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UNITED STATES OF AMERICA ~_DI 7
AGENCY FOR INTERNATIONAL DEVELOPMENT (/> ~
US.A.L.D. MISSION TO KENYA

oisorio -
UNITED STATAS POSTAL ADDRESS INTERNATIONAL POSTAL ADDRESS
““ Us AID/NAIRODI POST OFFICE BOX 30261
AGENCY FOR INTERNATIONAL DEVELOPMENT NAIROB! KENYA
WASHINGTON, D.C. 20823
Permanent Secretary October 31, 1977

Ministry of Finance and Planning
P.0, Box 30007
Nairobi, Kenya

Attention: Mr. W.P, Mayaka
and

Permanent Secretary
Ministry of Works
P.0. Box 30260
Nairobi, Kenya

Attention: Mr. N.P, Radier,
Chief Engineer (Rcads)

Subject: Kenya Roads Gravelling Project
A.I.D. Project No, 615-0170

Implementation Letter No, 4

Gentlemen:

Please refer to Mr. V.P. Mayaka's letter of CT.tober 24, 1977, Ref Na.

DV 9/03, requesting a sixty day extension of the terminal datr “or ful-
filling the requirements of Section 5,2 (executed contract f.. (urineering
services) of the Project Agreement from October 29, 1977 to Leceaber 28, 1977.

In view of the fact that the engineering services contract now being nego-
tiated with Frederic R. Harris is to call for gervices with respect both

to the subject project and to the Rural Roads System Project (No, 615-0168),
and that negotiation of this broadened scope of work will take more time
than originally envisioned, the need for a sixty day extens.on is clearly
Justified. Your request, therefore,is hereby approved.

We would appreciate reviewing the contract in draft prinr to its sxecution.

Sincerely,
G L o)

é Charles J. Nelson
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m UNITED STATES OF AMERICA
AGENCY FOR INTERNATIONAL DEVELOPMENT

U.S.A.1.D. MISSION TO KENYA

‘l I’ Office of the Director,
P. 0. Box 30261,

Nairobi, Kenya.

January 24, 1978

Permanent Secretary

Ministry of Finance and Planning
P.0. Box 30007

Nairobi, Kenya

Attention: Mr, W,P, Mayaka

Permanent Secretary
Ministry of Works
P.0. Box 30260
Nairobi, Kenya

Attention: Mr, N.P. Radier, Chief Engineer (Reads)

Subject: Rural Roads Systems Project
Project No. 615-0168

Igglementation Letter No,6

Gentlemen:

We are pieased to acknowledge Mr, W.P, Mayaka's letter of January 20,
1978, Ref No. DV 9/03, designating Mr, Naftali Paul Radier, Chief
Engineer (Roads), Ministry of Works, as an additional "Authorized
Representative" of the Govermment of Kenya pursuant to Section 9,2
of the Project A-reement, and furnishing us with the required speci~
men signature,

Mr. Radier's name has been added to those of the representatives of
the Government of Kenya previously designated by Mr. Mayaka's letter
of October 7, 1977, relative to this Agreement, as confirmed by our
Implementation Letter No., 2 dated October 17, 1977,

ancerely,

| p /
\/k l]l M \/ \10
s J. Nelaoﬂ 3

\ .’



URHID STANIYS OF sMPRICA

UNITED STATES POSTAL ADDRESS NTERNATIONAL POSTAL ADDRESS
q , NAIROBI (ID) POST OFFICE BOX 30261
DEPARTMENT OF STATE NAIROBI, KENYA

UNITED STATES OF AMERICA
AGENCY FOR INTERNATIONAL DEVELOPMENT
U.S.A.LLD. MISSION TO KENYA

Office of the Director,

WASHINGTON, D.C., 20520

November 16, 1979

Permanent Secre
Ministry of Fin:
P.0. Box 30007
Nairobi, KRenya

Attention: Mr, Z N, Nyarango

Permanent Secretary
Ministry of Works
P.0. Box 30260
Nairobi, Kenya

Attention: Mr, W.P.0, Wambura,
Chief Engineer (Roads)

Subject: USAID Gravelling Project 615-0170
First Annual Work Programme - Western Province
Implementation Letter No, 10

Gentlemen:

We have received your letter of October 29, 1979 (Ref. No. R 8496),
subject as above, transmitting the GBC Work Plan Report for Bungoma
District. Messrs, Pastic and Shah from the USAID Mission have pre-
viously discussed the contents of this report with your Messrs, Howie
and Weishaupt on November 9, 1979. At that meeting it was agreed to
add road D-282 to the candidate roads list, for spot improvement work.
This addition was confirmed in your November 9, 1979 letter (Ref. No.
R 8499/P95),

We are pleased to advise you of our approval of the following roads,
(listed in order of constructifon priority):

(1) D-258, from C-33 to C-31/C-32, 21.8 kilometers.
(2) Db-257, from D-258 to C-32, 12,0 kilometers.
(3) D-279, from A-1C04 to C-42, 27.2 kilometers,
(4) E-315, from C-42 to Kapketany, 6.7 kilometers.

(5) E-316, from D-279 to Chebukwali, 8.4 kilometers, -
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(6) E-317, from C-42 to D-275, 8.2 kilometers.

(7) D-278, ftom C-33 to C-33/C-42 intersection,
11.7 kilodieters,

(8) D-277, from C-33 to C-32, 27,5 kilometers,
(9) E-308, from A-1 to E-309, 15.8 kilometers.
(10) D-282, from A-104 to C-44, 17,9 kilometers.

Roads E-277 and E-309 are not approved at this time. Both of these roads
require the construction of new bridges, but as yet MOW has not submitted
evidence of a workable bridging plan. We believe these roads would not
provide the planned benefits without the required bridging. We would be
pleased to reconsider including these roads in the candidate roads list
upon receiving satisfactory documentation explaining when and how the
bridging will be accomplished.

It is noted in Appendix D of the work plan - viz., September 10 corres-
pondence from the Bungoma District Commissioner to MOW - that the

D.C. is concerned with the status of Road D-275 because "most of efforte
put in Rural Access Roads Programme in the area will be wasted unless
this road is improved to all-weather standard.' We also share his
concern. In the interest of both the RAR and GBC programs, we wish to
know MOW plans to bring road D-275 to all-weather standards.

We further recommend, in order to avoid adverse environmental impact,
that all borrow pits be levelled prior to abandonment so as to prevent
water from accumulating.

Finally, it is requested that you maintain suitable cost records by
primary cost component and by road, in order that the cost-benefit
relationships hypothesized in the project paper can be monitored, and
subsequently used to guide the construction program.

Sincerely yours,

’, by !
g ~ N . ;

. eead

Glenwood P, Réame T -, B

[ERm—y g

Ly \ -
1 e Thete L Ty, . ad ~
S



TO :
FROM :
SUBJECT:

GPTIONAL FORM NO. 10 :

MAY 1983 KDIMION
“SSA FPMR (4 R} 1118 ’
UNITED STATES GOVERNMENT S %

Memorandum

AFR/DR, Mr. Stephen Klein DATE:

R L PO-AAA- S0
PPC/DPRE/PR, Ronald E. Bobel

o =

Kenya - Roads Gravelling

As PPC's position on the proposed loan has been made clear in
various meetings and meunos, there is no need for our attendance
at further Africa Bureau meetings on the subject.

With regard to the paper itself, it should be noted that it far
exceeds the number of pages of Handbook 3 (no more than 50 page
narrative nor more than 100 pages including annexes). Assuming

the paper proceeds to the DLSC, the Bureau should delete appropriat}
sections so that we print only necessary material.

We have noted that many PRPs and especially PPs from the Africa
Bureau are excessive in length and would suggest that the USAIDs
and consul=ant teams be urged to reduce descriptive material and
concentrate on analysis as a means to shortening these documents.

cc: PPC/DPRE, E. Hogan
PPC/PIAS, R. Berg
AA/AFR, J. Kelly

Buy U.S. Savings Bonds Regularly on the Payroll Savings Plan









TO

FROM

SUBJECT:

: See Distribution @
: AFR/BR, Stephen K]eir[% X@

OPTIONAL PORM NO, 10
Juf 1873 goITiON
QBA FPMR (41 CPR) 101-11.8

UNITED STATES GOVERNMENT

Memorandum

bliSovio <) -

DATE: September 16, 1976 2.

