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INTRODUCTION

This Operational Manual (OM) lays out the princgpknd implementation rules governing the
Romanian Energy Efficiency Fund (FREE). In so daingives guidance to all the key actors
involved in project management, implementation amahitoring. The Manual has the goal of
creating a common understanding of project primesi@nd practice for all stakeholders, and it
aims to create the foundation for a partnershiprayrail.

The contents of this document including the annesesiot be modified or set aside without the
explicit approval of the World Bank, based on thecommendations of the Board of

Administration.
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1. BACKGROUND

1.1. COUNTRY CONTEXT

1.1.1. SECTOR

Romania’s energy intensity (total primary energgy per 1000 US Dollar of GDP) and GHG
intensity (CO2 emissions per 1000 US Dollar of G2 among the highest in the region.
Inefficient energy utilization exists in all sectasf the economy, notably in the industrial sector,
which accounts for over 60% of energy consumptar,only 33% of GDP. In large part, such
high intensity is due to aging equipments of araiqd technologies, and is an impediment to
improving competitiveness of Romanian industry. Hikation is worsened by Romania’s
increasing dependence on imported energy whictivieraely affecting its trade balance.

Recent studies have estimated that the potenttaedonomically viable savings in industry

(ranging from no-cost to low-cost and to high-castasures) is very high—perhaps about
50%—providing win-win opportunities for the globahvironment and energy users. Detailed
studies also have shown that there are many erdfigiency investment opportunities yielding

high financial rates of return and reasonably spaytback periods. One can highlight too a high
number of opportunities for cost-effective savirmfs20-30% of thermal energy use in the
residential, commercial and public sector.

The awareness and demand for improving energy iaifiy has been increasing. Private
enterprises as well as restructured and/or priedtstate enterprises are actively exploring cost
reduction and efficiency improvement strategies amnsequence of steep increases in energy
prices (gas, electricity and district heat), anthva view to improving competitiveness through
energy efficient technologies. The large energyimggvpotential underpin the very substantial
potential for financially viable energy efficienaywestments.

However, actual investments in energy efficienay @ismally low. This is in large part due to
the absence of appropriate funding mechanisms,ledwpth a lack of expertise in identifying
and developing commercially viable projects, whiduld be capitalized on if the incremental
risks involved in developing a proper energy eéfitty market could be overcome.

1.1.2. GOVERNMENT POLICY

The GoR recognizes that the high energy intenditthe economy is a major impediment to

improving the competitiveness of Romanian industgducing the negative trade balance,
relieving the burden which high heating bills placethe population and local governments, and
improving the environment and implementing intelorally agreed environmental targets. The
GoR also recognizes that the financial sector néedsto evolve from the reforms, after which

it could be expected to offer financing for suckdstments as energy efficiency. Therefore,
GoR's strategy is to fill the financing gap for prating energy efficiency investments on

commercial basis, which also brings about a demainsh effect on the financial sector.
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1.2.1. PROJECT DESRIPTION AND COMPONENTS

In order to address the issues highlighted abo@ER financing of US$ 10 million has been
approved to support the establishment and operatibran Energy Efficiency Project
Development and Financing Facility. This facilityiivibe operated under the Romanian Energy
Efficiency Fund (FREE or the Fund) that has bedrupeas an independent, autonomous legal
entity in a private-public partnership. GEF fundfl te used to capitalise the Fund and partially
defray initial transaction costs. The project wilve two components:

A. Investment Financing (US$ 8 million)

Loans will be made on a commercial basis to creatity customers from this fund that will
revolve with interest and principal payments flogvipacck into it for additional loans. Borrowers
will be targeted who have good growth prospects where the energy savings from the
investments would generate positive cash flows,ciwhiould be partially used to repay the
loans. Loans will be made in US dollars or in doli@nominated local currency; repayments
would also be made in dollar denominated local engy. The client would thus bear the
exchange risk.

B. Technical Assistance (US$ 2 million)This component will cover three broad areas:

* Capacity building part includes activities in iaitiproject development, workshop and
seminars for partners and clients, training fordfamanager and partners in energy efficiency
financing techniques, and monitoring and evaluation

» Fund management part includes retainer fees foFtimel Manager for the first three years

* FREE administration part includes its set-up amthitng costs during the first four years
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The Romanian experience is expected to be repécabbther countries of the region where a
similar potential for energy savings and GHG emisseduction through increased investments
in energy efficiency exists and where only scanmestic commercial financing for energy

efficiency is available for similar reasons as innkania. Examples are Bulgaria, Slovakia,
Ukraine and Russia.

1.2.2. ORGANIZATIONAL CONTEXT

FREE will need to link closely with existing enéisi in Romania that can participate actively in
project development. Manufacturers, suppliers aedlais of energy efficiency equipment,
various industry associations, ESCOs, engineerimgsf and business advisory centers have
connections with industries, and their own paraicuhterests which could be harnessed to
identify projects for the Fund and support potdntigents in the preparation of projects. A
"finder's fee" of 1% of project loan has been cdesed to reflect the cost of developing the
pipeline, which is estimated to be sufficient comgegion to potential partners. However, it is to
be noted that many of the potential partners requ&ining in order to provide effective project
pipeline development services.

1.2.3. DONOR CONTEXT

The project design has drawn extensively on theedlaexperience with energy efficiency
activities in Romania, on worldwide experience wéhergy efficiency funds and on other
international experience with financing of enerffjceency and environmental investments.

The project will closely coordinate with the UNDReeuted GEF project “Capacity Building
for GHG Emission Reduction through Energy Efficigimprovement in Romania”. The main
focus of the UNDP project is to address needsdwige increased flow of information, training
and technical assistance to assist enterprisesodra potential clients in identifying and
preparing commercially attractive energy efficieqegjects.
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2. PROJECT DESCRIPTION

2.1. PROJECT PURPOSE

The aim of the proposed project is to enable comegan the industrial sector and other energy
consumers to adopt and utilise energy-efficienhnetogies, financed under commercial criteria
by the Romanian Energy Efficiency Fund (FREE) amdfiganciers. This would put the
economy unto a sustainable path of lower energgnsity and green house gas (GHG)
emissions.

2.2. PROJECT OBJECTIVES
The project supports the following development otiyes:

1. promoting economic growth through enterprise sewméorm, particularly better utilization
of energy resources

The project would contribute to this objective byoyiding seed capital to a market-oriented
financial facility that would offer financing foroenmercially attractive energy efficiency

projects which would reduce production costs andgrawe competitiveness. The host
enterprises targeted would be in the private segtoch still experiences difficulties to access
Romanian financial markets and faces very stiffatetal requirements. The Fund will fill a

financing gap by originating transactions not catigebeing pursued by the Romanian financial
sector, by combining expertise in energy efficierayalysis, structured finance and credit
analysis, and by attracting commercial co-financing

2. protecting and sustainable developing environmestaurces

The project would address this objective by finagcinvestments that would reduce energy
consumption, and thereby contribute to reductioaiiirpollution and green house gas emissions.
The environmental goals addressed by the projextclosely linked to the EU accession
standards, which are also set as an important alewent benchmark in the IBRD CAS.

2.3. PROJECT COMPONENTS
2.3.1. INVESTMENT FINANCING (US$ 8 MILLION)

Loans for Investmentd:oans will be made on a commercial basis to cremlitty customers
from this fund that will revolve with interest amincipal payments flowing back into it for
additional loans. Borrowers will be targeted whasdh@ood growth prospects and where the
energy savings from the investments would genepatgtive cash flows, which would be
partially used to repay the loans. Loans will bedenin US dollars or in dollar denominated
local currency; repayments would also be made llmddenominated local currency. The client
would thus bear the exchange rate risk.

In the first phase, the Fund will focus primarily Bnancing projects within restructured and/or
privatized industries, which can establish baseditworthiness. Eligible projects would be
limited to those meeting certain criteria to mirzenrisk and maximize the potential for success.
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These criteria include:
The project must have a relatively short paybaciet{generally under three to four years);
The investment to be in the range of US$ 50,00881@0,000 (to minimize transaction costs
on the low side, and to limit exposure from a ledihumber of projects on the high side);
At least 50% of each project’s benefits have to €drom energy savings (e.g., process or
capacity improvements that have ancillary energyngs benefits are not eligible);
. The technology must be well proven in the proposgplication to avoid all technological
risk.

The main energy efficiency technologies that mieesé¢ criteria are burners and boilers, variable
speed drives, condensers for power factor impromeneempressors, controls, steam traps.

Other Types of FinancingProject financial support may include debt finagciequipment
leasing, and payment for services, and/or varioushinations of these. The Fund is designed to
be flexible both in terms of product mix and tersueh that the Fund Manager can offer the
financial products which the evolving market densand

Equity is another important part of the overall maf financing instruments to further energy
efficiency. Convertible, mezzanine and equity irkresnts provided by the Fund should follow
at a later stage, when sufficient debt investmbate taken place to assure revolution of funds,
and only if market conditions require it and whett & feasible.

Fund Operation:FREE's financial transactions would start up slowlythe initial years and
would most likely not be sufficient to generateea income covering the set up costs of FREE
initially. As experience is gained, the number wijpcts can be increased sufficiently, achieving
self-financing of FREE after about three years. Isia during project preparation has shown
that the project will need to have an implementaperiod of at least eight years to be able to
signal a sustainable operation. With a positiveemwl environment, the most likely outcome
would be that almost all the initial seed capitaluld be returned to the Romanian government
for use in other projects dedicated to the GHG c&dn agenda.

The actual investment implemented under the projeitt be a multiple of the initial
capitalization. The Fund will revolve, and the met&t payments and principal repayments will
be used for new loans. It is expected that investnoé more than US$ 65 million will be
financed during the project life of 8 years. Thmaaunt will have been triggered by GEF seed
capital of US$ 8 million and other funds, includiagninimum 20% contribution to project costs
by the borrowers and commercial co-financing oftalidS$ 13 million.

Recycling of fundsEFREE would maintain all funds returned to it, irdihg interest and other
incomes from investments, in a revolving fund actpwhich would also be used for financing
eligible projects. All such re-use would be subjaxtthe same criteria as applicable to the
subprojects financed from the GEF funds under trgept and would be governed by all
provisions of the grant and implementation agredsen

2.3.2. TECHNICAL ASSISTANCE (US$ 2 MILLION)

This component covers three broad areas:
Capacity building part includes activities in ialtiproject development, workshops and
seminars for partners and clients, training fordfumanager and partners in energy efficiency
financing techniques, and monitoring and evaluatestimated cost $500,000);
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Fund management part includes retainer fees oFtimel Manager for the first three years
(estimated cost $900,000);
FREE administration part includes its set-up anghing costs during the first four years
(estimated cost $600,000).

Capacity Building: The first category of TA covers tasks directed hyosbwards potential
clients and partners of FREE to enable the devedmprof successful investment projects and
strengthen the necessary partners of the funddwmiging essential services and generate and
disseminate information to potential financiers &odrowers about the benefits to be achieved
with energy efficiency investments. It is in thig\ Tcategory that the project will actively
collaborate with several other organizations. Mgpecifically, TA is required in the following
areas:
Project developménDuring the first three years, energy audits geabibility studies will
have to be carried out to develop bankable propdbalt have good chance to be financed
by the Fund. For the first projects, the Fund mayec the total cost of the proposal; very
soon however the clients will have to contributehte development, with their share of the
cost rolled into the loan amount (estimated co418$ 90,000).
Workshops/Seminsr In order to support project development, pastnef the Fund
(consultants, ESCOs and other aggregators) areettain the know-how to develop
proposals targeted at the requirements of the nddpotential clients have to be educated
through outreach activities about the benefits érgy efficiency investments and the
procedures of the fund. The material for these kimds of activities has to be developed on
the basis of success stories and development ioingaand promotional materials. It is
expected that at about midpoint of the projectraarnational seminar on FREE experience
and replication potential would be organized (eated cost of US$ 60,000).
Technical capacity buildingand development of alternative deal structures eoergy
efficiency investment for both the Fund Manager aakbcted partners such as ESCOs and
Business Advisory Centers. It is expected thatdbkvery of these new deal structures
would also need increased support (estimated ¢asE$ 90,000)
Monitoring and Evaluatioractivities are paramount for the success of thgeptoSince it is
expected that a large number of projects will bplamented over the lifetime of the project,
M&E efforts will have vary over time in their intsity. In the beginning of the project
monitoring of project implementation and verificatiof energy savings and CO2 emissions,
including reporting to GEF, will be intense. Foetfirst projects, and those that will test
investments in new sectors, different technologiesther innovations, a verification of the
actual savings will take place. For projects tha eeplicating previous projects, a short
M&E form will be developed. During the first few mihs of project implementation, an
M&E methodology and an implementation plan will eveloped. The M&E information
will provide the basis for the development of swscstories to be used, e.g., in the outreach
activities (estimated cost of US$ 250,000)

Fund ManagementThe second part of the TA covers the retainer eetfe Fund Manager
during the first three years. This fee is intendedcover all costs of the Fund Manager,
including deal origination, due diligence and setet contract finalization, portfolio
management, etc., related to the Fund as well g@orxg and concluding co-financing
arrangements. The TA will cover this fee during fingt three years of the contract and the Fund
will cover such fees thereafter from its own incowleen the Fund is expected to become self-
financing. The performance contract of the Fund &fgm would be designed to provide the
incentive to realize self-financing targets throwgtively seeking to place funds in investment
projects; at the same time the success fee pagabiet asset value of the Fund at the end of
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five years would balance the risk-return for thertipbo and ensure that the long-term
sustainability of the project is actively pursuadtbe Fund Manager.

FREE Administration:The third part of the TA covers FREE's administraticosts, which
include set-up costs and running costs. The sebBsfs cover the initial infrastructure (facilities,
computers, communication, etc.) and the runningscosver the salaries of the staff of FREE,
honoraria for the BoA members, fees for investmemmnmittee members, communications
costs, transportation costs of key staff and membE&BOA, logistics, etc. The TA will finance
FREE’s administrative costs fully during the fig&ar and on a declining proportion basis over
the next three years. Accordingly, FREE would b@eeted to cover gradually increasing
portions of its annual operating budget from itsnowvcome. The annual limits proposed for
covering these costs by the TA are 100%, 90%, 708%8% respectively over the four years.

The major features of FREE as a financial institutare:

* Independent and autonomous legal entity

 Demand-driven financial institution;

* Revolving fund;

*  Private —public partnership;

e  Prudential investment portfolio;

» Transparency and promoting equal opportunitiestereligible customers;
e  Sustainability of its investments;

FREE aims to provide through successful implementaif the GEF/IBRD program on energy
efficiency a demonstration effect and the increahseawareness of the traditional banking sector
related to the sustainability of the energy efficg investments in Romania
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3. INSTITUTIONAL ARRANGEMENTS

The Romanian Fund for Energy Efficiency, hereinafégerred to as FREE, is established under
the Emergency Ordinance no 124 frofid October 2001 as an institution of public intéres
having its own legal personality, independence famahcial autonomy and headquartered in
Bucharest. The Fund has as main object the manageshdinancial resources received by
Romania from the Global Environmental Facility thgh the International Bank for
Reconstruction and Development (IBRD) under thenGAggreement concluded between IBRD
and Romania, represented by the Ministry of Pubiiance, as well as the financing of energy
efficiency investment projects for energy efficignevelopment in Romania according to the
priorities set forth by the annual energy efficigpcograms approved by the Government.

3.1. BOARD OF ADMINISTRATION

The managing body of the Fund is the Board of Adshiation (hereinafter referred to as “the

Board”), which consists of 7 members, represergatiof the public and private sector as

follows:

* one representative of the Ministry of Industry &ebsources designated by the minister;

» one representative of the Ministry of Waters andiEmmental Protection designated by the
minister;

» 5 representatives of the private sector, of whomimmum 2 members are financial experts
with a good reputation and professional training.

The members of the board of administration shaétrtiee following conditions:
a) they cannot be spouses, relatives or akins upetgg¢hond degree
b) they must not have a criminal record

The representatives of the Ministry of Industry delsources and the Ministry of Waters and

Environmental Protection shall be appointed by oadeéhe head of the relevant institution. The

appointed representative of the Ministry of Indystnd Resources is the chairman of the board
of administration, position that he/she shall himidone year. The representatives of the private
sector, including the financial experts, shall lppanted by the chairman of the board of

administration based on the proposals of emplogdpaofessional associations.

