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DEVELOPMENT CREDIT AGREEMENT

AGREEMENT, dated June 19, 1998, between the REPUBLIC OF ARMENIA (the
Borrower) and the 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; and

(B) Parts A, B, C and D of the Project will be carried out by the
Yerevan Water and Sewerage Enterprise (YWSE) with the Borrower ’'s assistance,
and as part of such assistance, the Borrower will make available to YWSE a part
of the proceeds of the Credit as provided in this Agreenent;

WHEREAS t he Association 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 Agreenent and in the Project Agreenment of even date herewith
bet ween the Associ ati on and YWSE;

NOW THEREFORE t he parties hereto hereby agree as follows:

ARTI CLE |



General Conditions; Definitions

Section 1.01. The "General Conditions Applicable to Development Credit
Agreements" of the Association, dated January 1, 1985 (as amended through
December 2, 1997), with modifications set forth below (the General Conditions)
constitute an integral part of this Agreement:

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

"12. “Participating Country’ means any country that the
Associ ation determ nes neets the requirements set forth in Section 10
of Resolution No. 183 of the Board of CGovernors of the Associ ation,
adopted on June 26, 1996; and

‘“Participating Countries’ nmeans, collectively, all such countries."
(b) The second sentence of Section 5.01 is nodified to read:

"Except as the Borrower and the Association shall otherw se agree,
no wi thdrawal s shall be nade: (a) on account of expenditures in the
territories of any country which is not a Participating Country or for
goods produced in, or services from such territories; or (b) for the
pur pose of any paynment to persons or entities, or for any inport of goods,
if such payment or inport, to the know edge of the Association, is
prohi bited by a decision of the United Nations Security Council taken
under Charter 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 Agreement have the
respective nmeanings therein set forth and the followi ng additional terns have
the foll owi ng nmeani ngs:

(a) "Charter" means the charter of YWBE (as hereinafter defined), dated
May 8, 1998 (Registration No. 27314000578), as anmended to the date of this
Agr eenent ;

(b) "Drans" neans the lawful currency of the Republic of Arnenia;

(c) "Eart hquake Damaged Zone" neans the area damaged by the earthquake
in 1988 as such area is defined in the Decree of the USSR Council of Mnisters
No. 1463, dated Decenber 27, 1988, as anended to the date of this Agreenent;

(d) "Managenent Contract" neans the perfornance-based nmanagenent
contract to be entered between the Borrower and a private sector operator for
managenent of water and wastewater services in the YWSE Service Area (as
herei nafter defined);

(e) "Qperating Investment Fund" neans a special revolving fund to be
establ i shed, admi nistered and mai ntai ned by YWSE (as hereinafter defined) for
the purposes of financing essential short-terminvestnments to inprove operation
and mai ntenance of the water and wastewater systemin Yerevan;

(f) "PMJ' neans the Project Managenent Unit established by the joint
Resol ution No. 6 of the Mnistry of Finance and Econony and the Mnistry of
Urban Devel opnent, dated May 6, 1998 and registered on May 8, 1998 (Registration
No. 286-120-03-194);

(9) "Project Agreenent" neans the agreenment between the Association and
YWSE (as hereinafter defined) of even date herewith, as the sane nmay be anended
fromtime to tine, and such termincludes all schedul es and agreenents
suppl enental to the Project Agreenent;



(h) "Project Preparation Advance" means the project preparation advance
granted by the Association to the Borrower pursuant to an exchange of letters
dated April 10, 1997 and April 30, 1997 between the Borrower and the
Association;

(i)  "Special Account” means the account referred to in Section 2.02 (b)
of this Agreement;

() "Subsidiary Loan Agreement" means the agreement to be entered into
between the Borrower and YWSE (as hereinafter defined) pursuant to Section
3.01(c) of this Agreement, as the same may be amended from time to time, and
such term includes all schedules to the Subsidiary Loan Agreement;

