Public Disclosure Authorized

Public Disclosure Authorized

CONFORMED COPY

LOAN NUMBER 4481 LT

Loan Agreenent

(Muni ci pal Devel opnent Proj ect)

bet ween

REPUBLI C OF LI THUANI A

and

| NTERNATI ONAL BANK FOR RECONSTRUCTI ON AND DEVELOPMENT

Dat ed Decenber 7, 1999
LOAN NUMBER 4481 LT
LOAN AGREENENT

AGREEMENT, dated Decenber 7, 1999, between REPUBLI C OF LI THUANI A (t he Borrower)
and | NTERNATI ONAL BANK FOR RECONSTRUCTI ON AND DEVELOPMENT (the Bank).

WHEREAS (A) In order to encourage the sound econom c devel opnent of nunici pal
infrastructure on the territory of the Borrower, the Governnent of the Borrower has
adopted a program (the Municipal Devel opnment Program) designed to support the
construction and rehabilitation of municipal infrastructure facilities through the
carrying out, by Participating Municipalities and Entities (as hereinafter defined),
of qualifying municipal sub-projects approved by the relevant nunicipal admnistrative
bodies for purposes consistent with each Participating Municipality’s public
investment plan, and consisting of specific measures, including the measures described
in Schedule 2 to this Agreement, to facilitate such municipal infrastructure
development;

(B) the Borrower, having satisfied itself as to the feasibility and priority
of the project described in Schedule 2 to this Agreement (the Project), has requested
the Bank to assist in the financing of the Project as part of the Municipal
Development Program;

© the Project will be carried out by the Borrower with the assistance of
the Housing and Urban Development Foundation (HUDF), and with the participation of the
Participating Municipalities and Entities, all in accordance with the provisions of
the Implementation Agreement (as hereinafter defined) to be entered into between the
Borrower and HUDF, as provided in this Agreement;

(D) the Borrower intends to contract from European Investment Bank (EIB) a



loan (the EIB Loan) to assist in financing part of the Minicipal Devel opnent Program
on the terms and conditions set forth in an agreenent to be entered into between the
Borrower and EI B (the EIB Loan Agreenent);

(E) by an agreement dated January 19, 1998, as anended, between the Borrower
and Nordic Investment Bank (the NI B Loan Agreement), N B has agreed to nmake a loan to
the Borrower in a principal amount of 20 million ECU (the NIB Loan) to assist in
financing part of the Municipal Devel opnent Programon the terns and conditions set
forth in the NIB Loan Agreenent;

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
Agreement and in the agreement of even date herewith between the Bank and HUDF (the
Proj ect Agreenent);

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

Section 1.01. The “General Conditions Applicable to Loan and Guarantee
Agreements for Single Currency Loans” of the Bank, dated May 30, 1995 (as amended
through December 2, 1997), with the modifications set forth in Schedule 6 to this
Agreement (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:

(@) “ALAL” means the Association of Local Authorities of Lithuania, a public
association established and operating pursuant to Law No. 1-833 of the Borrower
approving the Basic Regulations of ALAL, dated March 28, 1995;

(b) “Eligible Categories” means Category (1) set forth in the table in Part
A.1 of Schedule 1 to this Agreement;

(c) “Eligible Expenditures” means the expenditures for goods, works and
services referred to in Section 2.02 of this Agreement;

(d) “Euro” means the lawful currency of the member states of the European
Union that adopt the single currency in accordance with the Treaty establishing the
European Community, as amended by the Treaty on European Union;

(e) “HUDF” means the public institution Housing and Urban Development
Foundation operating pursuant to its by-laws approved by Resolution No. 202 of the
Minister of Finance of the Borrower, dated July 29, 1999 and registered in the City of
Vilnius on August 5, 1999, (Registration No. VS97-138);

) “Implementation Agreement” means the agreement governing the relationship
between the Borrower and HUDF, to be entered into between the Borrower and HUDF
pursuant to Section 3.02 of this Agreement, and such term shall include any amendments
to such agreement as may be made from time to time;

(9) “MOF” means the Ministry of Finance of the Borrower;

(h) “Municipal Infrastructure Grants” means grants made pursuant to Part B of
Schedule 2 and Annex 2 to Schedule 5 to this Agreement;

(@) “Operational Manual” means the operational manual satisfactory to the
Bank and the Borrower adopted by HUDF and setting forth the policies and procedures
for implementation of the Project;

0) “Participating Entity” means legal entities established by municipalities
under the Borrower’s law on enterprises; and other entities providing municipal
services under the authority of a Participating Municipality;



(k) “Participating Municipality” means a municipality selected by the
Borrower to participate in the Municipal Development Program in accordance with the
provisions of Section | of Annex | to Schedule 5 to this Agreement;

0] “Participating Municipalities and Entities” means Participating
Municipalities and Participating Entities;

(m) “Project Agreement” means the agreement between the Bank and HUDF of even
date herewith, as the same may be amended from time to time; and such term includes
all schedules and agreements supplemental to the Project Agreement;

(n) “Project Management Report” means each report prepared in accordance with
Section 4.02 of this Agreement;

(0) “Qualifying Sub-project Expenditures” means the reasonable cost of goods,
works, services, working capital and other specific expenditures required for the
carrying out of a Sub-project approved in accordance with the procedures referred to
in Part A of Annex 1to Schedule 5 to this Agreement, provided that such
expenditures are actually made or incurred by the Participating Municipality or Entity
and are for items qualifying according to the eligibility criteria set forth or
referred to in the Operational Manual,

