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Program No. 612-0233
 
Non-Project Assistance Grant No. 612-T-603
 

PROGRAM GRANT AGREEMENT
 

(The Agreement)
 

By this Agreement made and entered into on the 29th day of August, 1988,
 
the GOVERNMENT OF THE REPUBLIC OF MALAWI (hereinafter referred to as the
 
"Grantee") and the UNITED STATES OF AMERICA, acting through the Agency
 
for International Development (hereinafter referred to as "A.I.D."),
 
hereby agree as follows:
 

ARTICLE 1
 

Malawi Enterprise Development Program
 

SECTION 1.1. Definition of the Program. The Malawi Enterprise
 
Development Program is designed to revitalize existing businesses and to
 
create new enterprises, particularly small and medium scale enterprises
 
(SMEs), by supporting policies directed at reducing economic,
 
institutional and fiscal distortions which inhibit the development of a
 
more open, competitive and dynamic private sector. The sector addressed
 
by this Program consists of private industrial and commercial
 
enterprises, including agro-industry. The areas on which reform efforts
 
will be focussed are: (1) trade and industrial policy and exchange rate
 
management; (2)small and medium scale enterprise development; (3)
 
finance sectur; and (4) fiscal policies.
 

SECTION 1.2. Incremental Nature of the Program. A.I.D.'s
 
contribution to the Program is planned to be provided in increments, the
 
initial one being made available in accordance with Article 2 of this
 
Agreement. It is anticipated that A.I.D.'s total contribution to the
 
Program will be thirty-five million United States ("U.S.") dollars
 
($35,000,000). Each subsequent increment, however, will be subject to
 
the availability of funds to A.I.D. for this purpose, and to the mutual
 
agreement of the Parties, at the time of each such subsequent increment,
 
to proceed.
 

ARTICLE 2
 

The Grant
 

To assist the Grantee to meet the objectives of the Program, A.I.D.,
 
pursuant to the Foreign Assistance Act of 1961, as amended, hereby grants
 
to the Grantee under the terms of this Agreement fifteen million one
 
hundred and fifteen thousand United States ("U.S.") dollars ($15,115,000).
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ARTICLE 3
 

Conditions Precedent to Disbursement
 

SECTION 3.1. 
 Condition Precedent to Initial Disbursement. Prior to
any disbursements under this Grant, or to the issuance by A.I.D. of
documentation pursuant to which such disbursement will 
be made, the
Grantee will, except as the Parties may otherwise agree inwriting,
furnish to A.I.D. in form and substance satisfactory to A.I.D., a
statement of the name of the person holding or acting in the office of
the Grantee specified in Article 18, and of any additional
representatives, together with a 
specimen signature of each person

specified in such statement.
 

SECTION 3.2. Notification. 
 When A.I.D. has determined that the
condition precedent specified in Section 3.1 has been met, itwill

promptly so notify the Grantee.
 

SECTION 3.3. Terminal 
Date for Condition Precedent. If the condition
specified inSection 3.1. 
has not been met within 90 days from the date
of this Agreement, or such later date as A.I.D. may agree to inwriting,
A.I.D., at its option, may terminate this Agreement by written notice to
 
Grantee.
 

SECTION 3.4. 
 Conditions Precedent to Individual Disbursements.
Disbursements of the funds made available under this Agreement will be
made in three tranches pursuant to requests for disbursements by the
Grantee to the USAID Mission to Malawi. 
 Pursuant to the requests for
disbursements, A.I.D. will 
transfer the funds to the Grantee, subject to
satisfaction of the conditions outlined below.
 

ARTICLE 4
 

Conditions Precedent to Disbursement of First Tranche ($15.0 million)
 

Prior to the disbursement of the first dollar tranche (U.S.$15.0 million)
under this Agreement, or to the issuance of documentation by A.I.D.
pursuant to which such disbursement will be made, the Grantee will

furnish to A.I.D., in form and substance satisfactory to A.I.D., except
as A.I.D. may otherwise agree in writing, evidence that the Grantee has:
 
(a) maintained a flexible exchange rate policy during the previous 12
 

months;
 

(b) adopted the first and second stages of foreign exchange allocation
liberalization which covers a total of 75 percent of the 1984 base
year's value of raw material and spare parts imports;
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(c) revised the Industrial Development Act (Malawi Laws, Cap 51.01) to
 
permit a streamlining and rationalization of industrial licensing;
 

(d) reduced the ratio between the budget deficit and GDP for the
 
Grantee's FY 1987/88 budget to a level less than that which existed
 
for FY 1986/87; and 

(e) established an interest-bearing Special Account in the Reserve Bank
 
of Malawi for the deposit of all local currency generated pursuant
 
to this Program.
 

