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MILLENNIUM éHALLENGE COMPACT
PREAMBLE

This MILLENNIUM CHALLENGE COMPACT (this “Compact’) is between the Government
of the United States of America, acting through the Millennium Challenge Corporation, a United
States government corporation (“MCC”), and the Government of the Republic of Mozambique
(the “Government”) (individually a “Party” and collectively, the “Parties™).

Recalling that the Government consulted with the private sector and civil society of the Republic
of Mozambique (“Mozambique”) to determine the priorities for the use of Millennium Challenge
Account assistance and developed and submitted to MCC a proposal based on the integrated
Government development strategy to reduce poverty and increase household incomes by
increasing the productive capacity of the population in selected provinces in northern
Mozambique (Cabo Delgado, Nampula, Niassa and Zambézia); and

Recognizing that MCC wishes to help Mozambique implement a program to achieve the goal
and objectives described herein (the “Program”);

The Parties hereby agree as follows:

ARTICLE 1.
GOAL AND OBJECTIVES

Section 1.1 ~ Compact Goal. The goal of this Compact is to reduce poverty in Mozambique
through economic growth.

Section 1.2 Program Objectives. The objective of the Program (as further described in
Annex I) (the “Program Objective”) is to increase the productlve capacity of the population in
selected provinces in northern Mozambique.

Section 1.3 Project Objectives. The objectives of the Projects (as further described in
Annex ]) (collectively, the “Project Objectives” and each a “Project Objective”) are to:

(a) increase the accessibility, reliability and quality of water and sanitation services;
(b) improve access to productive resources and markets;

© establish more efficient and secure access to land, particularly in the four
provinces included in the Program; and

(d)  improve productivity of coconut products and encourage diversification into other
cash crop production.

The Government will take all the steps necessary or appropriate to achieve the Program
Objective and Project Objectives during the Compact Term (as defined in Section 7.4).




ARTICLE 2.
FUNDING AND RESOURCES

Section2.1  MCC Funding.

(@) MCC grants to the Government, under the terms of this Compact, an amount not
to exceed Five Hundred Six Million, Nine Hundred Twenty-Four Thousand, Fifty-Three United
States Dollars (US$506,924,053) (“MCC Funding”) to help the Government implement the
Program.

(b)  Annex II of this Compact describes the use of MCC Funding.

Section 2.2  Compact Implementation Funding.

(a) Of the total amount of MCC Funding, MCC will make up to Twenty-Five
Million, Three Hundred Forty-Six Thousand, Two Hundred United States Dollars
(US$25,346,200) (“Compact Implementation Funding”) available to the Government under
Section 609(g) of the Millennium Challenge Act of 2003 for activities which may include:

@) fiscal and procurement administration activities;

(i)  administrative activities including start-up costs such as staff salaries and
administrative support expenses such as rent, computers and other information technology or
capital equipment;

(iii)  baseline surveys for monitoring and evaluation;

(iv)  additional work for feasibility studies and development of technical
scopes; and

(v)  other Compact implementation activities approved by MCC.

(b)  Notwithstanding anything to the contrary in this Compact, this Section 2.2 will
provisionally apply, after MCC and the Government sign this Compact, without regard to
whether this Compact has entered into force under Section 7.3.

(©) Compact Implementation Funding is subject to (1) the limitations on the use or
treatment of MCC Funding set forth in Sections 2.6 and 2.7 as if such provisions were in full
force and effect, and (ii) any other requirements and limitations as may be required by MCC in
writing in accordance with this Compact, the Program and relevant legislation.

Section 2.3  Disbursement. In accordance with this Compact and the Program Implementation
Agreement (as defined in Section 3.1), MCC will disburse MCC Funding for expenditures
incurred in furtherance of the Program (each instance, a “Disbursement”). The proceeds of such
Disbursements will be made available to the Government, at MCC’s sole election, (a) by deposit
to a bank account established by the Government and acceptable to MCC (a “Permitted
Account”) or (b) through direct payment to a provider of goods, works or services under this
Compact. MCC Funding may be expended only to cover Program expenditures as provided in
this Compact and the Program Implementation Agreement.




Section 2.4  Interest. The Government will pay to MCC any interest or other earnings that
accrue on MCC Funding in accordance with the Program Implementation Agreement (including
by directing such payments to the bank account outside Mozambique that MCC may from time
to time indicate). :

Section 2.5 Government Resources; Budget.

(a) The Government will provide all funds and other resources, and will take all
actions, that are necessary to carry out the Government’s responsibilities and obligations under
this Compact.

(b)  The Government will use its best efforts during each year it receives MCC
Funding to ensure that all MCC Funding it receives or is projected to receive in such year is fully
accounted for in the annual budget of Mozambique on a multi-year basis.

(c) The Government will not reduce the normal and expected resources that it would
otherwise receive or budget from sources other than MCC for the activities contemplated under
this Compact and the Program.

(d)  Unless the Government discloses otherwise to MCC in writing, MCC Funding
will be in addition to the resources that the Government would otherwise receive or budget for
the activities contemplated under this Compact and the Program.

Section 2.6  Limitations on the Use of MCC Funding. The Government will ensure that MCC
Funding will not be used for any purpose that would violate United States law or policy, as
specified in this Compact or as further notified to the Government in writing or by posting on the
MCC website at www.mcc.gov/implementation, including but not limited to the following

purposes:

(a) for assistance to, or training of, the military, police, militia, national guard or
other quasi-military organization or unit;

(b) for any activity that is likely to cause a substantial loss of United States jobs or a
substantial displacement of United States production;

(c) to undertake, fund or otherwise support any activity that is likely to cause a
significant environmental, health, or safety hazard, where the phrase “likely to cause a significant
environmental, health, or safety hazard” has the meaning set forth in environmental guidelines
delivered by MCC to the Government or posted by MCC on its website at
www.mcc.gov/implementation or otherwise publicly made available, as the guidelines may be
amended from time to time (the “MCC Environmental Guidelines”); or

(d)  to pay for the performance of abortions as a method of family planning or to
motivate or coerce any person to practice abortions, to pay for the performance of involuntary
sterilizations as a method of family planning or to coerce or provide any financial incentive to
any person to undergo sterilizations or to pay for any biomedical research which relates, in whole
or in part, to methods of, or the performance of, abortions or involuntary sterilization as a means -
of family planning.




