "Semester" means the first six months or the second six months of
a calendar year.

(d) On such date as the Bank may specify by no less than six months’ notice
to the Borrower, paragraphs (a), (b) and (c) (iii) of this Section shall be amended to
read as follows:

"(@  The Borrower shall pay interest on the principal amount of the

Loan withdrawn and outstanding from time to time, at a rate for each Quarter
equal to the Cost of Qualified Borrowings determined in respect of the
preceding Quarter, plus three-fourths of one percent (3/4 of 1%). On each of

the dates specified in Section 2.07 of this Agreement, the Borrower shall pay

interest accrued on the principal amount outstanding during the preceding

Intere;t Period, calculated at the rates applicable during such Interest

Period."

"(b)  As soon as practicable after the end of each Quarter, the Bank
shall notify the Borrower and the Guarantor of the Cost of Qualified
Borrowings determined in respect of such Quarter."

"(c) (iii) ‘Quarter’ means a three-nonth period comencing on January
1, April 1, July 1 or October 1 in a cal endar year."

Section 2.07. Interest and ot her charges shall be payable sem annually on May 15
and Novenber 15 in each year.

Section 2.08. The Borrower shall repay the principal amount of the Loan in
accordance with the anortization schedule set forth in Schedule 3 to this Agreenent.

ARTI CLE 111
Execution of the Project

Section 3.01. The Borrower declares its commtnment to the objectives of the
Project as set forth in Schedule 2 to this Agreenent, and, to this end, shall carry
out the Project through SRH, with the assistance of the Participating Entities
pursuant to Section 3.05 of this Agreenent, all with due diligence and efficiency, in
accordance Water Sector Policy Letter and in conformty with appropriate
adm nistrative, financial, resettlenment, environnental and water resources nmanagenent
practices, and shall provide, pronptly as needed, the funds, facilities, services and
ot her resources required for the Project.

Section 3.02. Except as the Bank shall otherw se agree, procurenent of the
goods, works and consultants’ services required for the Project and to be financed out
of the proceeds of the Loan shall be governed by the provisions of Schedule 4 to this
Agr eenent .

Section 3.03. Wthout linitations upon the provisions of Section 3.01 of this
Agreenent, the Borrower shall carry out the Project, or cause the Project to be
carried out, in accordance with an operational nanual satisfactory to the Bank (the
Qper ational Manual) containing, inter alia: (a) detailed arrangenents for the overal
carrying out of the Project; (b) a description of the Project’s decision making bodi es
and their corresponding responsibilities; (c) the nechanisns and procedures to be
foll owed by these bodies, and the relevant inplenentation schedule; (d) the procedures
and criteria for the selection and carrying out of Subprojects; (e) the plans,
instrunents, and procedures related to dam safety issues; and (f) the procedures and
criteria for training, technical assistance, environnental assessnment and
corresponding mtigation nmeasures (including the ERCs), resettlenment and ot her
activities to be carried out under the Project. 1In case of any conflict between the
terns of the Operational Manual and those of this Agreement, the terns of this
Agreenent shall prevail

Section 3.04. The Borrower shall:

(a) For the purposes of providing the Borrower with general guidance in
respect of the Project, establish and thereafter maintain within SRH, until the
conpletion of the Project, an advisory body with terns of reference as set forth in
the Operational Manual, and the follow ng conposition: (i) two representatives from



SRH, one of such representatives to be the President of such advisory body; (ii) one
representative from each of the Participating Entities; (iii) the Coordinator-General

of the SPMU; and (iv) two independent experts with experience and qualifications
acceptable to the Bank and appointed by the Borrower’s Governor.

(b) Establish and thereafter maintain within SRH, until the conpletion of the
Project, the SPMJ with responsibilities, structure and functions as set forth in the
rel evant sections of the Qperational Manual and with staff in adequate nunbers and
wi th adequate qualifications, for the purpose of, inter alia: (i) assisting SRHin the
overal |l coordination and carrying out of the Project; and (ii) preparing the Annual
Qperating Plans and submitting themto the Bank for approval.

Section 3.05. (a) For the purposes of the overall carrying out of the Project,
the Borrower, through SRH, shall enter into an agreenment, satisfactory to the Bank
(the Qperating Agreenent), with each Participating Entity to govern such entity’s
overall responsibilities in the carrying out of its activities under the Project.

(b) The Borrower shall exercise its rights and conply with its obligations
under each Operating Agreenent in such a manner as to protect the interests of the
Borrower and the Bank, and, except as the Bank shall otherw se agree, the Borrower
shall not anmend, suspend, abrogate, waive or fail to enforce any of the Qperating
Agreements, or any provision thereof.

Section 3.06. Not later than January 31, 2002, the Borrower shall furnish to
the Bank the POM in form and substance satisfactory to the Bank, and thereafter,
carry out the POMin accordance with its ternms as approved by the Bank.

Section 3.07. For the purposes of carrying out Part A 5 of the Project, the
Borrower shall:

(a) Not | ater than January 31, 2002, furnish to the Bank the strategy and the
plan referred to in Part A5 of the Project, as such strategy and plan shall have been
prepared in accordance with terns of reference satisfactory to the Bank, and,
thereafter exchange views with the Bank thereon.