ARTICLE 5
 

Conditions Precedent to Disbursement of the Planned Second Tranche
 
($10.0 million) 

Prior to the disbursement of the planned second dollar tranche (U.S.
 
$10.0 million) under this Agreement, or to the issuance of documentation
 
by A.I.D. pursuant to which such disbursement will be made, the Grantee
 
will furnish to A.I.D., in form and substance satisfactory to A.I.D.,
 
except as A.I.D. may otherwise agree in writing, evidence that the
 
Grantee has:
 

(a) 	reduced the number of items for which import and export licenses are
 

requi red;
 

(b) 	streamlined the foreign exchange approval and payment processes;
 

(c) 	 established support to the SME sector in a unit within the Ministry 
of Trade, Industry and Tourism; 

(d) 	 issued a policy statement regarding terms and conditions for the 
provision of funds to financial institutions involved with SME's. 
This policy should address, without limitation, areas such as 
on-lending by the GOM, measures to assure the commercial viability 
of the institutions, promoting access to private sources of capital 
and minimizing the need for GOM resources over the long run; and 

(e) reduced the ratio between the budget deficit and GDP for the
 
Grantee's FY 1988/89 budget to a level less than that which existed
 
for FY 1987/88.
 

.5 
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ARTICLE 6 

Conditions Precedent to Disbursement of the Planned Third Tranche 
($10.0 million) 

Prior to the disbursement of the planned third dollar tranche (U.S.$10.0

million) under this Agreement, or to the issuance of documentation by
 
A.I.D. pursuant to which such disbursement will be made, the Grantee will
 
furnish to A.I.D., inform and substance satisfactory to A.I.D., except
 
as A.I.D. may otherwise agree inwriting, evidence that:
 

(a) the Grantee has continued liberalization of foreign exchang3
 
allocation for the import of industrial inputs, and has agreed to
 
and implemented the third stage of foreign exchange allocation
 
liberal ization;
 

(b) the Grantee has streamlined import and export licensing procedures
 
and systems;
 

(c) subject to the agreement of the external financiers of INDEFUND and
 
SEDOM, INDEFUND's Memorandum of Association and SEDOM's Trust Deed
 
to have been amended to allow them to extend credit to ventures
 
involving foreign technical partners who are prepared to bring
 
equity finance and expertise to the enterprise;
 

(d) the Grantee has established a SME subsector investment promotion
 
program which maximizes the use of private sector organizations and
 
institutions;
 

(e) institutional arrangements and/or mechanisms, identified through
 
program financed studies, have been established in order to enable
 
efficient financial intermediation; and
 

(f) the Grantee has reduced the ratio between the budget deficit and GDP
 
for the Grantee's FY 1989/90 budget to a level less than that which
 
existed for FY 1988/89.
 

ARTICLE 7
 

Covenants
 

The Grantee covenants that, except as A.I.D. may otherwise agree in
 
writing:
 

(a) Information regarding foreign exchange applications will be provided
 
to A.I.D. upon request to permit monitoring of program performance

and any subsequent impact evaluation which might be conducted.
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(b) It will maintain a flexible exchange rate from the date of this
 
Agreement until one year after the final 
dollar disbursement.
 

(c) It will conduct annually a joint review of the A.I.D. bilateral
 
program, which will include a joint determination of the specific
 
uses of the local currencies generated under the program, within the
 
parameters established in this Agreement. 
The funds in the special

local currency account shall 
first be used in support of the sector
 
program objectives, to the extent permitted by the budget

limitations established by the policy framework paper as 
negotiated 
or amended with the IMF and the World Bank subject, however, to the 
Trust Fund requirements of Article 10 of this Agreement. 

(d) Itwill provide A.I.D. access 
to budget documents necessary to
 
verify expenditures of all local currencies generated under the
 
Program.
 

ARTICLE 8
 

Disbursement Procedures
 

SECTION 8.1. Requests for Disbursement. Disbursement of dollar funds

provided through this Agreement shall be made in tranches pursuant to
 
requests for each such dollar disbursement by the Grantee. The requests

for disbursement shall be submitted to the United States A.I.D. Mission

in Malawi in accordance with instructions provided by A.I.D. through

Program Implementation Letters. Pursuant to the requests for

disbursement, A.I.D. will transfer the funds to the Grantee, subject to
 
satisfaction of the conditions in Article 3.
 

SECTION 8.2. Terminal Date for Requests for Disbursement. Except as
 
A.I.D. may otherwise agree in writing, the terminal date for requests for

disbursement of dollar funds pursuant to Section 8.1. 
above, shall be
 
three years from the date of this Agreement.
 