The Board is empowered by emergency ordinance dd81D/01 to develop the policy and
strategy of FREE in accordance with the nationdicigs for energy efficiency and climate
change and its structure mirrors the public priyetenership features of FREE.

The tenure of the members of the board of admatistn is of four years and it may be extended
only for another 4-year period through the procedovided for their appointment.

Upon the expiry of the chairman’s mandate, the nemiof the board of administration shall
elect a new chairman from amongst the members eotbthard for successive periods of one
year, under the quorum and vote conditions provideéti1.3 herein.

The members of the Board may be revoked by theiafipg authority under the following

circumstances set up in the emergency ordinandM8/10/01:

a) they committed criminal acts for which they weregagi final convictions or any other
deeds affecting the authority of FREE
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b) they are in a conflict of interests with FREE adirg=l in the internal regulations of
FREE

C) they do not promote the principles of FREE

d) they do not attend 3 consecutive monthly meetirigseoboard of administration

In addition, the members of the Board appointedhieyMinistry of Industry and Resources and
the Ministry of Waters and Environmental Protectinay be revoked in the event that they lost
the capacity for which they were proposed by thevabmentioned authorities.

The board of administration manages the entireviaictof the Fund. For such purpose, it
exercises the following duties:

a) monitors the compliance and complementarity of Fned's strategy and policy with
the national strategy and policy for energy efficig development and monitors for the
financing policy of the investment projects to lehiaved in accordance with the annual
energy efficiency programs approved by the Govenmime

b) approves the organizational chart of the Fund astdbéshes the remuneration for its
employees as provided for by the legislation icéoapplicable to the salaries payable to
public institutions financed through extra-budggtamnds;

C) adopts the internal regulations of the Fund, incigdhe Operation Manual and the
Organization and Operation Regulation;

d) approves the evaluation and selection criteriaf@mrgy efficiency investment projects in
view of their financing;

e) selects and appoints the Fund's executive director;

f) approves the Fund's financial and investment pplicy

0) approves the income and expense budget and thalabusiness report of the Fund,
prepared by the executive director;

h) decides the business strategy of the Fund;

i) approves the business plan prepared by the Funddéan

)] appoints the investment committee members;

K) designates independent external auditors to chHexKinancial statements of the Fund,
receives and approves their reports;

) approves financing for energy efficiency invests based on the investment
committee's proposals;

m) adopts any other measures deemed necessary tuatieeFund's objective.

The BOA elaborates the internal procedures andsrole the fund and makes decisions
concerning financing of the investment projectseblasn the appraisal reports made by the Fund
Manager and decision of the Investment Committeis.dlso part of its responsibilities to foster
the long-term sustainability of the Fund consistesth its fiduciary responsibilities to the
financiers.

The board will develop and have in place its medms to evaluate and improve the
management team performances.

The Board as a whole should have a diversity okdperind, knowledge and experience, and

following core competencies:

» Strategic vision and problem solving-attitude;

* Knowledge of finance and key accounting mattergt{sas: how to read a balance sheet,
profit and loss account, cash flow statement amaicial ratios, etc.);

» Leadership skills under crisis circumstances;
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* Knowledge of the energy efficiency and environmkeistsues;
» Valuable contacts and relationships for the Fund;

» Well connected internationally;

» Capacity to remain active on the long term.

3.1.1. THE ELIGIBILITY CRITERIA FOR THE BOARD MEMB ERS

The board should be composed of qualified indivisluand should reflect diversity of
experience (technical, financial, credit analyses)eThe eligibility requirements should be fully
disclosed to the professional and employers adsmtsa which make proposals to the
Chairman.

Each member should be able to devote sufficiers &amd effort to his/her duties as Board.

The board members are indemnified based on theingefee and according with their services
provided within the investment committee. The megtiee level is set through the internal
regulation of FREE, and should ensure that a ratiand decent level of meeting fees is paid in
accordance with the market rates with similar feiahinstitutions. In any case, the World Bank
“no objections” is prior to payment requested.

A suitable board member should have the followiagspnal characteristics:

» Proven personal integrity in the past and credybili

» Capacity to read and understand financial statesngmis of course, excludes those who are
invited to join the Board as experts in energyogdficy or environmental issues, but it is
compulsory in the case of the private sector regmiegives)

» Absence of conflicts of interest with the Fund

» Experienced and well informed about the type ofd-services, and especially experienced
in the area of corporate fund businesses (experidrmm other boards would be an
advantage)

* Time available to be dedicated to the Board affairs

All board members have one vote each, despite pgpmimtment procedure of the board
members. The board should adopt the decisions lmstte voting process.

Equal treatment of the board members should bepred.

All major decisions (such as: approval of the laagel complex investment projects) should be
considered by the Board as a whole (in its plesassion)

3.1.2. SELECTION PROCESS FOR PRIVATE SECTOR REPRE&NTATIVES

To remain effective, the first Chairman of the Bbahould be responsible for selecting, based
on the above eligibility criteria, the private s@atepresentatives in the Board of Directors.

The Chairman should ensure that through board appent is providing a mix of proficient
members, each of whom is able to add value to teedas a whole, and to bring independent
judgment in order to ensure maximum credibility hirit the banking and financial business
community.

The invitation to nominate suitable representatibased on the eligibility criteria should be
made to the professional and employers associatigmnsh are active in the area of energy

Strauss Building, Johann Strauss street, no. 2A, flose&or 2, RO - 020312 Bucharest 30, Romania 12
phone: + 40 21 233 88 01; fax: + 40 21 233 88 &@ad: office@free.org.ro, http://www.free.org.ro/



ROMANIAN ENERGY EFFICIENCY FUND OPERATIONAL MANUAL

i
i

efficiency and environment protection. The invibatishould be extended by the Chairman
himself/nerself to the banking and financial bussiecommunity from Romania. The

identification and selection process of the mostable members representing private sector
within the Board should be managed by asking tls®@ations what skills are needed on the
Board to add value on it in the context of Fundrapens. Consequently, the composition of the
Board should be finalized having in mind and on tBkairman’s agenda the strategic
considerations and objectives of FREE — increasénemcing share, build partnerships with

private banking sector.

3.1.3. BOARD MEETINGS AND AGENDA

In order to carry out its functions, the Board witleet in monthly working sessions and
whenever necessary. The Board shall meet when nedvey the Chairman or by at least three
of its members. The meetings of the Board are elany the Chairman or, in his absence, by
one of the members designated by the Chairman.

The Board shall pass decisions with majority ofegoin presence of at least five members,
including the chairman or, as case may be, thetituesdesignated by the chairman. If, upon
passing a decision, one of the members of the Bisaadiare that s/he is in conflict of interests,
s/he shall be bound to abstain from voting. Failrecomply wit such obligation can cause
his/her revocation and the annulment of the respedecision.

The Executive Director (ED) and the manager ogase may be, a representative of the Fund
Manager will attend Board meetings as invitees, wi&hout voting rights, except when
discussed about the position of the Executive Bareand his/her activity. If case would be, the
Board can invite other members of the staff of FREBf the Fund Manager to attend meetings
in full or in part.

The convening method and the organisation of mgetare set forth in this manual and can be
changed by decision of the Board following the abmentioned procedures.

Chairman of the Board sets the preliminary ageAdtentative agenda listing the topics to be
covered at the meeting should be prepared by thartDapproved by the Chairman. Also the
Executive Director with the understanding that B®ard should periodically review certain
items should make proposal to be included on tren@g The Executive Director knows that
certain responsibilities fall under board examioatnd final approval, for example such as: the
annual budget should be reviewed and approved éydiard etc. Any member of the Board
may request that an item/subject be included oagieada.

All related material should be made available tardomembers with enough time before each
meeting.

The preliminary agenda should specify the datethefmeetings, subjects to be covered, and
material to be provided to members for prepardbeiore each meeting.

The Board shall appoint a secretary for each mgéetirprepare the minutes that will include the
agenda, decisions, number of votes and separatéonpi All decisions made by the Board
should be registered. The minutes should be alsdtedr during the board meetings, and
approved and signed by its chairman. The minutdisrefiect to the extent possible both the
spirit and the letter of proceedings. The signechutds should be disclosed to all board
members for their information.
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3.2. THE INVESTMENT COMMITTEE

In order to evaluate the financing applicationghe beneficiaries, the Board shall appoint an
investment committee of 3-5 persons, of which 2e8spns will be financial experts. The

investment committee consists of persons with egondraining and experience in credit

analysis, able to undertake the final check-up haf investment proposals. The investment
committee shall meet on a regular basis (e.g. nhgniirquarterly, etc) or upon the request of
the Board to review transactions recommended f@niting.

The main task of the investment committee is tdes@vthe documentation submitted by the
Fund Manager to the Board, in view of recommendimgncing of the projects. If the
evaluation and selection criteria are fulfillede thvestment committee shall submit for approval
to the board of administration the financing prapdsgether with the related documentation.
The investment committee may make recommendatmtigeetFund Manager for completing the
file, or it may reject the financing applicationtime event that the criteria for the evaluation and
selection of the beneficiaries are not fulfilled.

In case of failure by the FM to fulfill the evalimt and selection criteria, the investment
committee shall communicate them the decision jeictmg the financing application. The FM
will inform the beneficiaries whose applicationsv@abeen rejected which may file a new
financing application under the conditions to bevted in the internal regulations of the Fund.

If, upon passing a decision, one of the membeth@investment committee is aware that s/he
is in conflict of interests, s/he shall be bounchtdify the Board. The Board will subsequently
decide if the respective conflict of interestsrigerfering or not with the individual’s ability to
perform a balanced and unbiased analysis and twideroan impartial opinion. The
independence means no current or former employmiht the client, which submitted the
investment project to be financed, or any significéinancial or personal tie to the client-
company or its management that could affect or comjse the objectivity. However, a
member might be considered independent when aayiaeship or influence is not interfering
with the individual ability to exercise independgntigment. Independent means not only
formally as defined above, but free of substantiak to the client companies and its
management.

The Board members should present a statement &r éodprove the lack of any conflict of
interests. Their statements will be registered.

The investment committee can approve, under theepodelegated by the Board the financing
of projects meeting the evaluation and selectidteréa below a threshold to be decided by the
Board following the procedures set fort in 2.1.8\ah

3.3. FREE STAFF AND MANAGEMENT

The day-to-day activity of the Fund is managed gy Executive Director appointed by the

board of administration following a competitive pess, provided that s/he meets the
professional training and experience requiremenisosed by the nature of the Fund’s activity
as agreed with the World Bank. The Executive Dogest tasks and responsibilities are

established according to the provisions of the gemy ordinance no 124/8/10/01 and detailed
in the internal regulations of FREE.
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3.3.1. FREE STAFF

FREE will work with permanent staff and with shtetm associated personnel if needed,. FREE
own staff will be kept small in terms of numberpafsitions, taking into account fact that a Fund
Manager expertise will complement the human ressuneeded for the project development.

TheExecutive Director of the Fund has the following duties:

. to manage the activity of the Fund’s specializepadtaments;

. to prepare the Fund's draft business strategydrtife of the income and expense budget
and submit them for approval to the board of adstration;

. to prepare the necessary documentation to relesmsis fin accordance with the Grant
Agreement between Romania and IBRD;

. to organize the selection process of the Fund Memdmpsed on the acquisition
procedures of IBRD;

. to monitor the activity of the Fund Manager;

. it is an ordinator of credits and provides the pragion of the income and expense
budget and its execution according to the approf/iie board of administration;

. to provide the preparation of the reports and ahgromaterials for review and approval
by the board of administration in accordance whih internal regulations of the Fund;

. to organize Board meetings;

. to sign financing contracts with the Fund’s beciefies;

. to inform on a regular basis the board of admiatgin on the stage of implementation
of the financing projects;

. to organize the selection process of the finareoipkerts;

. to carry out any other activities set forth by bward of administration.

The executive director is the legal representadivéhe Fund in relationships with individuals
and legal entities, as well as before the competenits, except for the cases established by the
board of administration and provided in the Orgatian and Operation Regulation.

The executive director hires and dismisses perdammer the law and the internal regulations
of the Fund; the internal regulations of the Fuhdllsestablish the structure of personnel, the
number of employees, and their rights and obligatiancluding in respect of the waging level.

The executive director concludes service contragts external collaborators, individuals or
legal entities, based on the terms of referenceoapd by the board of administration, for a
limited period of time.

The executive director concludes any kind of ledmduments related to the purpose for which
the Fund has been established and retains itsmuatyi in accordance with the internal
regulations of the Fund.

The Finance and Administration Function

The Finance and Administration function of FREEemsured by a highly qualified Financial
Controller who will have the overall responsibilifgr all financial management functions,
including financial reporting, disbursement, corgation, budgeting, planning, accounting and

auditing aspects of the project.

Specifically, the functions of FREE in the finarlai@nagement and accountancy area are to:
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* Prepare annual, quarterly budgets and financiabrtedor FREE, to be submitted to the
Board for approval, to the IBRD or any other doaranciers;

» Establish accounting procedures for tracking FREK|senditures according with Romanian
Accounting Standards (RAS) and the IBRD auditing egporting requirements and ensure
they are followed;

 Keep records of FREE and accounting in conformitithwthe RAS and financiers
requirements;

* Prepare balance sheets and report to financialrasimgtive bodies;

* Provide needed advice to the Board and the Exexuliirector concerning the legal
financial matters and ensure that the legal reqerds are met;

* Interact with FREE legal councilor regardless #gal aspects;

» Approve and account for all disbursements;

* be responsible for human resources management (tamdracts, payroll, keep log of the
time spent by the external consultants, if the cese);

» Disburses installments/payments for the approvaddcand within the terms stipulated in
the Subsidiary Grant agreement with MOPF and infaromty with Financing Contracts
signed with borrowers for the approved investmeaojgets;

* Monitor and report regularly to the Board aboutagpents status.

TheFinancial Controller of FREE has the following duties:

» define the internal control procedures in compleneith the World Bank Financial
Management handbook;

» develop and maintain a satisfactory organizatiarte financial and accounting functions;

* recommend the selection of an accounting compui#iwvare solution and work (either
independent or together with a consultancy firmbéselected) to achieve timely the full
implementation, including full customization and jwsiments, trial run and systems
adaptation, of a accounting software package, sorenthat a sound financial management
system satisfactory to the Bank is in place paoworld Bank Board presentation;

» develop the Financial Monitoring Reports, includpgyformance and monitoring indicators,
based on the models available with the World Bank;

» prepare financial statements, reports, budgetanéial projections and cash flows, as well
as all project reports required either by the Banét Government;

* provide leadership in designing, amending and djperathe financial system and
procedures of the project, including a comprehensivart of accounts, documentary flow
chart and the Project internal control and proceslmnanual;

» responsible for keeping updated accounting reciortise software, that are essential for the
generation of reports;

» prepare TORs based on the World Bank proceduresefecting auditing company;

» provide any other financial assistance for FREE sip;

» advise FREE Executive Director on all financial mgement aspects of the project with
clear emphasis on policy and strategic issuesndiaireporting, accounting, planning and
budgeting and the financial operations of the mtpje

» liaise effectively and efficiently with the Banka$t / consultants, Ministry of Finance
(“MoF”) and all other Ministries involved in the éject, as well as with all the other parties
involved in the project;

* monitor and report regularly to the Board aboubsapents status;

* report to the Executive Director and the Chairmbtine FRE Board of Administration;

 fulfill the responsibilities of financial prevengincontrol in compliance with the Romanian
legislation.
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Office Manager responsibilities are to:

» organize the entire administrative activity;

* manage daily administrative and logistical issues;

» provide technical and secretarial support to tharBeneetings;

» prepare minutes of the Board meetings and keepedesairespondence registers;

» deal with suppliers in order to purchase all needatkrials, furniture and other supplies;

* keep communication with the Fund stakeholdemnsyriciers and clients;

» organize and develop communication with partnecsdients;

» supervise and coordinate activities with Fund Managlated to customer care;

» provide needed support to the Financial Controifeéhe case and in accordance with his/her
guidelines;

» provide needed back up support for the manageraant;t

* report to the Executive Director and the BOA chamm

If the activity will increase and its relationshgmd communication will be multiplied it is
expected that additional staff will be hired: an@mtant and a receptionist.

The labor division between the accountant and thart€ial Controller is further highlighted.