(b) If the plan referred to in paragraph (a) above is not satisfactory to the
Bank, the Bank shall so informthe Borrower, and the Borrower shall establish a panel
of experts with conposition and ternms of reference satisfactory to the Bank for the
pur pose of making recommendations to the Borrower in respect of bulk water tariffs. A
copy of such recomendati ons shall be pronptly furnished to the Bank.

(c) In the nonths of August of the years 2002 and 2004, respectively, the
Borrower shall review jointly with the Bank, the progress nmade by the Borrower in
adopting bulk water tariffs as a result of the process set forth in paragraphs (a) and
(b) above.

Section 3.08. For the purposes of carrying out Part A 6 of the Project, the
Borrower shall:

(a) not |ater than 180 days after the date of this Agreenent, through SRH,
furnish to the Bank a proposal for the refornulation of the Borrower's |egal and
institutional franmework;

(b) not |ater than 180 days after the date of this Agreenent, through SRH,
submt to the Bank, for approval, the location of the areas where market-based
mechani snms for water allocation may be piloted; and

(c) not |ater than March 31, 2001, and on the basis of the |legal and
institutional proposal referred to in paragraph (a) of this Section, submt toits
Legi sl ative Assenbly a bill of law allowi ng for the inplenentation of the
af orenenti oned nechani sns.

Section 3.09. For the purposes of carrying out a First-year Subproject, the
Borrower, through SRH, shall carry out, respectively, the First-year Subproject-DAR,
the First-year Subproject-RAP and the relevant EMP contained in the correspondi ng
Fi rst-year Subproject-EA R by taking into account the REAR and the REMP, respectively,
all in strict conpliance with their own terns.

Section 3.10. For the purposes of carrying out Parts B, C, D, E or F of the
Proj ect:

(a) The Borrower shall submit each Subproject to the Bank for approval before



submitting any application for the withdrawal of Loan proceeds from the Loan Account
or before disbursing funds from the Special Account for the purpose of financing
expenditures under the relevant Subproject.

(b) When presenting a Subproject to the Bank for approval, the Borrower,
through SRH, shall furnish to the Bank an application, in form and substance
satisfactory to the Bank, and in conformity with the relevant provisions of the
Operational Manual, containing, inter alia: (i) a description of the Subproject and
expenditures to be incurred therein, including those expenditures proposed to be
financed out of the proceeds of the Loan; (ii) a detailed description of how the
relevant Subproject meets the eligibility criteria set forth in the Operational
Manual; (i) a plan for the administration, operation and maintenance of the proposed
Subproject; (iv) an evaluation on the legal and physical availability of the land
necessary for the purpose of the Subproject; (v) whenever necessary, evidence that the
necessary water rights for the Subproject have been obtained; (vi) evidence that the
Borrower holds the corresponding environmental permits required for the execution of
the works planned under the proposed Subproject; (vii) whenever applicable, evidence
of compliance with paragraph (c) of this Section; (viii) whenever a Subproject
requires the undertaking of environmental protection measures and/or resettlement of
population: (A) evidence of compliance with any recommendation for adoption of advance
monitoring and mitigation measures set forth in the REMP; (B) the EIAR (which shall
take into account the findings and recommendations set forth in the REAR and the
REMP); and/or (C) Resettlement Action Plan, as such EIAR and/or plan shall have been
prepared in accordance with terms of reference satisfactory to the Bank, and, in the
case of a Resettlement Action Plan, in accordance with the Resettlement Framework; and
(ix) such other information as the Bank shall reasonably request in respect of the
relevant Subproject.

(c) Whenever a Subproject requires the undertaking of environmental
protection measures and/or resettlement of population in accordance with the provision
of paragraph (b) of this Section, the Borrower shall carry out the corresponding EMP
(which shall take into account the recommendations set forth in the REMP), and/or
carry out the Resettlement Action Plan in a manner and within a timetable satisfactory
to the Bank.

(d) The Borrower shall include in any contract for works under Subprojects
covenants, satisfactory to the Bank, requiring that the contractor, upon unearthing or
locating any structure or artifacts of cultural, historical, archeological or
paleontological significance, shall bring them to the attention of the authorities,
shall suspend work in the area in question and shall fully comply with any
instructions from such authorities.

(e) If during the carrying out of any work under a Subproject, there is, in
the reasonable opinion of the Bank, a risk that a critical natural habitat (as such
term is defined in the Operational Manual) not identified in the relevant EIAR may be
significantly converted or degraded during the course of the carrying out of a
Subproject, such work shall be suspended until an alternative acceptable to the Bank
is identified by the Borrower.

