Public Disclosure Authorized

Public Disclosure Authorized

CONFORVED COPY

CREDI T NUMBER 3469 CE

Devel opnent Credit Agreenent

(Di stance Learning Project)

bet ween

DEMOCRATI C SOCI ALI ST REPUBLI C OF SRI LANKA

and

| NTERNATI ONAL DEVELOPMENT ASSCOCI ATI ON

Dat ed March 28, 2001
CREDI T NUMBER 3469 CE
DEVELOPVENT CREDI T AGREEMENT

AGREEMENT, dated March 28, 2001, between DEMOCRATI C SOCI ALI ST REPUBLIC OF SRI
LANKA (the Borrower) and | NTERNATI ONAL DEVELOPMENT ASSOCI ATI ON (the Associ ati on).

WHEREAS t he Borrower, having satisfied itself as to the feasibility and priority
of the Project described in Schedule 2 to this Agreenment, has requested the
Associ ation to assist in the financing of the Project;

WHEREAS t he Associ ation has agreed, on the basis, inter alia, of the foregoing,
to extend the Credit 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 “Ceneral Conditions Applicable to Devel opnent Credit
Agreements” of the Association, dated January 1, 1985 (as anended through Cctober 6,
1999), 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
nmeet s the requirenents set forth in Section 11 of Resolution No. 194 of the
Board of Governors of the Association, adopted on April 8, 1999; and
‘Participating Countries’ mneans, collectively, all such countries.”; and

(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 shall 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
paynent to persons or entities, or for any i mport of goods, if such paynent
or inmport, to the know edge of the Association, is prohi bited by a decision
of the United Nations Security Council taken under Chapter VII of the
Charter of the United Nations.”

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

(a) “the Bank” in the context of paragraph B.3 of Schedule 3 to this
Agreement includes the Association;

(b) “DLC/ Center” means the Distance Learning Center of DLC Conpany ;

(c) “DLC Conpany” neans the Distance Learning Center Conpany registered as a

public limted conpany and incorporated under the Borrower’s Conpanies Act, No. 17 of
1982;

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

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

(f) “Equi pment / Net wor k equi pment” neans d obal Connectivity Equi prent, Local
Connectivity Equi prent, and Pedagogi cal Equi pnent for DLC and referred to in paragraph
B.3 of Schedule 3 to this Agreenent;

(9) “Procurenent Agreenment” nmeans the Agreenent of even date herew th between
the Borrower and the Bank whereby the Bank shall assist the Borrower in the
procurement and installation of the G obal Connectivity Equi pment under the Project;

(h) “Proj ect Managenent Report” neans each report prepared in accordance with
Section 4.02 of this Agreenent;

(i) “Project Preparation Advance” neans the project preparation advance
granted by the Association to the Borrower pursuant to the letter agreement signed on
behal f of the Association on April 4, 2000; and

(j) “Speci al Account” nmeans the account referred to in Part B of Schedule 1
to this Agreenent;

ARTI CLE ||
The Credit



Section 2.01. The Association agrees to lend to the Borrower, on the ternms and
conditions set forth or referred to in the Devel opnment Credit Agreenment, an anount in
various currencies equivalent to one mllion six hundred thousand Special Draw ng
Ri ghts (SDR 1, 600, 000) .

Section 2.02. (a) The ampunt of the Credit may be withdrawn fromthe Credit
Account in accordance with the provisions of Schedule 1 to this Agreenent for
expendi tures made (or, if the Association shall so agree, to be rmade) 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 Credit.

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

Section 2.03. The Closing Date shall be June 30, 2005 or such later date as the
Associ ation shall establish. The Association shall pronptly notify the Borrower of
such later date.

Section 2.04. (a) The Borrower shall pay to the Association a conm tnment charge
on the principal amount of the Credit not withdrawn fromtine 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 commitnent charge shall accrue: (i) fromthe date sixty days after
the date of this Agreenent (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 immedi ately 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 commitnent 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 sel ected
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 annum on the principal anount of
the Credit withdrawn and outstanding fromtime to tinmne.