Accountant responsibilities are to:

» keep records, legal ledgers and general accountsrtbg Fund;

» comply with the RASs and other related regulations;

* prepare monthly statements and annual balancesshedie approved by the Financial
Controller;

* monitor payments made to the Clients and instaltm@ayment as well of the approved
loans, communicate with the Fund Manager relatgd@payment schedule;

» prepare payrolls for the Fund staff, BOA membens, @xternal collaborators;

» deal with controlling bodies and reporting to fica administration;

* report directly to the Financial Controller

Note: All the above mentioned duties and respolitsdsi are not limitative
3.3.2. SHORT-TERM STAFF AND PROFESSIONALS

The Fund (at both Board and executive level) shbakk the possibility of getting independent
advice from external professionals such as: lawyarditors, technicians, environmental experts
and other types, to be paid by the Fund. The réispeCerms of Reference will be prepared by
the Executive Director and submitted to the Boardsfpproval.

In the selection process of the external profesdiassistance the Fund will follow the World
Bank recruitment rules and procedures.

In carrying out the objectives of the Fund and ideo to ensure fully accountability to the
financiers and stakeholders, the Executive Diregtost appoint an independent external auditor
(specialized consultant firm) according with therte and conditions established by the Board.

The external auditor should independently repoth®Board to confirm the correctness of the
financial statement.
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4. THE FUND MANGER

The fund investment portfolio will be managed bgpecialized and qualified Fund Manager,

which will be selected based on a competitive lmddirocess. The Terms of Reference for the
Fund Manager selection will be prepared by the Htree Director and approved by the Board

of Administration and the World Bank.

4.1. OBJECTIVES

As Fund Manager for FREE, the consultant will pdaviprofessional structured finance
experience and energy efficiency expertise to agvahd finance commercially viable energy
efficiency investments which can provide sustaiaaid increasing reductions in green house
gas (GHG) emissions in Romania. The Fund Managkrbeiresponsible for the investment
aspects of the Fund and is expected to establmirtéolio of projects that allows the Fund to
become self-financing within a period of three anaximum of four years.

4.2. SCOPE OF SERVICES

The services of the fund manager comprise manageaneoperation of the investment aspects
of FREE. Key responsibilities of the Fund Manaigetude:

1. Prepare a business plan for the Fund, includingdéheelopment of a detailed investment
policy which shall be approved by the Board, a rating plan, and a plan to work together
with local institutions/partners in order to strémgn initial deal flow and ensure that the
Fund Manager is aware of the best investment oppitieés. The business plan will be
updated annually.

2. Periodically, report to the Board of Administratias needed concerning the status of the
investment portfolio, prospects for future investiend any other material developments.

3. ldentify target investment projects and preparemanendations for investment:

. conduct promotional activities and originate neigrus/projects

. screen and evaluate projects

. perform due diligence to analyze technical, envimental, financial and credit risks

. determine the structure of specific investmentsluiting the size of the investment, the
use of funds, the nature of the interest to bertdyethe Fund

. prepare financing terms and transaction packagést[af the proposed documentation
should be included in the technical proposal]

. make recommendations on potential investmentsatdnbestment Committee;

. work with the Investment Committee to refine spedifansactions, as appropriate.

4. Negotiate and finalize financing contracts andregeafor disbursements to client [FREE is
responsible for effecting all disbursements, ingigdo clients of the Fund].

5. Manage the portfolio:

. Ensure and arrange for payment collection;

. Monitor the performance of the portfolio and coraplkie of portfolio companies with
financing contracts and take remedial action ifessary to deal with problems that arise;

. Report quarterly on portfolio performance to theaBb including on status of

investments made, prospects for future investmeats] any other developments
material to the Fund;
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6. Coordinate and manage consultants and servicedaevproviding the following types of
assistance to the Fund Manager in carrying outiéidasks:

. Engineering and technical analysis

. Legal

. Environmental screening, assessment and monitoring
. Loan servicing, including collections

. Accounting

. Marketing

. Financial structuring and analysis

7. Support FREE in attracting investors, particuldrtym the private sector, to co-invest with
FREE’'s energy efficiency opportunities once an streent track record has been
established, at least doubling the funding avadldbi energy efficiency investments:

. Identify potential private sector sources of cafine for FREE transactions

. Develop co-financing arrangements

. Negotiate co-financing fees and other terms

. Carry out responsibilities to co-financiers undeodinancing agreement, if any.

8. After an initial period of project implementatiorf about three years review portfolio
performance and develop a strategy for the remgirjiears of the project, including
development of new products, new clients in ecoeoseaictors not yet covered and other
diversification potential.

4.3. ADVISORY SUPPORT AND TRAINING

As indicated above, it is intended that grant fmag will be available to finance advisory
support to FREE. While the technical assistancelsunill be administered by the Executive
Director, the Fund Manager will be able to definepart of the allocation for project
development during the first three years of thedfumased on the annual business plan. The
support is expected to be provided from independgperts and will supplement the work of
the Fund Manager, particularly in the area of progeevelopment and training of partners of the
fund. Some of the funds are expected to be usettdiming the Fund Manager in structuring
energy efficiency deals, possibly through an indeleat adviser to FREE. Finally, staff of the
Fund Manager will need to familiarize themselveshwihe environmental assessment and
monitoring according to World Bank rules which wabdlso be part of FREE’s Operational
Manual.

A well-connected local presence is important to sluecess of the Fund. It is therefore a
requirement that the Fund Manager collaboratesblosith local and regional institutions in
order to strengthen the initial deal flow and emstinat the Fund Manager is aware of the best
investment opportunities in Romania. It is expedteat the Fund Manager will conclude some
form of cooperation agreements with these locaitiestsoon after contract signature. The
nature of this assistance is at the discretionhef Fund Manager to design, subject to the
approval of the Board of Administration. Prospeethund Managers are therefore encouraged
to reflect in their proposals on the best meansarking with these institutions.

4.4. STAFFING

It is expected that the Fund Manager will consisa @ore team of individuals, comprised of
senior and junior professionals. There are no othandatory requirements for the size or
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structure of the Fund Management Team. Firms témgldor the Fund Management contract
should make clear how they propose to structure team, taking maximum advantage of the
experience of Romanian experts. The following terdative staffing pattern:

(1) Senior Fund Manager:

. to be resident in Romania at least while the Fgrnid the active investment phase;

. should have direct investment or venture capitatifmanagement experience covering
the full investment cycle from initial identificai to exit;

. will be the “public face” of the Fund and will trefore be expected to effectively interact
with the local business and financial community;

. should be able to communicate in Romanian and &mglt will be important that any

deficiencies in language proficiency be addressedtirough adequate
interpretation/translation arrangements; and
" is expected to have at least five years of expeei@s a fund manager.

(2) Investment Professionals:

. will be based in Romania;

" it is suggested that the team should include &t fe#o investment professionals. These
should have direct investment or venture capitapeeence, although industrial
management, investment banking, management, legahsulting or accounting
experience may also be acceptable;

. should be able to speak Romanian and English; and

. are expected to have at least three years of relexperience.

(3) Energy Efficiency Professional:

It is expected that the team will include at lease professional with at least five years of
experience in developing bankable energy efficianegstments.

(4) Support Staff:
Support staff may include interpreters, secretadasers and others.

The technical proposal should indicate which indlinls will fill the positions of Senior Fund
Manager, Investment Professionals and Energy Effey Professional. The proposal should
also indicate the organization structure, the keyf sommitted, the status of discussions with
potential staff and the process the firm expectandertake to finalize its team. It is not
necessary to identify specific support staff. Refees should be provided for key staff as well
as for the firm, if applicable, with information d¢ime performance in previous activities.

Finally, the proposal should include a clear intara of the proportion of time which
individuals will be able to work for the Fund Mamagent Team and, in the case of the Senior
Fund Manager, the proportion of time to be spenRamania. The Consultant Contract will
specify the proportion of time that each of theividilials in the core team is required to spend
on the project. If the Fund Manager needs to repkcy of these individuals, replacement
candidates acceptable to the Bank will have torbeiged within a reasonable period of time.

4.5. REPORTS AND TIME SCHEDULE

The Fund Manager will submit the following plansdameports to the Executive Director for
submission to the Board and the World Bank.
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Type of Report

Time Schedule

Remarks

Business Plan (including marketin
plan, TA plan)

gWithin 2 months of
effectiveness of the
contract

Including how the

business plan will helg
the Fund achieve self-
financing and by when

Portfolio Performance Report

Quarterly

Including tiealth of
the portfolio

Environmental Supervision and
Performance Report

Annually

Midterm report and strategy for th
remaining years of the project,
including development of new
products, new clients in economic
sectors not yet covered and other
diversification potential

e During the third year of
Fund operation

4.6. PERFORMANCE INDI

The performance indicators set below are mainlylte®riented, but in the same time the
process of accomplishing those outputs should kentanto consideration due to the fact that it
is one of the project assumptions that potentiaht$ are lacking the capacity to generate good
investments proposals. As a consequence they sheuwdsisted in the process of identification
and preparation of the whole package: meaningbg#gistudies of the investments, obtaining

CATORS

needed clearances and authorization for its phlystapletion, cost-benefit analysis, etc.

In the category of performance indicators shouléhbiided:
* Type and number of promotion materials generateddssseminated;

» Type of communication channel used in communicatgh the market;
* Number of potential clients identified, per totadaby regions;

«  Number and amount/value of t

he approved loans;

» The average loan per type of investments, cliedtiatime;

* Number of assisted clients in drafting the investopgojects;
* Number of investments projects submitted for finagc
* Number of investment proposals appraised, by typeaects, clients;
* Ratio between approved investments and submitiezsiments;

* Number of consulting days given to the clientsreparing needed documents to be attached

at the package;

* Number of days used for the appraisal by type wéstments and their location;

* Investment Portfolio Structure breakdown by typénekstments (short-medium term, grace

period length), by risk degree, by number of caficiers involved in financing the
investment scheme of the project; by type of beragies (industrial, municipalities, etc.);
Ratio of the approved!/ rejected projects by thestment Committee;

Number of concluded financing contracts, by typ&eéstments and type of clients;

Rate of repayment (commissions, interest rate astdliments);

Delays accumulated by clients, type of investmegasons of any delay;

Number of clients for the second loan;

Types of new financial products recommended anslilbéato be provided by FREE on the
market.
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4.7. TERMS OF ENGAGEMENT

The Fund Manager will enter a five year contradhwiREE which will be subject to review

and negotiations after three years, and may benéete beyond five years if required, and
subject to successful performance. The key faaorektension beyond the third year is the
ability of the Fund to earn sufficient income toveo expenses, including fees to the Fund
Manager. The contract will be based on the WorlahiBa standard Consultants’ Services
contract (Lump Sum Remuneration). For specifics/AsmmeX |.

The Fund Manager will be paid an annual retaindre Tixed fee part will cover the basic
operating costs of the Fund Manager. It will bedpai monthly installments and will be
guaranteed during the first three years of therachtThe performance-based part will depend
on the value of new loans made each quarter anldeorepayment performance. In addition, the
Fund Manager will receive the deal origination fel®ctly paid by the Fund’s clients. The
success fee in the form of a percentage shareeoFtmd’s increase in net asset value will be
based on the winning bidder’s offer. For specifies Annex Il.

All co-financing agreements with other financiers aubject to review and approval by FREE
and the World Bank. Fees realized through co-fimaparrangements or for managing non-
FREE funds will also constitute income of the Fiuvbanager. All such income will be disclosed
completely to the Board of Administration befordering into such agreements. In case of a
conflict of interest, the Fund Manager shall seelorpwritten approval of FREE before
proceeding with evaluating an investment proposal.
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5.  FREE MARKET AND CLIENTS

5.1. INVESTMENT POLICY

FREE investment policy is built on the findingsaotomprehensive preliminary research of the
EE market developed during the preparation of RIpEdject. There is no competition for
clients, as demand for corporate loan is much bigigen the supply. The corporate lending
market on energy efficiency investments is lackifigose few companies that have carried out
energy efficiency investments used almost all tbein internal funds. Available lending on the
commercial baking sector is channeled into shodt medium term working capital loans, and
most of time over-collateralized, and unaffordatde the emerging industrial companies. The
absence of the appropriate funding mechanism i3 kiked with the lack of expertise in
identifying and developing bankable viable projedBREE investment policy will fill the
financial gap on the market, and gradually leverdgeexpansion of the available co-financing
resources.

On the other hand, FREE investment policy is ie kvith the Governmental National Policy on
Energy Efficiency, and in compliance with the eedotnergy efficiency law no 199/2000. As is
stated in the mentioned above law the nationakpadn EE is based on the following pillars:
reducing barriers to promote EE, promoting finagcmechanisms, promoting cooperation
between producers, equipment suppliers, energycssrproviders and the end users companies.
The new approved law on energy efficiency could dile seen as a market opportunity for
FREE itself, taking into account that energy usees encouraged and even obliged to replace
obsolete equipment and high energy intensive tdofgies with new equipment and lower
energy manufacturing technologies.

Despite the large potential of the market, only fedv those needed energy efficiency
investments are undertaken for the time being, BR&EE investment operations developed
within the above opportunities framework could Issariated with some major risks. These
risks could be managed and minimized by FREE trohging a professional Fund Manager,
providing technical assistance for bankable deaV #treation and project development based on
in-house or outsourced expertise, developing cletationship with TA providers, ESCOs,
equipment suppliers, leasing companies; implemgrinoper monitoring and evaluation system
of the borrowers during the loan contract duraiiomrder to provide early warning signals to
FREE and its financiers.

Taking into account the identified market opportiési as well as the associated risks in its
initial phase of development FREE investment poliall be focused on financing under the
restriction of the Romanian economic environmenesgtment projects in commercially viable
companies. The demonstration effect is becomingiakun this stage in order to leverage
additional parallel or direct co-financing arrangsms so the Fund shall promote prudential
management of its investment portfolio. In the dgidases, when more experience will be
acquired at FREE and its Fund Manager level, thedAs expected to expand its portfolio to
other sectors such as: heating infrastructurergelpublic buildings sector.

According to its investment policy FREE funds canused to finance:

* Purchase of equipment, machines and tools forrieegy efficiency investments. The main
energy efficiency equipment are: burners and mileariable speed drives, condensers for
power factor improvement, compressors, controtamttraps, etc. It is acknowledged that
the above listing should be used as indicativefanttom being exhaustive;

» Technical assistance and advise for proper insggitraf the purchased equipment;
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» Procurement of the know —how (advanced technolpgie$

» Training of staff in using properly the equipmentianew technologies;
» Equipment Leasing

» Transportation and logistic support

* Rehabilitation of the buildings for developing teaactivities

* Rehabilitation of other used facilities.

In respect of its investment policy FREE funds adrie used to finance:

» Rental for buildings and equipment;

» Purchase of land and buildings for production athaiaistrative offices;

» Purchase of transportation means which are notttirdinked with the technological
production flow;

» Salaries for own staff of the borrower;

* Raw materials (fuels, etc.)

Note: Some industries should be excluded (e.g.ctabandustry)

5.2. ELIGIBLE CLIENTS AND PROJECTS

FREE is a market-oriented financial mechanism whdsmts are those companies willing to
implement investments measures in order to saveggnand improve the quality of the
environment. The energy savings is directly mirdoirgo the reducing of the energy bills of the
client-company.

Due to demand-driven characteristics, and its guceimmercial feature FREE addresses its
services to the industrial and commercial sectothout establishing targeted clients.
Nevertheless, it is assumed that in the first phaseits functioning FREE clients will be
restructuring companies from the industrial sedtothe latter phase when it is assumed that the
Fund Manager will be able to expand the investmamtfolio and enlarge its assistance
operations it is presumed that the public buildifgisch as hotels and hospitality companies,
business centers, etc.) and even municipalitieddregpply for financing their investments.

Due to the fact that in the early stage of its apien the Fund will focus on smaller projects in
terms of requested amount of budget, and techyisatipler projects, it is expected that small
and medium-sized viable companies under restrugiland adjustment measures will apply for
financing their energy efficiency investments.

On the other hand, larger and more complex andvainge investment projects will be
approached in the next stage of FREE developméet @t least 2-3 years of operation). These
more complex projects will require greater amowfttoans and longer payback time periods.
In the developed stage of FREE operation, includiegFund Manager will be able to generate
co-financing arrangements, which will become crugiaorder to spread as much as possible
high non-performance risks.