) Without limitation upon any other provision of this Agreement and
whenever a Subproject includes the construction of a dam which is fifteen meters or
more in height, or which is between ten and fifteen meters in height and presents, in
the reasonable opinion of the Bank, special design complexities, the Borrower shall:
(i) establish and thereafter maintain during the design and initial operation of such
Subproject, a Dam Safety Review Panel under terms of reference and arrangements
acceptable to the Bank; (ii) cause the relevant dam, reservoir and related structures
to be periodically inspected by qualified professionals under terms of reference
acceptable to the Bank and in accordance with the relevant provisions of the
Operational Manual, in order to determine whether there are any deficiencies in the
condition of such structures, or in the quality and adequacy of maintenance or methods
of operation of the same, which may endanger their safety; (iii) furnish to the Bank
for its review the periodic reports of the Dam Safety Review Panel (to be issued in
accordance with its terms of reference) and of the professionals referred to in
subparagraph (ii) above, together with the Borrower’s own conments; and (iv) no |ater
than si x nonths before the expected conpletion of the relevant dam reservoir and
related structures, propose to the Bank for its review and approval, appropriate
arrangenents for their operation and nmai ntenance. In the carrying out of First-year
Subproj ects, the Borrower shall maintain the Dam Saf ety Revi ew Panel created under the
Ceara Urban Devel opnent Project (PROURB) and conmply with the requirenents set forth
above, including the recommendations set forth in the First-year Subprojects- DARs.

(9) Not wi t hst andi ng the above, after the dates specified in Section 3.07 (c)



of this Agreement, the Bank may refrain from approving new Subprojects if it is not
satisfied with the progress made by the Borrower in adopting bulk water tariffs
pursuant to the results of the exchange of views between the Borrower and the Bank or
the recommendations of the panel of experts, as the case may be, in accordance with
the provisions of Sections 3.07 (a) and (b) of this Agreement, respectively.

Section 3.11. The Borrower shall maintain, during the implementation of the
Project, a computerized management information system, satisfactory to the Bank (the
MIS), which provides the following Project information: (i) Annual Operating Plans;
(i) progress and monitoring reports; (iii) expenditures; (iv) financial management
and socio-economic data; (v) eligibility criteria for accessing Project funds; and
(vi) base-line data (perfil de entrada) related to the population benefiting from
Subprojects.

Section 3.12. Without limitation upon the provisions of Sections 9.01 (a) and
9.07 of the General Conditions and the provisions of Section 4.02 (b) of this
Agreement, the Borrower, through SRH, shall:

(a) In the months of July and January of each year during Project
implementation, furnish to the Bank reports of such scope and in such detail as the
Bank shall reasonably request on the progress in the implementation of the Project
during the previous six months, such progress to be measured on the basis of the
indicators set forth in the Project Monitoring Letter.

(b) In the months of February and August (except in the month of August of
the years 2002 and 2004, respectively) of each year during Project implementation,
hold reviews with the Bank based on the reports referred to in paragraph (a) above
and, thereafter, take or cause to be taken all such action which shall have been
agreed upon by the Borrower and the Bank, during the reviews referred to in this
paragraph, as necessary for the efficient execution of the Project or the achievement
of its objectives, such action to be taken in the manner and within the timetable
agreed upon during such reviews.

(c) In the month of August during each year of Project implementation,
furnish to the Bank an annual program satisfactory to the Bank (the Annual Operating
Plan), describing, inter alia, the Project activities (including Subprojects) to be
carried out during the next calendar year, including the cost thereof, and,
thereafter, carry out the Project in accordance with the terms of such Annual
Operating Plan and this Agreement.

Section 3.13. For the purposes of Section 9.08 of the General Conditions and
without limitation thereto, the Borrower, through SRH, shall:

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

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

ARTICLE IV
Financial Covenants

Section 4.01. (a) The Borrower shall maintain in the SPMU a financial management
system, including records and accounts, and prepare financial statements in a format
acceptable to the Bank, adequate to reflect the operations, resources and expenditures
related to the Project.

(b) The Borrower shall:

0] have the records, accounts and financial statements referred to in
paragraph (a) of this Section and the records and accounts for the
Special Account for each fiscal year audited, in accordance with
auditing standards acceptable to the Bank, consistently applied,
by independent auditors acceptable to the Bank;

(i)  furnish to the Bank as soon as available, but in any case not
later than six months after the end of each such year: (A)
certified copies of the financial statements referred to in
paragraph (a) of this Section for such year as so audited; and (B)



an opinion on such statements, records and accounts and report of
such audit, by said auditors, of such scope and in such detail as
the Bank shall have reasonably requested; and

(iii)  furnish to the Bank such other information concerning such records
and accounts, and the audit thereof, and concerning said auditors,
as the Bank may from time to time reasonably request.

(c) For all expenditures with respect to which withdrawals from the Loan
Account were made on the basis of Project Management Reports or statements of
expenditure, the Borrower shall:

0] maintain or cause to be maintained, in accordance with paragraph
(a) of this Section, records and separate accounts reflecting such
expenditures;

(i)  retain, until at least one year after the Bank has received the
audit report for the fiscal year in which the last withdrawal from
the Loan Account was made, all records (contracts, orders,
invoices, bills, receipts and other documents) evidencing such
expenditures;

(iii) enabl e the Bank’s representatives to exanine 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 Project Managenment Reports or statements of

expenditure submtted during such fiscal year, together with the
procedures and internal controls involved in their preparation,

can be relied upon to support the related wi thdrawal s.

