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T0: Mr. Williem A, Bllis, DOM October 3, 1968

, /
FROM: Louis V. Perez, ADCD /&~ é I
17 Mt

-/ &
SUBJECT: Draft Letters to the DER/MG, th?Govamot end the / /]/SS
Minister of Finance on the Highway Equipment Loans .

v

Attached are draft lecters to: (1) the DZR/MG; (2) tha Governor; and C 6

(3) the Minister of Finance. Coples will also be sent to the Ministries

of Plamming end Tranepsrt and to the DNER. These latters reflect the S

comen®s of tha Project Curmittee as well as your nwn. Ae eoon as I . ;

have your approval these letters will be put in fipal form. ;Zgyﬁlﬁl
!

At our meeting yeeicrday va agraed:
l. To proceed with the lotzers substentially as drafted,

2. Thst you would call the Consul in Belo and have him ask the
Director of the BIR to cowme to Rio o see you, st which time
you wvould deliver the latzar. The Jonsul would also be agked
to attend.

3. At the game time, letters would be -~2nt to the Governor, to
the Ministors of Finance, Plaming and Transport, snd to the
DNER, trensuitting a copy of cur levter to the DNER. It was
agreed that you wculd personally deliver the letter to the
Minister of Finonce,

4. When the DZR and the Stute have repiied affirmatively, a USAID
negotiating mispion would go to Minac. If the DER and the
Btate avc unwilling to negotiate along the lines proposed by
USAID, we would then have no alternative but to call the loans.

Attachments: a/s

cc: Minister Belton (thru Mr. Ellis)
DDOM:HK1leine
ECOR:RBloomfield
CORT:RCurtis
ENRO:WRStone
ENKO: JCampball
LGS:FDeRosa
CDLS :LFradkin
Consul/Belo - C3pohmnhols

AID/V - ARALLA/BR .
1A/CD

ADCD:LVPerez:cat 10-3-68
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IRAFT ;: LVPeres
ADCD:10~-3-68

Dr. Eduardo ds Silva Bambirra
Director-General
Deparismento de Estradas de Rodagem
do Estado de Minzs Cerais
Alameds lsequiel Dias
Belo Hovizonte, MG
Deax Dr. Bambirrs:
At my request, our Controller‘s office has now ompleted a special
eudit exsmination of the highway maintenance equipment project being
financed under AYD Loans 512-G-043 and 512-L-047 on which disbursements

have besn suspended since July 1967.

I was vexry distressed to note from this report that the DER's financial

situation has continued to worsen. As a rervlt, the project maintenance
equipuent is operating at leas than 50% effectiveness, and the DER

and the State are heavily !n debt to suppliers and contractors for

road nonstruction. Moreover, it appears that the DEIR has not fulfilled

various commitments and obligations which it undertook under the loan

agicement with USA1D,

The report concludes, that unless prumpt and vigorous remedial meaguras

are taken, and 2n adequata source of funding can be guaranteed, the

project has little possibility of being successful., 1 think there can

be little doubt about this conclusion. In the light of DER's failure

to comply with the terms of the loan agreement, USAID would be fully within
its rights in declaring the loans in defsult eud demsnding immediate

payment of the entire smouat outstanding plus interest as provided in
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the loan sgreements. This would be a very serious siap indeed, and one
which we do not wish to take if there s any possibility of saving the

project.

In developing a solution, we have tried to identify the several causes
for the failure of the project. These appear o be: (1) insufficient
resourcas to cover the selaries and expences c¢f the DER/1S and to
utilize all of the equipment provided; (2) exceszive level of construetion
activities; and (3; excessively high level of short-teym deficit finsncing.
It 13 thes quite clear that unlesy specific resouvees in adequate amounts
are eeymarked snd negrepated exciuaivaly for the DER/MGC salaries and for
the mainrenance #cidvity, guch ectivity will nov be self-gustaining, and
the projent will fell, Accordingly, we believe @ solution must be found
along tha following lines:

1, 7he waintenance cquipment progrem for the State would be
re-desioned and gceled down comaensurate with the State’s toehnical
end finencial capabilitics, based on mininsin equipment needs for routine
maintensnne and minor batterment works; such o re-designed project
would be datermined jointly by DER and USAID eftor a full fisld review
by your consulting engineers in accordance with terms of refercnce to
be jointly eatablished.

2. The re-designed progrin would necessarily be considerably

sualler than the original one. It any equipment should be shown to be
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excess by the review, it would be disposed of by: ‘a)ssle at pudblic
suction or (b) transfer or sale at fair market valua to other hignay
departments or other users; the procesds of such sales or transfers
would be applied to reduce the principal cutstanding of the regspective
AID Loanz (512-G-043 and 512-1-047) from which euch eguipment was financed.
The DEM would thue bear any loss invelved between tha original cost and
the proceeds, USAID would gezist the DER in cransfers of equipment to
other highwey deparemenes,

3. An estinate would be mada by the consultante of the anoual resoures
vequired cocCporate the DER (zalaries and other aduinistrative expensen)
enéd the roeduced welutenance progvam for the next five years. A gpecial
blooked zzcount In the amne of tha DER would be created in the Banco do
Brasil or other depository satisfactory to USAYD usesble only for DER's
noreal galary and sdulaisevetive oxpenses and the costs of the maintenance
progras:, #ith the approval of tha DHER and fedlersl euthorities, an
agreced portion of the proceeds of the Hational llighway Fund and of the
Bta:e motor vehicle regigtraticn tax in an amount sufficient to mest
the needs 25 estimated by the consultents, would be depositied wonthly
in such eccount. The depository bank would be iezponsible for providing
monthly stetements of account to USAID and they or the consulting
engineers would be responsible for certifyiag that the special funds
mentioned were used only for the purposes eggreed upoa over tha five-
yoar pericd 1969-1973. Rach quarter, estimates of receipts and ex~
penditures will be prepared, and any excess funds could be released to

the DER for its other operations with USAID's epproval.
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4. The DER would promptly take action to ensure caoapliance with
the other contractual obligatfons and commitments under the loan
agreement s# set forth in Arnex A%,

5. The undisbursed balance of Loan 512-1-04, would be cancelled
axcept to the extent required for: (@) consulting services and training;
{b) epere parte znd (c) equipment indispensable zo complement existing

unice.

X would appreclete your informing we as enon as possible in writing,
whether or not you sre preparaed to proceced along the lines suggestad.

Sincerely yours,

William A. Ellis
Director

ec: Governor of Mines Gerais
Minister of Finance
Minister of Traneportation
Minister of Planning
DNER

bfcc: Mesars. Belion, Rllis, Kleine, Consul (Belo Horizomte),
Curtis, Stone, De Rosa, Percz

® Annex A would liat che covenants zud cbligations which DER has not
complied with (as per the audit report).



REVISION 1

DRAFY: LVPerex

ADCD: 10-3-68
Excallency:
The recent special sudit examingtion of the maintenance eqipment
program of the DER/MG financed by AID loans 512-G-043 &ud 512-1-(47

has been completed,

The report iz very Gioiroosing. Move than e year after our loans
were suspendad, the DZR's filnanecial situation is, if anything, worse.
Mozreover, the DER/HC 1s not meeting several of ite contractual obligations

to UTAID.

Under thase cireinstances, USAID would be fully within its rights in
declering thesa loans in default and derandirg lmmediate payment of the
entirve amomut outetanding. Thie would be o very cerious step indeed,

erd cne uiich we do not wish to take as long as there is any possibility
of eaving the prolect., As a development institutclon, we prefer the latter

courge,

I enclose a copy of our letter of today's date to the Director of the

DER concerning the recent audit exeminetion of the project and proposing
a solution which would enable the mijority of the equipment to be utillzad
efficiently. Such a sclution would only be posaible with the fullest
cooparetion of all the parties concerned, including the Sctate and the
Pederal Govermment.

Hi» Excellency

Dr. Israel Pinheiro
Governor of Minas Gerais
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I would appreciate your informing me in writing, as soon as possible,
vhether or not the State {s prepared to pruceed along the lines

suggestad in my letter to the DiR.

Accept, Mr. Governar, my expression of highest esteem.
Sinceraly yours,

William A. Ellis
Director



DRAFT:LVPeres
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USAID loans to Departwmsento
de Estradasz de lﬁg do
Estado de Ninas Gerais for
Highway Maintenance Equipment

Excellancy:

In July 1967 USAID found it nucazsary to suspend further disbursements
on its loans for t'e highway mailntenance program in the State of Minas
Gerale. Tor ease of reference, I enclosa cupies of our letter to the
DER/MG dated July 20, 1967 suspending disburscaments. Also enclosed is a

copy of our latitor to you dated December 4, 1967 on the same subject.

Since July 1967, we have mede several atteunpts to secure firm assurances
from the DKR/MG and the Stata to provide the neceesary financial resources
to enable the ozxfginal project to be carried out. Despite receipt of
such assurances, the finencial probleme remain unsolved. A significant
portion oi the equipment financed is presently idle, and the balance is

being used at far iees than satisfactory levels.

1 am sure that you appreciste, Mr. Minister, that ve camnot peruit this
unsatisfactory situation to econtinue indefinitely. Recently, at my
request, our Controller coacludad a special zudit examination of the
project prior to our taking any further sction beyond the suspension
already in effect. This examination confirmed that the DER's finencial
condition has continued to vorsen, and that the DER and the Stats are

His Excellency
Dr. Antonio Delfim Neto

Ministyy of FPinance
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heavily in debt to suppliers snd contractors for road coastruction
prograiné. As a consequence, the maintenance equipment financed

by our loan is operating at lees than 50% effectivenass.

There {a little doubt that unless prompt and vigorous measures are
taken, the project has little poseibility of baing successful. In
the light of the DER's feilure to comply with the terms of the loan
agreement, USAID would be fully within ite rights in declaring the
loans in default and demanding irmediate payment of the entire amount

outstanding, plug interest, as provided in the loan agreenents.

i am gure that ycu recognize, Mr. Hinister, thet this would be a very
seriovs step indeed, and one which would necessarily involwe the Govern-
ment of Brazil as guarantor of the dollar loan. As a development in-
stitution, we do not wish to take such a dreutic step if there 1is any

possibility of saving the project.

