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bet ween

REPUBLI C OF LI THUANI A

and

| NTERNATI ONAL BANK FOR RECONSTRUCTI ON
AND DEVELOPMENT

Dated July 26, 2000

LOAN NUMBER 7030 LT
LOAN AGREEMENT

AGREEMENT, dated July 26, 2000, between REPUBLIC OF LI THUANI A (the
Borrower) and | NTERNATI ONAL BANK FOR RECONSTRUCTI ON AND DEVELOPMENT (the
Bank) .

WHEREAS (A) the Bank has received fromthe Borrower a letter, dated
May 30, 2000, describing a program of actions, objectives and policies
desi gned to achi eve structural adjustnment of the Borrower’s econony
(hereinafter called the Program), declaring the Borrower’s comritnment to
the execution of the Program and requesting assistance fromthe Bank in
support of the Program during the execution thereof; and

(B) on the basis, inter alia, of the foregoing, the Bank has
deci ded in support of the Programto provide such assistance to the
Borrower by making the Loan in two tranches as hereinafter provided;

NOW THEREFORE t he parties hereto hereby agree as follows:

ARTI CLE |



Ceneral Conditions; Definitions

Section 1.01. The “General Conditions Applicable to Loan and
Cuar antee Agreenents for Fixed-Spread Loans” of the Bank dated Septenber
1, 1999, with nodification set forth bel ow (the General Conditions)
constitute an integral part of this Agreenent:

(a) Section 2.01, paragraph 41, is nodified to read:

“’Project’ nmeans the programreferred to in the Preanble to
the Loan Agreenent, in support of which the Loan is made.”;

(b) Section 3.08 is nodified to read:

“Except as the Bank and the Borrower shall otherw se agree,
withdrawal s fromthe Loan Account shall be nade in the currency of the
deposit account specified in Section 2.02 of the Loan Agreenent.”;

(c) Section 5.01 is nodified to read:

“The Borrower shall be entitled to withdraw the proceeds of

the Loan fromthe Loan Account in accordance with the provisions of
the Loan Agreenent and of these Ceneral Condi tions.”;
(d) The | ast sentence of Section 5.03 is deleted,;

(e) Section 9.07 (c) shall be nodified to read:

“Not later than six nonths after the dosing Date or such
| ater date as may be agreed for this purpose between the Borrower
and the Bank, the Borrower shall prepare and furnish to the Bank a
report, of such scope and in such detail as the Bank shall reasonably

request, on the execution of the programreferred to in the Preanble
to the Loan Agreenent, the per formance by the Borrower and
the Bank of their respective obligations under the Loan

Agreement and the acconplishment of the purpose of the Loan.”; and

(f) Section 9.05 is deleted and Sections 9.06, 9.07 (as nodified
above), 9.08 and 9.09 are renunbered, respectively, Sections 9.05, 9.06,
9.07 and 9. 08.

Section 1.02. Unless the context otherwi 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
followi ng additional terns have the foll ow ng neanings:

(a) “AFMRA" nmeans Agri - Food Market Regul atory Agency of the
Borrower, or any successors thereto;

(b) “Deposit Account” neans the account referred to in Section
2.02 (b) of this Agreement;

(c) “MOF” neans the Mnistry of Finance of the Borrower, or any
successor thereto; and

(d) “SoDra” means State Social Insurance Board of the Borrower,
or any successors thereto.



ARTI CLE ||
The Loan

Section 2.01. The Bank agrees to lend to the Borrower, on the terns
and conditions set forth or referred to in this Agreement, an anount
equal to one hundred eight mllion two hundred ninety thousand Euro (EUR
108, 290, 000), as such amount may be converted fromtine to time through a
Currency Conversion in accordance with the provisions of Section 2.09 of
this Agreenent.