(P) “Special Accounts” means the accounts referred to in Part B of Schedule 1
to this Agreement;

(q) “Statutes” means the charter, statutes, articles of incorporation,
founders’ agreement, license, regulations, or special laws or decrees relating to the
establishment, or governing the operations of HUDF;

(9] “Sub-loan” means a loan, made or proposed to be made by the Borrower, out
of the proceeds of the Loan, to a Participating Municipality or Entity for purposes of
financing all or a portion of the costs required for the carrying out of a
Sub-project;

(s) “Sub-loan Agreement” means the agreement entered into between the
Borrower, through HUDF, and a Participating Municipality or Entity, providing for a
Sub-loan, as referred to in Section 3.05 of this Agreement; and

®) “Sub-Project” means a specific infrastructure project meeting the
criteria applicable to the Project, which has been selected by HUDF pursuant to the
provisions of the Implementation Agreement and is proposed to be carried out by a
Participating Municipality or Entity in whole or in part through the utilization of
the proceeds of a Sub-loan.

Section 1.03. Each reference in the General Conditions to the Project
implementation entity shall be deemed as a reference to HUDF.

ARTICLE Il
The Loan

Section 2.01. The Bank agrees to lend to the Borrower, on the terms and
conditions set forth or referred to in the Loan Agreement an amount equal to eighteen
million eight hundred ninety thousand Euro (EUR 18,890,000).

Section 2.02. The amount of the Loan may be withdrawn from the Loan Account in
accordance with the provisions of Schedule 1 to this Agreement for: (i) amounts paid
(or, if the Bank shall so agree, to be paid) by the Borrower on account of a
withdrawal made by a Participating Municipality or Entity under a Sub-loan under Part
A of the Project, to meet the costs of Qualifying Sub-project Expenditures reasonably
incurred under a Sub-project; and (ii) expenditures incurred in respect of the fee
referred to in Section 2.04 of this Agreement.

Section 2.03. The Closing Date shall be June 30, 2005, or such later date as the
Bank shall establish. The Bank shall promptly notify the Borrower of such later date.

Section 2.04. The Borrower shall pay to the Bank a fee in an amount equal to one



percent (1% of the anpunt 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 conmitment charge at the rate
of three-fourths of one percent (3/4 of 1% per annumon the principal amunt of the
Loan not withdrawn fromtime to time.

Section 2.06. (a) The Borrower shall pay interest on the principal anmount of the
Loan withdrawn and outstanding fromtime to tinme, at a rate for each Interest Period
equal to LIBOR Base Rate plus LIBOR Total Spread.

(b) For the purposes of this Section:

(i) “Interest Period” means the initial period from and including the
date of this Agreement to, but excluding, the first Interest Payment Date
occurring thereafter, and after the initial period, each period
from and including an Interest Payment Date to, but excluding the
next following Interest Payment Date.

(i)  “Interest Payment Date” means any date specified in Section 2.07
of this Agreement.

(i) “LIBOR Base Rate” means, for each Interest Period, the London
interbank offered rate for six-month deposits in Euro for value
the first day of such Interest Period (or, in the case of the
initial Interest Period, for value the Interest Payment Date occurring
on or next preceding the first day of such Interest Period), as
reasonably determined by the Bank and expressed as a percentage
per annum.

(iv) LIBOR Total Spread” means, for each Interest Period: (A)
three-fourths of one percent (3/4 of 1%); (B) minus (or plus) the
weighted average margin, for such Interest Period, below (or above)
the London interbank offered rates, or other reference rates, for
six-month deposits, in respect of the Bank’s outstanding borrowings or
portions thereof allocated by the Bank to fund single currency loans
or portions thereof made by it that include the Loan; as reasonably

determined by the Bank and expressed as a percentage per annum.

(c) The Bank shall notify the Borrower of LIBOR Base Rate and LIBOR Total
Spread for each Interest Period, promptly upon the determination thereof.

(d) Whenever, in light of changes in market practice affecting the
determination of the interest rates referred to in this Section 2.06, the Bank
determines that it is in the interest of its borrowers as a whole and of the Bank to
apply a basis for determining the interest rates applicable to the Loan other than
as provided in said Section, the Bank may modify the basis for determining the
interest rates applicable to the Loan upon not less than six (6) months’ notice to the
Borrower of the new basis. The new basis shall become effective on the expiry of the
notice period unless the Borrower notifies the Bank during said period of its
objection thereto, in which case said modification shall not apply to the Loan.

Section 2.07. Interest and other charges shall be payable semiannually in
arrears on April 15 and October 15 in each year.

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

ARTICLE Ill
Execution of the Project
Section 3.01. The Borrower declares its commitment to the objectives of the
Project, and, to this end, shall carry out the Project, with the assistance of HUDF as

set forth in Schedule 5 to this Agreement, with due diligence and efficiency and in
conformity with appropriate administrative, financial, engineering and environmental



protection practices, and shall provide, or cause to be provided, pronptly as needed,
the funds, facilities, services and other resources required for the Project.