Section 2.7  Taxes.

(a) Unless the Parties otherwise specifically agree in writing, the Government will
ensure that each of the following is free from the payment of any taxes, duties, levies,
contributions or other comparable charges (“Taxes”) of or in Mozambique: (i) the Program; (ii)
MCC Funding; (iii) interest or earnings on MCC Funding; (iv) any Project or activity
implemented under the Program; (v) goods, works, services and other assets and activities under
the Program or any Project; (vi) persons and entities that provide such goods, works, services
and assets or perform such activities; and (vii) income, profits and payments with respect thereto.
The Parties acknowledge and agree that the foregoing includes, inter alia, value added and other
transfers, property and ad valorem items and import and export of goods (including for goods
imported and re-exported for personal use).

(b)  Before any Disbursement, the Government and MCC must have entered into one
or more agreements setting forth the mechanisms for implementing this Section 2.7, including (i)
waivers of certain filing and compliance requirements relating to Taxes and (ii) an agreement on
exceptions to paragraph (a) above for (1) Taxes on and contributions for certain individuals who
are nationals or residents of Mozambique; (2) Taxes other than transfer Taxes and import and
export Taxes on certain entities that are constituted under the laws of Mozambique; and (3) fees
or charges for services that are generally applicable in Mozambique, reasonable in amount and
imposed on a non-discriminatory basis.

ARTICLE 3.
IMPLEMENTATION

Section 3.1  Program Implementation Agreement. The Government will implement the
Program in accordance with this Compact and as further specified in an agreement to be entered
into by MCC and the Government dealing with, among other matters, implementation
arrangements, fiscal accountability, disbursement and use of MCC Funding and procurement
(the “Program Implementation Agreement” or “PIA”).

Section 3.2  Government Responsibilities.

(a) The Government has principal responsibility to oversee and manage the
implementation of the Program.

(b) With the prior written consent of MCC, the Government may designate an entity
to implement some or all of the Government’s obligations or to exercise any rights of the
Government under this Compact or the PIA. Such a designation will not relieve the Government
of any designated obligations and rights, for which the Government will retain full responsibility.

(c) The Government will ensure that no law or regulation in Mozambique now or
hereinafter in effect makes or will make unlawful or otherwise prevent or hinder the performance
of any obligation under this Compact, the PIA or any other agreement related thereto or any
transaction contemplated thereunder.




(d)  The Government will ensure that any assets or services funded in whole or in part
(directly or indirectly) by MCC Funding will be used solely in furtherance of this Compact and
the Program unless otherwise agreed by MCC in writing.

Section 3.3  Policy Performance. In addition to the specific policy and legal reform
commitments identified in Annex I, the Government will seek to maintain and to improve its
level of performance under the policy criteria identified in Section 607 of the Millennium
Challenge Act of 2003 and the selection criteria and methodology used by MCC.

Section 3.4  Government Assurances. The Government assures MCC that:

(a) as of the date this Compact is signed by the Government, the information .
provided to MCC by or on behalf of the Government in the course of reaching agreement with
MCC on this Compact is true, correct and complete in all material respects;

(b)  this Compact does not, and will not, conflict with any other international
agreement or obligation of the Government or any of the laws of Mozambique; and

(c)  the Government will not invoke any of the provisions of its internal law to justify
or excuse a failure to perform its duties or responsibilities under this Compact.

Section 3.5  Implementation Letters. From time to time, MCC may provide information to the
Government through implementation letters on the frequency, form or content of requests for
Disbursements or on any other matter relating to MCC Funding, this Compact or implementation
of the Program (each, an “Implementation Letter”). The Government will apply such
information in implementing this Compact.

Section 3.6  Procurement. The Government will ensure that the procurement of all goods,
works and services by the Government or any Provider (as defined in Section 3.7(c)) in
furtherance of this Compact will be consistent with the procurement guidelines (the “MCC
Program Procurement Guidelines) of which MCC will inform the Government in writing or
by posting on the MCC website at www.mcc.gov/implementation, or otherwise make publicly
available, as the guidelines may be amended from time to time, which MCC Program
Procurement Guidelines will include, but will not be limited to, the following requirements:

€)) open, fair, and competitive procedures must be used in a transparent manner to
solicit, award and administer contracts and to procure goods, works and services;

(b) solicitations for goods, works, and services must be based upon a clear and
accurate description of the goods, works and services to be acquired,;

© contracts must be awarded only to qualified contractors that have the capability
and willingness to perform the contracts in accordance with their terms on a cost effective and
timely basis; and

(d) no more than a commercially reasonable price, as determined, for example, by a
comparison of price quotations and market prices, will be paid to procure goods, works and
services.




Section 3.7  Records: Accounting; Covered Providers; Access.

(a) Government Books and Records. The Government will maintain, and will use its
best efforts to ensure that all Covered Providers (as defined in subsection (c¢) below) maintain,
accounting books, records, documents and other evidence relating to this Compact adequate to
show to MCC’s satisfaction the use of all MCC Funding (“Compact Records”). In addition, the
Government will furnish or cause to be furnished to MCC upon its request all such Compact
Records.