Section 2.02. (a) Subject to the provisions of paragraphs (b), (c)
and (d) of this Section, the Borrower shall be entitled to withdraw the
proceeds of the Loan fromthe Loan Account in support of the Program and
in respect of the front-end fee referred to in Section 2.04 of this
Agreement and any premiumin respect of an Interest Rate Cap or Interest
Rate Col | ar payabl e by the Borrower in accordance with Section 4.04 (c)
of the General Conditions.

(b) The Borrower shall open, prior to furnishing to the Bank the
first request for withdrawal fromthe Loan Account, and thereafter
maintain in its Central Bank, a deposit account in Euro on terms and
conditions satisfactory to the Bank. Al withdrawals fromthe Loan
Account shall be deposited by the Bank into the Deposit Account.

(c) The Borrower undertakes that the proceeds of the Loan shall
not be used to finance expenditures excluded pursuant to the provisions
of Schedule 1 to this Agreenent. If the Bank shall have determi ned at any
tine that any proceeds of the Loan shall have been used to make a paynent
for an expenditure so excluded, the Borrower shall, pronptly upon notice
fromthe Bank (i) deposit into the Deposit Account an amount equal to the
amount of said payment, or (ii) if the Bank shall so request, refund such
anmount to the Bank. Ampunts refunded to the Bank upon such request shall
be credited to the Loan Account for cancellation.

(d) No wi thdrawal s shall be made fromthe Loan Account after the
aggregate of the proceeds of the Loan withdrawn fromthe Loan Account
shal | have reached the equival ent of EUR 54, 686,450, unless the Bank
shall be satisfied, after an exchange of views as described in Section
3.01 of this Agreenent based on evidence satisfactory to the Bank: (A)
with the progress achieved by the Borrower in the carrying out of the
Program (B) that the nacroeconom ¢ policy framework of the Borrower is
satisfactory, as measured on the basis of indicators agreed between the
Borrower and the Bank; and (C) that the actions described in Schedule 2
to this Agreement have been taken.

If, after said exchange of views, the Bank is not so satisfied, the
Bank may give notice to the Borrower to that effect and, if within 90
days after such notice, the Borrower shall not have taken steps
satisfactory to the Bank, in respect of (A), (B) and (C) above, then the
Bank may, by notice to the Borrower, cancel the unwi thdrawn anmount of the
Loan or any part thereof.

Section 2.03. The Cosing Date shall be June 30, 2001 or such later
date as the Bank shall establish. The Bank shall pronptly notify the
Borrower of such |ater date.

Section 2.04. The Borrower shall pay to the Bank a front-end fee in
an anount equal to one nillion eighty two thousand nine hundred Euro (EUR
1,082,900). The Borrower agrees that on or promptly after the Effective
Date, the Bank shall, on behalf of the Borrower, withdraw fromthe Loan



Account and pay to itself the anount of such fee.

Section 2.05. The Borrower shall pay to the Bank a conm t ment
charge on the principal anmount of the Loan not withdrawn fromtinme to
tine, at a rate equal to: (i) eighty five one-hundredths of one percent
(0.85% per annumfromthe date on which such charge comrences to accrue
in accordance with the provisions of Section 3.02 of the Ceneral
Conditions to but not including the fourth anniversary of such date; and
(ii) seventy five one-hundredths of one percent (0.75% per annum
thereafter.

Section 2.06. The Borrower shall pay interest on the principal
amount of the Loan withdrawn and outstanding fromtine to time, in
respect of each Interest Period at the Variable Rate; provided, that upon
a Conversion of all or any portion of the principal anmount of the Loan,
the Borrower shall, during the Conversion Period, pay interest on such
anmount in accordance with the relevant provisions of Article IV of the
General Conditions.

Section 2.07. Interest and commitnent charges shall be payabl e
sem annually in arrears on June 15 and Decenber 15 in each year.

Section 2.08. The Borrower shall repay the principal anmount of the
Loan in full on June 15, 2011.