Section 3.02. The Borrower shall, for the purposes of inplenenting the Project,
enter into an inplenentati on agreenent with HUDF satisfactory to the Bank (the
| npl ement ati on Agreenent), whereby HUDF shal|l be appointed executing agent of the
Borrower for carrying out such activities under the Project and obligations of the
Borrower as shall have been specified therein and in respect of which the Borrower
shal | have nade all necessary provision, including, inter alia:

(a) the carrying out by HUDF of Parts A and B of the Project with due
diligence and efficiency and in conformity with appropriate practices and in
accordance with the applicabl e provisions of the Project Agreenent;

(b) the carrying out by HUDF of the procurenment and rel ated accounting for
the goods, works, and consultants’ services required for the Project and to be
financed out of the proceeds of the Loan; and

(c) the establishment and continuous operation by HUDF of all facilities
necessary for the appropriate administration of Project activities and related
management functions undertaken by HUDF in accordance with sub-paragraphs (a) and (b)
of this Section.

Section 3.03. Without limitation upon the provisions of Section 3.02 of this
Agreement, and except as the Borrower and the Bank shall otherwise agree, the Borrower
shall carry out, or cause to be carried out, the Project in accordance with the
Implementation Program set forth in Schedule 5 to this Agreement.

Section 3.04. Without limitation or restriction upon any of its other
obligations under the Loan Agreement, the Borrower shall:

@) cause HUDF to perform in accordance with the applicable provisions of
this Agreement, the Project Agreement, the Implementation Agreement, the Operational
Manual, and its Statutes, all the obligations and activities of HUDF therein set forth
which may pertain to the Project; and take or cause to be taken all action, including
the provision of funds, facilities, services and other resources, necessary or
appropriate to enable HUDF to perform such obligations; and not take or permit to be
taken any action which would prevent or interfere with such performance; and

(b) exercise its rights under the Implementation Agreement in such a manner
as to protect the interests of the Borrower and the Bank, to comply with the
provisions of this Agreement, and to accomplish the purposes of the Loan, and, except
as the Bank shall otherwise agree, not assign, amend, abrogate or waive the
Implementation Agreement or any provision thereof.

Section 3.05. For the purposes of Parts A and B of the Project, the Borrower
shall:

€) relend to the Participating Municipal Entities the equivalent of the
proceeds of the Loan allocated from time to time to Category 1 of the table set forth
in paragraph 1 of Part B of Schedule 1 to this Agreement, under agreements to be
entered into between the Borrower (acting in coordination with HUDF in accordance with
the provisions of the Implementation Agreement) and each such Participating
Municipality or Entity (the Sub-loan Agreements), under terms and conditions which
shall have been approved by the Bank which shall include, without limitation, those
set forth in Part B of Annex 1 to Schedule 5 to this Agreement;

(b) exercise its rights under the Sub-loan Agreements in such manner as to
protect the interests of the Bank and the Borrower and to achieve the purposes of the
Project, and, except as the Bank shall otherwise agree, the Borrower shall not assign,
amend, abrogate or waive any Sub-loan Agreement or any provision thereof;

(c) coordinate the overall implementation of the Municipal Infrastructure
Development Credit Facility and monitor the carrying out by the Participating
Municipalities and Entities of their respective obligations under the Sub-loan
Agreements in accordance with policies and procedures satisfactory to the Bank; and



(d) exerci se due oversight over the selection and award of Mini ci pal
Infrastructure Grants under Part B of the Project to the respective Participating
Muni cipalities and Entities in accordance with appropriate policy guidelines,
eligibility criteria and approval procedures acceptable to the Bank, and cause the
Participating Municipalities and Entities to carry out their respective obligations
under the Municipal Infrastructure Grants in accordance with terns and conditions
satisfactory to the Bank, including the eligibility criteria, procedures, and ternmns
and conditions set forth or referred to in Annex 2 to Schedule 5 to this Agreenent.

Section 3.06. 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
Agreement.

Section 3.07. For the purposes of Section 9.08 of the General Conditions and
without limitation thereto, the Borrower shall, with the assistance of HUDF:

@ prepare, on the basis of guidelines acceptable to the Bank, and furnish
to the Bank not later than six (6) months after the Closing Date or such later date as
may be agreed for this purpose between the Borrower and the 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.

Section 3.08. The Bank and the Borrower hereby agree that the obligations set
forth in Sections 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 schedules, records and reports, and
maintenance respectively) relating to Sub-projects under Parts A and B of the Project,
shall be carried out by HUDF pursuant to Section 2.03 of the Project Agreement.

ARTICLE IV
Financial Covenants

Section 4.01. (a) The Borrower shall cause HUDF to maintain a financial
management system, including records and accounts, and prepare financial statements,
all in accordance with accounting standards acceptable to the Bank, consistently
applied, adequate to reflect operations, resources and expenditures related to the
Project.

(b) The Borrower shall cause HUDF to:

(@) have the records, accounts and financial statements referred to in
paragraph (a) of this Section and the records and accounts for the
Special Accounts 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 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, accounts and financial statements, 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 cause HUDF to:

(@) maintain in accordance with paragraph (a) of this Section records



and separate accounts refl ecting such expenditures;

(ii) ensure that all records (contracts, orders, invoices, bills,

recei pts and ot her documents) evidencing such expenditures are
retained until at |east one year after the Bank has received the
audit report for the fiscal year in which the | ast w thdrawal from

the Loan Account was made; and
(iii) enable the Bank’s representatives to examine such records.
(d) The Borrower shall:

(@) have the records and accounts referred to in paragraph (c) (i) of
this Section and those for the Special Accounts for each fiscal year
audited, in accordance with appropriate auditing principles
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 the report of
such audit by said auditors, of such scope and in such detail as
the Bank shall have reasonably requested, including a separate opinion
by said auditors as to whether the Project Management Reports
or statements of expenditure submitted during such fiscal year,
together with the procedures and internal controls involved in their
preparation, can be relied upon to support the related withdrawals; and

