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GRANT AGREEMENT
(Special Operations)

GRANT AGREEMENT dated 11 September 2006 between NEPAL (the
“Recipient”) and ASIAN DEVELOPMENT BANK (“ADB”).

WHEREAS

(A) the Recipient has applied to ADB for a grant for the purposes of the
Project described in Schedule 1 to this Grant Agreement;

(B) the Recipient has applied to the OPEC Fund for International
Development for a loan for the purpose of financing a part of the civil works of the Project
(“OPEC Fund loan”);

(9] the Recipient has also applied to ADB for technical assistance for
capacity building in road feasibility study and construction and contract management, which
ADB will finance in conjunction with the Project on a grant basis from its technical assistance
funding program; and

(D) ADB has agreed to provide a grant to the Recipient from ADB's
Special Funds resources upon the terms and conditions hereinafter set forth.

NOW THEREFORE the parties agree as follows:

ARTICLE |

Grant Regulations; Definitions

Section 1.01. All provisions of the Special Operations Grant
Regulations of ADB, dated 7 February 2005 (the “Grant Regulations”), are hereby made
applicable to this Grant Agreement with the same force and effect as if they were fully set

forth herein.

Section 1.02. The definitions set forth in the Grant Regulations are
applicable to this Grant Agreement unless the context requires otherwise. In addition, the
following terms have the following meanings:

(a) "DOR" means the Department of Roads of the Ministry of Physical
Planning and Works of the Recipient;

(b) "Fiscal year" means the fiscal year of the Recipient commencing on 16
July each year and ending on 15 July of the following year,



(c) “Heavy Vehicle Management Policy” means the proposed policy of the
Recipient to detect, monitor and prevent overloading of vehicles;

(d) “HIV/AIDs” means human immunodeficiency  virus/acquired
immunodeficiency syndrome;

(e) "MPPW" means the Ministry of Physical Planning and Works of the
Recipient;

) "NGO" means a nongovernment organization;
(@) “NVC” means the National Vigilance Center of the Recipient;

(h) “Non-sample Road” means a subproject to be included in the Project
for financing out of the proceeds of the Grant in accordance with the provisions of Schedule
1 to this Grant Agreement;

‘ (i) “Procurement Plan” means the procurement plan for the Project as
defined in Schedule 3 to this Grant Agreement;

) “Project” means the Project to be executed by MPPW as described in
Schedule 1 to this Grant Agreement, and includes the subprojects;

(k) "Project Executing Agency" for the purposes of, and within the
meaning of, the Grant Regulations means MPPW, or any successor thereto agreed by ADB,
which is responsible for carrying out the Project;

)] "Project facilities" means the facilities constructed or to be constructed,
and the equipment and materials provided or to be provided under the Project;

(m)  "PIU" means the Project Impleméntation Unit in the DOR for the
purposes of the Project;

(n) “Prbject Director" means the officer in charge of implementation of this
Project as the head of PIU;

(0) "Project Implementing Agency”" means DOR, or any successor thereto
agreed by ADB; '

(p) “RF” means the Resetilement Framéwork prepared in accordance
with ADB’s Policy on Involuntary Resettlement (1998), to the satisfaction of ADB and
acceptable to the Recipient;

(q) “RP” means the Resettlement Plan prepared in accordance with
ADB'’s Policy on Involuntary Resettlement, to the satisfaction of ADB and acceptable to the

Recipient;

(r “RRP” means ADB’s Report and Recommendation of the President to
the Board of Directors for this Project; and



S’

(s) “Sample Road” means a subproject to be included in the Project for
financing out of the proceeds of the Grant in accordance with the provisions of Schedule 1 to
this Grant Agreement.

ARTICLE Il

The Grant

Section 2.01. ADB agrees to make available to the Recipient from
ADB's Special Funds resources on terms and conditions set forth in this Grant Agreement an
amount of fifty five million two hundred thousand dollars ($55,200,000).

ARTICLE 1l

Use of Proceeds of the Grant

Section 3.01. The Recipient shall cause the proceeds of the Grant to
be applied to the financing of expenditures on the Project in accordance with the provisions
of this Grant Agreement.

Section 3.02. The goods and services to be financed out of the
proceeds of the Grant and the allocation of amounts of the Grant among different categories
of such goods and services shall be in accordance with the provisions of Schedule 2 to this
Grant Agreement, as such Schedule may be amended from time to time by agreement
between the Recipient and ADB.

Section 3.03. Except as ADB may otherwise agree, all goods and
services to be financed out of the proceeds of the Grant shall be procured in accordance with
the provisions of Schedule 3 to this Grant Agreement.

