Chapter-111: Allied Matters
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15. Lending and Relending Terms of Local Currency/Foreign Loans.
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Lending and Relending Terms for Public Investment
(State Owned Enterprises/Autonomous Bodies/Semi-Autonomous Bodies/
State Owned Companies)

Corporation Intereston | Interest on Repayment Remarks
lending relending period
(GoB loan) (Foreign including
(%) loan) (%) grace period
1 2 3 4 5
A. State Owned Enterprises:
BCIC 5 6 20 Years i) For fertilizer
(Grace period | industries the
5 years) interest rate on
BIJMC 5 6 20 Years relending of foreign
(Grace period | loans will be 4.5%
5 years)
SSEC 5 6 20 Years | ii) Debt: equity
(Grace period | ratio  shall  be
5 years) ranged from 67,33
BSFIC 5 6 20 Years | to 60:40 as may be
(Grace period | determined by the
5 years) Government.
BTMC 5 6 20 Years
(Grace period
5 years)
BFIDC 5 6 20 Years
(Grace period
5 years)

Others -- -- - Government will
determine
lending/relending
terms on a case-by-
case basis
considering the
above mentioned
terms and
conditions.

2. Sector: Power, Gas and Water
WASA 4 5 20 Years Recovery of full
(Grace period | cost  should  be
5 years) justified
(investment and
operation). But

because of Public
interest in terms of
urbanization/human
settlement,  larger
equity participation
or limited grants by
Government  may
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Corporation Interest on Interest on Repayment Remarks
lending relending period
(GoB loan) (Foreign including
(%) loan) (%) grace period
be considered in
appropriate cases.
Bangladesh Power 3 4 20 Years Debt: equity ratio
Development Board (Grace period | shall continue to be
5 years) 40:60
PETROBANGLA 4 5 15 Years i) Debt:equity ratio
and its subsidiaries (Grace period | shall be ranged
3 years) from 67:33 to 60:40
i) These terms
should apply only
for  transmission,
production, mining
and distribution
projects.
3. Sector: Transportation and Communication
BSC 5 6 15 Years Debt: equity ratio
(Grace period | shall be ranged
2 years) from 67:33 to 60:40
BIWTC 5 6 15 Years as may be
(Grace period | determined by the
2 years) Government
BRTC 5 6 15 Years
(Grace period
2 years)
Chittagong Port 5 6 20 Years Government would
Authority (Grace period | encourage
5 years) financing all
Mongla Port 5 6 20 Years projects from
Authority (Grace period | internally generated
5 years) resources.
4. Commercial
BPC and its 5 6 20 Years Debt: equity ratio
subsidiaries (Grace period | shall be ranged
5 years) from 67:33 to 60:40
TCB 5 6 20 Years as may be
(Grace period | determined by the
5 years) Government.
5. Sector: Agriculture, Fisheries and Rural Development
BADC 4 5 20 Years i) Debt: equity ratio
(Grace period | shall be ranged
5 years) from 67:33 to 60:40
as may be
determined by the
Government.
ii) For
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Corporation

Interest on
lending
(GoB loan)
(%)

Interest on
relending
(Foreign

loan) (%)

Repayment
period
including
grace period

Remarks

infrastructural
projects  financing
should be on the
basis of grants.

iii)  For  credit
programmes
interest rate and
other terms will
depend on general
interest rate policy
of the Bangladesh
Bank.

Bangladesh
Fisheries
Development
Corporation

20 Years
(Grace period
5 years)

i) Debt: equity ratio
shall be ranged
from 67:33 to 60:40
as may be
determined by the
Government.

if) For research and
Development
programme
Government  may
provide grant.

Others -- -- - Government  will
determine
lending/relending
terms on a case-by-
case basis
considering the
above  mentioned
terms and
conditions.

6. Sector: Infrastructure
RAJUK 5 6 20 Years i) These conditions
(Grace period | should apply to
5 years) area/residential
CDA 5 6 20 Years estates development
(Grace period | schemes which
5 years) serve
KDA 5 6 20 Years primarily/mainly
(Grace period | high income urban
5 years) groups. Such
RDA 5 6 20 Years schemes may be
(Grace period | financed on 100%
5years) | loan.
Others 5 6 20 Years | ii) For projects with
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Corporation Interest on Interest on Repayment Remarks
lending relending period
(GoB loan) (Foreign including
(%) loan) (%) grace period
(Grace period | infrastructural and
5 years) commercial
National Housing 5 6 20 Years components,
Authority (Grace period | Government  may
5 years) determine the
proportions of grant
and loan depending
on their relative
weights in the total
project cost.
iii) For low income
housing,
infrastructure or
projects having
important social
welfare
implications,
Government may
consider
appropriate mix of
loans and grants.
. Sector: Service
Bangladesh 4 5 15 Years i) Projects should
Freedom Fighters’ (Grace period | have short gestation
Welfare Trust 3 years) period.
BFDC 5 6 15 Years ii) Debt: equity
(Grace period | ratio shall be
3 years) ranged from 67:33
Bangladesh 5 6 15 Years to 60:40 as may be
Parjatan (Grace period | determined by the
Corporation 3 years) Government.
Bangladesh Civil 5 6 15 Years | iii) When projects
Aviation Authority (Grace period | for infrastructural
2 years) development are

undertaken, for
instance,
Government loan
and grant may be
mixed in
proportions
corresponding with
the relative
importance of
infrastructural and
commercial
components in the
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Corporation

Interest on
lending
(GoB loan)
(%)

Interest on
relending
(Foreign

loan) (%)

Repayment
period
including
grace period

Remarks

total cost of the
projects.
Government will
determine the
appropriate mix.

BIWTA

15 Years
(Grace period
2 years)

i) Debt: equity ratio
shall be ranged
from 67:33 to 60:40
as may be
determined by the
Government.

i) When projects
having important
social
welfare/Public
interests which may
not be
commercially
viable, should be
financed on the
basis of grants.
However, when it
executes revenue
earning projects,
the terms of
financing should be
the same as
applicable to
BIWTC.

BSCIC

15 Years
(Grace period
2 years)

Debt: equity ratio
shall be ranged
from 67:33 to 60:40
as may be
determined by the
Government.