PD-AAR- gL
oA

| G
ok il i

Kenya Roads Gravelling Project Paper - ECPR

There will be a meeting of the Executive Committee for Project Review
(ECPR) Wednesday, September 22, 1976 at 9:30 in Room 6944 to review the
Project Paper for the Kenya Roads Gravelling Project.

The purpose of the Project is to improve smaltholder access to agriculture
institutions, services and infrastructure, including inputs, credit, knowl-

edge/extension to apply inputs, markets and/or storage facilities, roads

and water.

Attached for your review are the
PP addendum, submitted during the
issues paper. Also attached is a m

Attachments: a/s

original PP, submitted in March 1976, a
pril Project Committee review; and an
emo presenting PPC views on the issues.

DISTRIBUTION
AA/AFR:SScott AFR/DP:CWard

TBrown LB 1son Hoe Gﬁﬂy
DAA/AFR:HNorth EDonoghue

AFR/DR:LHi11son

SER/COM/ALI:JSho11enberger

HJohnson TA/RD :EOwens
AFR/DR/ARD :WLeake CBlankstein
HKugler PPC/DPRE : EHogan
PWarren RBobel (6)
AFR/DR/ESAP:SCole SER/ENGR:PStearns
JdMalick RHenrickson
AFR/ESA:0Cylke AF/EPS :RDuncan
TO'Keefe ESegall
HAmes TREAS : JMaresca
GC/AFR:EDragon OMB:RNygard



OPTIONAL FORM NO, 10
JULY 1873 EDITION
GUA FPRA (40 CPR) 101118

UNITED STATES GOVERNMENT
Memorandum

TO AA/AFR, Mr, Stanley Scott DATE: September 16, 1976

FROM : AFR/BR; John Withe

SUBJECT: genya Roads Gravelling Project Paper Issues

The Project Paper for the subject project was submitted to AID/W

March 6, 1976 as "Agriculture Sector Loan II, Part A: Roads Gravelling."
During the initial Project Committee meeting held in April 1976,

several substantive issues were raised and were subsequently discussed
with USAID/Kenya and a Government of Kenya (GOK) delegation in the U.S.
To address these issues, USAID/K, with consultant assistance,prepared

an addendum to the PP, un September 7, 1976, the Project Committee
reviewed the original PP and the addendum and raised a number of similar
issues. Below 1s a discussion of these issues which are grouped as
"Technical", "Economic" and "Financial."

Technical Issues

1. How is the Roads Gravelling project technically related to the
proposed Rural Access Roads Program (RARP) and to on-going activities
of the Ministry of Works (MOW)? Should the two programs be integrated
into one Roads System project?

Discussion: Both the Gravelling and RARP programs will be implemented
by the Special Projects Branch (SPB) within the MOW. Both programs are
national in scope. The GOK already has selected this administrative
arrangement, and AID will be associated with only a part of it. The AID
elements will be implemented in selected districts of the Western and
Nyanza provinces of Keuya along with on-going MOW maintenance activities.
The PP addendum recommends adoption of a road link selection criteria
which would rely on integration of planning for the two projects thru
the input of District Development Committees and application of specific
traffic criteria (e.g., estimated average daily traffic). Integrated
planning will assure that roads which are improved under the gravelling
project will be linked to access roads constructed under the RARP and
vice-versa. However, implementation of the two projects will be
carried-out by two separate units within the SPB/MOW. These two new
investment projects will be implemented apart from on-going MOW maintenance
activities. Is this the most cost effective way to achieve AID's
objectives? To ensure that AID-funded equipment provided under the

Buy U.S. Savings Bonds Regularly on the Payroll Savings Plan



Gravelling project is not diverted from its intended purpose, should
the }oan agreement include a specific agreement that equipment provided
wfll be used for upgrading/improving class D and E (secondary) roads
only? (For further discussion of this point, see issue 6.) The
committee recommends that the Gravelling and RARP projects should be
prepared as complementary documents, although packaged and processed
separately, and that preliminary agreement be reached with the GOK on
the integration of the prospective work to insure the two activities
are mutually reinforcing to each other.

2. (a) What is the most appropriate method of contracting for project
personnel - and AID-direct contract or a host-country contract?

Discussion: The PP (p. 62 of original PP) proposes that the three
contract personnel be provided via an AID direct contract with an
architectural and engineering firm. Since these personnel will serve
in GOK line-positions in the MOW and will therefore be subject to the
directions/rules/regulat? of the GOK civil service agency. In this
regard, the committee re: -ands that the host country assume the
resyonsibility of contract.ng for its employees, using GOK funds to
prov.de the base salaries and AID grant funds for "topping-off" these
base salaries. This approach would increase the GOK contribution to
the project by about $15,000. The original PP projected an ETA for
the first technician o/a January, 1977. However, since approval of the
project has been delayed about seven months, it 1s anticipated that
the arrival of the first technician on project site will slip to
August/September, 1977. The committee agrees that this is probably
adequate time for the GOK to process a host country contract. USAID/K
should be informed that AID/W proposes host country contracting, and
that AID/W requests USAID/K views.

(b) Should the contract for technical gservices be with an institution
which provides complete personnel back-stopping or with an institution
which simply locates and contracts with appropriate personnel?

Discussion: The PP (page 62) proposes that a contract be let with an
engineering consultant firm. Such a firm would provide complete
backstopping for project personnel (from simple logistics to office
support in making key line decisions). Since the technicians will
function in GOK line-positions (e.g., OPEX personnel), the committee
agrees that these personnel gshould function independently without
extensive backstopping from a U.S. firm. In this regard, the committee
agrees that only the simplest logistical backstopping will be required
(contract negotiations, etc.) and that a simple OPEX-type contract would
guffice. The committee recommends AID financing for a contract with a
firm to assist the GOK with the recruitment of the U.S. experts.



3. Roads Selection Procedure

Should an AID-funded expatriate technician (whether funded via AID-
direct or GOK contract) be given the responsibility of final roads
selection or should this be an internal GOK/Kenyan responsibility?

Discussion: The original PP proposes that the AID-funded project
engineer (who will head the gravelling unit) be responsible for

roads selection. The PP addendum proposes that roads for upgrading
be first (a) evaluated by the SPB/MOW (in terms of technical criteria,
national priorities, etc.), (b) reviewed by the District Development
Councils - the lowest level planning bodies in the project area (in
terms of local priorities), and finally (c) selected by the AID-funded
SPB project engineer (See p. 75-76 of addendum). There is a secondary
issue here of whether an illustrative list of roads should be agreed
upon with the GOK prior to proceeding with the loan.

The committee sujigests that final selection should be the responsibility
of the GOK/a Kenyan rather than an expatriate. This would avoid potential
political disputes between the national and local govermments with an
expatriate technician '"in the middle" - (i.e., left to resolve the
disputes).

4., Financial Issues:

Can the GOK afford the recurrent costs of maintaining the equipment and
roads to be provided and constructed, respectively, under this project?