_ Section 3.04. Withdrawals from the Grant Account in respect of goods
and services shall be made only on account of expenditures relating to:

(a) goods which are produced in and supplied from and services which
are supplied from such member countries of ADB as shall have been
specified by ADB from time to time as eligible sources for
procurement, and

(b) goods and services which meet such other eligibility requirements as
shall have been specified by ADB from time to time.

Section 3.05. The Grant Closing Date for the purposes of Section
8.02 of the Grant Regulations shall be 30 June 2013 or such other date as may from time to
time be agreed between the Recipient and ADB.



ARTICLE IV

Particular Covenants

Section 4.01. In the carrying out of the Project and operation of the
Project facilities, the Recipient shall perform, or cause to be performed, all obligations set
forth in Schedule 4 to this Grant Agreement.

Section 4.02. (a) The Recipient shall (i) maintain, or cause to be
maintained, separate accounts for the Project; (i) have such accounts and related financial
statements audited annually, in accordance with appropriate auditing standards consistently
applied, by independent auditors whose qualifications, experience and terms of reference are
acceptable to ADB; (iii) furnish to ADB unaudited Project accounts and financial statements
within six months after the end of each related fiscal year; (iv) furnish to ADB, as soon as
available but in any event not later than nine months after the end of each related fiscal year,
certified copies of such audited accounts and financial statements and the report of the
auditors relating thereto (including the auditors' opinion on the use of the Grant proceeds and
compliance with the financial covenants of this Grant Agreement as well as on the use of the
procedures for imprest account and statement of expenditures), all in the English language;
and (v) furnish to ADB such other information concerning such accounts and financial
statements and the audit thereof as ADB shall from time to time reasonably request.

(b) The Recipient shall enable ADB, upon ADB's request, to discuss the
Recipient’s financial statements for the Project and its financial affairs related to the Project
from time to time with the auditors appointed by the Recipient pursuant to Section 4.02(a)
hereabove, and shall authorize and require any representative of such auditors to participate
in any such discussions requested by ADB, provided that any such discussion shall be
conducted only in the presence of an authorized officer of the Recipient unless the Recipient
shall otherwise agree.

Section 4.03. The Recipient shall enable ADB's representatives to
inspect the Project, the goods financed out of the proceeds of the Grant, and any relevant
records and documents.

ARTICLE V

Suspension and Cancellation

Section 5.01. The following is specified as an additional event for
suspension of the right of the Recipient to make withdrawals from the Grant Account for the
purposes of Section 8.01(k) of the Grant Regulations or cancellation of the Grant pursuant to
Section 8.02 of the Grant Regulations: any default attributable to the Recipient leading to the
OPEC Fund Loan becoming liable for suspension or cancellation or repayment prior to its
agreed maturity date.



ARTICLE Vi
Effectivéness
Section 6.01. A date ninety (90) days after the date of this Grant

Agreement is specified for the effectiveness of the Grant Agreement for the purposes of
Section 9.04 of the Grant Regulations.

ARTICLE VI
Miscellaneous
Section 7.01. The Secretary, Ministry of Finance, of the Recipient is
designated as representative of the Recipient for the purposes of Section 11.02 of the Grant

Regulations.

Section 7.02. The following addresses are specified for the purposes
of Section 11.01 of the Grant Regulations:

For the Recipient

The Secretary

Ministry of Finance

Government of Nepal

Singha Durbar, Kathmandu, Nepal
Cable Address:

ARTHA
KATHMANDU

Telex Number:
NP 2249 ARTHA
Facsimile Number: |
(977-1) 425-9891
For ADB
Asian Development Bank

P.O. Box 789
0980 Maniia, Philippines



Cable Address:

ASIANBANK
MANILA

Telex Numbers:

29066 ADB PH (RCA)
42205 ADB PM (ITT)
63587 ADB PN (ETPI)

Facsimile Numbers:

(632) 636-2444
(632) 636-2340

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 prmmpal office of ADB, as of the day and

year first above written.

NEPAL

.ByMMA

IDYADHAR MALLIK
Authorized Representative

ASIAN DEVELOPMENT BANK

Lo

KI HEE RYU
Officer-in-Charge
Nepal Resident Mission

By




SCHEDULE 1

Description of the Project

1. The objective of the PrOJect is to improve road connectivity by rehabilitating
and expanding the feeder road system in remote areas.

2. The Project consists of the following parts:

A. Road Connectivity .

This part of the Project will include the upgrading or construction of about ten
feeder roads to be selected based on a programmatic approach set out in Appendix 4 and
Supplementary Appendix B to the RRP.