BEPZA

15 Years
(Grace period
2 years)

Debt: equity ratio
shall be ranged
from 67:33 to 60:40
as may be
determined by the
Government.

Bangladesh Water
Development Board

15 Years
(Grace period
2 years)

The present
practice of
financing for Flood
Control and
Irrigation projects
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Corporation Interest on Interest on Repayment Remarks
lending relending period
(GoB loan) (Foreign including
(%) loan) (%) grace period
on grant basis may
continue. Loan
financing may be
considered in future
in the context of
administration of
water rates e.g.
collection
procedures,
assessment rates,
etc.
Bangladesh Tea 5 6 15 Years Debt: equity ratio
Board (Grace period | shall be ranged
2 years) from 67:33 to 60:40
as may be
determined by the
Government.
Bangladesh 4 5 15 Years i) Debt: equity ratio
Handloom Board (Grace period | shall be ranged
2 years) from 67:33 to 60:40
Bangladesh 4 5 15 Years as may be
Sericulture Board (Grace period | determined by the
2 years) Government.
BSRTI 4 5 15 Years
(Grace period | ii) When projects
2 years) having  important
social
welfare/Public
interests which may
not be
commercially
viable, should be
financed on the
basis of grants.
EPB 5 6 15 Years Debt: equity ratio
(Grace period | shall be ranged
2 years) from 67:33 to 60:40
Bangladesh Bridges 5 6 15 Years as may be
Authority (Grace period | determined by the
2 years) Government.
BTRC 6 7 15 Years
(Grace period
2 years)
BERC 5 6 15 Years Debt: equity ratio
(Grace period | shall be ranged
2 years) from 67:33 to 60:40
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Corporation Interest on Interest on Repayment Remarks
lending relending period
(GoB loan) (Foreign including
(%) loan) (%) grace period
as may be
determined by the
Government.
Bangladesh Rural 2 0.75% 33 Years
Electrification during (Grace period
Board moratorium 8 years)
period. 2%
during
repayment
period
Others -- -- - Government  will
determine
lending/relending
terms on a case-by-
case basis.
B. Autonomous Bodies
DCC 5 6 20 Years i) These conditions
(Grace period | should apply to
5 years) area/residential
CCC 5 6 20 Years estates development
(Grace period | schemes which
5 years) serve
KCC 5 6 20 Years | primarily/mainly
(Grace period | high income urban
5 years) groups. Such
RCC 5 6 20 Years | schemes may be
(Grace period | financed on 100%
5 years) loan.
BCC 5 6 20 Years
(Grace period | ii) For projects with
5 years) infrastructural and
scc 5 6 20 Years | commercial
(Grace period | components,
5 years) Government may
Pourashava 5 6 20 Years | determine the
(Category-A) (Grace period | Proportions of grant
5 years) and loan depending
Pourashava 5 6 20 Years | on their relative
(Category-B) (Grace period | Weights in the total
5 years) project cost.
Pourashava 20 Years )
(Category-C) (Grace period | i) For low income
5 years) housing,

infrastructure or
projects having
important social
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Corporation

Interest on Interest on
lending relending
(GoB loan) (Foreign
(%) loan) (%)

Repayment
period
including
grace period

Remarks

welfare
implications,
Government may
consider
appropriate mix of
loans and grants.

Others

Government  will
determine
lending/relending
terms on a case-by-

case basis
considering the
above  mentioned
terms and
conditions.
C. State Owned Companies
1. Financial (Banks - - - )] For credit
and Others programmes

interest rate and
other terms will

depend on general
interest rate policy
of the Bangladesh
Bank.

i) Government will
determine
lending/relending
terms on a case-by-
case basis. Terms
mentioned in loan
agreements will
also be considered
to determine
relending terms.

2. Non-Financial Stat

e Owned Companies

Biman Bangladesh 5 6 15 Years Debt: equity ratio
Airlines Ltd. (Grace period | shall be ranged
2 years) from 67:33 to 60:40
BTCL 5 6 15 Years as may be
(Grace period | determined by the
2 years) Government.
Tele Talk 5 6 15 Years
(Grace period
2 years)
DPDC 3 4 20 Years Debt: equity ratio
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Corporation

Interest on
lending
(GoB loan)
(%)

Interest on
relending
(Foreign

loan) (%)

Repayment
period
including
grace period

Remarks

(Grace period
5 years)

DESCO

20 Years
(Grace period
5 years)

NWPDC

20 Years
(Grace period
5 years)

EGCB

20 Years
(Grace period
5 years)

PGCB

20 Years
(Grace period
5 years)

shall
40:60.

continue

Others

Lending/Relending
rates for  State
Owned Companies
as well as terms on
repayment  period
will be determined
by the Government
on a case-by-case
basis. For that,
Government  will
consider company’s
capital structure
and its nature of
business. Terms
mentioned in loan
agreements will
also be considered
to determine
relending terms.

General Conditions:

(1) For Aided Projects relending terms (rates of interest, repayment period, grace
period etc.) will be as agreed in the negotiated Credit Agreement (if there is any).
(2) Relending rates indicated here will not apply in case of Suppliers Credit where it
could be arranged in more favourable terms and conditions. Concerned Institution/
Corporation will bear foreign exchange risk to repay the loan as per Credit

Agreement.

(3) Grace period may be varied when the gestation period of a project is longer with
or without changing the repayment period. NO principal or interest payment is to
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be made during grace period. But interest will accrue during the grace period and
will be taken into consideration while fixing amortization schedule.

(4) Feasibility studies should normally be under taken by Autonomous Bodies and
Public corporations out of their own resources. In appropriate cases Government
may also direct such agencies to undertake feasibility studies for various projects.
In the later case, funds will be provided by the Government as grant.

(5) At present, the Lending & Relending terms are not applicable for Bangladesh
Railway (BR) because it is considered as a Government Directorate and Foreign
Loans are given to BR as grants from the Government. For possible future
operation BR as a Corporate Body, all Government investments will be at a
constant rate of return at 2% according to the Railway Act. For foreign currency
loan, the rate of interest and other terms and conditions stipulated in the Credit
Agreements shall apply.