I have today delivared a letter to the Director of the DKR/MG apprising
him of our sericus concern, and suggesting a possible solution which would
enable ues to continue with the lcan. A copy of ay letter s attached.

In essence, ve are suggesting that the original program bescaled dowa
commensurate with the State’s financisl capscity snd that the funding

of the reduced program be guaranteed by an esrmarking of specific tax
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revenues in a blocked account. BSuch a financial arrangsmsat appears
indispensable in view of our past experience with this project.
Approval would be requirad by your Minietry to the proposed sarmarking

of the Mationsl Highway Fund transfars.

I have algo written to the Covernor of Minas Gerais in the ssme tenor
and have 7oquested both the DER and the Governor to inform we as scon
as possible whether or not they are prepared to proceed along the lines

suggested.

In view of the importanca of this matter to your GCovermaent, I suggest
that you consider appointing & epecial reprasentative to represent
you in the forthcoming diccussions between the DER, the State and

USAXID representatives.

Accept, Excellency, my expression of highest esteem.

Sincerely yours,

William A. Rllis
Director

cc: Ministar of Planning
Minister of Transport
DNER
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Dr. Eliseu Resende

Diretor Gearal

D.N.E.R,

Av. Presidente Vargas, 522 - 14

Rio de Janeire, CB

Dear Dr. Resende:

Enclosed, for your information, is a copy of wy letter of today's
datas to Ris Excellency, the Minister of Finsance, regarding USAID

logns to the Highway Department of the State of Minas Gerais.

Sincerely yours,

William A. Ellie
Director

KEnclosura:

Ag Stated.



DRAFT:LVPerTe2x
ADCD: 10~3-68

(Lettars to Ministers of Planning and Transportation)

Excellency:
Enclosed, for your information, is a copy of my letter of today's

date to His Excellency, the Minister of Finance, regarding USAID

loans to i he Highway Department of the State of Minas Gexais.

Accept, Excellency, my expression of highest esteem.

Sincerely yours,

Williem A. Ellia
Director

Enclosure:

As stated,
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ALLIANCE FOR PROGRESS

LOAN AGREEMENT

(Poreign Assistance Act: Alllance for Progress Funds)

BRAZIL - Minas Gerals Highway Department
Between the
STATE HIGHWAY DEPARTMENT OF MINAS GERAIS
and the
UNITED STATES OF AMERICA

Dated: EHAJ 22, 19065



ALLIANCE FOR PROGRESS
IOAN AGREEMENT

AGREEMENT, 1n furtherance of the Alliance for Progress,
dated the 22w.lday of t}A&bg' , 1965, between STATE HIGHWAY
DEPARTMENT OF MINAS GEékIS ("Berrower") and the UNITED STATES
OF AMERICA, a:zting through the ACGENCY FOR INTERNATIONAL
DEVELCPMENT ("A.I.D."), with the concurrence of the Coordinating

Commiasion for the Alliance for Progress {"COCAP").

ARTICIE I
The Loan

SECTION l.1. The Ican. A.I.D. hereby agrees to lend to
the Borruwer, pursuant to the Foreign Assistance Act of 1961,
as amended, up to %£15,000,000 (fifteen million United States
dollars) to assist in financing the U.8. dollar ("dollar")
and Brazillan cruzeiro ("cruzeiro") costs of goods and services,
including conanlting engineering services, required for the |
project as defined in Section 1.3. As used in this Agreement
"Eligible Items" shall mean the goods and services financed
under this Agreement, and "Principal" shall mean the aggregate
amount disbursed under this Agreement.

SECTION 1.2. Cruzeiro Financing. Pursuant to the Agricul-

tural Trade D2velopment and Assistance Act of 1954, as amended

Jees
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(P.L.430), A.I.D. nas agreed, by Loan Agreement No. 512-G-043
dated April 2, 1905 (hereinafter "P.L.450 Loan Agreement") to
lend to the Borrower up to nine billion Brazilian cruzelros
(Cr$ 9,000,000,000) to assist in financing the cruzeiro costs
of goods and services required for the Project as defined 1n
Section 1.2 of the P.L.480 Ioan Agreement and Section 1.3 of
this Agreement. The loan established by the P.L.480 Loan
Agreement 1s hereinafter referred to as the "P.L.430 Loan".
SECTION 1.3. The Project. As used in tiis Agreement and
the P.L.480 Loan Agreement "Project" snhall mean tpe improvement
of Borrower's higiway malntenance capabilit,; through (1) the
planning, development and initiation of a maintenance pros;ram
for the state ni_iway network ("Malntenance Program"); (i1)
the tralning of personnel to execute the Malntenance Program,
including the development and introduction into use of an in-
service trainin; program whicih 1s to result in the institution
of an 1n-service tralning manual prior to the end of tne Project;
(111) the procurement of maintenance equipment and spare parts;
and (1v) technical assistance to the Borrower, including assist-

ance in developing the systems described in subsection 3.2(a).

/...
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ARTICIE II

Ihterest; Terms o Payment

SECTION 2.1. Interest. Unless A.I.D. specifies otherwise
pursuant to Section 2.5, Borrower shall pay semiannually to
A.I.D. in cdollars, on the unrepaid Principal, and on unpaid
interest due, interest at the rate of three ardone-half (3 1/2)
percent per annum. Interest shall accrue from the date of
respective disbursements hereunder, the first such payment to
be due and payable no later than six (6) months after the
first such disbursement, on a date to be specified by A.I.D.

SECTION Z.2, Repayment. Unless A,I.D. specifies otherwise
pursuant to Section 2.5, the Borrower shall repay the Principal
to A.I.D. in dollars over not more than twenty (20) years in
thirty-five (35) approximately equal semiannual installments,
the first installment to be due and payable two and one-half
(2 1/2) years after the first interest payment is due,

SECTION 2.3. Application of Payments. All payments

shall be applied first to the payment of any interest due and
unpaid, and then to tne repayment of Principal.

SECTION 2.4. Prepayment. The Borrower shall have the
right toprepay, without penalty, at any time, all or any part of
the Principal. Any prepayment shall be applied in the order pres-

cribed in Section 2.3, and amounts applied to the remaining

[ooe
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installments of Principal shall be applied pro rata to such
installments.

SECTION 2.5. Currency and Reciplent of Repayment.

(a) If A.I.D. shall 8o notify the Borrower in writing,
the Borrower shall, until A.I.D. gives notice otherwise, dis-
charge its obligations to make payments pursuant to this
Article, and if A.I.D. so directs, to make payments pursuant
to Section 7.1, by making all such payments in accordance
with the terms of this Agreement to the Government of Brazil
in Brazilian currency, equivalent tc, and at the same time
as, the dollar payments which would otherwise be made
("Special Payment Procedure"). In notifying the Borrower
A.I.D. shall specify the exchange rate at which the equivalents
in dollars of such payments of Brazilian currency are to be
calculated, provided, however, that the Borrower shall in no
case be required to pay more units of Brazillian currency per
dollar to the Government of Brazil than it would have been
required by the Central Bank of Brasil to pay to obtain dollars
for payments directly to A.I.D. pursuant to this Agreement.

(b) Receipt by the Borrower of notice of election pursuant
to subsection 2.5(a) shall not terminate those payment obliga-
tions of the Borrower to A.I.D. under this Agreement not dis-
charged in accordance with the terms of subsection 2.5(a) hereof,

or any other rights of A.I.D. under this Agreement.

oY
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SECTION 2.6. Place of Payment. All payments to be

made to A.I.D. shall be made to the Controller, Agency for
International Development Mission to Brazil, Rio de Janeiro,
Brazil or at such other place as A.I.D. may specify. Such
payments shall be deemed to have been pald wnen received by

A. I. Dl

ar



ARTICLE III

Condltions Precedent

SECTION 3.1. Conditions Precedent to Initial Flnancing.

Prior to the first disbursement or to the issuance of the first
commitment document under this Agreement, the Borrower shall
furnish A.I.D. in form and substance satisfactory to A.I.D.:

a. An opinion or opinions of legal counsel satisfactory
to A.I.D. that this Agreement has been duly authorized or
ratified by, and executed on behalf of the Borrower, has been
registered if and as required by the law of Brazil, has Yteen
approved by the Senate of the United States of Brazil, and
constitutes a valid and legally binding obligation of the
Borrower 1n accordance with its terms;

b. A certilicate substantially in the form of Exhibit
I hereto (Certificate of Authorized Representatives);

C. Evidence that an agreement ofl guaranty has been
executed by the Government of Brazil ("Guarantor") guaranteeling
repayment of the loan and payment of all interest and other
payments required pursuant to this Agrecement, and that said
guaranty is in effect in accordance with 1ts terms;

d. Eviderice of arrangements with appropriate monetary
authorities for the registration of this Agreement in accordance
wlth the laws of Brazil;

e. A complete linancial plan for the Project through the

A
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end of 1967, together with evidence that (1) Borrower's 1965
cash contribution to the Project already made availlable to
Borrower has been expended for the Project, and how the funds
to be received during 1965 are to be expended; (2) resources,
other than the loan, will be made available as needed to (1)
complete the Project; (i1i) continue the Maintenance Program
after disbursements hereunder have terminated; and (iii) pro-
perly malntain all equipment financed hereunder.

f. Evidence of contractual or other arrangemerts for
technical consulting services to be performed for the Proj ct
by a firm or firms satisfactory to A.I.D., and procured in ac-
cordance with procedures to be specified by A.I.D.

SECTION 3.2. Additional Conditions Precedent with Respect

to Financing Other Than Technical Consulting Services. Prior

to any disbursement or issuance of a commitment document for
Eligible Items other than technical consulting services, the
Borrower shall furnish A.I.D. in form and substance satisfactory
to A.I.D.:

a. Evldence that Borrower has developed and formally
instituted sound permanent systems of (1) in-service tralning
of highway maintenance personnel, based on an A.I.D.-approved
training program; (11) hiring of personnel; (111) equipment re-
placement schedules including sources of all necessary funds;

(1v)inventories of spare parts; and (v) highway load limits,

/..



E.
including adequate mechanisms for enforcement of said limits.
b. Evidence that the Maintenance Program has been
developed and will be implemented in a manner satisfactory to

A.I.D.

