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For ADB

Asian Development Bank
P.O. Box 789
0980 Manila, Philippines

Facsimile Numbers:

(632) 636-2444
(632) 636-2341.

IN WITNESS WHEREOF the parties hereto, acting through their
representatives thereunto duly authorized, have caused this Grant Agreement to be signed in

their respective names and to be delivered at the principal office of ADB, as of the day and
year first above written.

KINGDOM OF TAN

By —
WANGERTNORBU
Minister of Finance

ASIAN DEVELOPMENT BANK

By /“A X/\
KUNIO SENGA

Director General
South Asia Department




SCHEDULE 1
Description of the Project
1. The expected impact of the Project is to expand road transport network in the
southern region of the Kingdom of Bhutan, and to provide a major internal transit route for
Bhutanese passengers and goods, by providing an alternative to the existing east-west
national highway running through the northern part of the country.

2. The Project will include the following components:

Component 1: Investment Component

(a) upgrading or constructing road sections of about 180 kms along
southern east-west highway, including

(i) upgrading Manitar-Raidak road of about 37 kms to a national
highway and providing access to the border crossing at
Lhamoizingkha;

(ii) constructing Raidak-Lhamoizingkha national highway of about
25 kms; :

(iii) constructing Panbang-Nganglam national highway of about 36
kms and providing access to the border crossing at Ngangiam;

(iv)  construction of Tsebar-Mikuri-Durung Ri feeder road of about
62 kms; and

(v) construction of Samdrupcholing-Samrang national highway of
about 23 kms and providing access to the border crossing at
Samdrup Jongkhar.

The upgrading and construction of roads will include construction of roadways including
longitudinal drainage structures, installation of culverts and bridges, construction of new
bridges and cross drainage structures, and structures for resettlement and rehabilitations.

(b) consulting services to prepare detailed design and support
implementation of civil works.

Component 2: Capacity Buildinq Component

This component will include provision of equipment to enhance sector
capacity on quality control, survey and design, control of overloading and vehicle emissions.

3. The Project is expected to be completed by 31 December 2014.
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SCHEDULE 2

Allocation and Withdrawal of Grant Proceeds

General

1. The table attached to this schedule sets forth the Categories of Goods, Works, and
consulting services and other items to be financed out of the proceeds of the ADF Grant and
the allocation of amounts of the ADF Grant to each such Category (hereinafter called the
"Table").

Percentages of ADB Financing

2. Except as ADB may otherwise agree, the items of the Categories listed in the Table
shall be financed out of the proceeds of the ADF Grant on the basis of the percentages set
forth in the Table.

Reallocation

3. Notwithstanding the allocation of Grant proceeds and the withdrawal percentages set
forth in the Table,

(a) if the amount of the Grant allocated to any category appears to be insufficient
to finance all agreed expenditures in that Category, ADB may, by notice to the Recipient,
(i) reallocate to such Category, to the extent required to meet the estimated shortfall,
amounts of the Grant which have been allocated to another Category but, in the opinion of
ADB, are not needed to meet other expenditures, and (ii) if such reallocation cannot fully
meet the estimated shortfall, reduce the withdrawal percentage applicable to such
expenditures in order that further withdrawals under such Category may continue until all
expenditures thereunder shall have been made; and

(b) if the amount of the Grant then allocated to any Category appears to exceed
all agreed expenditures in that Category, ADB may, by notice to the Recipient, reallocate
such excess amount {o any other Category.

Disbursement Procedures

4, Except as ADB may otherwise agree, the Grant proceeds for financing Goods, Work,
consulting services and other items shall be disbursed in accordance with ADB's Loan
Disbursement Handbook (2007, as amended from time to time).

Imprest Account; Statement of Expenditures

5. (a) Except as ADB may otherwise agree, the Recipient shall establish
immediately after the Effective Date, an imprest account at the Royal Monetary Authority.
The imprest account shall be established, managed, replenished and liquidated in
accordance with ADB's Loan Disbursement Handbook and detailed arrangements agreed
upon between the Recipient and ADB. The currency of the imprest account shall be the
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Schedule 2

Dollar. The amount to be deposited into the imprest account shall not exceed the lower of
(i) the estimated expenditure to be financed from the imprest account for the following six
months of Project implementation, or (ii) the equivalent of ten (10) percent of the Grant

amount.

