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CREDI T NUMBER 3170 MD

Devel opnent Credit Agreenent

(Soci al Investnent Fund Project)

bet ween

REPUBLI C OF MOLDOVA

and

| NTERNATI ONAL DEVELOPMENT ASSCCI ATI ON

Dat ed March 17, 1999

CREDI T NUMBER 3170 MD
DEVELOPVENT CREDI T AGREEMENT

AGREEMENT, dated March 17, 1999, between REPUBLI C OF MOLDOVA (the Borrower) and
| NTERNATI ONAL DEVELOPMENT ASSOCI ATI ON (t he Associ ati on).

WHEREAS (A) the Borrower, having satisfied itself as to the feasibility and
priority of the Project described in Schedule 2 to this Agreement, has requested the
Association to assist in the financing of the Project;

(B) the Borrower intends to secure fromthe Swedish International Devel opnent
and Cooperation Agency (SIDA) grant funding (the SIDA Grant or Grants) in an anmpunt
equivalent to U.S. Dollars one mllion tw hundred and fifty thousand ($1, 250,000) to
assist in financing Parts A(2), B and C of the Project on the terms and conditions set
forth in an agreenent or agreenents (the SI DA G ant Agreement or Agreenments) to be
entered into between the Borrower and SIDA; and

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

NOW THEREFORE t he parties hereto hereby agree as follows:

ARTI CLE |

Ceneral Conditions; Definitions

Section 1.01. The “General Conditions Applicable to Devel opnent Credit



Agreenents” of the Association, dated January 1, 1985, as amended through Decenber 2
1997, with the nodifications set forth below (the General Conditions) constitute an
integral part of this Agreenent:

(a) A new paragraph (12) is added to Section 2.01 to read as set forth bel ow,
and the existing paragraphs (12) through (14) of said Section are accordingly
renunmbered as paragraphs (13) through (15):

“12. ‘Participating Country’ neans any country that the Association

determ nes neets the requirenents set forth in Section 10 of Resol ution No. 183 of
the Board of Governors of the Association, adopted on June 26, 1996; and
“Participating Countries’ neans, collectively, all such countries.

(b) The second sentence of Section 5.01 is nodified to read

“Except as the Borrower and the Association shall otherw se agree, no

wi t hdr awal s shal | be made: (a) on account of expenditures in the territories
of any country which is not a Participating Country or for goods produced in, or
services supplied from such territories; or (b) for the purpose of
any payment to persons or entities, or for any inport of goods, if such payment
or inport, to the know edge of the Association, is prohibited by a deci si on of

the United Nations Security Council taken under Chapter VII of the Charter of t he
United Nations.”

Section 1.02. Unless the context otherwi se requires, the several terns defined
in the General Conditions and in the Preanble to this Agreenent have the respective
nmeani ngs therein set forth and the follow ng additional terms have the follow ng
neani ngs:

(a) “Beneficiary” means any community, organization or agency eligible for
assi stance under the Project;

(b) “Beneficiary Association” neans the voluntary association to be
established in selected conmmunities to undertake the operati on and mai ntenance of
M croprojects (hereinafter defined) on behal f of Beneficiaries;

(c) “Eligible Categories” neans categories (1), (2), (3) and (4) set forth in
the table in Part A 1 of Schedule 1 to this Agreenent;

(d) “Eli gi bl e Expenditures” neans the expenditures for goods and services
referred to in Section 2.02 (a) of this Agreenent;

(e) “Framewor k Agreenent” neans the agreenent to be concluded between MsIF
(hereinafter defined) and an I nplenenting Agency (hereinafter defined) acting on
behal f of a Beneficiary, in accordance with the provisions of Part B of Schedule 4 to
this Agreenent, as the sane may be anmended fromtinme to tinme, and such termincludes
all schedul es to the Franmework Agreenent;

(f) “I npl enenti ng Agency” neans any community based organi zati on or agency
identified by a Beneficiary to be responsible for inplementati on of the M croproject
(hereinafter defined) concerned on behal f of the Beneficiary;

(9) “I npl enent ati on Agreenment” neans the agreenent to be entered into between
the Borrower and MSIF pursuant to the provisions of Part A 1 of Schedule 4 to this
Agr eenent ;

(h) “Lei” nmeans the lawful currency of the Borrower;

(i) “Mcroproject” means the activities to be carried out by an Inplenenting
Agency in utilization of assistance nade avail able to a Beneficiary;

(i) “MBI F' neans the Mdl dova Social |nvestnent Fund, or any successor
thereto, established under the Borrower’s Decision No. 468 of May 19, 1997, as an
aut ononous public interest agency, created by the Borrower to contribute to poverty
alleviation in rural comunities and anpong di sadvant aged groups;

(k) “National Board” nmeans the National Board established by the Borrower to



provi de policy guidance and oversi ght of Project inplenentation;

(1) “MS’ neans the Managenent Information System established by the Borrower
to provide conputerized nonitoring and up-to-date data on Project inplenmentation;

“OM neans the Qperational Mnual, and such termincludes all attachnments
suppl enental to the OM adopted by MSIF, to govern the selection of Beneficiaries and
I mpl emrent i ng Agenci es and the sel ection, appraisal and supervision of Mcroprojects,
and to deternmine the terns applicable to assistance provided by MSIF under the
Proj ect;

(n) “Performance Contract” neans the contract referred to in Part C of
Schedule 4 to this Agreenent;

(o) “PMJ'" neans the Project Managenent Unit established by the Borrower
within the MSIF for purposes of Project nmanagenent;