Section 4.02. (a) Wthout linitation upon the provisions of Section 4.01 of this
Agreement, the Borrower shall carry out a time-bound action plan acceptable to the
Bank for the strengthening of the financial nmanagenent systemreferred to in paragraph
(a) of said Section 4.01 in order to enable the Borrower, not |later than one year
after the Effective Date, or such |ater date as the Bank shall agree, to prepare
quarterly Project managenent reports, acceptable to the Bank, each of which:

(i) (A sets forth actual sources and applications of funds for the
Project, both cumul atively and for the period covered by
said report, and projected sources and applications of funds
for the Project for the six-nmonth period follow ng the
period covered by said report; and

(B) shows separately expenditures financed out of the proceeds
of the Loan during the period covered by said report and
expendi tures proposed to be financed out of the proceeds of
the Loan during the six-nonth period follow ng the period
covered by said report;

(ii) (A descri bes physical progress in Project inplenentation, both
cunul atively and for the period covered by said report; and

(B) expl ai ns variances between the actual and previously
forecast inplenmentation targets; and

(iii) sets forth the status of procurenent under the Project and
expendi tures under contracts financed out of the proceeds of the
Loan, as at the end of the period covered by said report.

(b) Upon the conpletion of the action plan referred to in paragraph (a) of
this Section, the Borrower shall prepare, in accordance w th guidelines acceptable to
the Bank, and furnish to the Bank not |ater than 45 days after the end of each
cal endar quarter a Project Managenment Report for such period.

ARTI CLE V
Ef fective Date; Term nation

Section 5.01. The follow ng events are specified as additional conditions to the
ef fectiveness of the Loan Agreement within the neaning of Section 12.01 (c) of the



General Conditions:

) (a) that each of the Operating Agreements has been entered into between the
parties thereto; and

(b) that the Operational Manual has been approved by the Bank.

Section 5.02. The following is specified as an additional matter, within the
meaning of Section 12.02 (c) of the General Conditions, to be included in the opinion
to be furnished to the Bank, namely, that the Loan has been validly registered by the
Borrower’'s Central Bank.

Section 5.03. The date May 10, 2000 is hereby specified for the purposes of
Section 12.04 of the General Conditions.

ARTI CLE VI
Representative of the Borrower; Addresses

Section 6.01. The Borrower’s Secretary of Water Resources is designated as
representative of the Borrower for the purposes of Section 11.03 of the General
Condi ti ons.

Section 6.02. The foll owi ng addresses are specified for the purposes of Section
11. 01 of the General Conditions:

For the Borrower:

Secretaria dos Recursos Hidricos

Av. Ceneral Afonso A Lima

Centro Administrativo Virgilio Tavora
Ed. SEDUC, Bloco C, 1° andar

Canbeba

60819-900 Fortal eza - CE

Brazil

For the Bank:

I nternational Bank for
Reconstruction and Devel opnent

1818 H Street, N W

Washi ngton, D.C. 20433

United States of Anerica

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

Wth copies to:

M ni stério do Pl anejanento, Orcanento e Gestéo
Secretaria de Assuntos |nternacionais

Espl anada dos M nistérios, Bloco "K' - 5° andar
70040-906, Brasilia, D.F.
Brazi |

I N W TNESS WHEREOF, the parties hereto, acting through their duly authorized
representati ves, have caused this Agreement to be signed in their respective nanes in
Fortal eza, Ceara, Federative Republic of Brazil, as of the day and year first above
witten.

| NTERNATI ONAL BANK FCR
RECONSTRUCTI ON AND DEVEL OPMENT

By /s/ Gobind T. Nankani



Authorized Representative

STATE OF CEARA

By /s/ Tasso Jereissati
Aut hori zed Representative

SCHEDULE 1
Wt hdrawal of the Proceeds of the Loan
A Gener al
1. The table below sets forth the Categories of itens to be financed out of the
proceeds of the Loan, the allocation of the amounts of the Loan to each Category and
the percentage of expenditures for itenms so to be financed in each Category:

Anmpunt of the

Loan All ocated % of
(Expressed in Expendi tures
Cat egory Dol | ar Equi val ent) to be Financed
(1) Vor ks 82, 800, 000 50%
(2) CGoods 5, 500, 000 100% of foreign

expendi tures; 100%
of local expenditures
(ex-factory cost); and
80% of | ocal expen-

ditures
(3) Consul tants’ services 26, 800, 000 100%
and training
(4) I ncremental Recurrent 1, 700, 000 100% up to
Cost s $700, 000 in the

aggregate; thereafter
50% up to 1,200, 000
in the aggregate; and
20% t hereafter

(5) Fee 1, 360, 000 Anpbunt due under
Section 2.04 of this
Agr eenment
(6) Unal | ocat ed 17, 840, 000
TOTAL 136, 000, 000
2. For the purposes of this Schedul e:
(a) the term"forei gn expendi tures" nmeans expenditures in the currency of any

country other than that of the Guarantor for goods or services supplied fromthe
territory of any country other than that of the Guarantor;

(b) the term "l ocal expenditures" neans expenditures in the currency of the
Borrower or for goods or services supplied fromthe territory of the Guarantor; and

(c) the term"lIncrenental Recurrent Costs" means increnmental costs related to
the operation, managenent and supervision of the Project, including adninistrative and
servi ce personnel, maintenance and supplies, comunication services and spare parts
for office equi pment and vehicl es.