Section 2.06. Commitnent charges and service charges shall be payabl e
sem annual |y on June 15 and Decenber 15 in each year.

Section 2.07. (a) Subject to paragraphs (b), (c¢) and (d) bel ow, the Borrower
shall repay the principal ambunt of the Credit in semiannual installments payable on
each June 15 and Decenber 15 commenci ng June 15, 2011 and endi ng Decenber 15, 2040.
Each installment to and including the installment payable on Decenber 15, 2020 shall
be one percent (1% of such principal amunt, and each installnment thereafter shall be
two percent (2% of such principal anount.

(b) Whenever: (i) the Borrower’s per capita gross national product (G\NP), 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 opment of the Borrower’s econony, nodify the
repayment of installnents under paragraph (a) above by: (A) requiring the Borrower to
repay twi ce the anpbunt of each such installment not yet due until the principal anount
of the Credit shall have been repaid; and (B) requiring the Borrower to conmence
repaynment of the principal amunt of the Credit as of the first semi 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 ni mum
of five years on such repaynent of principal.

(c) If so requested by the Borrower, the Association may revise the
nmodi fication referred to in paragraph (b) above to include, in lieu of sone or all of
the increase in the amounts of such installnents, the payment of interest at an annual
rate agreed with the Association on the principal anmount of the Credit w thdrawn and
outstanding fromtine to tinme, provided that, in the judgment of the Association, such
revi sion shall not change the grant el ement obtai ned under the above-nentioned
repayment nodification.

(d) If, at any tinme after a nodification of terns pursuant to paragraph (b)
above, the Association determ nes that the Borrower’s econoni ¢ condition has
deteriorated significantly, the Association may, if so requested by the Borrower,
further nodify the terns of repaynent to conformto the schedul e 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 |11
Execution of the Project

Section 3.01. (a) The Borrower declares its commtnment to the objectives of the
Project as set forth in Schedule 2 to this Agreenment, and, to this end, shall carry
out the Project through DLC Conpany with due diligence and efficiency and in
conformty with appropriate adm nistrative, financial and educational practices, and
shall provide, promptly as needed, the funds, facilities, services and other resources
required for the Project.

(b) For the carrying out of the Project, the Borrower shall make the proceeds
of the Credit available to DLC Conpany, in accordance with arrangenents satisfactory
to the Borrower and the Associ ation.

(c) 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 carry out the Project in accordance with the Inplenmentation Programset forth in
Schedule 4 to this Agreenent.

Section 3.02. Except as the Association 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 Credit shall be governed by the provisions of Schedule 3 to
this Agreenent.

Section 3.03. For the purposes of Section 9.06 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) nonths after the C osing Date or
such later date as nmay 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.

ARTICLE |V
Fi nanci al Covenants

Section 4.01. (a) The Borrower shall cause DLC Conpany to nmintain a financial
managenent system including records and accounts, and prepare financial statenents,
all in accordance with accounting standards acceptable to the Association,
consistently applied, adequate to reflect its operations and financial condition and
to register separately the operations, resources and expenditures related to the



Proj ect .

(b) The Borrower shall cause DLC Conpany to:

(i) have its records, accounts and financial statements (bal ance
sheet s, statenents of income and expenses and rel at ed
statenents) for each fiscal year audited, in accordance with
audi ting standards acceptable to the Associ ation, consistently
appl i ed, by independent auditors acceptable to t he

Associ ati on;

(ii) furnish to the Association as soon as available, but in any case

not |ater than six nmonths after the end of each such year, (A)
certified copies of the financial statements referred to in
paragraph (a) of this Section for such year as so audited,
and (B) an opinion on such statenments and 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, accounts and financial statenents, and the audit
thereof, and concerning said auditors, as the Association nay
fromtine to tinme reasonably request.