5.3. FINANCIAL PRODUCTS

As per the Ordinance 124/2001 for setting up FREIS,Fund will provide loans for the energy
efficiency investment projects. This will be donesbd on the lending scheme agreed with the
borrowers under the conditionality of meeting thigikility and selection criteria. Loans will be
made on the commercial basis to creditworthy cliewhose timely basis repayments (principal,
interest and commissions) will revolve the Fund] il allow additional and new loans.
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5.4. OTHER PRODUCTS

Technical Assistance in projects development
Leverage leasing arrangements
At a later stage: equity (different types); guaeanfiund services

5.5. LENDING TERMS

FREE does not subsidize loans for any borrower&B-Rill offer loans with floating interest
rates plus commission in order to price its finahg@roduct according to the market level and
also to make it attractive for commercial co-fin@ng to invest in projects.

Co-financiers from the commercial banking sect@péeially private sector) are expected to
share in the transaction costs of those loans aats dn which they will decide to enter. Co-
financiers will be also responsible to manage thmwn funds or to conclude separate
management contracts with the Fund Manager.

A commitment of 20% to 40% (to be decided in acaom with the type of investment) of the
loan will be requested from the borrower as its ovamtribution to the investment project
showing that its risk is also involved. This commint will be agreed in the financing contract
and it should be up-front contribution to the amea project.

Initially, the Fund is designed as a revolving déotd. The target projects and investment
guidelines of the Fund can be summarized as folldwshe first phase, the Fund will focus
primarily on financing projects within restructufegrivatized industries which can establish
basic creditworthiness and have no major envirotahgaroblems. Eligible projects would be
limited to those meeting the following criteria:
The project must have a relatively short paybatiet{generally under three to four years);
The investment be in the range of US$ 50,000 tBGEO0 (to minimize transaction costs on
the low side, and to limit exposure from a limitagmber of projects on the high side);
At least 50% of each project’s benefits have to €drom energy savings (e.g., process or
capacity improvements that have ancillary energyngs benefits are not eligible);
The technology must be well proven in the propaggalication to avoid technological risk.

The main energy efficiency technologies that mieesé¢ criteria are burners and boilers, variable
speed drives, condensers for power factor impromeénsempressors, controls, steam traps.

The Fund is expected to provide the following ficiahproducts for energy efficiency projects
in Romania:
Cash-flow based term loans made directly to endsu@ther based upon cash flow of the
project plus the creditworthiness of the end usemoprojected cash flow alone);
Cash flow-based loans made to energy service compéieSCOs”) on a project-by-project
basis;
“Performance” loans where FREE partners with a Bepgonsortium and offers a total
project package including engineering, equipmedtfarancing.

In addition to debt financing, project financialpport may include equipment leasing, payment
for services, and/or various combinations of thésans will be made in US dollars or in dollar
denominated local currency; repayments would alsontade in dollar denominated local
currency.
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The Fund is designed to be flexible both in terrhproduct mix and terms such that the Fund
Manager can offer the financial products which #welving market for commercial project
financing demands.

Eventually, FREE may invest equity in carefully esgéd projects and/or energy service
companies.

Furthermore, the Fund Manager will actively devebagpropriate new financial products for
energy efficiency projects.

FREE's financial transactions would start up sloinlyhe initial years and would most likely not
be sufficient to generate an interest income cogethe set up costs of FREE initially. As
experience is gained, the number of projects cannbeeased sufficiently, achieving self-
financing of FREE after about three years. Largefr more complex and innovative investment
projects, both in terms of financial products amdtipipation in the upside of energy efficiency
investments will be approached in the later stdgeund operations (after at least 2-3 years of
operation). In that stage it is expected that tinedAVianager will be able to attract co-financiers,
if necessary by using GEF financing to take sulmagid positions, pay a small commitment
fee, offer guarantees, etc.. It is expected thatrémge of clients will also be expanded, as the
municipal services and the buildings sector wilcdoee more creditworthy and the fund
manager will be able to structure financing produtd packages in innovative ways to target
new clients. Active partnerships with commercialaficing institutions, leasing companies and
energy service companies (ESCOs) will be strongboaraged.

5.6. THE PROJECT CYCLE

The investment projects will be selected by thed=Nanager and will meet the eligibility and
selection criteria agreed between FREE and IBRD/GERsuring that investments are
economically viable, financially bankable and techly, managerially and environmentally
sound.

Step 1: Projects preparation

The project is prepared by the client in accordanith the Operational Manual requirements.
During the preparation stage the client can receweded technical assistance and training,
upon request.

Step 2: Project submission to the Fund Manager.

The project proposals will be submitted to the Fivtahager for consideration and review in
any working day of the year. The transmission Wédldone through mail and/or email with the
condition to include all needed documentation wittiie package. The project proposal will be
submitted to the Fund Manager in two copies, orltamanian and one in English. One copy of
it shall be kept at the applicant.

The Fund Manager screens the project package seteand checks if the eligibility criteria are
met. If the documentation is complete and eligipilcriteria met, the project application is
registered in the database and sent for the revfethe package is not complete, and/or the
eligibility criteria are not met the client will beotified within 15 days from the submission date.
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The client has the right to revise the project acardance with the observations made by the

Fund Manager, and the revised project could beibeagited for the review.

Step 3: Project Revi

After verifying if the project meets the eligibifitriteria, the Fund Manager develops the project
review based on the selection criteria set in tiper@ional Manual. It will be Fund Manager
responsibility to review and up date the critenaccordance with the EE market development.
FREE board shall review and if case be approve RMadager proposals. The IBRD prior

ew

approval is needed in order to modify the eligipiand the selection criteria.

Project Review and

Selection Criteria

Review and Sub-criteria for the project review Mark&Veight | Obs
Selection Criteria
Technical Adequacy of the equipment, and industrial
Consistency technologies to be purchased
Duration of the equipment installment
Reduction in energy use
Estimation of the GHG reduction
Economic Viability | The backward area developmenedtion of the
new services)
Encourage transfer from high-tariff to low-tarff
energy customers;
Use reasonable efforts to replace the investment
in the project on commercially reasonable terms,
taking into account liquidity, market constraints
Create new demand and new markets nicheg (for
instance in the case when utilities are
replenished;
Job creation, if the case;
Sales arrangements after completion |the

investment.

Financial Soundnes

s Eligible costs and Budgetlines
Means of finance (up front own cash
contribution, co-financing arrangements);

Ratio Analysis;

Break-even Analysis;

Costs Savings;

Financial stability of the company.

Credit enhancement: reserve funds, secured
accounts, etc.

Cash Flow projection and estimated profitability;

Client Managerial
Capacity

Credit profile and loan record of the borrower;
The reputation of the borrower within the
industry/sector/market;

History of payment in the case of previous loans;
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Qualifications and competence of its key staff
linked with the project completion;
Organizational set-up (limited company, joint
stock, public institutions, dwellings owners
associations, etc.).

Risks and Potential risks should be investigated wherever
Creditworthiness feasible/ identifiable;
Analysis Commitment to bring its own financial capital |n
the project;
Mitigation measures should be also identified;
Environmental Check the environmental approval issued by
Soundness and Romanian authorities;
Benefits Verify if the feasibility study was cleared by the

LEPA or by NEPA;

Evidence that the company has valid operatin
or construction permits and no environmental
liabilities in terms of pollution fees and fines;
Statement on owned assumed responsibility.

«Q

Step 4. Structure Financing

If the review proves that the project meets thtedd and is technically robust and bankable the
Fund Manager and its client agree on the next€tio be taken for structuring financing. The
Fund Manager will make due diligence to identifyimny co-financing alternatives in
accordance with the type of investment, size of rkguested loan and the risks assessment
results.

Step 5. Prepare Term Sheet and Acceptance Letter

Assuming that Fund Manager has structured the dcdilos, the next step is to prepare a term
sheet outlining the key terms of the loan. The testmeet would be delivered to the client
(borrower) for acceptance. Its signature will bguiead in this stage on the Acceptance Letter.
The Acceptance Letter will stipulate that the lasurstill subject to the Investment Committee
review and BoA approval.

Step 6. Submission to the Investment Committee (IC)

Once the transaction is structured and the cligntes the Acceptance Letter the Fund Manager
is preparing a summary and analysis of the recordewnransaction, which are sent to the
Investment Committee for consideration and apptoVake whole project documentation is
attached and submitted to IC. The IC has the tigh¢ject projects which are not complete or in
accordance with the investment principles. Thect&ja of three consecutive projects will
determine a meeting under the supervision of WBtlier attentioning of the FM. Repeated
attentioning could give the right of FREE to canibel FM contract responsibility to consider all
projects presented by the Fund Manager, and coalkkenone of the following decisions: to
recommend it for the approval to the BoA, to beeced for the improvement by the FM, or
Client, and to approve it if the amount of loat&ow the threshold.

The following next steps in the transaction finppeoval are made at the level of FREE based
on the investment recommendations of the Fund Meamésgpecial procedures, which deviate
from the above will likely need to be developed foans below a minimum level due to
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operational costs created by this approval prodesssmall transactions, a highly standardized
loan product may be necessary in order to miniroo=s.

Step 7: Project Approval by the BoA

Assuming that all these conditions are satisfiésre is no further reason to return to the
Investment Committee unless there has been a miat@dverse change in the financial
conditions of the client or the deal has changesbime substantive way.

Step 8: Loan Contract Concluding

Step 9: Project Completion falls under the client'sesponsibility.

Step 10: Closing the loan contract

The transaction process flowchart is detailed below

|

Credit Fail
Screen

Pass

g

Structured
Financing?

Technical
Fail
Screen > Stop
L Pass
.| Cash Flow
Ensure Analysis Fail
L. —_—
Positive D
Cash Flow ata Prepare
To End User Structure | Data Pass / Term Sheet

& Acceptance
Letter

Financing
———

Documentation _ End User
and Closing Approval
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5.7. SELECTION CRITERIA
Tentative methodology for project appraisal by Fued Manager

Step 1: Preliminary screening

* To check the eligibility of the client/ applicant

» If found being eligible to be registered in the ho®pplication Directory

» Examination of the included and attached documécitsarances from the Environment
Protection Agency, needed authorizations from th Ball or other governmental entities,
copies of the balance sheets for the last thresezprent years, guarantees letters and other
needed evidence)

Step 2: Technical Appraisal
* Reduction in energy use
» Estimation of the GHG reduction (could be feasible)

Step 3: Economic Soundness includes:

* The backward area developments (creation of theseewces)

» Encourage movement/transfer from high-tariff to {a&iff energy customers
» Create new demand and new markets niches

» Job creation, if the case

» Sales arrangements after completion the investment

Step 4: Financial Appraisal includes:

* Budget costs lines

* Means of finance (up front own cash contributiamfioancing arrangements)
» Cash Flow projection and estimated profitability

» Ratio Analysis

» Break-even Analysis

» Costs Savings

Step 5: Borrowers Appraisal

» Credit profile and loan record of the borrower

» History of payment in the case of previous loans

» Managerial Capacity to complete successfully tluggat (in house qualifications, staff
experience, key staff members)

» Organizational set-up (limited company, joint stogublic institutions, dwellings owners
associations, etc.)

Step 6: Risk Analysis including Creditworthinesslgsis
» Potential risks should be investigated wherevesibde/ identifiable
» Mitigation measures should be also taken

Step 7: Environmental Impact Appraisal
* Environmental benefits

* Needed environmental clearances

* Environmental procedures
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5.8. SUSTAINABILITY AND RISKS
5.8.1. SUSTAINABILITY

The project promotes the market-based, commengradihg of energy efficiency projects. The
development of a sound portfolio of projects whick financially and economically viable and
presented by creditworthy borrowers will be ensubsd entrusting lending decisions to a
professional management which will adhere to atpteset conditions and whose income will
be determined to a large extent by the performahtiee Fund, i.e., its profitability.

While the Fund would be able to significantly inese funding for energy efficiency

investments in Romania over the baseline on thés lEsthe GEF capitalization alone, the

ultimate success of the Fund depends on beingtatd¢tract commercial co-financing which

will only be the case with a string of early susfak deals and with the perception of a
commercially focused operation. The Fund will tiioster, through both demonstration effects
and explicit partnerships, expanded investment®thgr market players, such as commercial
banks or energy service companies.

The sustainability of energy efficiency financinglwe enhanced further by the Fund engaging
a range of partners and allies in commercially $eclproject development and other project
implementation components. These partners will haeeived training in combining technical
and financial skills and will have had opporturstie use them during project implementation. It
is expected that they would continue to offer thosemmercial skills after project
implementation.

The exit strategy foresees that GEF funds (minyscantingent grant and the TA component)
will be pulled out of the Fund at a time when thewess of commercial energy efficiency
financing has been demonstrated. The fund’s loatigho could be sold by soliciting bids and
thus dissolving FREE in a transparent, competibased manner. Alternatively, interested
parties could take over the commercial aspectshef fund, again under a competitive
mechanism. The GEF funds will then be used forro@EG mitigation projects in Romania
that are in line with the GEF global objectivesdascribed in the implementation agreement.

5.8.2. RISK ANALYSIS AND MITIGATION

Commercial financing of energy efficiency projedts Romania is fraught with risks. The
proposed project recognizes the existence of thiskg and is developing mechanisms to defray
them to the extent possible.

The most important general risk mitigation toolthe flexibility of the financing mechanism.
The Fund Manager needs to be able to change amd Aancial products, targeted clients,
partners and allies to changing circumstances f& Fund to become profitable. The
implementation agreement between World Bank and BFREd the management contract
between FREE and the Fund Manager will specifyatin@ngements under which key features of
the Fund’s operation can be changed. A monitoriruggss with lead indicators will be put in
place to allow for quick management decisions.

Key risks include:
Macroeconomic conditions discourage energy efficiey investments: The
macroeconomic situation is still relatively unsattlin Romania. Recent indicators point to
improvements with industrial activity picking upanicularly in the export sector. It is
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expected that the situation will continue to impEpi, however, the economy falls back into
a slump, demand for financing of energy efficiepegjects would be repressed. In that case,
the Fund Manager would need to identify other terder investment financing which are
less vulnerable to general economic performanch agamunicipal services and buildings.
If this strategy also fails, the Fund Manager aREE management would need to reduce
overhead costs and gear towards a smaller operation

Energy consumers are reluctant to borrow for energyefficiency investments.The
project is designed to mitigate this risk by cotledting with partners in project
identification and development who already havealdisthed connections with potential
Fund clients. Those partners will be trained, paférly in the packaging of bankable
projects, under the GEF TA component, and they reileive an incentive in form of a
finder’s fee for projects accepted for financing alddition, the Fund Manager will engage in
intensive marketing of Fund products, particulanjth senior management of targeted
clients. One particular reason why borrowers migdtreluctant might be that energy price
signals don’'t encourage end user interest in imptemg energy efficiency measures.
Energy prices in Romania are increasingly markseta Should they fall in real terms,
prospects for quick-payback projects would be dishied. In that case, the Fund Manager
would need to concentrate project development asdhtechnologies and sectors which are
less affected by energy price reductions. In fdu, highly favorable financial returns of
many current energy efficiency investments suggéstissome downside price risk can still
be absorbed.

Projected energy savings and improved cash flows doot materialize: Only proven
energy saving technologies, which have delivereshdoenergy savings in a variety of
circumstances internationally, will be eligible financing. Due to the lack of experience
with the implementation of energy saving technaésgn Romania, feasibility studies may
overstate energy savings, actual costs may diffecontractors may be inexperienced. Any
of those factors could impact negatively on actaalings and financial results. The project
will employ a range of measures to ensure thatiegsusks are minimized: Collaboration
with qualified engineering and financial consultadtring project development, comparison
of saving predictions against benchmarks duringjeptodue diligence, and intensive
monitoring of the first implemented projects to @msthat funds were spent on the measures
identified, measures were implemented properlydauices operated as designed.

FREE clients do not repay loansCommunism has created a non-payment culture which
still not completely abolished. The full collectioof interest payments and principal
repayments is, however, of paramount importancetifier success of the Fund. Strict
creditworthiness criteria will be established, @ahd Fund Manager will thoroughly screen
the credit standing of potential clients, and dmdiate with partners in the monitoring of
clients and the collection of payments. Innovathedlateralization methods also are being
explored.

Technically trained specialists have difficulty adating to a truly commercial
environment: During the past ten years, many professionals baes trained in technical
energy efficiency skills. Their financial skillsagicularly in the packaging of bankable
projects, have however been neglected. For thaisasility of energy efficiency financing,
professionals need to combine those skills. ThedAManager may want to choose those
organizations as partners in project developmeat lave already demonstrated that they
can successfully and sustainable provide servioeslients in the industrial and other
sectors, for example some of the business advisamers, or some of the sectoral research
institutes.