C. Evidence that all conditions precedent to disbursement
under the P.L.480 Loan Agreement have been met and that funds
made avallable and equipment financed under the P.L.480 Loan
have been and are being effectively utilized and maintained
by the Borrower.

d. Evidernce of contractual or other arrangements satis-
factory to A.I.D. for procurement of equipment for the Project
by a procurement agent satisfactory to A.I.D., in accordance
with procedures satisfactory to A.I.D.

e. Specifications and estimates of equipment and spare
parts to be financed hereunder as A.I.D. may pequest.

SECTION 3.3. Terminal Date for Fulfillment of Conditlons

Precedent. Except as A.I.D. may otherwise agree in writing,

if the conditions established by Sectlon 3.1 have not been sa-
tisfied by September 30, 1965, or if the conditions established
by Section 3.2 have not been satlsfied by November 4, 1965 ,
A.I.D. may, at any time thereafter, terminate thils Agreement by
giving written notice to the Borrower, Upon such termination,
the Borrower shall repay the unrepaid Principal and any accrued
interest, whereupon all other obligations of the Borrower and

A.I.D. under this Agreement shall cease.

ar
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ARTICLE IV

Disbursement

SECTION 4.1. Disbursements for Direct Dollar Costs. To

obtain disbursements for direct dollar costs of the Project,
Borrower may from time to time, and in accordance with dollar
requirements for the Project, request 2,I.D. to issue commit-
ment documents to one or more United States banks designated
by Borrower or its designee and satisfactory to A.I.D., commit-
ting A.I.D. to reimburse such bank or banks for payments made
through letters of credit or otherwise, to Borrower or any
designee of Borrower pursuant to such documentation require-
ments as A,I.D. may prescribe. Banking charges incurred pur-
suant to this Section in connection with commitment documents
shall be for the account of Borrower and may be financed here-
under,

SECTION 4.2, Disbursements for Local (Indirect Dollar)

Costs. To obtain disbursements hereunder for local (indirect
dollar) cousts of the Project, Borrower may from time to time,
and in accordance with local currency requirements and expendi-
tures for the Project, request A.I.D. to make available an
amount of cruzeiros for the Project. Each such request shall
be supported by such documentation as A.I.D. may require. The
provisions of the Special Letter of Credit Implementation
Agreement, dated July 16, 1965, between the Bank of Brazil,

ar
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the Central Bank of Brazil, and A.I.D. shall apply to
Specilal Letters of @redit utilized to make cruzeiros avallable
for the purposes of this loan. Cruzeiro disburseme nts hereunder
shall be charged against the loan at the rate set forth in
Section 6.6 hereof.

SECTION 4.3. Other Forms of Disbursement. Disbursements

may also be made through such other means as Borrower and
A.I.D. may agree to in writing.
SECTION 4.4. Denomination and Time of Disbursements.

Disbursements hereunder shall be denominated in dollars and
shall be deemed to occur (a) in the case of dollar costs on

the respective dates on which payments by A.I.D. are made to

a banking institution pursuant to a commitment document referred
to in Section 4.1, or (b) in the case of local (indirect doilar)
costs, on the respective dates on which Borrower or its designee
receives cruzeiros pursuant to Section 4.2.

SECTION 4.5. Terminal Date for Requests for Commitment

Documents and Disbursements. Except as A.I.D. may otherwise

agree in writing, no commitment documents shall be issued in
response to requests received after November 3, 1966, and no
disbursement shall be made against documentation submitted

after November 3, 1966.

s
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ARTICIE V

Covenants Concerning Procurement

SECTION 5.1. Source of Procurement. All Eligible Items

(except shipping and marine insurance) financed under this ‘
Agreement shall have their source and origin in the United
States of America or in Brazil. Shipping and marine 1insurance
financed hereunder shall have their source and origin in the
United States of Americ:. Transportation services procured
from a United States-flag carrier shall be deemed to have

their source and origin in the United States. Marine insurance
i1ssued in the United States by a company authorized to do

a marine insurance business in any state of the United States
of America shall be deemed to have 1ts source and origin in

the United States. No less than seven million five hundred
thousand dollars ($7,500,000) of the Loan shall be utilized

to finance Eligible Items having theilr source and origin in

the United States of America. All other goods and services
used in the Project but not financed hereunder shall have thelr
source and origin in countries included in A.I.D. Geographic
Code 935 as in effect at the time such goods and services are
procured.

SECTION 5.2. Method of Procurement. NoO more than reasonable

prices shall be paid for any Eligible Item, and all such items

(except technical consulting, procurement, and other professional

[ooe
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services) shall be procured on a fajr and competitive basls.
Except with respect to the foregoing professional services,
prices should normally approximate the lowest competitive price
for the Eligible Item procured; operating costs, quality, time
and cost of delivery, terms of payment, and other factors con-
sidered. Prices for Eligible Items which are procured in bulk
within the United States shall not exceed the market prices
prevailing in the United States at the time of purchase.
Eligible Items shall be procured in accordance with such
procedures as A.I.D. shall specify.

SECTION 5.3. Eligibility Date. No goods or services may

be financed in whole or in part by the Loan which arise out of

orders firmly placed or entered into, or services performed,

prior to the effective date of the P.L. 480 Loan Agreement.
SECTION 5.4. Transportation.

a. At least fifty (50) percent of the gross tonnage of
all goods (computed sepérately for ary bulk carriers, dry cargo
liners and tankers) financed by the loan, which may be trans-
ported on ocean vessels, shall be transported on privately-owned
United States-flag commerclal vessels, to theextent such vessels
are avallable at fair and reasonable rates for Unlted States-
flag comme.'cial vessels. Determinations that United States-flag
commercial vessels are not so avallable must be approved by

A.I.D.

A
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b. AllnEligible Items transported to Brazil on vessels
other than privately-owned United States~flag commercial vessels
shall be transported on carriers owned, operated or under the
control of countris included in Code 935 of the A.I.D.

Geographlc Code Book as in effect at the time such transportation
is procured; provided, however, that no Eligible Items may be
transported on any ocean vessel which A.I.D. in a notice to

the Borrower has designated as ineligible to carry A.I.D.
financed commodities.

SECTION 5.5. Marine Insurance. If in connection with the

placement of marine insurance on shipments financec mder United
States legislation authorizing assistance to other nations, the
Government of Brazil, by statute, decree, rule or regulation,
favors any marine insurance company of any country over any
marine insurance company authorized to do business in any state
of the United States of America, shipments of Eligible Items
shall during the continuance of such discrimination be insured
agalnst marine risk in the United States of America with a
company or companles authorized to do a marine insurance business
in any state of the United States of America.

SECTION 5.6. Small Business Notification. In order that

American small business shall have the opportunity to participate
in furnishing Eligible Items, the Borrower shall, at such time
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as A.I.D. may specify, prior to ordering or contracting for
any Eligible Item to be procured in the United States of America
other than professional services estimated to cost more than
the equivalent of five thousand United States dollars ($5,000)
cause to be received by A.I.D. such information concerning
Eligible Items as A.I.D. may require.

SECTION 5.7. Contracts. No Eligible Item may be financed
in whole or in part by the loan which arises (a) out of con-
tracts for engineering, procurement or other services unless
A.I.D. has given 1its approval 1n writing to the terms of such
contracts and the firms which will provide such services; or
(b) out of any contract for the performance of services c it-
side the United States by United States citizens unless A.I.D.

has approved in writing the employment of such persons.
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ARTICIE VI

Additional Covenants and Warranties

SECTION 6.1. Conduct of the Project.

a. Borrower shall :ause the Project to be carried out
with due diligence and efficiency in conformity with sound
englneering, maintenance and accounting practices. Borrower
shall cause 1ts rights in relation to the Project to be
exerclsed so as to protect the interests of Borrower and A.I.D.,
to meet the requirements and discharge the obligations of
Borrower under thils Agreement and to facilitate the success of
the objectives of the Project. Borrower shall cause the
Project to be carried out in conformity with any contracts,
engineering, or procurement arrangements, plans, specifications,
schedules and systems of any kind approved by A.I.D., and in
conformity with any other documents approved by A.I.D. and shall
cause A.I.D. concurrence to be obtailned prior to any material
modification or cancellation thereof.

b.  Borrower shall provlde or cause to be provided any
financial resources adcitional to this loan required by the
financial plan submitted pursuant “o subsection 3.1(e) and
any other resources required to carry out and complete the
Project in a timel& fashion.

C. Borrower shall adequately maintain, in accordance with
sound practice, all equipment financed by this Loan and the
P.L. 480 Loan,
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d. Borrower shall develop and formally institute a sound
permanent cost accounting system to reallsticly distribute costs
against operations for which expenditures were lncurred.

SECTION 6.2. Excess Property. Equipment to be financed

under the loan and to be procured from the United States shall

be procured from U.S. Government stocks of reconditioned excess
property ("Excess Property") to the maximum extent practicable

and to the extent that the Borrower determines that such equipment
is technically sultable and can be made available on a timely basis.
Such determination shall be the sole responsibility of the Borrower,
with the advice of Borrower's technical consultant. Prior to
procurement of any new equipment from the United States, Borrower
shall notify A.I.D. of iis decision either (i) that sultable Excess
Property is not available on a timely basis; or (i1) that Excess
Property which 1is available 1s not suitable for use in the Project.

SECTION 6.3. Long Term Debt. Until full repayment of the

Loan, Borrower shall not enter any arrangements by which the Borrower
incurs 1ndebtedness maturing in more than one year without first
submitting evidence to form and substance satisfactory to A.I.D.
that the additional debt will not adversely affect Borrower!'s
ability to repay this loan.

SECTION 6.4, Utdlization of Goods and Services. All goods

and services financed under this Agreement under commitment docu-
ments issued pursuant to Section 4.1 or with cruzeiros made avail-
able pursuant to Section 4,2 shall be used exclusively for the

Project.
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SECTION o.5. Non-Taxation.

a. This Agreement, and the amount agreed to be lent
hereunder, shall be free from, and the Principal and interest
shall be paid without deduction for and free from, any taxation
or fees imposed under the laws in effect within Brazil.

b. Either all goods and services financed hereunder for
the Project, whether procured directly by Borrower or Dy any
contractor with Borrower, shall be exempt from any taxes, charges
or fees on ownership or use, and any other taxes, investment or
deposit requirements and currency controls in Brazil and the
import, acquisition, use or disposition of any such goods or
services shall be exempt from any tariffs, customs, duties,
import taxes, taxes on purchase or disposition, and any other
taxes or similar charpes or fees in Brazil, or Borrower shall
pay any such taxes, charges, fees, tariffs, duties, deposit
requirements and any other similar requirements of Brazil, and
none of these shall be financed with loan funds; Project funds
may be used.