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

Section 4.02. (a) Without limitation upon the provisions of Section 4.01 of this
Agreement, the Borrower shall cause HUDF to carry out a time-bound action plan
acceptable to the Bank for the strengthening of the financial management system
referred to in paragraph (a) of said Section 4.01 in order to enable HUDF, not later
than June 30, 2000, or such later date as the Bank shall agree, to prepare quarterly
Project Management Reports, acceptable to the Bank, 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 Loan during the period covered by said report
and expenditures proposed to be financed out of the proceeds of the

Loan during the six-month period following the period covered by said report;

(i)  (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 Loan,
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 or cause to be prepared, in accordance with
guidelines acceptable to the Bank, and furnish to the Bank not later than 45 days
after the end of each calendar quarter, a Project Management Report for such period.

ARTICLE V
Remedies of the Bank

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



(a) The Muni ci pal Devel opment Program shall have been anended, suspended,
abrogat ed, repealed or waived so as to affect materially and adversely the ability of
the Borrower to carry out the Project or to performany of its obligations under this
Agr eenent ;

(b) HUDF shall have failed to performany of its obligations under the
Proj ect Agreenent or the |nplenentation Agreenent;

(c) As a result of events which have occurred after the date of the Loan
Agreement, an extraordinary situation shall have arisen which shall nake it inprobable
that HUDF will be able to performits obligations under the Project Agreement or the
| mpl eent ati on Agreenent;

(d) The Statutes of HUDF shall have been anended, suspended, abrogated,
repeal ed or waived so as to affect naterially and adversely the ability of HUDF to
performany of its obligations under the Project Agreement or the |nplenentation
Agreement; and

(e) (i) Subj ect to subparagraph (ii) of this paragraph:

(A the right of the Borrower to withdraw the proceeds of any
grant or |oan 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 terns of the agreenent
provi ding therefor, or

(B) any such grant or |oan shall have becone due and payabl e
prior to the agreed maturity thereof.

(ii) Subparagraph (i) of this paragraph shall not apply if the Borrower
establ i shes to the satisfaction of the Bank that: (A) such suspension,
cancel | ati on, term nation or prematuring is not caused by
the failure of the Borrower to performany of its obligations
under such agreement; and (B) adequate funds for the Project are
avail able to the Borrower from other sources on terms and condi tions
consistent with the obligations of the Borrower under this
Agr eenent .

Section 5.02. Pursuant to Section 7.01 (k) of the General Conditions, the
follow ng additional events are specified:

(a) Any event specified in paragraph (b) of Section 5.01 of this Agreenent
shal | occur and shall continue for a period of sixty (60) days after notice thereof
shal | have been given by the Bank to the Borrower.

(b) Any event specified in paragraphs (a) or (d) of Section 5.01 of this
Agreement shall occur.

(c) The event specified in paragraph (e) (i) (B) of Section 5.01 of this
Agreenent shall occur, subject to the proviso of paragraph (e) (ii) of that Section.

ARTI CLE VI
Ef fective Date; Term nation
Section 6.01. The following 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) the I npl ementation Agreenent has been executed on behal f of the Borrower
and HUDF;

(b) the Borrower has furnished notice to the Bank that the HUDF Qperati onal
Manual has been adopted by HUDF satisfactory to the Borrower;

(c) a Sub-loan Agreenent satisfactory to the Bank has been entered into



between the Borrower and the Participating Muinicipality or Entity for a Sub-loan
approved in conformity with the procedures described in Annex 1 to Schedule 5 to this
Agreement; and

(d) a financial managenent system satisfactory to the Bank, shall have been
est abl i shed.

Section 6.02. The following are specified as additional matters, within the
nmeani ng of Section 12.02 (c) of the General Conditions, to be included in the opinion
or opinions to be furnished to the Bank:

(a) that the Project Agreenent has been duly authorized or ratified by HUDF,
and is legally binding upon HUDF in accordance with its terns; and

(b) that the Inplenmentati on Agreenent has been duly authorized or ratified by
the Borrower and HUDF is legally binding upon the Borrower and HUDF in accordance with
its terns.

Section 6.03. The date ninety (90) days after the date of this Agreenent is
hereby specified for the purposes of Section 12.04 of the General Conditions.

ARTI CLE VI |
Representative of the Borrower; Addresses

Section 7.01. The Mnister of Finance of the Borrower is designated as
representative of the Borrower for the purposes of Section 11.03 of the Ceneral
Condi tions.

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

For the Borrower:

M nistry of Finance

J. Tuno- Vai zganto 8a/2
Vi | nius, 2600

Li t huani a

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)

IN WTNESS WHERECOF, the parties hereto, acting through their duly authorized
representati ves, have caused this Agreement to be signed in their respective nanes in
Vil nius, Republic of Lithuania, as of the day and year first above witten.

