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Millennium Challenge Account Threshold Program

STRATEGIC OBJECTIVE GRANT AGREEMENT

Dated: April 3, 2006

Between

The United States of America, acting through the United States Agency for International
Development ("USAID")

and

The Government of the Republic ofAlbania, acting through the Ministry of Finance
(hereinafter referred to as the "Grantee")

Article 1: Purpose

The purpose of this Strategic Objective Grant Agreement ("Agreement") is to set out the
understanding of the parties named above (the "Parties") about the Strategic Objective described
below.

Article 2: Strategic Objective and Results

Section 2.1. Strategic Objective. The strategic objective ("Strategic Objective" or
"Objective") is to reduce corruption, strengthen the rule oflaw, and improve economic freedom
in Albania.

This Section 2.1 may not be changed except by formal written amendment to this Agreement by
the Authorized Representatives, as defined in Section 7.3.

Section 2.2. Results. In order to achieve the Objective, the Parties agree to work together
to achieve the following results (each a "Result" and collectively, the "Results"):

(a) Reduce corruption in tax policy and administration;

(b) Attain transparency and reduce corruption in public procurement; and

(c) Combat corruption in business entry and registration and establish a national business
center.

This Section 2.2 may not be changed except by formal written amendment to this Agreement by
the Authorized Representatives.

Section 2.3. Annex 1, Amplified Description. Annex 1, attached hereto, forms part of
this Agreement and amplifies the above Objective and Results. Within the limits of the above
definitions of the Objective in Section 2.1 and the Results in Section 2.2, Annex 1 may be
changed only by written agreement of the Authorized Representatives, without formal
amendment of this Agreement.
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Article 3: Contributions of the Parties

Section 3.1. USAID Contribution. The Grant. To help achieve the Objective set forth in
this Agreement, USAID, hereby grants, subject to the terms and conditions set forth herein, and
pursuant to the Foreign Assistance Act of 1961, as amended, and Section 616 of the Millennium
Challenge Act of2003, to the Grantee an amount not to exceed thirteen million eight hundred and
fifty thousand United States ("U.S.") dollars ($13,850,000) (the "Grant").

Section 3.2. Grantee Contribution. The Grantee shall provide or cause to be provided all
funds, in addition to those provided by USAID and any other donor identified in Annex 1, and all
other resources required to complete, on or before the Completion Date, all activities necessary to
achieve the Results. Grantee support shall include, but shall not be limited to, all organizational
costs associated with achieving the Results.

Article 4: Completion Date

(a) The Completion Date, July 15,2008, or such other date as the Parties may agree
to in writing, is the date by which the Parties estimate that all the activities necessary to achieve
the Objective and Results will be completed.

(b) Except as USAID may otherwise agree to in writing, USAID will not issue or
approve documentation which would authorize disbursement of the Grant for services performed
or goods furnished after the Completion Date.

(c) Requests for disbursement, accompanied by necessary supporting documentation
prescribed in Implementation Letters, are to be received by USAID no later than nine (9) months
following the Completion Date, or such other period as USAID agrees to in writing. After such
period, USAID, at any time or times, may give notice in writing to the Grantee and reduce the
amount of the Grant by all or any part thereof for which requests for disbursement, accompanied
by necessary supporting documentation prescribed in Implementation Letters, were not received
before the expiration of such period.

Article 5: Conditions Precedent to Disbursement

Section 5.1. First Disbursement. Prior to the first disbursement under the Grant or to the
issuance by USAID of documentation pursuant to which such disbursement will be made, the
Grantee will, except as the Parties may otherwise agree in writing, furnish to USAID in form and
substance satisfactory to USAID:

(a) A legal opinion from the Ministry of Justice that this Agreement has been duly
authorized or ratified by, and executed on behalf of the Grantee, and that it constitutes a valid and
legally binding obligation of the Grantee, in accordance with all of its terms; and

(b) A statement in the name of the person holding or acting in the office of the
Grantee specified in Section 7.3, and of any Additional Representatives of the Parties, together
with a specimen signature of each person specified in such statement.

Section 5.2. Notification. USAID will promptly notify the Grantee when USAID has
determined that a condition precedent has been met.
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Section 5.3. Terminal Dates for Conditions Precedent. The terminal date for meeting
the conditions specified in Section 5.1 is sixty (60) days from the date oftms Agreement or such
later date as USAID may agree to in writing. If the conditions precedent in Section 5.1 have not
been met by the above terminal date, USAID may terminate this Agreement by written notice to
the Grantee.

Article 6: Special Covenants

The Grantee covenants to hire the needed additional staff, provide office space, and take the
necessary regulatory and legal actions for the successful implementation of all activities under
this Agreement.

Article 7: Miscellaneous

Section 7.1. Financial Disbursement. The Parties agree that the activities contemplated
under this Agreement will be undertaken in conformity with United States Government rules,
regulations, policies and procedures, and that USAID shall disburse all funds under this
Agreement to Implementing Partners (as defined in Annex 1) consistent with such rules,
regulations, policies and procedures.

