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AGREEMENT, dated April 8, 1998, between REPUBLI C OF THE PHI LI PPI NES (the
Borrower) and | NTERNATI ONAL BANK FOR RECONSTRUCTI ON AND DEVELOPMENT ('t he Bank) .

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

(B) the Borrower intends to contract fromthe Asian Devel opment Bank ( ADB)
two | oans (collectively, the ADB Loans) in an anount of fifteen mllion seven hundred
t housand dol | ars ($15, 700,000) and in an anmpbunt equivalent to six mllion four hundred
ei ghty-seven t housand Special Drawi ng Rights (SDR 6,487,000), respectively, to assist
in the financing of the Project, on the terns and conditions set forth in two
agreenents (respectively, the Ordinary Operations Loan Agreement and the Speci al
Qper ations Loan Agreenent, and collectively, the ADB Loan agreenent), Agreenents) to be
entered into between the Borrower and ADB;

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

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

Section 1.01. The "CGeneral Conditions Applicable to Loan and Guarantee



Agreenents for Single Currency Loans" of the Bank, dated May 30, 1995 (as anended
t hrough Decenber 2, 1997) (the Ceneral Conditions), constitute an integral part of
thi s Agreenent.

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
nmeani ngs wherever used in this Agreenent:

(a) "Bangko Sentral ng Pilipinas" neans the Central Bank of the Republic of
the Philippines, an agency of the Borrower, and any successor thereto;

(b) "Category" nmeans a category of itens set forth in the table in paragraph
1 of Schedule 1 to this Agreenent;

(c) "CWC' neans the Council for the Welfare of Children, an agency of the
Borrower attached to DSWD, responsi ble for overseeing all prograns, policies and
i ssues concerning children, and any successor thereto;

(d) "DECS" means the Departnment of Education, Culture and Sports, an agency
of the Borrower, and any successor thereto;

(e) "DOF" means the Department of Finance, an agency of the Borrower and any
successor thereto;

(f) "DOH' means the Department of Health, an agency of the Borrower, and any
successor thereto;

g "DSWD' neans the Departnent of Social Wl fare and Devel opment, an agency
of the Borrower, and any successor thereto;

(h) "I EC' nmeans information, education and communication

(i) "LAJ' neans a | ocal government unit, a political subdivision of the
Borrower, at the nunicipal or city or provincial |evel;

"LGQU Sub-project"” neans a specific investnent sub-project approved for
financing under Part A 2 of the Project in accordance with the criteria and procedures
set forth in the LGU Support Facility Operations;

(k) "LCGU Financing Facility" means the facility to be established by the
Borrower under Part A. 2 of the Project, pursuant to the provisions of Section 3.01 (c)
of paragraph B.1 of Schedule 5 to this Agreenent;

(1) "LQU Financing Facility Manual of Operations" nmeans the nmanual LGU
Fi nancing Facility Manual of Operations, referred to in paragraph B.12 of Schedule 5
to this Agreement, as the same may be amended fromtinme to tine with the prior
concurrence of the Bank;

(m "MDF" neans the Municipal Devel opnment Fund established under Presidentia
Decree No. 1914 dated March 29, 1984, administered by DOF through the Bureau of Loca
CGovernnent Finance to make financial resources available to LGUs for duly approved
specific projects or activities, and any successor thereto;

(n) "PMO' neans project nanagenent office, at the national, regional or
provincial level, as the case may be, referred to in paragraphs A 4, A5 and A 6 of
Schedule 5 to this Agreement, responsible for the supervision and nonitoring of
project inmplenentation at the respective |evel

(o) "Proj ect Regions" neans Regions VI, VIl and XI| in the Philippines, and
"Project Region" neans one of the Project Regions;

(p) "Project Province" neans a province within any of the Project Regions,



and "Project Provinces" neans nore than one such province;

(q) "Project Steering Conmittee" nmeans the inter-agency conmmittee referred to
in paragraph A 1 of Schedule 5 to this Agreenent;

(r) "Speci al Account" neans the account referred to in Section 2.02 (b) of
this Agreenent; and

(s) "Sub-project” nmeans a specific investnent project approved for financing
under Part A 2 of the Project in accordance with the criteria and procedures set forth
in the L&QU Financing Facility Manual of Operations;

(t) " Sub- proj ect Assistance Agreenment" means the agreenment referred to in
paragraph B. 3.4 of Schedule 5 to this Agreenment between the Borrower through the
national PMO and an LGU, for the inplenentation of the LGU Sub-project, and " !
means any of a Sub-project; and "Sub-project Assistance Agreements" means nore than
one such agreenent; and

(u) "Ten-year National Early Chil dhood Devel opnent Progrant neans the program
of national investnents to pronote early chil dhood devel opnent, adopted by the
Borrower in May 1996, and referred to in Section 3.044.02 of this Agreenent.

ARTI CLE |
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 anount equal to nineteen
mllion dollars ($19, 000, 000).

Section 2.02. (a) The anpunt of the Loan nmay be wi thdrawn fromthe Loan Account
in accordance with the provisions of Schedule 1 to this Agreenment for expenditures
made (or, if the Bank shall so agree, to be made) in respect of the reasonabl e cost of
goods and services required for the Project described in Schedule 2 to this Agreenent
and to be financed out of the proceeds of the Loan

(b) The Borrower may, for the purposes of the Project, open and maintain in
dol l ars a special deposit account in a commercial bank specifically authorized for
this purpose by the Bangko Sentral ng Pilipinas, on terns and conditions satisfactory
to the Bank, including appropriate protection against set-off, seizure and attachment.
Deposits into, and paynents out of, the Special Account shall be namde in accordance
with the provisions of Schedule 6 to this Agreenent.

Section 2.03. The Cosing Date shall be Decenber 31, 2004 or such |ater date as
the Bank shall establish. The Bank shall pronptly notify the Borrower of such |ater
date.