(p) “Project Account” neans the Account to be opened by the Borrower, for
pur poses of making available its counterpart contribution to the financing of the
Project, in accordance with the provisions of Section 6.01 (c) of this Agreenent;

(q) “Project Preparation Advance” neans the project preparation advance
granted by the Association to the Borrower pursuant to an exchange of letters dated
May 9, 1997 and May 15, 1997 between the Borrower and the Association;

(r) “Proj ect Managenment Report” means each report prepared in accordance with
Section 4.02 of this Agreenent; and
(s) “Speci al Account” neans the account referred to in Part B of Schedule 1
to this Agreenent.
ARTI CLE 11
The Credit

Section 2.01. The Association agrees to lend to the Borrower, on the terns and
conditions set forth or referred to in the Devel opment Credit Agreenent, an anount in
various currencies equivalent to ten mllion nine hundred thousand Special Draw ng
Ri ghts (SDR 10, 900, 000) .

Section 2.02. (a) The anpunt of the Credit nmay be withdrawn fromthe Credit
Account in accordance with the provisions of Schedule 1 to this Agreenent for
expendi tures nmade (or, if the Association shall so agree, to be nade) in respect of:
(i) the reasonabl e cost of goods and services required for Parts C and D of the
Project and to be financed out of the proceeds of the Credit; and (ii) withdrawals
made on account of M croprojects under Part A of the Project.

(b) Pronptly after the Effective Date, the Association shall, on behalf of
the Borrower, withdraw fromthe Credit Account and pay to itself the amount required
to repay the principal anount of the Project Preparation Advance w t hdrawn and
outstandi ng as of such date and to pay all unpaid charges thereon. The unwi thdrawn
bal ance of the authorized anount of the Project Preparation Advance shall thereupon be
cancel ed.

Section 2.03. The Cosing Date shall be Novenber 30, 2004, or such later date as
the Association shall establish. The Association shall pronptly notify the Borrower of
such | ater date.

Section 2.04. (a) The Borrower shall pay to the Association a conmtnent charge
on the principal anount of the Credit not withdrawn fromtinme to time at a rate to be
set by the Association as of June 30 of each year, but not to exceed the rate of
one-hal f of one percent (1/2 of 1% per annum

(b) The conmitnent charge shall accrue: (i) fromthe date sixty days after
the date of this Agreement (the accrual date) to the respective dates on which anmounts
shall be withdrawn by the Borrower fromthe Credit Account or canceled; and (ii) at
the rate set as of the June 30 imediately preceding the accrual date and at such



other rates as may be set fromtine to tine thereafter pursuant to paragraph (a)
above. The rate set as of June 30 in each year shall be applied fromthe next date in
that year specified in Section 2.06 of this Agreenent.

(c) The conmitnent charge shall be paid: (i) at such places as the
Associ ation shall reasonably request; (ii) without restrictions of any kind inposed
by, or in the territory of, the Borrower; and (iii) in the currency specified in this
Agreement for the purposes of Section 4.02 of the General Conditions or in such other
eligible currency or currencies as may fromtinme to time be designated or selected
pursuant to the provisions of that Section

Section 2.05. The Borrower shall pay to the Association a service charge at the
rate of three-fourths of one percent (3/4 of 1% per annumon the principal anmount of
the Credit withdrawn and outstanding fromtinme to tine.

Section 2.06. Conmitnent charges and service charges shall be payabl e
sem annual ly on March 1 and Septenmber 1 in each year. Section 2.07. (a) Subject to
par agraphs (b), (c) and (d) below, the Borrower shall repay the principal anpbunt of
the Credit in semannual installments payable on each March 1 and Septenber 1
conmencing March 1, 2009 and endi ng Septenber 1, 2033. Each installnment to and
including the installnent payable on Septenber 1, 2018 shall be one and one-fourth
percent (1-1/49% of such principal anount, and each installnent thereafter shall be
two and one-half percent (2-1/2% of such principal anount.

(b) Whenever: (i) the Borrower’'s per capita gross national product (GNP), as
determ ned by the Association, shall have exceeded for three consecutive years the
| evel established annually by the Association for determining eligibility to access
the Association's resources; and (ii) the Bank shall consider the Borrower
creditworthy for Bank |ending, the Association may, subsequent to the review and
approval thereof by the Executive Directors of the Association and after due
consi deration by them of the devel opnment of the Borrower’'s econony, nodify the
repaynment of installnents under paragraph (a) above by: (A) requiring the Borrower to
repay tw ce the amount of each such installnent not yet due until the principal anount
of the Credit shall have been repaid; and (B) requiring the Borrower to comrence
repayment of the principal anpbunt of the Credit as of the first sem annual paynent
date referred to in paragraph (a) above falling six nonths or nore after the date on
whi ch the Association notifies the Borrower that the events set out in this paragraph
(b) have occurred, provided, however, that there shall be a grace period of a m ninum
of five years on such repaynent of principal

(c) If so requested by the Borrower, the Association may revise the
nodi fication referred to in paragraph (b) above to include, in lieu of sone or all of
the increase in the amounts of such installments, the payment of interest at an annual
rate agreed with the Association on the principal anbunt of the Credit withdrawn and
outstanding fromtine to tine, provided that, in the judgnment of the Association, such
revision shall not change the grant el ement obtai ned under the above-nentioned
repayment nodification

(d) If, at any tine after a nodification of terns pursuant to paragraph (b)
above, the Association deternmines that the Borrower's econom ¢ condition has
deteriorated significantly, the Association may, if so requested by the Borrower,
further nodify the terms of repaynent to conformto the schedule of installnents as
provi ded in paragraph (a) above.