Section 7.2. Communications. Any notice, request, document, or other communication
submitted by either Party to the other under this Agreement shall be (a) in writing or by telegram,
telefax or cable, and (b) deemed duly given or sent when delivered to such Party at the following
address:

To USAID:

Mail Address:
Mission Director
United States Agency for International Development
Embassy of the United States ofAlbania
Rr. Elbasanit 103
Tirana, Albania

Telefax: +355-4-366-394

To the Grantee:

Mail Address:
Minister Ridvan Bode
Ministry of Finance
Blvd. "Deshmoret e Kombit" No 4
Tirana, Albania

Telefax: +355-4-228-405/494

All such communications shall be in English unless the Parties otherwise agree in writing. Other
addresses may be substituted for the above upon the giving ofprior notice to the other Party.
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Section 7.3. Representatives. For all purposes relevant to this Agreement, the Grantee
will be represented by the individual holding or acting in the Office of Minister ofFinance, and
USAID will be represented by the individual holding or acting in the Office of Mission Director,
USAID/Albania (each an "Authorized Representative" and together, the "Authorized
Representatives"). Each of the Authorized Representatives, by written notice, may designate
additional representatives ("Additional Representatives") for all purposes except signing this
Agreement, signing formal amendments to the Agreement or exercising the power under Section
2.3 to change Annex I. The names of the Authorized Representative and the Additional
Representatives of the Grantee, with specimen signatures, will be provided to USAID, and
USAID 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.

Section 7.4. Standard Provisions Annex. A "Standard Provisions" Annex (Annex 2) is
attached to and forms part of this Agreement.

Section 7.5. Amendments. Unless otherwise specified herein, the Parties may amend
this Agreement only by a formal written amendment signed by the Authorized Representatives.

Section 7.6. Government of the Republic of Albania. ''The Government of the Republic
of Albania" means and is equivalent to the Albanian constitutional term "The Council of
Ministers of the Republic of Albania",

IN WITNESS WHEREOF, the United States ofAmerica and the Grantee, 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.

UNITEDSTATESOFAME~CA GOVERNMENT OF THE REPUBLIC OF
ALBANIA

/ s / / s /
By: B~

Name: Harry Birnholz Name: Ridvan~ode

Title: Mission Director, USAID/Albania Title: Minister of Finance

Witnessed by:

MILLENNIUM CHALLENGR
CORPORATJON

/ s /
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ANNEXl
AMPLIFIED DESCRIPTION

I. INTRODUCTION

This Annex 1 describes the activities to be undertaken and the Results to be achieved with the
funds obligated under this Agreement. Nothing in this Annex 1 shall be construed as amending
any of the definitions or terms of the Agreement.

II. BACKGROUND

On September 30, 2004, the Millennium Challenge Corporation (MCC) selected Albania as
eligible to receive Threshold Program assistance to assist Albania to become eligible for
Millennium Challenge Account (MCA) Compact assistance. Among the MCC selection
indicators, Albania performed below the median in Control of Corruption and Rule of Law and
performed poorly in four out of six Economic Freedom indicators (Fiscal Policy, Trade Policy,
Days to Start a Business and Credit Rating).

On December 19, 2005, the Government of the Republic ofAlbania (the "Government")
submitted a proposal that set forth its strategy for fighting corruption, strengthening the rule of
law, investing in people, and improving economic freedom. On February 8,2006, the Board of
Directors of MCC approved an MCC Threshold program for Albania substantially as described in
this Agreement (the "Program"). The Program includes three components: (1) reducing
corruption in tax policy and administration (''Tax Administation Reform"), (2) attaining
transparency and reducing corruption in public procurement ("Public Procurement Reform"), and
(3) combating corruption in business entry and registration and establishing a national business
center ("Business Registration Reform").

III. STRATEGIC OBJECTIVE; RESULTS TO BE ACHIEVED

The Strategic Objective of this Agreement is to reduce corruption, strengthen the rule oflaw, and
improve economic freedom in Albania. In order to achieve the Objective, the following Results
must be achieved for the respective Program components:

A. Tax Administation Reform

1. Improve tax collection and communication with government entities by
upgrading tax office information technology applications;

2. Limit tax officials' personal interaction with taxpayers and their discretion in tax
assessment and collection;

3. Broaden the tax base by including a larger percentage of the economy;
4. Upgrade technical expertise and improve procedures by providing training and

manuals to tax collectors, internal auditors and the judiciary;
5. Create a better and more efficient legal environment for the General Directorate

of Taxation; and
6. Conduct an aggressive public education campaign regarding taxpayer rights and

responsibilities.

B. Public Procurement Reform
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1. Reform the public procurement process to improve transparency and facilitate
public scrutiny ofprocurement procedures using information technology;

2. Enhance the institutional accountability mechanisms to detect, deter, and punish
corrupt practices associated with the procurement of works, goods and services;

3. Bring the existing public procurement system into fuller compliance with the
1995 public procurement law;

4. Strengthen technical capacity at the Public Procurement Agency to exercise
vigilant oversight over procuring entities to ensure greater transparency in the
public procurement system; and

5. Provide continuous, professional and sustainable training for procurement
officers at all procuring entities to elevate skill levels and strengthen commitment
to the enhanced procurement process.