(b)  Accounting. The Government will maintain, and will use its best efforts to ensure
that all Covered Providers maintain, Compact Records in accordance with generally accepted
accounting principles prevailing in the United States, or at the Government’s option and with
MCC’s prior written approval, other accounting principles, such as those (i) prescribed by the
International Accounting Standards Committee (an affiliate of the International Federation of
Accountants) or (i1) then prevailing in Mozambique. Compact Records must be maintained for
at least five (5) years after the end of the Compact Term or for such longer period, if any,
required to resolve any litigation, claims or audit findings or any statutory requirements.

(c) Covered Provider. Unless the Parties agree otherwise in writing, a “Provider” is
(i) any entity of the Government that receives or uses MCC Funding or any other Program asset
in carrying out activities in furtherance of this Compact or (ii) any third party that receives at
least US$50,000 in the aggregate of MCC Funding (other than as salary or compensation as an
employee of an entity of the Government) during the Compact Term. A “Covered Provider” is
(i) a non-United States Provider that receives (other than pursuant to a direct contract or
agreement with MCC) US$300,000 or more of MCC Funding in any Government fiscal year or
any other non-United States person or entity that receives, directly or indirectly, US$300,000 or
more of MCC Funding from any Provider in such fiscal year, or (ii) any United States Provider
that receives (other than pursuant to a direct contract or agreement with MCC) US$500,000 or
more of MCC Funding in any Government fiscal year or any other United States person or entity
that receives, directly or indirectly, US$500,000 or more of MCC Funding from any Provider in
such fiscal year.

(d)  Access. Upon MCC’s request, the Government, at all reasonable times, will
permit, or cause to be permitted, authorized representatives of MCC, an authorized United States
government inspector general, the United States Government Accountability Office, any auditor
responsible for an audit contemplated herein or otherwise conducted in furtherance of this
Compact, and any agents or representatives engaged by MCC or the Government to conduct any
assessment, review or evaluation of the Program, the opportunity to audit, review, evaluate or
inspect facilities and activities funded in whole or in part by MCC Funding.

Section 3.8  Audits; Reviews.

(a) Government Audits. Except as the Parties may otherwise agree in writing, the
Government will, on at least a semi-annual basis, conduct, or cause to be conducted, financial
audits of all disbursements of MCC Funding covering the period from signing of this Compact
until the earlier of the following December 31 or June 30 and covering each six-month period
thereafter ending December 31 and June 30, through the end of the Compact Term, in
accordance with the terms of the Program Implementation Agreement. As requested by MCC in
writing, the Government will use, or cause to be used, to conduct such audits an auditor




approved by MCC and named on the list of local auditors approved by the Inspector General of
the Millennium Challenge Corporation (the “Inspector General”) or a United States—based
certified public accounting firm selected in accordance with the “Guidelines for Financial Audits
Contracted by MCA” (the “Audit Guidelines™) issued and revised from time to time by the
Inspector General and posted on the MCC website at www.mcc.gov/implementation. Audits
will be performed in accordance with the Audit Guidelines and be subject to quality assurance
oversight by the Inspector General. An audit must be completed and the audit report delivered to
MCC no later than ninety (90) days after the first period to be audited and no later than ninety
(90) days after each June 30 and December 31 thereafter, or such other period as the Parties may
otherwise agree in writing.

(b) Audits of United States Entities. The Government will ensure that agreements
between the Government or any Provider, on the one hand, and a United States nonprofit
organization, on the other hand, that are financed with MCC Funding state that the United States
organization is subject to the applicable audit requirements contained in the United States Office
of Management and Budget Circular A-133. The Government will ensure that agreements
between the Government or any Provider, on the one hand, and a United States for-profit
Covered Provider, on the other hand, that are financed with MCC Funding state that the United
States organization is subject to audit by the cognizant United States Government agency, unless
the Government and MCC agree otherwise in writing.

©) Corrective Actions. The Government will use its best efforts to ensure that
Covered Providers take, where necessary, appropriate and timely corrective actions in response
to audits, consider whether a Covered Provider’s audit necessitates adjustment of the
Government’s records, and require each such Covered Provider to permit independent auditors to
have access to its records and financial statements as necessary.

(d)  Audit by MCC. MCC will have the right to arrange for audits of the
Government’s use of MCC Funding.

(e) Cost of Audits, Reviews or Evaluations. MCC Funding may be used to fund the
costs of any audits, reviews or evaluations required under this Compact, including as reflected on
Annex II.

ARTICLE 4.
COMMUNICATIONS

Section 4.1  Communications. Any document or communication required or submitted by
either Party to the other under this Compact must be in writing and, except as otherwise agreed
with MCC, in English. For this purpose, the address of each Party is set forth below.




To MCC:

Millennium Challenge Corporation

Attention: Vice President for Operations
(with a copy to the Vice President and General Counsel)
875 Fifteenth Street, N.W.

Washington, DC 20005

United States of America

Facsimile: (202) 521-3700

Telephone:  (202) 521-3600

Email: VPOperations@mcc.gov (Vice President for Operations)
VPGeneralCounsel@mcc.gov (Vice President and General Counsel)

To the Government:

The Government of the Republic of Mozambique
Attention: The Honorable Minister -
Ministry of Planning and Development

Av. Ahmed Sekou Touré N. 21

Maputo, Mozambique

Facsimile: +258-21-495-463

Telephone:  +258-21-492-268

E-mail: aiuba@zebra.uem.mz

Section 4.2  Representatives. For all purposes of this Compact, the Government will be
represented by the individual holding the position of, or acting as, the Minister of the Ministry of
Planning and Development of the Republic of Mozambique, and MCC will be represented by the
individual holding the position of, or acting as, Vice President for Operations (each, a “Principal
Representative™), each of whom, by written notice to the other Party, may designate one or more
additional representatives for all purposes other than signing amendments to this Compact. A
Party may change its Principal Representative to a new representative that holds a position of
equal or higher rank upon written notice to the other Party.