(b) The statement of expenditures (SOE) procedure may be used for
reimbursement of eligible expenditures and to liquidate advances provided into the imprest
account for any individual payments not exceeding the equivalent of $50,000, which may be
reviewed and increased to $100,000 based on experience of the new project team and its
capacity to manage SOE.

Retroactive Financing

6. Withdrawals from the Grant Account may be made for reimbursement of reasonable
expenditures incurred under the Project before the Effective Date, but not earlier than
12 months before the date of this Grant Agreement in connection with works, equipment and
consulting services, subject to a maximum amount equivalent to 20% of the Grant amount.

Condition of Withdrawals from Grant Account

7. Notwithstanding any other provision in this Grant Agreement, no withdrawals shall be
made from the Grant Account if the conditions stipulated in paragraphs 13 and 14 of
Schedule 4 of this Grant Agreement are not satisfied.



TABLE

Attachment to Schedule 2

ALLOCATION AND WITHDRAWAL OF GRANT PROCEEDS
Road Network Project Il

CATEGORY

ADB FINANCING

Amount Allocated

Percentage and

$ Basis for Withdrawal
Number Item Category from the Grant Account
1 Works 30,040,000 70.2 percent of total expenditure
2 Equipment 1,000,000 100 percent of total expenditure®
3 Consulting Services 4,000,000 100 percent of total expenditure*
4 Unallocated 3,720,000
Total 38,760,000

* Exclusive of taxes and duties imposed within the territory of the Recipient.
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SCHEDULE 3

Procurement of Goods and Works, and Consulting Services

A. General

1. All Goods, Works and consulting services to be financed out of the proceeds of the
Grant shall be subject to and governed by the Procurement Guidelines, and the Consulting
Guidelines, respectively.

2. All terms used and not otherwise defined in this Grant Agreement have the meanings l
provided in the Procurement Guidelines and/or the Consulting Guidelines, as applicable.

B. Procurement for Goods and Works

3. Except as ADB may othervwse agree, Goods and Works shall only be procured on
the basis of the methods of procurement set forth below:

International Competitive Bidding _
National Competitive Bidding
Shopping

The methods of procurement are subject to, among other things, the detailed arrangements
. and threshold values set forth in the Procurement Plan. The Recipient may only modify the
methods of procurement or threshold values with the prior agreement of ADB and
modifications must be set out in updates to the Procurement Plan.

4. Domestic Preference. The Recipient may grant a margin of preference in the
evaluation of bids under international competitive bidding in accordance with paragraphs
2.55(b) and 2.56 of the Procurement Guidelines for domestic Works.

5. National Competitive Biddinq. . The Recipient and ADB shall ensure that, prior
to the commencement of any procurement activity under national competitive bidding, the
Recipient’'s national competitive bidding procedures are consistent with the Procurement
Guidelines. Any modifications or clarifications to such procedures agreed between the
Recipient and ADB shall be set out in the Procurement Plan. Any subsequent change to the
agreed modifications and clarifications shall become effective only after written approval of
such change by the Recipient and ADB.

C. Conditions for Award of Contract
6. The Recipient shall not award any Works contracts financed under the Grant until:

(a) in case of a substantial change in the scope of the Project during the
detailed design, updated resettlement plans and EMP as required are
prepared and submitted to ADB for approval; and '

(b) an environmental clearance is received from the National Environment

Commission for the purposes of the contract.
oy
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D. Selection of Consulting Services

7. Quality- and Cost-Based Selection. Except as ADB may otherwise agree, and
except as set forth in the paragraph below, the Recipient shall apply quality- and cost-based
selection for selecting and engaging consulting services.

8. The Recipient shall apply the following method for selecting and engaging the
specified consulting service, in accordance with, among other things, the procedures set
forth in the Procurement Plan:

Single Source Selection for selecting consultant for detailed engineering
and procurement assistance.

E. Industrial or Intellectual Property Rights

9. (a) The Recipient shall ensure that all Goods and Works procured (including
without limitation all computer hardware, software and systems, whether separately procured
or incorporated within other goods and services procured) do not violate or infringe any
industrial property or intellectual property right or claim of any third party.

(b) The Recipient shall ensure that all contracts for the procurement of Goods and
Works contain appropriate representations, warranties and, if appropriate, indemnities from
the contractor or supplier with respect to the matters referred to in subparagraph (a) of this

paragraph.