(Kazi Shofiqul Azam)
Joint Secretary (Budget-1)
Finance Division
Ministry of Finance
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BADC
BCC
BCIC
BEPZA
BERC
BFDC
BFIDC
BIWTA
BIWTC
BIMC
BPC
BPDB
BR
BREB
BSC
BSCIC
BSEC
BSFIC
BSRTI
BTCL
BTMC
BTRC
CCC
CDA
DCC
DESCO
DPDC
EGCB
EPB
KCC
KDA
NHA
NWPDC
PGCB
RCC
RAJUK
RDA
SCC
TCB
WASA

Name of State Owned Enterprises/Autonomous Bodies/
Semi-Autonomous Bodies/States Owned Companies

: Bangladesh Agricultural Development Corporation

: Barisal City Corporation

: Bangladesh Chemical Industries Corporation

: Bangladesh Export Processing Zone Authority

: Bangladesh Energy Regulatory Commission

: Bangladesh Film Development Corporation

: Bangladesh Forest Industries Development Corporation
: Bangladesh Inland Water Transport Authority

: Bangladesh Inland Water Transport Corporation

: Bangladesh Jute Mills Corporation

: Bangladesh Petroleum Corporation

: Bangladesh Power Development Board

: Bangladesh Railway

: Bangladesh Rural Electrification Board

: Bangladesh Shipping Corporation

: Bangladesh Small and Cottage Industries Corporation
: Bangladesh Steel and Engineering Corporation

: Bangladesh Sugar and Food Industries Corporation

: Bangladesh Sericulture Research and Training Institute
: Bangladesh Telecommunications Company Limited

: Bangladesh Textile Mills Corporation

: Bangladesh Telecommunication Regulatory Commission
: Chittagong City Corporation

: Chittagong Development Authority

: Dhaka City Corporation

: Dhaka Electric Supply Company Ltd.

: Dhaka Power Distribution Company

: Electricity Generation Company of Bangladesh

: Export Promotion Bureau

: Khulna City Corporation

: Khulna Development Authority

: National Housing Authority

: North West Power Distribution Company

: Power Grid Company of Bangladesh Limited.

: Rajshahi City Corporation

: Rajdhani Unnayan Kartripakkha

: Rajshahi Development Authority

: Sylhet City Corporation

- Trading Corporation of Bangladesh

: Water and Sewerage Authority
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16. LOCAL CURRENCY FINANCING OF PROJECTS ASSISTED BY
EXTERNAL RESOURCES

(In partial modification of instructions, dated 14-01-1978 issued on 03-03-1980)

Local currency financing of aided projects is assuming greater importance with
the passage of time. Project aid has traditionally covered only the foreign exchange costs
of projects whereas local currency requirement for the Development Budget has been met
by domestic resources as well as counterpart funds generated by food and commodity
assistance and straight budgetary support. However, with emphasis on new style projects,
such as in Agriculture, Rural Development, Health, Education and Population Control
sectors, it has, become necessary to finance local currency as well as recurrent cost
expenditure under project aid.

2. In Bangladesh context it is expected that food aid will gradually decline during the
Second Five-year Plan. Also the flow of commodity aid will reach a plateau during the
next decade and then start declining. Even though in absolute terms flow of aid may
increase, there will be lesser dependence on external assistance for development
activities. The decline in the levels of food and commaodity aid is good for the health of
the economy as it will indicate reduced consumption based on external aid and higher
productivity of the domestic economy. But this will mean lower availability of
counterpart funds for financing development programmes. Even with reduction in the
level of various consumption subsidies, such as food and fertilizer it will not be possible
to marshall sufficient resources for mounting large development programmes. Increased
revenue earnings will also not be able to keep pace with the reduction in generation of
counterpart funds from food and commodity aid. The gap in investment funds will have
to be met by increased flow of project aid catering for both foreign and local
expenditures.

3. External assistance does not finance any tax element of a project cost, such as
customs duties and sales tax on imported equipment or income tax on personnel or firms
employed in a project. Except this element, all costs of projects can be financed by
external assistance. However, Development Partners insist on some participation by the
recipient in every project. This is an insistence which is unnecessary when many projects
in a development budget are fully financed by domestic resources. The crucial issue is the
share of domestic resources in the total development budget. The guidelines issued by
DAC suggest picking up of both local currency and recurrent costs of projects by
Development partners. The multilateral development agencies, as a matter of policy,
finance a large part of local costs of a project.

4. It should be our aim to obtain from Development partners full financing of a
project minus tax element. Besides meeting savings investment gap, such financing has
two other implications. First, this ensures that all aid money is spent on specific projects
for which aid is obtained. And second, this can ensure implementation of a project
according to its original schedule since no domestic resource squeeze can affect such a
project.

5. Once local currency financing is negotiated for a project it has to be ensured that

such a project follows the stipulated implementation schedule very closely. Local
currency reimbursements or advances must also be claimed promptly and systematically.
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In projects with local currency financing civil works or deployment of staff are equally
important as procurement action in securing satisfactory disbursement level. Therefore in
project with local currency financing under aid much more importance has to be attached
to physical work on the project rather than on opening of letters of credit or placement of
order for import. In reviewing aid utilization project with local currency financing should
be specially attended. Each desk should list projects with local currency financing and
slate them for special review.

6. In our development budget provision of funds is shown under two broad head,
namely the total provision and the local currency provision. In this local currency
provision which is column 10 of the ADP, no element or project aid provision is
indicated. In a series of separate columns project aid provision is indicated. Here the local
currency element of project aid is identified which is presently the amount appearing
under column 16 of the ADP. It is important that estimate of annual expenditures are
made realistically. While this is essentially the job of an executive agency, review of the
estimates by ERD and IMED can impart a greater sense of realism to such estimates.

7. There should be three special reviews of project aid allocation and utilization
during the year and special note should be taken in such reviews of provision for local
currency reimbursement and actual reimbursement position. In the March Review the
preparation of the ADP for the following fiscal year should be the point of attention. In
June-July review the performance of the concluded year and the provisions for the new
year should be carefully examined. And in December review revision of the ADP should
be undertaken.

8. In very few cases advances are provided for local currency expenditures by the
Development Partners. In such cases it is important to submit accounts expenditure for
the advanced amounts. It is also necessary to book the advances for local currency
expenditure under account IV-B of Bangladesh Bank as soon as the advances are
adjusted. In most other cases local currency expenditure is met by release of funds by the
Government. The detailed procedure for this purpose has been laid down by the Finance
Division. It is important to ensure that claims for reimbursements are submitted promptly
and adequately. Because otherwise a project will not get sufficient fund to spend.
Submission of reimbursement claims is a matter demanding special monitoring by
individual desks.