REPUBLI C OF LI THUANI A

By /s/ Vytautas Dudenas
Aut hori zed Representative



| NTERNATI ONAL BANK FCR
RECONSTRUCTI ON AND DEVEL OPMENT

By /s/ Basil G Kaval sky
Acting Regional Vice President
Europe and Central Asia
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 ambunts of the USD Tranche of the Loan and
of the ampunts of the Euro Tranche of the Loan to each Category and the percentage of
expenditures for itens so to be financed in each Category:

Anmount of the

Loan All ocated % of
(Expressed in Expendi tures
Cat egory Eur o) to be Financed
(1) Sub- 1 oans ext ended 16, 901, 100 100%
under Sub-projects
(2) Fee 188, 900 Anount due
under Section
2.04 of this
Agr eenent
(3) Unal | ocat ed 1, 800, 000
TOTAL 18, 890, 000
2. Not wi t hst andi ng the provisions of paragraph 1 above, no withdrawal s shall be
nmade:
(a) in respect of a Sub-loan unless the Sub-loan has been made in accordance

with the procedures set forth in the Operational Manual and on the termnms and
conditions set forth or referred to in Annex | to Schedule 5 to this Agreenment; and

(b) in respect of paynents made for expenditures prior to the date of this
Agreenent, except that withdrawal s, in an aggregate amount not exceeding and EUR
1,800,000 may be made in respect of Category (1) set forth in the table in paragraph 1
of Part A of this Schedul e on account of paynents made for expenditures before that
date but after March 30, 1999

3. The Bank may require withdrawals fromthe Loan Account to be nmade on the basis
of statements of expenditure for expenditures for: (i) goods under contracts costing
| ess than $200, 000 equi val ent each; (ii) works under contracts costing |less than
$500, 000 equi val ent each; and (iii) for services, under contracts costing |less than
$100, 000 equivalent for firms and $50, 000 for equivalent for individuals, under such
terns and conditions as the Bank shall specify by notice to the Borrower.

B. Speci al Account

1. The Borrower shall open and nmintain in Euro a special deposit account in a
commerci al bank, on ternms and conditions satisfactory to the Bank, including
appropriate protection against set-off, seizure and attachnent.

2. After the Bank has received evidence satisfactory to it that the Special Account
has been opened, w thdrawals fromthe Loan Account of anmounts in respect of each Loan
Tranche to be deposited into the Special Account shall be nade as foll ows:

(a) until the Bank shall have received: (i) the first Project Managenent
Report referred to in Section 4.02 (b) of this Agreement; and (ii) a request fromthe



Borrower for withdrawal on the basis of Project Managenment Reports, w thdrawal s shall
be nade in accordance with the provisions of Annex A to this Schedule 1; and

(b) upon recei pt by the Bank of a Project Managenent Report pursuant to
Section 4.02 (b) of this Agreement, acconpanied by a request fromthe Borrower for
wi t hdrawal on the basis of Project Management Reports, all further withdrawals shall
be nade in accordance with the provisions of Annex B to this Schedule 1.

3. Paynents out of the Special Account shall be nade 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 docunments and ot her evidence showi ng that such paynent was nade exclusively for
El i gi bl e Expendi tures.

4, Not wi t hst andi ng 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 tine that any Project Managenent Report
does not adequately provide the information required pursuant to Section 4.02 of this
Agr eenent ;

(b) if the Bank determines at any tine that all further withdrawal s shoul d be
made by the Borrower directly fromthe 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 Agreenment, 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 w thdrawals were made on
the basis of Project Managenent 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 tinme, the
Bank shall have notified the Borrower of its intention to suspend in whole or in part
the right of the Borrower to make withdrawals fromthe Loan Account pursuant to
Section 6.02 of the General Conditions. Upon such notification, the Bank shall
determine, in its sole discretion, whether further deposits into the Special Account
may be nmade and what procedures should be foll owed for meking such deposits, and shall
notify the Borrower of its determ nation.

6. (a) If the Bank determines at any tine that any paynent 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, pronptly upon

notice fromthe 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 anmount equal to the amount of such paynment. Unless the Bank shall otherw se
agree, no further deposit by the Bank into the Special Account shall be made until the
Borrower has provided such evidence or nade such deposit or refund, as the case may
be.

(b) If the Bank determines at any tine that any anount outstanding in the
Speci al Account will not be required to cover paynents for Eligible Expenditures
during the six-nmonth period following such deternination, the Borrower shall, pronptly

upon notice fromthe Bank, refund to the Bank such outstandi ng amount.

(c) The Borrower nmmy, 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 nmade pursuant to sub-paragraph (a), (b) or (c) of
this paragraph 6 shall be credited to the Loan Account for subsequent wi thdrawal or
for cancellation in accordance with the provisions of the Loan Agreenent.

ANNEX A TO SCHEDULE 1

Qperation of Special Account Wien Wthdrawal s Are Not
Made On the Basis of Project Managenent Reports



1. For the purposes of this Annex: the term “Authorized Allocation” means an amount
equivalent to EUR 1,840,000 to be withdrawn from the Loan Account in respect of the
Loan 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 an amount equivalent to EUR 920,000 until the

aggregate amount of withdrawals from the Loan , plus the total amount of all

outstanding special commitments entered into by the Bank pursuant to Section 5.02 of

the General Conditions in respect of the Loan , shall equal or exceed the equivalent

of EUR 3,500,000.

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

@ 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 Special
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 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 deposit into
the Special 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 equivalent of EUR 2,000,000.



SCHEDULE 2
Description of the Project

The objective of the Project is to support the Borrower’s reforms of local
government management and finance through: (i) capacity building at the municipal
level; and (ii) development of a viable system of financing local government
infrastructure investments.

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

Part A: Credit for Municipal Investment Projects

Establishment and operation of a credit facility for the financing of loans to
Participating Municipalities and Entities, enabling such Participating Municipalities
and Entities to finance part of the costs related to the carrying out of qualifying
infrastructure sub-projects.