10. The Recipient shall ensure that all ADB-financed contracts with consultants contain
appropriate representations, warranties and, if appropriate, indemnities from the consultants
to ensure that the consulting services provided do not violate or infringe any industrial
property or intellectual property right or claim of any third party.

F. ADB’s Review of Procurement Decisions

11. All contracts procured under international competitive bidding procedures and
contracts for consulting services shall be subject to prior review by ADB, unless otherwise
agreed between the Recipient and ADB and set forth in the Procurement Plan.
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SCHEDULE 4

Execution of Project and Operation of
Project Facilities; Financial Matters

Implementation Arrangements

1. DoR shall be the Executing Agency (EA) for the Project, responsible for overall
implementation and carrying out of the Project.

Project Management Office (PMO)

2. The PMO, which will be established and headed by a full time project coordinator at
the executive engineer level, shall be responsible for (i) overall coordination, management
and monitoring of the Project, (ii) supervising detailed engineering design, and
(iii) procurement. The DoR may, as required, organize meetings of related agencies of the
Recipient to facilitate swift resolution of any implementation-related issues requiring
coordination amongst various departments.

3. In addition to the PMO, two site offices shall be established to be responsible for
monitoring day-to-day implementation of the Project and preparation of project progress
reports, each to be headed by a project manager at the assistant engineer level.

4, The Project coordinator shall be responsible to (i) prepare withdrawal application, and
(i) consolidate the reports received from the site offices and submit them to DoR and ADB.
The Project coordinator shall ensure timely processing of payment requests from the
contractors and will ensure that the PMO processes and forwards each payment request
within 5 working days of receipt of such requests to the Ministry of Finance for release of
funds. The project coordinator and project managers shall meet on a quarterly basis or as
required.

Road Maintenance Financing

5. The Recipient shall provide sufficient and timely budget for routine and periodic
maintenance of the entire road network every year throughout Project implementation.

Counterpart funds

6. The Recipient shall ensure the timely and adequate provision of all counterpart funds
for the Project. DoR shall make timely and necessary requests to the Recipient to ensure
that the counterpart funds are allocated for the Project in the relevant yearly budgets of the
Recipient.

Road Safety

7. The Recipient shall ensure that road safety measures are implemented taking into
account findings and recommendations of the Project Preparatory Technical Assistance
(TA7128-BHU: Preparing the Road Network Project II) and design and supervision

consultants.
b
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Schedule 4
Overloading
8. The Recipient shall ensure that all prevailing regulations on overloading control,

including penalties, will be effectively implemented, including by further installing overweigh
bridges.

Health

9. The Recipient and DoR shall ensure that contractors provide adequately for health
and safety of construction workers and further ensure that bidding documents include
measures on how contractors will address this, including an information and awareness
raising campaign for construction workers on sexually transmitted diseases, HIV/AIDS, and
human trafficking.

Labor

10. The Recipient and DoR shall ensure that (a) civil works contractors comply with all
applicable labor laws and regulations, do not employ child labor for construction and
maintenance activities, and provide appropriate facilities for women and children in
construction campsites; (b) people directly affected by the Project are given priority to be
employed by the Project; (c) contractors do not differentiate wages between men and women
for work of equal value; and (d) specific clauses ensuring these will be included in bidding
documents. DoR shall cooperate with the Department of Labor of the Recipient to monitor
the implementation of this clause.

Environmental consideration

11. The Recipient shall implement all mitigation measures included in the environmental
impact assessment (EIA) reports in accordance with the Royal Bhutan Environmental Policy
as well as ADB’s Environment Policy. DoR shall consult on a continuing basis with the park
managers of national parks on the locations for construction campsites, hot mix and crushing
plants, and disposal, and handling of spoiled materials. DoR shall incorporate the EIA reports
including environmental management plan (EMP) in bidding documents and civil works
contracts, update them if necessary in course of Project implementation with prior approval
of ADB, and ensure that contractors implement the required mitigation measures and EMP
as described in the reports. DoR shall ensure that all conditions attached to the clearances
will be implemented and monitored. DoR shall promptly mitigate and minimize any adverse
impact on the environment that may arise from the Project implementation in accordance
with the EMP. DoR shall undertake environmental monitoring plan and submit semiannual
reports to ADB and relevant agencies on the implementation of EMP as part of the progress
report on Project implementation. The Recipient shall report to ADB any change on
alignment or Project component after the environmental assessment report was approved to
allow a consideration on whether additional environmental assessment study is required.