C. Business Registration Reform

1. Streamline the business registration process from its current fragmented and
cumbersome state;

2. Significantly reduce the size of the informal economy;
3. Reduce administrative discretion in business registration;
4. Combat corruption in business registration and the judicial system; and
5. Improve Albania's fiscal posture through more collection of taxes and social

security contributions.

IV. ACTIVITIES

The Program will involve three specific initiatives with associated activities:

A. Tax Administation Reform:

• Improvements in the Value Added Tax (VAT), Corporate Income Tax (CIT),
Tax Procedures and Personal Income Tax (PIT)

• Information technology support and training
• Promotion of taxpayer rights and responsibilities
• Improvements to the audit, appeal and tax court processes
• Introduction of a program monitoring mechanism
• Amendments to tax legislation and regulations

B. Public Procurement Reform:

• Establishment of the Ombudsman of Procurement (will be established by and
report to Parliament);

• Organizational improvements to the procurement entities as well as restructuring
and redefining roles within the Public Procurement Agency;

• Information technology solutions;
• Knowledge and skills-building training program;
• Elaboration and use of a contract administration manual;
• Development of a system to measure the Public Procurement Law compliance

and reform impact; and
• Public awareness program of procurement reform efforts.
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C. Business Registration Reform:

• Creation of a unified registration form and simplified registration procedures;
• Establishment of a single office (the NBC) where businesses can file

electronically all documents needed to set up a new enterprise or renew an
existing business;

• Financing of information technology and communications infrastructure to
establish the NBC; and

• Revision of administrative rules to allow for statutory response times, for posting
fee schedules and for silent-consent rules, in which approval is automatically
granted if a relevant agency does not respond within a given time.

V. ROLES AND RESPONSIBILITIES

A. GOVERNMENT

In connection with the implementation of the activities under this Agreement, the Government
shall use its very best efforts to ensure that the Results and the Objective are achieved, as
contemplated in this Agreement.

In furtherance of, but without limiting the foregoing, the Government shall: (a) pay for the annual
salaries and organizational costs of the Government staff assigned to oversee the Program; (b)
provide office space for staff of selected Implementing Partners (as defined below); (c) provide
Program monitoring; and (d) ensure budget support and replication of lessons learned to sustain
Program activities after the Completion Date and expand to other areas.

B. USAID

USAID will work closely with the Government (specifically the Ministry of Finance) to assist the
Government to successfully implement the Program and achieve the Results and the Objective
contemplated by this Agreement.

USAID will enter into one or more agreements with one or more third-party implementing
partners (each, an "Implementing Partner") to implement the Program. Such agreements may
include grants, cooperative agreements, and contracts. The Implementing Partners may be local,
United States, international or multi-national, governmental or nongovernmental, organizations or
persons. USAID will select the Implementing Partners in accordance with USAID regulations
and policies and in consultation with representatives of the Government and MCC.

USAID will monitor performance under such agreements and will oversee the performance of the
Implementing Partners and progress toward achievement of the Results.

USAID will provide the Department of the Treasury of the Ministry of Finance with information
on disbursements related to this Agreement in a format and with content agreed to by both
Parties.

C. IMPLEMENTING PARTNERS

USAID will select the Implementing Partners in consultation with the Grantee and will ensure
that the Implementing Partners carry out the implementation of the Program in conformance with
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this Agreement and report directly to USAID. Each agreement between USAID and an
Implementing Partner that is an organization will be consistent with this Agreement and will
include a monitoring and evaluation plan, including indicators, targets and outputs.

D. MCC

USAID and the Government acknowledge and understand that MCC has charged USAID with
responsibility for administering and overseeing the implementation of this Agreement under
MCC principles of country ownership, accountability and emphasis on results. USAID and the
Government acknowledge and agree that MCC shall have no rights or obligations under this
Agreement.

VI. FINANCIAL PLAN

The financial plan (the "Financial Plan") for the Program is set forth below. Changes may be
made to the Financial Plan in writing by Authorized Representatives without formal amendment
to the Agreement, if such changes do not cause USAID's contribution to exceed the amount
specified in Section 3.1 of the Agreement.

Program Component

A. Tax Administration Reform
B. Public Procurement Reform
C. Business Registration Reform

TOTAL

VII. MONITORING AND EVALUATION

USAID Contribution
(in U.S. Dollars)

$5,440,000
$5,810,000
$2,600,000

$13,850,000

Program monitoring and evaluation will be based on quantitative as well as qualitative factors,
and shall be carried out by the Ministry of Finance with technical assistance provided under this
Agreement by the Implementing Partners and USAID.

Achievement of the Results and the Strategic Objective shall be measured based upon the
following performance indicators and targets:

A. Tax Administration Reform
1. Increase the total tax collected by the Large Taxpayers Office from 30.4 percent to 50

percent of total tax collected.
2. Establish an automatic VAT refund system, which is operation within six months for

automatic VAT refunds for exporters and within 12 months for automatic VAT
refunds to all other businesses.