An effective Fund Manager cannot be secured and rained: The success of the proposed
project hinges on the identification and perfornemé a professional Fund management
team. During project preparation, extensive coasiols with financial experts have taken
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place to understand the requirements of the Funuialykament position and the ability of the
market to provide good candidates for the posititime recruitment of the Fund Manager
according to World Bank procurement rules hasetiiri December 2001 and is expected to
be finalized by the time the project becomes effecbr soon thereafter. Twenty eight firms
have expressed interest to be short-listed andtabdalf of these firms are operating in
Romania. A competitive remuneration package witteimives for successful performance
and credible assurances that government interferencfinancing decisions will be
minimized are two important factors in being aldattract and retain professional staff.
FREE overhead costs surpass critical limitsDuring project preparation, all cost estimates
have been validated extensively. The Fund has Hesigned to attract professionals, both
for administration and fund management. The colatian with experienced partners, e.g.,
from the banking sector, would contribute to kegpHREE overhead costs under control.
Also, the costs of FREE'’s administration will bgppad, as per the project implementation
agreement between the Bank and FREE.

Failure of early projects does not demonstrate vialbty of energy efficiency financing:
The Fund needs to be able to establish a trackdexfosuccessfully implemented projects
from the very beginning. Only then will the Fund naer be able to attract further clients
and commercial co-financing. In order to achievesth early successes, creditworthy
borrowers and projects with high success rates tedat carefully selected, implemented
and monitored. Tying the remuneration of the Furah&ber to the successful performance
of early projects would further reduce the risleafly failures.

Commercial co-financing is not forthcoming: The Fund is designed to start up with GEF
seed capital. With strict cost control and soméahcovering of FREE operating costs by
GEF TA, the Fund could become self-financing evéhaut additional co-financing. It will
however be difficult to have a significant impact@eating sustainable financing for energy
efficiency investments unless substantial co-fimagas forthcoming. To be able to attract
this co-financing, the Fund Manager will need tgnsil the Fund’s commercial orientation,
and to showcase a number of initial successfuleptsj The GEF TA component will
support putting those first projects together amctdrry out their careful monitoring and
evaluation and the dissemination of experiences. dtcessful solicitation of co-financing
would provide additional income to the Fund Manadéere is however a possible spillover
of macro-economic risks: To the extent that retuinasn energy efficiency projects are
lower than returns from other investments, co-faiars might choose not to participate in
FREE, reflecting the conditions of the financialrkets.

Strauss Building, Johann Strauss street, no. 2A, flose&or 2, RO - 020312 Bucharest 30, Romania 33
phone: + 40 21 233 88 01; fax: + 40 21 233 88 &@ad: office@free.org.ro, http://www.free.org.ro/



ROMANIAN ENERGY EFFICIENCY FUND OPERATIONAL MANUAL

-
i

6. ENVIRONMENTAL SCREENING, ASSESSMENT AND
MONITORING

6.1. GENERAL

All projects financed by FREE will be carried ontan environmentally and socially responsible
manner, and in accordance with the legal and regyldramework in force in Romania, the
established policies and procedures of the WorldkBand the provisions of this Manual.
Projects to be financed by FREE are expected &ngonmentally beneficial, reducing energy
consumption and thereby emissions, not only ofrgrease gases (GHG), but more importantly
of air pollutants, over the status quo. None ofphgects to be financed exclusively by FREE is
expected to have any large scale, significant and&versible impacts.

The review of all individual investments of FREEte responsibility of the Fund Manager.
Within this review, he/she is required to assessmi@l environmental and social risks, impacts
and opportunities associated with their operatiemgnsure that environmental reviews, audits
or assessments, are conducted where appropriatetoarequire that the environmental and
social standards of the World Bank are satisfiedkirigy the duration of the loan contract until
the loan is completely repaid, the Fund Managel walrry out periodic monitoring and
evaluation of the environmental performance ofdlent, particularly prior to the disbursement
of tranches or when considering any extension sbufisement or repayment schedule. The
Fund Manager will report to FREE any non-compliamgéh environmental regulations and
stipulated clauses in the loan contract. At alleimthe Fund Manager will avoid any
interference with the responsibilities of Romangavernmental controlling bodies.

The environmental screening and assessment preedull apply to all subprojects financed
by FREE over the 8 year period of the project, modjust the ones financed through the initial
capital for the Fund provided by GEF. The Fund Mgamawill integrate the following
environmental procedures into the credit/investmetgcision-making and monitoring
procedures and adhere to the following basic requents. As part of the appraisal of individual
sub-projects or investments, the Fund Managerapitily the exclusion list set forth in Annex B
(Prohibited Activities), consider environmental asdcial risks associated with the deal,
according to the environmental and social screeaimg) review criteria set forth in Annex C,
and classify it into one of the following three egdries based on their potential environmental
and social impact and resulting necessary levahafysis:

Category A: Projects that may result in diverse sigghificant adverse environmental impacts
(see definition in Annex B). For such a projece #pplicant must prepare an Environmental
Assessment (EA), including an Environmental Impasstessment (EIA) and an Environmental
Management Plan (EMP)

Category B: Projects that may have moderate, dpeeifivironmental impacts for which
mitigating measures can be designed. Normallyptlearation of a simplified EMP is the only
requirement.

Category C: Projects that have no or only neglegdotticipated direct or indirect environmental
impact. No EA action is required by the applicant.
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6.2. PROCEDURES FOR ENVIRONMENTAL SCREENING, REVIEW,
DECISION AND MONITORING

(@ Each investment project proposal must be submitbethe Fund Manager with a full
application package, including a completed envirental questionnaire (see Annex C)
and details of any documentation requirements ree@ateenvironmental approval by the
Romanian authorities.

(b)  The environmental authorizations for a project mhsstcleared by the National Agency
for Environment Protection (NEPA), through one tf county branches (LEPAS). The
clearance ensures the compliance of the design opedations with the Romanian
environmental laws, standard requirements, andifspemrms. The documentation is
comprised of a feasibility study cleared by the BE# by NEPA as per law requests, and
of the required permits, licenses or agreements fite Local Environmental Protection
Agency (LEPA) from the county where the premises lacated or the new investment
will be made.

(c) The applicant will further provide evidence that tbompany has valid operating or
construction permits and no environmental liakg$tin terms of pollution fees and fines.

(d) In case the applicant does not have a valid awaton from the national or local EPA,
he has to provide evidence that the company hageddpr the required authorizations,
and which steps have been made so far in the azalion process. In accordance with
the legal provisions an economic player has thengsion to further operate his/her
activity until the finalization of the authorizatioprocess, if a Corrective Action Plan
(Conformity Plan) has been agreed with LEPA/NEPA.

(e) The applicant will provide a “statement on owneduased responsibility” of the
authorized person from the company/client (the owtiee managing director, or another
person in charge). This person certifies througsihleir signature that all information
provided is complete and accurate.

)] The Fund Manager reviews the application, requesdttional information from the
client, if necessary, and assigns the environmecastgory. The Fund Manager can
outsource the review to specialists. In most cakesge with category C, no additional EA
actions are required. For most category B projehts client needs to submit an EMP or
Conformity Plan (see Annex D), approved by the Fhtashager. For category A projects,
an EIA needs to be completed which has to be wadeand approved by the World Bank
before the financing package can be submittedeadrfiestment Committee. In addition,
for projects in category A and B, the applicant moensult groups affected by the
project, and if appropriate, take their views ind@count in both environmental
documentation and design of the project. A writlescription of the consultation must be
presented as part of the environmental documentatio

(9) In his project due diligence, the Fund Manager wikess whether and how potential
environmental risks of the project will affect tdeal and decide whether the financing
approval should be conditioned upon certain aduficclauses in the loan contract,
increase of the collateral, etc.

(h)  The Fund Manager shall make reasonable effortssstaany client who has received
financing from FREE in complying or continuing tecomply with all applicable
Romanian legal requirements, and with IBRD envirental requirements as set forth in
these guidelines. As promptly as possible afteotmeg aware of any activity which
does not comply with the applicable Romanian rexents, or with the IBRD
environmental requirements, the Fund Manager sapllindertake reasonable efforts to
cause such project to implement a Corrective Actitlan, which shall entail the
development and implementation of a remediation pdaenable the investment to carry
out its business in accordance with IBRD environtaemequirements and with
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Romanian requirements; b) use reasonable efforesplace the investment in the project
on commercially reasonable terms, taking into aotdiquidity, market constraints and
fiduciary responsibilities, if any project does moiplement a Corrective Action Plan as
provided in (a) above, within a reasonable timeg &y report any continuing non-
compliance to FREE’s Executive Director for repagtio the World Bank.

(1) During the whole duration of the loan contract utite loan is completely repaid the
Fund Manager will carry out periodic monitoring aedaluation of the environmental
performances of the client-company, particularlippto the disbursement of tranches or
when considering any extension of disbursement egayment schedule. When a
Conformity Plan has been negotiated and agreed WHERA, the Fund Manager
monitors the completion of the Conformity Plan.itadions that compliance is not being
met will lead to consultation with LEPA that wilupsue the necessary action. The Fund
Manager will report to FREE any non-compliance wetivironmental regulations and
stipulated clauses in the loan contract, to berteddo the Bank.

6.3. ENVIRONMENTAL SUPERVISION AND PERFORMANCE
REPORT

The Fund Manager will submit to FREE’s Board of Adistration and to the IBRD periodic

reports on the implementation of its environmengabcedures and on the environmental

performance of its portfolio, as promptly as preati but in no event more than ninety (90) days

after the close of each fiscal year. The Environtae®upervision and Performance Report shall

include the following:

(@ The results of the Fund Manager’s screening anéweprocedures, and

(b) A description of any investment not currently inmg@iance with environmental and
social requirements as per its corrective acticanpnd of the actions the Fund
Manager has taken or intends to take to correcsithation.

6.4. ENVIRONMENTAL TRAINING

Within 12 months of Grant Effectiveness, the Fundnisiger shall have had at least one of its
employees attend an approved environmental traieirent, though this requirement may be
waived if, in the judgment of the IBRD, the Fund mager’'s portfolio or its demonstrated
environmental management capacity justifies suchvaver. If for any reason, trained
environmental staff leaves the Fund Manager, theam Fund Manager Employees must attend
the next approved environmental training. All costssociated with attendance of the
environmental training are the Fund Manager's rasjility, though FREE can make
provisions to assist the Fund Manager with soméefcosts borne by participating in these
events if it is deemed justified.
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Annex A: Environmental Authorizations and Operating Licenses

Applicable Law:

Law no. 137 of 1995 on environmémi@tection, and order no 125 of 19
issued by the Waters and Environmental Protectiangtfy

e

Issuing Local Agencies of Environmental Protection of tloeiaty the premises a
Authority: located.

Term it has to be| The permit may be applied for after all other pesfauthorizations require
applied for: under the law were obtained but in any event befooenmencing

construction of the Premises.

Documents to be
filled:

(i) Description of the project and of the activities.
(i) Stage of compliance with other conditions imposgdthe relevant
authority.
(i) Prove the request was made public either by postitige area of thg
new Premises, publication in newspapers, presentat the TV and
radio channels, written communications sent to @asons and
individuals to whom it may concern.
(iv) Other documents regarding the Premises (this iallyspossible for
an already existing objective).

Procedure:

The relevant authority analyzes theviactio be carried out and ha
following possibilities:

i)  The authority issues the authorization (Acord delimebased on th
verification of documents presented;

i)  The relevant authority decides an environmentalessaent is
necessary. In such a case it shall give the Céidist of question to b
answered by such verification together with thé d&if all the other
required permits/authorizations. After the verifioa, a report is

presented to the relevant authority, which shatlidke whether the

authorization shall be conditioned upon certairigrarances.
i) In case the Client accepts such conditions it ghelvith the relevant
authority: (a) the final report on the environménexification; (b) the
environmental permit and the rest of the requ
permits/authorizations; (c) presentation and irmsions on how td

operate the installations for minimizing polluticamd (d) the final list

with conditions to be fulfilled for the issuing

In case the relevant authority decides to issug@#nmit the Client shall file
(a) a technical memorandum describing the Premige);other
permits/authorizations as requested; and (d) arregualyzing the
Premise’s impact on the environment.

Term of issuance|

Within thirty (30) days from thiate the Agency of Environment
Protection reached a decision.

Validity:

D

S

11}

D

1%}

17

red

\1°4

Maximum five (5) years.
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Annex B: Definitions (Prohibited Activities, Categay A Projects)

"Prohibited Activities" means:

- Large-scale mining, oil and gas exploration or dgwaent and supporting services, if
such services are directly related to exploratiodavelopment.

- Speculative real estate investing or trading.

- Production or activities involving harmful or expbtive forms of forced labor or
harmful child labor.

- Production or trade in a product or activity thatillegal under the laws of Local
government or international conventions and agre¢sne

- Production or trade in weapons and munitions.

- Production or trade in alcoholic beverages (exclgdieer and wine).

- Production or trade in tobacco.

- Gambling, casinos and equivalent enterprises.

- Trade in wildlife or wildlife products regulated der the Convention on International
Trade in Endangered Species of Wild Fauna and Flora

— Production or trade in radioactive materials.

— Production or trade in unbounded asbestos fibers.

- Commercial logging operations or the purchase gfilog equipment for use in primary
tropical moist forest.

- Production or trade in products containing PCBs.

- Production or trade in pharmaceuticals subjeatternational phase-outs or bans.

- Production or trade in pesticides/herbicides suligetternational phase-out or bans.

- Production or trade in ozone depleting substangefest to international phase-out.

- Drift net fishing in the marine environment usingt$ in excess of 2.5 kilometers in
length.

"Category A Project" means a project which is k& have significant adverse environmental

impacts that are sensitive, diverse or unprecedert@amples of which are the following:

- Projects that include the manufacture, use or gmlpof environmentally significant
guantities of pest control products;

- Manufacture, transportation and use of hazardod®atoxic materials;

- Domestic and hazardous waste disposal operations;

- Projects which pose serious occupational or heeslkis;

- Projects with large resettlement components andpmjects with potentially major
impacts on human populations;

- Projects affecting indigenous or tribal populations
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Annex C: Questionnaire for Environmental Screening

1. Description of the Company
. Short history of the company
Legal form of the company
Ownership structure
Nature of its business (range of products and cesyi
Industry sector
Name of person who represents the company in tegatlonships with third parties
Number of staff
. Does the company have the environmental authasizatiready issued, when, date of
validity

2. Project Description

Describe briefly the nature of the proposed progea production operations. The description

should include, but not be limited to:

Nature of the project: new Greenfield facility, adflitation of an existing site,
expansion of production capacity etc.

Process flow from the receipt/extraction/transgtotage of raw materials,
processing/storage and delivery of final produictsli{ding any byproducts)

Include:

(a) production capacity for products and any byproducts

(b) brief description of the major processing steps i@ajbr pieces of process equipment
to be used

(c) energy requirements and sources of energy (fueloudesat and power)

(d)  water requirements and sources

(e) any infrastructure which may be included (pipelifies water/sewage/gas etc., access
roads, transmission lines, worker housing etc.)

U] nature and amount of any hazardous materials (poisy flammable, explosive,
radioactive) to be used as raw materials, in thadyetion scheme, or produced as
products/byproducts. Detail the manner in whichythall be stored, packaged and/or
transported.

3. Baseline Conditions

Describe the human, biological and physical envitental conditions at the project site(s). The

description should include, but not be limited to:

. Existing society economic conditions: nearby cjtigsvns, villages, who lives there,
how many people, what is the current nature ofrtlkeebnomic activity (agriculture,
industries, commerce, etc.), what are the cureent Lise patterns
Any areas or sites of unique ecological value ¢mati parks, protected preserves,
wetlands, rare or endangered plants or animalajeoformally protected by law
Local water resources, in particular if any surfaegers (rivers, lakes, seas etc.) borders
on or traverse through an international boundalssdiibe water use patterns for surface
and underground waters for agriculture, human copsion, industry and commerce.
Current levels of air and water pollution compatedstandard values as defined by
Romanian regulations
If appropriate, some general information regardiveather patterns, wind circulation,
topography (hills, flatlands etc.), seismic stapjlgeology etc.