Section 2.04. The Borrower shall pay to the Bank a conmitment charge at the rate
of three-fourths of one percent (3/4 of 1% per annumon the principal anmount of the
Loan not withdrawn fromtinme to time.

Section 2.05. (a) The Borrower shall pay interest on the principal anmount of the
Loan withdrawn and outstanding fromtime to time, at a rate for each Interest Period
equal to LIBOR Base Rate plus LIBOR Total Spread

(b) For the purposes of this Section

(i) "I nterest Period" neans the initial period fromand including the
date of this Agreenent to, but excluding, the first Interest

Paynent Date occurring thereafter, and after the initial period,

each period fromand including an Interest Payment Date to, but
excluding the next follow ng Interest Paynent Date.

(ii) "Interest Paynent Date" neans any date specified in Section 2.06



of this Agreenent

(iii) "LIBOR Base Rate" neans, for each Interest Period, the London
interbank offered rate for six-nonth deposits in dollars for val ue
the first day of such Interest Period (or, in the case of the
initial Interest Period, for value the Interest Paynent Date
occurring on or next preceding the first day of such |nterest
Period), as reasonably determ ned by the Bank and expressed as a
per cent age per annum

(iv) "LI BOR Total Spread" means, for each Interest Period: (A) one half
of one percent (1/2 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
si x-nmonth deposits, in respect of the Bank's outstanding
borrow ngs or portions thereof allocated by the Bank to fund
single currency |loans or portions thereof nmade by it that include

the Loan; as reasonably determi ned by the Bank and expressed as a

per cent age per annum

(c) The Bank shall notify the Borrower of LIBOR Base Rate and LIBOR Tota
Spread for each Interest Period, pronptly upon the determ nation thereof.

(d) Whenever, in light of changes in market practice affecting the
determi nation of the interest rates referred to in this Section 2.05, 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 nay nodify the basis for determ ning the interest
rates applicable to the Loan upon not |less than six (6) nonths’ notice to the Borrower
of the new basis. The basis shall becone effective on the expiry of the notice period
unl ess the Borrower notifies the Bank during said period of its objection thereto, in
whi ch case said nodification shall not apply to the Loan

Section 2.06. Interest and other charges shall be payabl e June 15 and Decenber
15 in each year.

Section 2.07. The Borrower shall repay the principal anmount of the Loan in
accordance with the anortization schedule set forth in Schedule 3 to this Agreenent.

ARTI CLE | 1]
Execution of the Project

Section 3.01. (a) The Borrower declares its commitnent to the objectives of the
Project as set forth in Schedule 2 to this Agreement, and, to this end, shall carry
out Parts A1 (a), (b), and (c) of the Project through DOH Part A 1 (e) of the
Proj ect through DECS, and Parts A1 (d), A 2, B and C of the Project through DSWD
respectively, with due diligence and efficiency and in confornmity with appropriate
adm ni strative, public health, education, managenent and financial 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 Bank shall otherw se agree, the Borrower shal
carry out the Project in accordance with the Inplenentation Programset forth in
Schedule 5 to this Agreenent.

(c) The Borrower shall, in respect of Part A 2 of the Project, make avail able
to eligible LGUs a portion of the proceeds of the Loan allocated fromtine to tine to
Categories (1), 2(2) (b), 3(3) (b) and 4(4) (b), under terms and conditions
satisfactory to the Bank. To that end, the Borrower shall establish an LGU Support
Facility to make such funds available to eligible L@GJs through an LGJU Fi nanci ng
Facility established under MDF pursuant to a menorandum of agreenent to such effect
bet ween DSWD and DOF, satisfactory to the Bank

Section 3.02. Except as the Bank shall otherw se agree, procurenent of the



goods, works and consultants’ services required for the Project and to be financed out
of the proceeds of the Loan shall be governed by the provisions of Schedule 4 to this
Agr eenent .

Section 3.03. For the purposes of Section 9.08 of the General Conditions and
without limtation thereto, the Borrower shall

(a) prepare, on the basis of guidelines acceptable to the Bank, and furnish
to the Bank not later than six (6) nonths after the Closing Date or such |later date as
may be agreed for this purpose between the Borrower and the Bank, a plan designed to
ensure the continued achi evenment of the Project objectives; and

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

ARTI CLE 1V
Fi nanci al and O her Covenants

Section 4.01. (a) The Borrower shall maintain a financial nmanagenent system
i ncluding records and accounts, and prepare financial statements in a format
acceptable to the Bank, adequate to reflect the operations, resources and expenditures
for and in connection with the carrying out of the Project.

(b) The Borrower shall:

(i) have the records, accounts and financial statenents referred to in
paragraph (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 Bank consistently applied, by
i ndependent auditors acceptable to the Bank;

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

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

(c) For all expenditures with respect to which withdrawals fromthe Loan
Account were nade on the basis of statements of expenditure, the Borrower shall

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

(i) retain, 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, all records (contracts, orders
i nvoi ces, bills, receipts and other docunents) evidencing such
expendi tures;

(iii) enable the Bank’s representatives to exanine such records; and

(iv) ensure that such records and accounts are included in the annua
audit referred to in paragraph (b) of this Section and that the
report of such audit contains a separate opinion by said auditors

as to whether the statenents 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
rel ated w t hdrawal s.

Section 4.02. The Borrower shall consult with the Bank in respect of any
proposal to nodify its Ten-Year National Early Chil dhood Devel opnent Program

ARTI CLE V
Renedi es of the Bank

Section 5.01. Pursuant to Section 6.02 (p) of the General Conditions, the
followi ng additional events are specified, nanely that:

(a) Subj ect to paragraph (b) of this Section:

(i) the right of the Borrower to withdraw the proceeds of either of
the ADB Loans made to the Borrower for the financing of the
Proj ect shall have been suspended, canceled or term nated in whole
or in part, pursuant to the terns of the agreenment providing
therefor; or

(i) either of the ADB Loans shall have beconme due and payable prior to
the agreed maturity thereof.