3. Reduce the percentage of firms stating bribery in tax collection is frequent from 42 to
13 percent.

4. Reduce the average number of tax payments paid per firm per year from 53 to 25.

B. Public Procurement Reform
1. Reduce of the cost of governmental procurements by 20 percent (adjusted by volume,

currency and inflation).
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2. Reduce the value of the gift expected to be paid to obtain a government contract from
6.15 percent to two percent (as a percent of contract value).

3. Increase the percentage ofprocurements completed electronically from zero to 2.5
percent.

4. Reduce the percentage of firms saying that bribery to obtain government contracts is
frequent from 42 percent to 22 percent.

C. Business Registration Reform
1. Reduce the size of informal economy as a percentage of gross domestic product from

60 percent to 30 percent.
2. Increase the number ofnew businesses registered monthly from 625 to 1,000.
3. Reduce the total registration cost as a percentage of income per capita from 31

percent to 13 percent.
4. Reduce the percentage ofbusinesses that consider corruption a big obstacle to

operation and growth from 69 percent to 30 percent.
5. Reduce the percentage ofbusinesses that paid a bribe to register from 19 percent to 5

percent.
6. Reduce the number of days it takes to register a business from 47 to one.
7. Reduce the frequency ofbribery in obtaining business licenses and permits from 35

percent to 16 percent.

Additionally, the Government shall monitor all outputs to ensure that performance is consistent
with this Agreement.
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Standard Provisions

Article A: Definitions and Implementation Letters.

Section A.I. Definitions. As used in this Annex, the "Agreement" refers to the
Strategic Objective Grant Agreement, including Annex I thereto, to which this Annex is
attached and of which this Annex forms a part. Capitalized terms used and not otherwise
defined in this Annex have the same meaning or reference as in the Agreement.

Section A.2. Implementation Letters. To assist the Grantee in the implementation
of the Agreement, USAID, from time to time, will furnish additional information about
matters stated in this Agreement. The Parties may also issue jointly agreed-upon
Implementation Letters to confirm and record their mutual understanding on aspects of
the implementation of this Agreement. Implementation Letters can also be issued to
record revisions or exceptions which are permitted by the Agreement.

Article B: General Covenants.

Section B.1. Consultation. The Parties will cooperate to assure that the Objective
and Results of this Agreement will be accomplished. To this end, the Parties, at the
request of either, will exchange views on progress towards the Objective and Results, the
performance of obligations under this Agreement, the performance ofany consultants,
contractors, or suppliers engaged under the Agreement, and other matters relating to the
Agreement.

Section B.2. Execution ofAgreement. The Grantee will:

(a) Carry out the Agreement or cause it to be carried out with due diligence and
efficiency, in conformity with sound technical, financial, and management practices, and
in conformity with those documents, plans, specifications, contracts, schedules, or other
arrangements, and with any modifications therein, approved by USAID pursuant to this
Agreement; and

(b) Provide qualified and experienced management for, and train such staff as
may be appropriate for the maintenance and operation of activities financed under the
Agreement, and, as applicable for continuing activities, cause those activities to be
operated and maintained in such manner as to assure the continuing and successful
achievement of the Objective and Results of the Agreement.

Section B.3. Utilization of Goods and Services.

(a) Any goods and services financed under this Agreement, unless otherwise
agreed in writing by USAID, will be devoted to the Agreement until the completion or
termination of the Agreement, and thereafter (as well as during any period of suspension
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of the Agreement) will be used to further the Objective of the Agreement and as USAID
may direct in Implementation Letters.

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

Section B.4. Taxation.

(a) General Exemption. The Agreement and the assistance thereunder are free
from any taxes imposed under laws in effect in the territory of the Grantee.

(b) Except as provided otherwise in this provision, the General Exemption in
subsection (a) applies to, but is not limited to (1) any activity, contract, grant or other
implementing agreement financed by USAID under this Agreement; (2) any transaction
or supplies, equipment, materials, property or other goods (hereinafter collectively
"goods") under (1) above; (3) any contractor, grantee, or other organization carrying out
activities financed by USAID under this Agreement; (4) any employee of such
organizations; and (5) any individual contractor or grantee carrying out activities
financed by USAID under this Agreement.

(c) Except as provided otherwise in this provision, the General Exemption in
subsection (a) applies to, but is not limited to, the following taxes:

(1) Exemption 1. Customs duties, tariffs, import taxes, or other levies on
the importation, use and re-exportation of goods or the personal belongings and effects
(including personally-owned automobiles) for the personal use ofnon-national
individuals or their family members. Exemption 1 includes, but is not limited to, all
charges based on the value of such imported goods, but does not include service charges
directly related to services performed to transfer goods or cargo.

(2) Exemption 2. Taxes on the income, profits or property ofall (i) non
national organizations of any type, (ii) non-national employees ofnational and non
national organizations, or (iii) non-national individual contractors and grantees.
Exemption 2 includes income and social security taxes ofall types and all taxes on the
property, personal or real, owned by such non-national organizations or persons. The
term "national" refers to organizations established under the laws of the Grantee and
citizens of the Grantee, other than permanent resident aliens in the United States.