Section 2.08. The currency of the United States of Anerica is hereby specified
for the purposes of Section 4.02 of the General Conditions.

ARTI CLE 111
Execution of the Project

Section 3.01. (a) The Borrower declares its commtnent to the objectives of the
Project as set forth in Schedule 2 to this Agreement, and, to this end, shall cause
MSIF to carry out the Project with due diligence and efficiency and in conformity with
appropriate financial, engineering, administrative, poverty alleviation and
environmental practices, and shall provide, pronptly as needed, the funds, facilities,
services and other resources required for the Project.



(b) Wthout limtation upon the provisions of paragraph (a) of this Section
and except as the Borrower and the Association shall otherw se agree, the Borrower
shall cause MSIF to carry out the Project in accordance with the |nplenentation
Program set forth in Schedule 4 to this Agreenent.

(c) The Borrower shall nake the proceeds of the Credit available to MSIF
under the Inplenmentation Agreenment to be entered into between the Borrower and MSIF,
under terms and conditions which shall have been approved by the Association
including those set forth in Part A 1 of Schedule 4 to this Agreenent.

(d) The Borrower shall exercise its rights under the |nplenentati on Agreenent
in such a manner as to protect the interests of the Borrower and the Association and
to acconplish the purposes of the Credit, and, except as the Association shal
ot herwi se agree, the Borrower shall not assign, anend, abrogate or waive, the
| npl ement ati on Agreenent or any provision thereof.

Section 3.02. Wthout linitation upon any of its obligations under Section 3.01
of this Agreenent, the Borrower shall: (a) maintain the Project Account referred to in
Section 6.01 (c) of this Agreenent, and shall replenish said account pronptly before
each nonth with sufficient funds to enable the Borrower to nmeet its obligations under
Section 3.01 of this Agreenent for such period; (b) use the amount in said Project
Account for financing the Borrower’s contribution to Project expenditures; and (c)
ensure that sufficient annual allocations will be nmade in the Borrower’s budget for
the Borrower’'s counterpart contribution to the costs of the Project.

Section 3.03. Except as the Association shall otherw se agree, procurenent of
t he goods, works and consultants’ services required for the Project and to be financed
out of the proceeds of the Credit shall be governed by the provisions of Schedule 3 to
this Agreenent.

Section 3.04. For the purposes of Section 9.07 of the General Conditions and
without limtation thereto, the Borrower shall

(a) prepare, on the basis of guidelines acceptable to the Association, and
furnish to the Association not later than six (6) nmonths after the C osing Date or
such | ater date as may be agreed for this purpose between the Borrower and the
Associ ation, a plan for the future operation of the Project; and

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

ARTI CLE |V
Fi nanci al Covenants

Section 4.01. (a) The Borrower shall cause MSIF to establish and maintain a
financi al managenent system including records and accounts, and prepare financial
statenents in a fornmat acceptable to the Association, adequate to reflect the
operations, resources and expenditures for and in connection with the carrying out the
Proj ect .

(b) The Borrower shall cause MSIF to:

(i) have the records, accounts and financial statenents referred to in
par agr aph (a) of this Section and the records and accounts for the
Speci al Account for each fiscal year audited, in accordance with
audi ting standards acceptable to the Associ ation consistently applied, by
i ndependent auditors acceptable to the Associ ati on;

(ii) furnish to the Associ ation as soon as available, but in any case
not | ater than six (6) nonths after the end of each such year:
(A) certified copies of the financial statenents referred to in
paragraph (a) of this Section for such year as so audited; and (B) an
opi nion on such financial statements, records and accounts and a report
of such audit by said auditors, of such scope and in such detail as the
Associ ation shall have reasonably requested; and



(iii) furnish to the Association such other information concerning such

records and accounts and the audit thereof, and concerning said
auditors, as the Association may fromtime to tinme reasonably
request .

(c) For all expenditures with respect to which withdrawals fromthe Credit

Account were made on the basis of Project Management Reports or statenents of
expenditures, the Borrower shall

(i) mai ntain or cause to be mmintained, in accordance wi th paragraph
(a) of this Section, records and separate accounts reflecting such
expendi tures;

(ii) retain, until at |east one year after the Association has received

the audit report for the fiscal year in which the |ast w thdrawal from
the Credit Account was nmade, all records (contracts, orders,
i nvoi ces, bills, receipts and ot her docunents) evidencing such

expendi tures;

(iii) enable the Association’s representatives to exanine such records

and

(iv) ensure that such records and accounts are included in the annua
audi t referred to in paragraph (b) of this Section and that the
report of such audit contains a separate opinion by said auditors
as to whether the statements of expendi ture submitted during each fisca
year, together with the procedures and internal controls involved in
their preparation, can be relied upon to support the rel ated

w t hdr awal s.

Section 4.02. (a) Wthout limtation upon the provisions of Section 4.01 of this
Agreenent, the Borrower shall cause MSIF to carry out a tine-bound action plan
acceptable to the Association for the strengthening of the financial managenent system
referred to in paragraph (a) of said Section 4.01 in order to enable the Borrower, not
| ater than Decenber 31,1999, or such later date as the Association shall agree, to
prepare quarterly Project Managenent Reports, acceptable to the Association, each of
whi ch:

(i) (A) sets forth actual sources and applications of funds for the
Project, both cunul atively and for the period covered by said
report, and projected sources and applications of funds for the
Project for the six-nonth period follow ng the period covered by said
report, and (B) shows separately expenditures financed out of the
proceeds of the Credit during the period covered by said report and

expendi tures proposed to be financed out of the proceeds of the
Credit during the six-nmonth period following the period covered by said

report;
(ii) (A) describes physical progress in Project inplenentation, both
curmul atively and for the period covered by said report, and (B) explains
vari ances between the actual and previously forecast inplenentation

targets; and

(iii) sets forth the status of procurenent under the Project and

expendi tures under contracts financed out of the proceeds of the Credit,
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 Association, and furnish to the Association not |ater than 45 days after the end
of each cal endar quarter a Project Managenent Report for such peri od.