SECTION 6.6. Rate of Exchange. Except as the parties

shall otherwise agree, the rate of exchange between dollars and
cruzeiros in all ?ransactions pursuant to this Agreement shall
be at the rate employed by the Bank of Brazil on the date of
sald transaction for sales of United States dollars to iﬁborters
in Brazil for imports which provides the largest number of cru-

zelros per United States dollar.
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SECTION 6.7. Utilization of Other Currenc.es. Borrower

agrees that cruzeiros made available to the Guarantor in con-
rection with other United States assistance to Brazil may be
utilized for the Project, subject to mutual agreement between
A.I.D. and Guarantor on priorities for the utilization of such
cruzeiros at such time as arrangements are made for the provision
of such assistance or such cruzeiros become avallable for
purposes of the economic development of Brazil. In the event
that such funds are utilized for the Project, the amount of

the loan shall be reduced by an equivalent amount of dollars
computed at the exchange rate prescribed in Section 6.6.
Utilization of such funds shall not be considered a disbursement
under this Agreement.

SECTION 6.8. Information. Appropriate arrangements

satisfactory to A.I.D. shall be made by Borrower to publicize
the loan as a program of American aid in furtherance of the
Alliance for Progress. Borrower shall ensure that the clasped
hands and Alliance for Progress symbols are consplicuously
marked on equipment financed hereunder.

SECTION 6.9. Notice of Material Developments. Borrower

represents and warrants that it has disclosed to A.I.D. all
circumstances which may materlially affect the Project or the

discharge of its obligations under this Agreement and covenants
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that 1t will inform A.I.D. of any conditioms which interfere,

or which it 1s reasonable to bell:ve will interfere with any

of the foregolng. |
SECTION 6.10, Commissionsg,Fees and Other Payments. The

Borrower warrants and covenants that, in connection with obtain-
ing this loan or taking any action under or with respect to

thls agreement, it has not pald and will not pay or agree to
pay, nor to the best of 1ts knowledge has there been paid

or will there be pald or agreed to be paid by any other person
or entity, commissions, fees or other payments of any kind,
except as regular compensation for bona flde professional,
technical or other comparable services. Borrower shall promptly
report to A.I.D. any payment or agreement to pay for such bona
fide professional, technical or comparatbtle services to which 1t
is a party or of which it has knowledge (indicating whether

such payment has or is to be made on a contingent basis) and

if the amount of any such payment 1s deemed unreasonable by
A.I.D., Borrower shall cause a reduction satisfactory to A.I.D.
to be made therein.

SECTION 6.11. Maintenance of Records; Inspections; Reports.

a. The Borrower shall maintain or cause to be maintailned
books and records aaequate to ldentify the Eliglble Items;
to disclose thelr cost and their use; and to indicate the

progress of the Project. The Borrower shall also maintain or
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cause to be maintained books and records in accordance wilth
gound accounting practice snowing its financial condition,
Sucli books and records snall be audited regularly, at such
intervals as A.I.D. may specify, by auditors acceptable to
A.I.D. The Borrower shall authorize such auditors to prepare
audit reports in form satisfactory to A.I.D. and to answer
directly any reasonable request for informaticn about the
Borrower's accounts. Suchh books and records shall be main-
tained and audited {or sucn period as A.I.D. may require.

b. A.I.D. snall nave tie right at all reasonable times
to examine such books and records and all other documents,
correspondence, memoranda, and otiier records relating to the
.Project and the loan., Tie Borrower shall cooperate with, and
give reasonable assistance to, and shall facilitate inspection
by A.I.D. of operations and the utilization of funds under
this Agreemcut, and shall arford all reasonable opportunity
for authorized representatives of A.I.D. toO visit any part
of the territory of Brazil for purposes related to this
Agreement.

Ce The Borrower shall promptly furnlsh to A.I.D. such
financial and other reports and information relating to the
Project, the loan or transactions pursuant to this Agreement,

and any ccvenants of this Agreement as A.I.D. may request,
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ARTICLE VII

Remedies of A.I.D.

SECTION 7.1. Events of Default; Acceleration. If any of

the following events ("Events of Default") occurs:

a. The Borrower fails to pay in full when due any install-
ments of Principal or interest or any other payment required
under this Agreement;

L. The Borrower or Guarantor fail to comply with any
other provision contained herein or in the guaranty agreement;

c. Any representation or warranty made by or on behalf of
the Borrower or Guarantor with respect to obtalning this loan
or made or required to be made hereunder is determined by A.I.D.
to be 1ncorrect in any material respect;

d. A default occurs under any other agreement between
the Borrower or the Guarantor and the United States or any of
its agencles;
then, A.I.D. at 1its option, may declare all or any part of
the unrepaid Principal to be due and payable immedilately,
and under any such declaration, unless the default 1is cured
within thirty (30) days thereafter, such Principal and all inter-
est accrued thereon shall become due and payable as of the date
of such declaration.

SECTION 7.2. Termination of Disbursements; Transfer of

Goods to ArI.D. If at any time:

a. An Event of Default occurs;

b. An event occurs which A.I.D. determines to be an

Jeo
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extraordinary situation which makes it improbable that the
purposes of this loan will be attalned or that the Borrower
or Guarantor will be able to perform 1ts obligations héreunder
or under the guaranty agreement; or

Ce Any disbursement would be in violation of the law
governing A.I.D.;
then, A.I.D., at its option, may (i) decline to issue further
letters of commitment; (i1i) suspend or cancel outstanding let-
ters of commitment to tine extent that they have not been utilized
through the 1ssuance of irrevocable letters of credit or through
bank payments made other than under irrevocable letters of
credit, giving notice to the Borrower promptly thereafter;
(111) decline to make disbursements other than under letters
of commitment; and (iv) at A.I.D.'s expense, direct that title
to goods financed hereunder shall be transferred to A.I.D. if
the goods are from a source outside Brazil, in a deliverable
state and have not been off-loaded in ports of entry of Brazil,
it belng understood that to the extent that any costs connected
with the purchase and transportation of these goods have been
financed by the loan, such amounts shall be deducted from
Princilpal.

SECTION 7.35. Refunds. If A.I.D. aetermines that any dis-
bursement is not supported by valid documentation in accor-

dance with the terms of this Agreement, or is not made
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or used in accordance with the terms of this Agreement, or
is in violation of the law governing A.I.D. (including A.I.D.
regulations applicable to the Borrower's operations), A.I.D.
At 1ts option, may, notwithstanding the availability of any
other remedy provided for in Section 7.2, require the Borrower
to pay A.I.D. within thirty (30) days after receipt of a written
request therefor, an amount not to exceed the amount of such
disbursement; provided, however, that such request by A.I.D.
shall be made not later than five (5) years after the date
of the final disbursement hereunder. Any such refund received
by A.I.D. shall be applied as provided in Section 2.3, and
amounts applied to the remaining installments of Principal shall
‘be applied in jnverse order of their maturity.

SECTION 7.4. Waivers of Default. No delay in exercising

or omission to exercise any right, power or remedy accruing
to A.I.D. under this Agreement shall be construed as a waiver
of any such rights, powers or remedies.

SECTION 7.5. Expenses of Collection., All reasonable costs

incurred by A.I.D. (other than salaries of its staff) after an
Event of Default has occurred, in connection with the collection

of amounts due under this Agreement, may be charged to the

Borrower and reimbursed as A.I.D. shall specify.
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ARTICIE VIII

Miscellaneous

SECTION 8,1. Effective Date of Loan Agreement. This

Agreement shall enter intc effect as of the day and year first
above written.

SECTION 8.2, Use of Representatives,

a. All actions required or permitted to be performed
or taken under this Agreement by Borrower or A.I.D. may be
performed by their respective duly authorized representativgs,

b, The Borrower hereby designates the person or persons
holding the position or positions Specified in Exhibit No. 1
of this agreement as its representative with authority to
designate in writing other representatives of Borrower in
i1ts dealings with A.I.D. The Borrower's representatives
designated pursuant to the preceding Sentence, unless A.I.D.
is given notice otherwise, shall have authority to agree on
behalf of the Borrower to any modification of this Agreement
which does not substantially increase the Borroweris obligation
hereunder. UyUnti1l receipt by A.I.D. of written notice of
revocation by the Borrower of the authority of any of its
representatives, A.I.D. may acaept the signature of sueh
representatives on any instrument as conclusive evidence
that any action effected by such instrument is authorized by

the Borrower.
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SECTION 8.3. Successors to Rights of A.I.D. If, by

operation of any law of the'United States of America, or'by
virtue of assignment, any corporate or other agency Of the
Government of the United States of America succeeds to the
rights and obligations of A.I.D. under this Agreement, such
agency shall be deemed to be A.I.D. for purposes of this
Agreement, |

SECTION 8.4. Communications. Any communication or docu-

ment given, made or sent by the Borrower or A.I.D. pursuant
to this Agreenent shall be in writing and shall be deemed to
have been duly given, made or sent to the party to which it
is addressed when 1t shall be delivered by hand or by mail,
telegram, cable or radiogram, to such party at the following
address:
To the Borrower:
Maill Address:
Departamento de Estradas de Rodagem, Minas Gerais
Alameda Ezequiel Dias
Belo Horizonte, Minas Gerais
Cable Address:

DER/MG
Belo Horilzonte.