(b) Paragraph (a) of this Section shall not apply if the Borrower establishes
to the satisfaction of the Bank that:

(i) such suspension, cancellation, termnation or prematuring is not
caused by the failure of the Borrower to performany of its
obligati ons under such agreenent; and

(ii) adequate funds for the Project are available to the Borrower from
ot her sources on terns and conditions consistent with the
obligations of the Borrower under this Agreemnent.

Section 5.02. Pursuant to Section 7.01 (k) of the General Conditions, the
following additional event is specified, nanely that the event specified in paragraph
(a) (ii) of Section 5.01 of this Agreenent shall occur, subject to the proviso of
paragraph (b) of that Section.

ARTI CLE VI
Ef fective Date; Term nation

Section 6.01. The foll owing 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 Borrower has established: (i) the Project Steering Committee in
accordance with the provisions of paragraph A .1 of Schedule 5 to this Agreenent; (ii)
the national Project Management OFfice within DSWD and desi gnated the national Project
Director and the national Project Coordinator thereof, in accordance with the
provi sions of paragraph A 4 of said Schedule 5; and (iii) in each Project Region, the
regional Project Managenent Ofice within the Regional DSW O fice and designated the
regi onal Project Coordinator thereof, in each Project Region, in accordance with the
provi sions of paragraph A .5 of Schedule 5 to this Agreenent;

(b) DSWD and DOF have executed the nenorandum of agreenent referred to in
Section 3.01 (c) hereof, acceptable to the Banka menorandum of agreenent in accordance
with the provisions of Section 3.01 (c) of this Agreenent;

(c) DSWD has adopted and put into effect the LGU Financing Facility Manual of
Operations, acceptable to the Bank, in accordance with the provisions of paragraph B.2



of Schedule 5 to this Agreenent;

(d) The municipal or city councils of at least five LBUs have passed
resol utions satisfactory to the Bank, to authorize the respective LGUs to undertake
Sub- proj ects under Part A 2 of the Project; and

(e) The ADB Loan Agreenents have been executed and delivered and all
conditions precedent to the effectiveness of said agreenents or to the right of the
Borrower to nmake withdrawal s thereunder except only the effectiveness of the Loan
Agreement, have been fulfilled.

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 Secretary 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:

Depart nent of Finance
Departnment of Finance Buil ding
Roxas Boul evard

Mani | a

Republ i c of the Philippines

Tel ex:
40268 CB- CONF
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
representatives, have caused this Agreenent to be signed in their respective nanes in
the District of Colunmbia, United States of Anerica, as of the day and year first above
witten.

REPUBLI C OF THE PHI LI PPI NES

By /s/ Sal vador Enriquez
Aut hori zed Representative



| NTERNATI ONAL BANK FCR
RECONSTRUCTI ON AND DEVELOPMENT

By /s/ Vinay Bhargava
Acting Regional Vice President
East Asia and Pacific

SCHEDULE 1
W thdrawal of the Proceeds of the Loan

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 Loan to each Category and
the percentage of expenditures for itenms so to be financed in each Category:

Amount of the

Loan All ocated % of
(Expressed inExpenditures
Cat egory Dol | ars) to be Financed

(1) Wor ks under
Part A 2 of the
Pr oj ect

(2) Goods
and food suppl enments:

100% of | ocal
(a) mcronutrients under

Part A. 1 of the Project

(b) food supplenments under

Part A.2 of the Project

(3) O her Goods:

(a) under Parts A1, B
and C of the Project

(b) under Part A 2 of
the Project

(4) Consul tants’ services
and training

(a) under Parts A1, B
and C of the Project

(b) under Part A 2
of the Project

(4) | EC activitie

TOTAL

1,400, 000 80%

100% of foreign
expendi t ures

2, 800, 000

1, 800, 000 expendi tures
(ex-factory cost)
and 80% of
600, 000 | ocal expenditures
for other itenms procured
| ocally
100% of foreign
expendi tures
3, 200, 000 100% of | oca
expendi tures
(ex-factory cost) and
2, 600, 000 80% of | oca
expendi tures for
other itens procured
| ocally
100%
5, 500, 000
1, 100, 000 100%
19, 000, 000

2. For the purposes of this Schedul e:



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

(c) the term"IEC activities" neans neans production and distribution of
i nformati on, education and conmmuni cation activities under [Part B of] the Project, to
pronote know edge of early child devel opnment services and their delivery, optinum
behavior related to early child devel opnent, and advocacy for increased LGU i nvest nent
in the delivery of such servicmaterials, including carrying out |EC canpaigns,
neeti ngs, workshops and other activities.

3. Not wi t hst andi ng the provisions of paragraph 1 above, no withdrawal s shall be
made in respect of paynents nade for expenditures prior to the date of this Agreenent,
except that withdrawals, in an aggregate anpbunt not to exceed $500, 000 equi val ent, may
be nade in respect of Categories (3) (a), (4) (a) and (5) of the table in paragraph 1
of this Schedul e on account of paynents made for expenditures before that date but
after January 1, 1998

4, The Bank may require withdrawals fromthe Loan Account to be nmade on the basis
of statements of expenditure for expenditures for:

(a) goods under contracts costing |l ess than $1, 000, 000$1, 000, 000 equi val ent
each;

(b) wor ks;

(c consul tants’ services under contracts with firms or individuals costing
| ess than $100, 000 equi val ent and $50, 000 equi val ent each, respectively;

(d) training; and
(e) | EC,

all under such terns and conditions as the Bank shall specify by notice to the
Bor r ower .

SCHEDULE 2
Description of the Project

The objective of the Project is to support the Borrower’s Ten-year Nationa
Early Chilassist the Borrower in inplementing its Ten-Year National Early Chil dhood
Devel opnent Programin Regions VI, VII and Xi| of the Philippines (the Project
Regi ons), in order to ensure the survival and pronote the physical and menta
devel opnent of young children in the nost vul nerable and di sadvant aged segnments of the
popul ation in such Project Regions.

