Public Disclosure Authorized

Public Disclosure Authorized

CONFORMED COPY

CREDIT NUMBER 3039-MOZ

Development Credit Agreement

(National Water Development Project)

between

REPUBLIC OF MOZAMBIQUE

and

INTERNATIONAL DEVELOPMENT ASSOCIATION

Dated February 18, 1998

CREDIT NUMBER 3039-MOZ
DEVELOPMENT CREDIT AGREEMENT

AGREEMENT, dated February 18, 1998, between REPUBLIC OF MOZAMBIQUE (the
Borrower) and INTERNATIONAL DEVELOPMENT ASSOCIATION (the Association).

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

(B) the Association has received a letter dated, September 16, 1997, from the
Borrower describing a program of actions, objectives and policies designed to
strengthen the Borrower’s water sector (the Program) and declaring the Borrower’s
conm tnment to the execution of the Program and

(O The Borrower intends to obtain fromthe Canadi an | nternational
Devel opnent Agency (Cl DA), the Nordic Devel opment Fund (NDF), the Swedish
I nternational Devel opment Agency (SIDA) and the Swiss Devel opnent Cooperation (SDC)
(the Cofinanciers), loans and grants in an aggregate anpunt approxi mately equival ent
to eighteen mllion five hundred thousand Dol | ars (US$18, 500, 000), during the period
1998- 2003, to assist in financing the Programon the terms and conditions set forth in
the respective | oan and grant agreements (the Cofinancing Agreements) to be entered



into between the Borrower and each of the Cofinanciers; and

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

NOW THEREFORE the parties hereto hereby agree as follows:
ARTICLE |
General Conditions; Definitions

Section 1.01. The “General Conditions Applicable to Devel opnent Credit
Agreements” of the Association, dated January 1, 1985, with the nodifications set
forth below (the General Conditions) constitute an integral part of this Agreement:

(a) The | ast sentence of Section 3.02 is deleted.
(b) The second sentence of Section 5.01 is nodified to read:

“Except as the Association and the Borrower shall otherw se agree, no
wi t hdr awal s shal | be made: (a) on account of expenditures in the territories
of any country which is not a menber of the Bank 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 inport of goods, if such paynent or inport, to the
know edge of the Association, is prohibited by a decision of the United Nations
Security Council taken under Chapter VII of the Charter of the United
Nati ons.”

(c) Section 6.03 is nodified to read:

“Section 6.03. Cancellation by the Association. |If (a) the right of the
Borrower to nake withdrawals fromthe Credit Account shall have been suspended with

respect to any amount of the Credit for a continuous period of thirty days,
or (b) at any tine, the Associ ation determ nes, after consultation with the
Borrower, that an anmount of the Credit w Il not be required to finance the Project’s
costs to be financed out of the proceeds of the Credit, or (c) at any tinme, the
Associ ation deternmines, with respect to any contract to be financed out of the
proceeds of the Credit, that corrupt or fraudul ent practices were engaged in by

representatives of the Borrower or of a beneficiary of the Credit during the
procurenent or the execution of such contract, w thout the Borrower having taken
tinely and appropriate action satisfactory to the Association to renedy the

situation, and establishes the ambunt of expenditures in respect of such
contract which woul d otherw se have been eligible for financing out of the
proceeds of the Credit, or (d) at any time, the Associ ati on

determ nes that the procurenent of any contract to be financed out of the

proceeds of the Credit is inconsistent with the procedures set forth or referred to in
t he Devel opnent Credit Agreenent and establishes the ambunt of expenditures in
respect of such contract which woul d otherw se have been eligible for financing
out of the proceeds of the Credit, or (e) after the Cosing Date, an anount of
the Credit shall remain unw thdrawn from the Credit Account, the Association nay,
by notice to the Borrower, terminate the right of the Borrower to nake w t hdrawal s
with respect to such amount. Upon the giving of such noti ce, such anount
of the Credit shall be canceled.”