To A.I.D. (five copiles):
Mall Address:
Office of Capital Development
Agency for International Development

Embaixada dos Estados Unidos da América
Rlo de Janeiro, Brazil.
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EXHIBIT I
CERTIFICATE OF AUTHORIZED REPRESENTATIVES
Re.: Loan No. 512-L-047

STATE HIGHWAY DEPARTMENT OF MINAS GERAIS ('"Borrower") hereby
represents and warrants to the Agency for International Develop-
ment ("A.I.D.") that due authority is vested in the following
persons to act on its behalf in the capacities specified in
connection with the executlon and operation ol the Loan Agree-
ment, dated , 1905, between Borrower and A.I.D.,
establishing a loan in Borrower's favor in the amount of
fifteen million'United States dollars, to sign the Loan Agree-
ment, to make representations by signing certificates, to make
requests for disbursements and to sign any other document that

may be required by the Loan Agreement:

Name Title - Slgnature

It is also represented and warranted that the above signatures
are the authentic signatures of the respective persons.
STATE HIGHWAY DEPARTMENT OF MINAS
GERAIS

By:

Title:

Date:
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IN WITNESS WHEREOF, the Borrower and the United States
of America, each acting thfough its respective duly authorized
repr:sentative, have caused this Agreement to be signed in
their names and delivered as of the day and year first above

written.

THE STATE HIGHWAY DEPARTMENT OF
MINAS GERAIS UNITED STATES OF AMERICA

By: /f 774 (,c ’ca{é By: y
Title: E\jmx,tm Title: Doecdin (JMsAID [.%47;,@

Concurrence: COORDINATING COMMISSION FOR THE

- ALLIANCE FOR PROGRESS
) R

Il\‘kdu}u L Lo, &ty te
Title: Coordinator o
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ALLIANCE IFOR PROGRESS

PAYMENT AGREEMENT

PAYMENT AGREEMENT, in furtherance of the Alliance for
Progress, dated the ,U{¢~day or L illen , 1955 between the
GOVERNMENT OF THE UNITED STATES OF BRAZIL ("Government") and
the GOVERNMENT OF THE UNITED 3TATES OF AMERICA, acting through

the Agency for International Development ("A.I.D."),

ARTICLE I

Definitlons and Terms to Government

SECTION 1.1. The Loan Agreement. The Loan Agreement

numbered A.I.D. Loan No, 512-L-047, betwzen the State High-
way Department of Minas Gerais ("Borrower") and A.I.D., dated
July 22, 1955, estaﬁlishing a loan to the Borrouer with a
total Principal of not to exceed $15, 000, 000 (fifteen million
dollars), is herein called the "Loan Agreement", and the
‘loan established thereby is herein called the "Loan".

SECTION 1.2. Principal. As used in this Payment Agrec-
ment, "Principal” shall mean the aggregate amount of dollars

disbursed under the Loan Agrecement,
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SECTION 1.3. Transferred Principal. As used in this

Payment Agreement, "Transferred Principal" means Principal
‘pald by Borrower to Government pursuant to Section 2.5 of
the Loan Agreement and Section 2.1 of this Agreement.

SECTION 1.4. oOutstanding Transferred Principal. As

used in this Payment Agreement, "Outstanding Transferred

Principal" means Transferred Principal not repaid to A.I.D.

by Government.

SECTION 1.5. Government Interest Rate. As used in this

Payment Agreement, "Government Interest Rate" means interest
at one (1) per cent for ten (10) years following the first
disbursement under the Loan Agreement, and two and one-half

(2 1/2) per cent thereafter.
SECTION 1.6. Government Amortization Terms. AS used

in this Payment Agreement, "Government Amortization Terms"
means amortization over not more than forty (40) years, in
sixty-one (61) semi-annual installments, the first of which
shall be due and payable not later than ten (10) years after
the_first disbursement under the Loan Agreement, on a date
to be specified by A.I.D. The amount of each installment
shall be determined by dividing the total amount of the
Government's obligation to repay outstanding Principal to
A.I.D. immediately before paying that installment by the

pumber of installments remaining to be paid at that time.
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ARTICLE II

Special Procedure for Borrower's

Payments to Government

SECTION 2.1. Receipt of Borrower's Payments. Pursuant to

Section 2.5 of the Loan Agreement, the Government and A.I.D.
hereby agree that the Government shall recelve from the Borrower
payments in Brazilian currency ("Cruzeiros") in diicharge of

the Borrower's obligations to make payment in Urited States
dollars under the Loan Agreement ("Special Payment Procedure").

SECTION 2.2. Notice.

a. Upon satlsfactory completion of the condition
precedent set forth in Article X of thils Payment Agreement,
A.I.D. shall notify the Borrower in accordance with the Loan
Agreemént that thls Payment Agreement 1s in effect.

b. Promptly upon receipt thereof Government shall notify
A.I.D. of all payments received from Borrower in accordance with

this Agreement.

SECTION 2.3. Exchange Rate. The Cruzeiro equivalent of

the dollar amount which a Borrower would be obligated to pay
to A.I.D. 1n dollars if this Payment Agreement were not in
effect shall be calculated at wnichever rate of exchange would
be employed by the Central Bank of Brazil if the Borrower were
obtaining dollars for payments directly to A.I.D. pursuant to

‘the Loan Agreement.

ya



4,

SECTION 2.4. Denomination of Borrower's Payments.

Although payable to Government in Cruzeiros, all payments by
Borrower to Government snall, immediately upon receipt by
Government, be denominated in dollars employing the exchange
rate specified in or pursuant to Section 2.3.

SECTION 2.5. Use of Borrower's Payments- Special Account.

The Government shall deposit the Borrower's payments in a
separate account which the Government shall establish in the
Central Bank of Brazil or such other Bank as the Government

and A.I.D. may agree upon ('"Special Account"). Unless A.I.D.
agrees otherwise in writing, such account shall be drawn upon
by the Government for the purpose of meeting payment obligations
to A.I.D. pursuant to this Payment Agreement or for such pur-
poses beneficial to the economic and soclal development of
Brazil consistent with the goals of the Alliance for Progress
as shall be mutually agreed to in writing by the Government,

or such organization as it may designate, and A.I.D. Provided,
however, that the provisions of this Section shall in no way
1imit, modify or alter Government's obligation to make payment

to A.I.D. pursuant to this Agreement.
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ARTICLE III

Deferred Payment by Government to A.I.D.

SECTION 3.1. Scope. The provisions of this Article III

Shall apply unless and until A.I.D. invokes the guaranty set

forth 1n Article IV.
SECTION 3.2. Interest Payments - Interest on Untransfer-

red Principal. Immediately upon receipt of any interest pay-

ment from the Borrower, Government shall pay to A.I.D. the
lesser of the following two amounts: (1) an amount équal to
the interest which the Borrower would have been obligated to
pay to A.I.D. 1f Borrower's interest obligation had been
computed at the Government Interest Rate; or (11) the amount
of interest actually received from the Borrower,

SECTION 3.3, Interest Payments - Interest on Transferred

Principal. In addition to the obligations set forth in
Section 3.2, Government shall pay to A.I.D. interest at the
Government Interest Rate, on Outstanding Transferred Principal

and on any interest due and bayable by Government to A.I.D.
Interest on Outstanding Transferred Principal shall accrue

from the dates on which Principal payments are received from
Borrower by Government, and shall be payable to A.I.D. semi-annual -

ly, the first such payment to be made on a date to be specified

oy
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by A.I.D., which date shall be no later than six (6) months

after Interest on Outstanding Transferred Principal begins

to accrue.

SECTION 3.4. Amortization of Transferred Principal.

Government agrees to pay to A.I.D. all Transferred Principal
in accordance wi.h the Government Amortization Terms.

SECTION 3.5. Use of Balances. All amounts representing

i. differences between 1nterest pald by Borrower to
Government 1in accordarce with Section 2.1, and in-
terest payable by Government to A.I.D. pursuant to
thls Payment Agreement; and

11. differences between the total amount of Transferred
Principal and Transferred Principal due and payable
by Government to A.I.D. pursuant to this Payment
Agreement; '

shall remaln available to Government for use in accordance
with Sectlon 2.5 until such time as needed for payments to

A. I. D.
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ARTICLE IV

Independent Guaranty

SECTION 4.1. Guaranty.
a. The Government unconditionally and absolutely,

Jointly and severally as primary obligor with the Borrower,
undertakes to make, in accordance with the terms of the

Loan Agreement, due and punctual payment of the Principal,
interest and any other payment required of the Borrower under
the Loan Agreement.

b. The Government shall furnish such information and
take such steps, related to making this Guaranty operative
as A.I.D. may reasonably request.

C. The GQovernment agrees to remain bound under this
Payment Agreement notwithstanding the extension of time of
performance to, the granting of any other indulgency to, or
any other modification of any obligation of the Borrower under
the Loan Agreement.

d. A.I.D. may invoke the foregoing guaranty upon the
occurrence of any Event of Default as defined in the Loan
Agreement, by delivery of notice to the Government. Except
as otherwise provided in Section 4,4, upon delivery of such
notice and until such time as A.I.D. may otherwise agree in
writing, Govermment shall meet its obligations to A.I.D. under
this Article by making payments to A.I.D. in accordance with
Section 4.2 and 4.3,
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SECTION 4.2. Amortization. In the eveat that th: Guaranty

is invoked by A.I.D., the Government shall pay to A.I.D. the
amount that the Borrower i1s obligated to pay to A.I.D. pursuant
to Section 2.2 of the Loan Agreement ('"Repayment"), whether or
not Borrower has discharged saild obligation by payments to
Government in cruzeiros in accordance with Section 2.5 of the
Loan Agreement and Section 2.1 of this Payment Agreement. Such
payments by Government to A.I.D. shall be in accordance with the
Government Amortization Terms. ‘

SECTION 4.3. 1Interest. In the event that the Guaranty i3
invoked by A.I.D., Government shall pay to A.I.D. interest at
the Government Interest Rate on any Principal which has not
been repaid to A.I.D., and on any interest due to A.I.D.

Such interest shall accrue from the dates of the respective
disbursements by A.I.D. under the L an Agreement, and shall
be payable to A.I.D. semi-annually, the first such payment to
be due and payable on a date to be specified by A.I.D.
SECTION 4.4. Independent Nature of Guaranty. The Guaranty

established in Section 4.1 shall remain in full force and effect
whether or not the Special Payment Procedures cstablished by
Section 2.1 and other provisions of this Payment Agreement are,
for any reason, terminated. In the event such Procedures are,
for any reason, terminated, and the Guaranty 1is invoked by
A.I.D., the provisions of Sections 4.2 and 4.3 shall cease to

apply and Government shall meet its obligations to A.I.D. under
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this Article by making payments to A.I.D. in accordance with

the Loan Agreement and Section 4,1 of thls Agreement,
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ARTICIE V

Government Payments - General

SECTION 5.1. Currency of Payments. All payments by

Government to A.I.D. shall be in United States dollars.
SECTION 5.2. Place of Payments. All payments by Govern-

ment to A.I.D. shall be deemed to have been paid when delivered
to the Controller, U.S.A.I.D. Mission to Brazil, Embassy of the
United States of America, Rio de Janeiro, GB, Brasil, or to

such other address as A.I.D. may specify.