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

Part A Early Chil dhood Devel opnent Services Delivery

1. Support for the delivery of the follow ng prograns in the Project
Regi onsl npl emrent ati on of prograns to inprove the delivery of services for early
chil dhood devel opment in the Project Regions, consisting of:

(a) Expanded Program of |an expanded program of inmmunization, through the
provi sion of equi pment and training;



(b) Program of |ntegrated Managenent of Child la program of integrated
managenent of chil dhood illness, through the provision of equipnment, training and
training materials

(c) Program of Mcronutrient Malnutrition Ca program of mcronutrient
mal nutrition prevention and control, through the provision of mcronutrient
suppl ements, and techni cal assistanceconsultants’ services for the preparation of
i nformati on, education and conmmuni cation materials and activities to pronmote food
fortification;

(d) Program of Parent Effectiveness Service, through the preparation and
provi sa program of parent effectiveness service, through the provision of consultants’
services and materials for the preparation, production and distribution of parent
traini ng nanual s; and

(e) Program of Grade 1 Early Child Experience/ Early Child Devel opnment,
t hrough the provision of technical assistancea programto introduce an enriched G ade
1 curriculumthrough the devel opnent of training and teaching materials, and provision
of in-service training for teachers and provision of, and m cronutrient supplenents
and nedicines for G ade 1 entrants.

2. I nprovenment ofenent in the provision of early child devel opment services the
delivery of services for early childhood devel opnent in selected municipalities and
cities through the financing of specific investment Sub-projects of selected LGUs,
including (a) the provision of training forspecific investment projects undertaken by
L&Js, including (a) the training of health workers and child care and early education
wor kers; (b) the construction, upgrading and repair of facilities; and (c) the

provi sion of equi pment, drugs, food supplenents, teaching materials and information,
education and conmuni cati on materi al s.

Part B: Institutional Devel opnent

Support of LGUs in the inplenmentation of their respective Sub-projects as
fol | owsDevel opment of LGU i npl enentation capacity and support for the inplenentation
of Sub-projects by:

1. Carrying out of a program of advocacy for increased LGU investment in early
chi |l dhood devel opment services, addressed to LGJs and LGU | eaders; pronotion of
correct delivery of early chi I dhood devel opnment services by service providers and
communi ties; and pronotion of optinum behavior related to early chil dhood devel opnent
in famlies and service providers, through the devel opnent of |EC materials and
strategi es, the conduct of IEC activities and eval uation of such materials and
activities, and the provision of consultants’ services.

2. Strengt hening of the capacity of selected LGUs to plan, design, nonitor and
eval uate their investment Sub-projects for the purposes of developing and inproving
their delivery of early child devel opnent services, through the provision of technica
assi stanceSub- proj ects, through the provision of consul t ant s’ servi ces, equiprment and
training.

3. Support of training in the integrated early child devel opnent system and
services, through the provision of technical assistance forDevel oping and carrying
out programs of training in integrated early childhood devel opnent system and services
for service providers, nanagers and trainers, including the devel opnent of courses
curricula and conpetency standards, and the establishnment of a national early
chi |l dhood devel opnment training accreditation system and the provision of teaching and
reference materials and of, through the provision of consultants’ services, teaching
and reference materials, and training.

4, Strengt hening of the capacity of all |evels of government to nanage and operate
effective early child devel opment services, and of Devel opi ng the capacity of
comunities and fanilies to participate in the planning and inplenentation of such
services, through the provision of technical assistance, training, equipnment and
upgrading of facilities to enhanceearly chil dhood devel opnent services, enhancenment of
the capacity of CWC to devel op policy and provide program coordi nati on and oversi ght,
and to supportstrengthening of the managenent structure for the Ten-year Nationa
Early Chil dhood Devel opnent Program and the Project managenent functions, through the



provi sion of consultants’ services, training, equipnent and upgrading of facilities.
Part C. Research and Devel opnent

Support of research and devel opnent activities to enhanceEnhancenment of the
ef fectiveness of the Ten-year National Early Chil dhood Devel opnent Program and the
Project as follows, through the carrying out of research and devel opnent prograns,
consi sting of:

1. Piloting of new interventions and service delivery nechanisns prior to their
application on a Project-wi de basis including, inter alia, piloting of new prograns
for protein energy malnutrition and for upgraded parent effectiveness services; and
piloting of the guidelines for the preparation, evaluation, selection and nonitoring
of the investnent Sub-Sub-projects.

projects of eligible LGUs.

2. Research and testing of new approaches to the design, technical content and
provi sion of early chil dhood devel opnent services

3. Undertaki ng of studies and surveys to evaluate the effectiveness and inpact of
early chil dhood devel opnent interventions.

* ok
The Project is expected to be conpleted by June 30, 2004
SCHEDULE 3
Anmortization Schedul e

Payment of Principa

Dat e Paynent Due (expressed in Dollars)*

Decenber 15, 2003 400, 000
June 15, 2004 410, 000
Decenber 15, 2004 425, 000
June 15, 2005 435, 000
Decenber 15, 2005 450, 000
June 15, 2006 465, 000
Decenber 15, 2006 475, 000
June 15, 2007 490, 000
Decenber 15, 2007 505, 000
June 15, 2008 520, 000
Decenber 15, 2008 535, 000
June 15, 2009 555, 000
Decenber 15, 2009 570, 000
June 15, 2010 585, 000
Decenber 15, 2010 605, 000
June 15, 2011 620, 000
Decenber 15, 2011 640, 000
June 15, 2012 660, 000
Decenber 15, 2012 680, 000
June 15, 2013 700, 000
Decenber 15, 2013 720, 000
June 15, 2014 745, 000
Decenber 15, 2014 765, 000
June 15, 2015 790, 000
Decenber 15, 2015 810, 000
June 15, 2016 835, 000
Decenber 15, 2016 860, 000
June 15, 2017 885, 000
Decenber 15, 2017 915, 000
June 15, 2018 950, 000




* The figures in this colum represent the anount in dollars to be repaid,
except as provided in Section 4.04 (d) of the General Conditions.