(k)  "YWSE" means Yerevan Water and Sewerage Enterprise, established
pursuant to its Charter approved by the Borrower’s Decree No. 240 dated April
29, 1998 and registered on May 8, 1998 (Registration No. 27314000578); or any
| egal successor thereto; and

(1) "YWBE Service Area" neans the area defined in YWSE by-| aws.
ARTI CLE 11
The Credit

Section 2.01. The Association agrees to lend to the Borrower, on the terns
and conditions set forth or referred to in the Devel opnent Credit Agreenent, an
anount in various currencies equivalent to twenty-two nillion three hundred
t housand Special Drawi ng Rights (SDR 22, 300, 000).

Section 2.02. (a) The anmpunt of the Credit nmay be wi thdrawn fromthe
Credit Account in accordance with the provisions of Schedule 1 to this Agreenent
for expenditures made (or, if the Association shall so agree, to be nade) in
respect of the reasonable cost of goods and services required for the Project
d;esc;li bed idn Schedule 2 to this Agreenent and to be financed out of the proceeds
of the Credit.

(b) The Borrower may, for the purposes of the Project, open and
maintain in Dollars a special deposit account in a conmercial bank acceptable to
the Association on terns and conditions satisfactory to the Association,

i ncludi ng appropriate protection against set-off, seizure and attachnent.
Deposits into, and paynments out of, the Special Account shall be made 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 anmount
required to repay the principal amount of the Project Preparati on Advance
wi t hdrawn and out standi 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 shal | thereupon be cancel ed.

Section 2.03. The Cosing Date shall be Decenber 31, 2003 or such |ater
date as the Association 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 tnent
charge on the principal anmount of the Credit not withdrawn fromtine to time at
arate to be set by the Association as of June 30 of each year, but not to
exceed the rate of one-half of one percent (1/2 of 1% per annum

(b) The conmi tnent charge shall accrue: (i) fromthe date sixty (60)
days after the date of this Agreement (the accrual date) to the respective dates
on which amounts shall be withdrawn by the Borrower fromthe Credit Account or
canceled; and (ii) at the rate set as of the June 30 i medi 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 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; (i) 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 June 15 and December 15 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 semi-annual
installments payable on each June 15 and December 15 commencing June 15, 2008
and ending December 15, 2032. Each installment to and including the installment
payable on December 15, 2017 shall be one and one-fourth percent (1-1/4%) of
such principal amount, and each installment thereafter shall be two and one-half
percent (2-1/2%) 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 (3)
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 consideration by them of the development of the
Borrower’s economy, modify the repayment of installments under paragraph (a)
above by: (A) requiring the Borrower to repay twice the amount of each such
installment not yet due until the principal amount of the Credit shall have been
repaid; and (B) requiring the Borrower to commence repayment of the principal
amount of the Credit as of the first semiannual payment date referred to in
paragraph (a) above falling six (6) months or more after the date on which 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
minimum of five (5) years on such repayment of principal.

(c) If so requested by the Borrower, the Association may revise the
modification referred to in paragraph (b) above to include, in lieu of some 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 amount of the
Credit withdrawn and outstanding from time to time, provided that, in the
judgment of the Association, such revision shall not change the grant element
obtained under the above-mentioned repayment modification.

(d) If, at any time after a modification of terms pursuant to paragraph
(b) above, the Association determines that the Borrower’s economic condition has
deteriorated significantly, the Association may, if so requested by the
Borrower, further modify the terms of repayment to conform to the schedule of
installments as provided in paragraph (a) above.

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

ARTICLE Ill
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 Parts E and F of the project with due diligence
and efficiency and in conformity with appropriate
administrative financial, engineering and environmental
practices, and shall provide, or cause to be provided,
promptly as needed, the funds, facilities, services and
other resources required for said Parts of the Project; and

(i)  without any limitation or restriction upon any of its other
obligations under the Development Credit Agreement, shall
cause YWSE to perform in accordance with the provisions of
the YWSE Project Agreement all the obligations of YWSE
therein set forth, shall take and cause to be taken all
action, including the provision of funds, facilities,
services and other resources, necessary or appropriate to
enable YWSE to perform such obligations, and shall not take
or permit to be taken any action which would prevent or
interfere with such performance.