Discussion: The Mission Director has certified, per Section 611 (e) of
the FAA, that the GOK has the financial and technical capability to
effectively maintain and utilize assistance provided under the proposed
loan (See original PP, Annex XIII). While the Project Committee agrees
that the Kenya MOW has the technical capacity and capability to implement
and effectively maintain assistance provided under this project (the MOW
is generally referred to as one of the best public works agencies in
black Africa), the Committee questions the implicit financial burden on
the GOK to maintain the AID-funded equipment and up-graded roads. Several
sections of the PP (original PP pages 5, 20, 27-30) attempt to justify

the assumption that adequate maintenance funds will be allocated to the
MOW. However, p. 30 of the original PP and p. 25 of the addendum point
out that recently the "budget experience for regravelling (maintenance)
programs has been less than satisfactory - i.e., only 54 percent of requested
funds were allocated in 1975/76." As a result, significant amounts of
existing equipment and personnel have been underutilized or unutilized.
Yet the project proposes providing additional, similar road {(maintenance)
equipment. The PP proposes that the loan agreement contain a covenant
that the GOK will supply funding adequate for continued support of
construction and maintenance work on the AID project, in addition to



other present and projected construction and maintenance requirements
(See p. 68, original PP). The committee suggests that in addition

the loan agreement either include or reference a projected schedule of
malntenance expenditures for the AID project and/or the entire gravelling
program.

5. The PP proposes that AID loan fund a significant amount of foreign
exchange and local cost items which are generally regarded as items for
host-country financing.

Discussion: The PP proposes to loan fund (a) eduipment spare parts
equivalent to 60 percent of the value of AID-funded equipment ($1.9 million)
and (b) about 40 percent of the POL requirements of the gravelling unit
($1.5 million). The Committee, on one hand, regards these levels of
recurrent cost firancing as very high. In view of the recent GOK's

poor performance in maintaining its existing roads equipment, this level
may, on the other hand, be warranted. More importantly, however, the
Committee views the proposed level of loan-financed recurrent costs as

a testament to the seriousness of the maintenance problem. The Committee
recommends that we review the level of recurrent-cost financing with a
view to reducing the magnitude of this financing.

Economic

6. The internal rate of return (IRR) of the project is estimated to be
10.2 percent. Does such a low IRR justify an AID investment of $9 million
in the proposed gravelling unit, and possibly $17 million if AID finances
a second unit requested by the GOK? (Page 12 of the original PP proposes
AID financing of two additional gravelling units). Moreover, the project
proposes such an investment in a relatively capital-intensive activity.

Discussion: The estimated IRR included in the economic analysis (pages
30-48 of Addendum) includes some benefits that will be derived from the
proposed FY77 RARP and the Integrated Agricultural Development Project
(IADP). This analysis should be carefully studied because of the

inherent difficulty in disaggregating benefits among the three activities.
The low IRR of the gravelling program results from directing /focusing

the project on improved access to the most isolated areas which presently
have the lowest productivity levels (See p. 41 of addendum). It does not
attempt to include social benefits expected to be derived from increased
access to these areas (i.e., improved social welfare). Admittedly, a
higher IRR could be realized by either (a) integrating this gravelling project
with the proposed RARP or (b) refocusing this project towards maintaining
rather than upgrading secondary roads. Regarding (a) the former, the RARP
will provide more direct benefits to the smallholders whereas the gravelling
program will initially provide the majority of direct benefits to traders,
transporters and vehicle owners (See table 18, p. 47 of Addendum). Moreover



the RARP will be a relatively local labor-intenslve activity, thus
providing greater direct benefits (i.e., wages) to the target group.

To jhe extent that the gravelling program is integrated with the RARP,

the, direct benefits to the small holders and the IRR will be both
inoreased. Regarding (b) the latter, because of the GOK's recent

poor performance in allocating sufficient funds for maintaining secondary
roads and existing equipment, an AID investment in encouraging better/
improved maintenance operations should have a higher IRR than an AID
investment in upgrading roads and providing additional equipment, although
of course, AID has only been asked at this time to participate in the
gravelling RARP. In this regard, it may be to AID's advantage, economically
speaking, to encourage the secondary use of AID-funded equipment in
improved and expanded maintenance operations (See issue #1). The committee
recommends that AID consideration of the gravelling and RARP projects as
complementary but separateprojects would increase the direct social returns
from higher employment and mitigate the capital intensive nature of the
gravelling program.

7. AID should decide now whether it will look favorably on the proposal
to fund one or any additional gravelling units under the proposed RARP,
the final ar lysis of which is now undervay.

Discussion: Throughout the project paper and addendum, reference is made
to the possibility of AID funding an additional gravelling unit under the
proposed FY 77 RARP. The consultant team is currently in Kenya preparing
the final project analysis and PP for the RARP. The committee recommends
that AFR decide whether to (a) approve the gravelling project separate from
the RARP, and (b) whether AID will look favorably on funding additional
gravelling units in FY 77 if this gravelling project is approved.



September 14, 1976

MEMORANDUM FOR: AFR/DR, Mr. stephen Klein

FROM. . PPC/DPRE, 'Ediahrd Hogan
SUBJECT . Draft Issues Memo on Kenya Roads Gravelling Froject
Paper

1. While the subject draft does touch on most of the major issues
raised by DPRE, it does not cover them all, nor does it show the
interrelation of most of the major points DPRE identified. Additionally,
we do have problems with Committee recommnendations for resolution of
the same issues.

2. DPRE sees four major issues which are related and which should not,

in our vicw, ke trecated in isolation. These are (a) capital intensive-

ness ¢f the project, (p) high initial and continuing import cOSts, (c) in=-
creased hudgetary costs for operation and maintenance, and (d) a low internal
rate of return (about two-thirds of what is normally considered as an
accentable guideline). It is our conclusion that all of these adverse
factors might be offset to some degree by a substantial restructuring of

the project, though a case would have to lLe made that such an effort is
justified and would be acceptable to all parties.

3. Another issue COncCerns the low IRR (which is bas:d on assumptions
that necd a more intensive exam.nation) combined with a benefit incidence
at the maximum to cmall farmers of not more than 43%, if all coop
benefits are attributed to small farmers and the assumption about the
amount of cost savings passed on by road users are correct. In addition,
the 1 aper is unable to show any social benefits which might in any
significant way offset the low IRR.

4. We have not completed a review of the cconomic analysis, including
the analysis in the supplement of indirect returns and must reserve on
this. It may be an jgsue of major importance.

5. The significancc ard rational of the impact of chanae in budgeting
procedures, See p.20 cf supplement, needs elaboration. The aiscussion o
Mow financial capability, sce p.25 and Table 16, p. 44, neceds to account
for total maintcnance cost increases, not just those related to the A.I.D.
financed unit.

6. We strongly suggest that before further reviews of this project are
held that the original PP and the supplement be integrated, that a sub-
ctantial amcunt of the information in the Supplement be placed in
Annexes, and that nccessary corrections be made in the ‘original text of
the PP. Further, in view of the AFR decision not to attempt to authorize
the project during the TQ, we suggest that reviews be dcferred until
after the cnd of the TQ when all interested parties will have the time to
devote to EBerious consideration of the many major and minor issues con-
nocted with this project.
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7. Note also comments on the draft memo on pp. 2 and 4.

Attachment: Draft memo = Kenya Roads Gravelling Project Paper Issues



A.I.D, Project No. 615-0170
PD-AMM - glb

PROJECT AGREEMENT

Between The

REPUBLIC OF KENYA ("The Government")

and the

UNITED STATES OF AMERICA

acting through

AGENCY FOR INTERNATIONAL DEVELOPMENT ("A.I.D.")

ROADS GRAVELLING PROJECT

Date: July 1, 1977



PROJECT AGREEMENT dated the 1 st day of July s 1977,

between the GOYERNMENT OF THE REPUBLIC OF KENYA ("Borrowgr") and
the UNITED STATES OF AMERICA,.BCting through the AGENCY FOR INTER-

NATIONAL DEVELOPMENT ("A.I.D.").
ARTICLE 1

The Agreement

The purpose of this Agreement is to set out the understandings
of the parties named above ("Parties") with respect to the undertaking
by the Government of the Project described herein, and with respect

to the financing of the Project by the Parties.

ARTICLE 2

The Project
SECTION 2.1. Definition of Project. The Project, which is further

described in Annex 1, which is attached to and forms part of this Agree-
ment, will consist of upgrading to an all-weather standard, approximately
800 miles of secondary and minor roads in Western and Nyanza Provinces.
A.I.D. will assist in financing, through the provision of this Assistance,
the cost of the Project inputs described in Annex 1.