SECTION 5.3. Application of Payments. All payments by

Government to A.I.D. shall be applied first to the payment of

any interest due from Government to A.I.D. and unpaid, and

then to the repayment of Principal due from Government to A.I.D.
SECTION 5.4. Prepayment. The Government shall have the

right to prepay without penalty at any time, all or any part

of the Outstanding Transferred Principal. Any prepayment shall

be applied in the order prescribed in Section 5.3 and amounts

applied to the remaining installments of Outstanding Transferred

Principal shall be applied pro rata to such installments,
SECTION 5.5. Renegotiation of Terms. In the light of

the undertakings of the Government of the United States of
America, the Qovernment and the other signatories of the Act
of Bogota and the Charter of Punta del Este to Join in an

Alliance for Progress, the Government agrees that at any time
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or times when 1t 13 requested to do so by A.I.D. under this
Section, but not sooner thnan six (6) months before the date
on which the first installment of Ouﬁstanding Tranaferred
Principal 18 payable under Section 3.4 of this Payment Agree-
ment, it will negotiate with A.I.D. concerning the acceleration
of payments required to be made to A.I.D. pursuant to this
Payment Agreement. The partlies hereto shall mutually determine
to what extent repayment should be accelerated on the basis of
one or more of the following criteria:
a. The capacity of the Government to service a more
rapid liquidation of its obligations in the light
of the 1nternal and external financial position of'
Brazil, taking into account debts owing to any agency
of the Unlted States of America or to any international
organization oflwhich the United States of America 1is
a member;
b. The relative capital requirements of the Government
and of the other signatories of the Act of Bogota and
of the Charter of Punta del Este.

SECTION 5.6. Interest Computations on 365-Day Year Basis.

Interest under this Agreement shail be computed on the basis

of a 365-day year.

/"f



12.

ARTICLE VI

Additional Covenants and Warranties

SECTION 6.1. Information. The Government shall cooperate

with A.I.D. in publicizing this Payment Agreement and the ILoan
Agreement as programs of American aid in furtherance of the

Alliance for Progress.

SECTION 6.2, Notice of Adverse Developments. The Govern-

ment shall promptly inform A.I.D. of any conditions which inter-
fere with, or threaten to interfere with, the carrying out by
the Government of its obligations under tnis Agreement.

SECTION 6.3. Taxatlon of this Payment Agreement and Pay-

ments Hereunder. This Payment Agreement shall be free from,

and all payments to A.I.D. made hereunder shall be paid without
deduction for and free from, any taxation or fees imposed under

the laws of Brazil or laws in effect in 1its territory.

Y
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ARTICLE VII

Records; Inspections; Reports

SECTION 7.1. Maintenance of Records; Inspections; Reports.

a. The Government shall maintain or cause to be maintained
for such time as shall meet the needs of the parties, books
and records, including documentation,.in accordance with sound
accounting principles and practices adequate to identify the
payments received pursuant to Section 2.1 hereof, and to identi-
fy programs or projects financed by funds disbursed from the
Speclal Account, and indicate the progress of such activities.

b. Such books and records shall be open at all times for
examination by authorized representatives of the Government and
A.I.D., which procedure 1is consistent with Artlcle II, Section
5 of the Agreement between the Government of Brazil and the
Government of the United States of America signed on May 30,
1953, and subsequently approved by the Brazilian Congress. For
this purpose, if tie Government and A.I.D. mutually agree, the
Government may maintain, within its accounting system, a segrr-
gated set of books and records for all transactions specificaliy
related to the Special Account. Examination of the books and
records will be carried.out in practice by procedures which may
include the following whenever mutually agreed to by the Govern-

ment and A.I.D.:

[ooe
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1. Joint auditing under mutually agreed to con-
ditions.

2. The use of independent auditors selected by

' the Government and acceptable to A.I.D.

D The 1nspection outside the premises of the
Government of certified documentation relating
to the Speclal Account.

C. The Government shall cooperate with, and give reason-
able assistance to, and shall facilitate inspecticns by A.I.D.
with respect to the execution of the activities financed thpough
the Special Account, and shall afford all reasonable opportunity
for authorized representatives of A.I.D. to visit any part of

the territory of Brazil for purposes related to this Payment
Agreement.

d. The Government shall promptly furnish to A.I.D. such
financial and other reports and information relating to the
covenants of this Payment Agreement or transactions pursuant

hereto as A.I.D. may request.

A
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ARTICLE VIII

Remedies of A.I.D.

SECTION 8.1. Grounds for Termination. If any one or more

of the following events ("Grounds for Termination") shall occur:

a. Government shall fail to comply with any provision
contained herein;

b. A default shall have uccurred under any other agreement
between Government or any of 1ts agenciles and the United States
of America or any of 1its agencles;

c. A.I.D. determin-=s that any representation or warranty
made by or on behalf of Government in connection with this Agree-
ment or the negotiations incident thereto, or pursuant to this
Agréement 1s incorrect in any material respect;

d. Any change in the character, capacity or credit-
worthiness of the Borrower; or a change in the conduct of the
project described in the Ioan Agreement, which occurs because
Government or any governmental authority in Brazil shall have
taken any action for the dissolution or disestablishment of
the Borrower or for the Suspension of the Borrower's activities
or a substantilal part thereof, or for the cancellation, sub-
stantial amendment or Suspension of the righ: of Borrower to
carry out a project;

€. A.I.D. determines that an extraordinary situation

has arisen which makes 1t improbable that the purposes of

aw
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this Agreement be attained or that Government will be able
to perform 1ts obligations hereunder;
f. Continuation of the procedures established herein

would be in violation of the law governing A.I.D.;
then, A.I.D., at 1its option, may declare:

1. all or any part of the Outstanding Transferred
Principal and any interest! accrued thereon to be due and
payable to A.I.D. 1mméd1ately, specifying which 1nstallments
thereof, and interest thereon shall become due and payable;
and/or

11, the speclal payment procedure established herein
to be terminated.
Upon any such declaration, unless the cause for termination 1is
cured within sixty (60) days thereafter, such Principal and
interest shall become due and payable immediately, and/or the
Special payment procedure shall be terminated in accordance
with the terms of such declaration. Unless A.I.D. otherwise
specifies, such termination shall not in any way affect tne
continued validity of the guaranty contained in Section 4.1.

SECTION 8.2. Waiver of Causes for Termination. No delay

in exercising or omission to exerclise any right accruilng to
A.I.D. under th s Agreement shall be construed as an acquiescence
or as a walver by A.I.D. of any such right.

SECTION 8.3. Defaults. For purposes of other agreements

Jous
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between Government and the United States of America or any
of its agencies, the occurence of an event specified in
Subsections 8.1(a), (c¢) or (d) shall be considered an "Event

of Default" under this Agreement.

Jens
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ARTICLE IX

Miscellaneous

SECTION 9.1. Use of Representatives.,

a. All actions required or permitted to be performed or
taken under this Agreement by the Government or A.I.D. may be
performed by their respective duly authorized representatives.

b. The Govermment hereby designates the Minister of
Finance as 1ts representative with authority to designate in
writing other representatives in its dealings with A.I.D. The
representatives of the Government named pursuant to the preceding
sentence, unless A.I.D. 18 given notice otherwlse, shall have
authority to agree on behalf of the Government to any modifica-
tion of this Agreement which does not substantially increase
the Government's obligations hereunder. Until recelpt by A.I.D.
of written notice of revocation by the Government of the author-
ity of any of 1its representatives, A.I.D. may accept the signa-
ture of such representatives on any instrument as conclusive
evidence that any action effected by such instrument 1is authorized
by the Government.

SECTION 9.2. No Prejudice. No provision of this Agreement

shall terminate or modify any right of A.I.D. specified in or
which may arise pursuant to the ILoan Agreement.
SECTION 9.3. Notice. Any notice, request or commmnication

given, made or sent by the Government or A.I.D. pursuant to

/f"
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this Agreement shall be in writing and shall be deemed to

have been duly given, made or sent to the party to which it

is addressed when it shall be delivered by hand or by mail,
telegram, cable or radiogram to such other party at the follow-

ing addresses:
To the Government:
Mall Address:
Ministerio da Fazenda
Rio de Janeiro
Brasil.
Cable Address:

MINIFAZ
Rio de Janeiro

To A.I.D. (five copies):
Maill Address:
Office of Capital Development
Agency for International Development
Embaixada dos Estados Unidos da America
Rio de Janeiro, Brazil.
Cable Address:
USAID
Amembassy
Rlo de Janeiro.
Other addresses may be substituted for the above upon the
giving of notice and acknowledgement of such substitution.

SECTION 9.4, Effective Date of Payment Agreement. This

Agreement shall enter into effect as of the day and year first

above written.

A
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ARTICLE X

Conditions Precedent

SECTION 10.1. Conditions Precedent to Use of Deferred

Payment Procedures. The Special Payment Procedure shall not be

employed unless and until Government has furnished A.I.D. in
form and substance satisfactory to A.I.D.:

a. An opinion or opinions of the highest legal officer
of the Ministry of Finance, or of other counsel satisfactory
to A.I.D., that this Agreement has been duly authorized or
ratified by and executed on behalf of Government, and that
this Agreement, and any obligations incurred by Government
pursuant hereto do and will constitute valid and legally
binding obligations of Government in accordance with their
terms;

b. Evidence of the authority of the person or persons
who will act as representative opr representatives of Government
in connection with the operation of this Agreement pursuant to
Section 9.1 of this Agreement, togetiher with an authenticated
speclmen signature of each such person certified as to its
authenticity by duly constituted Brazilian authority;

Ce A copy of any agreement between Government and
Borrower relating to Government's rights against the Borrower
in the event that the Guaranty in Section 4.1 is invoked by
A.I.D., or, in the absence of any such agreement, a statement

of the applicable law.
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SECTION 10.2. Terminal Date for Satisfying Conditions

Precedent. If the conditions contained in Section 10.1 of

this Agreement have not been satisfied by December 31, 1965

or such later date as A.I.D. may speclfy, A.I.D. may at any
time thereafter terminate the Special Payment Procedure anq/
or all provisions of this Agreement by giving notice to Govern-

ment.,

Joon
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IN WITNESS WHEREOF, the Government and the United States
of America, each acting through_its respectiv duly authorized
representative, have caused this Agreement to be signed in their
nespective names and delivered as of the day and year first

above written.