ARTI CLE V

Renedi es of the Association



Section 5.01. Pursuant to Section 6.02 (lI) of the General Conditions, the
follow ng additional events are specified:

(a) (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
whol e or in part, pursuant to the terms of the agreenent
provi ding therefore; or

(B) any such loan shall have becone due and payable prior to the
agr eed maturity thereof.

(ii) Subparagraph (i) of this paragraph shall not apply if the Borrower
establ i shes to the satisfaction of the Association that: (A) such
suspensi on, cancel lation, termination or prematuring is
not caused by the failure of the Borrower to performany of its
obli gati ons under such agreenent; and (B) adequat e funds for
the Project are available to the Borrower from other sources on

terns and conditions consistent with the obligations of the
Borrower under this Agreenent;

(b) the OM shall have been anended, suspended, abrogated or wai ved wi t hout
the Association’s prior consent; and

(c) the Borrower or MSIF shall have failed to performany of their respective
obligations under the |nplenentation Agreenent.

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

(a) the event specified in paragraph (a)(i)(B) of Section 5.01 of this
Agreenent shall occur, subject to the proviso of paragraph (a) (ii) of that Section;
and

(b) the events specified in paragraphs (b) and (c) of Section 5.01 of this
Agreenent shall occur and shall continue for a period of sixty (60) days after notice
t hereof shall have been given by the Association to the Borrower.

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 Devel opment Credit Agreenent within the meaning of Section 12.01
(b) of the General Conditions:

(a) the SIDA Grant Agreenment or Agreenents in the anpunt indicated in Recital
B of the Preanble to this Agreement has or have been executed and delivered and all
conditions precedent to its or their effectiveness or to the right of the Borrower to
make wi t hdrawal s thereunder, except only the effectiveness of the Devel opment Credit
Agreement, have been fulfilled;

(b) the I nplementation Agreenent has been executed on behal f of the Borrower
and MSIF;
(c) the Borrower has opened in Lei the Project Account in the National Bank

of Moldova or in a comrercial bank acceptable to the Association, and has deposited
into said account an initial anmpbunt equivalent to $75,000; and

(d) the Borrower has submitted to the Association a financial audit report
for fiscal year 1998, satisfactory to the Association, for Project preparation
activities financed fromthe Project Preparati on Advance and ot her resources.

Section 6.02. 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 ti ons.

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
Cosnonaut Street, 7
277005 Chi si nau
Republ i ¢ of Mol dova
Tel ex:
(3732) 22810
For the Association:
I nternational Devel opnment Associ ation
1818 H Street, N W

Washi ngton, D.C. 20433
United States of Anerica

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

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

REPUBLI C OF MOLDOVA

By /s/ lon Sturza
Aut hori zed Representative

| NTERNATI ONAL DEVELOPMENT ASSCOCI ATI ON

By /s/ Roger G awe
Acting Regional Vice President
Europe and Central Asia
SCHEDULE 1
Wt hdrawal of the Proceeds of the Credit
A Gener al
1. The table below sets forth the Categories of itens to be financed out of the

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



Amount of the

Credit Allocated % of
(Expressed in Expendi t ures
Cat egory SDR Equi val ent) to be Financed
(1) M croproj ects
(a) under Part A (1) of 7, 800, 000 85% of anmpunts the Project
di sbursed under
Franewor k Agreenent s
(b) under Part A (2) of 360, 000 35% of anmpunts the Project
di sbursed under
Franewor k Agreenent s
(2) CGoods under Part D 22,000 100% of foreign
of the Project expendi tures
100% of | oca
expendi tures
(ex-factory cost) and
80% of | ocal expenditures
for other itens procured
| ocally
(3) Consul tant s’ 866, 000 100%
Servi ces including
technical audits
training and studies
(4) PMJ s Operating Costs 722, 000 100%
(5) Ref undi ng of Proj ect 360, 000 Anount due pursuant
Preparati on Advance to Section 2.02 (b) of
thi s Agreenent
(6) Unal | ocat ed 770, 000
TOTAL 10, 900, 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 Borrower for goods or services supplied fromthe
territory of any country other than that of the Borrower;

(b) the term“local expenditures” neans expenditures in the currency of the
Borrower or for goods or services supplied fromthe territory of the Borrower;

(c) the term“PMJ s Operating Costs” neans expenditures incurred by the PMJ
on account of managenent of Project inplenentation for salaries, but excluding
sal aries of civil servants, communications, local travel, utilities, printing and
publications, office supplies, vehicle rental, office maintenance, vehicle
mai nt enance, including repair, insurance, inspection and fuel, parking fees, bank
charges, and such other expenditures as may be agreed upon by the Association.