Part B: Municipal Infrastructure Grants

Grants for the financing of qualifying infrastructure sub-projects by
Participating Municipalities and Entities.

Part C: Institutional Development
Provision of technical assistance to enable HUDF, ALAL, and the Participating

Municipalities and Entities to develop capacity to prepare, appraise, finance and
manage municipal investments, including financing of audit costs.

k%
The Project is expected to be completed by December 31, 2004.
SCHEDULE 3
Amortization Schedule

Payment of Principal
Date Payment Due Euro)*

On each October 15 and April 15

beginning October 15, 2004,

through October 15, 2015 785,000
On April 15, 2016 835,000
SCHEDULE 4
Procurement
Section I. Procurement of Goods and Works
Part A: General

Goods and works shall be procured in accordance with the provisions of Section |
of the "Guidelines for Procurement under IBRD Loans and IDA Credits” published by the
Bank in January 1995 and revised in January and August 1996, September 1997 and
January 1999 (the Guidelines) and the following provisions of Section | of this
Schedule.

Part B: International Competitive Bidding

Except as otherwise provided in Part C of this Section, goods and works shall be



procured under contracts awarded in accordance with the provisions of Section Il of
the Guidelines and paragraph 5 of Appendix 1 thereto.

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

Wrks estimated to cost |ess than $800, 000 equi val ent per contract, may be
procured under contracts awarded in accordance with the provisions of paragraphs 3.3
and 3.4 of the Guidelines.

2. I nt ernati onal Shopping

Goods estimated to cost |ess than $200, 000 equi val ent per contract may be
procured under contracts awarded on the basis of international shopping procedures in
accordance with the provisions of paragraphs 3.5 and 3.6 of the Guidelines.

3. Nat i onal Shoppi ng

Goods estimated to cost |ess than $75, 000 equival ent per contract may be
procured under contracts awarded on the basis of national shopping procedures in
accordance with paragraphs 3.5 and 3.6 of the CGuidelines.

4. Procurenment of Small Wrks

Wrks estimated to cost |ess than $200, 000 equi val ent per contract, may be
procured under |unp-sum fixed-price contracts awarded on the basis of quotations
obtained fromthree (3) qualified donmestic contractors in response to a witten
invitation. The invitation shall include a detailed description of the works,

i ncl udi ng basic specifications, the required conpletion date, a basic form of
agreenent acceptable to the Bank, and rel evant draw ngs, where applicable. The award
shal | be made to the contractor who offers the | owest price quotation for the required
wor k, and who has the experience and resources to conplete the contract successfully.

Part D Revi ew by the Bank of Procurenent Decisions
1. Prior Review

Wth respect to each contract for: (i) goods estinmated to cost the equival ent of
$200, 000 or nore; and (ii) works estimated to cost the equival ent of $500,000 or nore,
the procedures set forth in paragraphs 2 and 3 of Appendix 1 to the Cuidelines shall

apply.
2. Post Revi ew

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

Section I1I. Enpl oynent of Consultants
Part A Gener al

Consultants’ services shall be procured in accordance with the provisions of the
Introduction and Section IV of the “Guidelines: Selection and Employment of
Consultants by World Bank Borrowers” published by the Bank in January 1997 and revised
in September 1997 and January 1999 (the Consultant Guidelines) and the following
provisions of Section Il of this Schedule.

Part B: Quality- and Cost-based Selection

Consultants’ services shall be procured under contracts awarded in accordance
with the provisions of Section Il of the Consultant Guidelines, paragraph 3 of
Appendix 1 thereto, Appendix 2 thereto, and the provisions of paragraphs 3.13 through
3.18 thereof applicable to quality- and cost-based selection of consultants.

SCHEDULE 5



I npl ement ati on Program

The provisions of this Schedule shall apply for the purposes of Section 3.03 of
this Agreement:

A. Overall Coordination and Management of the Project

The MOF shall be responsible for coordinating and monitoring the overall
implementation of the Project in accordance with the objectives of the Municipal
Development Program.

B. Implementation of Municipal Development Credit Facility

1. The eligibility of municipalities and municipal entities for participation in

the Project shall be determined in accordance with guidelines to be set forth in an
Operational Manual adopted by HUDF satisfactory to the Borrower and the Bank. HUDF
shall maintain the Operational Manual in form and content satisfactory to the Borrower
and the Bank, shall duly perform its obligations under the Operational Manual and

shall not amend or waive the guidelines, conditions and procedures set forth in the
Operational Manual without obtaining the prior approval of the Bank.

2. Responsibility for specific administrative and supervision functions relating to
the Municipal Development Credit Facility, including specific matters relating to the
coordination and support of Sub-project preparation, the administration of Sub-loans,
procurement, disbursements, financial and other reporting and auditing, shall be
delegated to the HUDF pursuant to the provisions of an agreement (the Implementation
Agreement) to be entered into between the MOF on the one hand, and the HUDF on the
other, satisfactory to the Bank.

3. The Borrower shall select the commercial bank in which any Special Account is to
be opened.
4, Procedures for the accounting of obligations under Sub-loans, and for the

transfers to, and receipt of payment from, the respective Participating Municipal
Entities, shall be established by MOF using practices and arrangements satisfactory to
the Bank.

C. Implementation of Part C of the Project

1. Specific programs and activities shall be carried out in accordance with a
budget, schedule and work plan satisfactory to the Bank.