(3) Exemption 3. Taxes levied on the last transaction for the purchase of
goods or services financed by USAID under this Agreement, including sales taxes, value
added taxes (VAT), or taxes on purchases or rentals of real or personal property. The
term "last transaction" refers to the last transaction by which the goods or services were
purchased for use in the activities financed by USAID under this Agreement.
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(d) If a tax has been levied and paid contrary to the provisions of an exemption,
USAID may, in its discretion, (1) require the Grantee to refund to USAID or to others as
USAID may direct the amount of such tax with funds other than those provided under the
Agreement, or (2) offset the amount of such tax from amounts to be disbursed under this
or any other agreement between the Parties.

(e) In the event of a disagreement about the application ofan exemption, the
Parties agree to promptly meet and resolve such matters, guided by the principle that the
assistance furnished by USAID is free from direct taxation, so that all of the assistance
furnished by USAID will contribute directly to the economic development of the country
of the Grantee.

Section B.5. Reports and Information, Agreement Books and Records, Audits,
and Inspections.

(a) Reports and Information. The Grantee shall furnish USAID accounting
records and such other information and reports relating to the Agreement as USAID may
reasonably request.

(b) Grantee Agreement Books and Records. The Grantee shall maintain
accounting books, records, documents and other evidence relating to the Agreement,
adequate to show, without limitation, all costs incurred by the Grantee under the
Agreement, the receipt and use ofgoods and services acquired under the Agreement by
the Grantee, agreed-upon cost sharing requirements, the nature and extent of solicitations
ofprospective suppliers ofgoods and services acquired by the Grantee, the basis of
award ofGrantee contracts and orders, and the overall progress of the Agreement toward
completion ("Agreement books and records"). The Grantee shall maintain Agreement
books and records in accordance with generally accepted accounting principles prevailing
in the United States, or at the Grantee's option, with approval by USAID, other
accounting principles, such as those (1) prescribed by the International Accounting
Standards Committee (an affiliate of the International Federation ofAccountants) or (2)
prevailing in the country of the Grantee. Agreement books and records shall be
maintained for at least three years after the date oflast disbursement by USAID or for
such longer period, if any, required to resolve any litigation, claims or audit findings.

(c) Grantee Audit. If $300,000 or more of USAID funds are expended directly by
the Grantee in its fiscal year under the Agreement, the Grantee shall have financial audits
made of the expenditures in accordance with the following terms, except as the Parties
may otherwise agree in writing:

(1) With USAID approval, the Grantee shall use its Supreme Audit
Institution or select an independent auditor in accordance with the "Guidelines for
Financial Audits Contracted by Foreign Recipients" issued by the USAID Inspector
General ("Guidelines"), and the audits shall be performed in accordance with the
"Guidelines"; and
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(2) The audit shall determine whether the receipt and expenditure of the
funds provided under the Agreement are presented in accordance with generally accepted
accounting principles agreed to in section (b) above and whether the Grantee has
complied with the terms of the Agreement. Each audit shall be completed no later than
nine months after the close of the Grantee's year under audit.

(d) Sub-recipient Audits. The Grantee, except as the Parties may otherwise agree
in writing, shall submit to USAID, in form and substance satisfactory to USAID, a plan
for the audit of the expenditures of "covered" sub-recipients, as defined below, that
receive funds under this Agreement pursuant to a direct contract or agreement with the
Grantee.

(1) A "covered" sub-recipient is one who expends $300,000 or more in its
fiscal year in "USAID awards" (i.e., as recipients ofUSAID cost reimbursable contracts,
grants or cooperative agreements and as sub-recipients under USAID strategic objective
and other grant agreements with foreign governments).

(2) The plan shall describe the methodology to be used by the Grantee to
satisfy its audit responsibilities for covered sub-recipients. The Grantee may satisfy such
audit responsibilities by relying on independent audits of the sub-recipients; expanding
the scope of the independent financial audit of the Grantee to encompass testing of sub
recipients' accounts; or a combination of these procedures.

(3) The plan shall identify the funds made available to covered sub
recipients that will be covered by audits conducted in accordance with other audit
provisions that would satisfy the Grantee's audit responsibilities. (A nonprofit
organization organized in the United States is required to arrange for its own audits. A
for-profit contractor organized in the United States that has a direct contract with USAID
is audited by the cognizant U.S. Government Agency. A private voluntary organization
organized outside the United States with a direct grant from USAID is required to arrange
for its own audits. A host-country contractor should be audited by the Grantee's auditing
agency.)

(4) The Grantee shall ensure that covered sub-recipients under direct
contracts or agreements with the Grantee take appropriate and timely corrective actions;
consider whether sub-recipients' audits necessitate adjustment of its own records; and
require each such sub-recipient to permit independent auditors to have access to records
and financial statements as necessary.

(e) Audit Reports. The Grantee shall furnish or cause to be furnished to USAID
an audit report for each audit arranged for by the Grantee in accordance with this Section
within 30 days after completion of the audit and no later than nine months after the end of
the period under audit.