Section 4.3  Signatures. With respect to all documents other than this Compact or an
amendment to this Compact, a signature delivered by facsimile or electronic mail will be binding
on the Party delivering such signature to the same extent as an original signature would be.

ARTICLE 5.
TERMINATION; SUSPENSION; REFUNDS

Section 5.1  Termination; Suspension.

(a) Either Party may terminate this Compact in its entirety by giving the other Party
thirty (30) days’ written notice.

(b) MCC may, immediately upon written notice to the Government, suspend or
terminate this Compact or MCC Funding, in whole or in part, and any obligation related thereto,
if MCC determines that any circumstance identified by MCC as a basis for suspension or
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termination (whether in writing to the Government or by posting on the MCC website at
www.mcc.gov/implementation) has occurred, which circumstances include but are not limited to
the following:

(i) the Government fails to comply with its obligations under this Compact,
the PIA or any other agreement or arrangement entered into by the Government in connection
with this Compact or the Program;

(i)  an event has occurred that MCC determines makes it improbable that the
Program Objective or any of the Project Objectives will be achieved during the Compact Term
or that the Government will be able to perform its obligations under this Compact;

(iii))  ause of MCC Funding or continued implementation of this Compact
would violate applicable law or United States government policy, whether now or hereafter in
effect; :

(iv)  the Government or any other person or entity receiving MCC Funding or
using assets acquired in whole or in part with MCC Funding is engaged in activities that are
contrary to the national security interests of the United States;

(v)  an act has been committed or an omission or an event has occurred that
would render Mozambique ineligible to receive United States economic assistance under Part [
of the Foreign Assistance Act of 1961, as amended (22 U.S.C. 2151 ef seq.), by reason of the
application of any provision of the Foreign Assistance Act of 1961 or any other provision of law;

(vi)  the Government has engaged in a pattern of actions inconsistent with the
criteria used to determine the eligibility of Mozambique for assistance under the Millennium
Challenge Act of 2003; and

(vii) the Government or another person or entity receiving MCC Funding or
using assets acquired in whole or in part with MCC Funding is found to have been convicted of a
narcotics offense or to have been engaged in drug trafficking.

(© All Disbursements will cease upon expiration, suspension, or termination of this
Compact; provided, however, MCC Funding may be used, in compliance with this Compact and
the PIA, to pay for (i) reasonable expenditures for goods, works or services that are properly
incurred under or in furtherance of this Compact before expiration, suspension or termination of
this Compact; and (ii) reasonable expenditures (including administrative expenses) properly
incurred in connection with the winding up of the Program within 120 days after the expiration,
suspension or termination of this Compact.

(d)  Subject to subsection (c) of this Section 5.1, upon the expiration, suspension or
termination of this Compact, (i) any amounts of MCC Funding not disbursed by MCC to the
Government will be automatically released from any obligation in connection with this Compact
and (ii) any amounts of MCC Funding disbursed by MCC but not expended before the
expiration, suspension or termination of this Compact, plus accrued interest thereon will be
returned to MCC within thirty (30) days after the Government receives MCC’s request for such
return; provided, however, that if this Compact is suspended or terminated in part, MCC may
request a refund for only the amount of MCC Funding allocated to the suspended or terminated
portion.




(e) MCC may reinstate any suspended or terminated MCC Funding under this
Compact if MCC determines that the Government or other relevant person or entity has
committed to correct each condition for which MCC Funding was suspended or terminated.

Section 5.2  Refunds; Violation.

(a) If any MCC Funding, any interest or earnings thereon, or any asset acquired in
whole or in part with MCC Funding is used for any purpose in violation of the terms of this
Compact, then MCC may require the Government to repay to MCC in United States Dollars the
value of the misused MCC Funding, interest, earnings, or asset, plus interest within thirty (30)
days after the Government’s receipt of MCC’s request for repayment. The Government must use
national funds (and no assets of the Program) to make such payment.

(b)  Notwithstanding any other provision in this Compact or any other agreement to
the contrary, MCC’s right under this Section 5.2 for a refund will continue during the Compact
Term and for a period of (i) five years thereafter or (ii) one year after MCC receives actual
knowledge of such violation, whichever is later.

Section 5.3  Survival. The Government’s responsibilities under Sections 2.4, 2.6, 2.7, 3.7, 3.8,
5.1(c), 5.1(d), 5.2 and 5.3 of this Compact will survive the expiration, suspension or termination
of this Compact.

ARTICLE 6.
COMPACT ANNEXES; AMENDMENTS; GOVERNING LAW

Section 6.1  Annexes. Each annex attached hereto constitutes an integral part of this Compact.

Section 6.2  Inconsistencies. In the event of any conflict or inconsistency between:

(a) any annex to this Compact and any of Articles 1 through 8, such Articles 1
through 8 will prevail; or

(b)  this Compact and any other agreement between the Parties regarding the Program,
this Compact will prevail.

Section 6.3  Amendments. The Parties may amend this Compact only by a written agreement
signed by the Principal Representatives and subject to the respective domestic approval
requirements to which this Compact was subject.

Section 6.4  Governing Law. This Compact is an international agreement and as. such will be
governed by the principles of international law. '

Section 6.5  Additional Instruments. Any reference to activities, obligations or rights
undertaken or existing under or in furtherance of this Compact or similar language will include
activities, obligations and rights undertaken by, existing under or in furtherance of any
agreement, document or instrument related to this Compact and the Program.

Section 6.6  References to MCC Website. Any reference in this Compact, the PIA or any
other agreement entered into in connection with this Compact, to a document or information
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available on, or notified by posting on the MCC website will be deemed a reference to such
document or information as updated or substituted on the MCC website from time to time.