Annex 1, attached, amplifies the definition of the Project contained
in this Section 2.1. Within the limits of the definition of the Project
in this Section 2.1., elements of the amplified description stated in
Annex 1 may be changed by written agreement of the authorized represen-
tatives of the Parties named in Section 9.3., without formal amendment of
this Agreement. Annex 1 will identify those elements of the Project for

which Grant financing will be employed, and those for which Loan financing
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will be employed. A detailed description of the equipment to be procured
and the services to be performed will be contained in Project Implementation
Letters,

ARTICLE 3

Financing

SECTION 3.1. The Loan; The Grant. To assist the Government to

meet the costs of carrying out the Project, A.I.D. pursuant to the
Foreign Assistance Act of 1961, as amended, agrees to lend the Govern-
ment under the terms of this Agreement a sum not to exceed seven
million seven hundred thousand United States ("U.S.") Dollars
($7,700,000) ("Loan") and to grant the Government under the terms

of this Agreement not to exceed one million four hundred thousand

U.S. Dollars ($1,400,000) ("Grant"), The aggregate amount of dis-
bursements under the Loan is referred to as "Principal", The Loan

and the Grant together are referred to as the "Assistance.

The Loan may be used to finance foreign exchange costs, as
defined in Section 7.1, and local currency costs, as defined in
Section 7.2, of goods and services required for the loan financed
component of the Project described in Section 2,1. The Grant may be
used to finance foreign exchange and local currency costs of services
required for the grant financed component of the Project described in
Section 2.1,

SECTION 3.2. Cooperating Country Resources for the Project.

(a) The Government agrees to provide or cause to be provided
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for the Project all funds, in addition to the Assistance, and all
other resources required to carry out the Project effectively and in
a timely manner.

(b) The resources provided by the Government for the Project
vill be not less than 25 percent of the total project costs, including
costs borne on an "in-kind" basis. Such 25 percent is currently
estimated to be U.S. $3.2 million.

SECTION 3.3. Project Assistance Completion Date.

(a) The "Project Assistance Completion Date" (PACD), which is
March 1, 1983, or such other date as the Parties may agree to in
writing, is the date by which the Parties estimate that all services
financed under the Assistance will have been performed and all goods
financed under the Assistance will have been furnished for the Project
ag contemplated in this Agreement.

(b) Except as A.I.D. may otherwise agree in writing, A.I.D. will
not issue or approve documentation which would authorize disbursement
of the Assistance for services performed subsequent to the PACD or for
goods furnished for the Project, as contemplated in this Agreement,
subsequent to the PACD.

(c) Requests for disbursement accompanied by necessary.supporting
documentation prescribed in Project Implementation Letters, are tc be
received by A.I.D. or any bank described in Section 8.1 no later than
three (3) months following the PACD, or such other period as A.I.D.
agrees o in writing. After such period, A.I.D., giving notice in

writing to the Government, may at any time or times reduce the amount
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of the Assistance by all or any part thereof for which requests for
disbursement, accompanied by necessary supporting documentation
prescribed in Project Implementation Letters, were not received before

the expiration of said ‘period.
ARTICLE &
Loan Terms

SECTION 4.1. Interest. The Government will pay to A.I.D.

interest which will accrue at the rate of two percent (2%) per annum
for ten years following the date of the first disbursement of the Loan
hereunder and at the rate of three percent (3%) per annum thereafter on
the outstanding balance of Principal and on any due and unpaid interest.
Tnterest on the outstanding balance will accrue from the date (as
defined in Section 8.5) of each respective disbursement, and will be
payable no later than six (6) months after the first disbursement of

the Loan hereunder, on a date to be specified by A.I.D.

SECTION 4.2. Repayment. The Government will repay to A.I.D. the

Principal within forty (40) years from the date of the first disburse-
ment of the Loan in sixty-one (61) approximately equal semi-annual
jnstallments of Principal and Interest. The first installment of
Principal will be payable nine and one-half (9-1/2) years after the
date on which the first interest payment is due in accordance with
Section 4.1. A.I.D. will provide the Government with an amortization
schedule in accordance with this Section after the final disbursement

under the Loan.



-5-

SECTION 4.3. Application, Currency, and Place of Payment,

All payments of interest and Principal hereunder will be made in

U.S. Dollars and will be applied first to the payment of interest

due and then to the repayment of Principal. Except as A.7.D. may
otherwise specify in writing, payments will be made to the Controller,
Office of Financial Management, Agency for International Development,
Washington, D.C., 20523, U.S5.A. and will be deemed made when received
by the Office of Financial Management.

SECTION 4.4. Prepayment. Upon payment of all interest and

any refunds then due, the Government may prepay, without penalty,
all or any part of the Principal. Unless A.I.D. otherwise agrees
in writing, any such prepayment will be applied to the installments
of Principal in the inverse order of their maturity.

SECTION 4.5. Renegotiation of Terms. (a) The Government

and A.I.D. agree to negotiate, at such time or times as either
may request, an acceleration of the repayment of the Loan in the
event that there is any significant and continuing improvement in
the internal and external economic and financial position and prospects
of Kenya, which enable the Government to repay the Loan on a shorter
schedule,

(b) Any request by either Party to the other to so negotiate
will be made pursuant to Section 9.2, and will give the name and
address of the person or persons who will represent the requesting

Party in such negotiations.
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(¢) Within thirty (30) days after delivery of a request to
negotiate, the requested Party will communicate to the other,
pursuant to Section 9.2, the name and address of the person or
persons who will represent the requested Party fn such negotiations.

(d) The representatives of the Parties will meet to carry
on negotiations no later than thirty (30) days after delivery of
the requested Party's communication under Sub-section (c). The
negotiations will take place at a location mutually agreed upon
by the representatives of the Parties, provided that, in the
absence of mutual agreement, the negotiations will take place at
the office of the Government's Ministry of Finance and Planning
in Kenya.

SECTION 4.6. Termination on Full Payment. Upon payment in

full of the Principal and any accrued interest, this Agreement
and all obligations of the Government and A.I.D. relating to the
Loan provisions of this Agreement will cease. However, with
respect to any obligations arising out of the expenditure of

Grant funds, this Agreement will remain in full force and effect.
ARTICLE 5

Conditions Precedent to Disbursement

SECTION 5.1. First Disbursement. Prior to the first disburse-

ment of the Assistance, or to the issuance by A.I.D. of documentation
pursuant to which disbursement will be made, the Government will,

except as A.I.D. may otherwise agree in writing, furnish to A.I.D. in

form and substance satisfactory to A.I.D.:
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(a) An opinion of counsel acceptable to A,I.D. that this Agree-
ment has been duly authorized and/or ratified by, and executed on
behalf of, the Government and that it constitutes a valid and legally
binding obligation of the Government in accordance with all of its
terms;

(b) A statement of the name of the person holding or acting in
the office of the Government specified in Section 9.3, and of any
additional representatives, together with a specimen signature of
each person specified in such statement;

(c) An executed contract for procurement services for the
Project acceptable to A.I.D. with a firm acceptable to A.I.D.

SECTION 5.2. Additional Disbursement. Prior to the first dis-

bursement of the Grant the Government will, except as A.I.D. may other-
wise agree in writing, furnish to A.I.D. in form and substance satis-
factory to A.I.D. an executed contract for engineering and maintenance
technical services, or, in the event the Government desires that A.I.D.
should act on the Government's behalf to initiate the procurement of
technical services, a written request by the representative specified
in Section 9.3 for A.1.D, to so act,

SECTION 5.3. Notification. When A,I.D, has determined that the

conditions precedent spcified in Section 5.1 and 5.2 have been met,

it will promptly notify the Government.
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SECTION 5.4. Terminal Dates for Conditions Precedent.

(a) If all of the conditions specified in Section 5.1 have not
been met within 120 days from the date of this Agreement, or such later
date as A.I.D. may agree to in writing, A.I.D., at its option, may
terminate this Agreement by written notice to the Government.