(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 Parts E and F of the Project and shall assist YWSE
in carrying out Parts A, B, C and D of the Project in accordance with the
Implementation Program set forth in Schedule 4 to this Agreement.

(c) The Borrower shall relend the proceeds of the Credit allocated from
time to time to Categories (1)(a) and (b), (2)(a) and (b), (3) and (4) of the
table in paragraph 1 of Schedule 1 to this Agreement to YWSE (the Subsidiary
Loan for the purposes of this paragraph) under a subsidiary loan agreement to be
entered into between the Borrower and YWSE (the Subsidiary Loan Agreement) under
terms and conditions which shall have been approved by the Association and which
shall include, without limitation, the following terms:

@) the principal amount of the Subsidiary Loan shall be repaid
by YWSE to the Borrower in equal semi-annual installments
over thirty five (35) years, including a grace period of ten
(10) years;

(i)  the principal amount of the Subsidiary Loan repayable by
YWSE shall be the equivalent in Drams (determined as of the
date, or respective dates, of repayment) of the value of the
currency or currencies withdrawn from the Credit Account in
respect of the above-mentioned Categories;

(iii) interest shall be charged on the principal amount of the
Subsidiary Loan withdrawn and outstanding from time to time
at a rate equivalent to the rate payable by the Borrower to
the Association according to the provisions of Section 2.05
of this Agreement.

(d) the Borrower shall exercise its rights under the Subsidiary Loan
Agreement in such manner as to protect the interests of the Borrower and the
Association and to accomplish the purposes of the Credit, and, except as the
Association shall otherwise agree, the Borrower shall not assign, amend,
abrogate or waive the Subsidiary Loan Agreement or any provision thereof.

Section 3.02. Except as the Association shall otherwise agree, procurement
of 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 Agreement.

Section 3.03. For the purposes of Section 9.07 of the General Conditions
and without limitation 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) months after the Closing
Date or such later date as may be agreed for this purpose between the Borrower
and the Association, 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.

Section 3.04. The Borrower and the Association hereby agree that the
obligations set forth in Sections 9.03, 9.04, 9.05, 9.06, 9.07 and 9.08 of the
General Conditions (relating to insurance, use of goods and services, plans and
schedules, records and reports, maintenance and land acquisition, respectively)
in respect of the Project shall be carried out by YWSE pursuant to Section
2.03(a) of the Project Agreement.

ARTICLE IV
Financial Covenants

Section 4.01. (a) The Borrower, acting through the PMU, shall establish
and maintain a financial management system, including records and accounts and
prepare financial statements in a format acceptable to the Association, adequate
to reflect the operations, resources and expenditures for and in connection with
the carrying of the Project.

(b) The Borrower shall:

(@) have the records, accounts and financial statements referred
to in paragraph (@) of this Section and the records and
accounts for the Special Account for each fiscal year
audited, in accordance with auditing standards acceptable to
the Association, consistently applied, by independent
auditors acceptable to the Association;

(i)  furnish to the Association, as soon as available but in any
case not later than six (6) months after the end of each
such year, (A) certified copies of the financial statements
referred to in paragraph (a) of this Section for such year
as so audited, and (B) an opinion on such financial
statements, records and accounts and a report of such audit
by said auditor, of such scope and in such detail as the
Association shall have reasonably requested; and

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

(c) For all expenditures with respect to which withdrawals from the
Credit Account were made on the basis of statements of expenditures, the
Borrower shall:

0} maintain or cause to be maintained, in accordance with
paragraph (a) of this Section, records and separate 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 exanmine such
records; and

(iv) ensure that such records and accounts are included in the



annual 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 statements of
expenditures submitted during such fiscal year, together
with the procedures and internal controls involved in their
preparation, can be relied upon to support the related
withdrawals.