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

(a) prior to the date of this Agreenent, except that withdrawals, in an
aggregat e anount not exceeding the equivalent of thirteen mllion and six hundred



thousand Dollars ($13,600,000), may be made on account of payments made for
expenditures after the twelve months before the date of this Agreement; and

(b) for a Subproject, unless such Subproject has been approved by the Bank.

4, The Bank may require withdrawals from the Loan Account to be made on the basis
of statements of expenditures for expenditures under contracts for: (a) civil works

costing less than $500,000 equivalent (except the first three contracts for works to

be awarded pursuant to Section C.1 of Schedule 4 to this Agreement); (b) goods costing
less than $500,000 equivalent (except the first three contracts for goods to be

awarded pursuant to Section C.1 of Schedule 4 to this Agreement); (c) services of
consulting firms costing less than $100,000 equivalent; and (d) services of individual
consultants costing less than $50,000 equivalent; all under such terms and conditions

as the Bank shall specify by notice to the Borrower.

B. Special Account

1. The Borrower shall open and maintain in Dollars a special deposit account in a
commercial bank acceptable to the Bank, on terms and conditions satisfactory to the
Bank, including appropriate protection against set-off, seizure and attachment.

2. After the Bank has received evidence satisfactory to it that the Special Account
has been opened, withdrawals from the Loan Account of amounts to be deposited into the
Special Account shall be made as follows:

(@) until the Bank shall have received: (i) the first Project Management
Report referred to in Section 4.02 (b) of this Agreement; and (ii) a request from the
Borrower for withdrawal on the basis of Project Management Reports, withdrawals shall
be made in accordance with the provisions of Annex A to this Schedule 1; and

(b) upon receipt by the Bank of a Project Management Report pursuant to
Section 4.02 (b) of this Agreement, accompanied by a request from the Borrower for
withdrawal on the basis of Project Management Reports, all further withdrawals shall
be made in accordance with the provisions of Annex B to this Schedule 1.

3. Payments out of the Special Account shall be made exclusively for Eligible
Expenditures. For each payment made by the Borrower out of the Special Account, the
Borrower shall, at such time as the Bank shall reasonably request, furnish to the Bank
such documents and other evidence showing that such payment was made exclusively for
Eligible Expenditures.

4, Notwithstanding the provisions of Part B.2 of this Schedule, the Bank shall not
be required to make further deposits into the Special Account:

(a) if the Bank determines at any time that any Project Management Report
does not adequately provide the information required pursuant to Section 4.02 of this
Agreement;

(b) if the Bank determines at any time that all further withdrawals should be
made by the Borrower directly from the Loan Account; or

(c) if the Borrower shall have failed to furnish to the Bank 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 Bank pursuant to said Section in respect of
the audit of: (A) the records and accounts for the Special Account; or (B) the records
and accounts reflecting expenditures with respect to which withdrawals were made on
the basis of Project Management Reports.

5. The Bank shall not be required to make further deposits into the Special Account
in accordance with the provisions of Part B.2 of this Schedule if, at any time, the

Bank shall have naotified the Borrower of its intention to suspend in whole or in part

the right of the Borrower to make withdrawals from the Loan Account pursuant to

Section 6.02 of the General Conditions. Upon such natification, the Bank shall

determine, in its sole discretion, whether further deposits into the Special Account

may be made and what procedures should be followed for making such deposits, and shall
notify the Borrower and the Guarantor of its determination.

6. @) If the Bank determines at any time that any payment out of the Special
Account was made for an expenditure which is not an Eligible Expenditure, or was not
justified by the evidence furnished to the Bank, the Borrower shall, promptly upon
notice from the Bank, provide such additional evidence as the Bank may request, or
deposit into the Special Account (or, if the Bank shall so request, refund to the



Bank) an amount equal to the amount of such payment. Unless the Bank shall otherwise
agree, no further deposit by the Bank 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 Bank determines at any time that any amount outstanding in the
Special Account will not be required to cover payments for Eligible Expenditures
during the six-month period following such determination, the Borrower shall, promptly
upon notice from the Bank, refund to the Bank such outstanding amount.

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

(d) Refunds to the Bank made pursuant to sub-paragraph (a), (b) or (c) of
this paragraph 6 shall be credited to the Loan Account for subsequent withdrawal or
for cancellation in accordance with the provisions of the Loan Agreement.

Annex A to SCHEDULE 1

Operation of Special Account When Withdrawals
Are Not Made On the Basis of Project Management Reports

1. For the purposes of this Annex, the term "Authorized Allocation” means the
amount of $6,000,000 to be withdrawn from the Loan Account and deposited into the
Special Account pursuant to paragraph 2 of this Annex; provided, however, that unless
the Bank shall otherwise agree, the Authorized Allocation shall be limited to the
amount of $3,000,000 until the aggregate amount of withdrawals from the Loan Account,
plus the total amount of all outstanding special commitments entered into by the Bank
gursuant to Section 5.02 of the General Conditions shall equal or exceed the amount of
18,000,000.