ARTICLE 7.
ENTRY INTO FORCE

Section 7.1  Domestic Requirements. The Government will take all steps necessary to ensure
that (a) this Compact and the PIA and all of the provisions of this Compact and the PIA are valid
and binding and are in full force and effect in Mozambique and (b) each such agreement along
with any other agreement entered into in connection with this Compact to which the Government
and MCC are parties, if stipulated in such agreement, will be given the status of an international
agreement.

Section 7.2 Conditions Precedent. Before this Compact enters into force:

(a) the Government and MCC must have executed the PIA and it must be effective;
(b) the Government will have delivered to MCC:

)] a certificate signed and dated by the Principal Representative of the
Government, or such other duly authorized representative of the Government acceptable to
MCC, that the Government has completed all of its domestic requirements in order that the
requirements of Section 7.1 have been satisfied;

(i)  alegal opinion from the Attorney-General of Mozambique (or other legal
opinion acceptable to MCC), in form and substance satisfactory to MCC; and

(ii1)  complete, certified copies of all decrees, legislation, regulations or other
governmental documents relating to its domestic requirements for this Compact to enter into
force and the satisfaction of Section 7.1, which MCC may post on its website or otherwise make
publicly available; and

(c) MCC must determine that after signature of this Compact, the Government has
not engaged in any action or omission that is inconsistent with the eligibility criteria for MCC
Funding.

Section 7.3  Date of Entry into Force. This Compact will enter into force on the later of (a) the
date of the last letter in an exchange of letters between the Principal Representatives confirming
that each Party has completed its domestic requirements for entry into force of this Compact and
(b) the date that all conditions set forth in Section 7.2 have been satisfied.

Section 7.4  Compact Term. This Compact will remain in force for five years after its entry
into force, unless terminated earlier under Section 5.1 (the “Compact Term”).
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ARTICLE 8.
ADDITIONAL GOVERNMENT COVENANTS

Section 8.1  Designated Entity. The Government affirms that:

(a)  If and to the extent the Government elects to designate an entity to implement
some or all of the Government’s obligations or to exercise any rights of the Government under
this Compact or the PIA (any such entity the “Accountable Entity”), the Government will create
such entity in accordance with the terms described in Annex [.

(b) The Accountable Entity will have the authority to bind the Government to the full
extent of the powers delegated thereto.

(© The Accountable Entity will be a public institution under Mozambican law with
distinct legal personality and administrative and patrimonial autonomy within the meaning of
Law n® 9/2002 of 12 February (the SISTAFE Law) and the regulations made thereunder. The
Accountable Entity will have the power fully to control its financial management as required by
the PIA and any related agreement notwithstanding anything to the contrary in the SISTAFE
Law.

Section 8.2  Administrative Court. The Government affirms that under the law of
Mozambique:

(a) This Compact is a “cooperation agreement” within the meaning of Article 4,
paragraph 1, clause ¢ of Law n°® 13/1997 of 10 July (the “Administrative Court Prior Review
Law”™).

(b) MCC Funding does not “generate public expenditure” within the meaning of
Article 3 of the Administrative Court Prior Review Law.

Section 8.3  Certain Financial Practices.

(a) The Government affirms that MCC Funding does not comprise Government funds
and will be held separately from and never commingled with Government funds.

(b)  The Government will make explicit provision in the law containing the annual
governmental budget for Mozambique for an amount necessary and adequate to cover the value-
added tax, customs duties and other tax obligations it assumes under this Compact, the PIA and
any related agreement.

Section 8.4  Procurement. The Minister of Finance of the Government will adopt the MCC
Program Procurement Guidelines as the rules governing procurement using MCC Funding under
the terms of Article 8, paragraph 2 of Decree n° 54/2005 of 13 December and will ensure that
such guidelines are published in the official gazette of Mozambique, the Boletim da Republica.

SIGNATURE PAGE BEGINS ON THE NEXT PAGE
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IN WITNESS WHEREOF, the undersigned, duly authorized by their respective
governments, have signed this Compact this 13th day of July, 2007.

Done at Washington, D.C.

FOR MILLENNIUM CHALLENGE FOR THE GOVERNMENT OF THE
CORPORATION, ON BEHALF OF THE REPUBLIC OF MOZAMBIQUE
UNITED STATES OF AMERICA
/s/ /sl
Name: John J. Danilovich Name: Aiuba Cuereneia
Title:  Chief Executive Officer Title:  Minister of Planning and Development

SIGNATURE PAGE TO MILLENNIUM CHALLENGE COMPACT
BETWEEN THE UNITED STATES OF AMERICA
ACTING THROUGH THE MILLENNIUM CHALLENGE CORPORATION
AND THE GOVERNMENT OF THE REPUBLIC OF MOZAMBIQUE




ANNEX1
PROGRAM DESCRIPTION

A. OVERVIEW

This Annex I to this Compact describes the Program that MCC Funding will support in
Mozambique during the Compact Term and the results to be achieved using MCC Funding.

The Parties may agree to modify, amend, terminate or suspend the projects described herein
(collectively, the “Projects’) or to create a new project by written agreement signed by the
Principal Representative of each Party without amending this Compact; provided, however, any
such modification or amendment of a Project or creation of a new project does not (1) cause the
amount of MCC Funding to exceed the aggregate amount specified in Section 2.1(a) of this
Compact, or (2) cause the Government’s responsibilities or contribution of resources to be less
than specified in this Compact, or (3) extend the Compact Term.

1. Program Background and Context - Country Background and the Poverty
Reduction Strategy.

With a population of 20 million people living in Mozambique, approximately 70 percent are
located in rural areas. The urban population represents about 30 percent of the national total.
Emerging from a devastating three-decade civil war in 1992, Mozambique has grown rapidly.
Since 2000, its growth rate has stabilized between 7 and 8 percent. As the Country Partnership
Strategy (2007) notes, Mozambique has achieved the highest average growth rate in the past 10
years among the non-oil producing countries in Africa. Despite Mozambique’s rapid growth,
half of the Mozambican population still lives in poverty. Mozambique’s next stage of economic
recovery cannot succeed without well-functioning public services in its cities, given
Mozambique’s rapid urbanization.