ARTICLE V
Remedies of the Association

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

@) YWSE shall have failed to perform any of its obligations under the
Project Agreement.

(b) As a result of events which have occurred after the date of the
Development Credit Agreement, an extraordinary situation shall have arisen which
shall make it improbable that YWSE will be able to perform its obligations under
the Project Agreement.

(c) The Charter of the YWSE shall have been amended, suspended,
abrogated, repealed or waived so as to affect materially and adversely the
operations or financial conditions of YWSE or the ability of YWSE to perform any
of its obligations under the Project Agreement, or its ability to carry out the
Project.

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

(a) any event specified in paragraph (a) of Section 5.01 of this
Agreement shall occur and shall continue for a period of sixty (60) days after
notice thereof shall have been given by the Association to the Borrower;

(b) any event specified in paragraph (c) of Section 5.01 of this
Agreement shall occur.

ARTICLE VI
Effective Date; Termination

Section 6.01. The following events are specified as additional conditions
to the effectiveness of the Development Credit Agreement within the meaning of
Section 12.01 (b) of the General Conditions:

@ The PMU has been staffed with an adequate number of personnel whose
gualifications and experience are satisfactory to the Association.

(b) The Subsidiary Loan Agreement has been executed on behalf of the
Borrower and YWSE.

(c) An auditing firm, acceptable to the Association, has been hired by
the Borrower for conducting audit under the Project.

(d) The Borrower shall have signed a contract with a consultant,
acceptable to the Association, to assist the Borrower in preparing a draft
Management Contract and in organizing a bidding process for selection of a
private sector operator.

Section 6.02. The following are specified as additional matters, within
the meaning of Section 12.02 (b) of the General Conditions, to be included in



the opinion or opinions to be furnished to the Association:

(@) that the Project Agreement has been duly authorized or ratified by
YWSE, and is legally binding upon YWSE in accordance with its terms; and

(b) that the Subsidiary Loan Agreement has been duly authorized or
ratified by the Borrower and YWSE and is legally binding upon the Borrower and
YWSE in accordance with its terms.

Section 6.03. 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.

ARTICLE VII
Representative of the Borrower; Addresses

Section 7.01. The Minister of Finance and Economy of the Borrower is
designated as representative of the Borrower for the purposes of Section 11.03
of the General Conditions.

Section 7.02. The following addresses are specified for the purposes of
Section 11.01 of the General Conditions:

For the Borrower:

Ministry of Finance and Economy
1, Government House

Republic Square

Yerevan 375010

Republic of Armenia

Telex:
243331 LADA SU
For the Association:
International Development Association
1818 H Street, N.W.

Washington, D.C. 20433
United States of America

Cable address: Telex:
INDEVAS 248423 (MCI) or
Washington, D.C. 64145 (MCI)

IN WITNESS WHEREOF, the parties hereto, acting through their duly
authorized representatives, have caused this Agreement to be signed in their
respective names in Yerevan, Armenia, as of the day and year first above
written.

REPUBLIC OF ARMENIA

By /s/ Edward Sandoyan
Authorized Representative

INTERNATIONAL DEVELOPMENT ASSOCIATION



By /s/ Judy O Connor
Acting Regional Vice President
Europe and Central Asia

SCHEDULE 1
Wt hdrawal of the Proceeds of the Credit

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

Anmpunt of the

Credit Allocated % of
(Expressed in Expendi t ures
Cat egory SDR Equi val ent) to be Financed
(1) Gvil works 80%
(a) under Part A 900, 000
(b) under Parts C 2, 800, 000
and D
(2) Goods and 100% of foreign
Equi prent expendi tures,
100% of | ocal
(a) under Part A 2,700, 000 expendi tures (ex-
(b) under Parts C 6, 700, 000 factory cost) and
and D 80% of | ocal
expendi tures for
other itens pro-
cured local ly
(3) Managenent 3, 700, 000 100%
Contract Base Fees
(4) Consul tants' servi ces, 1, 600, 000 100%
studi es and training
(5) I ncrement al operating 900, 000 100%
costs
(6) Ref undi ng of 1, 500, 000 Anount s due pur-
Project Preparation suant to Section
Advance 2.02 (c) of this
Agr eenent
(7) Unal | ocat ed 1, 500, 000
TOTAL 22, 300, 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” means expenditures in the currency of
the Borrower or for goods or services supplied fromthe territory of the
Bor r ower ;