2. Withdrawals of the Authorized Allocation and subsequent withdrawals to replenish
the Special Account shall be made as follows:

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

(b) For replenishment of the Special Account, the Borrower shall furnish to
the Bank requests for deposit into the Special Account at such intervals as the Bank
shall specify. Prior to or at the time of each such request, the Borrower shall
furnish to the Bank the documents and other evidence required pursuant to Part B.3 of
Schedule 1 to this Agreement for the payment or payments in respect of which
replenishment is requested. On the basis of each such request, the Bank shall, on
behalf of the Borrower, withdraw from the Loan 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. Each such deposit into the Special Account shall be withdrawn
by the Bank from the Loan Account under one or more of the Eligible Categories.

3. The Bank shall not be required to make further deposits into the Special
Account, once the total unwithdrawn amount of the Loan minus the total amount of all
outstanding special commitments entered into by the Bank pursuant to Section 5.02 of
the General Conditions shall equal the equivalent of twice the amount of the

Authorized Allocation. Thereafter, withdrawal from the Loan Account of the remaining
unwithdrawn amount of the Loan shall follow such procedures as the Bank shall specify
by notice to the Borrower. Such further withdrawals shall be made only after and to

the extent that the Bank 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.

Annex B to SCHEDULE 1

Operation of Special Account When Withdrawals Are
Made On the Basis of Project Management Reports

1. Except as the Bank may otherwise specify by notice to the Borrower, all
withdrawals from the Loan Account shall be deposited by the Bank into the Spemal
Account in accordance with the provisions of Schedule 1 to this Agreement. Each such



deposit into the Special Account shall be withdrawn by the Bank from the Loan Account
under one or more of the Eligible Categories.

2. Each application for withdrawal from the Loan Account for deposit into the
Special Account shall be supported by a Project Management Report.

3. Upon receipt of each application for withdrawal of an amount of the Loan, the
Bank shall, on behalf of the Borrower, withdraw from the Loan Account and deposr[ into
the Spemal Account an amount equal to the lesser of: (a) the amount so requested; and
(b) the amount which the Bank has determined, based on the Project Management Report
accompanying said application, is required to be deposited in order to finance

Eligible Expenditures during the six-month period following the date of such report;
provided, however, that the amount so deposited, when added to the amount indicated by
said Project Management Report to be remaining in the Special Account, shall not

exceed the amount of $20,000,000.

SCHEDULE 2
Description of the Project

The objectives of the Project are to: (a) increase the sustainable water supply
for multiple uses and inprove the efficiency of the Borrower’s integrated water
resources nmanagenent system (b) stinmulate nmultiple use, and efficient and
participatory managenent of the Borrower’s water resources; and (c) pronote inproved
managenent of soil and vegetation in tributary watersheds to nminimze erosion and
enhance natural water storage nmechani snms through the adequate nanagenent of critical
nm cro-basi ns and ground water resources.

The Project consists of the followi ng parts, subject to such nodifications
thereof as the Borrower and the Bank nay agree upon fromtime to tinme to achieve such
obj ecti ves:

Part A: | nprovenent of the Management and |nstitutional Franework
1. Hydr o- net eor ol ogi cal information system
(a) I nventorying, prioritization and classification of hydro-meteorol ogical

information of the Borrower’s agencies as to potentialities for the generation or use
of information.

(b) Based on the above activities, acquisition and installation of
hydr o- net er eol ogi cal information system conponents to provide a conprehensive and
accessi bl e data base of water-related natural resources information to both the public
and the private sector.

2. Sust ai nabl e Operati on and Mai ntenance of Bul k Water System

(a) Devel opnent and i npl enentation of a plan for operation and mai ntenance of
a bulk water system

(b) Provi si on of assistance to COGERH in the devel opment of sustainable
preventative nmi ntenance practices, establishment of depreciation reserves for
extraordi nary nmmi ntenance and equi pnent repl acenent, nmintenance training prograns,
and energency response strategies for the bulk water system

3. Dam Saf ety and | nspection Program

Devel opnent of a conprehensive program of inventorying, risk classification,
i nspection and rehabilitation prioritization for about 200 dans and reservoirs | ocated
within the Borrower’s territory.
4, Basin Conmittee Organi zati on and Trai ning

Provi si on of assistance for the enhancenent of the existing programof formation
and devel opnent of capacity within River Basin Conmittees to participate in a
nmeani ngful way in the nanagenent of water resources within the river basins of the
Bor r ower .
5. Water Tariff |nplenentation

Conti nuati on of the program of inplenmentation of bulk water tariffs through the
devel oprment of: (a) a strategy that reflects the real cost of providing water services



and a socially viable system of tariffs and cross-subsidies where necessary; and (b) a
plan to implement the proposed strategy.

6. Market-Based Water Allocation Mechanisms

Develop a pilot program, including the selection of areas and the necessary
legal and institutional framework, to test and evaluate the use of market-based
mechanisms for water allocation to meet changing demands and drought crisis.