(c) For all expenditures with respect to which withdrawals fromthe Credit
Account were rmade on the basis of Project Management Reports or statements of
expendi ture, the Borrower shall:

(i) mai ntain or cause to be naintained, in accordance w th sound
accounting practices, records and separate accounts reflecting
such expenditures;

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

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

withdrawal fromthe Credit Account was made; and

(iii) enable the Association's representatives to exam ne such records.

(d) The Borrower shall:

(i) have the records and accounts referred to in paragraph (c)(i) of
this Section and those for the Special Account for each fiscal
year audited, in accordance with appropriate auditing
principles consistently applied, by i ndependent auditors

acceptable to the Association;

(ii) furnish to the Association as soon as available, but in any case

not |ater than six months after the end of each such year the
report of such audit by said auditors, of such scope and in such
detail as the Association shall have reasonably requested,
including a separate opinion by said auditors as to whether the

Proj ect Managenent Reports or 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 related w thdrawal s; and

(iii) furnish to the Association such other information concerning said
records and accounts and the audit thereof as the Association
shall fromtinme to ti me reasonably request.

Section 4.02. (a) Wthout limtation upon the provisions of Section 4.01 of this
Agreement, the Borrower shall carry out a time-bound action plan acceptable to the
Associ ation for the strengthening of the financial nmanagement systemreferred to in
paragraph (a) of said Section 4.01 in order to enable the Borrower, not |later than
June 30, 2001, or such later date as the Association shall agree, to prepare quarterly



Proj ect Managenent Reports, acceptable to the Association, each of which:

(i) (A) sets forth actual sources and applications of funds for the
Proj ect, both cumul atively and for the period covered by said
report, and projected sources and applications of funds for
the Project for the six-nmonth period followi ng the period
covered by said report, and (B) shows separately expendi t ures
financed out of the proceeds of the Credit during the period
covered by said report and expenditures proposed to be financed out of the

proceeds of the Credit during the six-nonth period follow ng the period

covered by said report;

(ii) (A) describes physical progress in Project inplenentation, both
cunmul atively and for the period covered by said report, and

(B) expl ains vari ances between the actual and previously forecast
i mpl ement ati on targets; and
(iii) sets forth the status of procurenent under the Project and
expendi t ur es 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 with guidelines acceptable to
the Association, and furnish to the Association not |later than 45 days after the end
of each cal endar quarter a Project Managenent Report for such period.
ARTI CLE V
Ef fective Date; Ternination

Section 5.01. The date ninety (90) days after the date of this Agreement is
hereby specified for the purposes of Section 12.04 of the General Conditions.

ARTI CLE VI
Representative of the Borrower; Addresses
Section 6.01. Except as provided in Section 2.09 of this Agreenent, The
Secretary, or the Director General, External Resources Departnment, Mnistry of Finance
of the Borrower is designated as representative of the Borrower for the purposes of
Section 11.03 of the General Conditions.

Section 6.02. The foll owing addresses are specified for the purposes of Section
11.01 of the Ceneral Conditions:

For the Borrower:
M nistry of Finance

The Secretari at
Col onbo 1, Sri Lanka

Cabl e address: Tel ex: Facsim | e:
SECM NFI N FINM N 21409 or 449823
FORAI D 21232 447633

For the Association:

I nternational Devel opnent Association
1818 H Street, N W

Washi ngton, D.C. 20433

United States of Anmerica

Cabl e address: Tel ex: Facsim | e:

| NDEVAS 248423 (M2

) (202) 477-6391
Washi ngton, D.C 64145 (MCl)



IN W TNESS WHERECF,
representatives,
Col onbo, Sri

the parties hereto,

DEMOCRATI C SCCI ALl ST REPUBLI C OF SRI

By /s/ P.B. Jayasundera

LANKA

| NTERNATI ONAL DEVELOPMENT ASSCOCI ATI ON

By /s/ Mariana Todorova

W t hdr awal

A Gener al

1. The table below sets forth the Categories of
the allocation of the ambunts of the Credit to each Category
itens so to be financed in each Category:

proceeds of the Credit,

and the percentage of expenditures for

Cat egory
(1) Wor ks
(2) Goods

(3) Consul tant s’
servi ces and
training

(4) I ncrenent al
costs

operating

(5) Ref undi ng of
Proj ect Preparation
Advance

SCHEDULE 1

acting through their duly authorized
have caused this Agreement to be signed in their respective names in
Lanka, as of the day and year first above witten.