The Government’s action plans for poverty reduction in the past decade, the Action Plan for the
Reduction of Absolute Poverty (“PARPA’), PARPA I (2001-2005) and PARPA II (2005-2009)
are based on the premise that broad-based economic growth is critical to poverty reduction. In
PARPA 1, lack of basic infrastructure services was identified as one of the major determinants of
poverty in Mozambique, and it focused on infrastructure investments to meet the Government’s
ambitious growth objectives detailed in PARPA 1. Building on the lessons learned from PARPA
I, the Government outlines investment in human capital, including water and sanitation services,
as one of the three pillars to meet its sustained growth agenda in PARPA II. As PARPA II notes,
investing in water and sanitation services contributes to meeting not only the short-term
objectives of the Millennium Development Goals, but also Mozambique’s long-term growth and
poverty reduction intentions.

2. Program Description.

(a) Compact Goal.

This Compact’s goal is to reduce poverty in Mozambique through economic growth, and
increase economic opportunities for Mozambicans living in the northern region.




(b) Program Objective.

The Program Objective is to increase the productive capacity of the population in selected
provinces in northern Mozambique with the intended impact of reducing the poverty rate,
increasing household income, and reducing chronic malnutrition in the targeted districts.

(c) Program Results (Expected Impact).

The Program will increase regional Gross Domestic Product (GDP) across four targeted northern
Mozambique provinces — Cabo Delgado, Nampula, Niassa and Zambézia — by nearly
US$75,000,000 in 2015 and US$180,000,000 in 2025. A projected 33 percent of the population
of these provinces would have been poor in 2015 without the Program. The Program can be
expected to reduce the projected poverty rate by over 7 percent by 2015 and by over 16 percent
by 2025. More than 270,000 persons will have been lifted out of poverty by 2015 and 440,000
persons will no longer be poor by 2025 as a result of Program implementation.

(d Beneficiaries Description.

The Program is expected to benefit nearly 5.0 million persons by 2015 both poor and non-poor,
amounting to one half of the projected population in the affected four provinces.

Over half of all the beneficiaries reside in Nampula, while the rest reside in the other provinces.
Activities specifically targeted to rural areas account for around one third of Program
beneficiaries, while those focused specifically on urban areas account for another one third. The
roads activities benefit both rural and urban dwellers and account for the remaining beneficiaries.
Approximately 20 percent of the households benefiting from the Program are headed by women.
The Land Project (as defined below) alone assists 2.6 million persons, but many of these are also
likely to benefit from road reconstruction, farmer income support, and improved water and
sanitation. Thus, to avoid double-counting, the beneficiaries of the Land Project are not added to
the 5.0 million person total.

3. Consultative Process.

Consultation has been an integral part of the development of the Program. For the initial
proposal submitted by the Government in July 2005, the Government conducted its MCC
consultative process through two organizations, the Poverty Observatory, a group of civil society
organizations and non-governmental organizations (NGOs), and the Confederagdo das
Associagoes Economicas de Mogambique, a private sector trade association (the “CTA”). The
Poverty Observatory and CTA together represent the preponderance of NGOs, not-for-profit, and
domestic for-profit businesses in Mozambique.

During the pre-Compact program preparation and definition process, ongoing consultation
continued through various forms including: input from a wide variety of stakeholders in the
development of terms of reference for key consultants; information dissemination and exchange
during kickoff sessions for the public of the key consultancies; and circulation of the interim and
final reports of these key consultants. The Government also held informational sessions
throughout this Compact development process with interested stakeholder groups, including
national, provincial and municipal government representatives, private sector meetings, donor
working groups and other interested parties. The Program will undergo further timely,
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participatory, and meaningful public consultation during the development of the environmental,
social, and resettlement impact studies during implementation of the Program.

B. WATER SUPPLY AND SANITATION PROJECT

The Water Supply and Sanitation Project (the “WSS Project’) interventions include rural and
urban water supply, sanitation and drainage, rehabilitation of the Nacala dam and reservoir, and
capacity building and institutional strengthening for water sector entities. The objective of the
WSS Project is to increase the accessibility, reliability, and quality of water and sanitation
services. The WSS Project encompasses water supply and sanitation (including sewerage and
drainage) in cities and towns and an extensive rural water supply program in three provinces.
WSS Project activities address small rural communities and large provincial capitals — but will
notably include a heretofore neglected market segment in Mozambique — small to mid-sized
town water supply and sanitation. The WSS Project will reduce the onerous costs associated with
the existing provision of water supply; increase the reliability of water service; and improve the
health and productivity of individuals, households, and firms.

1. Background.

Lack of access to water and sanitation is a major barrier to growth and health, and this critical
infrastructure is a major policy priority of the Government. Mozambique has one of the lowest
levels of per-capita water consumption in the world. With an average of less than 10 liters per
day, the country is far below global benchmarks. In addition, girls and women spend hours
fetching water which leaves little time for child care, income-generating activities, or school
attendance.

Meeting the Millennium Development Goals is a major challenge for Mozambique as coverage
levels for water and sanitation services would have to almost double for all categories by 2015.
The Government estimates that it would need to at least double its sector investments in the next
ten years in order to meet the Millennium Development Goals for water and sanitation. Cholera
is endemic in major urban areas mainly due to inadequate sanitation and sewerage services,
compounded by poor water supply services. This prevalence of cholera and other health impacts
caused by poor sanitation also jeopardizes meeting the Millennium Development Goal of
reducing infant and child mortality.

2. Summary of Project and Related Activities. -

The WSS Project will improve access to safe, reliable water supply and sanitation services. This
project will thereby increase productivity, reduce water-borne diseases — one of the causes of
death in children under five — and specifically benefit women and girls.