7. Public Information and Education Program

Design and implementation of a public information and education program for the
purposes of, inter alia, educating the general public, opinion-makers and the media
regarding the value of water resources and the necessity for conserving and
maintaining the quality of those resources

Part B: Strategic Reservoir Network
_ Carrying out of projects comprising the design and construction of key
infrastructure such as reservoirs, water pipelines and related infrastructure,
critical to the provision of water supply to rural areas subject to droughts.
Part C: Integration of Selected River Basins
Carrying out of projects comprising the following actitivites:
1. Carrying out of a detailed analysis of inter-basin water resources transfer
proposals to: (a) evaluate environmental, social, technical and economic feasibility

of such proposals; and (b) develop long range schedules for the implementation of
those options that are feasible.

2. Preparation of final designs and construction of key inter-basin transfer
systems, including the development of operation and maintenance plans for these
facilities.

3. Construction of priority infrastructure to assure an adequate water supply for
industrial, municipal and domestic purposes within the Metropolitan Basin of
Fortaleza.

Part D: Restoration of Existing Bulk Water Infrastructure

Carrying out of projects comprising the rehabilitation of critical water
resource storage and delivery systens within the Borrower’s territory.

Part E: M cro WAt ershed Managenment Pil ot

Carrying out of projects in the Selected Mcro Watersheds conprising the
following actitivites:

1. Est abl i shment of a nethodol ogy for prevention of the effects of degradation of
vegetation and its rehabilitation, thus mtigating adverse environnmental inpacts.

2. Devel opnent of sinple techniques for soil and water conservation in the micro
wat er sheds by using | ocal human and natural resources.

3. Restoration of native vegetation al ong watercourses and steep sl opes.

4, Adoption of small erosion control and water retention structures to increase

i nterseasonal water availability and inprove the conditions for ani mal husbandry.
Part F: G oundwat er Managenent

Carrying of projects conprising the followi ng activities:
1. Cariri Region

Coll ection and production of the rel evant data regardi ng the groundwater
situation in the Cariri region, especially regarding the Chapada do Araripe and its
link to the Cariri plain, and devel opnent and i nplenention of an action plan to
i mprove groundwater managemnent.

2. Coastal and Littoral Zone



Anal ysi s and inpl enentati on of recommendati ons devel oped under the Ceara Water
Pil ot Project for the devel opnment and i nplementation of a coastal and littoral zone
groundwat er managenent plan, including the preparation and inplenentation of a program
for the identification and preservation of critical recharge zones to assure the |ong
termsustainability of coastal and littoral zone groundwater resources

* * %

The Project is expected to be conpl eted by Decenber 31, 2005
SCHEDULE 3

Anortization Schedul e

Payment of Principal
Dat e Paynent Due (expressed in dollars)*

On each May 15 and Novenber 15

Begi nni ng May 15, 2005
t hrough Novenber 15, 2014 6, 800, 000

Prem unms on Prepaynent

Pursuant to Section 3.04 (b) of the General Conditions, the prem um payabl e on
the principal amount of any maturity of the Loan to be prepaid shall be the percentage
specified for the applicable tine of prepaynent bel ow

Ti me of Prepaynent Prem um

The interest rate (expressed

as a percentage per annun
applicable to the Loan on the
day of prepaynent nultiplied by:

Not more than three years 0. 20
before maturity

More than three years but 0. 40
not nmore than six years
before maturity

More than six years but 0.73
not nmore than el even years
before maturity

More than el even years but not 0.87
nmore than thirteen years
before maturity

More than thirteen years 1.00
before maturity

SCHEDULE 4
Pr ocur ement
Section |I. Procurenent of Goods and Wrks
Part A Cener a
Goods and works shall be procured in accordance with the provisions of Section
of the "CQuidelines for Procurenent under |IBRD Loans and | DA Credits" published by the
Bank in January 1995 and revised in January and August 1996, Septenber 1997 and

January 1999 (the Guidelines) and the follow ng provisions of this Section, as
appl i cabl e



Part B: International Competitive Bidding

1. Except as 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.

2. The following provisions shall apply to goods to be procured under contracts
awarded in accordance with the provisions of paragraph 1 of this Part B:

€)) Grouping of contracts

To the extent practicable, contracts for goods shall be grouped in bid packages
estimated to cost $500,000 equivalent or more each.

(b) Preference for Domestically Manufactured Goods

In the procurement of goods pursuant to paragraph 1 of this Part B, 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 Guarantor. For purposes of the
Guidelines, the term custom duties and other import taxes includes the Guarantor’'s
Freight Surcharge for the Renewal of the Merchant Marine (Adicional ao Frete para a
Renovacdo da Marinha Mercante - AFRWMM), established by Decree Law 1.142 of Decenber
30, 1970, as anended to Decenber 31, 1987, or any other tax, levy or charge that, in
t he reasonabl e opinion of the Bank, may substitute it, in whole or in part, after
January 1, 1988.

(c) Notification and Adverti sing

The invitation to bid for each contract estimated to cost $10, 000, 000 equi val ent
or nore shall be advertised in accordance with the procedures applicable to |arge
contracts under paragraph 2.8 of the QGuidelines.

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

Goods estimated to cost $100, 000 equival ent or nobre per contract, but |ess than
$500, 000 equi val ent per contract, up to an aggregate anpbunt not to exceed $2, 000, 000
equi val ent, and works estinated to cost $500, 000 equival ent or nore per contract but
| ess than $10, 000, 000 equival ent per contract, up to an aggregate ampbunt not to exceed
$17, 000, 000 equi val ent, namy be procured under contracts awarded in accordance with the
provi sions of paragraphs 3.3 and 3.4 of the Guidelines. In the procurement of goods
and works under this Part C. 1, bidding docunents in a standardized formfor the
Proj ect shall be used.