(including noise), and a comparison to permittéstithrge levels under regulations.
Describe any special equipment or procedures tbatdibe used to insure air emissions
do not exceed standards-Are these discharges liaatyigrate and impact If appropriate
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(rehabilitation or expansion of operations at aisteng site), are there any outstanding
environmental liabilities (e.g. unpaid fees or fineassociated with the existing
operation? Did any interdictions occur in the comea past activities (when, duration,
what specific measures were taken, corrective meastaken, who conducted the
processes)

4. Environmental Issues

Describe or identify the chief environmental isswesociated with both construction and
operation aspects of the proposed project. Inchuté the views of the project sponsor, and
official government environmental authorities. P& areas for discussion include:

Nature of air pollution discharge(s)-estimates ofoants and types of pollution any
areas where people live, or areas of culturalogickl, or economic value

Nature of water pollution discharge(s)-estimatearabunts and types of pollution, and a
comparison to permitted discharge levels under latigns. Describe any special
equipment or procedures that would be used to éensuater effluent(s) do not exceed
standards-Are these discharges likely to affectkilng water, waterborne animal life or
natural habitats etc.

Nature and amount of any solid wastes (includingahdous wastes) and the proposed
manner of disposal. Describe any special procedursie preparations that will be used
for environment protection. Any special site comstion and operation requirements
under regulations should be described

Indicate if any people or families have to be rated or compensated for losses in their
ability to earn a living

Will there be use or production of any materialshibbited or severely restricted by
international agreement (hazardous materials, afilmrocarbons etc.)

Describe any particular hazards or dangerous dondifor workers, the measures which
will be taken to protect their health and safetyd any requirements under current
regulations

5. Consultation and Disclosure

Describe any contacts or discussions about thegrejhich have occurred with people
living in the area, local elected officials, envirnental groups, academics etc. Were any
particular environmental concerns expressed? Holltiaese be incorporated in the
project design?
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Annex D: Environmental Management Plan

Typical Impacts of and Mitigation Measures for EneEfficiency Projects

Environmental and Socia|
Components

Impacts

Mitigation Measures

Physical Environment

Soils

Contamination from wast
materials, particularly
asbestos from old insulation

eProtection of soil

surfaces during
construction; control and daily cleaning
of construction sites; provision of
adequate waste disposal services

Water Resources

Clogging of drainage works
Decline in water quality du
to contamination
Introduction  of
wastes

hazardou

sdisposal system for waste

Special attention to drainage; proper

edisposal of oil and other hazardous

materials; adequate sanitation gnd

Air Quality

Dust during construction
Emissions of sulfur oxide

(SOx), nitrogen  oxide
(NOx), particulate matter
and other air pollutant
emissions above nation
standards

Ozone depleting materials

sfilters and other mitigation measure
5 new

scompliance
acommitments

Dust control by water or other mea

insulating materials must npt
contain ozone depleting materials |in
with Romania’s
under the Montreal
Protocol

Acoustic Environment

Noise disturbance durin
construction or operation

gRestrict construction to certain hours

Biological Environment

Natural Habitats - Disturbance of naturdl Consideration of alternative alignments
habitats or sites
Fauna and Flora - Loss or degradation ofMinimize loss of natural vegetatign
vegetation during construction; consideration pf
- Disruption or destruction gfalternative sites; various specjal
wildlife measures for sensitive species
Social Environment
Aesthetics and Landscape - Debris Cleaning-up of construction sites;
provision of adequate solid waste
disposal systems
Historical/Cultural Sites | . Degradation of sites Consideration of alternative sites;

Disturbance to structures

special measures to protect buildings
and other cultural resources/areas

Human Health

Construction accidents

Preventative measures undgonal
labor legislation

Impacts site

preparation/

during

h

removal/construction

Noise, vibration, turbid

water, dust, exhaust gasedo national legislation

other

Proper mitigation measures according

An EMP consists of the following elements:

(@) Mitigation Action Plan

(b) Environmental Monitoring Plan
(c) Implementation Schedule

(d)

(e) Record of Public Consultations

Description of Institutional Arrangements for Eronmental Management
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7.  MONITORING AND EVALUATION

The purpose of monitoring and evaluation activétyd feed in the decision making process and
to assess the progress and the process qualthe @irdject at certain times, assuring in the same
time a proper development of the project activitiess necessary to be sure that implemented
activities serve the initial proposed aim, the Iskdre acquired, the infrastructure work is in
place in a proper manner and that the operationraaithtenance assure preservation of the
already done investment.

Monitoring is a process of routinely gathering of informatimm all aspects of the project as
part of project implementation, done on differesdls, over project lifetime. Monitoring also
measures the quality and effect of the processpanckdures. Information is provided in this
way to managers, helping them to assess the pmogfethe implementation and take timely
decisions to ensure progress is maintained acaptdirschedule and compared to intermediate
goals. The collected data - both quantitative qudlitative — are used in periodic reports to
observe the status and quality of project actisitie

Evaluation aims to determine whether project objectives mseterms of expected outputs,
effects and impact are being or will be met. Eviaunais performed on specific chosen moments
(mid term, interim special studies, at completiafter completion) in order to compare the
project achievements at a certain moment with #sred one, and also to assess the impact of
the already implemented activities.  Evaluationaiombination of quantitative data and
gualitative data, with emphasis on the last typmfairmation. The collected data are analytical,
descriptive and documentary and used for obsentmg status and quality of project
achievements.

7.1. KEY PERFORMANCE INDICATORS

FREE is managing the GEF / World Bank Energy Edficiy project playing the role of a
Project Implementation Unit (PIU) under the guideb of the BOA.

The financial and accounting software will be cuostwed in order to be able to provide
information in accordance with the reporting requients.

FREE prepares interim quarterly reports, which wiltlude both descriptive notes about the
progress made and quantitative summarized updatis business.

The Executive director will produce a comprehengWwmual Report, submit it to the BoA for
the approval and than publish and disseminatetiidstakeholders and a broader audience.

The quarterly reports shall contain informatiomeaist about following:

Output indicators:

* Number of projects received by the Fund Managers{by, type, categories of clients);

* Number of projects appraised by the Fund Managesiite, type, categories of clients);

* Number of the loans approved (by size, categofieients, sectors)

* New loans could be separately highlighted;

» Deals under preparation/under appraisal/ submitettie 1C/approved by IC/ submitted to
the BOA/ approved-rejected by BOA with commentsttom probability of the approval and
potential future earning from them;

» Total principal interests and fees received dutirgquarter;

* Number of projects with first disbursement, if reriches;
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* Number of projects with second disbursement, indnes;

» Total operating expenses incurred during that guasith comment on budget allocation
issues and verbal explanations for any changesestey

* Non-performing loans, comprising of number, sizpayment schedules, type and reasons
for non-compliance with the terms of contract.

* Co-financing including actual contributions madethe investment projects and interests
indicated the future deals;

» Technical assistance delivered in terms of amodirtinee spent and nature of activities
developed;

* TA provided per development phases of deals;

« Common hurdles faced in practice with suggestion®@¥ercoming them in the future;

* Relevant news indicating factors that could affecergy prices and thus attractiveness of
energy savings instruments, and any changes ibubimess environment that could impact
demand for EE projects.

Process indicators:

. Average time for deals preparation (by type of stugent, categories, sectors);

. Average time elapsed from the submission (pregaratd approval, by IC,

. Average time elapsed from the submission (premarpto final approval, by BOA, in
the case of projects above the established thréshol

. Average time elapsed from the approval to conclydinthe loan contract;

. Average time elapsed from the approval to the fiestment, if disbursement by trenches

. Number of projects rejected by the BOA, by reasorejection?

. Number of projects with delays more than 30-60 daysthe repayment of the
installments/interest rate/ commission by, withsmeafor delay /clarified with the client
by FM.

The Annual Report shall contain indicators thatefperformances over the year in question
and also provide broader information that allowsrket analysis and trends foreseen. The
indicators may be aggregate data or ratios thasumeahe activity and profitability of FREE.

7.2. BENCHMARKS

The degree in which FREE is able to leverage imeest by clients themselves, local financial
intermediaries and other commercial sources intedes co-financing is given by following
indicators:

Amount of investment from client itself;

Amount of loans from other commercial co-financjers

Average percentage invested by FREE per type @fsimvents;

Average percentage invested by FREE in time;

» Loans diversified by size (simple and complex)jrigustries, and type of activities involved
(replacement of equipment, upgrading technologites,

The primary goal of FREE’s lending activities isiterease energy saving and mitigation of
GHG reduction emissions, which has both local alubal benefits. These benefits may be
recorded from energy audits. FREE also needs toitarodevelopment of the activities
undertaken during the investments, as performandteealevel of client. In fact these aspects
determine the final goal of FREE

Indicators such as the ones listed below shouldeveloped and recorded:
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* Amount of savings in energy use before and reguftiom the investment;
» Client energy bill before and after investment ctetipn;

* Return on the investment that the client has aeiessing the loan;

* Improvements in Client cash flow (planning and aetd)

» Client commitment to return loan during the paybsckedule;

The broader goal may include qualitative and imjpadicators in order to measure:
* Increased awareness in traditional banking seotdeE loans;
» Attract co-financing to expand its operation;
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8. PROCUREMENT

8.1. GENERAL PROVISIONS

The project includes procurement of goods, worshiical services, and consultants’ services.
All procurement activities are governed by the sud@d procedures set by the World Bank and
will be conducted in accordance with the followimgjdelines:

Goods and Works:Procurement under the IBRD Loans and IDA Cred#sued in January
1995, revised January and August 1996, Septemi®at, 8ad January 1999).

Consulting Servicegtechnical assistance, training, and simil&&lection and Employment of
Consultants by World Bank Borrowelissued in January 1997, revised September 1987 an
January 1999.

Additionally, the World Bank's Standard Bidding Doeents, Request for Proposals and Forms
of Contract will be used.

These guidelines are included by reference in thenLAgreement signed by the Government of
Romania (GoR) and the International Bank for Retranton and Development (IBRD) and
are legally binding on the parties.

The main purpose of these guidelines is to infolmancerned, who carry out projects financed
in whole or in part by a loan, credit or grant frofBRD/IDA, about arrangements of
procurement of goods and works and related served define procedures for selecting,
contracting and monitoring consultants required $ach projects; these guidelines are also
intended as a training tool for project staff.

The guidelines describe all procurement methodstlagid procedures for all types of projects.

This chapter of the Operational Manual describkepracurement methods and their procedures
to be used during project implementation as agteexigh the Loan Agreement. For a specific
activity only those methods and procedures constlappropriate for the project and included
as such in this Manual will be applied.

The guidelines referred to above are based on timeiples of economy and efficiency in
project implementation, opportunity for all eliggbbidders to compete, and the importance of
transparency. In order to ensure that these piggiare respected, the Bank requires the use of
competitive procedures, such as international atidmal competitive bidding, advertisement of
consulting opportunities, and even mandates theofistandard bidding documents for this
purpose. The guidelines deal in some detail withgrocedures to be followed in international
competition.

8.2. PROCUREMENT UNDER SUB-PROJECTS
8.2.1. GENERAL
Procurement of goods and services under Sub-psogell be carried out in accordance with

established commercial practices acceptable toBaek described in paragraph 3.12 of
Procurement Guidelines and described in paragradghd the Consultants Guidelines.
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8.2.2. REVIEW BY THE BANK OF PROCUREMENT DECISIONS

Prior Review: With respect to the first two contracts regardletshe costs thereof and all
subsequent contracts above $1,000,000 dollar@rdwedures set forth in paragraphs 2 and 3 of
Appendix 1 to the Guidelines shall apply.

Post Review:With respect to each contract not governed by peerew, the procedures set
forth in paragraph 4 of Appendix 1 to the Guidedishall apply.

8.3. EMPLOYMENT OF CONSULTANTS FOR THE FREE

8.3.1. GENERAL

Consultants’ services shall be procured in accarelavith the provisions of the Introduction and
Section IV of the “Guidelines: Selection and Enyph@nt of Consultants by World Bank
Borrowers” published by the Bank in January 199@ mevised in September 1997 and January
1999 (the Consultant Guidelines) and the followpngvisions:

8.3.2. QUALITY- AND COST-BASED SELECTION

Except as otherwise provided in 8.3.3. below, ctiasts’ services shall be procured under
contracts awarded in accordance with the provisairfsection Il of the Consultant Guidelines,
paragraph 3 of Appendix 1 thereto, Appendix 2 ttegrand the provisions of paragraphs 3.13
through 3.18 applicable to quality- and cost-basadction of consultants.

The following provisions shall apply to consultédnéervices to be procured under contracts
awarded in accordance with the provisions of thecg@ding paragraph. The short list of
consultants for services estimated to cost less $1&200,000 equivalent per contract, may
comprise entirely of national consultants in acamk with the provisions of paragraph 2.7 of
the Consultant Guidelines.

8.3.3. OTHER PROCEDURES FOR THE SELECTION OF CONSWTANTS

Least-cost SelectionServices for Technical Assistance of the Projestimeated to cost less
than $100,000 equivalent per contract may be pestunder contracts awarded in accordance
with the provisions of paragraphs 3.1 and 3.6 efGonsultant Guidelines.

Selection Based on Qualifications:Services of the Project estimated to cost less $#80,000
equivalent per contract may be procured under aot#rawarded in accordance with the
provisions of paragraphs 3.1 and 3.7 of the CoastlBuidelines.

Individual Consultants: Services for tasks that meet the requirementsos#t fn paragraph
5.01 of the Consultant Guidelines shall be procuneder contracts awarded to individual
consultants in accordance with the provisions oagephs 5.1 through 5.3 of the Consultant
Guidelines.
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8.3.4 REVIEW BY THE BANK OF THE SELECTION OF CONSU LTANTS

Selection Planning: Prior to the issuance to consultants of any regquést proposals, the
proposed plan for the selection of consultants utite Project shall be furnished to the Bank
for its review and approval, in accordance with pihevisions of paragraph 1 of Appendix 1 to
the Consultant Guidelines. Selection of all cotsut’ services shall be undertaken in
accordance with such selection plan as shall haen mpproved by the Bank, and with the
provisions of said paragraph 1.

Prior Review: With respect to each contract for the employmentasfsulting firms estimated
to cost $50,000 or each contract for the employroéiridividuals estimated to cost $20,000, or
any single-source selection or assignments of @calrinature as determined by the Bank
regardless of their value, the procedures set fortparagraphs 1, 2 (other than the third
subparagraph of paragraph 2 (a) and 5 of Appentiixtie Consultant Guidelines shall apply.

Strauss Building, Johann Strauss street, no. 2A, flose&or 2, RO - 020312 Bucharest 30, Romania 47
phone: + 40 21 233 88 01; fax: + 40 21 233 88 &@ad: office@free.org.ro, http://www.free.org.ro/



ROMANIAN ENERGY EFFICIENCY FUND OPERATIONAL MANUAL

-
i

9. FINANCIAL MANAGEMENT

FREE will establish and will maintain a projectdircial management system (FMS) in a format
acceptable to the Bank and in accordance with Wiargial Management requirements. FREE
will be responsible for the project's overall fircdal management system. All financial
management and disbursement procedures for thedPsill be centralized at FREE and be in
accordance with the relevant Bank guidelines. A endetailed description of the financial
management system can be found in FREE Financialila

9.1. STAFFING OF THE ACCOUNTING / FINANCE FUNCTION

The Financial Controller will handle all financiatcounting records, ensure that accounting
records are kept up to date within the accountaftysre and will be in charge of the petty cash
arrangements. The Financial Controller will be msgble for the planning, budgeting, auditing

and reporting aspects, reporting to FREE direcidre finance manager will also establish

permanent contacts with the accounting departmiethiedMolR, auditors and the MOF.

The financial team will be completed with a (pant¢) accountant, responsible mainly for the
primary accounting.

9.2. ACCOUNTING AND INTERNAL CONTROLS

FREE will maintain the project accounts in accoatawith the Romanian statutory accounting
standards and will report to the World Bank andhe Government. FREE will maintain all
documentation related to project expenditures agepkfinancial records in accordance with
sound accounting practices. FREE will be respoadii keeping the full accounting records of
the Project, in charge of all payments, operatheg dccounting software, handling the Special
Account (SA) and the Project Accounts (other dewelent partners contributions), reporting
both to the Bank and the Government, planning, btidg, disbursement and auditing.

All the original project documents, contracts, payinorders, bank statements and all other
relevant accounting documents will be kept by FREE&G on a timely basis and organized in a
manner to ensure the full audit trail with the aguiing software records.

FREE's key staff (executive director and financenagger) will be responsible for developing

detailed financial statements, reporting formatsl anethods, internal control procedures,
disbursement and flow of funds arrangements, asdigtaff responsibilities in order to ensure a
complete segregation of duties.