The WSS Project encompasses (a) water supply and sanitation services in three large cities and
three mid-sized towns in the provinces of Zambézia, Nampula and Cabo Delgado and (b) a water
supply program in Nampula and Cabo Delgado provinces covering rural areas and small towns.
The water supply interventions will be divided into interventions in cities where water supply
services are owned and managed by the Fundo de Investimento e Patrimdnio do Abasticemento
de Agua (FIPAG) and cities where they will be managed by a new Ministry of Public Works and
Housing agency, the Asset Management Unit (AMU). The AMU will be created by the
Government consistent with its policies and with the support of the World Bank and MCC as its
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key development partners by the end of March 2009. The AMU will also manage the
implementation of the sanitation program.

The water supply interventions will focus on the sustainable utilization of available water
resources, maximizing connections to the network, control of “unaccounted for water,” and will
be designed based on results of complete feasibility studies.

As a means of complementing the enhanced water supply, the WSS Project will improve
sanitation systems by investigating feasible opportunities to expand wastewater treatment,
improve the piped sewage network, and increase the usage of septic systems in the urban centers
and latrines in the peri-urban areas. In addition, storm drains will be rehabilitated or added to
improve drainage efficiency which protects urban land usage.

The rural water supply component is developed from the Government’s policy of demand-
responsive planning, which is predicated on (a) community articulation of demand and (b) local
responsibility for operations and maintenance. Taking into consideration the lack of local
capacity and concerns over the availability of spare parts and specialized expertise to carry out
complex repairs in rural areas, the implementation plan will include procurements of well-
construction services in small lots in order to promote the development of local construction and
repair businesses.

The WSS Project includes the following activities:

(a) Improve water supply networks of Nampula, Pemba, and Quelimane, currently
operated by FIPAG.

(b)  Build the capacity of local institutions to develop policies and manage programs.
© Construct or rehabilitate water supply systems in Montepuez and Monapo.

(d) Construct or rehabilitate water supply and sanitation systems in Nacala, Gurue,
and Mocuba under the management of AMU.

(e) Repair and raise the Nacala Dam and reservoir, the main bulk water source for a
city of 290,000 people.

63) Install and rehabilitate approximately 600 rural water supply points in Nampula
and Cabo Delgado provinces.

3. Beneficiaries.

The WSS Project is expected to assist some 1.9 million beneficiaries by 2015 through improved
water systems, wastewater disposal and storm water drainage. Among the beneficiaries
impacted by the WSS Project by 2015, around one third is expected to be poor. Nearly 1.6
beneficiaries in six large cities —~ Gurue, Mocuba, Nacala, Nampula, Pemba and Quelimane --
will have improved infrastructure from both water supply and sanitation interventions. Virtually
the entire population of each city will be covered by effective storm water drainage
improvements. New beneficiaries covered by water systems will vary depending upon existing
coverage, but, in general, water system gains are considerable with coverage rates relative to
projected populations in 2015 reaching from 40 to 70 percent.
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Economic benefits accrue through improved water and sanitation for a number of reasons.
Households with access to house and yard connections will pay less for the water they consume
and, because of easier access, are likely to use more water for cooking and bathing, thereby
improving health outcomes. In particular, with better access to water and sanitation, children
will benefit from reductions in morbidity and mortality from diarrhea and malaria. Adults will
spend less of their time incapacitated or caring for sick children. Further, women will have more
time to spend in productive activities when their sources of water are closer to home, either
through house connections or neighborhood water points. '

Improved water supplies also will be provided to 300,000 beneficiaries through small piped
systems and rural water-points. These improvements will reduce the incidence of disabling
diarrhea and save time for women that can be spent on more productive activities. Other benefits
that are not easily measured include improved opportunities for girls to go to school, rather than
assisting their mothers in household tasks, and reductions in other diseases such as cholera.

4. Sustainability.

The WSS Project will be sustainable if it is economically justified, financially sound, and
technologically appropriate and includes the appropriate institutional arrangements.

Institutional Sustainability

For urban water, the WSS Project will help promote the sector’s evolution and solidify its
institutions. The WSS Project will work in collaboration with the Water Services and
Institutional Support Project (WASIS) funded by the World Bank to mitigate as many serious
institutional risks as possible. In large cities presently under the responsibility of FIPAG, the
WSS Project will facilitate graduating from the World Bank’s successfully piloted management
contract structure to leases that entail greater risk/reward for private operators. For smaller cities
and towns, the MCC program will pilot and roll out an AMU based on the delegated
management model. The AMU will be empowered to manage assets and to plan and oversee the
execution of investments. The AMU will assist in the engagement of third-party operators for
these smaller cities and towns through contracts with the Provincial Water Boards established to
contract services on behalf of their constituent municipalities. The AMU addresses the
institutional capacity gap for smaller cities and market towns, and will be established in
Zambézia, Nampula, and Cabo Delgado where the WSS Project is focused.

Financial Sustainability

Design and planning of water supply and sanitation services for the WSS Project will be based
on the demand-responsive (rather than a supply-led) approach and will be based on consumer
preferences and willingness to pay. In the FIPAG cities, tariffs will be set to ensure full cost
recovery. In the AMU municipalities and the rural areas, tariffs will be set to recover, at a
minimum, 100 percent of operations and maintenance (including the replacement of all assets
with a useful economic life of less than seven years) after a period of tariff adjustments, but no
later than 2015.

Environmental and Social Sustainability

The key to ensuring environmental and social sustainability of the WSS Project is ongoing public
consultation. MCA-Mozambique (described below) will ensure that comprehensive public
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consultation plans are developed such that WSS Project stakeholders, including women and
vulnerable groups, are afforded consultation and an opportunity to provide their inputs to WSS
Project design and implementation. MCA-Mozambique will also take steps to ensure that the
interests and views of women and vulnerable groups are represented in any of the provincial or
community water boards or other entities responsible for advising on design, ownership,
management, and operation of water and sanitation systems funded under this Compact.