Land acquisition and resettlement

12. The Recipient shall (i) implement the Project in accordance with the Resettlement
Plans (RPs) prepared, ADB’s Policy on Involuntary Resettlement (1995), Policy on
Indigenous Peoples (1998) and applicable national laws and regulations; (ii) in case of any
design changes in project roads, ensure that the RPs are updated on the basis of the final

B
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alignment and submitted to ADB for review and approval prior to awarding of civil works
contracts; and (iii) provide semiannual progress reports on the implementation of the RPs.

Conditions for Award of Contracts

13. The Recipient shall not award civil works contract unless the following requirements
have been met: (i) during the detailed design phase of the Project, DoR shall update the
resettlement plans and the EMP, as required. If the scope of the Project is substantially
changed, the resettlement plans shall be revised accordingly and submitted to ADB for
approval before award of any civil works contract. Any changes to the EMP shall be
reviewed, recorded, and submitted to the National Environment Commission as well as fo
ADB for review and concurrence as required prior to awarding of civil works contracts; and
(i) DoR shall have obtained the environmental clearance from the National Environment
Commission for the purposes of the contract.

Conditions for Commencement of Civil Works

14, The EA shall not commence civil works unless it has acquired, paid compensation for,
and made available the land and rights in land free from any encumbrances, and cleared any
obstruction from the related section, required to be handed over to the contractor for
commencement of construction in accordance with the work schedule under the related civil
works contract.

Anti-corruption; transparency

15. The Recipient and DoR shall comply with ADB's Anticorruption Policy (1998, as
amended to date), and cooperate fully with any investigation by ADB and extend all
necessary assistance, including providing access to all relevant books and records for the
satisfactory completion of such investigation.

16. The Recipient and DoR shall (i) ensure that all contracts financed by ADB in
connection with the Project include provisions specifying the right of ADB to audit and
examine the records and accounts of DoR, and all contractors, suppliers, consultants, and
other service providers as they relate to the Project; and periodically inspect contractors'
activities, particularly fund withdrawals and resettlements.

17. The DoR shall ensure that all relevant information and documents, including on
procurement procedures and contract awards, which are required to be made public under
ADB's Public Communication Policy are made readily available to any member of public from
the PMO and its website.

18. The Recipient and DoR shall ensure that within 90 days of the Effective Date,
grievance redress mechanism with defined functions acceptable to ADB is established to
redress any Project-related concerns raised by Project beneficiaries and communities in the
Project sites.

Y
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Schedule 4

Project Reports and Review

19. The DoR shall, within three (3) months of the Effective Date, develop a systematic
Project Performance Monitoring System (PPMS), in a form and substance acceptable to
ADB, for use throughout the life of the Project.

20.  The DoR shall establish, within three (3) months of the Effective Date, a baseline for
performance indicators to be used for monitoring implementation of each road segment, and
thereafter conduct evaluation surveys annually under each road segment, in accordance with
the PPMS to evaluate the scope, implementation arrangements, progress and achievements
of objectives of the Project.

21. ADB and DoR shall meet regularly as required to review the progress of the Project
and any changes to implementation arrangements or remedial measures required to be
undertaken towards achieving the objectives of the subprojects and the Project. Mid-term
review of the Project shall be undertaken by ADB and DoR in 2012, which shall focus on
issues related to implementation arrangements, and agree on changes, if needed, to achieve
the objectives of the Project.

22. The DoR shall prepare and provide ADB with Project quarterly progress reports on
progress made during the period of review, changes if any on implementation schedule,
problems or difficulties encountered and remedial actions taken, anticipated problems and
the proposed remedial measures, and work to be undertaken in the following period. The
DoR shall submit the quarterly progress reports to ADB within 45 days from close of each
quarter. These reports shall also include a summary financial account for each subproject,
expenditures to date, report on performance monitoring, and the results of monitoring of the
social and environmental impacts.

23. DoR shall prepare and provide ADB with a road completion report within 3 months of
physical completion of each individual road and a Project completion report within 3 months
of completion of transactions under the Project. These reports will cover a detailed evaluation
of each road project and the overall project, respectively, covering the design, costs,
contractors’ and consultants’ performance, social and economic impact, economic rate of
return, and other details relating to the Project as may be requested by ADB.