Section 2.09. (a) The Borrower nay at any time request any of the
following Conversions of the terns of the Loan in order to facilitate
prudent debt nanagenent:

(i) a change of the Loan Currency of all or any portion
of the principal anount of the Loan, withdrawn or
unwi t hdrawn, to an Approved Currency;

(ii) a change of the interest rate basis applicable to all
or any portion of the princi pal amount of the Loan from
a Variable Rate to a Fixed Rate, or vice

versa; and

(iii) the setting of limts on the Variable Rate applicable

to all or any portion of the principal anmount of the Loan
wi t hdrawn and out st andi ng by the establ i shment of an
Interest Rate Cap or Interest Rate Collar on said Variable
Rat e.
(b) Any conversion requested pursuant to paragraph (a) of this

Section that is accepted by the Bank shall be considered a “Conversion”,
as defined in Section 2.01 (7) of the General Conditions, and shall be

effected in accordance with the provisions of Article IV of the General

Condi ti ons and of the Conversion Cuidelines.

(c) Wthout limtation upon the provisions of paragraph (a) of
this Section, the Borrower and the Bank hereby agree that unless
otherwi se notified by the Borrower in accordance with the provisions of
the Conversion CGuidelines, the interest rate basis applicable to the
aggregate principal amount of the Loan w thdrawn during each |nterest
Period shall be changed fromthe initial Variable Rate to a Fixed Rate
for the full maturity of such anpunt in accordance with the provisions of
Article IV of the General Conditions and of the Conversion Cuidelines.

(d) Pronptly followi ng the Execution Date for an Interest Rate
Cap or Interest Rate Collar in respect of which the Borrower has
requested that the prem um be paid out of the proceeds of the Loan, the
Bank shall, on behalf of the Borrower, wi thdraw fromthe Loan Account and



pay to itself the amounts required to pay any prem um payable in
accordance with Section 4.04 (c) of the General Conditions up to the
amount allocated fromtime to time for such purpose in the table in
paragraph 1 of Schedule 1 to this Agreenent.

Section 2.10. The M nister of Finance of the Borrower is designated
as representative of the Borrower for the purposes of taking any action
required or permtted to be taken under the provisions of Section 2.02 of
this Agreenment and Article V of the General Conditions.

ARTICLE I |1
Particul ar Covenants

Section 3.01. (a) The Borrower and the Bank shall fromtime to
time, at the request of either party, exchange views on the progress
achieved in carrying out the Program and the actions specified in
Schedule 3 to this Agreenent.

(b) Prior to each such exchange of views, the Borrower shall
furnish to the Bank for its review and comrent a report on the progress
achi eved in carrying out the Program in such detail as the Bank shall
reasonabl y request.

(c) Wthout limtation upon the provisions of paragraph (a) of
this Section, the Borrower shall exchange views with the Bank on any
proposed action to be taken after the disbursenent of the Loan which
woul d have the effect of materially reversing the objectives of the
Program or any action taken under the Programincluding any action
specified in Schedule 3 to this Agreenent.

Section 3.02. Upon the Bank’s request, the Borrower shall

(a) have the Deposit Account audited in accordance wth
appropriate auditing principles consistently applied, by independent
audi tors acceptable to the Bank;

(b) furnish to the Bank as soon as avail able, but in any case
not later than six nonths after the date of the Bank’s request for such
audit, a certified copy of the report of such audit by said auditors, of
such scope and in such detail as the Bank shall have reasonably
request ed; and

(c) furnish to the Bank such other information concerning the
Deposit Account and the audit thereof as the Bank shall have reasonably
request ed.

ARTI CLE |V
Addi ti onal Event of Suspension

Section 4.01. Pursuant to Section 6.02 (p) of the Genera
Condi tions, the follow ng additional event is specified, nanely, that a
situation has arisen which shall neke it inprobable that the Program or
a significant part thereof, will be carried out.

ARTI CLE V



Term nation

Section 5.01. 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.