SCHEDULE 4
Pr ocur enent
Section |. Procurenent of Goods and Works
Part A Gener a

Goods and works shall be procured in accordance with the provisions of Section
of the "CQuidelines for Procurenent under |IBRD Loans and | DA Credits" published by the
Bank in January 1995 and revised in January and August 1996 and in Septenber 1997 (the
Gui delines) and the followi ng provisions of Section | of this Schedule.

Part B: I nternational Conpetitive Bidding
1. Except as otherwi se provided in Part C of this Section, goods shall be procured
under contracts awarded in accordance with the provisions of Section Il of the

Cui del i nes and paragraph 5 of Appendix 1 thereto.

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

(a) Groupi ng of contracts

To the extent practicable, contracts shall be grouped in bid packages esti mated
to cost $200, 000 equival ent or nore each

(b) Preference for donestically manufactured goods

The provisions of paragraphs 2.54 and 2.55 of the Quidelines and Appendi x 2
thereto shall apply to goods manufactured in the territory of the Borrower.

Part C O her Procurenent Procedures
1. Nat i onal Conpetitive Bidding
Except as provided under paragraphs 2, 3 and 4 of this Part C (a)(a) Except

as provi ded under paragraph 2 of this Part C goods estinmated to cost $50, 000

equi val ent or nore but not exceeding $ 200,000 equival ent per contract, up to an
aggregate anount not to exceed $3, 000, 000 equivalent, may be procured under contracts
amgrded in accordance with the provisions of paragraphs 3.3 and 3.4 of the CGuidelines;
an

(b) Except as provided under paragraphs 3 and 4 of this Part C, works
shal | my be procured under contracts awarded in accordance with the provisions of
par agraphs 3.3 and 3.4 of the Cuidelines

2. Nat i onal Shoppi ng

Goods estimated to cost |ess than $50, 000 equi val ent per contract, up to an
aggregate anount not to exceed $2, 600,000 equival ent, may be procured under contracts
awar ded on the basis of national shopping procedures in accordance with the provisions
of paragraphs 3.5 and 3.6 of the Cuidelines.

3. Procurenment of Small Wrks

Works estimated to cost |ess than $50,000 equi val ent per contract, up to an
aggregate anmpbunt not to exceed $300, 000 equival ent, may be procured under | unp-sum
fixed-price contracts awarded on the basis of quotations obtained fromthree (3)



qualified donestic contractors in response to a witten invitation. The invitation
shal | include a detailed description of the works, including basic specifications, the
requi red conpletion date, a basic formof agreenment acceptable to the Bank, and

rel evant draw ngs, where applicable. The award shall be nade to the contractor who
offers the lowest price quotation for the required work, and who has the experience
and resources to conplete the contract successfully.

4. Force Account

Wor ks under Part A 2 of the Project which neet the requirenents of paragraph 3.8
of the Guidelines, and costing $200, 000 equivalent or less in the aggregate, may, wth
the Bank’s prior agreement, be carried out by force account in accordance with the
provi sions of said paragraph of the Guidelines.

Part D Revi ew by the Bank of Procurenent Decisions
1. Procurenent 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
Bank for its review and approval, in accordance with the provisions of paragraph 1 of
Appendi x 1 to the Quidelines. Procurenent of all goods and works shall be undertaken
in accordance with such procurenent plan as shall have been approved by the Bank, and
with the provisions of said paragraph 1.

2. Prior Review

The Procedures set forth in paragraphs 2 and 3 of Appendix 1 to the Cuidelines
shal | apply to

(a) each contract for goods estimated to cost the equival ent of $1,000, 000 or
nore; and
(b) each year, irrespective of the estimted amunt thereof, (i) the first

two contracts for goods, and (ii) the first two contracts for works; provided that in
respect of those contracts set forth in clauses (i) and (ii) of this sub-paragraph (b)
whi ch cost | ess than $50, 000 equi val ent each, the follow ng procedures shall apply:
(A) prior to the selection of any supplier under shopping procedures or the execution
of any contract for small works, the Borrower shall provide to the Bank a report on
the conparison and eval uation of quotations received; (B) prior to the execution of
any contract procured under shopping procedures or for small works, the Borrower shall
provide to the Bank a copy of the specifications and the draft contract; and (C) the
pLoFquref set forth in paragraphs 2 (f), 2 (g) and 3 of Appendix 1 to the Cuidelines
shal | 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 Genera

Consul tants’ services shall be procured in accordance with the provisions of the
Introduction and Section IV of the "CGuidelines: Selection and Enpl oynment of
Consul tants by World Bank Borrowers" published by the Bank in January 1997 and revi sed
in Septenber 1997 (the Consultant Cuidelines) and the follow ng provisions of Section
Il of this Schedul e.

Part B: Quality- and Cost-based Sel ection

1. Except as otherwise provided in Part C of this Section, consultants’ services
shal | be procured under contracts awarded in accordance with the provisions of Section



Il of the Consultant Cuidelines, paragraph 3 of Appendix 1 thereto, Appendix 2
thereto, and the provisions of paragraphs 3.13 through 3.18 thereof applicable to
qual ity- and cost-based sel ection of consultants

2. The follow ng provisions shall apply to consultants’ services to be procured
under contracts awarded in accordance with the provisions of the preceding paragraph
The short list of consultants for services under the Project, estimated to cost |ess
t han $200, 000 equi val ent per contract, may conprise entirely national consultants in
accordance with the provisions of paragraph 2.7 of the Consultant Guidelines.

Part C O her Procedures for the Selection of Consultants
1. I ndi vi dual Consultants

Services for tasks that nmeet the requirenents set forth in paragraph 5.01 of the
Consul tant Cui delines shall be procured under contracts awarded to individua
consultants in accordance with the provisions of paragraphs 5.1 through 5.3 of the
Consul tant Cui del i nes.