FREE will be fully in charge of all payments, disbement, reporting, accounting, planning,
budgeting and auditing relating to the Project. #hé original project documents, contracts,
payment orders, bank statements and all otherameteaccounting documents will be kept by
FREE, filed on a timely basis and organized in amea to ensure the full audit trail with the
accounting software records.

Detailed accounts will be kept for each project ponent and its sub-components. The accounts
also reflect: the status of payment against eaokract; utilization of the Special Account (SA)

and replenishments made by the Bank; utilizatiothefother sources of funding and uses of the
funds. FREE will prepare reports showing detailedideted and actual expenditures, uses of
funds by source, summary of withdrawals and forescasatements of progress achieved to date
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and the objectives for the forthcoming quarter archester. FREE will submit the quarterly
Financial Monitoring Reports (FMRs) to the Bank later than 45 days after the relevant
quarter's end.

9.3. COMPUTERIZED ACCOUNTING SYSTEM

The project accounting and reporting software sgsteill be developed, customized and
installed, in order to respond to the Terms of Rafee agreed between the WB and FREE. The
system will be designed to fully respond to thecfes of the Project. The system will feature a
customized chart of accounts, detailed financialeshents, reporting formats and methods, etc.
The system will be able to produce all the Finandianitoring Reports as required by the WB.
The system will produce a trial balance, balan@esha statement of sources and uses of funds,
income and expenditure statement, special andgirageount statements.

Usual journals and ledgers should also be prodbgdtie system, such as separate journals for
works, goods, consulting and training, and opegatiosts. The system also normally features
the bank accounts ledger, the accounts receivaideaacounts payable ledgers, the general
ledger and a fixed assets register.

9.4. AUDIT ARRANGEMENTS

The project annual financial statements will beitaadeach fiscal year in accordance with Bank
guidelines, by independent auditors acceptabl&éedBank. Copies of the audit reports will be
submitted to the Bank within six months of the ela$ the fiscal year (calendar year). The audit
report will cover the Project financial Statemer8pecial and Project Accounts' Statements, as
well as all the Statement of Expenses (SOESs). diitiad, the audit shall include on the portfolio
and net asset value of FREE’s revolving fund actoun

9.5. PLANNING AND BUDGETING

FREE will prepare reports showing detailed budgeiedi actual expenditures, uses of funds by
source, summary of withdrawals and forecasts, reés of progress achieved and the
objectives for the forthcoming quarter and semester

Detailed accounts will be kept for each project ponent and its sub-components. The accounts
also reflect: the status of payment against eaokract; utilization of the Special Account (SA)
and replenishments made by the Bank; utilizatiothefother sources of financing and uses of
the funds. FREE will submit the quarterly FMRs e Bank starting with the period in which
disbursements will commence, and quarterly theseafito later than 45 days after the relevant
guarter's end. The budgeting and financial foréogsare an integral part in the process of
preparing the FMRs.

9.6. FINANCIAL AND ACCOUNTING PROCEDURES MANUAL

FREE will adhere to sound internal control proceduand practices, to ensure that the Project
funds are used with economy and efficiency and daiythe purposes intended. FREE will
report to the BoA and relevant Ministers and wiifform in a timely manner about project
implementation and progress.
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FREE staff must become familiar with the WB regolas (legal, disbursement, financial
management, etc) applicable to their relevant afe&inancial and Accounting Procedures
Manual will have to be developed by the FM consulia cooperation with FREE director and
finance manager, documenting all the various typeginancial transactions, approval and
authorization steps, the flow of documents withREE and between FREE, fund manager and
the beneficiaries, the accounting department of MelR, to the MOF, FREE staff
responsibilities and measures to ensure a comgégiegation of duties, as well as other internal
control procedures. The manual will also documbatday-to-day internal procedures for each
type of activity (such as correspondence handliogntracting and payment procedures,
operation of all bank accounts, petty cash, authton mechanism, reporting, budgeting,
planning, filling, etc.). FREE's accounting and dntial management policies would be
incorporated into its Operational Manual, which Wbbe approved by the Bank before Board
presentation.

9.7. FLOW OF FUNDS

The Grant Agreement will be signed between the Wdhnk (GEF) and the Romanian
Government, through the MoF. The MoF will then sigrsubsidiary grant agreement with
FREE, giving full rights to FREE to use the grambgeeds in accordance with grant and
implementation agreements with the WB.

FREE will handle the Grant amounts through the Bpéccount (SA). The SA will be opened
at a commercial bank, acceptable to, and in acocelaith WB requirements.

Other sources of financing will be received in pasate project account, that will just be used
specifically for the development partners’ conttibos to the project.

FREE will have the full rights to operate both tBpecial and the project accounts. All
documentation pertaining to the project (relatiogGrant funds and to the other sources of
financing received from other donors as applicabié)be kept at FREE.

9.8. DISBURSEMENT ARRANGEMENTS

Most of the disbursements are expected to be nrade the Special Account due to the small
size of payments and the nature of operation g use of Statement of Expenditures (SOEs)
would be allowed as noted herein. The various caieg are described below.

Disbursements towards sub-loans will be made agaims-loan agreements approved by
FREE'’s BoOA. It is expected that borrowers would tctwite at least 20% of the costs of
their projects.

Disbursements towards Fund Manager Retainer feédwmi be made on the basis of SOEs.

Disbursements towards technical assistance anditansy contracts would be made on the
basis of SOEs, subject to a threshold of US$50{60f6rms and US$20,000 for individuals.

Disbursements towards incremental operating cdsER&E would be made against SOEs

and the maximum limit each year would be 100%rist fyear; 90% in second year; 75% in

third year; 50% in fourth year and zero thereafiEsbursements are expected to be direct
payments from the Bank only in the case where FREfients and consultants express
preference for this procedure because of natignalisupplier or the size of the contract.
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Glossary of terms: (when the list will be exhaustwill be arranged in alphabetical order)
. GEF

. IBRD

. MFP-Ministry of Public Finance

. MWEP-Ministry of Waters and Environmental Protentio
. MOIR-Ministry of Industry and Resources

. FREE —Romanian Energy Efficiency Fund

. Fund Manager —Fund Management Company
. EO-Emergency Ordinance

. BoA-Board of Administration

. IC-Investment Committee

. ED-Executive Director

. FC —financial Controller

. GA-grant agreement

. SGA-subsidiary grant agreement

. LEPA-Local Environmental Protection Agency
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ROMANIAN ENERY EFFICIENCY FUND

CONTRACT FOR CONSULTANTS’ SERVICES

. ‘“
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|
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between

FREE — Fondul Roman pentru Eficienta Energiei

and

[name of the Consultants]

Dated:

Strauss Building, Johann Strauss street, no. 2A, @psector 2, RO - 020312 Bucharest 30, Romania
phone: + 40 21 233 88 01; fax: + 40 21 233 88 &@ad: office@free.org.ro, http://www.free.org.ro/



i%. ROMANIAN ENERGY EFFICIENCY FUND OPERATIONAL MANUAL

I. Form of Contract

This CONTRACT (hereinafter called the “Contract®) inade thdday] day of the month of
[month], [year], between, on the one hand, FREE — Fondul Romatrypé&iicienta Energiei
(hereinafter called the “Client”) and, on the othand,[name of consultants{hereinafter called the
“Consultants”).

[Note If the Consultants consist of more than onetgntihe above should be partially amended
to read as follows:*“...(hereinafter called the “Client”) and, on thther hand, a joint venture
consisting of the following entities, each of whielhll be jointly and severally liable to the
Client for all the Consultants’ obligations undhist Contract, namelyjname of consultantspnd
[name of consultants{hereinafter called the “Consultants®).]

WHEREAS
(@ the Client has requested the Consultants tageaertain consulting services as defined
in the General Conditions of Contract attached h@ tContract (hereinafter called the
“Services”);

(b) the Consultants, having represented to thenClieat they have the required professional
skills, and personnel and technical resources, hgveed to provide the Services on the terms
and conditions set forth in this Contract;

(c) the Client has receivedr| has applied for] a grant from the InternationainBdor
Reconstruction and Development (hereinafter called “Bank”) [or a credit from the
International Development Association (hereinatielled the “Association”)] towards the cost
of the Services and intends to apply a portiorheffiroceeds of this grardr[credit] to eligible
payments under this Contract, it being understopdthat payments by the Bankor|
Association] will be made only at the request & @lient and upon approval by the Baok [
Association], (ii) that such payments will be suibjeén all respects, to the terms and conditions
of the agreement providing for the graat Eredit], and (iii) that no party other than thee@t
shall derive any rights from the agreement prowgduor the grant [or credit] or have any claim
to the grantgr credit] proceeds;

NOW THEREFORE the parties hereto hereby agreelmsvi

1. The following documents attached hereto shalldemed to form an integral part of this
Contract:

(@ The General Conditions of Contract;

(b) The Special Conditions of Contract;

(c) The following Appendices: Note If any of these Appendices are not used, thelsvor
“Not Used” should be inserted below next to théetf the Appendix and on the sheet attached
hereto carrying the title of that Appendix

Appendix A: Description of the Services

Appendix B: Reporting Requirements

Appendix C: Key Personnel and Subconsultants

Appendix D: Breakdown of Contract Price in Fore@urrency
and Payment Procedures -

Appendix E: Breakdown of Contract Price in Locair@ncy _ Not used

! Text in brackets is optional; all notes shoulddbeted in final text.
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Appendix F: Services and Facilities Provided by @lient

2. The mutual rights and obligations of the Cliant the Consultants shall be as set forth
in the Contract, in particular:

(@ The Consultants shall carry out the Serviceadoordance with the provisions of the
Contract; and
(b) the Client shall make payments to the Constdtanaccordance with the provisions of
the Contract.

IN WITNESS WHEREOF, the Parties hereto have caukesdContract to be signed in their
respective names as of the day and year first abvoitten.

For and on behalf of FREE — Fondul Roman pentroié&iita Energiei

[Authorized Representative]

For and on behalf ghame of consultants]

[Authorized Representative]

[Note If the Consultants consist of more than onetgndill these entities should appear as
signatories, e.g., in the following manrjer

For and on behalf of each of the Members of thesGhbants

[name of member]

[Authorized Representative]

[name of member]

[Authorized Representative]
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Il. General Conditions of Contract

1. GENERAL PROVISIONS

1.1 Definitions

Unless the context otherwise requires, the follgnierms whenever us
in this Contract have the following meanings:

(@) “Applicable Law” means tlaws and any other instruments hay
the force of law in the Government’s country (orsinch other country
may be specified in the Special Conditions of Caxtt(SC)), as they mi
be issued and in force from time to time;

(b) “Bank” means the Inteational Bank for Reconstruction a
Development, Washington, D.C., U.S.A;;

or
(b) “Association” means the International Developmensséciation
Washington, D.C., U.S.A;

(c) “Contract” means the Contract signed by the Partesvhich thes
General ©nditions of Contract (GC) are attached, togethéh all the
documents listed in Clause 1 of such signed Comntrac

(d) *“Contract Price” means the price to be paid forglgormance of th
Services, in accordance with Clause 6;

(e) “Foreign Currencyimeans any currency other than the currency c
Government;

() “GC” means these General Conditions of Contract

(@) “Government” means the Government of the Clgecduntry;

(h) *“Local Currency” means the currency of the Goweent;

(i) “Member,” in case the Consultants consist of a joint ventfiraare
than one entity, means any of these entities; “Magibmeans all the:
entities, and “Member in Charge” means the eniigctied in the SC t
act on their behalf in exercising all the Consukarnights and obligation

towards the Client under this Contract;

() “Party” means the Client or the Consultants, ascime may be, ai
“Parties” means both of them;

(k) “Personnel” means persons hired by the Consultantdy any
Subconsultant as engylees and assigned to the performance ol
Services or any part thereof;

() “SC” means the Special Conditions of Contract byciwhhe GC ma
be amended or supplemented;

(m) “Services” means the work to be performed by thengbDéiant:
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1.2 Law Governing
the Contract

1.3 Language

1.4 Notices

1.5 Location

1.6 Authorized

pursuant to this Contract, as described in AppeAdiand

(n) “Subconsultant” means any entity to which the Cdasis
subcontract any part of the Services in accordavite the provisions ¢
Clauses 3.5 and 4.

This Contract, its meang and interpretation, and the relation betweer
Parties shall be governed by the Applicable Law.

This Contract has been executed in the languaggfigikein the SC, whic
shall be the binding and controlling language fbmaatters rehting to the
meaning or interpretation of this Contract.

Any notice, request, or consent made pursuantisoGbntract shall be |
writing and shall be deemed to have been made wakvered in person f
an authorized representative of tRarty to whom the communication
addressed, or when sent by registered mail, téddgram, or facsimile 1
such Party at the address specified in the SC.

The Services shall be performed at such locaticnsara specified i
Appendix A and, where the location of a particular task is smspecified
at such locations, whether in the Government’s tguwr elsewhere, as tl
Client may approve.

Any action required or permitted to be taken, amgl documentequired o

Representatives permitted to be executed, under this Contract by @lient or the

Consultants may be taken or executed by the dfisiecified in the SC.
1.7 Taxes and Unless otherwise specified in the SC, the ConstdieBubconsultants, a
Duties thar Personnel shall pay such taxes, duties, feas$,offmer impositions &

may be levied under the Applicable Law, the amainvhich is deemed 1
have been included in the Contract Price.
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2. COMMENCEMENT, COMPLETION, MODIFICATION, AND TERMINATION OF

CONTRACT

2.1 Effectiveness  of This Contract shall come into effect on the dage@ontract is signed by

Contract

both parties or such other later date as may lbedstathe SC.

2.2Commencement ¢ The Consultants shall begin carrying out the Sesvibirty (30) days

Services

2.3 Expiration of
Contract

2.4 Modification

2.5 Force Majeure

2.5.1 Definition

2.5.2 No Breach of
Contract

2.5.3 Extension of Time

2.5.4 Payments

2.6 Termination

2.6.1 By the Client

after the date the Contract becomes effectivet sueh other date as
may be specified in the SC.

Unless terminated earlier pursuant to Clause RBi§ Gontract shall
terminate at the end of such time period aftef&fiective Date as is
specified in the SC.

Modification of the terms and conditions of thisr@act, including any
modification of the scope of the Services or of @mntract Price, may
only be made by written agreement between thed2aatid shall not be
effective until the consent of the Bank or of thesAciation, as the case
may be, has been obtained.

For the purposes of this Contract, “Force Majeungans an event
which is beyond the reasonable control of a Partyvahich makes a
Party’s performance of its obligations under thet€act impossible or
so impractical as to be considered impossible utigecircumstances.

The failure of a Party to fulfill any of its obligans under the contract
shall not be considered to be a breach of, or ttefader, this Contract
insofar as such inability arises from an event@icE Majeure, provided
that the Party affected by such an event (a) hantall reasonable
precautions, due care and reasonable alternatigasures in order to
carry out the terms and conditions of this Contrantl (b) has informed
the other Party as soon as possible about the recmer of such an event.

Any period within which a Party shall, pursuanthcs Contract,
complete any action or task, shall be extended foeriod equal to the
time during which such Party was unable to perfeuth action as a
result of Force Majeure.

During the period of their inability to perform tis&rvices as a result of
an event of Force Majeure, the Consultants shadinbiéled to continue
to be paid under the terms of this Contract, a$ ageto be reimbursed
for additional costs reasonably and necessarilyried by them during
such period for the purposes of the Services améaativating the
Service after the end of such period.

The Client may terminate this Contract, by not kbss thirty (30) days’
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2.6.2 By the Consultants

2.6.3 Payment upon
Termination

written notice of termination to the Consultantsbe given after the
occurrence of any of the events specified in paalys (a) through (d) of
this Clause 2.6.1 and sixty (60) days’ in the aafse event referred to
in (e):

(a) if the Consultants do not remedy a failurehi@ performance of
their obligations under the Contract, within thi(80) days after being
notified or within any further period as the Clienay have subsequently
approved in writing;

(b) if the Consultants become insolvent or bankrupt

(c) if, as the result of Force Majeure, the Corssuk are unable to
perform a material portion of the Services for d@queof not less than
sixty (60) days; or

(d) if the consultant, in the judgment of the ctibas engaged in
corrupt or fraudulent practices in competing foiroexecuting the
Contract.

For the purpose of this clause:

“corrupt practice” means the offering, giving, eagng, or
soliciting of any thing of value to influence thetian of a public official
in the selection process or in contract execution.