(c) the term"increnental operating costs" means the increnental
expenses incurred on account of Project inplenentation, nanagenent and



monitoring, including: salaries and allowance of the PMU staff (excluding
governmental officials of the Borrower), office rent and maintenance, office
supplies, vehicle operation, travel, communication and audit costs;

(d) the term "Management Contract base fees" means the fees to be paid
to the private sector operator under the terms of the Management Contract,
including remuneration and reimbursable expenditures, as such terms shall be
defined in the Management Contract, but excluding a performance bonus or any
other payments which might be stipulated in the Management Contract in addition
to the remuneration and reimbursable expenditures.

3. Notwithstanding the provisions of paragraph 1 above, no withdrawals shall
be made in respect of; (a) payments made for expenditures prior to the date of
this Agreement; and (b) payments made for expenditures under Categories (1) (b),
(2) (b) and (3) until the Borrower shall have entered into the Management
Contract with a private operator acceptable to the Association and shall have
furnished to the Association a satisfactory opinion of a legal counsel that the
Management Contract has been duly authorized and ratified by the Borrower and
the private sector operator, and is legally binding upon the parties in

accordance with its terms.

4. The Association may require withdrawals from the Credit Account to be made
on the basis of statements of expenditure for expenditures for: (a) works under
contracts costing less than $500,000 equivalent, (b) goods under contracts

costing less than $200,000 equivalent, (c) services of consulting firms under
contracts costing less than $100,000 equivalent; (d) services of individual

consultants under contracts costing less than $50,000 equivalent; (e) operating

costs and (f) training, all 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: (i) make emergency improvements in
the water supply system of Yerevan; (ii) improve the efficiency, management,
operation and delivery of water and wastewater services for Yerevan; (iii)
provide essential framework for the sustainable involvement of the private
sector in the overall management of the water and wastewater services on the
territory of the Borrower; (iv) develop a national housing policy focusing on
critical economic issues associated with the ongoing housing sector reform; and
(v) develop a housing strategy for the Earthquake Damaged Zone.

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

Part A: Immediate Investment Program

1. Provision and installation of the new low and high pressure pipes,
rehabilitation of a pumping station, installation of block meters and repairing
connections in the selected areas of Yerevan.

2. Restoration of a high pressure distribution system, rehabilitation of a
low pressure network, repairing distribution pipes and connections, installation
of block meters in residential buildings and launching of a water conservation
campaign through the associations of condominiums in the selected areas of
Yerevan.

3. Construction of water catchment boxes, a flood protection dike alongside
the Hrazdan river, and rehabilitation of water tank and chlorinating facilities
in the selected areas of Yerevan.

Part B: Management Contract



Improvement of the operation of the water supply and wastewater systems in
the YWSE Area through the Management Contract that would, inter alia: improve
the efficiency of the water supply distribution system and the operating
equipment; improve the disinfecting of water supplies; protect the integrity of
the surface water sources; improve the operations of the wastewater system;
improve the efficiency of meter reading, billing and revenue collections;
improve the operations of water and wastewater systems; improve the efficiency
of customer service and public relations; and improve the effectiveness of the
management and administrative control of the water and wastewater systems.

Part C: Operating Investment Fund

Establishment and operation of the Operating Investment Fund to support
essential short-term and operating investments to improve operation and
maintenance and support the rehabilitation of the water and wastewater system in
Yerevan, including but not limited to:

(@) purchase of material and equipment to carry out the piping network
and pumping system rehabilitation;

(b) purchase and installation of materials and parts to rehabilitate
piping systems, pumping systems, metering systems (bulk and retail), control
systems, and other elements necessary to upgrade the systems to efficient
working conditions; and

(c) purchase of operating supplies required to provide compliance with
the Borrower’s quality standards for drinking water.