Aut hori zed Representative

Country Director, Sri Lanka

of the Proceeds of the Credit

Amount of the
Credit Allocated
(Expressed in
SDR Equi val ent)

280, 000

500, 000

200, 000

420, 000

80, 000

items to be financed out of the

% of

Expendi t ures
to be Financed

100% of foreign
expendi tures,

85% of

| ocal

expendi t ures

100% of foreign
expendi tures,

100% of

| ocal

expendi tures (ex-factory

cost) and 85% of

| ocal
expendi tures for other

itens procured locally

100%

80% t hr ough Decenber

31,
Decenber

2001; 66% t hr ough

31 2002;

and 30% t hr ough

Decenber

2003; and nil

thereafter

Anmpbunt due pursuant
to Section 2.02 (b) of
thi s Agreenent



(6) Unal | ocat ed 120, 000

TOTAL 1, 600, 000
2. For the purposes of this Schedul e:
(a) the term“foreign expendi tures” neans 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” means expenditures in the currency of the
Borrower or for goods or services supplied fromthe territory of the Borrower; and

(c) the term“increnental operating costs” neans the cost of operation and
mai nt enance of equi pnent and vehicl es, office expenses, and salaries and al | owances
and additional staff, incurred by DLC Conpany for the carrying out of the Project.

3. Not wi t hst andi ng the provisions of paragraph 1 above, no withdrawals shall be
made in respect of paynments made for expenditures prior to the date of this Agreenent
except, that wi thdrawal s, in an aggregate amount not exceeding the equival ent of

SDR 160, 000, nmay be nade in respect of Category (1) on account of paynments nade for
expendi tures before that date but after Novenber 1, 2000.

4. The Association nay require withdrawals fromthe Credit Account to be made on
the basis of statenents of expenditure for expenditures in respect of: (a) each
contract for: (i) goods costing |less than $25,000 equivalent; and (ii) consultant’s
services costing |less than $12,500 equival ent; and (b) all trai ni ng expenses and
incremental operating costs, all under such ternms and conditions as the Association
shall specify by notice to the Borrower.

B. Speci al Account

1. The Borrower shall open and nmaintain in Dollars a special deposit account inits
Central Bank, on terns and conditions satisfactory to the Association.

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
Management Report referred to in Section 4.02 of this Agreenment and (ii) a request
fromthe Borrower for wi thdrawal on the basis of Project Managenment Reports,
wi t hdrawal 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 of this Agreenent, acconpanied by a request fromthe Borrower for
wi t hdrawal on the basis of Project Management Reports, all further wthdrawals shall
be made 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
Expendi tures. 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 Associati on such docunents and ot her evidence show ng that such paynent was made
exclusively for Eligible Expenditures.

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

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

(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 time specified in Section 4.01(b)(ii) of this Agreenent, 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 made on the basis of Project Managenent Reports.

5. The Association shall not be required to nake further deposits into the Special
Account in accordance with the provisions of Part B.2 of this Schedule if, at any
time, the Association shall have notified the Borrower of its intention to suspend in
whole or in part the right of the Borrower to make 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 may be made and what procedures should be foll owed for nmaking such
deposits, and shall notify the Borrower of its determnination.

6. (a) If the Association determines at any tine that any paynent out of the
Speci al Account was nade 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 ambunt equal to the anount of such
paynent. Unl ess the Association shall otherw se agree, no further deposit by the
Associ ation into the Special Account shall be made until the Borrower has provided
such evidence or made such deposit or refund, as the case may be.