(a) Three Sample Roads encompassing about 227 km have been selected for
preliminary engineering, economic, social/resettlement, environmental studies:

(i) Galchi-TrisuIi-Dhunche-Syaphrubesi;
(i) Phidim-Taplejung; and
(iii) Tamakoshi-Manthali-Khurkot.

(b) Seven Non-sample Roads of about 263 km will be selected in course of
implementation.

B. HIV/AIDS Prevention and Anti-Trafficking Program

This part of the Project will include designed activities to reduce t‘he
vulnerability of at risk groups to HIV/AIDS and trafficking, and increase access to HIV
prevention services.

3. The Project is expected to be completed by 31 December 2012.



SCHEDULE 2
Allocation and Withdrawal of Grant Proceeds
General
1. The table attached to this Schedule sets forth the Categories of goods,
services and other items to be financed out of the proceeds of the Grant and the allocation of

amounts of the Grant to each such Category (hereinafter called the “Table”). (Reference to
"Category" or "Categories" in this Schedule is to a Category or Categories of 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 Grant on the basis of the percentages set
forth in the Table.

Reallocation
3. Notwithstanding the allocation of Grant proceeds 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 to any other Category.

Imprest Account; Statement of Expenditures

4, (a) Except as ADB may otherwise agree, the Recipient shall establish
immediately after the Effective Date, an imprest account at Nepal Rastra Bank. The imprest
account shall be established, managed, replenished and liquidated in accordance with ADB's
"Loan Disbursement Handbook" dated January 2001, as amended from time to time, and
detailed arrangements agreed upon between the Recipient and ADB. The initial amount to
be deposited into the imprest account shall be equivalent to the estimated expenditure for the
first six months of Project implementation or 10% of the Grant amount, whichever is lower.

(b) The statement of expenditures (SOE) procedure may be used for
reimbursement of eligible expenditures and to liquidate advances provided into the imprest
account, in accordance with ADB's "Loan Disbursement Handbook" dated January 2001, as
amended from time to time, and detailed arrangements agreed upon between the Recipient
and ADB. Any individual payment to be reimbursed or liquidated under the SOE procedure
shall not exceed $ 100,000.



Attachment to Schedule 2

TABLE
ALLOCATION AND WITHDRAWAL OF GRANT PROCEEDS
(Road Connectivity Sector | Project)
CATEGORY ADB FINANCING
Amount Allocated Percentage
Number Item $ of Total
. Expenditure*
1 Civil Works 38,000,000 72.5
2 Equipment 200,000 100
3 HIV/AIDs, Anti-Trafficking Program 200,000 4 100
4 Consulting Services 6,700,000 100
5 Unallocated 10,100,000
Total _ 55,200,000

*Exclusive of local taxes.
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SCHEDULE 3

Procurement of Goods and Works, and Consulting Services

A. Application of Procurement and Consulting Guidelines

1. All Goods and Works to be financed out of the proceeds of the Grant shall be
subject to and governed by the "Procurement Guidelines" dated April 2006, as amended
from time to time, (the “Procurement Guidelines”); and all Consulting Services to be
financed out of the proceeds of the Grant, shall be subject to and governed by the provisions
of the "Guidelines on the Use of Consultants by Asian Development Bank and its Borrowers"
dated April 2006, as amended from time to time, (the “Consulting Guidelines”).

B. Definitions

2. All capitalized terms used and not otherwise defined in this Schedule 3, have
the meanings provided in the Procurement Guidelines and the Consulting Guidelines, as
applicable. In addition, the following terms have the following meanings:

(a) "Consulting Services" means the services referred to in Section E of
this Schedule 3;

(b) "Goods" means equipment and materials, including related services
such as ftransportation, insurance, installation, commissioning, training, and initial
maintenance but excluding Consulting Services; .

(c) “Misprocurement” means any action relating to the procurement of
Goods and Works that is not conducted in accordance with this Grant Agreement and the
Procurement Guidelines; or any action relating to the selection and engagement of
Consulting Services that is not conducted in accordance with this Grant Agreement and the
Consulting Guidelines;

(d) “Post Review” means, for the procurement of Goods and Works, the
process described in paragraph 5 of Appendix 1 of the Procurement Guidelines; and for the
recruitment of Consulting Services, the process of ADB review after execution of a contract
between the Recipient and a consultant;

(e) “Prior Review” means, for the procurement of Goods and Works, the
process described in paragraphs 2 to 4 of Appendix 1 of the Procurement Guidelines; and for
the recruitment of Consulting Services, the process of ADB review of the selection and
engagement of Consulting Services prior to the execution of a contract between the
Recipient and a consulitant;