ARTI CLE VI
Representative of the Borrower; Addresses

Section 6.01. The M nister of Finance of the Borrower is designated
as representative of the Borrower for the purposes of Section 11.03 of
the General Conditions.

Section 6.02. The foll owi ng addresses are specified for the
pur poses of Section 11.01 of the General Conditions:

For the Borrower:

M nistry of Finance
J. Tuno- Vai zganto 8A/ 2
Vi | ni us, Lithuania

Tel ex:
Facsim |l e:

261252 FIMA SU 370 2
227 424

For the Bank:

I nternational Bank for
Reconstruction and Devel opnment
1818 H Street, N W

Washi ngton, D.C. 20433

United States of Anerica

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

IN WTNESS WHERECOF, the parties hereto, acting through their duly
aut hori zed representatives, have caused this Agreenent to be signed in
their respective names in the District of Colunbia, United States of
Anerica, as of the day and year first above witten.

REPUBLI C OF LI THUANI A

By /s/ Stasys Sakal auskas
Aut hori zed Representative

| NTERNATI ONAL BANK FCR
RECONSTRUCTI ON AND DEVEL OPMENT



By /s/ Johannes F. Linn
Regi onal Vice President
Europe and Central Asia

SCHEDULE 1
Excl uded Expenditures

For purposes of Section 2.02 (c) of this Agreenent, the proceeds of
the Loan shall not be used to finance any of the follow ng expenditures:

1. expenditures in the currency of the Borrower or for goods or
services supplied fromthe territory of the Borrower;

2. expenditures for goods or services supplied under a contract which
any national or international financing institution or agency other than
the Bank or the Association shall have financed or agreed to finance, or
whi ch the Bank or the Association shall have financed or agreed to
finance under another loan or a credit;

3. expenditures for goods included in the follow ng groups or
subgroups of the Standard International Trade C assification, Revision 3
(SITC, Rev.3), published by the United Nations in Statistical Papers
Series M No. 34/Rev.3 (1986) (the SITC), or any successor groups or
subgroups under future revisions to the SITC, as designated by the Bank
by notice to the Borrower:

Group Subgr oup Description of Itens
112 - Al cohol i ¢ beverages
121 - Tobacco, unmanufact ured
t obacco
ref use
122 - Tobacco, manufactured
(whet her

or not containing tobacco
substitutes)

525 - Radi oacti ve and
associated materials

667 - Pearls, precious and
sem preci ous
stones, unworked or worked

718 718.7 Nucl ear reactors, and parts
t hereof; fue
el ements (cartridges),
non-irradi ated, for
nucl ear reactors

728 728. 43 Tobacco processing
machi nery

897 897.3 Jewel ry of gold, silver or
pl ati num

group netal s (except
wat ches and wat ch

cases) and goldsmiths' or
silversmths’

wares (including set gens)

971 - Gol d, non-nonetary



(excl udi ng gold
ores and concentrates)

4, expenditures for goods intended for a nmilitary or paramlitary
purpose or for |uxury consunption

5. expendi tures for environnentally hazardous goods (for purposes of
this paragraph the term“environnental | y hazardous goods” neans goods,
the manufacture, use or inport of which is prohibited under the |aws of
the Borrower or international agreements to which the Borrower is a
party, and any other goods designated as environnmental |y hazardous by
agreenent between the Borrower and the Bank);

6. expenditures (a) in the territories of any country which is not a
nmenber of the Bank or for goods procured in, or services supplied from
such territories, or (b) on account of any payment to persons or

entities, or any inport of goods, if such paynent or inport is prohibited
by a decision of the United Nations Security Council taken under Chapter
VIl of the Charter of the United Nations; and

7. expenditures under a contract in respect of which the Bank
determ nes that corrupt or fraudul ent practices were engaged in by
representatives of the Borrower or of a beneficiary of the Loan during
the procurenent or execution of such contract, without the Borrower
having taken tinely and appropriate action satisfactory to the Bank to
remedy the situation

SCHEDULE 2
Actions Referred to in Section 2.02 (d) of this Agreenent
A Budget Managenent

1. The Borrower has devel oped a satisfactory plan and tineline for

i ntroduction of conprehensive financial statenments in the docunentation
for budget planning and execution, and provi ded evidence of satisfactory
progress in its inplenentation.