9. Foreign Aid Accounts Branch will consolidate a statement on local currency
reimbursement estimates thrice a year-once after the June-July Review then after
December review and again after March Review. The statements will show disbursements
for individual projects and will be arranged both Development Partners wise and
executing agency wise. The Development Partners wise disbursement statement will be
furnished to Finance Division, Bangladesh Bank and Planning Commission. The
executing agency wise statement will be furnished to all executing agencies. The
executing agency will monitor performance against estimates on a monthly basis. A
quarterly statement on reimbursement claims and receipts and advances adjusted will be
furnished to ERD and Finance Division. In the ERD this statement will be received by
FABA Branch who will immediately pass the information to relevant desks.
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17. DISBURSEMENT OF PROJECT AID
(Incorporates Instructions dated 14-1-78 and 3-3-80)

(Modified in light of the comments of FABA Branch, ERD dated 01 July 2007)

Project aid generally covers expenditure incurred in foreign exchange for goods
and services required for a project. Import of capital goods, construction materials and
various other commaodities is financed by project aid. Payment to expatriate as also local
consultants and contractors is made under project aid. In many cases a part of local
currency expenditure is also covered by project aid. Costs of civil works, staff salaries or
procurement of locally available or locally produced supplies are paid by project aid.
Disbursement of project aid, therefore, involves two different procedures-one for foreign
exchange expenditure and another for local currency expenditure.

2. In the ADP in columns 5 and 17 project aid disbursement is estimated. Column 5
provides total project aid (including Reimbursible Project Aid in the parenthesis below)
for the particular project and columns 17 provides current fiscal allocation of project aid
(including Reimbursible Project Aid in the parenthesis below). Budget estimates of
project aid disbursement may be exceeded if an executing agency is in a position to
perform better without demanding additional provision of funds under column 17. Such
additional expenditure under project aid may be undertaken by the executing agencies
under intimation to Planning Commission and Economic Relations Division in case of
foreign exchange expenditure. In case of local currency expenditure however, procedures
for utilization/release of reimbursible project aid as laid down in Finance Division's letter
No. MFD-IBT.2M(1)/77-78/104(50) dated 18-1-1979 should be followed. In either case it
should be ensured by the executing agency and the ERD that provision of sufficient funds
exists in the pipeline of aid. ERD should strongly support the executing agencies for
additional allocation of taka funds if the possibility of corresponding project aid
utilization is significantly higher. Such proposals must, however, be submitted by the
executing agencies before the finalization of the revised

ADP.

3. Quite often project aid may include elements of commodity aid for the imports of
spares, raw materials etc. Such commodity imports may be treated as project aid when
they are required for the start-up of the project. However, elements of commodity aid as
part of a BMR project or of a project for which commodity imports are not essentially
required should be treated separately and be shown as commodity aid requiring the
executing agency to deposit counterpart funds. In such cases separate allocation letter
should be issued by ERD bifurcating the project aid and commaodity aid components.

4. In March each year Foreign Aid Budget and Accounts Branch will prepare a list
of aided projects with estimates of disbursement including local currency reimbursement
component for both the current as well as the following fiscal years. In June FABA
Branch will provide an estimate of project aid disbursement during the year that is
coming to a close. In July/August ADP provisions for project aid disbursement will be
reviewed with all executing agencies. In September FABA Branch will prepare a
statement on actual disbursement of project aid during the previous fiscal year and
another on estimates for the current fiscal year. In December all desks will make their
review of disbursements of project aid for the current fiscal year and prepare the first
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estimates for disbursement during the following fiscal year. In quarterly desk reviews
performance and projection will always be scrutinized specially in respect of local
currency reimbursement.

A. Procedure for Foreign Currency Expenditure under Project Aid.

5. Project aid usually covers payment of goods and services in foreign exchange.
Various Development Partners follow various procedures for disbursement of project aid
required for payment of goods and services in foreign exchange. Some Development
Partners like U.K. or Canada make goods and services available through their own
channels so that disbursements are made by them entirely. Most others authorize
establishment of letters of credit in favour of suppliers or give a letter of commitment to
the suppliers. In such cases disbursement takes place on presentation of shipping
documents or service bills duly passed by the executing agency. Here also the
responsibility of the executing agency is limited and the Development Partners release
funds directly.

6. In a third kind as in the case of Saudi Arabia the executing agency is required to
open the letter of credit and then funds are placed at the disposal of the recipient
government to meet the obligation of the L.C. In such cases ERD has to arrange with
Bangladesh Bank the exact procedure of opening letters of credit and securing transfer of
funds to meet payment obligations.

7. There is another manner of project aid disbursement for foreign currency
expenditure. In this case project aid is not immediately available either to confirm an L.C
or authorise its establishment. Here there is a need for bridge financing. For a period of
time financing has to be provided by the recipient and it is reimbursed later by the
Development Partner. This may happen for many reasons. For example an aid may not
become effective because of certain formalities or an aid agreement cannot be signed for
some reasons. In such a case the executing agency has to approach ERD for Retrospective
Financing in case of World Bank.

8. In recommending a case of bridge financing ERD has to ensure the following:

(a) There is sufficient provision of project aid in the ADP in column 17. If there is
no provision at all in the ADP concurrence of Planning Commission to the
inclusion of the project in the ADP must be obtained by the requesting agency.

(b) Project aid has been committed and reimbursement will be forthcoming within
a period of not more than twelve months. In most cases it will be desirable to
obtain Development Partners concurrence to bridge financing, at least
informally.

(c) The expenditure for which bridge financing is solicited is a permissible
expenditure under project aid and reimbursement of such expenditure has
been agreed to by the Development Partners either in the aid document or
informally.

144



9. The recommendation of ERD will be made to the Finance Division for release of a
specific amount of foreign exchange for the project for specified work. Finance Division
will then authorise Bangladesh Bank to provide interest free foreign exchange loan to the
agency needing bridge financing. At the same time Bangladesh Bank will be authorized
to appropriate that part of project aid which is received in reimbursement of the
expenditure incurred under bridge financing to liquidate the loan given by the Bank.
Detailed instruction on bridge financing which are under issue by Finance Division are
attached.