.(b) 1If the condition specified in Section 5.2 has not been met
within 120 days from the date of this Agreement, or such later date as
A.I1.D. may agree ﬁo in writing, A.I.D., at its option, may cancel
the then undisbursed balance of the Assistance, to the extent not
irrevocably committed to third parties, and may terminate this Agree-
ment by written notice to the Government. 1In the event of such
termination, the Government will repay immediately the Principal
then outstanding and any accrued interest; on xeceipt of such pay-
ments in full, this Agreement and all obligations of the Parties
hereunder will terminate, except with respect to any obligations

arising out of the expenditure of Grant funds.
ARTICLE 6

Special Covenants

SECTION 6.1. Project Evaluation. The Parties agree to imple-

ment, as part of the Project, the evaluation program described in
Annex 1 elements of which may be changed by written agreement of the
authorized representatives of the Parties named in Section 9.3,

without formal amendment of this Agreement,
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SECTION 6.2. Personnel Requirements. The Government covenants

that it will provide all necessary trained construction and maintenance
personnel required for the Project., To this end, the Government
covenants that its existing training program for skilled construction
and maintenance personnel will be expanded to meet the requirements of
the Project without detracting from the support of other, present or
projected, road construction and maintenance efforts.

SECTION 6.3. Continued Support. The Government covenants that it

will supply funding adequate for the continued support of roads con-
struction and maintenance work in the Project area, in addition to
other, present and projected, construction and maintenance requirements,

SECTION 6.4, Road Selection Criteria and Procedures. The Goverri-

ment covenants that roads to be improved under the Project will be
selected and evaluated in accordance with the procedures and criteria
set forth in Annex 1 of this Agreement. The Government will submit to
A.I.D. within sixty (60) days of the date of this Agreement, in form
and substance satisfactory to A.I.D., a detailed plan of action for
implementing the roads selection criteria and procedures contained in
Annex 1. Procedures and criteria set forth in Annex 1 may be changed
by written agreement of the authorized representative of the Parties
named in Section 9.3 without formal amendment of this Agreement,

SECTION 6.5. Work Programs. Tlhe Government covenants to develop,

and it will submit for joint Government-A.I.D. review, annual programs

of work for the project construction unit. Such programs of work will



-10-

be submitted for joint Government-A.I.D. review at mutually agreed upon
dates specified in Project Implementation Letters; however, the first
such program will be developed and reviewed prior to the arrival in
Kenya of the first shipment of A.I.D. financed project equipment.
Unless otherwise agreed to by A.I.D. in writing, programs of work
will be sufficient to identify, inter alia, the following:

(a) planned roads for improvement;

(b) types of planned improvements;

(c) sequence of the improveménts;

(d) plan(s) for evaluation; and

(e) that selection criteria and procedures have been followed.
More specific guidance as to the scope and content of these programs
of work will be the subject of subsequent Project Implementation Letters.

SECTION 6.6. Spare Parts, The Government covenants that it will

establish an apprupriate, timely, and effective system for procuring
and transporting spare parts provided for the Project and that it will
establish a separate warehouse or store facility for estorage of spare
parts provided for the Project. The Government will submit, prior to
the arrival in Kenya of the first shipment of A.I.D.-financed project
equipment, a plan satisfactory to A.I.D. which describes in detail the
proposed procurement, transportation and storage system for spare

parts,



Procurement Source

SECTION 7.1. Foreign Exchange Costs. Disbursement pursuant to

Section 8.1 ("Foreign Exchange Costs") will be used exclusively to
finance the costs of goods and services required for the Project and
meeting the following source and origin requirements, except as A.I.D.
may otherwise agree to in writing and except as provided in the
Standard Provisions Annex, Article C. with respect to Marine Insurxance,
motor vehicle procurement, and grant financed air transportation:

(a) except for ocean shipping, equipment and other goods and
services financed under the Loan will have their source and origin in
countries included in Code 941 of the A.I.D. Geographic Code Book in
effect at the time.orders are placed or contracts entered :into for
such goods or services;

(b) goods and services financed under the Grant will have their
source and origin in the United States (Code 000 of the A.I.D. Geographic
Code Book as in effect at the time orders are placed or contracts
entered into for such goods or services) or in Kenya;

(c) ocean shipping financed under the Loan shall be procured
from any country included in Code 941 of the A.I.D. Geographic Code
Book in effect at the time contracts are entered into for such
services. The requirements and limitations for such financing are

more fully explained in Section C.6. of Annex 2,
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SECTION 7.2. Local Currency Costs. Disbursements pursuant to

Section 8.2 will be used exclusively to finance the costs of goods
and services required for the Project having their source and, except
as A.1.D. may otherwise agree in writing, their origin in Kenya
("Local Currency Costs").

ARTICLE 8

Disbursements

SECTION 8.1. Disbursement for Foreign Exchange Costs. (a)

After satisfaction of conditions precedent, the Government may
obtain disbursements of funds under the Loan or the Grant for the
Foreign Exchange Costs of goods or services required for the Project
in accordance with the terms of the Agreement, by such of the follow-
ing methods as may be mutually agreed upon:

(1) by submitting to A.I.D. with necessary supporting documen-
tation as prescribed in Project Implementation Letters, (A) requests
for reimbursement for such goods or services, or, (B) requests for
A.I.D. to procure or finance the procurement of commodities or services
in the Government's behalf for the Project; or

(2) by requesting A.I.D. to issue Letters of Commitment for
specified amounts (A) to one or more U.S. banks, satisfactory to
A.I.D., committing A.I.D. to reimburse such bank or banks for pay-
ments made by them to contractors or suppliers, under Letters of

Credit or otherwise, for such goods or services, or (B) directly to
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the Government which dollars will be utilized for procurement

from the United States under appropriate procedures described

in Project Implementation Letters;

(3) by such other means as the Parties may agree to in

writing.
The U.S. dollar equivalent of the local currency made available
heceunder will be, in the case of subsection (b) (1) above, the
amount of U.S. Dollars required by A.I.D. to obtain the local
currency, and in the case of subsection (b) (2) above, an amount
calculated at the rate of exchange specified in the applicable
Special Letter of Credit Implementation memorandum.hereunder as of
the date of opening or amendment of the applicable Special Letter
of Credit.

SECTION 8.3. Other Forms of Disbursement. Disbursements of

the Loan or the Grant may also be made through such other means as
the Parties may agree to in writing.

SECTION 8.4. Rate of Exchange. Except as may be more speci-

fically provided under Section 8.2, if funds provided under the
Loan or the Grant are introduced into Kenya by A.I.D. or any public
or private agency for purposes of carrying out obligations of A.I.D.
hereunder, the Government will make such arrangements as may be
necessary so that such funds may be converted into currency of Kenya
at the highest rate of exchange which, at the time the conversion is

made, is not unlawful in Kenya.
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SECTION 8.5. Date of Disbursement. Disbursements of the loan

by A.I.D. will be deemed to occur (a) on the date on which A.I.D.
makes a disbursement to the Government or its designee, or to a bank,
contractor or supplier pursuant to a Letter of Commitment, contract
or purchase order; (b) on the date on which A.I.D. disburses to the
Covernment or its designee local currency acquired in accordance with
Section 8.2 (b) (1); or (c) if local currency is obtained in accord-
ance with Section 8.2. (b) (2), on the date on which A.L.D. opens or
amends the Special Letter of Credit there referred to.