2. The qualifications, experience and terms of reference for any consultants
engaged to perform activities under Part C of the Project shall be satisfactory to the
Bank.

ANNEX 1 TO SCHEDULE 5

Municipal Development Credit Facility: Eligibility, Approval
Procedures and Terms and Conditions of Sub-loans

Part A: Eligibility and Approval Procedures

1. No expenditures under any Sub-Project shall be eligible for financing out of the
proceeds of the Loan unless the Sub-loan for such Sub-project shall have been approved
by the Bank and such expenditures shall have been made not earlier than one hundred
twenty (120) days prior to the date on which the Bank shall have received the

application and information required under paragraph 3 (a) of this Annex | to Schedule

5 in respect of such Sub-loan.

2. Eligibility of specific Sub-project expenditures for financing out of the

Municipal Development Credit Facility described under Part A of the Project shall be
determined in accordance with specific criteria for selection and appraisal of the
proposed Sub-project and following such procedures as shall have been established by
the HUDF for such purpose as set forth in the Operational Manual, satisfactory to the
Borrower and the Bank, which shall include without limitation, the selection and
appraisal criteria and procedures set forth or referred to in paragraph 4 of this Part



A of this Schedul e.

3. (a) Wen presenting a Sub-loan to the Bank for approval, HUDF shall furnish
to the Bank the application of the Participating Municipality or Entity concerned, in
formsatisfactory to the Bank, together with: (i) a description of the Participating
Municipality or Entity and the proposed Sub-project, including a description of the
goods, works and services proposed to be financed out of the proceeds of the Sub-Iloan
and the specific manner in which the costs of such goods, works and services are to be
determned; (ii) the draft Sub-1oan Agreenent containing the proposed terms and

condi tions of the Sub-loan, including the schedul e of anortization of the Sub-Ioan;
(iii) the appraisal report and recomendati on of the HUDF concerning the Sub-project;
and (iv) such other information as the Bank shall reasonably request.

(b) Appl i cations nmade pursuant to the provisions of subparagraph (a) of this
paragraph shall be presented to the Bank on or before June 30, 2003.

4, I'n addition to the procedures set forth in paragraphs 1 through 3 of Part A of
this Annex to Schedule 5, the follow ng procedures shall be followed in connection
with the selection and appraisal of the Sub-projects:

(a) The prospective Participating Municipality or Entity shall first prepare
an application in formsatisfactory to HUDF, together with a description of the
proposed Sub-project, in accordance with guidelines satisfactory to the Borrower and
t he Bank.

(b) HUDF shal | apprai se the proposed Sub-project, on the basis of the
eval uation criteria as set forth in the Operational Mnual.

(c) Until at least two Sub-loans shall have been made to Participating
Muni ci pal Entities, in each of the follow ng sectors: water/sanitation, solid waste,
district heating, street lighting and urban infrastructure, urban transport, and
energy insulation in schools and nunicipal buildings, and at any time thereafter,
whenever a Sub-loan is proposed to be made in an amount greater than EUR 1, 200, 000,
HUDF shall ensure that each qualifying Sub-Project for which a Sub-loan is proposed to
be nade is subnmitted in advance to the Bank for approval, such approval to be based on
a review and apprai sal of the proposed Sub-project in such nmanner and of such scope as
the Bank shall determ ne to be reasonably necessary. The Borrower shall conclude the
Sub- | oan Agreement with the Participating Minicipality or Entity only after the Bank
has expressed its concurrence with respect to the financing of the Sub-project.

(d) Once the first two Sub-loans shall have been nade to Participating
Miuni ci pal Entities in a given sector, and unless otherw se specified by the Bank, HUDF
shal |l enter into the respective Sub-1oan Agreement with the Participating Minici pal
Entities within a reasonable period follow ng the approval of the Sub-loan by HUDF.

(e) The Sub-loan Agreenent with the Participating Minicipal Entities shall
give the MOF |l egal rights adequate to protect the interests of the Bank and the
Borrower, and shall contain, inter alia, the terms and conditions enunerated in Part B
of this Annex 1 to Schedul e 5.

Part B: Terns and Conditions of Sub-I|oans

1. The principal anount of each Sub-loan made out of the proceeds of the Loan
allocated fromtime to time to Category (1) of the table set forth in paragraph 1 of
Part A of Schedule 1 to this Agreerment shall: (a) be denominated Euro; and (b) be
val ued as the equivalent, in Euro as of the date or respective dates of w thdrawal
fromthe Loan Account or paynment out of the Special Account, of the value of the
currency or currencies so withdrawn or paid out on account of the Qualifying

Sub- proj ect Expenditures nade or incurred by the Participating Minicipality or Entity
for the goods, works and services under the Sub-project, to the extent that such
amounts are eligible for financing out of the proceeds of the Sub-loan in accordance
with the provisions of paragraph 2 of this Part B of this Annex 1 to Schedul e 5.

2. The maxi mum anount of any Sub-loan shall be determ ned by the HUDF i n accordance
with the particular financing plan subnitted as part of each Participating

Municipality or Entity’s Sub-loan application. Such amount many not exceed the total

costs of goods, works and services under the Sub-project excluding amounts payable by



the Participating Minicipality or Entity on account of taxes for such goods, works and
services; provided, however, that the anmount of expenditures to be financed under a
Sub-1o0an shall not in any event exceed ninety percent (0% of the total costs of such
Sub- proj ect; and provided that the amount of any Sub-1oan shall not under any

ci rcunst ances exceed EUR 2,800, 000 equi val ent.