Part D: Capital |nvestments

Design, inplenentation and supervision of the restructuring and
rehabilitati on of the water and wastewater systens in Yerevan.

Part E: Housi ng

Assi stance in the devel opnent of the Borrower’s national housing policy
and a housing strategy for the Earthquake Damaged Zone.

Part F: Techni cal Assi stance

1. Provi sion of assistance to the PMJ in inplenentation of the Project and
di ssem nation of the Project experience to other utilities.

2. Provi sion of auditing services to nonitor the private sector operator’s
technical and financial performance under the Managenent Contract.

3. Provi sion of consultants’ services to assist in establishment of an
appropriate financial managenment and accounting systens for the PMJ and YWSE and
for annual financial audits.

4. Carrying out of studies for devel opnment of a regulatory framework for the
wat er sector.

5. Assi stance in the preparation of follow up water sector projects for the
Bor r ower .

The Project is expected to be conpleted by June 30, 2003.

SCHEDULE 3



Procurement and Consultants’ Services

Section 1. Procurement of Goods and Works
Part A: General
1. Goods and works shall be procured in accordance with (a) the provisions of

Section | of the "Guidelines for Procurement under IBRD Loans and IDA Credits"
published by the Bank in January 1995 and revised in January and August 1996 and
September 1997, subject to the modifications thereto set forth in paragraph 2 of

this Part A (the Guidelines), and (b) the provisions of the following Parts of

this Section.

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

Part B: International Competitive Bidding

1. Except as otherwise provided in Part C of this Section, goods and works
shall be procured under contracts awarded in accordance with the provisions of
Section Il of the Guidelines and paragraph 5 of Appendix 1 thereto.

2. The following 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:

Preference for domestically manufactured goods and domestic contractors

The provisions of paragraphs 2.54 and 2.55 of the Guidelines and Appendix
2 thereto shall apply to goods manufactured in the territory of the Borrower and
works to be carried out by domestic contractors.

Part C: Other Procurement Procedures
1. National Competitive Bidding

Works estimated to cost less than $500,000 equivalent per contract, up to
an aggregate amount not to exceed $3,500,000 equivalent, may be procured under
contracts awarded in accordance with the provisions of paragraphs 3.3 and 3.4 of
the Guidelines.

2. International Shopping

Goods estimated to cost less than $200,000 equivalent per contract, up to
an aggregate amount not to exceed $4,000,000 equivalent, may be procured under
contracts awarded on the basis of international shopping procedures in
accordance with the provisions of paragraphs 3.5 and 3.6 of the Guidelines.

3. National Shopping

Goods estimated to cost less than $50,000 equivalent per contract, up to
an aggregate amount not to exceed $1,000,000 equivalent, may be procured under
contracts awarded on the basis of national shopping procedures in accordance
with the provisions of paragraphs 3.5 and 3.6 of the Guidelines.

Part D: Review by the Association of Procurement Decisions
1. Procurement Planning

Prior to the issuance of any invitations to prequalify for bidding or 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 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: (a) each contract for goods and works awarded in
accordance with the provisions of Part B of this Section, and (b) the first two
contracts for works awarded in accordance with the provisions of Part C.1 of
this Section, 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

1. Consul tants’ services shall be procured in accordance with: (a) the

provi sions of the Introduction and Section IV of the "Guidelines: Selection and
Enpl oynent of Consultants by World Bank Borrowers" published by the Bank in
January 1997 and revised in Septenber 1997, subject to the nodifications thereto
set forth in paragraph 2 of this Part A (the Consultant Cuidelines), and (b) the
provi sions of the following Parts of this Section.