Section 1.02. Unless the context otherwi se requires, the several terns defined
in the General Conditions have the respective nmeanings therein set forth and the
followi ng additional terns have the foll ow ng neanings:

(a) “ARA- Sul ” means Adni ni stracao Regi onal de Aguas do Sul, the Borrower’s
wat er resources adnministration for its southern region;

(b) “Banco de Mocanbi que” nmeans the Borrower’s Central Bank;

(c) “DNA" nmeans Direccao Naci onal de Aguas, the National Directorate of Water

of MOPH (as hereinafter defined);



(d) “CGRI" nmeans Gabi nete dos Rios Internacionais, the Borrower’s O fice of
I nternational Rivers;

(e) “MOPH" means M nisterio de Cbras Publicas e Habitacao, the Borrower’s
M nistry of Public Wrks and Housi ng;

(f) “Performance Indicators” neans the indicators referred to in Schedule 6
to this Agreenent;

(9) “Project Inplenentation Plan” neans the plan to be adopted by the
Borrower, pursuant to Section 6.01 of this Agreenment, for the purposes of carrying out
the Project, containing, inter alia, work programs, training prograns, to be used for
the purposes of inplementation of the Project, as the same nmay be anmended fromtime to
tinme, and such termincludes any schedules to the Project |nplenentation Plan;

(h) “Project Preparation Advance” neans the project preparation advances
granted by the Association to the Borrower pursuant to the exchange of letters, dated
March 11, 1996 and April 10, 1996, and January 30, 1997 and April 17, 1997, between
the Borrower and the Association;

(i) “RWSTP” neans the rural water supply transition plan prepared by the
Borrower on Novenmber 24, 1997 and containing inter alia, a demand-driven decentralized
approach to sustainable rural water supply and sanitation service delivery within the
territory of the Borrower;

(i) “Speci al Account” neans the account referred to in Section 2.02 (b) of
this Agreenent; and

(k) “Water Supply and Sanitati on Schenme” nmeans the schene consisting of the
activities carried out under Part C 3 of the Project which shall have been sel ected by
the Borrower and approved by the Association.

ARTI CLE ||
The Credit

Section 2.01. The Association agrees to lend to the Borrower, on the terns and
conditions set forth or referred to in the Devel opment Credit Agreenent, an anount in
various currencies equivalent to twenty-six mllion two hundred thousand Speci al
Drawi ng Ri ghts (SDR 26, 200, 000) .

Section 2.02. (a) The anount of the Credit nmay be withdrawn fromthe Credit
Account in accordance with the provisions of Schedule 1 to this Agreenent for
expendi tures nmade (or, if the Association shall so agree, to be made) in respect of
the reasonabl e cost of goods and services required for the Project described in
Schedule 2 to this Agreement and to be financed out of the proceeds of the Credit.

(b) The Borrower may, for the purposes of the Project, open and nmaintain in
dollars, a special deposit account in a conmercial bank on terms and conditions
satisfactory to the Association, including appropriate protection agai nst set-off,
sei zure or attachment. Deposits into, and paynments out of, the Special Account shall
be nmade in accordance with the provisions of Schedule 5 to this Agreenent.

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

Section 2.03. The Cosing Date shall be Cctober 31, 2003, or such later date as
the Association shall establish. The Association shall pronptly notify the Borrower of
such | ater date.

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



(b) The commitment charge shall accrue: (i) from the date sixty days after
the date of this Agreement (the accrual date) to the respective dates on which amounts
shall be withdrawn by the Borrower from the Credit Account or canceled; and (ii) at
the rate set as of the June 30 immediately preceding the accrual date and at such
other rates as may be set from time to time thereafter pursuant to paragraph (a)
above. The rate set as of June 30 in each year shall be applied from the next date in
that year specified in Section 2.06 of this Agreement.

(c) The commitment charge shall be paid: (i) at such places as the
Association shall reasonably request; (ii) without restrictions of any kind imposed
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 from time to time be designated or selected
pursuant to the provisions of that Section.