UNITED STATES OF BRAZIL UNITED STATES OF AMERICA
By: By:
Tltle: Minlster of Finance Title: Director,USAID/Brazil
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IN WITNESS WHEREOF, the Government and the Unlted States
of America, each acting through_its respective duly authorized
representative, have caused this Agreement to be signed in their
respective names and delivered as of the day and year first

above written.

UNITED STATES OF BRAZIL UNITED STATES OF AMERICA
o . ,/7 l)‘, - - -“/'.1'1 ) .
By: QI) %"C.L(LU\,O ;'.\t)uaj(/\,()k’/) By: E)/ L(_)JL‘E&CL«_L( (15 {L’Igé(,a
" (oo
Title: Minister of Finance Title: Directof,USAID/Brazil
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ALLIANCE FOR PROGRESS

LOAN AGREEMENT
(P.L.480 104(g) funds)

(B.razil - Minss Gerals Highway
Maintenance Equipment)
Between the
DEPARTAMENTO DE ESTRADAS DE RODAGEM -
MINAS GERAIS
and the

UNITED STATES OF AMERICA

Dated: April 2, 1965.



ALLIANCE FOR PROGRESS

LOAN AGREEMENT

AGRAEMENT, in furtherance of the Alliance for Progress,
dated the 2nd day or April, 19u5, netween the DEPARTAMENTO
DE ESTRADAS "E RODAGEM, MINAS GERAIS ("Borrower") and the
UNITED STATES OF AMERICA, acting through the Agency for
International Development ("A.I.D."), with the concurrence
of the Coordinating Commission fcr the Alliance for Progress

("cocap"),

SECTION 1
The Loan

SECTION 1.1. The Loan. A.I.D. hereby agrees to lend
to the Borrower pursuant to the Agricultural Trade Development
and Assistance Act of 1954, as amended, up to nine billion
Brazilian cruzeiros (Cr$9,000,000,000) to assist in financin,
the cruzeiro costs of goods and services, including consulting
englneering services, required for the project as defined in
Section 1.2. As used in this Agreement, "Eligible Items"
shall mean the goods and Services financed hereunder, and
"Principal” shall mean the agpregate amount of cruzeiros

disoursed hereunder,
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SECTION 1.2. The Project. As used in this Agreement,

"Project” shall mean the purchase of highway malntenance
equipment and related spare parts for use 1n the State of
Minas Gerals, including road graders, trucks and tractors,
and such other highway maintenance equipment as A.I.D. and

Borrower shall agree upon.
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SECTION 2

Terms of Repayment; Interest

SECTION 2.1. Interest. The Borrower shall pay semi-~
annually to A.I.D. in cruzeiros interest due and unpaild of
three and one-halr (3 1/2) per cent per annum (computed on
the basis of a Ju5-day year). Interest shall accrue from
the dates of the respective disoursements hereunder. The
first such payment shall be due and payable no later than
8ix (6) months after the first Such disbursement on a date
to be specified oy A.I.D.

SECTION 2.2, Repayment. The Borrower shall repay the
Principal to A.I.D. in cruzeiros in thirty-five (35) equal
Seml-annual installments. The first such insta.lment shall
be due and payable two and one-half (2 1/2) years after the

first payment interest 1s due,
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SECTION 3

Conditions Precedent

SECTION 3,1. Conditions Precedent to Initial Financing,

Prior to the first disbursement the Borrower shall furnish in
form and Ssubstance satisfactory to A.I.D.

a. An crinion or opinions of legal counsel satlsfactory
to A.I.D. that this Agreement has been duly authorized or
ratilied by, and eéxecuted on behalf or the Borrower, and cong-
titutes a valid ang legally binding obligation of the Borrower
in accordance with its terms,

b, A certificate Suostantially in the form of Exhibit 1
hereto,

SECTION 3.2. Terminal Date for Fulfillment of Conditions

Precedent. Except as A.I.D. may otherwise agree in writing,
ir the conditions required by Section 3.1 have not peen com-
Pleted by June 1, 1905, A.I.D. may at any time thereafter
terminate this Agreement by giving notice to the Borrower.
SECTION 3.3, Terminal Dates fop Disbursements, Except

as A.I.D. may otherwise Specify in writing no disburse.ent

shall be made against documentation recelved after June 30,
1966,
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SECTION 4

Miscellaneous

SECTION 4.1. Effective Date. This Agreement shall enter

into effect as of the day and year first above written.

SECTION 4.2. Communications. Any communication or

document given, made or sent by theBorrower or A.I.D. pursuant
to this Agreement, shall pe in writing and shall be deemed to
have been duly given, made or sent to the party to which 1t is
addressed when 1t shall oe delivered by hand or by maill, tele-
gram, cable or radiogram to such party at the following ad-
dresses:
To the Borrower:
Mail Address:
Departamento de Estradas de Rodagem, Minas Gerais
Alameda Ezequiel Dias
Belo Horizonte, Minas Gerais

Cable Address:

DER/MG
Belo Horizonte,

To A.I.D. (five copies):
Mail Address:
Office of Capital Development
Agency for International Development

Embaixada dos Estados Unidos da América
Rio de Janeiro, Brazil,

A
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Cable Address:

A.I.D, i
Embaix.da do: Estados Unidos da América
Rio de Janeiro.

Other addresses may be substituted for the above upon
the giving of notice as provided herein.

All communications and documents suomitted to A.I.D.
hereunder shall be in English, and all technical and engineer-
ing specifications therein shall be in terms of United States
of America standards, cxcept as A.I.D. and the Borrower may

otherwiseagree in writing.

SECTION 4.3. Lcsignation of Representatives. Pursuant

" to Section 103.1 of the Annex, Borrower hereby designates the

Technlcal Assistant to the Director - Special Programs.
(Title)

SECTION 4.4, Applicability of Loan Annex. This Agree-

ment 1s made 1n accordance with the USAID/Brazil LOCAL CURRENCY
LOAN ANNEX dated April 1, 19c5 ("Annex"). The Annex is made

a part of this Agreement with the same force and effect as 1f
i1t were fully set forth herein. All terms used in the Annax
shall have the same meanin< piven such terms herein. If any
provision of the Annex 1s inconsistent with a provision of

thls Agreement, this Agreement shall govern,
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IN WITNESS WHEREOF, the Borrower and the United States
of America, each acting through its respective duly authorized
representative, have causad thls Agreement to be 8igned in
their names and delivered as of the day and year first above

written.

DEPARTAMENTO DE ESTRADAS DE

RODAGEM - NAé/GERE§$
: ' . By: A./’-'/'«f Lgec i,
Title: Director Titlé: DJPGCEOP-HSQIgﬁBPaZIl

UNITED STATES OF AMERICA

Concurrence:

COORDINATING COMMISSION FOR THE ALLIANCE FOR

PROGRESS (COCAP)
. ] /. [
By: . DAL T

Title: Coordlgggoz )

In the presenge of:

{ L . . L !




EXHIBIT No. 1

CERTIFICATE OF AUTHORIZED REPRESENTATIVES
Re: LOAN No.

/_Name of Borrower 7 ("Borrower") hereby represents and
warrants to the Agency for International Development ("A.I.D.")
that due authority 1is vested in the following person(s) to

act on 1ts behalf in the capacities specified in connection
with the execution and operatlon of the Loan Agreement, dated
April 2, 1965, between Borrower and A.I.D.,, establishing a

loan 1in Borrower's favor in the amount of nine billion Brazilian
cruzeliros, to sign the Loan Agreement, to make representations
by signing certificates, to make request for disbursements and
to sign any other document that may be required by the Loan
Agreement:

Name Title Signatures

It 1s also represented and warranted that the above
signatures are the authentic signatures of the respective
péfsons.

/ Name of Borrower 7
By:
Title:

Date:




ALLIANCE FOR PROGRESS

USAID/BRAZIL
LOCAL CURRENCY (P.L.480 104 g) LOAN ANNEX
(APPLICABLE TO MINAS GERAIS HIGHWAY EQUIPMENT LOAN)

Dated: April 2, 1965,



SECTION 100

Disbursements; Payment

SECTION 100.1. Disbursements. To obtain disbursements

for cruzeiro costs under the Loan Agreement, Borrower may from
time to time, and in accordance with immeuiate requirements
and expenditures of such currency for the Project, request
A.I.D. to disburse cruzeiros for the Project through such
arrangements as A.I.D. and the Borrower may agree upon.

SECTION 100.2. Date of Disbursements, Disbursements

under the Loan Agreement shall be deemed to occur on the date
on which A.I.D. makes payment either directly to the Borrower
or its designee.

SECTION 100.3. Application of Payments. All payments

made by Borrower to A.I.D. shall be applied first to the pay-
ment of any interest due and unpaid and then to the repayment
of Principal.

SECTION 100.4. Prepayment. The Borrower shall have the
right to prepay, without penalty at any time, all or any part
of the Principal. Any prepayment shall be applied in the order
prescribed in Section 100.3 herecf, and amounts applied to the
remaining instvallments of Principal shall be applied pro rata
to such installments.

SECTION 10C.5. Place of Payment. All payments to be made

to A.I.D. shall be made to the Controller, Agency for Interna-

ar
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tional Development, Rio de Janeiro, Gb., or at such other place
as may be specified by A.I.D. Such payments shall be deemed
to have been pald when received by A.I.D.