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

2. Prior Review

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

(b) Wth respect to each contract for the enpl oynent of consulting firns
estimated to cost the equival ent of $100,000 or nore, but |ess than the equival ent of
$200, 000, the procedures set forth in paragraphs 1, 2 (other than the second
subpar agraph of paragraph 2(a)) and 5 of Appendix 1 to the Consul tant QGuidelines shal

apply.

(c) 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 enploynent of the consultants shall be
furnished to the Bank for its prior review and approval. The contract shall be
awarded only after the said approval shall have been given

3. Post Revi ew

Wth respect to each contract not governed by paragraph 2 of this Part, the
procedures set forth in paragraph 4 of Appendix 1 to the Consultant Guidelines shal

apply.
SCHEDULE 5
I npl ement ati on Program
A Proj ect Managenent and Coordi nation

1. The Borrower shall (a) namintain an inter-agency Project Steering Committee,
chaired by the secretary or the Secretary of DSWD, and conprised of representatives of



DOF, DOH, DECS, NEDA, DILG CWC, the National Nutrition Council, the League of
Governors, the League of Municipalities and NGOsa duly authorized representative of
DSWD and with a conposition to be agreed to with the Bank, to provide overall guidance
in the inplementation of the Project. T, and (b) ensure that said Project Steering
Conmittee shall neet at |east once every cal endar quarter to review the progress of
the Project.

2. In each of the Project Regions, the Borrower shall, by no later than July 31,
1998, establish and, thereafter, maintain a Regional Early Chil dhood Devel opment Team
to be headed by the DSWD Regional Director, and to include the Regional Directors of
DOH, DECS, NEDA, DILG the regional representatives of the National Nutrition Council,
the Philippines Information Agency, and NGOswith a conposition acceptable to the
Bank, and wth functions, responsibilities and resources satisfactory to the Bank, to
provi de guidance to the regional PMO and nmonitor the inplenentation of the Ten-year
Nati onal Early Chil dhood Devel opnent Program and of the Project in the Region.

3. The Borrower shall cause each Province within the Project Regions to establish,
by no | ater than August 31, 1998 and, thereafter, maintain a Provincial Early

Chi | dhood Devel opment Team wi th functions, responsibilities and resources satisfactory
to the Bank, to provide gui dance and assistance to the provincial PMOin the

i npl erentation of the Project within such Province.

4. The Borrower shall:

(a) The Borrower shall nmaintain a national PMO within DSWD with functions,
responsibilities and resources satisfactory to the Bank criteria of acceptability
shoul d be di scussed at negotiations and recorded in the mnutes, to coordinate,
supervi se and nonitor the inplenentation of the Project; and

(b) by no | ater than August 31, 1998 appoint, in addition to the national
Project Director and national Project Coordinator, key staff acceptable to the Bank.

5. In each Project Region, the Borrower shall:

(a) mai ntain a regional PMO within the Regional DSWD Office, with functions,
responsi bilities and resources satisfactory to the Bank, nanaged and staffed by
per sonnel ; and

(b) by no | ater than August 31, 1998 appoint, in addition to the regional
Project Coordinator, key staff acceptable to the Bank. |ist of such key staff and
their qualifications should be discussed at negotiations and recorded in the mnutes.

6. The Borrower shall through each Province in the Project Regions: (i) establish
by no | ater than August 31, 1998 and, thereafter, maintain a provincial Project
Managenent Office, to be headed by a provincial Early Childhood Devel opnent Action
Oficer; and (ii) provide such provincial PMO w th functions, responsibilities and
resources satisfactory to the Bank, staffed by qualified personnel in adequate nunber
to enable it to coordinate and nonitor the inplenentation of the Project within such
Provi nce.

B. Proj ect |nplenentation

1. The Borrower shall carry out Part A 2 of the Project in accordance w th theby
establ i shing, through MDF, an LGU Financing Facility to nake available to LGJs a
portion of the proceeds of the Loan as grants to finance eligible Sub-projects, under
terms and conditions acceptable to the Bank.

2. The LQ&J Financing Facility shall be adm nistered in accordance w th principles
and procedures set forth in an LGU Financing Facility Manual of Operations
satisfactory to the Bank. The Manual of Operations shall set forth, inter alia: (a)
the criteria and process for the selection of LGUs eligible for financing under Part
A.2 of the Project; (b) the procedures and criteria for the review, appraisal and
approval of LGU Sub-projects; (c) the policy, guidelines and general procedures to
ensure the participation of indigenous peoples in the design and inpl enentation of
Sub- projects, and the inplenentation of the specific early childhood devel opment pl ans



for indigenous peopl e devel oped by LGUs, when applicable; (d) the cost-sharing
arrangenments between the Borrower and the respective LGUs; and (e) the procedures for
nonitoring and reporting of activities under the LGUJ Sub-projects.

3. The Borrower, through the relevant Regional DSW5s O fice, shall4. In respect of
each Sub-project, the Borrower:

(a) shal |, through the national PMO enter into a Sub-project Assistance
Agreenent with the eligible LAQJ, satisfactory to the Bank. Said Sub-project Assistance
Agreement shall specify the obligations of the LGU in accordance with the LGU
Fi nancing Facility Manual of Operations, including but not limted to its obligations
to: (i) inplement its respective Sub-project under Part A 2 of the Project; (ii)

i npl erent the indigenous people early childhood devel opnent strategy devel oped by the
respective provincial PMO through its respective Sub-project; (iii) provide pronptly
as needed funds, facilities, services and other resources required for its respective
Sub- project; and (iv) upon conpletion of its respective Sub-project, allocate adequate
resources to ensure the continuing inplenmentation of the objectives of said

Sub- proj ect;

(b) shall not make avail able the proceeds of the Loan for financing such
Sub-project until the Sub-project Assistance Agreenent referred to in subparagraph (a)
of this paragraph B.4 has been entered into with the eligible L&U

4. The Borrower shall exercise its rights under each Sub-project Assistance
Agreenent entered into pursuant to the provisions of paragraph B.34 of this Schedul e,
in such manner as to protect the interests of the Borrower and the Bank and to
acconpl i sh the purposes of the Loan and, except as the Bank may ot herw se agree, shal
not assign, anend, abrogate or waive such agreenent or any provision thereof.