Section 2.05. The Borrower shall pay to the Association a service charge at the
rate of three-fourths of one percent (3/4 of 1%) per annum on the principal amount of
the Credit withdrawn and outstanding from time to time.

Section 2.06. Commitment charges and service charges shall be payable
semiannually on February 1 and August 1 in each year.

Section 2.07. (a) Subject to paragraphs (b), (c) and (d) below, the Borrower
shall repay the principal amount of the Credit in semiannual installments payable on
each February 1 and August 1 commencing August 1, 2008, and ending February 1, 2038.
Each installment to and including the installment payable on February 1, 2018 shall be
one percent (1%) of such principal amount, and each installment thereafter shall be
two percent (2%) of such principal amount.

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

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

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

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

ARTICLE 111

Execution of the Project



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

(b) Without limitation upon the provisions of paragraph (a) of this Section
and except as the Borrower and the Association shall otherwise agree, the Borrower
shall carry out the Project in accordance with the Implementation Program set forth in
Schedule 4 to this Agreement.

Section 3.02. Except as the Association shall otherwise agree, procurement of
t he goods, works and consultants’ services required for the Project and to be financed
out of the proceeds of the Credit shall be governed by the provisions of Schedule 3 to
this Agreenent.

Section 3.03 For the purposes of Section 9.07 of the General Conditions and
without limtation thereto, the Borrower shall:

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

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

Section 3.04. The Borrower shall, by not |ater than Novenber 30, 1998, issue a
decree providing the powers and obligations necessary and desirable for the managenent
of water delivery and diversions by private sector irrigators and other water users.

Section 3.05. The Borrower shall inplenent the acceptable resettlenent plans
required by paragraph 4 of Schedule 1 to this Agreenent for each applicable Water
Scherre approved for inplenmentation by the Association.

ARTI CLE 1V
Fi nanci al Covenants
Section 4.01. (a) The Borrower shall maintain or cause to be nmintained records
and accounts adequate to reflect in accordance with sound accounting practices the

operations, resources and expenditures in respect of the Project of the departnments or
agenci es of the Borrower responsible for carrying out the Project or any part thereof.

(b) The Borrower shall:
(i) have the records and accounts referred to in paragraph (a) of this
Section i ncluding 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 nmonths after the end of each such year, the 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 said
records and accounts and the audit thereof as the Association shall from
time to tinme reasonably request.
(c) For all expenditures with respect to which withdrawals fromthe Credit

Account were made on the basis of statenents of expenditure, the Borrower shall:

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



(i)  retain, until at least one year after the Association has received

the audit report for the fiscal year in which the last withdrawal from
the Credit Account was made, all records (contracts, orders,
invoices, bills, receipts and other documents) evidencing such
expenditures;

(iii) enabl e the Association’s representatives to exam ne such records;
and

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

wi t hdr awal s.
ARTI CLE V
Renedi es of the Association

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

(a) an extraordi nary situation shall have arisen which shall neke it
i mprobabl e that the Programor a significant part thereof will be carried out;

(b) The Cofinancing Agreenents shall have failed to become effective by
January 31, 1999, or such later date as the Association may agree, provided, however,
that the provisions of this paragraph shall not apply if the Borrower establishes to
the satisfaction of the Association that adequate funds for the Project are avail able
to the Borrower from other sources on ternms and conditions consistent with the
obligations of the Borrower under this Agreenent;

(c) (i) Subj ect to subparagraph (ii) of this paragraph, the right of the

Borrower to wi t hdraw t he proceeds of |oans and grants nmade to the
Borrower for the financing of the Project shall have been
suspended, canceled or terninated in whole or in part, pursuant to the

terns of the agreenment providing therefor.

(ii) Subparagraph (i) of this paragraph shall not apply if the Borrower

establ i shes to the satisfaction of the Association that: (A) such
suspensi on, cancellation, or termination is not caused by
the failure of the Borrower to performany of its obligations under
such agreenment; and (B) adequate funds for the Project are available to
the Borrower from other sources on ternms and condi tions consistent with
the obligations of the Borrower under this Agr eenent .