B. Procedure for Local Currency Expenditure under Project Aid.

10. Most local expenditure financed by external assistance is required to be claimed
after the expenditure has been incurred. In very few cases advance payment is made by
the Development Partners and it is necessary to adjust the advances in those limited cases.

11. In the ADP of 1978-79 for the first time a column was introduced to indicate the
local cost financing under project aid. This was column 15 in that year and now it is
column 17 of the ADP. A realistic estimate has to be made before indicating a figure
under this column and this can be done only with reference to the physical work
programme for the project.

12. A procedure has been laid down by the Finance Division for utilization of
provision appearing under column 17 of the ADP. The relevant instruction MFD-1/Bt-
1/2(m)77-78/104(50) dated 18-1-1979 is reproduced herewith. Release of funds under this
column is allowed in order to enable an agency to incur the expenditure and then claim
reimbursement. It is very important that reimbursement claims are made immediately
after incurring an expenditure; otherwise this will tantamount to deficit financing with all
its evil effects. Also failure in claiming reimbursements timely will reflect poor
disbursement performance even though the actual performance may be much better.

13.  Release of funds under column 17 for the first two quarters is very simple. If the
scheme is approved and adequate provision exists under column 17, it receives release by
approaching Finance Division. For unapproved schemes or for schemes without adequate
provision under column 16, clearance is required to be obtained from Planning
Commission and or from ERD. How the clearance can be given by ERD is detailed in
instruction No.Cord-V/Release-93/80 of 6th June 1980, which is reproduced herewith.
Before any release can be made for the third quarter evidence of submission of
reimbursement claim must be produced by an executing agency. For an on-going project
such evidence is required to be submitted for release of funds in the very first quarter.

14. Reimbursement under project aid can also be received in projects or programmes
not covered in the ADP. For example, a credit programme for small industries or
agriculture may be administered by the banking system. Even though government may
borrow the funds for such a programme, it will all be utilized by the banks on
reimbursible basis. In such cases in the revenue budget both the receipt and the debit will
be indicated. The user agencies will undertake the programmes with their own resources
and then file reimbursement claims with the Development Partners. Reimbursements
received by Bangladesh Bank will be directly passed on to the user agencies. Finance
Division will authorise Bangladesh Bank to take such action in the specific cases of
project aid that reimburses expenditure incurred in connection with aided projects not
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included in the ADP. Instructions in this respect issued by Finance Division are
reproduced herewith.

15.  Every agency is required to submit quarterly statements on reimbursement
claimed and received to ERD and Finance Division for each project. Reimbursements
received are deposited in Account No. 4 B in the Bangladesh Bank to show it separately
from counterpart funds generated by commodity aid. A fortnightly statement on
reimbursement will be furnished by the Bangladesh Bank to ERD.

16.  The Foreign Aid Budget and Accounts Branch in the ERD will receive the
quarterly statements on reimbursement from the executing agencies. It will pass on the
information immediately to the concerned desk, who are required to periodically monitor
the local cost reimbursement situation.
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18. Procedure for utilization/release of Reimbursable Project Aid (RPA)

GOVERNMENT OF THE PEOPLE'S REPUBLIC OF BANGLADESH
MINISTRY OF FINANCE
Finance Division
Development Wing

No. MFP (FD)/Dev)-1/Bt-1/Misc-63/82-83/326(300) Date: 30th May 1983
MEMORANDUM
Subject: Procedure for utilization/release of reimbursable Project Aid in respect of

development schemes in the ADP under different Government
Agencies/Autonomous and semi-Autonomous bodies.

Some of the Development Partners, specially IDA and the Asian Development
Bank, have agreed to pre-finance part of the reimbursable project aid for creating
Revolving Fund or Special Accounts for projects on a selective basis. The following
procedures shall be followed in respect of such funds in partial modification of this
Division's Circular Letter Nos. MFD-1/BT-1/2M(1)/77-78/104(50), dated 18th January
1997 and MFD-1/BT-I/Misc.-1 (25)/80- (81/431 )(1 00), dated 16th May 1981.

2. Authorisation for RF/SA:

In the beginning of the financial year or wherever possible earlier, the
Administrative Ministry in consultation with the Finance Division will prepare a list of
projects for which Special Account or Revolving Fund will be authorised. The GO
authorizing such Accounts/ Funds shall also determine the size of the fund, procedure for
its operation, items which are eligible for expenditure from Revolving Fund, etc.

3. Government Agencies with cheque issuing authority.

Government Departments/Agencies such as, the Public Works Departments,
Roads and Highways Department etc. have authority, to issue cheques. As such they do
not need any revolving fund. However where the Development Partner agrees to
prefinance expenditures to be met eventually from reimbursable project aid, the executing
agency shall maintain separate accounts for each of the eligible projects. In accordance
with the decision regarding the size of fund and the mode for its replenishment, the
executing agency may request Development Partner at such intervals as has been agreed
upon for transfer from the Credit Account to GOB such amounts as will keep the SA/RF
at the agreed level.

4. Government Departments without cheque issuing authority:

Government Departments/Agencies without authority for issuing cheques may
need revolving funds for projects identified in accordance with para 2 above. Money
released for revolving funds shall be maintained in P/L Account with the local treasury in
accordance with the financial and treasury rules. The Government will release for
"replenishment of the revolving fund on quarterly basis amounts equivalent to sums re-
financed by the Development Partner in respect of the projects. More frequent
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replenishments may be made subject to the rate of utilisation and the concurrence of the
Development Partner for commensurate pre-financing.

5. Autonomous/Semi-Autonomous Bodies:

(@)

The Government shall release funds for the SA/RF of core projects to which
these facilities have been extended on a quarterly basis of at such intervals as
GOB may determine in consultation with the Development Partner, G.O.
issued by the Administrative Ministry should specify the project and the
amount for revolving fund and the headquarter office of
corporations/autonomous bodies shall promptly pay to the project the stated
amounts. The Project Director shall maintain separate accounts for each of
these projects and shall submit to the Development Partner request for
transferring from Credit Account to GOB such amounts as would keep the
RF/SA at the level agreed upon, the Development Partner shall intimate to,
GOB the amounts transferred in response to the request and on receipt of
such transfer GOB shall release an equivalent amount for RF/SA.