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

4, The Association may require withdrawals fromthe Credit Account to be nade on
the basis of statenents of expenditure for expenditures for: (a) contracts for works
costing |l ess than $75, 000 equival ent each with the exception of all contracts for

wor ks under the first three Mcrorprojects in each of the Mcroprojects categories of
infrastructure, non-infrastructure and M croprojects targeted to children's

devel oprment and de-institutionalization, for which contracts withdrawal s may be made
on this basis of statements of expenditures only after they have been reviewed by the



Associ ation in accordance with the provisions of Part C 2 of Section | of Schedule 3
to this Agreement; (b) contracts for goods costing |l ess than $50, 000 equival ent each
with the exception of: (i) all contracts for goods under the first three Mcroprojects
in each of the Mcroprojects categories of infrastructure, non-infrastructure and

M croprojects targeted to children’s devel opnment and de-institutionalization under
Part A of the Project, for which contracts withdrawal s may be made on this basis of
statenents of expenditures only after they have been reviewed by the Association in
accordance with the provisions of Part C 2 of Section | of Schedule 3 to this
Agreement; and (ii) the first contract for goods under Part D of the Project, for

whi ch contract w thdrawal s may be made on this basis of statenents of expenditures
only after it has been reviewed by the Association in accordance with the provisions
of Part C.2 of Section | of Schedule 3 to this Agreenent; (c) all contracts for
training; (d) all contracts for technical audits; and (e) services under contracts
costing |l ess than $100, 000 equi val ent each for consulting firms and $50, 000 equi val ent
each for individual consultants, with the exception of the first three contracts for
services under M croprojects, for which contracts withdrawals nay be nade on the basis
of statements of expenditures only after they have been reviewed by the Association
in accordance with the provisions of Part C 2 of Section Il of Schedule 3 to this
Agreenent, all under such terns and conditions as the Association shall specify by
notice to the Borrower.

B. Speci al Account

1. The Borrower shall open and maintain in Dollars a special deposit account, in a
comerci al bank acceptable to the Association on terns and conditions satisfactory to
the Associ ation, including appropriate protection against set-off, seizure and
attachnent .

2. After the Association has received evidence satisfactory to it that the Special
Account has been opened, withdrawals fromthe Credit Account of anounts to be
deposited into the Special Account shall be nade as foll ows:

(a) until the Association 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 Managenent Reports,
wi thdrawal s shall be made in accordance with the provisions of Annex Ato this
Schedul e 1; and

(b) upon recei pt by the Association of a Project Managenent Report pursuant
to Section 4.02(b) of this Agreenent, 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 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 Association shall reasonably request, furnish to

the Associ ation such docunents and ot her evidence showi ng that such payment was nade
exclusively for Eligible Expenditures.

4, Not wi t hst andi ng the provisions of Part B.2 of this Schedule, the Association
shal |l not be required to make further deposits into the Special Account:

(a) if the Association determines at any tine that any Project Managenent
Report does not adequately provide the information required pursuant to Section 4.02
of this Agreenent;

(b) if the Association determines at any tine that all further withdrawal s
shoul d be made by the Borrower directly fromthe Credit Account; or

(c) if the Borrower shall have failed to furnish to the Association within
the period of tine specified in Section 4.01(b)(ii) of this Agreenment, any of the
audit reports required to be furnished to the Association 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 wthdrawal s
were nmade on the basis of Project Managenent Reports.

5. The Associ ation shall not be required to nmake further deposits into the Special



Account in accordance with the provisions of Part B.2 of this Schedule if, at any
tine, the Association shall have notified the Borrower of its intention to suspend in
whole or in part the right of the Borrower to nake withdrawals fromthe Credit Account
pursuant to Section 6.02 of the General Conditions. Upon such notification, the

Associ ation shall determine, in its sole discretion, whether further deposits into the
Speci al Account nmay be nade and what procedures should be foll owed for making such
deposits, and shall notify the Borrower of its determ nation

6. (a) If the Association determnes at any tine that any paynent out of the
Speci al Account was nmade for an expenditure which is not an Eligible Expenditure, or
was not justified by the evidence furnished to the Association, the Borrower shall
pronptly upon notice fromthe Association, provide such additional evidence as the
Associ ation may request, or deposit into the Special Account (or, if the Association
shall so request, refund to the Association) an anpbunt equal to the amount of such
payment. Unl ess the Association shall otherw se agree, no further deposit by the
Association into the Special Account shall be nade until the Borrower has provided
such evidence or made such deposit or refund, as the case may be

(b) If the Association determines at any tinme that any anpunt outstanding in
the Special Account will not be required to cover paynments for Eligible Expenditures
during the six-nmonth period following such deternination, the Borrower shall, pronptly

upon notice fromthe Association, refund to the Associati on such outstandi ng anmount.

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

(d) Refunds to the Association made pursuant to sub-paragraph (a), (b) or (c)
of this paragraph 6 shall be credited to the Credit Account for subsequent w thdrawa
or for cancellation in accordance with the provisions of the Credit Agreenent.

Annex A to SCHEDULE 1

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

1. For the purposes of this Annex:

(a) the term “Authorized Allocation” neans an anmount equivalent to $1, 200, 000
to be withdrawmn fromthe Credit Account and deposited into the Special Account
pursuant to paragraph 2 of this Annex; provided, however, that unless the Association
shal | otherwi se agree, the Authorized Al location shall be linted to an anount
equi val ent to $600,000 until the aggregate anmpunt of withdrawals fromthe Credit
Account, plus the total amount of all outstanding special commitnments entered into by
the Association pursuant to Section 5.02 of the General Conditions shall equal or
exceed the equival ent of SDR 3,500, 000.