MCA-Mozambique will ensure that environmental and social mitigation measures are followed
for all Project activities in accordance with the provisions set forth in this Compact and in
relevant supplemental agreements. The Stakeholders Forums (as defined in Section F of this
Annex I) will incorporate representatives of civil society that will serve as a link between local
NGOs and program managers.

S. Environmental and Social Issues.

Overall, the WSS Project is classified as “Category A” according to MCC Environmental
Guidelines due to potential social and environmental impacts associated with several Project
activities, including the rehabilitation of a large dam and the construction of municipal sanitation
systems and off-site wastewater treatment facilities. However, a number of the individual
Project activities will be classified “Category B” and, as such, may not require full
Environmental Impact Assessments (“EIA4s™) as defined in the MCC Environmental Guidelines.
All Project activities will require Environmental Management Plans (“EMPs”) and, as
applicable, Project activity-specific Resettlement Action Plans (“RAPs”) will be developed and
implemented in compliance with the World Bank Policy on Involuntary Resettlement. (OP 4.12)
prior to the start of construction activities.

Environmental and Social Impacts

The rehabilitation of the Nacala Dam (considered a “large” dam according to MCC
Environmental Guidelines) has the potential for resettlement, alteration of river flows and
aquatic habitat, and the significant but temporary reduction of the region’s primary source of
potable water during re-construction and will thus require a full EIA. Although the construction
or rehabilitation of sanitation systems will provide significant positive environmental benefits,
the scope of potential negative environmental and social impacts that may arise from
constructing off-site wastewater treatment facilities and potential pollution problems related to
discharges and operation of the systems necessitate preparation of an EIA. Investments in
expanding and improving water supply networks have the potential for (a) limited resettlement,
(b) rehabilitation of several small dams, (c) over-extraction of surface and/or groundwater
resources, and (d) project proximity to important cultural, natural, and archeological resources.
The rural water supply points activity may have potentially adverse impacts resulting from
limited resettlement and over-extraction of ground water resources.

Potential direct, indirect, induced, and cumulative environmental impacts of each of the WSS
Project activities will be further examined through the EIAs and environmental assessments that
will be conducted during the feasibility and design phase for each WSS Project activity. For the
water supply activities, MCA-Mozambique will ensure that feasibility studies include efforts to
identify the most appropriate and environmentally sustainable water sources to meet future
demand. In addition, MCA-Mozambique will ensure that for all WSS Project activities EMPs
are developed, implemented and monitored in accordance with the provisions of this Compact
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and any relevant supplemental agreements. MCA-Mozambique will ensure that environmental
and social assessment responsibilities are included in the bidding documents for the design or
supervisory firms, construction firms, independent technical auditing firms and any project
management advisors, as needed. Disbursement of MCC Funding for the WSS Project will be
contingent upon issuance of environmental licenses, as needed, or any other required permits.
WSS Project activities, for which MCC disburses funds, should be consistent with the outcomes
of the relevant EIAs, MCC Environmental Guidelines, and in compliance with applicable
Mozambique environmental law and regulations.

To maximize the positive social impacts of the WSS Project and ensure compliance with MCC’s
Gender Policy, MCA-Mozambique is required to (a) develop a gender integration plan that
includes approaches for meaningful and inclusive consultations with women and
vulnerable/underrepresented groups; Project activity-specific gender analyses, as appropriate;
and strategies for incorporating findings of the gender analyses into final Project designs; and (b)
ensure that final Project activity designs are consistent with and incorporate the outcomes of the
gender integration plan.

Environmental Permitting and Oversight

Through this Compact MCC has the option of providing a capacity building grant to the Ministry
of Coordination on Environment (“MICOA”) to facilitate their ability to respond to the increased
workload arising from the Government’s implementation of this Compact. This assistance
would enhance MICOA’s ability to, inter alia, adequately review all Compact-related
environmental studies; issue environmental permits on a timely basis as provided in
Mozambique environmental law and regulations; and hire, train and appropriately resource
additional staff, as needed, in the provincial offices to carry-out effective environmental
oversight and auditing of the implementation of Compact Projects.

6. Consultative Process.

AMU operation is envisioned to have strong municipal representation through the creation of
functioning Provincial Water Boards, and represents the Government’s preferred alternative to
delegate the management of water supply and sanitation in towns and smaller cities. This
representative structure for municipal services was the product of consultation and discussion,
including forums to solicit input from stakeholders.

7. Donor Coordination.

In developing the WSS Project, MCC participated in numerous donor meetings to explain and
receive comments on the Government proposal as it changed over time. Through meetings with
the Water Donors Working Group and the Municipal Development Working Group, MCC was
able to gather information on how the WSS Project will fit into the planned activities of other
donors. The geographical focus of the WSS Project complements the other water sector
interventions financed by other donors. The institutional development activities funded by MCC
and the World Bank will facilitate future operations by the Government and development
partners in the sector.

Successful execution of the WSS Project requires close coordination with other donors and
actors in the water sector. The Government and the Water Donors Working Group are
developing a Rural Water Supply Sector Wide Approach and are beginning the process for an
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Urban Water Strategy and Sanitation Strategy (as discussed below). The Government through
the WSS Project will work closely with the World Bank’s WASIS project, which will support
institutional development of the AMU and the Provincial Water Boards.

While United States Agency for International Development (USAID) is not directly active in the
Water Sector Working Group it does participate in the Municipal Development Working Group
and is active in health related issues, both of which are strongly linked to water supply and
sanitation. MCC has coordinated with the USAID Mission in Maputo and with the Global
Health Bureau in Washington. Although USAID will not