(b) If the Association determines at any tine that any anount outstanding in
the Special Account will not be required to cover paynments for Eligible Expenditures
during the six-nonth period followi ng such deternination, the Borrower shall, pronmptly

upon notice fromthe Association, refund to the Association such outstandi ng anount.

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

(d) Ref unds to the Associati on made pursuant to sub-paragraph (a), (b) or (c)
of this paragraph 6 shall be credited to the Credit Account for subsequent w thdrawal
or for cancellation in accordance with the provisions of the Devel opment Credit
Agr eenent .

Annex A to SCHEDULE 1

Operation of Special Account Wien Wthdrawals Are
Not Made On the Basis of Project Managenent Reports

1. For the purposes of this Annex:

(a) the term“Authorized Allocation” neans an anount equival ent to $200, 000
to be withdrawmn fromthe Credit Account and deposited into the Special Account
pursuant to paragraph 2 of this Annex.

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

(a) For withdrawal s of the Authorized Al location, the Borrower shall furnish
to the Association a request or requests for deposit into the Special Account of an
anount or amounts 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 anmpbunt as
the Borrower shall have requested.

(b) For repl eni shnment of the Special Account, the Borrower shall furnish to
the Association requests for deposit into the Special Account at such intervals as the
Associ ation shall specify. Prior to or at the time 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 Agreenent for the payment or payments in respect of
whi ch repl eni shnent 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 ampbunt 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. Each such deposit into the Special Account shall be
wi t hdrawn by the Association fromthe Credit Account under one or nore of the Special
Account’s Eligible Categories.

3. The Association shall not be required to nake further deposits into the Special
Account, once the total unw thdrawn anobunt of the Credit mnus the total anmount of all
out st andi ng special comitnents entered into by the Association pursuant to Section
5.02 of the General Conditions, shall equal the equivalent of twi ce the amount of the
Aut horized Al l ocation. Thereafter, withdrawal fromthe Credit Account of the renaining
unwi t hdrawn anount of the Credit shall follow such procedures as the Association shall
specify by notice to the Borrower. Such further w thdrawal s shall be nade only after
and to the extent that the Association shall have been satisfied that all such anpunts
remai ni ng on deposit in the Special Account as of the date of such notice will be
utilized in making paynments for Eligible Expenditures.

Annex B to SCHEDULE 1

Qperation of Special Account Wien Wthdrawals Are
Made On the Basis of Project Managenent Reports

1. Except as the Association may otherwi se specify by notice to the Borrower, all
withdrawals 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 w thdrawn 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 Managenment Report.

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

deposit into the Special Account an anobunt equal to the lesser of: (a) the anbunt so
requested; and (b) the anpbunt which the Association has determ ned, based on the
Proj ect Managenent Report accompanying said application, is required to be deposited
in order to finance Eligible Expenditures during the six-nmonth period follow ng the
date of such report; provided, however, that the anmount so deposited, when added to
the amount indicated by said Project Managenent Report to be remamining in the Special
Account, shall not exceed the equival ent of $ 400, 000.

SCHEDULE 2
Description of the Project

The objectives of the Project is to pilot a distance learning initiative to: (a)
strengthen the environnent for policy reforms; and (b) build capacity in the public
and private sectors.

The Project consists of the foll owi ng conponent, subject to such nodifications
thereof as the Borrower and the Association may agree upon fromtinme to time to
achi eve such objectives:

Support for the establishnment and operation of DLC involving, inter alia, the
followi ng activities thereunder:

(a) Sel ection and relay of distance |earning course naterial;
(b) Provi sion of operating costs for DLC,
(c) Provi sion of technical assistance for staff training, a market survey,

devel oprment of a business plan, a market canpai gn, and periodic evaluation of DLC s
oper ati on/ managenent effectiveness;

(d) Est abl i shment of financial accounts/annual audits;
(e) Purchase and installation of distance |earning technol ogy, and

(f) Wor ks.