2. Wthdrawal s of the Authorized Allocation and subsequent w thdrawals to repl enish
the Special Account shall be nade as foll ows:

(a) For withdrawal s of the Authorized Allocation, the Borrower shall furnish
to the Association a request or requests for deposit into the Special Account of an
amount or anounts which in the aggregate do not exceed the Authorized Allocation. On
the basis of each such request, the Association shall, on behalf of the Borrower,
withdraw fromthe Credit Account and deposit into the Special Account such anount as
the Borrower shall have requested

(b) For repl eni shnent of the Special Account, the Borrower shall furnish to
the Associ ation requests for deposit into the Special Account at such intervals as the
Associ ation shall specify. Prior to or at the tine of each such request, the Borrower
shall furnish to the Association the docunents and ot her evidence required pursuant to
Part B.3 of Schedule 1 to this Agreement for the paynent or paynents in respect of
whi ch repleni shment is requested. On the basis of each such request, the Association
shall, on behalf of the Borrower, withdraw fromthe Credit Account and deposit into
the Special Account such anmpbunt as the Borrower shall have requested and as shall have
been shown by said docunments and ot her evidence to have been paid out of the Special
Account for Eligible Expenditures. Each such deposit into the Special Account shall be
wi t hdrawn by the Association fromthe Credit Account under one or nore of the Eligible



Cat egori es.

3. The Associ ation shall not be required to nmake further deposits into the Special
Account, once the total unw thdrawn amount of the Credit minus the total anount of all
out standi ng special commitnents entered into by the Associati on pursuant to Section
5.02 of the General Conditions, shall equal the equivalent of twi ce the amount of the
Aut horized Allocation. Thereafter, wi thdrawal fromthe Credit Account of the rensining
unwi t hdrawn anount of the Credit shall follow such procedures as the Association shall
specify by notice to the Borrower. Such further withdrawals shall be made only after
and to the extent that the Association shall have been satisfied that all such amounts
remai ni ng on deposit in the Special Account as of the date of such notice will be
utilized in making paynents for Eligible Expenditures.

Annex B to SCHEDULE 1

Qper ation of Special Account Wien Wthdrawal s Are Made
On the Basis of Project Managenment Reports

1. Except as the Association nmay otherw se specify by notice to the Borrower, all
withdrawal s fromthe Credit Account shall be deposited by the Association into the
Speci al Account in accordance with the provisions of Schedule 1 to this Agreenent.
Each such deposit into the Special Account shall be withdrawn by the Association from
the Credit Account under one or nore of the Special Account’s Eligible Categories.

2. Each application for withdrawal fromthe Credit Account for deposit into the
Speci al Account shall be supported by a Project Management Report.

3. Upon recei pt of each application for wthdrawal of an anount of the Credit, the
Associ ation shall, on behalf of the Borrower, withdraw fromthe Credit Account and

deposit into the Special Account an anount equal to the |esser of: (a) the ampunt so
requested; and (b) the anobunt which the Association has determ ned, based on the
Proj ect Managenent Report acconpanying said application, is required to be deposited
in order to finance Eligible Expenditures during the six-nonth period follow ng the
date of such report; provided, however, that the amount so deposited, when added to
the anmpbunt indicated by said Project Management Report to be remamining in the Special
Account, shall not exceed the equival ent of $1, 200, 000.

SCHEDULE 2
Description of the Project

The objectives of the Project are to inprove the quality of basic social and
econom ¢ services for poor rural populations, and to increase the capacity of |ocal
conmunities to organi ze and manage devel opnent activities.

The Project consists of the follow ng parts, subject to such nodifications
thereof as the Borrower and the Association may agree upon fromtime to tinme to
achi eve such objectives:

Part A M croproj ects

The selection and carrying out in accordance with the criteria and principles
set forth in the OM of:

(1) demand-driven infrastructure and non-infrastructure M croprojects prepared by
Beneficiaries; and

(2) targeted Mcroprojects for strengthening institutionalized children’s soci al
devel oprment and pronoting said children’s de-institutionalization.

Part B: Children’s Social Devel opnent and De-institutionalization

Provi sion of technical assistance and training to care-givers of
institutionalized children with special needs.

Part C Capacity Building



Provi si on of technical assistance and training to Beneficiaries for |ocal
capacity building for conmunity devel opnment, organizati on and managenent.

Part D Proj ect Managenent

Provi sion of technical assistance, equipnment and operating costs for the
operation of the PMJ.

* * %
The Project is expected to be conpleted by May 31, 2004.
SCHEDULE 3

Procur enent

Section I. Procurenent of Goods and Works
Part A Gener al
1 Goods and works shall be procured in accordance with: (a) the provisions of

Section | of the “Cuidelines for Procurenent under |BRD Loans and | DA Credits”

publ i shed by the Bank in January 1995 and revised in January and August 1996 and

Sept enber 1997, subject to the nodifications thereto set forth in paragraph 2 of this
Part A (the Cuidelines), and (b) the provisions of the following Parts of this Section
l.

2. In paragraphs 1.6 and 1.8 of the Guidelines, the references to “Bank nenber
countries” and mermber country” shall be deemed to be references, respectively, to
“Participating Countries” and Participating Country”.

Part B: Procur enment Procedures
1. Nat i onal Conpetitive Bidding

Goods and works required for the carrying out of Mcroprojects under Part A of
the Project, estimated to cost |less than $75,000 equival ent per contract, up to an
aggregate ampbunt not to exceed $11, 653,000 equi val ent, may be procured under contracts
awar ded in accordance with the provisions of paragraphs 3.3 and 3.4 of the Guidelines.