6. General Conditions:

(i)

(i)

(iii)

(iv)

(v)

Currently prior concurrence of Planning Commission is not required for
releasing funds for SA/RF. If the procedure with regard to core/approved
projects is changed at any subsequent time, GOB shall review the procedure
SA/RF and shall determine an appropriate procedure.

Prior concurrence of the Planning Commission is required for release of
funds for unapproved projects. Generally, SA/RF facilities should not be
extended to such projects; but if GOB agrees that RF/SA may be extended to
some of these projects also, funds for SA/RF shall be released subject to
prior clearance of the Planning Commission (P&A Division) and pre-
financing by the Development Partner.

Separate GO shall be issued for release of funds for SA/RF by the
Administrative Ministries with copies endorsed to the Finance Division.

The total amount released during a financial year for as project inclusive of
the amount released for RF/SA shall not exceed the budgetary allocation.
However, where release is made on quarterly basis, release in any particular
quarter inclusive of the release for RF/SA may exceed the amount that
would have been otherwise released but for the SNRF (one-forth of the
allocation/allotment for the FY).

Where DSL is adjusted by deduction at source, such adjustment shall be
made against normal quarterly release and not against the release for SNRF
upto the third quarter. At the fourth quarter release, however, DSL shall be
adjusted against the total release inclusive of release for RF/SA during the
year.
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(vi)

(vii)

The executing agency and the authorised officer of the project shall continue
to be responsible for timely submission of reimbursement claims to the
Development Partner. The reimbursement claims shall be submitted
promptly according to the time schedule agreed upon by GOB and
Development Partner or as determined by GOB as the case may be. Frequent
default or delay to submit claims by an agency or projects administration
would justify withdrawal of the facilities from that agency/project.

The operation of SA/RF shall be reviewed by GOB from time to time. If it is
found that any agency or project administration has not managed the SA/RF
satisfactorily or with due financial prudence and that withdrawal of such
facilities shall not affect the implementation of the project materially GOB
may withdraw these facilities from such projects.

Signed/-
DR. A. K. M. MASIHUR RAHMAN
Joint Secretary (Dev)
Finance Division.
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19. Procedure for Operation of Dollar Special Account (DOSA)
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20. Procedure for Operation of SAFE Account for Projects which have RPA
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21. Procedure for operation of convertible taka special account (CONT
ASA)

Finance Division
Development Wing

No. MF/FD/DRS/3/91/444(20) DATED: May 04, 1992

From: Mr. Md. Shareefullah
Joint Secretary (Dev)

To:  The Secretary/Addl. Secretary-in-Charge of
........................................ Ministry/Division

Subject: Procedure for operation of convertible taka special account (CONT ASA)
of IDA aided development projects under Government under Deptts/
Autonomous/ Semi-Autonomous Bodies (Revised)

The Government has decided, in consultation with IDA, to introduce a
Convertible Taka Special Account (CONTASA) for IDA aided autonomous bodies. It is,
however, to be noted that on going projects funded by IDA for which SAFE accounts has
been in operation since 1985 shall not come under the purview of CONTASA until a
review has been completed by the Government and IDA and both parties are in agreement
to change the status of projects currently operation under SAFE to allow them to operate
under CONTASA. The following procedures shall be applicable for the operation of
CONTASA.

1. Opening of the Account:

(@) With prior approval of the Finance Division and where permitted by the IDA
Development Credit Agreement, one project Executing Agency may open under
the title of the project one CONTASA WITH A COMMERCIAL BANK
(Explanation where more than one project executive agencies are involved, each
such agency can open one such CONTASA). CONTASA will be interest
bearing and convertible to foreign exchange as stipulated in 2 (i).

(b) The specimen signature of the Project Implementing Authority/Project Director
responsible for operating the account shall have to be attested by the Head of the
Deptt./Agency and the Administrative Ministry/Division in the specimen
signature card of the Bank.

(c) In cases where several drawing authorities are involved in a CONTASA, the
Administrative Ministry/Division may in appropriate cases, authorize them for
drawing from the CONTASA under intimation to the Finance Division. In such
cases, too, the procedure (b) shall have to be followed.
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2.

(@)

(b)

(©)

(d)

(€)

(f)

(@)

(h)

(i)

Procedure for depositing to and fund utilization from CONTASA:

Immediately after the deposit of foreign currency by IDA with the Bangladesh
Bank the latter shall transfer the Taka equivalent to the commercial bank for
crediting the same to the CONTASA of the project.

The Finance Division shall issue authorization showing budget allocation
against the project in the project aid head at the beginning of each financial year.
This authorization will show the respective head of account and the break up of
the fund for different phases of implementation of the same project given by the
Administrative Ministry/Division. The Administrative Ministry/Division could
revise this break-up, if necessary, and have revised authority issued by the
Finance Division reflecting the original authorization.

In case where expenditure in addition to the authorization is necessary, the
Administrative Ministry/Division may incur such additional expenditure with
prior permission and authorization from the Finance Division. The total
expenditure, including the amount of additional expenditure, shall not exceed
the amount available in the projects CONTASA.

In case of Project Concept Paper (PCP) approved/unapproved projects,
permission from the Planning Commission and Finance Division will be needed
for issuing authorization.

Project Director/Project Implementing Authority shall not pay any bill from
CONTASA unless authorization or additional authorization, as the case may be,
issued from the Finance Division against the project.

Payment from CONTASA shall be made on the basis of work done, goods
supplied, consultants services and training provided (for payment in foreign
currency, please see (j) below).

However, advance payment stipulated in the respective contracts could be made
from CONTASA for any work to be done, goods to be supplied, consultants
services and training to be provided so specified in the Development Credit
Agreement/Project Agreement or agreement.

The bill against which payment could be made available from CONTASA shall
contain attestation of the Project Director/Project Implementing Authority in
services and training provided. The Project Director/Project Implementing
Authority shall maintain accounts of each bill in a separate ledger.