* * *

The Project is expected to be conpleted by Decenber 31, 2004.
SCHEDULE 3

Procurenent and Consultants’ Services

Section |. Procurenent of Good and Wrks
Part A Gener al
1 Goods and works shall be procured in accordance with (a) the provisions of

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

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

Sept ember 1997 and January 1999 (the Cuidelines) and the provisions of the follow ng
Parts of this Section I.

2. In paragraphs 1.6 and 1.8 of the Guidelines, the references to “Bank menber
countries” and “nenber country” shall be deened to be references, respectively, to
“Participating Countries” and “Participating Country”.
Part B: Procurenent Procedures
1. Nati onal Conpetitive Bidding

(a) Gener al

The supply and installation of air-conditioning plant and two elevators for DLC,
and works for the construction of DLC, may be procured under contracts awarded in
accordance with the provisions of paragraphs 3.3 and 3.4 of the Cuidelines.

(b) | mprovenent of Biddi ng Procedures

In order to ensure econony, efficiency, transparency and broad consistency with
the provision of Section 1 of the Guidelines:

(i) invitations to bid shall be advertised in at |east one national
newspaper with a wide circulation, at |east 30 days prior to
the deadline for the subni ssi on of bids;

(ii) bi d docunents shall be nade avail able, by nail or in person, to
all who are willing to pay the required fee;

(iii) foreign bidders shall not be precluded from biddi ng and no
preference of any kind shall be given to national bidders in
t he bi ddi ng process;

(iv) qualification criteria (in case prequalification was not carried

out) shall be stated in the bidding documents, and, if a registration
process is required, a foreign firmdeclared as the | onest
eval uat ed bi dder shall be gi ven a reasonabl e opportunity of

regi stering, without let or hindrance;

(v) bi ds shall be opened in public in one location, inmediately after
t he deadl i ne for subm ssion of bids;

(vi) bids shall not be rejected nerely on the basis of a conparison
with an of ficial estimate without the prior concurrence of
t he Associ ati on;

(vii) contracts shall be awarded to the | owest eval uated bi dders;

(viii) post-bidding negotiations shall not be allowed with the | owest
eval uat ed or any ot her bidders;



(ix) rebi ddi ng shall not be carried out w thout the Association s prior
concurrence

(x) al | bidders/contractors shall provide bid/perfornance security as
i ndi cat ed in the bidding/contract docunents

(xi) eval uation of bids shall be nmade in strict adherence to the
criteria di scl osed in the bidding docunents, in a format and
speci fied period agreed by the Associ ation;

(xii) a bidder’'s Bid Security shall apply only to a specific bid, and a
contractor’s perfornmance security shall apply only to the
speci fic contract under which it was furni shed

(xiii) bids shall not be invited on the basis of percentage prem um or
di scount over the estimted cost;

(xiv) extension of bid validity shall not be allowed unless justified by
exceptional circunstances; and

(xv) there shall not be any restrictions on the neans of delivery of
t he bids.

2. Nat i onal Shoppi ng

Except for the equiprment referred to in paragraph 3 of this Schedul e,
information technology (1T) equipnment estimated to cost up to an aggregate amount not
to exceed $40, 000 equivalent, and furniture for DLC estimated to cost up to an
aggregate anmount not to exceed $30,000 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. Direct Contracting

Net wor k equi pment for DLC, for conpatibility reasons with the @ obal D stance
Net wor k, shall be procured and installed by the Bank on behal f of the Borrower in
accordance with the provisions of Procurenent Agreenent set forth in the Attachment to
this Agreenent.

Part C Revi ew by the Association of Procurenent Decisions
1. Pr ocurenent Pl anni ng

Prior to the issuance of any invitations to bid for contracts, the proposed
procurement 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
Gui del i nes. Procurenent of all goods and works shall be undertaken in accordance with
such procurenent plan as shall have been approved by the Association, and with the
provi sions of said paragraph 1.