“fraudulent practice” means a misrepresentatiofacts in order to
influence a selection process or the executioncafrdract to the
detriment of the Borrower, and includes collusivagbce among
consultants (prior to or after submission of pr@tesdesigned to
establish prices at artificial non-competitive lisvand to deprive the
Borrower of the benefits of free and open compmetiti

(e) if the Client, in its sole discretion, decideserminate this
Contract.

The Consultants may terminate this Contract, byless than thirty (30)
days’ written notice to the Client, such noticéo®given after the
occurrence of any of the events specified in paalys (a) and (b) of this
Clause 2.6.2:

(@) if the Client fails to pay any monies due te @onsultants
pursuant to this Contract and not subject to desputrsuant to Clause 7
within forty-five (45) days after receiving writtarotice from the
Consultants that such payment is overdue; or

(b) if, as the result of Force Majeure, the Corasul are unable to
perform a material portion of the Services for aqueof not less than
sixty (60) days.

Upon termination of this Contract pursuant to Céau8.6.1 or 2.6.2, the
Client shall make the following payments to the Sdtants:

(&) remuneration pursuant to Clause 6 for Senseésfactorily
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performed prior to the effective date of terminafio

(b) exceptin the case of termination pursuantai@graphs (a) and (b)
of Clause 2.6.1, reimbursement of any reasonalgeicoident to the
prompt and orderly termination of the Contractjuding the cost of the
return travel of the Personnel and their eligitdépehdents.

3. OBLIGATIONS OF THE CONSULTANTS

3.1 General

The Consultants shall perform the Services ang/ @art their obligation
with all due diligence, efficiency, and economy, accordance wit
generally accepted professional techniques andtipeac and sha
observe sound managent practices, and employ appropriate adva
technology and safe methods. The Consultants sthathys act, il
respect of any matter relating to this Contractt@rthe Services, ¢
faithful advisers to the Client, and shall at ati¢s support and feguarc
the Client’s legitimate interests in any dealingghwSubconsultants «
third parties.

3.2 Conflict of Interests

3.2.1 Consultants Not to

The remuneration of the Consultants pursuant togel&® shalconstitute

Benefit from Commissions, the Consultants’ sole remuneration in connectiath wiis Contract or th

Discounts, etc.

3.2.2 Consultants and
Affiliates

Not to be Otherwise
Interested in Project

3.2.3 Prohibition of
Conflicting Activities

3.3 Confidentiality

Services, and the Consultants shall not accepthi&r own benefit an
trade commission, discount, or similar payment onrection with
activities pursuant to thisdbtract or to the Services or in the discharc
their obligations under the Contract, and the Chiasts shall use the
best efforts to ensure that the Personnel, any dhsidtants, and ager
of either of them similarly shall not receive anwyck addional
remuneration.

The Consultants agree that, during the term of @wstract and after i
termination, the Consultants and their affiliatemss well as an
Subconsultantand any of its affiliates, shall be disqualifiedorfr
providing goods, works, or services (other than Sevices and ar
continuation thereof) for any project resultingrfrar closely related 1
the Services.

Neither the Consultants nor their Subconsultantstim® Personnel sh:
engage, either directly or indirectly, in any oé tiollowing activities:

(@) during the term of this Contract, any business owfgssiona
activities in the Government’s countsyhich would conflict with th
activities assigned to them under this Contract; or

(b) after the termination of this Contract, such othetivities as may t
specified in the SC.

The Consultants, their Subconsultants, and theoReesof either of ther
shall not, either during the term or within two ($ars after th
expiration of this Contract, disclose any propmgtar confidentia
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information relating to the Project, the Servicdss Contract, or th
Client’s business or @pations without the prior written consent of
Client.

3.4 Insurance to be The Consultants (a) shall take out and maintai simall cause ar

Taken Out by the
Consultants

3.5 Consultants’
Actions Requiring
Client’s Prior
Approval

3.6 Reporting
Obligations

3.7 Documents
Prepared by the
Consultants to Be
the Property of the
Client

Subconsultants to take out and maintain, at thegithle Subconsultant:
asthe case may be) own cost but on terms and condiapproved by tt
Client, insurance against the risks, and for theecage, as shall |
specified in the SC; and (b) at the Client’s regugsall provide evidenc
to the Client showing that such insoce has been taken out ¢
maintained and that the current premiums have pagh

The Consultants shall obtain the Client’s prior @wpl in writing before
taking any of the following actions:

(@) entering into a subcontract for the performancemf part of th
Services,

(b) appointing such members of the Personnel not lisechame ir
Appendix C (“Key Personnel and Subconsultants™) an

(c) any other action that may be specified in the S

The Consultants shall submit to the Client the repand documen
specified in Appendix B in the form, in the numbeasnd within the
periods set forth in the said Appendix.

All plans, drawings, specifications, designs, répaand other documer
and software submitted by the Consultants in aeoare with Clause 3
shall become and remain the property of the Cliantl the Consultan
shall, rot later than upon termination or expiration ofstiContract
deliver all such documents and software to thentlieogether with
detailed inventory thereof. The Consultants magimea copy of suc
documents and software. Restrictions about tharduuse of thes
documents, if any, shall be specified in the SC.
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4. CONSULTANTS’ PERSONNEL

4.1 Description
of Personnel

4.2 Removal

The titles, agreed job descriptions, minimum qidiions, and estimatt
periods of engagement in the carrying out of theviSes of the
Consultants’ Key Personnel are described in Apper@i The Key
Personnel and Subconsultants listed by title ad a®lby name i
Appendix C are hereby approved by the Client.

(a) Except as the @nt may otherwise agree, no changes shall be

and/or Replacement in the Key Personnel. If, for any reason beyoredrdasonable control

of Personnel

the Consultants, it becomes necessary to replage ointhe Key
Personnel, the Consultants shall provide as a cepiant a persoof
equivalent or better qualifications.

(b) If the Client finds that any of the Personnel hgiyecommittec
serious misconduct or have been charged with hacmgmitted ¢
criminal action, or (ii) have reasonable cause dadissatisfied with th
perfomance of any of the Personnel, then the Consulsmd, at the
Client’s written request specifying the groundsréod, provide as
replacement a person with qualifications and exper acceptable to t
Client.

(c) The Consultants shall have noiclgor additional costs arising o
of or incidental to any removal and/or replacenariRersonnel.

5. OBLIGATIONS OF THE CLIENT

5.1  Assistance
and Exemptions

5.2 Change in
the Applicable
Law

53 Services
and Facilities

The Client shall use its best efforts to ensurd tha Government she
provide the Cosultants such assistance and exemptions as speiifibe
SC.

If, after the date of this Contract, there is ahgrye in the Applicable La
with respect to taxes and duties which increasekeoreases the cost of -
services rendered by the Consultants, then the meration an
reimbursable expenses otherwise payable to the ulants under thi
Contract shall be increased or decreased accoydiyghgreement betwe
the Parties, and corresponding adjustments $fginade to the amoul
referred to in Clauses 6.2 (a) or (b), as the ozsgbe.

The Client shall make available to the Consultatfiis Services ar
Facilities listed under Appendix F.
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6. PAYMENTS TO THE CONSULTANTS

6.1 Lump-Sum
Remuneration

6.2 Contract
Price

6.3 Payment
for Additional
Services

6.4 Terms and
Conditions of
Payment

6.5 Interest on
Delayed Payments

The Consultant’s total remuneration shall not eddie Contract Price al
shall be a fixed lumgum including all staff costs, Subconsultants’ s¢
printing, communications, travel, accommodationd dghe like, and a
other coss incurred by the Consultant in carrying out tleevi&es describe
in Appendix A. Except as provided in Clause 5t& €ontract Price me
only be increased above the amounts stated in €Busif the Parties ha
agreed to additional payments in accordance widuss 2.4.

(@) The price payable in foreign currency is sethfan the SC.
(b) The price payable in local currency is setifantthe SC.

For the purpose of determining the rematien due for additional servic
as may be agreed under Clause 2.4, a breakdowre dfimpsum price it
provided in Appendices D and E.

Payments will be made to the account of the Coastdtand according
the paynent schedule stated in the SC. Unless otherwagedsin the SC
the first payment shall be made against the prowiby the Consultants of
bank guarantee for the same amount, and shalllleefgathe period state
in the SC. Any other payment $hbe made after the conditions listec
the SC for such payment have been met, and the uGants hav
submitted an invoice to the Client specifying tineoant due.

If the Client has delayed payments beyond fifteEs) (lays after the dt
date stated in the SC, interest shall be paidéoQbnsultants for each d
of delay at the rate stated in the SC.

7. SETTLEMENT OF DISPUTES

7.1 Amicable
Settlement

7.2 Dispute
Settlement

The Parties shall use their best efforts to setticably alldisputes arisin
out of or in connection with this Contract or itgarpretation.

Any dispute between the Parties as to mattersngripursuant to th
Contract that cannot be settled amicably withintyhi30) days after recgt
by one Party of the other Party’s request for sarlicable settlement mi
be submitted by either Party for settlement in atance with thi
provisions specified in the SC.

[ll. Special Conditions of Contract

Number of GC Amendments of, an Supplements to, Clauses in the General Conditioraf

Clausé€

Contract

1.1(a) The words “in the Government’s country” are amentibetead “in Republic ¢
Romania.”

2 Clauses in brackets are optional; all notes shbaldeleted in final text.
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[1.1()
1.3

1.4

1.6

1.7

2.1

[2.2
2.3

3.4

The Member in Charge jsame of Member]
The language iEnglish

The addresses are:

Client: FREE — Fondul Roman pentru Eficienta Erargi
Attention: Mr Romulus lon Moucha, Chairman of theaBd
Telex:

Facsimile:

Consultants:
Attention:
Telex:
Facsimile:

The Authorized Representatives are:

For the Client:

For the Consultants:

This Clause will be finalized during negotiations, gsime of the following options:

(a) The Client will pay VAT on behalf of the Consulsaior

(b) VAT will be included in the amount of invoice togaed by the Client t
Consultants.

The date on which this Contract shall come intedffs:
The date of approval of the Contract by the Bahk, date of effectiveness
Bank Grant, whichever is latest.

The date for the commencement of Servicesais].]
The period shall be 60 months or such other pa®the parties may agree

writing.
The risks and coverage shall be:

(1) Third Party motor vehicle minimum required by@licable Law
(i) Third Party liability minimum required by Apable Law
(iii) Employer’s liability and workers’ compensatigninimum require

by Applicable Law

(iv) Professional liability in the amount not ldban US$1.5 million
(V) Loss or damage to equipment and property NA
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3.5(c)

The other actions are: any action which may hagal lenplications for FREE

3.7
* The Consultants shall not use these documents upopes unrelated
this Contract without the prior written approvaltbé Client.

51 NA

6.2(a) The amount in foreign currency or currencies iSeeth in the Appendix D.

6.2(b) The amount in local currency Ng\.

6.4 The accounts are:
for foreign currency:[insert account]
for local currency:[insert account]

Payments shall be made according to the schedéleriex D:

6.5 Payment shalbe made within 45 days of receipt of the invoind the relevar
documents specified in Clause 6.4 and Annex D vattdn 60 days in the ca:
of the final payment.

The interest rate 0%
7.2 Any dispute, controversy, or claim arising out ofrelaing to this contract, ¢

the breach, termination, or invalidity thereof, Ite settled by arbitration
accordance with the UNCITRAL Arbitration Rules agpeesent in force.

Note If the Consultant is a national of the Governt®rcountry, this
provision should be modified and referred to the Gowegnt country’s rule

for settlement of disputes.
IV. Appendices

APPENDIX A—DESCRIPTION OF THE SERVICES

Give detailed descriptions of the Services to mvigeed, dates for completion of various tasks,
place of performance for different tasks, spec¢égks to be approved by Client, etc.

APPENDIX B—REPORTING REQUIREMENTS

List format, frequency, and contents of reports;spas to receive them; dates of submission;
etc. If no reports are to be submitted, state liblat applicable.”

Strauss Building, Johann Strauss street, no. 2A, @psector 2, RO - 020312 Bucharest 30, Romania
phone: + 40 21 233 88 01; fax: + 40 21 233 88 &@ad: office@free.org.ro, http://www.free.org.ro/



_:.- ROMANIAN ENERGY EFFICIENCY FUND OPERATIONAL MANUAL

APPENDIX C—KEY PERSONNEL AND SUBCONSULTANTS

Listunder: C-1 Titles [and names, if already awadie], detailed job descriptions and
minimum qualifications of foreign Personnel to bssigned to work in the Government's
country, and staff-months for each.

C-2 Same as C-1 for Key foreign Personnel to begasd to work outside the Government’s
country.

C-3  List of approved Subconsultants (if alreadyilade); same information with respect to
their Personnel as in C-1 or C-2.

C-4  Same information as C-1 for Key local Personnel

APPENDIX D—BREAKDOWN OF CONTRACT PRICE IN FOREIGN ORRENCY AND
PAYMENT PROCEDURES

The Contract Price is the sum of Retainer and SiscEee.

The payment of the fees will be made in accordavittethe Table 1 “Fund Manager
Remuneration Parameters” in the TOR, finalizedrdyriegotiations.

APPENDIX E—BREAKDOWN OF CONTRACT PRICE IN LOCAL CURENCY

Not Used

Appendix F—Services and Facilities Provided by@tent
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ANNEX I
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m
Table 1: FREE Fund Manager Remuneration Parameters
Payment Years4to 5
Description Years 1to 3 Remarks
Retainer — To be paid from GEF TA funds in the | Retainer during this period will be paid
fixed part* amount of $200,000 per year. The fee|igrom Fund’'s income. Under normal
intended to cover basic costs of the FN circumstances, retainer structure will be
and will be payable on a monthly basig the same as during years 1 to 3 subject
in equal installments. to price adjustment for cost of inputs
(labor). However, if the income is not
sufficient, FREE and FM will
renegotiate necessary adjustments to|the
FM’s fees.
Retainer — To be paid from GEF TA funds. This fee
performance- is divided into two parts and paid on | See above. This bonus structure will provide incentives foe th
based fee* guarterly basis: FM to finalize sufficient number of deals, andtta
1. A fee based on the repayment same time, to apply necessary diligence and effg
performance of the sub-loans. This feg when preparing the sub-projects and monitoring
will be calculated prorata on the actual repayment.
repayment performance with the
expected performance as per the sublpan
agreements.
2. A“new loans” fee based on the vallyie
of loans issued, which will be based
prorata on the actual performance
compared to the agreed targets in the
annual business plan.
The total annual amount of performance-

based fee is $100,000, and it will be sy
between the above two parts in the
following proposed proportion:

First year — 80% for repayment
performance and 20% for “new loans”;
Second year — 60%/40%;

Third and subsequent years — 50%/50

lit

o
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Deal closing or
loan origination
fee

To be paid by subproject beneficiaries
(borrowers) directly to the Fund
Manager in accordance with Romania
standards and market practice;
FM to fully disclose the details for ever
deal to FREE

(borrowers) directly to the Fund

standards and market practice;
yFM to fully disclose the details for
every deal to FREE

To be paid by subproject beneficiaries

n Manager in accordance with Romania

=)

Success fee
(carried
interest in the
Fund)

Not payable during the first three years

the Fund at the end of the contract
period after 60 months (or earlier, if
contract terminated for no fault of the
FM, but not before the $6month of
contract) as per terms of contract.
Before payment of the success fee, 3
of the NAV increase will be reserved
for reinvestment.

5 To be paid from the Net Asset Value ¢fThe increase in thet Asset Valueof the Fund is

defined as the difference between the net asse¢
of the portfolio at a given date minus the original
principal value disbursed for investments. The n
asset value of the portfolio will be equal to cash
balance in the revolving fund plus the net presen
D3%@lue of all future cash flows from the portfolio
investments.

For the debt part of the portfolio investments, the
future cash flows will be discounted at the 3-mon
US Dollar LIBOR rate prevailing on the day of
valuation.

For other assets that may be in the Fund’s pootfo
the Net Asset Valuation will be based upon
prevailing regulations in Romania.

For the purpose of success fee calculation, the
amount of FREE's annual operating cost in exce
of US$ 200,000 after year three are added to the
asset value.

The original principal value means all funds
disbursed from the World Bank special account
towards investments including any other funds
added into the revolving fund for investment
purposes, but excluding any funds specifically

al

[

th

ne

designated for technical assistance.

Note: * Retainer amounts are exclusive of VAT wipaid from GEF TA funds (during years 1 to 3)
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