) “Procurement Plan” means the procurement plan for the Project to be
agreed between the Recipient and ADB, and updated from time to time in accordance with
paragraph 4, that sets forth the following:

() each particular Goods contract and/or Works contract;

(i) the methods for procurement of such contracts;
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(iii) the related Prior Review and/or Post Review procedures and
supervision arrangements;
(iv) each particular Consulting Services contract;

(v) the methods for selecting Consulting Services and the type of
proposal;

(vi) an overall indicative recruitment schedule and budget for each
Consulting Services contract package;

(vii)  the related Prior Review/Post Review requirements, frequency,
depth and thresholds;

(vii)  a provision for submission of a copy of the invitation for bids to
ADB for approval and for publication in ADB’s website; and

(ix) | any capacity strengthening requirement; and
(9) “Works" means construction or civil works, and includes services such

as drilling or mapping, and project related services that are provided as part of a single
responsibility or turnkey contract.

C. Procurement Plan and Procurement Agent
3. General. Without limiting the generality of paragraph 1 of this Schedule, the .

Recipient shall conduct the procurement of Goods and Works; and the selection,
engagement and recruitment of Consulting Services in accordance with the Procurement
Plan.

4, Terms of and Updates to the Procurement Plan. The Recipient and ADB have
agreed upon an indicative procurement plan dated 23 June 2006. Upon finalization of the
subprojects in course of implementation of the Project, the Recipient shall prepare, and
submit to ADB for approval, the Procurement Plan in accordance with the Procurement
Guidelines and the Consulting Guidelines. The Recipient shall update the Procurement Plan
as needed throughout implementation of the Project, so that each such subsequent
Procurement Plan is provided to ADB upon each anniversary of the Effective Date.

5. Effectiveness of Procurement Plan. The Procurement Plan, and any updates
thereto, shall become effective on the date of approval by ADB and shall supersede the
immediately preceding Procurement Plan upon that date.

6. Procurement Agent. The Recipient may appoint a Procurement Agent to
assist it in procurement of Goods, Works, or Consulting Services on terms and conditions to
be agreed upon with ADB. The Recipient shall ensure that the Procurement Agent follows all
of the requirements of this Schedule and the Procurement Guidelines and Consulting
Guidelines, as relevant.




12

D. Procurement of Goods and Works

Methods of Procurement for Goods and Works

7. Except as ADB may otherwise agree, the Recipient shall use the methods of
procurement set forth in this part D.

8. International Competitive Bidding. (a) Except as set forth in paragraphs
9-11 of this Schedule 3, the Recipient shall apply international competitive bidding, in
accordance with the procedures described in Chapter Il of the Procurement Guidelines, for
the procurement of each Works contract estimated to cost the equivalent of more than
$2,000,000 and each contract for Goods estimated to cost the equivalent of more than
$1,000,000.

(b) The Recipient may provide a margin of preference in accordance with
paragraphs 2.55(a) and 2.56 of the Procurement Guidelines for domestically manufactured
Goods and paragraphs 2.55(b) and 2.56 of the Procurement Guidelines for domestic Works
in comparing bids under international competitive bidding.

9. National Competitive Bidding. The Recipient may use national competitive
bidding in accordance with procurement procedures acceptable to ADB for the procurement
of Works estimated to cost the equivalent of less than or equal to $2,000,000.

10. Limited International Bidding. The Recipient shall apply limited international
bidding in accordance with the provisions of paragraph 3.2 of the Procurement Guidelines for
the procurement of Goods estimated to cost the equivalent of not less than or equal to
$100,000 and not more than or equal to $1,000,000.

11. Direct Contracting / Shopping. The Recipient may use direct contracting
and/or shopping for Goods estimated to cost the equivalent of less than $100,000.

Conditions for Award of Works Contracts

12. The Recipient shall not award any civil works contract financed under the
Grant unless it has:

(i) obtained approval of ADB to the RPs for Non-sample Roads, based on
detailed design, prepared in accordance with ADB's Policy on
Involuntary Resettlement (1995) and the RF, and disclosed to the
affected persons in the local language;

(i)  obtained approval of ADB to the RPs for Sémple Roads, updated on
the basis of the final alignment after completion of detailed design, and
disclosed to the affected persons in the local language;

(iii) obtained approval of ADB, in case of any impact on indigenous people,
to the indigenous peoples development plan prepared and
implemented in accsordance with ADB’s Policy on Indigenous Peoples
(1998), and as set out in the agreed indigenous peoples development
framework;