ARTICLE 9
 

Terms and Conditions of the
 

Special Account for Development Activities
 

Pursuant to Article 4, paragraph F (Conditions Precedent to Disbursement
 
of First Tranche) of this Agreement, the Grantee has agreed to establish
 
a Special Account in the Reserve Bank of Malawi for the deposit of all
 
local currency generated pursuant to the Program. With reference to said
 
Special Account, the Grantee does hereby further agree as follows:
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(a) Said account shall be an interest bearing account with all

interest to be utilized for the jointly determined uses of the Special
 
Account.
 

(b) 	The local currency equivalent of each United States dollar

disbursement made under this Agreement shall be deposited in said Special
Account no 
later tnan 30 days after each such disbursement. Said local
 
currency deposit amount shall be based on the highest rate of exchange

that is not unlawful in Malawi on the date of the U.S. dollar
 
disbursement.
 

(c) 
Pursuant to Article 7 paragraph C of this Agreement, the
Grantee has covenanted to conduct a 
joint 	review of the A.I.D. bilateral
 program, which will include a 
joint determination of the specific uses of
the local currencies generated under the Program, within the parameters
established in this Agreement. 
For purposes of that joint determination

and subject to the provisions of Article 7 paragraph C of this Agreement,

the parameters for local currency uses, except as A.I.D. may otherwise

advise in writing, shall be to fund elements and activities within the
Government of Malawi's recurrent and development budgets including, in
 
the following order of priority:
 

(1) support of the sector program objectives; 

(2) health services and agricultural development in support of the 
USAID/Malawi assistance strategy; and 

(3) assistance to the most vulnerable groups, Including the 
provision of basic education. 

A.I.D. and the Grantee may mutually agree to modified parameters for
development uses of local currency deposited pursuant to this Agreement.
 

(d) Prior to the Grantee withdrawing any funds from the Special

Account, A.I.D. shall confirm in writing that the Grantee's proposed plan
for use of local currency from the Special Account is,in form and
substance, satisfactory to A.I.D. 
 A.I.D. shall provide, by Program

Implementation Letters, further detail 
as to procedures to be followed to
 
request and obtain said A.I.D. approval.
 

(e) Without limitation of other terms and conditions of this

Agreement, the Grantee shall 
provide to A.I.D. reports and accounts as
 more 
specifically to be established by A.I.D. in Program Implementation

Letters, including but not limited to:
 

(1) 	reports and records of deposits to the Special Account;
 

(2) 	reports and records of disbursements from the Special Account;
 
and
 



(3) 	reports and records showing uses of the local currencies
 
disbursed from the Special Account, with'supporting
 
Documentation.
 

(f) 	The local 
currency from the Special Account established
 
pursdantto this Agreement shall, except as A,,I-D: may otherwise agree in
writing;'be disbursed within six-years of-the'signing of the:Agreement.
 

ARTICLE 10
 

Trust Fund
 

The Grantee agrees't,. transfer ten percent (10%) of all 
local 	currency
deposited in the Special Account established pursuant to this Agreement
into an A.I.D. controlled Trust Fund, which is to be used for the needs

of the United States inconducting its assistance program in Malawi. All
transfers shall be effected and completed within seven 
days 	of deposits

of local currency into the Special Account established pursuant to this
Agreement. The Trust Fund, herein established shall be the subject of a
 
separate Trust Fund Agreement.
 

ARTICLE 11
 

Program Evaluation
 

The Parties agree to e~tablish an evaluation system as part of the
Program. Except as the Parties otherwise agree inwriting, this will
include, during the implementation of the Program and at one or more
 
points thereafter:
 

(1) 	evaluation of progress'toward attainment of the objectives of
 
the Program;
 

(2) 	identification and evaluation of problemareas and constraints
 
-which may inhibit such attainment;
 

3).assessments of how such information may. be used.=to help
 
overcome any such problems; and,
 

4) 	 evaluation, to the degree feasible,'of the overall development
impact of the Program. 

Details concerning this evaluation system will, from time to time, be
 
discussed between the Parties and embodied in Program Implementation

Letters.
 



-8-

ARTICLE 12
 

Program Implementation Letters
 

To assist Grantee in the implementation of the Program, A.I.D., from time
 
to time, will issue Program Implementation Letters (PIL) that will
 
furnish additional information about matters stated in this Agreement.
 
The Parties may also use jointly agreed upon Program Implementation

Letters to confirm and record their mutual understanding on aspects of
 
the implementation of this Agreement. Program Implementation Letters
 
will not be used to amend the text of the Agreement, but can be used to
 
record revisions or exceptions which are permitted by the Agreement.
 