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

ARTI CLE VI
Ef fective Date; Term nation
Section 6.01. The following event is specified as additional condition to the
ef fectiveness of the Devel opment Credit Agreenent within the meaning of Section 12.01
(b) of the General Conditions, nanely that the Borrower has adopted the Project
I npl ementation Plan, in formand substance acceptable to the Associ ation.

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 Governor of Banco de Mcanbi que i s designated as
representative of the Borrower for the purposes of Section 11.03 of the Ceneral
Condi tions.

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

For the Borrower:

Banco de Mocanbi que

Departanento de Rel acoes I nternacionais
Aveni da 25 de Setenbro

P. O Box 423

Maput o

Mozanbi que

Cabl e address: Tel ex:
MOBANCO 6355/ 7 BVMMO
Maput o

For the Associ ation:

I nternational Devel opment Associ ation
1818 H Street, N W

Washi ngton, D.C. 20433

United States of America

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

In witness whereof, the parties hereto, acting through their duly authorized
representati ves, have caused this Agreement 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 MOZAMBI QUE

By /s/ Marcus Nanmashul ua
Aut hori zed Representative

| NTERNATI ONAL DEVELOPMENT ASSCOCI ATI ON

By /s/ Callisto Madavo
Regi onal Vice President
Africa
SCHEDULE 1

Wt hdrawal of the Proceeds of the Credit



1. The table below sets forth the Categories of items to be financed out of the
proceeds of the Credit, the allocation of the amounts of the Credit to each Category
and the percentage of expenditures for items so to be financed in each Category:

Amount of the

Credit Allocated % of

(Expressed in Expenditures
Category SDR Equivalent) to be Financed
Q) Civil works 6,030,000 100% of foreign

expenditures
and 85% of local
expenditures

(2 Vehicles, 1,900,000 100% of foreign
equipment, expenditures
materials and and 85% of local
furniture expenditures

) Consul tant s’ 9, 150, 000 100%
services

(4) Tr ai ni ng 1, 320, 000 100%

(5) Qperating costs 660, 000 90%

(6) Goods & works for 2,770, 000 100% of foreign
wat er supply and expendi tures and
sani tation schenes and 85% of | ocal
under Part C 3 expendi tures
of the Project

(7) Ref undi ng of 1, 460, 000 Anount due
Pr oj ect pursuant to
Preparati on Section 2.02 (c)
Advance of this Agreenent

(8) Unal | ocat ed 2,910, 000
TOTAL 26, 200, 000

2. For the purposes of this Schedul e:

(a) the term“foreign expenditures” nmeans expenditures in the currency of any

country other than that of the Borrower for goods or services supplied fromthe
territory of any country other than that of the Borrower;

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

(c) the term “operating costs” neans the increnental expenses incurred on
account of Project inplenmentation, nanagenent and nonitoring, including office
suppl i es, vehicle operation, travel and supervision costs but excluding sal aries of
the Borrower’'s civil service.

3. Not wi t hst andi ng the provisions of paragraph 1 above, no withdrawal s shall be
made in respect of:
(a) paynents made for expenditures prior to the date of this Agreenent; and
(b) paynents made for expenditures under Category 4, unless the Borrower has

appoi nted a Human Resources Manager in DNA with terms of reference and qualifications
acceptable to the Association for the purpose of carrying out Parts E.1 and E. 2 of the
Proj ect .



4. Notwithstanding the provisions of paragraph 1 above, no withdrawals shall be
made for payments made for expenditures under Category 6 in respect of each Water
Supply and Sanitation Schemes where the Scheme involves the displacement of people,
unless the Borrower has furnished to the Association a resettlement plan, in form and
substance acceptable to the Association.

5. The Association may require withdrawals from the Credit Account to be made on
the basis of statements of expenditure for expenditures for

(@) goods and works under contracts costing less than $250,000 equivalent
each;

(b) services of consulting firms under contracts costing less than $100,000
equivalent each;

(c) services of individual consultants under contracts costing less than
$50,000 equivalent each; and

(d) training and operating costs, under such terms and conditions as the
Association shall specify by notice to the Borrower.