SECTION 100.6. Currency of Payment. Payments of interest

and Principal required under the Loan Agreement shall be made in
Brazillan currency, or at the option of the Borrower in United
States dollars. If the Borrower elects to exercise the option
to make payments in dollars the amount of such payments shall
be calculated at the time of payment to be equivalent to the
obligation in Brazilian currency computed on the following
basis:
a. The effective rate at which United States dollars
are sold in exchange for Brazilian currency to
residents of Brazil for the meeting of payments of
obligations abroad, provided that, at the time of
payment, effective rates for Brazilian currency
differing by more than one (1) per cent from par
value agreed with the International Monetary PFund
for that currency are not permitted by the Government,
and provided further that the parties to the Lean
Agreement do not agree that another rate would be
Just and reasonable; and
b. Otherwise, such other rate as is mutually agreed

from time to time.
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SECTION 101

Covenants Concerning Procurement

S3ECTION 101.1. Source of Procurement. All Eligible

Items shall have their source and origin in Brazil.

SECTION 101.2. Method of Procurement. No more than

reasonable prices shall be pald for any Eligible Item, and

all such items (except architectural, engineering, management
and such other professional services as A.I.D. may specify)
shall be procured on a fair competitive vasis, in accordance
with applicable laws in effect within Brazil. Prices (except
for the foregoing professional services) should normally ap-
proximate the lowest competitive price for the Eligible Item
procured, operating costs, quality, time and costs of dellivery,

terms of payment and other factors consldered.,
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SECTION 102

Additional Covenants and wWarranties

SECTION 102.1, Conduct of the Project. The Borrower

will:

a. Carry out and complete the Project, with due diligence
and efficiency, providing any additional resources which may
be required, The Project shall be carried out in conformicy
with sound engineering and financial practices. The Borrower
covenants that 1t will use the Eligible Items in accordance with
plans and procedures developed mutually with A.I.D. for that
purpose,

b, Adequately maintain and repair, in accordance with
Sound maintenance practices, all Eligible Items.

SECTION 102, 2. Utllization of Eligible Items. A1l Eli-

glble Items shall be used exclusively for the Project. 1In the
case of any goods financed hereunder which are not fully ex-
pended through their use for the Project, the foregoing pro-
vision shall apply until the completion of the Project, provided
“that no goods financed hereunder shall Le exported from Brazil
without prior approval of A.I.D. No Eligible Item shall at any
time be used to promote or assist any Project or activity
associated with op financed by any country not included in A.I.D.
Geographic Code 935 as 1in effect at the time of such projected
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use without the prior written consent of A.I.D.

SECTION 102.3. Information and Marking. Appropriate

arrangements shall be made by the Borrower, satisfactory to
A.I.D., to publicize the Project as United States aid in
furtherance of the Alliance for Progress. Such publicity
shall include, but shall not be limited to, prominent display
of the Alllance for Progress symbol and the "Hand Clasp"
symbol on the equipment belng financed under the loan.
SECTION 102.4. Notice of Material Developments. The

Borro er represents and warrants that 1t has discloged to
A.I.D. all circumstances which may materially affect this
Project or the discharge of its obligations under the Loan
Ag'eement, and covenants that it will inform A.I.D. of any
conditions which interfere, or which it 1s reasonable to
belleve will interfere, with any of the foregoing.

~ SECTION 102.5. Taxation. The Loan Agreement and the
execution, delivery and registration thereof, shall be free
from and the Principal and interest shall be paid without
deductions for and free from all taxes, fees, or other charges,
if any, imposed under the laws of Brazil or any laws in effect
in its territory.

SECTION 102.6., Commissions, Fees and Other Payments,

Borrower warrants and covenants that, in connection with obtain-
ing the loan or taking any action under or with respect to the

Loan Agreement, it has not paid and will not pay or agree to

ar
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pay nor to the best of its knowledge has there been paid or
willl there be paid or agreed to be paid by any other person
or entity, commissions, fees or other payments of any kind,
except as regular compensation to Borrower's full time officers
and employees or ag compensation for bona fide professional,
technica. or other . parable services. Borrower shall promptly
report to A.I.D. any payment or agreement to pay for such bona
fide professional, technical or comparable services to which
1t 1s a party or of which it has knowledge (indicating whether
such payment has or is to be made on a contingent basis) and
if the amount of any such payment is deemed unreasonable by
A.I.D., Borrower shall cause a reduction satisfactory to A.I.D.
to be made therein.

SECTION 102.7. Records; Reports; Inspections.

a. The Borrower shall maintain or cause to be maintained
in accordance with sound accounting practices, books and
records adequate to identify Eligicle Items, to disclose the
cost and use thereof in the Project, to show the nature and
extent of the solicitation of prospective suppliers and the
basis for the award of contracts or orders, and to indicate
the progress of the Project. Such books and records shall bpe
maintained until five (5) years after the final disbursement

pursuant to this Agreement.
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b. Such books and records shall be open at all times
for examination by authorized representatives of the Government
and A.I.D. which procedure is consistent with Article II,
Section 5, of the agreement between the Government and the
Unilted States of America, signed on May 20, 1953, and sub-
sequently approved by the Brazilian Congress. For this
purpose, if the Borrower and A.I.D. mutually agree, the
Borrower may maintain, within its accounting system, a
segregated set of books and records for all transactions
specifically related to the loan. Examination of the books
and records will be carried out in practice by procedures
which may include the following whenever mutually agreed
to by the Borrower and A.I.D.:

1. Joint auditing under mutually agreed to conditions;

2. The use of independent auditors selected by the

Borrowef and acceptable to A.I.D.;

3. The 1lnspection outside the premises of the Borrower

of certified documentation relating to the loan.

C. The Borrower shall cooperate with and give reasonable
assistance to, and shall facilitate inspection by A.I.D. with
respect to the executlon of the Project in conformity with
this Agreement, and shall afford all reasonable opportunity
for authorized representatives of A.I.D. to visit any part of

the territory of Brazil for purposes related to this Agreement,

d. The Borrower shall promptly furnish A.I.D. such

[ooo
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financial and other reports and information relating to the

loan or transaction pursuant to the loan Agreement and any

covenants thereof ag A.I.D. may request.
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SECTION 103

Miscellaneous

SECTION 103.1. Use of Representatives.

a. All actions required or permitted to be performed
or taken under the Agreement and this Annex by the Borrower
or A.I.D. may be performed by thelr respective duly authorized
representatives,

b. Borrower designates the person or persons holding
the position or positions specified in Section 4,3 of the
Loan Agreement as 1ts representative with authority to desig-
nate in writing ccher representatives of the Borrower in its
dealings with A.I.D. The Borrower's representatives desig-
nated pursuant to said Section 4.3, unless A.I.D. 1s given
notice otherwise, shall have authority to agree on behalf
of the Borrower to any modification of the Loan Agreement or
thié Annex which does not substantially increase the Borrower's
obligation thereunder. Until receipt by A.I.D. of written
notice of revocation by the Borrower of the authority of any
of 1ts representatives, A.I.D. may accept the signature of
such representatives on any instrument as conclusive evidence
that any action effected by such instrument is authorized by
the Borrower.

SECTION 103.2. Successors to Rights of A.I.D. If, by
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operation of any law of the United States of America or by
virtue of assignment, any corporate or other agency of the
Government of the United States of America succeeds to the
rights and obligations of A.I.D. under the ILoan Agreement,
such agency shall be dezemed to be A.I.D. for purposes thereof,

SECTION 103.3. Other Agreements. The Loan Agreement 1s

entered into pursuant to the following agreements between the
United States of America and the United States of Brazil:
a. the agreement relating to Technical Cooperation,
dated December 19, 1950;
b. the agreement for Specilal Technical Services, dated
May 30, 1953; and
C. the Agricultural Commodity Agreement, dated September

11, 1963, as amended.
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SECTION 104
Remedies of A.I.D.

SECTION 104.1, Events of Default; Acceleration. If

any of the following events ("Events of Default") occurs:

a. The Borrower fails to pay 1n full when due any
installments of Principal or interest or any other
payments required under the Loan Agreement or this
Annex,

b. The Borrower fails to comply with any other provision
contained in the Loan Agreement or this Annex.

c. Any representation or warranty made by or on behalf
of the Borrower with respect to obtaining the loan
or made or required to be made under the Loan Agree-
ment or this Annex 1s determined by A.I.D. to be
incorrect in any material respect;

then, A.I.D., at its option, may declare all or any part of
the unrepaid Principal to be due and payable immediately, and
upon any such declaration, unless the default 1is cured within
thirty (30) days thereafter, such Principal and interest
accrued thereon shall become due and payable immediately.

SECTION 104.2, Termination of Disbursements. If at any

time

a. An Event of Default occurs;

b. An event occurs which A.I.D. determines to be an

Sooe
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extraordinary situation which makes it improbable that
the purposes of the loan will be attained or that
the Borrower will be alle to perform its obligations
under the Loan Agreement or this Annex; or

¢.  Any disbursement would be in violation of the law

governing A,I.D.;
then, A.I.D., at its option, after giving prior detailed notice
in writing to the Borrower, may decline to issue any further
disbursements under the loan.

SECTION 104.3. Refunds. If A,I.D. determines that any
disbursement made by it under the Loan Agreement for any
Eligible Item 1s not supported by valid documentation submitted
by the Borrower in accordance with the terms of the Loan Agree-
ment or this Annex, or 1s not used in accordance with the terms
of the Loan Agreement or this Annex, or 1s in violation of the
law governing A.I.D. (including A.I.D. regulations applicable
to the Project), A.I.D., atits option, may, notwithstanding the
availability of any other remedy provided for under the Loan
Agreement or this Annex or the exercise of the remedies provided
for in Section 104.1 and 104.2, require the Borrower to refund
to A.I.D., within thirty (30) days after recelpt of a request
therefor, an amount not to exceed the amount for such disburse-
ment. Any such refund received by A.I.D. shall be applied as
provided in Section 100.3 of the Annex, and amounts applied

ar
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to the remaining installments of Principal shall be applied
in inverse order of their maturity. No request shall be made
by A.I.D. pursuant to this Section later than five (5) years
after the date of the fincl disbursement pursuant to the Loan
Agreement,

SECTION 104.4. waivers. No delay in exercising any right,
power or remedy accruing to A.I.D. under the Loan Agreement or
this Annex shall be construed as a waiver of any of such rights,
powers or remedies.

SECTION 104.5. Expenses of Collection. All reasonable

costs incurred by A.I.D. (other than saliaries of its regular
staff) after an Zvent of Default has occurred in connection
with the collection of amounts due under the Loan Agreement, may
be charged to the Borrower and relmbursed as A.I.D. shall
specify.