(f) Other Covered Sub-recipients. For "covered" sub-recipients who receive funds
under the Agreement pursuant to direct contracts or agreements with USAID, USAID
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will include appropriate audit requirements in such contracts or agreements and will, on
behalf of the Grantee, conduct the follow-up activities with regard to the audit reports
furnished pursuant to such requirements.

(g) Cost ofAudits. Subject to USAID approval in writing, costs of audits
performed in accordance with the terms of this Section may be charged to the Agreement.

(h) Audit by USAID. USAID retains the right to perform the audits required
under this Agreement on behalfof the Grantee by utilizing funds under the Agreement or
other resources available to USAID for this purpose, conduct a financial review, or
otherwise ensure accountability of organizations expending USAID funds regardless of
the audit requirement.

(i) Opportunity to Audit or Inspect. The Grantee shall afford authorized
representatives of USAID the opportunity at all reasonable times to audit or inspect
activities financed under the Agreement, the utilization of goods and services financed by
USAID, and books, records and other documents relating to the Agreement.

(j) Sub-recipient Books and Records. The Grantee will incorporate paragraphs (a),
(b), (d), (e), (g), (h) and (i) of this provision into all sub-agreements with non-U.S.
organizations which meet the $300,000 threshold ofparagraph (c) of this provision. Sub
agreements with non-U.S. organizations, which do not meet the $300,000 threshold,
shall, at a minimum, incorporate paragraphs (h) and (i) of this provision. Sub-agreements
with U.S. organizations shall state that the U.S. organization is subject to the audit
requirements contained in OMB Circular A-133.

Section B.6. Completeness of Information. The Grantee confirms:

(a) that the facts and circumstances ofwhich it has informed USAID, or caused
USAID to be informed, in the course of reaching agreement with USAID on the
Agreement, are accurate and complete, and include all facts and circumstances that might
materially affect the Agreement and the discharge of responsibilities under this
Agreement; and

(b) That it will inform USAID in timely fashion ofany subsequent facts and
circumstances that might materially affect, or that it is reasonable to believe might so
affect, the Agreement or the discharge of responsibilities under this Agreement.

Section B.7. Other Payments. Grantee affirms that no payments have been or will
be received by any official of the Grantee in connection with the procurement of goods or
services financed under the Agreement, except fees, taxes, or similar payments legally
established in the country of the Grantee.

Section B.8. Information and Marking. The Grantee will give appropriate
publicity to the Agreement as a program to which the United States has contributed,
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identify Agreement activity sites, and mark goods financed by USAID, as described in
Implementation Letters.

Article C: Procurement Provisions.

Section C.l. Source and Origin.

(a) Disbursements under this Agreement will be used exclusively to finance the
costs ofgoods and services required for the Agreement having, with respect to goods,
their source and origin and, with respect to the suppliers ofgoods and services, their
nationality, in countries included in Geographic Code 935 as in effect at the time orders
are placed or contracts entered into for such goods or services, except as USAID may
otherwise agree in writing and as follows:

(1) Ocean transportation costs shall be financed under the Agreement only
on vessels under flag registry of countries included in Geographic Code 935. Also see
Section C.6 on use of U.S. flag vessels.

(2) The country of the Grantee is an eligible source for marine insurance.

(b) The source and origin ofocean and air shipping will be deemed to be the
ocean vessel's or aircraft's country of registry at the time of shipment.

(c) Provisions concerning restricted and ineligible goods and services may be
provided in an Implementation Letter.

(d) Transportation by air ofproperty or persons financed under this Agreement
will be on carriers holding United States certification, to the extent service by such
carriers is available under the Fly America Act. This requirement may be further
described by USAID in Implementation Letters.

Section Co2. Eligibility Date. No goods or services may be financed under the
Agreement which are procured pursuant to orders or contracts firmly placed or entered
into prior to the date of this Agreement, except as the Parties may otherwise agree in
writing.

Section C.3. Plans, Specifications and Contracts. In order for there to be mutual
agreement on the following matters, and except as the Parties may otherwise agree in
writing:

(a) The Grantee will furnish to USAID upon preparation:

(1) Any plans, specifications, procurement or construction schedules,
contracts, or other documentation between the Grantee and third parties, relating to goods
or services to be financed under the Agreement, including documentation relating to the
prequalification and selection of contractors and to the solicitation ofbids and proposals.
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Material modifications in such documentation will likewise be furnished USAID on
preparation; and

(2) Such documentation will also be furnished to USAID, upon
preparation, relating to any goods or services, which, though not financed under the
Agreement, are deemed by USAID to be of major importance to the Agreement. Aspects
of the Agreement involving matters under this subsection (a) (2) will be identified in
Implementation Letters.