The commercial bank shall send a month-wise report concerning CONTASA
maintained with them to the Project Implementing Agency. Administrative/
Ministry/Division, concerned Chief Accounts Officer and the Finance Division
in the first week of the following month. The Project Implementing Agency
shall prepare a statement of expenditure based on such report/account showing
the head of account and shall send it to the Chief Accounts Officer. The Chief
Accounts Officer shall make necessary entries in the Government Account
according to the report.
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(1)  All project expenditures eligible for IDA financing in local currency and any
expenditure in foreign currency up to US$ 50,000.00 equivalent or less shall be
met from CONTASA. The limits would be agreed with IDA for new IDA
project to be negotiated which require a CONTASA account based on the total
amount of each project.

(K) Proceeds of all IDA credit converted into Taka for deposit in CONTASA shall
be freely convertible and may be used to meet eligible expenditure in Taka as
well as in foreign currency subject to the provision stipulated in para "2 (J)"
above.

3. General Conditions:

(@)

(b)

(©

(d)

(€)

Distribution:

Project Implementing Agency/Project Implementing Unit (P1U) must submit
claims in Taka for reimbursement for the bills paid on monthly basis to IDA
immediately after the end of each month. The implementing agency must
reconcile the bank statement and submit both the reconciliation and bank
statements will replenishment applications in accordance with the intervals
specified in IDA's disbursement letter for each project.

All expenditure/payment under CONTASA shall be incurred/made as per
approved Project Proforma (PP) and terms and conditions of FCA and
Project Agreement.

At the end of the financial year Administrative Ministry/Division shall issue
an adjustment GO in respect of Autonomous and Semi-Autonomous bodies
showing therein project-wise ADP allocation, revised ADP allocation, Taka
received under CONTASA and expenditure thereof up to 30th June. If such
GO is not issued by the 31st July, no fund from CONTASA can be used
thereafter.

CONTASA shall be audited every year by the Foreign Aided Projects Audit
Department of the Government.

Instructions regarding interest accrued and bank charges in respect of
CONTASA shall be issued separately at a later date.

Sd/-
Md. Shareeef Ullah
Joint Secretary

1. Comptroller & Auditor General, Bangladesh

2. Governor, Bangladesh Bank, Dhaka.

3. Controller General of Accounts, Bangladesh

4. Director, Directorate of Audits, Foreign Aided Projects, AG Bhaban, Segunbagicha,

Dhaka.

5. Director, Foreign Aid Budget & Accounts Branch, ERD.
6. The Chief Accounts Officer of all concerned Ministries.
7. All Officers of this Wing.
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22. BRIDGE FINANCING FOR AIDED PROJECIS
GOVERNMENT OF THE PEOPLES REPUBLIC OF BANGLADESH
MINISTRY OF FINANCE
(External Finance Wing)

OFFICE MEMORANDUM

Subject: Bridge Financing for Aided Projects.

The undersigned is directed to say that increasingly the Government is required to
advance funds in foreign exchange for aided projects to provide down for general

guidance and action on the part of concerned agencies:

1. Bridge financing will be resorted to only in cases where project aid is not
immediately available but the expenditure is urgent and will be eligible for
reimbursement by project aid. This concerns expenditure in foreign exchange
which is required to be incurred by the recipient as an interim step and
reimbursement later. This may happen for various reasons. For example,
despite the signing of the agreement, project and may not become effective
because of non fulfillment of certain formalities but the expenditure cannot
wait. Project agreement may not have been singed though all formalities for
commitment have been completed, Goods are required to be procured urgently
while scrutiny of procurement by the Development Partner agency may take

some time in the court of the Development Partner agency.

2. The executing agencies in such cases will approach ERD for bridge financing.
In their request the executing agency will specify-(i) the loan or grant under
which the expenditure will be ultimately financed (ii) the provision in the ADP
to cover the expenditure (iii) the reasons for bridge financing (iv) the items of
expenditure to be financed (v) the amount of bridge finance proposed and the
duration for which it is necessary (vi) whether agreement on bridge financing

has been reached with the Development Partner.
3. E. R. D. will examine each request for bridge financing and ensure that:

Q) The expenditure for which bridge financing is requested is permissible
expenditure under project aid and reimbursement of such expenditure
has been agreed to by the Development Partner either in the project

document or informally.

(i) There is sufficient provision of project aid in the A D P in the relevant
columns. If there is no provision in the A D P concurrence of Planning
Commission for the inclusion of the requisite provision (against the
project in the ADP) must be obtained by the requesting executing

agency.

(iii)  Project aid has been committed or agreed to and reimbursement will be

forthcoming within a period of not more than 12 months.

4. On being satisfied on the above points and any other points relevant to specific
cases ERD, will recommend to the Finance Division release of specific
amount foreign exchange for specified work on a project accepted for bridge
financing. On scrutiny of the proposal, Finance Division will authorise
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Bangladesh Bank to provide interest free foreign exchange loan to the agency
needing bridge financing. Such authorisation will carry necessary counter-
guarantee for loans to be made by the Bangladesh Bank. At the same time
Bangladesh Bank will be authorised to appropriate the amount of foreign
exchange received in reimbursement of the expenditure incurred under bridge
financing relating to Project Aid, under intimation to the ERD, Finance
Division and the executing Agency, in order to liquidate the loan earlier given
by them.

As soon as project aid becomes available on the relevant loan agreement
becoming effective the ERD will ensure that the executing agency prefers its
claim for reimbursement by the Development Partner agency of the foreign
exchange bridge financing earlier provided. When reimbursement is claimed
by the executing agency it should be notified to Bangladesh Bank, Finance
Division and E.R.D. The Bangladesh Bank will furnish to the ERD and
Finance Division every quarter a statement on bridge financing provided and
reimbursement received. Reconciliation of bridge financing accounts should
be jointly undertaken by Bangladesh Bank, Finance Division and ERD every
six months. Failure to report on reimbursement of bridge financing within 12
months will result in automatic deduct on to an equal amount in taka currency
from A.D.P. provision for the project or from the total allocation for agency.
The E.R.D. will ensure that reimbursement of project aid bridge finance are
duly included in the accounts of foreign aid receipt and utilization to be sent to
the Accountant General for incorporation in the over-all accounts of the
Government.

Joint Secretary.