2. Prior Review
Wth respect to works all contracts for the construction of DLC and each
contract for goods estimated to cost the equivalent of $ 25,000 or nore awarded in

accordance with the procedures set forth in paragraph B.1 of this Schedule, the
procedures set forth in paragraphs 2 and 3 of Appendix 1 to the Guidelines 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 Guidelines shall apply.

Section |I. Enpl oynent of Consultants

Part A Gener al



1. Consul tants’ services shall be procured in accordance with (a) the provisions of
the Introduction and Section IV of the “Guidelines: Selection and Enpl oyment of

Consul tants by World Bank Borrowers” published by the Association in January 1997 and
revised in Septenber 1997 and January 1999, subject to the nodifications thereto set
forth in paragraph 2 of this Part A (the Consultant Guidelines), and (b) the
provisions of the following Parts of this Section I1.

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

Part B: Procedures for the Selection of Consultants
3. Sel ection Based on Consultants’ Qualifications

Services for technical assistance and studies may be procured under contracts
awarded in accordance with the provisions of paragraphs 3.1 and 3.7 of the Consultant
Gui del i nes.

4, I ndi vi dual Consultants

Services for tasks that neet the requirenents set forth in paragraph 5.1 of the
Consul t ant CGui del i nes shall be procured under contracts awarded to individual
consultants in accordance with the provisions of paragraphs 5.1 through 5.3 of the
Consul t ant Gui del i nes.

Part C Revi ew by the Association of the Sel ection 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 Cuidelines. Selection of all consultants
servi ces 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

Wth respect to each contract for the enployment of consulting firns and
i ndividuals estimated to cost equival ent of $12,500 or nore, the procedures set forth
in paragraphs 1, 2 (other than the second subparagraph of paragraph 2(a)) and 5 of
Appendi x 1 to the Consultant Guidelines 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 Consultant Guidelines shal

apply.
SCHEDULE 4
| mpl ement ati on Program
1. The Borrower shall cause DLC Conpany to

(a) mai ntain 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 everent of the objectives
t her eof ;

(b) prepare, under terns of reference satisfactory to the Association, and
furnish to the Association, on or about August 31, 2002, a report integrating the
results of the nonitoring and eval uation activities performed 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 neasures
recomended to ensure the efficient carrying out of the Project and the achi evenment of



the objectives thereof during the period followi ng such date; and

(c) review with the Association, by October 31, 2002, or such later date as
the Association shall request, the report referred to in paragraph (b) of this
Section, and, thereafter, take all neasures required to ensure the efficient
conpl etion of the Project and the achi evenent of the objectives thereof, based on the
concl usi ons and reconmendati ons of the said report and the Association’s views on the
matter.

2. The Borrower shall ensure that in the execution of the Project, DLC Conpany
shal | :

(a) conti nuously assess demand for training, identify and program appropriate
training courses and market the center, and partner with different |ine agencies and
training institutes to further its outreach.

(b) target its programat the central and provincial public service, the
private sector and the financial sector, and to this effect partner with Sri Lanka
Institute of Devel opment Administration (SLIDA) to train civil servants, with Sri
Lanka Institute of Local Governance (SLILG) to reach out to provincial
deci sion-makers; Sri Lanka Institute of Directors (SLID); Skills Devel opment Fund
(SDF) and other private training institutions to educate private sector executives;
and the Center for Banking Studies to train bankers.

(c) liaise with relevant Mnistries of the Borrower to dissem nate technical
information pertinent to increased private investnent in infrastructure/utilities and
will initially focus on the Mnistry of Finance and the Board of Investnent of the
Bor r ower .

3. The Borrower shall cause DLC Conpany to devel op and submit Annual Business Pl ans
to the Association by Decenber 1 of each year. The financial conponent of the Plan

will detail the financing of operational expenses, and specify credit fund proceeds
and capital nobilized by DLC Comnpany.

4. The Borrower shall cause DLC to subnmit quarterly progress reports in form and
contents satisfactory to the Association.