(b) Documents related to the prequalification ofcontractors, and to the solicitation
of bids or proposals for goods and services financed under the Agreement will be
approved by USAID in writing prior to their issuance, and their terms will include United
States standards and measurements;

(c) Contracts and contractors financed under the Agreement for engineering and
other professional services, for construction services, and for such other services,
equipment, or materials as may be specified in Implementation Letters, will be approved
by USAID in writing prior to execution of the contract. Material modifications in such
contracts will also be approved in writing by USAID prior to execution; and

(d) Consulting firms used by the Grantee for the Agreement but not financed
under the Agreement, the scope of their services and such of their personnel assigned to
activities financed under the Agreement as USAID may specify, and construction
contractors used by the Grantee for the Agreement but not financed under the Agreement,
shall be acceptable to USAID.

Section CA. Reasonable Price. No more than reasonable prices will be paid for
any goods or services financed, in whole or in part, under the Agreement. Such items will
be procured on a fair and, to the maximum extent practicable, competitive basis.

Section C.5. Notification to Potential Suppliers. To permit all United States firms
to have the opportunity to participate in furnishing goods and services to be financed
under the Agreement, the Grantee will furnish to USAID such information with regard
thereto, and at such times, as USAID may request in Implementation Letters.

Section C.6. Shipping/Transportation

(a) In addition to the requirements in Section C.l (a), costs of ocean or air
transportation and related delivery services may not be financed under the Grant, if the
costs are for transportation under an ocean vessel or air charter which has not received
prior USAID approval.

(b) Unless USAID determines that privately owned United States-flag
commercial ocean vessels are not available at fair and reasonable rates for such vessels,
or otherwise agrees in writing:
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(1) At least fifty percent (50%) of the gross tonnage ofall goods
(computed separately for dry bulk carriers, dry cargo liners and tankers) financed by
USAID which may be transported on ocean vessels will be transported on privately
owned United States-flag commercial vessels; and

(2) At least fifty percent (50%) of the gross freight revenue generated by
all shipments financed by USAID and transported to the territory of the Grantee on dry
cargo liners shall be paid to or for the benefit ofprivately owned United States-flag
commercial vessels. Compliance with the requirements of(1) and (2) of this subsection
must be achieved with respect to both any cargo transported from U.S. ports and any
cargo transported from non-U.S. ports, computed separately.

Section C.7. Insurance.

(a) Marine insurance on goods financed by USAID which are to be transported to
the territory of the Grantee may be financed under this Agreement provided (1) such
insurance is placed at the most advantageous competitive rate; (2) such insurance is
placed in a country which is authorized under Section e.l(a); and (3) claims thereunder
are payable in U.S. dollars or any freely convertible currency unless USAID agrees
otherwise in writing.

If the Grantee (or the government of the Grantee), by statute, decree, rule, regulation, or
practice discriminates with respect to USAID-financed procurement against any marine
insurance company authorized to do business in any State of the United States, then all
goods shipped to the territory of the Grantee financed by USAID hereunder shall be
insured against marine risks and such insurance shall be placed in the United States with
a company or companies authorized to do marine insurance business in the United States.

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

Section e.8. U.S. Government-Owned Excess Property. The Grantee agrees that
wherever practicable, United States Government-owned excess personal property, in lieu
of new items financed under the Grant, should be utilized. Funds under the Agreement
may be used to finance the costs ofobtaining such property.

Article D. Miscellaneous.
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Section D.l. Disbursements. No disbursements to the Grantee are contemplated
under this Agreement. Should disbursements to the Grantee be required, disbursements
will be made through such means as the Parties agree to in writing or as set forth in
Annex 1.

Section D.2. Rate of Exchange. If funds provided under the Agreement are
introduced into the territory of the Grantee by USAID or any public or private agency for
purposes of carrying out the obligations of USAID hereunder, the Grantee will make such
arrangements as may be necessary so that such funds may be converted into local
currency at the highest rate of exchange which, at the time the conversion is made, is not
unlawful in the country of the Grantee to any person for any purpose.

Article E. Termination; Remedies

Section E.1. Suspension and Termination

(a) Either Party may terminate this Agreement in its entirety by giving the other
Party 30 days' written notice. USAID also may terminate this Agreement in part by
giving the Grantee 30 days' written notice, and suspend this Agreement in whole or in
part upon giving the Grantee written notice. In addition, USAID may terminate this
Agreement in whole or in part, upon giving the Grantee written notice, if (i) the Grantee
fails to comply with any provision of this Agreement, (ii) an event occurs that USAID
determines makes it improbable that the Objective or Results of the Agreement or the
assistance program will be attained or that the Grantee will be able to perform its
obligations under this Agreement, or (iii) any disbursement or use of funds in the manner
herein contemplated would be in violation of the legislation governing USAID or the
Grant whether now or hereafter in effect.

(b) Except for payment which the Parties are committed to make pursuant to
noncancelable commitments entered into with third parties prior to such suspension or
termination, suspension or termination of this entire Agreement or part thereof will
suspend (for the period of the suspension) or terminate, as applicable, any obligation of
the Parties to provide financial or other resources to the Agreement, or to the suspended
or terminated portion of the Agreement, as applicable. Any portion of this Agreement
which is not suspended or terminated shall remain in full force and effect.

(c) In addition, upon such full or partial suspension or termination, USAID may,
at USAID's expense, direct that title to goods financed under the Agreement, or under the
applicable portion of the Agreement, be transferred to USAID if the goods are in a
deliverable state.