SCHEDULE 2
Description of the Project
The objectives of the Project are:

@) to increase the capacity of the institutions in the Borrower’'s water
sector;

(b) to prepare the urban water supply and sanitation systens of five cities
for private sector managenent in order to ensure the provision of sustainable water
supply and sanitation services for a larger proportion of the population in such
ar eas;

(c) to reorient and to reformthe nanagenent and inplenentation of rural
wat er supply and sanitation and to inprove availability of such services to rural
conmuni ties; and

(d) to ensure the sustainabl e managenent of water resources.

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

Part A Institution Building and Policy Devel opnent
Strengt heni ng the capacities of organizations in the water sector through:

(a) the provision of technical advisory services for the devel opnent of a
regul atory franework and regul atory and nonitoring capacity;

(b) the provision of technical advisory services and acquisition of equipnent
and vehicles for capacity building in planning, general and financial nanagenent, and
general operations;

(c) the construction and refurbi shnent and furnishing of staff housing and
of fi ce buildings; and

(d) the carrying out of policy studies in the water sector.
Part B: Preparation for Private Sector Managenent of Urban Water Supply
1. Strengthening the Borrower’'s capacity to prepare for the managenent by the

private sector of urban water supply systens in Maputo, Beira, Quelinane, Nanmpula and
Pemba, and in the selection and award of contracts to nmanagenment contractors, through
the provision of technical advisory services and the carrying out of studies.



2. Carrying out studies and rehabilitation and construction works to ensure secure
operation of the headworks systems for the Beira, Nampula, Pemba and Quelimane water
supply systems.

3. Preparation of feasibility studies and plans for sanitation and drainage for
Maputo, Beira, Quelimane, Nampula and Pemba, including cleaning, inspection and
repairs of sewerage systems.

Part C: Rural Water Supply and Sanitation

1. Provision of technical advisory services and acquisition of equipment in support
of the implementation of RWSTP.

2. Provision of technical advisory services, carrying out of studies and
acquisition of equipment necessary to identify candidate communities for the
upgrading or provision of small piped systems and point source water supplies, to
mobilize the communities and undertake designs.

3. Preparation and implementation of Water Supply and Sanitation Schemes
consisting, inter alia, of construction of new water supply facilities or

rehabilitation of existing water supply facilities for rural communities, and
monitoring performance thereof.

4, Design and implementation of resettlement plans necessary to relocate persons
to be displaced through the carrying out of activities under Part C.3 above.

Part D: Water Resources Management

1. Carrying out of water control and measurement works, and acquisition of
equipment and technical advisory services including surveys for the strengthening of
the ARA-Sul and GRI.

2. Carrying out of studies on the water resources of the international rivers,
including the Umbeluzi, Incomati, Limpopo, Pungue and Save, and on options for the
development and management of such water resources, including site surveys and works
for flow measurement.

3. Carrying out of safety-related rehabilitation works at the Corumana Dam and
carrying out of feasibility and design work for the future addition to the Corumana
Dam.

Part E: Human Resources Development

1. Carrying out of training programs for staff in the water sector organizations
and provision of technical advisory services to organizations providing training
services.

2. Strengthening the capacity of MOPH in the development of personnel policies
through the provision of technical advisory services including the carrying out of
studies.

3. Acquisition of equipment and provision of technical advisory services to MOPH
for Project management and procurement.

The Project is expected to be completed by April 30, 2003.
SCHEDULE 3
Procurenent and Consul tants’ Services
Section |. Procurenent of Good and Wrks

Part A: Cener al



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 (the Guidelines) and the
followi ng provisions of Section | of this Schedul e.

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

the CGuidelines and paragraph 5 of Appendix 1 thereto.

2. The follow ng provisions shall apply to goods and works 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 for goods and works shall be grouped in bid
packages estimated to cost $250,000 and $500, 000 equi val ent or nore each respectively.