Wthout limtation to any other provisions set forth in this Schedule or the
CGuidelines, the following shall apply to the procurenent of goods and works to be
undertaken pursuant to this Part C 1:

(a) contracts shall be awarded to the bidder whose bid has been determned to
be the | owest evaluated bid, such evaluation to be based on price and, whenever
appropriate, to also take into account factors sinmlar to those referred to in
par agraph 2.51 of the Guidelines, provided, however, that the bid eval uation shal
al ways be based on factors that can be quantified objectively, and the procedure for
such quantification shall be disclosed in the invitation to bid,;

(b) whenever required by the Bank, the invitation to bid shall be advertised
for at |east three consecutive days in a newspaper of wide circulation in Brazil;

(c) the arrangenents, under the invitation to bid, for joint-ventures
(consércios) of Brazilian and foreign firms shall be approved in advance by the Bank
in each case;

(d) the invitation to bid shall not establish, for purposes of acceptance of
bi ds, m ni num or maxi num anounts for the contract prices; and

(e) the purchaser shall not, without the Bank's prior approval, issue any
change order under a contract which would increase or decrease by nore than 15%the
quantity of goods (and rel ated services) wi thout any change in the unit prices or
other terms and conditions of sale.

2. Shoppi ng



Goods estimated to cost less than $100,000 equivalent per contract, up to an
aggregate amount not to exceed $1,800,000 equivalent, may be procured under contracts
awarded on the basis of international or national shopping procedures acceptable to
the Bank in accordance with the provisions of paragraphs 3.5 and 3.6 of the
Guidelines.

3. Procurement of Small Works

Works estimated to cost less than $500,000 equivalent per contract, up to an
aggregate amount not to exceed $7,000,000 equivalent, may be procured under lump-sum,
fixed-price contracts awarded on the basis of quotations obtained from three (3)
qualified domestic contractors in response to a written invitation. The invitation
shall include a detailed description of the works, including basic specifications, the
required completion date, a basic form of agreement acceptable to the Bank, and
relevant drawings, where applicable. The award shall be made to the contractor who
offers the lowest price quotation for the required work, and who has the experience
and resources to complete the contract successfully.

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

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

2. Prior Review

With respect to: (a) each contract for goods and works procured under Part B.1
of this section; and (b) the first three contracts for goods and the first three
contracts for works under Part C.1 of this section; the procedure set forth in
paragraphs 2 and 3 of Appendix 1 to the Guidelines shall apply.

3. Post Review

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

Section Il.  Employment of Consultants
Part A: General

Consul tants’ services shall be procured in accordance with the provisions of the
Introduction and Section IV of the "CGuidelines: Selection and Empl oynent of
Consul tants by World Bank Borrowers" published by the Bank in January 1997 and revised
in Septenber 1997 and January 1999 (the Consultant Cuidelines) and the foll ow ng
provi sions of this Section.

Part B: Quality- and Cost-based Sel ection
1. Except as otherwi se provided in Part C of this Section, consultants’ services
shal | be procured under contracts awarded in accordance with the provisions of Section
Il of the Consultant Cuidelines, paragraph 3 of Appendix 1 thereto, Appendix 2
thereto, and the provisions of paragraphs 3.13 through 3.18 thereof applicable to
qual ity- and cost-based sel ection of consultants.
Part C Q her Procedures for the Selection of Consultants
1. Least-cost Sel ection

Services including auditing, nmonitoring the inplenentation of tariff policies
and estimated to cost |ess than $100, 000 equi val ent per contract may be procured under
contracts awarded in accordance with the provisions of paragraphs 3.1 and 3.6 of the
Consul tant Cui del i nes.
2. Sel ection Based on Consultants’ Qualifications

Services for tasks that neet the requirenents set forth in paragraph 3.7 of the



Consultant Guidelines and estimated to cost less than $100,000 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.

3. Individual Consultants

Services for tasks that meet the requirements set forth in paragraph 5.1 of the
Consultant Guidelines shall be procured under contracts awarded to individual
consultants in accordance with the provisions of paragraphs 5.1 through 5.3 of the
Consultant Guidelines.

Part D: Review by the Bank 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 Bank
for its review and approval, in accordance with the provisions of paragraph 1 of
Appendi x 1 to the Consultant Cuidelines. Selection of all consultants’ services shall
be undertaken in accordance with such selection plan as shall have been approved by
the Bank, and with the provisions of said paragraph 1.

2. Prior Review

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

(b) Wth respect to each contract for the enpl oynent of consulting firns
estimated to cost the equival ent of $100,000 or nore, but |ess 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 shall

apply.

(c) Wth respect to each contract for the enploynent of individual
consultants estimated to cost the equival ent of $50,000 or nore, the qualifications,
experience, terms of reference and terns of enploynment of the consultants shall be
furnished to the Bank for its prior review and approval. The contract shall be awarded
only after 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.