ARTICLE 9

Miscellaneous

SECTION 9.1. Communications. Any notice, request, document or

other communication submitted by either Party to the other under this
Agreement will be in writing or by telegram or cable, and will be
deemed duly given or sent when delivered to such Party at the follow-
ing address:
To the GOVERNMENT OF KENYA:
Mail Address: Permanent Secretary
' Ministry of Finance and Planning
Post Office Box 30007
Nairobi, Kenya

Address for Cables: FINANCE, NAIROBI, KENYA



To A.I.D.:
Mail Address: Director
U.S. A.I.D. Mission to Kenya
Post Office Box 30261
Nairobi, Kenya
Address for Cables: USAID, AMEMBASSY, NAIROBI
All such communications will be in English, unless the Parties
otherwise agree in wirting. Other addresses may be substituted for

the above upon the giving of notice,

SECTION 9.3. Representatives. For all purposes relevant to

this Agreement, the Government will be represented by the individual
holding or acting in the office of Permanent Secretary, Ministry of
Finance and Planning, and A.I.D. will be represented by the individual
holding or acting in the office of the Director, each of whom, by
written notice, may designate additional representatives for all
purposes other than exercising the power under Section 2.1 to revise
elements of the amplified description in Annex 1. The names of the
representatives of the Government with specimen signatures, will be
provided to A.I1.D., which may acce,: s luly authorized any instrument
signed by such representatives in imj].uentation of this Agreement,
until receipt of written notice of revocation of their authority,
SECTION 9.4. Standard Provisions Annex. A "Combined Loan and
Grant Standard Provisions Annex" (Annex 2) is attached to and forms

part of this Agreement.



-17-

IN WITNESS WHEREOF, the Republic of Kenya and the United States
of America, each acting through its duly authorizead representative,
have caused this Agreement to be signed in their namcs and delivered

as of the day and year first above written.

REPUBLIC OF KENYA

Title: PMM s ?ﬁ-—b\f-_\-s.‘_‘) MMD

UNITED STATES QF AMERIJ.CA

U
Title: b)\zu,k/?""«l U%PH D




ANNEX 1

AMPLIFIED PROJECT DESCRIPTION

This amplified project description elaborates on the description
provided in Section 2.1 of this Agreement. Except as may be speci-
fically limited in this Annex, elements of the amplified description
may be changed by written agreement of the authorized representative
of the Parties named in Section 9.3 without formal amendment of this
Agreement provided that any such change is made within the limits
of the definition of the Project as set forth in Sectiom 2.1.

A. The Project

The Kenya Roads Gravelling Project will {inance, from loan
funds, imports of U.S. capital equipment, construction materials
and spare parts, as well as a portion of the local currency costs of
POL and spare parts, necessary to equip, operate and maintain one
construction unit to function within the Gravelling, Bridging and
Culverting Program (GBC) of the Government's Ministry ot Works (the
Ministry). The construction unit will be used to upgrade approxi-
mately 800 miles of secondary and minor roads in Western or Nyanza
Provinces to an all-weather standard. By upgrading these roads it
is expected that smallholder farmer access to agricultural institutions,
services and infrastructure will be greatly facilitated.

The Project will, additionally, finance with grant funds (a)
approximately 13 worker-years of services of a Project Engineer

who will work at the Miiietry's Special Projects Branch, and a
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Construction Superintendent and Maintenance Mechanic who will both
work with the A.I.D.-provided gravelling unit, and (b) consulting services
to evaluate the Project.
It is estimated that the unit should complete the scheduled work
by approximately March 1, 1983 (Project Assiscance Completion Date).

B. Road Selection Procedures and Criteria

Primary responsibility for the selection of roads to be up-
graded under this Project will rest with the Ministry. The following
system of procedures and criteria developed by the Ministry and A.I.D.
identifies and assigns priorities for the construction unit. The
system selects D and E roads which require improvement and are econom-
ically feasible and/or associated with local development projects.

This selection process includes the MOW's evaluation of technical and
economic criteria, as well as allowing for formal consultation between
the MOW and DDC which is the local planning body in the project area.
The selection procedure and criteria are as follows:
Step One

The MOW examines existing data and es-ablishes a list of candidate
roads., Supplemental data may be obtained from the DDC, or traffic counts
and surveys may be conducted by the Ministry. These data will relate to
road conditions, soil types and traffic levels,
Criteria

Non-all-weather links that are impassable during the year, which

provide increased access to relatively isolated ryral areas, which are
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in areas where local inhabitants give high priority to road improvement
and which (a) have average traffic levels greater than or equal to 20
ADT on good or fair soils, (b) have average traffic levels less than
20 ADT on good or fair soils and which connect to rural development
project areas or all-weather roads on good or fair soile, (c) have
traffic levels greater than 20 ADT on poor soils which connect to
xrural development project areas, and (d) all of above roads with

gradients of 8 percent or more.

Step Two

MOW conducts an inspection of the candidate road list to deter-
mine the actual type of improvements needed.
Criteria

(a) Spot improvement when, on an average, 25 percent or less of
the road links are impassable, when this procedure is technically
feasible and when the average ADT is between 20 and 70, (b) construc-
tion to MOW standard roads (5.5 meter surface with 1.2 meter shoulders)
where the ADT is greater than or equal to 70, and (c) built to MOW
standards with bituminous geal on steep grades of 8 percent or more
on sections with intense rainfall and where the ADT is greater than
or equal to 60,
Step Three

The MOW submits the list to the DDC for their review and veri-
fication and to include other priority roads which in their view were

not included in the list.



Criteria

(a) Local knowledge of road conditions, (b) local knowledge of
present and planned rural development activities, and (c) local
knowledge of present and future traffic levels.
§Ep§ Four

The MOW will prepare a final short list on the basis of the DDC's
comments. This list will become the final "candidate roads" list.
Criteria |

(a) Availability of funds, and (b) the output capacity of MOW.
Step Five

Frou this short list, the MOW develops an annual program of work
for the GBC units.
Criteria

Select base area and subsequent work areas as those which have
the largest percentage of highest priority roads (see Step One above)
and which minimize necessary movement of the units,
Step Six

The MOW will submit the annual work plan to USAID for approval
(note: the annual program ic actually projected for eighteen months).

The traffic levels used for the above described selection process
should be the future traffic in the opening year of the road. This
traffic should include an allowance of 8 percent per year for growth
from the last traffic count and 10 ADT for each significant develop~

ment project to which the road is directly linked (to be verified by
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evaluation) Tis would include a rural access road project, a health
center or agricultural training center or any other project that can
e expected to generate some traffic.,
C. Evaluation

Subject to subsequent modification in Project Implementation
Letters, annual evaluations will be undertaken commencing twelve (12)
months from the date of satisfaction of initial Conditions Precedent.
The initial evaluation will focus on the implementation phase of the
project, a review of performance to date and whether any actions are
required to head off problems that could arise at a later date. The
initial evaluation will also review with the Ministry the baseline
data that is being collected under their selection criteria to ensure
it is adequate for future evaluations.

The annual evaluations will be broken down into two parts:
engineering, which will be the primary responsibility of the USAID
Project Manager (engineer), and the economic and social evaluation,
which may require outside consultant expertise,

The engineering evaluation will measure progress against input
and output indicators which will appear in a subsequent implementation
letter. It will determine whether adequate human and financial resources
are being made available by the Government, equipment utilization,
adequacy of cost projections, meeting of construction schedules, etc.,

all in the light of achieving all-weather access.
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The economic and social evaluation will determine if the forecast
benefits are being achieved, the distribution of these benefits between
farmers, traders and consumers, and whether distribution could be improved,
the level of local participation in the project and the degree of coordi-
nation of A.I.D. programs and other Government rural development programs,

After one year of construction/improvement, the annual evaluation
will, in addition to standard engineering and economic evaluations listed
above, focus on the construction methodology itself. Combining experience
gained from the CIDA and the A.I.D. GBC units, it is expected that a
comprehensive evaluation of the effectiveness of the spot improvement
methodology ‘can be undertaken in order to determine if the A.I.D.
financed GBC unit should continue to focus most of its work on spot
improvements or if the unit should concentrate on full length gravelling.
This evaluation will need to consider the engineering realities encoun-
tered on the roads already improved with spot gravelling as well as the
economic benefits and costs associated with various improvement method-
ologies,

Private socio-economic consultants may be required to test the
hypothesis that the rural roads proposed for financing under this
program have a direct economic impact on the target group,

The fact that the project area also contains significant inputs
from other Government and donor agriculture programs aimed specifically

at small farmers enhances the value of such an evaluation. In most
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instances, the A.I.D. road programs, including the role of the District
Development Committees, will be coordinated with these agricultural
programs. However, road construction will also be carried out in some
locations where these other programs will not yet be operating, thus
affording the opportunity to determine the importamnce of rural roads

in the development equation,

A more detailed design of the evaluation activities broadly
described herein and the obligations of the Parties with regard to
these activities, will be the subject of Project Implementation
Letters.