(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 nmanufactured in the territory of the Borrower.

(c) Notification and Adverti sing

The invitation to prequalify or bid for each contract estinmated to cost
$10, 000, 000 equi val ent or nmore shall be advertised in accordance with the procedures
applicable to | arge contracts under paragraph 2.8 of the Guidelines

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

Works and goods estimated to cost |ess than $500, 000 and $250, 000 equi val ent per
contract, respectively, up to aggregate ampunts not to exceed $1, 100, 000 and
$2, 200, 000 equi val ent, respectively, may be procured under contracts awarded in
accordance with the provisions of paragraphs 3.3 and 3.4 of the Guidelines

2. Nat i onal Shoppi ng

Smal | consuneble itens estimated to cost |ess than $50, 000 equi val ent per
contract, up to an aggregate anount not to exceed $400, 000 equival ent, nay be procured
under contracts awarded on the basis of national shopping procedures in accordance
with the provisions of paragraph 3.5 of the Cuidelines.

3. I nt ernati onal Shopping

Goods estimated to cost |ess than $50, 000 equi val ent per contract, up to an
aggregate anmount not to exceed $400, 000 equi val ent, may be procured under contracts
awar ded on the basis of international shopping procedures in accordance with the
provi sions of paragraph 3.6 of the Cuidelines.

4, Procurenent from United Nations Agencies

Goods estimated to cost |ess than $50, 000 equi val ent per contract, up to an
aggregate anmpbunt not to exceed $400, 000 equi val ent, may be procured fromthe
I nt er- Agency Procurenent Services Organization of the UN (I APSO in accordance wth
the provisions of paragraph 3.9 of the Cuidelines
Part D Revi ew by the Associati on of Procurenment Decisions
1. Pr ocurenent Pl anni ng

Prior to the issuance of any invitations to prequalify for bidding or to bid for

contracts, the proposed procurenent plan for the Project shall be furnished to the
Association for its review and approval, in accordance with the provisions of



paragraph 1 of Appendix 1 to the Guidelines. Procurement of all goods and works shall
be undertaken in accordance with such procurement plan as shall have been approved by
the Association, and with the provisions of said paragraph 1.

2. Prior Review

With respect to each contract for goods and works estimated to cost the
equivalent of $250,000 or more, the procedures set forth in paragraphs 2 and 3 of
Appendix 1 to the Guidelines shall apply.

3. Post Review With 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 Il.  Employment of Consultants
Part A: General
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 (the

Consul tant Cui delines) and the follow ng provisions of Section Il of this Schedul e.
Part B: Quality- and Cost-based Sel ection
1 Except as otherwi se 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
quality- 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 precedi ng paragraph.
The short list of consultants for services estimated to cost |ess than $100, 000

equi val ent per contract, may conprise entirely national consultants in accordance with
the provisions of paragraph 2.7 of the Consultant Cuidelines, unless international

el igible consultants have expressed their interest.

Part C O her Procedures for the Selection of Consultants
1. Si ngl e Source Sel ection

Services which are estimated to cost |ess than $100, 000 equi val ent per contract,
may, with the Association’s prior agreenent, be procured in accordance with the
provi sions of paragraphs 3.8 through 3.11 of the Consultant Guidelines.
2. I ndi vi dual Consultants

Services for tasks that neet the requirenents set forth in Section V of the
Consul tant Cui delines shall be procured under contracts awarded to individual
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 Association of the Selection of Consultants
1. Sel ection Pl anni ng

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

(a) Wth respect to each contract for the enpl oynent of consulting firns



estimated to cost the equivalent of $100,000 or more, or for contracts following a
single-source selection or for activities of a critical nature, the procedures set

forth in paragraphs 1, 2 and (other than the third subparagraph of paragraph 2(a)) and
5 of Appendix 1 to the Consultant Guidelines shall apply.