2. In paragraph 1.10 of the Consultant Guidelines, the references to "Bank
menber countries" and "nmenber country" shall be deened to be references,
respectively, to "Participating Countries" and "Participating Country".

Part B: Quality- and Cost-based Sel ection

1. Except as otherw se provided in Part C of this Section, consultants’
services, including the services of consultants to assist the Borrower in
enpl oying a private sector operator and the services of the private sector
operator under the Managenent Contract, shall be procured under contracts
awar ded in accordance with the provisions of Section Il of the Consultant

Cui del i nes, paragraph 3 of Appendix 1 thereto, Appendix 2 thereto, and the
provi sions of paragraphs 3.13 through 3.18 thereof applicable to quality- and
cost-based sel ection of consultants.

Part C O her Procedures for the Selection of Consultants
1. Qual i ty-based Sel ection

Services for the preparation of detail ed designs and bi ddi ng docunents
under Part A of the Project shall be procured under contracts awarded in
accordance with the provisions of paragraphs 3.1 through 3.4 of the Consultant
Gui del i nes.

2. Least - cost Sel ection

Services for carrying out technical and financial audit required for the
Project and estimated to cost |ess than $200, 000 equi val ent per contract, may be
procured under contracts awarded in accordance wi th the provisions of paragraphs
3.1 and 3.6 of the Consultant Cuidelines.



3. Individual Consultants

Services for carrying out tasks that meet the requirements set forth in
paragraph 5.01 of the Consultant Guidelines, up to an aggregate amount not to
exceed $300,000, shall be procured under contracts awarded to individual
consultants in accordance with the provisions of paragraphs 5.1 through 5.3 of
the Consultant Guidelines.

Part D: Review by the Association of the Selection of Consultants
1. Selection Planning

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
sel ection plan as shall have been approved by the Association, and with the
provi sions of said paragraph 1.

2. Prior Review

(a) Wth respect to each contract for the enployment of consulting
firms estimated to cost the equival ent of $100,000 or nore, the procedures set
forth in paragraphs 1, 2 (other than the second subparagraph of paragraph 2(a))
and 5 of Appendix 1 to the Consul tant Guidelines shall apply.

(b) Wth respect to each contract for the enploynent of individual
consultants estimated to cost the equival ent of $50,000 or nore, the
qualifications, experience, terns of reference and terns of enploynent of the
consultants shall be furnished to the Association for its prior review and
approval . The contract shall be awarded only after said approval shall have been
gi ven.

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
Gui del i nes shal |l apply.

SCHEDULE 4
| mpl enent ati on Program

1. The Borrower shall nmaintain the PMJ which at all tines shall be adequately
staffed and shall operate in accordance with terns of reference acceptable to
the Associ ation and which shall have the overall responsibility for coordinating
Project inplenmentation.

2. Wthout limitation upon the provisions of paragraph (a) of Section 3.01 of
this Agreenent, the Borrower shall: (i) by Septenmber 30, 1998, make available to
YWBE an armount of $1, 000,000 equival ent for financing YWSE recurrent operating
and mai ntenance costs in the last quarter of the cal endar year of 1998; (ii) by
February 1, 1999, subnit evidence satisfactory to the Association that an annua
allocation in the ambunt of $2,000,000 equival ent shall be nade available to
YWSE for financing its recurrent operating and mai ntenance costs for the

cal endar year of 1999; and (iii) by February 1, 2000, subnmit evidence
satisfactory to the Association that an annual allocation in the anount of

$1, 000, 000 equi val ent shall be nmade available to YWSE for financing its
recurrent operating and mai ntenance costs for the cal endar year of 2000

3. Not | ater than June 30, 2002, the Borrower shall (i) submt to the
Association a plan for the conti nued nanagenent of the water and wastewater
services in Yerevan which shall include, without Iimtation, various options for

managenent of water and wastewater services and private sector participation in



such management; (ii) upon review of said plan by the Association, incorporate
the Association’s coments and recomrendations for said plan; and (iii)
i npl emrent said plan thereafter

4, By Cctober 31 of each year commencing in 1999, the Borrower shall submt
for the Association's approval a programof investnents for the next cal endar
year to be financed under Parts C and D of the Project.