D. Financial Plan and Procedures.,

Table I below indicates, by project component, the contri-
bution to the project presently contemplated by the Parties. The
financial plan represented by Table I is subject to change by the
representatives named in Section 9,3 without formal amendment of the
Agreement provided that such changes do not cause (a) A.I.D.'s grant
and loan contributions to the Project to exceed the amounts stated
therefor in Section 3.1, or (b) the Government's contribution to the
Project to be less than the amount stated therefor in Section 3.2 (b).
Shifting of funds between project components which .has the effect of
increasing or decreasing a particular component by more than 15 percent
from the amount stated in Table I, may be undertaken only with the

prior written agreement of the aforementioned representatives.



TABLE 1

PROJECT FINANCIAL PLAN

Page 8
Project No. §15-0170

(000 US §.)
As of June 30, 1977
PROJECT COMPONENT .AMOUNT OF CONTRIBUTION
GOVERNMENT OF Total
A.I.D,- XENYA Project
Loan Grant
1. Zquipment/Delivery 2,348 200 2,548
2, Spare Parts 1,409 200 1,609
3. Construction Materials. 1,663 75 1,738
4. Technical Assistance 753 753
5. Procurement 364 400 764
6. POL 352 528 880
7. Camp Support 240 240
8. H.Q. Support 120 120
9. Local Labor 832 832
10. Training 300 300
11, Inflation - 1,094 : 264 1,358
12. Contingency 470 47 441 958
13. Evaluation 200 200
TOTAL 7,700 1,400 3,200 12,300



Annex 2

Combined LOAN. .nd GRANT

Project Standard

Provisions Annex

Definitions: As used in this Annex, the "Agreement" refers

to the Loan and Grant Agreement to which this Annex is attached and
of which this Annex forms a part. Terms used in this Annex have the

same meaning or reference as in the Agreement,
ARTICLE A

Project Implementation Letters

To assist the Government in the implementation of the Project,
A.I.D., from time to time, will issue Project Implementation Letters
that will furnish additional information about matters stated in this
Agreement, The Parties may also use jointly agreed upon Project
Implementation Letters to confirm and record their mutual understand-
ing on aspects of the implementation of this Agreement. Project
Implementation Letters will not be used to amend the text of the
Agreement, but can be used to record revisions or exceptions which
are permitted by the Agreement, including the revision of elements

of the amplified description of the Project in Annex 1,
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and thereafter will be used so as to further objectives sought in
carrying out the Project.

(b) Goods or services financed under the Assistance, except as
A.I.D. may otherwise agree in writing, will not be used to promote or
assist a foreign aid project or activity associated with or financed by
a country not included in Code 935 of tha A.I.D. Geographic Code Book
88 in effect at the time of such use,

SECTION B.4. Taxation. (a) This Agreement, and the Assistance

will be free from, and the Principal and interest will be paid free
from, any taxation or fees imposed under laws in effect in Kenya.

(b) To the extent that (1) any contractor, including any con-
sulting firm, any personnel of such contractor financed under the
Assistance, and any property or transaction relating to such contracts
and (2) any commodity procurement transaction financed under the
Assistance, are not exempt from identifiable taxes, tariffs, duties
or other levies imposed under laws in effect in Kenya, the Government
will, as and to the extent provided in and pursuant to Project Imple-
mentation Letters, pay or reimburse the same with funds other than
those provided under the Assistance.

SECTION B.5. Reports, Records, Inspections, Audit, The

Government will:
(a) furnish A.I.D. such information and reports relating

to the Project and to this Agreemeat as A.I.D. may reasonably request;
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(b) maintain or cause to be maintained, in, accordance with
generally accepted accounting principles and practices consistently
applied, books and records relating to the Project and to this
Agreement, adequate to show, without limitation,the receipt and use
of goods and services acquired under the Assistance. Such books
and records will be audited regularly, in accordance with generally
accepted auditing standards, and maintained for three years after
the date of last disbursement by A.I.D.; such books and records will
also be adequate to show the nature and extent of solicitations
of prospective suppliers of goods and service acquired, the basis of
award of contracts and orders, and the overall progress of the Project
toward completion; and

{c) afford authorized representatives of a Party the opportunity
at all reasonable times to inspect the Project, the utilization of
goods and services financed by such Party, and books, records and
other documents relating to the Project and the Assistance,

SECTION B.6. Completion of Information. The Government

confirms:

{(a) that the facts and circumstances of which it hgs informed
A.1.D., or caused A.I.D. to be informed, in the course of reaching
agreement with A.I.D. on the Assistance, are accurate and complete
and include all facts and circumstances that might materially affect
the Project and the discharge of responsibilities under this Agreement,

and
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(b) that it will inform A.I.D. in timely fashion of any
subsequent facts and circumstances that might materially affect,
or that it is reasonable to believe might so affect, the Project
or the discharge of responsibilities und:r this Agreement.

SECTION B.7. Other Payments, The Government affirms that

no payments have been or will be received by any official of the
Government in connection with the procurement 6f goods or services
financed under the Assistance except fees, taxes, or similar payments
legally established in Kenya.

SECTION B.8. Information and Marking. The Government will

give appropriate publicity to the Assistance and the Project as a
program to which the United States has contributed, identify the
Project site, and mark goods financed by A.I.D., as described in

Project Implementation Letters.
TICLE C

Procurement Provisions

SECTION C.l. Special Rules. (a) The source and origin of

ocean and air shipping will be deemed to be the ocean vessel's
or aircraft's country of registry at the time of shipment.

(b) Premiums for mafine insurance placed in Kenya will be
deemed an eligible Foreign Exchange Cost, if otherwise eligible

under Section C.7(a).
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(c) Any motor vehicles financed under the Assistance will be
of United States manufacture, except as A.I.D. may otherwise agree
in writing.

(d) Transportation by air, financed under the Grant, of
property or persons (and their personal effects) will be on carriers
holding United States certification, to the extent service by such
carriers is available, Details on this requirement will be described
in a Project Implementation Letter.,

SECTION C.2. Eligibility Date,. No goods.or services may be

financed under the Assistance which are procured pursuant to orders
or contracts firmly placed or entered into prior to the date of -this
Agreement, except as the Parties may otherwise agree in writing.

SECTION C.3. Plans, Specifications, and Contracts. In order

for there to be mutual agreement on the following matters and except
as the Parties may otherwise agree in writing:
(a) The Government will furnish to A.I.D. upon preparation,

(1) any plans, specifications, procurement or construction
schedules, contracts, or other documentation relating to goods or
services to be financed under the Assistance, including documentation
and selection of contractors and to the solicitation of bids and
proposals. Material modifications in such documentation will like-

wise be furnished A.I.D. on preparation;



-7-

(2) such documentation will also be furnished to A.I.D.,
upon preparation, relating to any goods or services which, though
got financed under the Assistance, are deemed by A.I.D. to be of
wajor importance to the Project. Aspects of the Project involving
matters under this subsection (a) (2) will be identified in Project
Implementation Letters;

(bh) Documents related to the prequalification of contractors,
and to the solicitation of proposals for goods and services financed
under the Assistance will be approved by A.I.D. in writing prior to
their issuance, and their terms will in:lude United States standards
and measurements;

{(c) Contracts and contractc - - .nanced under the Assistance for
engineering and other professional services, for construction services,
and for such other services, equipment or materials as may be specified
in Project Implementation Letters, will be approved by A.I.D. ia writing
prior to execution of the contract. Material modifications in such
contracts will also be approved in writing by A.I.D. prior to execution;
and

{(d) Consulting firms used by the Government for the Project but
not financed under the Assistance, the scope of their services and
such of their personnel assigned to the Project as A4.I.D. may specify,

7 and construction contractors used by the Government for the Project but

not financed under the Assistance shall be acceptable to A.I.D.