Section E.2. Refunds.

(a) In the case ofany disbursement which is not supported by valid
documentation in accordance with this Agreement, or which is not made or used in
accordance with this Agreement, or which was for goods or services not used in
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accordance with this Agreement, U~AID, notwithstanding the availability or exercise of
any other remedies under this Agreqnent, may require the Grantee to refund the amount
of such disbursement in U.S. dollarsl to USAID within sixty (60) days after receipt of a
request therefor. .

(b) If the failure of the Gran*e to comply with any of its obligations under this
Agreement has the result that goods lor services financed or supported under the
Agreement are not used effectively ib accordance with this Agreement, USAID may
require the Grantee to refund all or~!y part of the amount of the disbursements under this
Agreement for or in connection wit such goods or services in U.S. dollars to USAID
within sixty (60) days after receipt 0 a request therefor.

(c) The right under subsectiops (a) or (b) to require a refund ofa disbursement
will continue, notwithstanding any oither provision of this Agreement, for three years
from the date of the last disburseme* under this Agreement.

(d) (1) Any refunds under su· sections (a) or (b), or (2) any refund to USAID from
a contractor, supplier, bank or other hird party with respect to goods or services financed
under the Agreement, which refund elates to an unreasonable price for or erroneous
invoicing ofgoods or services, or to oods that did not conform to specifications, or to
services that were inadequate, will ( ) be made available first for the Agreement, to the
extent justified, and (B) the remaind r, if any, will be applied to reduce the amount of the
Grant.

(e) Any interest or other earn~ngs on funds disbursed by USAID to the Grantee
under this Agreement prior to the au horized use of such funds for the Agreement will be
returned to USAID in U.S. dollars b the Grantee, unless USAID otherwise agrees in
writing. !

Section E.3. Nonwaiver of Rrmedies. No delay in exercising any right or remedy
accruing to a Party in connection wit its financing under this Agreement will be
construed as a waiver of such right 0, remedy.

Section EA. Assignment. Thq Grantee agrees upon request, to execute an
assignment to USAID of any cause o~action which may accrue to the Grantee in
connection with or arising out of theiontractual performance or breach of performance
by a party to a direct U.S. dollar con act which USAID financed in whole or in part out
of funds granted by USAID under th s Agreement.

Article F: Miscellaneous

Section F.l. Investment Promption.

(a) Except as specifically settrth in the Agreement or otherwise authorized by
USAID in writing, no funds or other upport provided hereunder may be used for any
activity that involves investment pro otion in a foreign country.
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(b) In the event the Grantee ~s requested or wishes to provide assistance in the
above area or requires clarification tfom USAID as to whether the activity would be
consistent with the limitation set foqh above, the Grantee must notify USAID and
provide a detailed description ofthelproposed activity. The Grantee must not proceed
with the activity until advised by U~AID that it may do so.

(c) The Grantee must ensurlthat its employees and subcontractors and sub
recipients providing investment pro otion services hereunder are made aware of the
restrictions set forth in this clause a d must include this clause in all subcontracts and
other sub-agreements entered into h reunder.

Section F.2. Voluntary FamiEPlanning. The Parties agree that all USAID funds
provided under this Agreement shall be used in accordance with applicable United States
policy and statutory requirements re ating to voluntary family planning projects, and that
none of the USAID funds provided der this Agreement, or goods or services financed
by such funds, may be used for .

(a) the performance of aborti~mas a method of family planning or to motivate or
coerce any person to practice abortiqns;

!

(b) the performance of invol~ntarysterilizations as a method of family planning
or to coerce or provide any financial Iincentive to any person to undergo sterilizations; or

!
i

(c) any biomedical research thich relates, in whole or in part, to methods of, or
the performance of, abortions or inv~luntarysterilizations as a method family planning.

!

US~ID will issue implementation lefers that more fully describe the requirements of this
sectIon. !

Section F.3. Prohibition on ssistance to Drug Traffickers. USAID reserves the
right to terminate this Agreement or ake other appropriate measures if the Grantee or a
key individual of the Grantee is foun to have been convicted ofa narcotics offense or to
have been engaged in drug traffickin as defined in 22 Code of Federal Regulations
(CFR) Part 140.

Section FA. Workers' Right~.

(a) Except as specifically set ~Orth in the Agreement or otherwise authorized by
USAID in writing, no funds or other support provided hereunder may be used for any
activity that involves workers' rights, in a foreign country.

(b) In the event the Grantee i~ requested or wishes to provide assistance in the
above area or requires clarification :fr1om USAID as to whether the activity would be
consistent with the limitation set for$. above, the Grantee must notify USAID and

24



provide a detailed description ofthelproposed activity. The Grantee must not proceed
with the activity until advised by U~AID that it may do so.

(c) The Grantee must enSUflhat all employees and subcontractors and sub
recipients providing employment-re ated services hereunder are made aware of the
restrictions set forth in this clause a d must include this clause in all subcontracts and
other sub-agreements entered into h reunder.
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