5. The Borrower, through DOH, shall continue annually to provide and distribute
mcronutrients, including Vitamn A iodized oil capsules and iron tablets and
syrups, 6. The Borrower shall: (a) prepare and, by Novenber 30 of each year starting

in 1998, furnish an annual mcronutrient supplenmentation programto the Bank for its
revi ew and comments; and (b) thereafter, carry out said annual plan through DOH,
taking into consideration the Bank's view thereon

6. The Borrower shall ensure that no weani ng foods shall be used as food

suppl ements in the protein-energy nmalnutrition control programunder Part A 1 (c) of
the Project unless such foods have been submitted to the Bureau of Foods and Drugs of
DOH for quality-assurance testing and been certified as neeting the applicable

Gover nment st andards.

7. (a) In order to ensure the infornmed participation of indigenous peoples in
the devel opnent of Sub-projects under Part A 2 of the Project, the Borrower shall
prior to approving an investnent project for financing as a Sub—project, require that
the LGU proposing said project develop, if applicable, an indigenous people plan in
accordance with the policy, principles and general procedures set forth in the LQU

Fi nancing Facility Manual of Operations and, thereafter, ensure that upon its
approval , said Sub-project shall be inplenented in accordance with such indi genous
peopl e plan as shall have been approved by the Borrower.

(b) In order to strengthen the capabilities of the LGUs in fornulating
i ndi genous peopl e plans, the Borrower shall

(i) t hrough each provincial PMO, by no later than Decenber 31, 1998,
the Borrower shall, Decenber 31, 1998, carry out a baseline survey
of all mmjor groups of indigenous people within such Project



Provi nce, under terns of reference acceptable to the Bank;

(ii) ensure that such baseline survey shall collect quantitative data
on the status, know edge, attitudes, practices and speci al needs
of each such group in respect of early chil dhood devel opnent, its

access to early chil dhood devel opment services, service

utilization, receptivity to the Project and willingness to

participate init;

(iii) ensure that each provincial PMO shall also hold consultations with
each such group;

(iv) by no later than March 31, 1999, on the basis of such baseline
survey findings and in accordance with the policy and procedures
regardi ng | ndi genous Peoples set forth in the Manual of
Operations, through the Provincial Early Childhood Devel opnent
Team and the provincial PMO, develop a provincial indigenous
peopl e early chil dhood devel opnent strategy acceptable to the Bank
which will incorporate distinct strategies for each nmmjor groups
of indi genous people within such Project Province, as may be
necessary; and

(v) thereafter, ensure that said baseline survey findings and
provi nci al indigenous people early chil dhood devel opnent
strategies are applied by the L@Js in their devel opnent of
i ndi genous peopl e plans pursuant to the provisions of subparagraph
(a) of this paragraph B.8.

9. The Borrower shall: (a) by Septenber 30, 1998 fornulate a training programfor
Part B.3 of the Project in accordance with terns of reference acceptable to the Bank
and furnish said training programto the Bank for its review and comments; and (b)
thereafter, carry out said programtaking into consideration the Bank’s view on the
matter.

10. The Borrower shall, by no later than Septenber 30, 1998, put into effect its
Fi nancial Information System for Foreign-Assisted Projects

11. The Borrower shall, by no later than July 31, 1998

(a) under terms of reference acceptable to the Bank: (i) conplete the design
for the National Nutrition Survey to be carried out in 1998; and (ii) fornulate the
eval uation protocol for the pilot prograns for protein energy malnutrition and for
parent effectiveness services under Part C. 1 of the Project; and

(b) provi de said design and eval uation protocol to the Bank for its review
and conment and, thereafter, put theminto effect in carrying out the National
Nutrition Survey and in evaluating Part C. 1 of the Project, taking into consideration
t he Banks’ view thereon.

12. The Borrower shall: (i) carry out the studies and surveys under Part C. 3 of the
Project in accordance with terns of reference acceptable to the Bank; and (ii) provide
the Bank for its review and conments the results and recomendati ons of such studies
and surveys

C. Monitoring and Reporting



1. In respect of Part C. 1 of the Project, the Borrower shall: (i) closely nonitor
the piloting of new early chil dhood developnent interventions and service delivery
systens; and (ii) by Decenber 31, 1999 prepare under terns of reference acceptable to
the Bank and provide to the Bank for its review and conment an eval uation of each such
pilot intervention

2. The Borrower shall: (i) by Decenber 31, 1998 carry out a baseline survey in
respect of early chil dhood devel opnment and the quality and |l evel of related services
in the Project Regions, under ternms of reference acceptable to the Bank; (ii) by June
30, 1999, review with the Bank the findings of such survey with the viewto, as the
case may be, to confirmor nodify, as the case may beconfirmthe key performance

i ndi cators, baseline values and targets acceptable to the Bank or to nodify such

i ndi cators, baseline values and targets in a manner satisfactory to the Bank; and
(iii) by June 30, 2004 carry out a repeat survey under terns of reference acceptable
to the Bank for the purpose of evaluating the achievenents and inpact of the Project.

3. 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 and targets acceptable to
the Bank the carrying out of the Project and the achievenent of the objectives
t her eof ;

(b) prepare, under terns of reference satisfactory to the Bank, and furnish
to the Bank, on or about January 31 and July 31 of each year, commencing in July 1998
a report integrating the results of the nonitoring and eval uation activities performed
pursuant to subparagrah (a) of this paragraph C 3, on the progress achieved in the
carrying out of the Project during the preceding semester, and setting out neasures
recommended to ensure the efficient carrying out of the Project and the achi evenent of
the objectives thereof during the period followi ng such dates

(c) on or about Septenmber 30, 2000, carry out a nmd-termreview under terns
of reference acceptable to the Bank, of the progress achieved in the carrying out of
the Project during the period preceding such date and setting out nmeasures recomended
to ensure the efficient carrying out of the Project and the achi evenrent of the
obj ectives thereof during the period follow ng such date; and

(d) review with the Bank, within one nonth follow ng the date of each such
report, or such later date as the Bank shall request, each report referred to in
sub- paragraphs (b) and (c) of this paragraph C 3, and, thereafter, take all measures
required to ensure the efficient conpletion of the Project and the achi evenent of the
obj ectives thereof, based on the conclusions and reconmendati ons of the said report
and the Bank’s views on the matter.