(b) With respect to each contract for the employment of individual
consultants estimated to cost the equivalent of $50,000 or more, or for assignments of
a critical nature or following a single-source selection, the qualifications,
experience, terms of reference and terms of employment of the consultants shall be
furnished to the Association for its prior review and approval. The contract shall be
awarded only after the said approval shall have been given.

3. Post Review

With 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 shall

apply.
SCHEDULE 4
Implementation Program

1. Except as the Association shall otherwise agree, the Borrower shall, in carrying
out the Project, apply the guidelines and procedures specified in the Project
Implementation Plan and shall not amend such Project Implementation Plan or waive any
provision thereof which, in the opinion of the Association, will materially or

adversely affect the implementation of the Project.

2. The Project shall be implemented by DNA.

3. The Director of DNA shall coordinate all the activities under the Project. There
shall be within DNA: (a) a Project Leader, reporting to the Director of DNA, who will
be responsible for planning and coordinating Project activities and who will be
assisted by a team of administrative staff, including a Project accountant, a Project
engineer and, for the first two years, a procurement specialist; and (b) a financial
management specialist with responsibilities for the establishment and development of
financial management functions. The Minister of MOPH shall chair a Project Steering
Committee, inter alia, consisting of senior representatives of the ministries of

Finance, Foreign Affairs, Health, Agriculture, Local Administration and Environment,
and the Banco de Mozambique.

Annual Review

4, €) The Borrower shall, not later than March 31 each year, carry out jointly
with the Association, a comprehensive annual project implementation review aimed at:
(i) documenting progress toward objectives; (ii) identifying and resolving obstacles

to Project implementation; and (iii) adjusting, in agreement with the Association,
targets and corresponding programs to reflect progress achieved in the implementation
of the Project in the prior years and ensuring responsiveness to changes to

effectively achieve the objectives of the Project.

(b) The Borrower shall, not later than four weeks prior to the review
referred to in (a) above, furnish to the Association a report, in such detail as the
Association shall reasonably request, including an evaluation of the progress achieved
in Project implementation.

(c) Promptly after completing such review, the Borrower shall carry out the
recommendations arising out of said reviews, with due diligence and efficiency and in
accordance with appropriate practices, taking into account the Association’s comments
thereon.

Mid-Term Review
5. The Borrower shall:

@) maintain policies and procedures adequate to enable it to monitor and
evaluate on an ongoing basis, in accordance with Performance Indicators, referred to



in Schedule 6 to this Agreement, the carrying out of the Project and the achievement
of the objectives thereof;

(b) prepare under terms of reference, satisfactory to the Association, and
furnish to the Association, on or about November 30, 2000, a report integrating the
results of the monitoring and evaluation 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 measures
recommended to ensure the efficient carrying out of the Project and the achievement of
the objectives thereof during the period following such date; and

(c) review with the Association, by December 31, 2000, or such later date as
the Association shall request, the report referred to in paragraph (b) of this Section
and, thereafter, take all measures required to ensure the efficient completion of the
Project and the achievement of the objectives thereof, based on the conclusions and
recomrendati ons of the said report and the Association's views on the natter.

SCHEDULE 5
Speci al Account
1. For the purposes of this Schedul e:

(a) the term*“eligible Categories” neans Categories (1) through (6) 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 Credit allocated fromtinme to tine to the eligible Categories
in accordance with the provisions of Schedule 1 to this Agreement; and

(c) the term “Authorized Allocation” neans an ampunt equival ent to $500, 000
to be withdrawmn fromthe Credit Account and deposited into the Special Account
pursuant to paragraph 3 (a) of this Schedul e.