2. Nat i onal Shoppi ng

Readi |y avail abl e, off-the-shelf, goods of standard specifications estimated to
cost |ess than $15, 000 equi val ent per contract, up to an aggregate anpunt not to
exceed $33,000 equival ent, nay be procured under contracts awarded on the basis of
nati onal shopping procedures in accordance with the provisions of paragraphs 3.5 and
3.6 of the Cuidelines.

Part C Revi ew by the Associati on of Procurenment Decisions
1. Pr ocurenent Pl anni ng

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

2. Prior Review

Wth respect to: (a) all contracts under the first three Mcroprojects in each
of the Mcroproject categories of infrastructure, non-infrastructure, and
M croprojects targeted to strengthening children’s social devel opment and
de-institutionalization, under Part A of the Project; and (b) the first contract for
goods under Part D of the Project, the procedures set forth in paragraphs 2 and 3 of



Appendi x 1 to the CGuidelines shall apply.
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 Cuidelines shall apply.

Section I1I. Enpl oynent of Consultants
Part A Gener a
1 Consul tants’ services shall be procured in accordance with: (a) the provisions

of the Introduction and Section |V of the “Cuidelines: Selection and Enpl oynent of
Consul tants by World Bank Borrowers” published by the Bank in January 1997 and revised
in Septenber 1997 (the Consultant Cuidelines), subject to the nodifications thereto
set forth in paragraph 2 of this part A (the Consultant Cuidelines), and (b) the
provisions of the following Parts of this Section II.

2. In paragraph 1.10 of the Consultant QGuidelines, the references to “Bank nenber
countries” and “nmenber country” shall be deemed to be references, respectively, to
“Participating Countries” and “Participating Country”.

Part B: Procedures for the Sel ection of Consultants
1. Least - cost Sel ection

Services for: (a) design and engineering preparation for Mcroprojects and (b)
technical audits, estimated to cost |ess than $10, 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 Consultant Cuidelines.

2. Sel ection Based on Consultants’ Qualifications

Services for technical assistance, training, studies, workshops, and conferences
under Part C of the Project estimated to cost |ess than $100, 000 equi val ent per
contract nmay be procured under contracts awarded in accordance with the provisions of
paragraphs 3.1 and 3.7 of the Consultant Cuidelines.

3. I ndi vi dual Consultants

Services under Parts A, C, and D of the Project for tasks that neet the
requirenents 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.

4, Si ngl e Source Sel ection

Services for specialized tasks under Parts A and C of the Project which are
estimated to cost |ess than $50, 000 equival ent per contract, nmay, with the
Association’s prior agreenment, be procured in accordance with the provisions of
par agraphs 3.8 through 3.11 of the Consultant Guidelines.

Part C Revi ew by the Association of the Selection of Consultants
1. Sel ection Pl anni ng

Prior to the issuance to consultants of any requests for proposals, the proposed
plan for the selection of consultants under the Project shall be furnished to the
Association for its review and approval, in accordance with the provisions of
paragraph 1 of Appendix 1 to the Consultant Guidelines. Selection of all consultants
services shall be undertaken in accordance with such selection plan as shall have been
approved by the Association, and with the provisions of said paragraph 1.

2. Prior Review

(a) Wth respect to: (i) each contract for the enploynent of consulting firns
estimated to cost the equival ent of $100,000 or nore; and (ii) contracts to be



procured under |east cost selection procedures in accordance with the provisions of
Part B.1 of Section Il of this Schedule, the procedures set forth in paragraphs 1, 2
and (other than the third subparagraph of paragraph 2(a)) and 5 of Appendix 1 to the
Consul tant Cui delines shall apply.

(b) Wth respect to each contract for the enpl oynent of individua
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 Association for its prior review and approval. The contract shall be
awarded only after the said approval shall have been given

(c) Wth respect to the first three contracts for services under
M croprojects, the procedures set forth in subparagraph (a) above and the procedures
set forth in subparagraph (b) above shall apply to contracts for the enployment of
consulting firms and contracts for the enploynent of individual consultants
respectively.

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 shal

apply.
SCHEDULE 4
I mpl enent ati on Program
Part A Pr oj ect Managenent

1. The Borrower shall cause MSIF to carry out the Project through the PMJ, in
accordance with the requirenents set forth or referred to in the OM and the

| npl ement ati on Agreenent to be entered into between the Borrower and MSIF under terns
and condi ti ons which shall have been agreed upon with the Association and whi ch shal
include, inter alia, provisions whereby: (a) the Borrower shall nake the proceeds of
the Credit available to MSIF in the formof a grant; (b) MSIF shall be required to

i mpl ement the Project in accordance with the OM and the provisions of this Credit
Agreenent; and (c) MSIF shall be required as part of its responsibility for Project

i mpl ementation: (i) to prepare and furnish to the Association, by March 31 in each
year, for its review and concurrence, an annual work programfor the Project; (ii) to
mai ntain the Project financial records and accounts and to arrange for the audit
thereof; (iii) to prepare applications for withdrawal of the proceeds of the Credit;
(iv) to assist the Inplenmenting Agencies in the preparation of bidding and contract
docunents for activities to be financed under the Framework Agreement and to ensure
that goods, works and services are procured in accordance with the provisions of
Schedule 3 to this Agreenment; (v) to supervise the inplenentation of the Project,

i ncl udi ng supervising the progress of each Mcroproject; and (vi) to prepare and
furnish to the Borrower and the Association, starting in June 1999, seni-annua
reports on the progress of Project inplenentation

2. The Borrower shall ensure the inclusion in the OMat all tinmes, of provisions
satisfactory to the Association, governing MSIF' s activities under the Project,
concerning inter alia: (a) eligibility criteria for Beneficiaries and |nplenenting
Agenci es; (b) the principles and procedures to be followed for the pronotion

apprai sal, approval and supervision of Mcroprojects; (c) the terms and conditions to
be included in the Franmework Agreenments; (d) the indicators to be utilized by MSIF in
nonitoring the progress of the Project; and (e) the financial managenment systemto be
adopted by MSIF to control the use of funds made available to it for purposes of the
Proj ect .