SCHEDULE 6
Speci al Account
1. For the purposes of this Schedul e:

(a the term"eligible Categories" nmeans Categories (1), (2), (3 (a), (2)
(b), (3) (a), (3) (b), (4) (a), (4) (b) and (5) set forth in the table in paragraph 1
of Schedule 1 to this Agreenent;

(b) the term"eligible expenditures" neans expenditures in respect of the
reasonabl e cost of goods and services required for the Project and to be financed out
of the proceeds of the Loan allocated fromtinme to time to the eligible Categories in
accordance with the provisions of Schedule 1 to this Agreenent; and

(c) the term"Authorized Allocation" neans an ampunt equal $1, 500,000 to be
wi t hdrawn fromthe Loan Account and deposited into the Special Account pursuant to
paragraph 3 (a) of this Schedul e, provided, however, that unless the Bank shal
ot herwi se agree, the Authorized Allocation shall be limted to an anmobunt equal to
$900, 000 until the aggregate anmount of withdrawals fromthe Loan Account plus the
total amount of all outstanding special conmitnents entered into by the Bank pursuant
to Section 5.02 of the General Conditions shall be equal to or exceed the amounts of



$6, 000, 000.

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

3. After the Bank has received evidence satisfactory to it that the Special Account
has been duly opened, w thdrawals of the Authorized Allocation and subsequent
wi thdrawal s to replenish the Special Account shall be nade as foll ows:

(a) For wi thdrawal s of the Authorized Allocation, the Borrower shall furnish
to the Bank a request or requests for deposits into the Special Account of an anount
or anmounts which do not exceed the aggregate anmount of the Authorized Allocation. On
the basis of such request or requests, the Bank shall, on behalf of the Borrower,
wi t hdraw from the Loan Account and deposit into the Special Account such amount or
amounts as the Borrower shall have requested.

(b) (i) For repl eni shnent of the Special Account, the Borrower shall
furnish to the Bank requests for deposits into the Special Account
at such intervals as the Bank shall specify.

(ii) Prior to or at the tine of each such request, the Borrower shall
furnish to the Bank the docunents and ot her evidence required
pursuant to paragraph 4 of this Schedule for the paynent or
paynents in respect of which replenishnent is requested. On the
basi s of each such request, the Bank shall, on behalf of the
Borrower, wi thdraw fromthe Loan Account and deposit into the
Speci al Account such amount as the Borrower shall have requested
and as shall have been shown by said docunents and ot her evidence

to have been paid out of the Special Account for eligible

expenditures. Al such deposits shall be wi thdrawn by the Bank

fromthe Loan Account under the respective eligible Categories,

and in the respective equival ent anpbunts, as shall have been

justified by said docunments and ot her evidence.

4. For each paynment made by the Borrower out of the Special Account, the Borrower
shal |, at such time as the Bank shall reasonably request, furnish to the Bank such
docunents and ot her evi dence show ng that such paynment was nmade excl usively for

el i gi bl e expendi tures.

5. Not wi t hst andi ng the provisions of paragraph 3 of this Schedule, the Bank shall
not be required to nmake further deposits into the Special Account:

(a) if, at any tine, the Bank shall have deternmined that all further
wi t hdrawal s shoul d be made by the Borrower directly fromthe Loan Account in
accordance with the provisions of Article V of the General Conditions and paragraph
(a) of Section 2.02 of this Agreenent;

(b) if the Borrower shall have failed to furnish to the Bank, within the
period of time specified in Section 4.01 (b) (ii) of this Agreement, any of the audit
reports required to be furnished to the Bank pursuant to said Section in respect of
the audit of the records and accounts for the Special Account;

(c) if, at any tine, the Bank shall have notified the Borrower of its
intention to suspend in whole or in part the right of the Borrower to nmake wi thdrawal s
fromthe Loan Account pursuant to the provisions of Section 6.02 of the General
Condi tions; or

(d) once the total unw thdrawn amount of the Loan allocated to the eligible
Categories nminus 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
equi val ent of twice the amount of the Authorized Allocation. Thereafter, withdrawal
fromthe Loan Account of the remmining unw t hdrawn anount of the Loan allocated to the
el igible Categories shall follow such procedures as the Bank shall specify by notice
to the Borrower. Such further withdrawals shall be nade 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 nmaking paynents



for eligible expenditures.

6. (a) If the Bank shall have determined at any tine that any paynent out of the
Special Account: (i) was namde for an expenditure or in an anount not eligi bl e pursuant
to paragraph 2 of this Schedule; or (ii) was not justified by the evidence furnished
to the Bank, the Borrower shall, pronptly upon notice fromthe Bank: (A) provide such
addi tional evidence as the Bank may request; or (B) deposit into the Special Account
(or, if the Bank shall so request, refund to the Bank) an anount equal to the anobunt

of such payment or the portion thereof not so eligible or justified. Unless the Bank
shall otherw se agree, no further deposit by the Bank into said Special Account shal

be made until the Borrower has provided such evidence or nade such deposit or refund
as the case may be.

(b) If the Bank shall have determined at any tine that any anmount outstandi ng
in the Special Account will not be required to cover further paynents for eligible
expendi tures, the Borrower shall, pronptly upon notice fromthe Bank, refund to the

Bank such outstandi ng anount.

(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 paragraphs 6 (a), (b) and (c) of
this Schedul e shall be credited to the Loan Account for subsequent w thdrawal or for
cancel lation in accordance with the rel evant provisions of this Agreenent, including
the General Conditions