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

3. After the Association has received evidence satisfactory to it that the Special
Account has been duly opened, withdrawals of the Authorized Allocation and subsequent
withdrawal s to replenish the Special Account shall be nade as foll ows:

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

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

(ii) Prior to or at the tine of each such request, the Borrower shall
furnish to the Associ ation the docunents and ot her evidence required
pursuant to paragraph 4 of this Schedule for the payment or
paynents in respect of which repl eni shmrent is requested. On the basis
of each such request, the Association shall, on behalf of the Borrower,
withdraw fromthe Credit Account and deposit into the Special Account
such anmpbunt as the Borrower shall have requested and as shall have been
shown by said docunents and other evidence to have been pai d
out of the Special Account for eligible expenditures. Al such deposits
shal | be w thdrawn by the Association fromthe Credit Account under the

respective eligible Categories, and in the respective equival ent anobunts, as
shal | have been justified by said docunents and ot her evidence

4, For each paynent nmade by the Borrower out of the Special Account, the Borrower



shall, at such time as the Association shall reasonably request, furnish to the
Association such documents and other evidence showing that such payment was made
exclusively for eligible expenditures.

5. Notwithstanding the provisions of paragraph 3 of this Schedule, the Association
shall not be required to make further deposits into the Special Account:

@) if, at any time, the Association shall have determined that all further
withdrawals should be made by the Borrower directly from the Credit Account in
accordance with the provisions of Article V of the General Conditions and paragraph
(a) of Section 2.02 of this Agreement;

(b) 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 Agreement, any of the
audit reports required to be furnished to the Association pursuant to said Section in
respect of the audit of the records and accounts for the Special Account;

(c) 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
from the Credit Account pursuant to the provisions of Section 6.02 of the General
Conditions; or

(d) once the total unwithdrawn amount of the Credit allocated to the eligible
Categories, minus the total amount of all outstanding special commitments entered into
by the Association pursuant to Section 5.02 of the General Conditions with respect to
the Project, shall equal the equivalent of twice the amount of the Authorized
Allocation. Thereafter, withdrawal from the Credit Account of the remaining
unwithdrawn amount of the Credit allocated to the eligible Categories shall follow
such procedures as the Association shall specify by notice to the Borrower. Such
further withdrawals shall be made only after and to the extent that the Association
shall have been satisfied that all such amounts remaining on deposit in the Special
Account as of the date of such notice will be utilized in making payments for eligible
expenditures.

6. @) If the Association shall have determined at any time that any payment out
of the Special Account: (i) was made for an expenditure or in an amount not eligible
pursuant to paragraph 2 of this Schedule; or (i) was not justified by the evidence
furnished to the Association, the Borrower shall, promptly upon notice from the
Association: (A) provide such additional evidence as the Association may request; or
(B) deposit into the Special Account (or, if the Association shall so request, refund

to the Association) an amount equal to the amount of such payment or the portion
thereof not so eligible or justified. Unless the Association shall otherwise agree, no
further deposit by the Association 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 shall have determined at any time that any amount
outstanding in the Special Account will not be required to cover further payments for
eligible expenditures, the Borrower shall, promptly upon notice from the Association,
refund to the Association such outstanding amount.

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

(d) Refunds to the Association made pursuant to paragraph 6 (a), (b) and (c)
of this Schedule shall be credited to the Credit Account for subsequent withdrawal or
for cancellation in accordance with the relevant provisions of this Agreement,
including the General Conditions.
SCHEDULE 6
Performance Indicators

Indicator By Development of sectoral database, including February 2000
information on percentage of population with access to safe, reliable water supplies

Plan for development of finance function December 1998 within DNA is agreed, and



implementation underway

Strategy for human resource development, February 1999 agreed upon action plan
developed, and implementation under way

Bids invited and evaluated for private sector November 1998 management of five water
companies

Central regulating body established November 1998 and staffed in preparation for
private sector management of urban water supply systems

Works to secure water supply reliability July 2001 for Beira and Pemba designed,
constructed and in operation

Sanitation strategy, designs and January 2001 documentation completed

First small piped water system in December 2001 Inhambane rehabilitated/improved
under autonomous management, with full stakeholder participation

Indicator By

Appointment of RWTP steering June 1998 committee and directorate body

Approval of DAR-PRONAR institutional June 1999 strengthening plan and RWTP national
communication strategy

Business plan for ARA-Sul approved May 1999

River basin studies started March 1999