ARTICLE 13
 

Reports, Records, Inspections and Audit of
 

the Special Account
 

With reference to the Special Account established pursuant to this
 
Agreement, the Grantee will: 

(a) Furnish A.I.D. such information and reports relating to the
 
Special Account and to the utilization of funds thereunder as A.I.D. may
 
reasonably request;
 

(b) Maintain or cause to be maintained, in accordance with
 
generally accepted accounting principals and practices consistently
applied, books and records relating to the Special Account and 
utilization of funds from said Special Account, adequate to show, without 
limitation, said utilizations, including the use of goods and services 
acquired with local currency from said Special Account. Such books and 
records will be audited regularly in accordance with generally accepted
auditing standards, and maintained for three years after the date of last 
disbursement from said Special Account. 

(c) Afford authorized representatives of A.I.D. the opportunity at
 
all reasonable times to inspect and review the utilization of all local
 
currencies made available from the Special Account, and books, records
 
and other documents relating to the Special Acount.
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ARTICLE 14
 

Taxation
 

This Agreement and the amount 
to be granted hereunder shall be free from
 any taxation or fees imposed under any laws in effect within Malawi.
 

ARTICLE 15
 

Termination; Remedies
 

SECTION 15.1. Termination. Either Party may terminate this Agreement bygiving the other Party thirty days written notice. Termination of thisAgreement will terminate any obligation of the Parties to provide

financial or other resources pursuant to this Agreement.
 

SECTION 15.2. Refunds of Disbursements from the Special Account. 
 In the
 case of any disbursement from the Special Account established pursuant to
 
this Agreement which is 
not supported by valid documentation in
accordance with this Agreement and PIL's issued thereunder, or which is
not made or used in accordance with this Agreement or which is 
not made
 or used for the purposes jointly determined and agreed upon by the
Parties, A.I.D., notwithstanding the availability or exercise of any
other remedies under this Agreement, may require the Grantee to restore

that amount or any part thereof to the Special Account, such restored

funds to be used in accordance with the terms of this Agreement.
 

ARTICLE 16
 

Publicity
 

The Grantee agrees to provide appropriate publicity with respect to this
 
Grant.
 

ARTICLE 17 

Communications
 

Communications submitted by either party to the other under this
 
Agreement will be in writing or by telegram, cable or radiogram, and will
be deemed duly given or sent when delivered to such Party at the
 
following addresses:
 



To the Grantee:
 

Mail Address: 


Cable Address: 


To A.I.D.:
 

Mail Address: 


Cable Address: 
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Secretary to the Treasury
 
Ministry of Finance 
P.O. Box 30049
 
Lilongwe 3, Malawi 

FINANCE - LILONGWE
 
Telex No. 44407 FINANCE Ml
 

Mission Director 
USAID/Malawi
 
P.O. BOX 30455
 
Lilongwe 3, Malawi
 

Telex No. 44627 AMEMBLLM1 

Other addresses may be substituted for the above upon the giving of
 
written notice.
 

ARTICLE 18
 

Representatives 

For all purposes relevant to this Agreement, the Grantee will be
represented by the individual holding or acting in the Office of Minister
of Finance, and A.I.D. will be represented by the individual holding or
acting in the office of Mission Director, USAID/Malawi, each of whom, by
written notice, may designate additional representatives for all purposes
other than revising the terms of this Agreement. The names of the
representatives of the Grantee, with specimen signatures, will be
provided to A.I.D., which may accept as 
duly authorized any instrument
signed by such representatives in implementation of this Agreement, until
receipt of written notice of revocation of their authority.
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IN WITNESS WHEREOF, the Grantee and the United States of America, each
 
acting through its duly authorized representative, have caused this
 
Agreement to be signed in their names and delivered as of the day and
 
year first above written.
 

FOR THE GOVERNMENT OF THE FOR THE GOVERNMENT OF THE
 
REPUBLIC OF MALAWI UNITED STATES OF AMERICA
 

By: _ _ _ _ _ _ _ _BY: _ _ _ _ _ 

Louis J. dhimango Carol A. Peasley 
Title: Minister of Finance Title: USAID/Malawi Mission Director 

Date: August 29, 1988 Date: August 29, 1988
 

Program No: 612-0233
 
Grant No: 612-T-603
 
Appropriation: 72-1181014 
Budget Plan Code: GSSA-88-31612-KG39 
Allowance: 814-61-61 2-00-53-81 
Amount: $15,115,000 
Authorization: State 279351 
RCNTL:Mz8O033
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