2. The Borrower has proposed a 2001 budget which ensures a declining
| evel of guarantees to commercial activities except public projects of
national priority financed by international financial institutions, and
furnished to the Bank a report denobnstrating that the MOF has devel oped
and started inplementation of guidelines which ensure an increasing
degree of risk sharing

3. The Borrower has furnished to the Bank a report denonstrating its
i nproved capacity to nonitor borrow ng by, and other commitments of, all
public entities, including: (a) |local governnents; (b) AFMRA, (c) SoDra;
and (d) other public entities.

B. Pensi on Reform Soci al Assi stance

4, The Borrower has submitted evidence that: (a) pension policies
satisfactory to the Bank, are in place which assure fiscal balance in the
short-term and increase certainty in benefits adjustments; (b) the
Par|ianent has been provided with analysis of the existing pension
programi s long termfiscal balance, including options for possible
increase in retirenment age and possible reductions in contribution rates
and changes under existing |aw to encourage |onger work and increased
conpliance; and (c) inproved disability criteria and certification



procedures have been introduced.

5. The Borrower’s Government has submitted to the Parlianent a
satisfactory policy package that will achieve the goal of a basic |eve
of support for all citizens and deternmi ne the role of privately-mnaged
funded pensions in the mandatory social insurance pension systemin
Republic of Lithuania.

6. The Borrower has submitted satisfactory evidence that policies are
in place which provide for early retirenment and other supplenmentary
benefits in the state sector on a funded basis in the | ong-term and
facilitate the creation of funded pensions in the private sector.

C. Private Sector Devel opnent

7. For new privatizations of significant national inportance, from
June 2000, the Borrower has: (a) engaged financial advisors and sal es
agents, using open tenders; (b) financed applicable retainer fees; and
(c) committed to use transparent and open sal es procedures.

8. The Borrower has conpleted the privatization of Lithuanian Savi ngs
Bank on a conpetitive basis using an international open tender to
strategi c investors, under procedures satisfactory to the Bank

9. The Borrower’s Government has submtted to the Parlianment a draft
accounting | aw based on International Accounting Standards and the
Eur opean Uni on directives, satisfactory to the Bank.

10. The Borrower’s Government has submtted to the Parlianment draft
I egislation on enterprise restructuring, satisfactory to the Bank.

D. Energy Sector Reform

11. The Borrower has offered for sale at |east 51 percent of Lithuanian
Power Conpany’s distribution assets through an open international tender
to international strategic investors.

12. The Borrower has offered for sale shares representing at |east 41
percent of Lithuanian Gas’ share capital through an open international
tender to international strategic investors

13. The Borrower has conpleted the regulatory framework for energy
sector by extending powers of the National Control Conmi ssion for Prices
and Energy Activities to include, inter alia, |licensing and supervision

of operators, norms for the trading of power and gas, service quality,
and consuner protection

E. Agricultural Reform

14. The Borrower has provided satisfactory evidence denonstrating
continued inplermentati on of agreed measures to restrict budget

expendi tures on market regul ation and incone support, and introduce

EU- consi stent financial safeguards for the inplementati on of such support
nmeasur es.

15. The Borrower has restructured the governance and operationa
procedures of the AFMRA, including stricter financial control and
audi ting procedures.

16. The Borrower has provided satisfactory evidence denonstrating



conti nued mai ntenance of the agreed market regul ati on neasures, and
i ntroduced measures to inplenent a nediumtermstrategy for parcel and
crop declaration and animal identification and registration systens.