3. The Borrower shall cause MSIF to ensure participation by Beneficiaries, in
accordance with the principles set forth in the OM in the preparation of the
M cr oproj ect s.

4, The Borrower shall cause MBIF to maintain the PMJ until conpletion of the
Project, with conposition and ternms of reference satisfactory to the Association

5. The Borrower shall naintain the National Board until conpletion of the Project



with conposition and terns of reference satisfactory to the Association.

6. The Borrower shall take all neasures necessary to ensure conpletion of the MS
user’s manual , satisfactory to the Association, by My 1, 2000.

Part B: Fundi ng of M croprojects

1. For purposes of Part A of the Project, the Borrower shall cause MSIF to approve

M croprojects for financing fromthe proceeds of the Credit on the basis of an order
of priority established in accordance with the criteria and procedures set forth in
the OM

2. The Borrower shall cause MSIF to provide financing for approved M croprojects on
the basis of a Framework Agreenent, to be entered into between MSIF and an

| npl emrenti ng Agency on behal f of a Beneficiary (or Beneficiaries). Each Framework
Agreement shall include, inter alia:

(a) a description of the Mcroproject, together with an estimate of the cost
t her eof ;

(b) the inplementation schedule for the M croproject;

(c) the degree to which cost sharing, in accordance with the principles set

forth in the OM shall be required to be made by the Beneficiary with respect to the
financing of the Mcroproject for the inplenentation of which assistance is provided
to such Beneficiary under the Franework Agreenent;

(d) the obligation of the Inplenmenting Agency to procure goods, works and
services to be financed under the Framework Agreenent in accordance with the
procedures set forth in the OM

(e) the obligation of the Inplenenting Agency to report to MSIF on the
progress of Mcroproject inplenmentation and to enable representatives of MSIF and of
the Association, if the Association shall so request, to visit the facilities,
construction sites or other activities to be financed under the Framework Agreenent;
and

(f) the obligation of the Inplenmenting Agency to maintain records and
accounts for expenditures incurred under the M croproject and financed fromthe
proceeds of the Credit made available to the Inplenenting Agency under the FrameworKk
Agreenent and to submit to MSIF at regular intervals statenents with respect to such
records and accounts.

3. The Borrower shall cause MBIF to: (a) obtain the Association’s prior approval of
the first three Franmework Agreenments proposed by it in each of the Mcroprojects
categories of infrastructure, non-infrastructure, and Mcroprojects targeted to
strengt hening children’s social devel opment and de-institutionalization; and (b)
include in the progress reports referred to in paragraph A1 (c)(vi) above, based on
externally contracted annual reviews of sanple of conpleted Mcroprojects, information
and anal ysi s adequate to support the conclusion that the selection of Mcroprojects,
Beneficiaries, and Inplenmenting Agencies and the determi nation of the terms and
conditions of Framework Agreements are all made in accordance with the principles set
forth in the OM

Part C Oper ation and Mai ntenance of M croprojects

The Borrower shall cause MSIF to: (a) prepare and furnish to the Association for
its review and concurrence a draft contract (Performance Contract) for operation and
mai nt enance of facilities included in selected Mcroprojects, to be concluded with
Beneficiary Associations of such Mcroprojects upon the conpletion thereof, which
shal | describe inter alia, the requirenment for sustainability of the benefits accruing
for the M croproject;

(b) after taking into account the Association’s comments thereon finalize the
content of said Performance Contract and conclude it on a pilot basis, with such
Beneficiary Associations as the Association and the MSIF shall agree; and



(c) include in the progress report referred to in Part A 1 (c)(vi) above
i nformati on concerning inplenentati on of Performance Contracts

Part D Moni toring and Eval uati on(
1. The Borrower shall cause MSIF to
(a) enpl oy, in accordance with the provisions of Section Il of Schedule 3 to

this Agreenent, consultants with qualifications, experience and terns of reference
satisfactory to the Association, to carry out annual technical audits of selected
M croprojects, the first such audit to be carried out by Cctober 1, 2000; and

(b) submt the results of said audits upon conpletion thereon to the
Association for its review and conment.
2. The Borrower shall

(a) mai ntai n policies and procedures adequate to enable it to nonitor and

eval uate on an ongoi ng basis, in accordance with indicators satisfactory to the
Associ ation, the carrying out of the Project and the achi evenent of the objectives
t her eof ;

(b) prepare, under terns of reference satisfactory to the Association, and
furnish to the Association, on or about Decenber 31, 2001, a report integrating the
results of the nonitoring and evaluation activities perforned pursuant to paragraph
(a) of this Section, on the progress achieved in the carrying out of the Project
during the period preceding the date of said report and setting out the measures
recomended to ensure the efficient carrying out of the Project and the achi evement of
the objectives thereof during the period followi ng such date; and

(c) review with the Association, by March 31, 2002, or such later date as the
Associ ation shall request, the report referred to in paragraph (b) of this Section
and, thereafter, take all neasures required to ensure the efficient conpletion of the
Proj ect and the achi evenment of the objectives thereof, based on the conclusions and
recomrendati ons of the said report and the Association's views on the natter.