5. (a) Not | ater than June 30, 1999, the Borrower shall enter into the
Managenent Contract with a private sector operator under such terns and
condi ti ons which shall be approved by the Association.

(b) The Borrower shall take and cause to be taken all actions necessary
or appropriate to enable a private sector operator to performits obligations
under the Management Contract, and shall not take or pernit to be taken any
action which would prevent or interfere with such perfornmance

6. 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 the indicators agreed upon
bet ween the Borrower and the Association, the carrying out of the Project and
the achi evenent of the objectives thereof;

(b) prepare, under ternms of reference satisfactory to the Association,
and furnish to the Association, on or about June 1 and Decenber 1 of each year
conmmencing in 1999, a report (Sem -annual Report) of such scope and detail as
the Association shall reasonably request, describing the progress achieved in
carrying out of the project during the preceding six (6) nonths and setting out
the measures recommended to ensure the efficient carrying out of the project
during the followi ng six (6) nonths;

(c) prepare in cooperation with YWBE, under terns of reference
satisfactory to the Association, and furnish to the Association, on or about
Sept enber 30, 2001, a report integrating the results of the nonitoring and
evaluation activities perfornmed 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 reconmended to
ensure the efficient carrying out of the Project and the achi evenent of the
obj ectives thereof during the period follow ng such date; and

(d) review with the Association and YWBE, by Decenber 31, 2001, or such
| ater date agreed upon between the Borrower and the Association, the report
referred to in subparagraph (b) of this paragraph, and, thereafter, take al
nmeasures required to ensure the efficient conpletion of the Project and the
achi everment of the objectives thereof, based on the conclusions and
recommendati ons of the said report and the Association's views on the matter.

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

(a) the term"eligible Categories" neans Categories (1) through (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, works and services required for the Project and
to be financed out of the proceeds of the Credit allocated fromtine to tine to
the eligible Categories in accordance with the provisions of Schedule 1 to this
Agreenent; and

(c) the term"Aut horized Allocation" neans an anobunt equivalent to
$1, 000,000 to be withdrawn fromthe Credit Account and deposited into the



Special Account pursuant to paragraph 3 (a) of this Schedule, provided, however,
that unless the Association shall otherwise agree, the Authorized Allocation

shall be limited to an amount equivalent to $500,000 until the aggregate amount
of withdrawals from the Credit Account plus the total amount of all outstanding
special commitments entered into by the Association pursuant to Section 5.02 of
the General Conditions shall be equal to or exceed the equivalent of SDR
3,000,000.

2. Payments out of the Special Account shall be made exclusively for eligible
expenditures in accordance with the provisions of this Schedule.

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 withdrawals to replenish the Special Account shall be made as
follows:

€) For withdrawals 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 amounts 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 from the Credit Account and deposit
into the Special Account such amount or amounts as the Borrower shall have
requested.

(b) 0] For replenishment of the Special Account, the Borrower shall
furnish to the Association requests for deposits into the
Special Account at such intervals as the Association shall

specify.

(i)  Prior to or at the time of each such request, the Borrower
shall furnish to the Association the documents and other
evidence required pursuant to paragraph 4 of this Schedule
for the payment or payments in respect of which
replenishment is requested. On the basis of each such
request, the Association shall, on behalf of the Borrower,
withdraw from the Credit Account and deposit into the
Special Account such amount as the Borrower shall have
requested and as shall have been shown by said documents and
other evidence to have been paid out of the Special Account
for eligible expenditures. All such deposits shall be
withdrawn by the Association from the Credit Account under
the respective eligible Categories, and in the respective
equivalent amounts, as shall have been justified by said
documents and other evidence.

4, 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 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:

(a) 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
Accounts;

(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 (ii) 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.

) 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 paragraphs 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.