3. Each Sub-1oan shall be charged interest, on the principal anount thereof

wi t hdrawn and outstanding fromtinme to time, at the rate determ ned as the sum of an
index rate (representing the rate determ ned pursuant to Section 2.06 of the Loan
Agreement), plus a margin deternined by the Borrower in accordance with practices and
policies satisfactory to the Bank.

4, Sub-1 oans shall be repayable over a termand grace period deternined according
to the nature of the Sub-project and in the currencies of the Sub-loan (Dollars and
Euro) at the rate of exchange, established by the Central Bank of the Borrower for

i nterbank transactions at the tine of the respective due date of each such repaynent.

5. Sub-1 oans shall be made on terns whereby the Borrower shall obtain, by witten
contract with the Participating Municipality or Entity or by other appropriate |ega
nmeans, rights adequate to protect the interests of the Bank and the Borrower,

i ncl udi ng:

(a) the right to require the Participating Municipality or Entity to carry
out the Sub-Project with due diligence and efficiency and in accordance with sound
technical, financial, managerial and environmental standards and practices, and to
mai nt ai n adequat e records

(b) the right to require that: (i) the goods and services to be financed out
of the proceeds of the Loan shall be procured under the supervision of HUDF in
accordance with the provisions of the Inplenmentation Agreenment and in accordance with
the provisions of Schedule 4 to this Agreenment; and (ii) such goods and services shal
be used exclusively in the carrying out of the Sub-Project;

(c) the right to inspect, by itself or jointly with representatives of the
Bank if the Bank shall so request, the sites included in the Sub-Project, the
operation thereof, and any rel evant records and docunents;

(d) the right to obtain all such information as the Bank or the Borrower
shal | reasonably request relating to the foregoing and to the adm nistration
operations and financial condition of the Participating Minicipality or Entity and to
the benefits to be derived fromthe Sub-Project;

(e) the right to suspend or termnate the right of the Participating
Miuni cipality or Entity to the use of the proceeds of the Loan upon failure by such
Participating Municipality or Entity to performits obligations under the Sub-Ioan
Agreement; and

(f) in the case of a Sub-loan to a Participating Entity, the guarantee of the
Participating Municipality; and in the case of a Sub-loan to a Participating
Muni ci pal ity, adequate collateral securing the repaynent of the Sub-Ioan

ANNEX 2
TO
SCHEDULE 5
Muni ci pal Infrastructure Grants
1. The purpose of the Minicipal Infrastructure Gants is to reduce the share of the

total Sub-project cost financed by a Sub-loan, where justified. Hence, Minicipa
Infrastructure Grants shall be nade on the condition that the share of the costs of
the Sub-project which are deternined to be eligible to be financed out of a Sub-Ioan
shal | be proportionately reduced in accordance with a nethodol ogy and procedures
satisfactory to the Bank

2. Muni ci pal Infrastructure Grants nay be nade to Participating Minicipalities and
Entities which shall have established to the satisfaction of the Borrower that they
neet the eligibility criteria for municipal infrastructure grants set forth in the



Qper ati onal Manual .

3. No expenditures for a Sub-project shall be eligible for financing out of the
proceeds of the Loan unless the Minicipal Infrastructure Grant for such Sub-project
shal | have been approved by the Borrower and such expenditures shall have been made
not earlier than one hundred twenty (120) days prior to the date on which the Borrower
shal | have received the application and information required in respect of such

Muni ci pal Infrastructure Gant.

SCHEDULE 6
Modi fi cations of CGeneral Conditions

For the purposes of this Agreenent, the provisions of the General Conditions are
nmodi fied as foll ows:

Section 6.03 is nodified to read:

“Section 6.03. Cancellation by the Bank. If (a) the right of the Borrower
to make withdrawals from the Loan Account shall have been suspended with
respect to any amount of the Loan for a continuous period of thirty (30) days, or (b)
at any time, the Bank determines, after consultation with the Borrower,
that an amount of the Loan will not be required to finance the Project’s costs
to be financed out of the proceeds of the Loan, or  (c) at any time the Bank
determines, with respect to any contract to be financed out of the proceeds of
the Loan, that corrupt or fraudulent practices were engaged in by
representatives of the Borrower or of a beneficiary of the Loan during the procurement
or the execution of such contract, without the Borrower having taken timely and
appropriate actions satisfactory to the Bank to remedy the situation, and
establishes the amount of expenditures in respect of such contract which would
otherwise have been eligible for financing out of the proceeds of the Loan, or
(d) at any time, the Bank determines that the procurement of any contract to be
financed out of the proceeds of the Loan is inconsistent with the procedures set
forth or referred to in the Loan Agreement and establishes the amount of
expenditures in respect of such contract which would otherwise have been eligible
for financing out of the proceeds of the Loan, or (e) after the Closing Date, an
amount of the Loan shall remain unwithdrawn from the Loan Account, or (f) by the
date specified in paragraph 3 (b) of Section | of the Annex 1 to Schedule 5 to
the Loan Agreement, the Bank shall, in respect of any portion of the Loan: (i)
have received no applications or requests under subparagraphs (a) or (b) of said
paragraph 3; or (ii) have denied any such applications or requests,
the Bank may, by notice to the Borrower, terminate the right of the Borrower to
submit such applications or requests or to make withdrawals from the Loan
Account, as the case may be, with respect to such amount or portion of the Loan. Upon
the giving of such notice, such amount or portion of the Loan shall be cancelled.