SECTION C.4. Reasonable Price. No more than reasonable prices

will be paid for any goods or services financed, in whole ar in part,
under the Assistance. Such items will be procured in whole or in part,
under the Assistance. Such items will be procured on a fair and, to
the maximum extent practicable, on a competitive basis.

SECTION C.5. WNotification to Potential Suppliers. To permit all

United States firms to have the opportunity to participate in furnishing
goods and services to be financed under the Assistance, the Government
will furnish A.I.D. such information with regard thereto, and at such
times, as A.I.D. may request in Project Implementation Letters.

SECTION C.6. Shipping. (a) Goods which are to be transported to

Kenya may not be financed under the Assistance if transported either:
(1) on an ocean vessel or aircraft under the flag of a country which

is not included in A.I.D. Geographic Code 935 as in effect at the

time of shipment, or (2) on an ocean vessel which A.I.D., by wricten
notice to the Government, has designated as ineligible; or (3) under an
ocean or air charter which has not received prior A.I.D. approval.

(b) Costs of ocean or air transportation (of goods or persons)
and related delivery services may not be financed under the Assistance,
if such goods or persons are carried: (1) on an ocean vessel under
the flag of a country not, at the time of shipment, identified under
the paragraph of the Agreement entitled "Procurement Source: Foreign

Exchange Costs," without prior written A.I.D. approval; or (2) on an
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company authorized to do business in any State of the United States,
then all godds shipped to Kenya financed by A.I.D. hereunder will be
insured against marine risks and such insurance will be placed in the
Uidted States with a company or companies authorized to do a marine
insurance business in.a State of the United States.

(b) Except as A.I.D. may otherwise agree in writing, the Goverm-
went will insure, or cause to be insured, goods financed under the
Assistance imported for the Project against risks incident to their
transit to the point of their use in the Project; such insurance will
be issued on terms and conditions consistent with sound commercial
practice and will insure the full value of the goods. Any indemnifi-
cation received by the Government under such insurance will be used to
replace or repair any material damage or any loss of the goods insured
or will be used to reimburse the Government for tﬁe replacement or
repair of such goods. Any such replacement will be of source and
origin of countries listed in A.I.D. Geographic Code 935 as in effect
at the time of replacement, and, except as the Parties may agree in
writing, will be otherwise subject to the provisions of the Agreement.

SECTION C.8. U.S. Government-owned Excess Property. The

Government agrees that wherever practicable United States Government-
owned excess personal property, in lieu of new items financed under
the Assistance should be utilized. Funds under the Assistance may

be used to finance the costs of obtaining such property for the

Project,



ARTICLE D

Termination; Remedies

SECTION D.1l. Cancellation by the Government. The Government

may, by giving A.I.D. 30 days written notice, cancel any part of the
Loan or the Grant which has not been disbursed or committed for dis-
huvgement to third parties.

SECTION D.2. Events of Default; Acceleration. It will be an

"lvent of Default" if the Government shall have failed: (a) to pay when
due any interest or installment of principal required under this Agree-
ment, .or (b) to comply with any other provision of this Agreement, or °
(c) to pay when due any interest or installment of principal or other
payment required under .any other loan, guaranty or other agreement
between the Government or any of its agencies and A.I.D. or any of
its predecessor agencies, If an Event of Default shall have occurred,
then A.I1.D. may give the Government notice that all or any part of the
unrepaid Principal will be due and payable sixty (60) days thereaiter,
and, unless such Event of Default is cured within that time:

(1) such unrepaid Principal and accrued interest

hereunder wiil be due and payable immediately, and

(2) the amount of any further disbursements made

pursuant to then outstanding commitments to third

parties or otherwise will become due and payable as

soon as made,
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SECTION D.3. Suspension. If at any time:

(a) An Event of Default has occurred or

(b) An event occurs that A.I.D. determines to be an extra-
ordinary situation that makes it improbable either that the purpose of
the Assistance will be attained or that the Government will be able to
perform its obligations under this Agreement; or

(¢) Any disbursement by A.I.D. would be in violation of the
legislation governing A.I.D.; or

(d) The Govermment shall have failed to pay when due any
interest, instalment of principal or other payment required under
any other loan, guaranty, Or other agreement between the Government
or any of its agencies and the Government of the United States or
any of its agencies;
Then A.I1.D. may:

(1) suspend or cancel outstanding commitment documents

to the extent they have not been utilized through irrevocable

commitment to third parties or otherwise, giving prompt

notice thereof to the Government;

(2) decline to issue additional commitment documents or

to make disbursement other than under existing ones; and

(3) at A.1.D.'s expense, direct that title to goods financed

under the.Assistance be transferred to A.I.D. if the goods are

from a source outside Kenya, are in a deliverable state and
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have not been offloaded in ports of entry of Kenya. Any
disburaement made under the Loan with respect to such
transferred goods will be deducted from Principal.

SECTION D.4. Cancellation by A.I.D. If, within sixty (60)

days from the date of any suspension of disbuxrsement pursuant to -
Scction D.3., the cause or causes thereof have not been corrected,
A.I.D. may cancel any part of the Assistance that is not then
disbursed or irrevocably committed to third parties.

SECTION D.5. Continued Effectiveness of Agreement.

Wotwithstanding any cancellation, suspension of disbursement, or
acceleration of repayment, the provisions of this Agreement will
continue in effect until the payment in full of all Principal and
accrued interest hereunder.

SECTION D.6. Refunds. (a) In the case of any disbursement

which is not supported by valid documentation in accordance with

this Agreement, or which is not made or used in accordance with/this
Agreement, or which was for goods or services not used in accordance
with this Agreement, A.I.D., notwithstanding the availability or
exercise of any other remedies provided for under this Agreement, may
require the Government to refund the amount of such disbursement in
U.S. Dollars to A.I.D. within sixty days after receilpt of a request

therefor.,
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(b) 1If the failure of the Government to comply with any of its
obligations under this Agreement has the result that goods or services
financed under the Assistance are not used effectively in accordance
with this Agreement, A.I.D. may require the Government to refund all
or any part of the amount of the disbursements under this Agreement
for such goods or services in U.S. Dollars to A.I.D. within sixty
days after receipt of a request therefor.

(c) The right under subsection (a) or (b) to require such a
refund of a disbursement will continue, notwithstanding any other
provision of this Agreement, for three years from the date of the
last disbursement under this Agreement.

(d) (1) Any refund under subsection (a) or (b), or (2) any
refund to A.I.D., from a contractor, supplier, bank or other third
party with respect to goods or services financed under the Assistance,
which refund relates to an unreasonable price for or erroneous
invoicing of goods or services, or to goods that did not conform
to specifications, or to sexvices that were inadequate, will
(A) be made available first for the cost of goods and services
required for the Project, to the extent justified, and (B) the
remainder, if any, (1) if derived from Loan funds, will be applied
to the installments of Principal in the inverse order of their
maturity and the amount of the Loan reduced by the amount of such
remainder, and (ii) if derived from Grant funds, will be paid to

reduce the amount of the Grant,
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(@) Any interest or other earnings on Grant funds disbursed
by A.I.D. to the Government under this Agreement prior to the
authorized use of such funds for the Project will be returned to
A.I.D. in U.S. Dollars by the Government.

SECTION D.7. Nonwaiver of Remedies. No delay in exercising

any right or remedy accruing to a Party in connection with its
financing under this Agreement will be construed as a waiver
of such right or remedy.

SECTION D.8. Assignment. The Government agrees, upon request,

to execute an assignment to A.I.D. of any cause of action which
may accrue to the Government in conner-ion :ith or arising out of
the contractual performance or breach of performance by a party
to a direct U.S. Dollar contract with A.I.D. finauced in whole

or in part out of funds granted by A.I.D. under this Agreement.