Distribution:

159



23. Matters Related to Visa for Foreign Nationals and Consultants
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(Expatriate  Consultants)
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24. Channels of Communication with Foreign Governments/
Organizations

Rules of Business, 1996 Rule 29-

29. Channels of communication with foreign government/agencies.

1) Except as provided sub-rule (3) below all correspondence made by a
Ministry/Division/Attached Department with the Government of a foreign country or a
foreign mission in Bangladesh or an international organisation, shall normally be
conducted through the Ministry of Foreign Affairs except in matters relating to the
utilization of agreed foreign assistance concerning the Ministry/Division:

Provided that by means of general or special orders to be issued by the Ministry of
Foreign Affairs direct correspondence may be allowed under such conditions and
circumstances as may be specified from time to time.

2 For direct contact by Ministries with foreign missions located in Bangladesh, the
following points are to be carefully observed:

(1) Representatives of foreign missions are required to call on officials of the host
Government and never vice versa,;

(if) Ministers, Ministers of State and Deputy Ministers should normally receive
only Heads of Missions, i.e., Ambassador/High Commissioners or Charge d'
Affairs;

(iii) Secretaries/Heads of Attached Department/ Head of Autonomous Bodies
should receive Heads of Missions i.e., Ambassadors, High Commissioners or
Charge d' Affairs. When the Head of Mission is not in Dhaka the second official
of the Mission in order of hierarchy may be received provided such officials are
not below the rank of Counsellor or First Secretary, and the business at hand is of
urgent nature.

(iv) Normally contacts with foreign Missions should be limited to the level of
Joint Secretaries who should receive the second official of the mission in order of
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ierarchy. They may receive the next official in rare cases provided such officials
carry the rank of First Secretary.

3) All requests to a foreign government or an international organization for economic
or technical assistance shall be made through the Economic Relations Division or Finance
Division, as the case may be, which shall correspond with the foreign government and
other international agencies, except in matters relating to the utilization of the agreed
foreign assistance concerning the Ministry/Division.

/
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25.  Brief on Infrastructure Investment Facilitation Company (I11FC)

Infrastructure Investment Facilitation Company (IIFC) is an advisory body of
Government of Bangladesh under the Economic Relations Division (ERD) of the
Ministry of Finance and the government’s recognized PPP expert of the country. It was
established to facilitate private sector investment in infrastructure of Bangladesh. IIFC
was incorporated in 1999 as a company limited by guarantee under the Companies Act
1994. It became operational in January 2000. IIFC's objective is to promote and facilitate
infrastructure projects in the country through Public-Private Partnership (PPP).

IIFC maintains a pool of staff and experts in PPP. It has employee strength of above 30
and operates by engaging local and expatriate consultants. Both the payroll staff and
retainers are renowned professionals in their respective areas of specialization and a large
number of them have experience of working overseas in multi-national and multi-cultural
teams.

The company has a seven-member Board of Directors. The overall policy making
decisions of IIFC are vested with the Board of Directors. The Board comprises of the
members who have a proven outstanding professional career record with high-level
management capabilities.

Three directors are from government; three from private sector and the Chief Executive
Officer is an ex-officio member of the Board. Secretary, ERD, is the Chairman of the
Board. While the Board of Directors provide broad policy guidelines, the company runs
with freedom, in day-to-day operations, to sign contracts and deliver services to clients on
a commercial basis

IIFC undertook a large number of infrastructure projects for private investment after
becoming operational in January 2000,. As a result of IIFC efforts, the telecom sector has
become a very active private investment area. It is also advancing well in a number of
other infrastructure sectors such as ports, power, bridges, economic zones and energy.
IIFC is also advocating to the government for framing policies towards creating an
enabling environment for the private sector.

The way I1FC works:

IIFC usually searches for projects where private investment can be attractive. Once they
identify a viable business opportunity, they reach agreement with the relevant government
ministry or agency for developing the opportunity for private investment under a suitable
framework. After an agreement is reached with the government ministry/agency for
developing a project for private sector participation, they engage the consultants to carry
out the project development work. The consultants and IIFC’s core staff work closely
with the relevant government ministries or agencies for developing the project for private
participation. IIFC also assists the Government of Bangladesh in creating an enabling
environment for PPP in developing infrastructure of the country. The aim is to reduce
demand for public fund and channel it towards the social sector where public resources
are required most. They are driven by the belief that the Government's role in
infrastructure should largely be limited to areas where there is no demonstrable
willingness from private sector for carrying out a particular infrastructure project. Fore
more information, please visit: www.iifc.net
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26. Brief on Infrastructure Development Company Limited (IDCOL)

Infrastructure Development Company Limited (IDCOL) was established on 14 May 1997
by the Government of Bangladesh (GOB). The Company was licensed by Bangladesh
Bank as a non-bank financial institution (NBFI) on 5 January 1998. Since its inception,
IDCOL is playing a major role in bridging the financing gap for developing medium and
large-scale infrastructure and renewable energy projects in Bangladesh. The company
now stands as the market leader in private sector energy and infrastructure financing in
Bangladesh.

IDCOL is managed by an eight-member independent Board of Directors comprising four
senior government officials, three prominent entrepreneurs from the private sector and a
full time Executive Director and Chief Executive Officer. Secretary, ERD is the
Chairman of the Board of Directors. It has a small and multi-skilled work force
comprising economists, financial and market analysts, engineers, lawyers, IT experts and
accountants. IDCOL's stakeholders include the government, private sector, NGOs,
multilateral institutions, academics and the people of Bangladesh at large.

Mission and Values
IDCOL's mission is to promote economic development in Bangladesh by encouraging
private sector investment in energy and infrastructure projects. IDCOL's values include:
e Global standard and competence: IDCOL is committed to deliver financial
services to the clients maintaining global standards and competence;

e Transparency and integrity: IDCOL believes in maintaining transparency and
integrity in all activities performed by the Company; and

e Social responsibility: IDCOL is dedicated to perform as a development financial
institution that articulates social responsibility.

Products & Services
Currently, IDCOL is involved in five distinct programmes:

e Financing and arranging finance for large and medium sized infrastructure
projects implemented by private sector;

e Working as Facility Agent and Security Trustee under projects;

e Refinancing of micro-credit provided by NGOs / MFIs and other private entities
for promotion of renewable energy;

e Channelling grants and technical assistance for rural infrastructure;

e Providing financial advisory services to both financial institutions and project
SponNsors;

e Organizing training courses on project finance and financial modelling.

Please visit www.idcol.org for detailed information.
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