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Rural Development Project
(Government of Georgia, the World Bank and International Fund for Agricultural Development)

RURAL CREDIT GUIDELINES
Article 1. General Conditions

Section 1. INTRODUCTION

1. The Government of Georgia (the Borrower) entered into a Development Credit Agreement with
the International Development Association (hereinafter called the "IDA") on 28 May, 2005 and Project
Financing Agreement with the International Fund for Agricultural Development (hereinafter called the
“IFAD”) on June 29, 2005 for the financing of a Rural Development Project (hereinafter called the "Project").

2. One of the components of the project is a Rural Finance Services. The resource allocated to the
credit line under this component, amounting to about USD 16.2 mln. equivalent (where the IDA’s part is
SDR 4.8 mln -approx. USD 8.2 mln. equivalent and IFAD’s part is SDR 4.7 mln. approx. USD 8.0 mln,
equivalent), is aimed to finance short-, medium- and long-term credits for investments and working capital,
with the objectives of:

(a) providing bank and non-bank financial institutions with additional capital for lending to agriculture, and
(b) strengthening the institutional capacity of bank and non-bank financial institutions to lend for rural
investment, and the financial sustainability of non-bank financial institutions operating in rural areas.

3. According to the Development Credit Agreement entered into between IDA and Georgia and the
Project Financing Agreement entered into between IFAD and Georgia, the Credit Line has been divided into
two sub-components, namely:

(@) Sub-component A - a commercial bank credit line to finance sub-loans to sub-borrowers under the
terms and conditions specified in Subsidiary Loan Agreement and these RCGs;

(b) Sub-component B — a credit line for non-bank financial institutions to make small and micro-loans
to agricultural clients under the terms and conditions specified in respective Subsidiary Loan Agreement and
these RCGs.

4. Initially, US$ 10.4 million equivalent (64.2 % of the Credit Line) has been allocated for sub-component
A, and US$ 5.8 million equivalent (35.8% of the Credit Line) for sub-component B. The initial allocation may
be revised during the project implementation period, based on actual demand. The terms and conditions for
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lending, eligibility criteria, etc. under sub-component A are described in chapters V and VI of the RCG,
below.

5. The following guidelines regulate the disbursements of funds from Credit line to banking institutions
within the A sub-component:

(a) Terms and Conditions of the Credit Line;

(b) Project participation criteria;

(c) Other issues related to the Credit Line.

6. The funds disbursement under sub-component B will take place after the adoption of the Law on Non-
bank financial institutions and joint approval of the Credit Guidelines for above-mentioned institutions by
the Ministry of Agriculture and Ministry of Finance.

7. The Ministry of Finance (MOF) on behalf of the Borrower will channel the funds from the Credit Line
to ultimate Project beneficiaries through eligible participating financial institutions in accordance with the
terms and conditions of Subsidiary Loan Agreements to be signed between the Ministry of Finance and each
eligible financial institution.

8. These Rural Credit Guidelines (RCG) provide detailed instructions and guidance to the participating
financial institutions (PFIs) and to all other participants in Project implementation on the operational
modalities, rules and regulations applicable to the management of the financial resources from the IDA and
IFAD financed Credit Line and the additional counterpart funding that will be provided by the Government
of Georgia. Utilization of financial resources provided under the Project should comply with these Rural
Credit Guidelines.

Section 2. DEFINITIONS

1. For a better understanding of the Rural Credit Guidelines, the following definitions will apply:

a) “Assignment Agreement” means an agreement between the PFI and the MOF which grants a
contingent assignment to the MOF of all the PFI’s rights, title and interests in and to a sub-loan, to secure
repayment of the sub-loan;

b) "Credit Line" means the proceeds of the Credit from the International Development Association and
from the International Fund for Agricultural Development made available by the Government of Georgia to
participating financial institutions for the purpose of implementing the credit line components of the Project;

c) "Development Credit Agreement" or "DCA" means the agreement signed on 28 May, 2005 between the
Government of Georgia and the International Development Association for the purpose of financing the
Rural Development Project;

d) "Free Limit Sub-loan" means a sub-loan less than US$ 300,000, or equivalent, made by a PFI for
financing of a sub-project, which is not a subject of the World Bank prior review or “No-objection”
procedures; within the “free limit” PFIs would have full autonomy in sub-loan approval for eligible
investments;

e) “Grace Period” means the period of time during which the principal amount of a Subsidiary Loan or
Sub-Loan is not subject to repayment. Normal interest payments should be made during the grace period;

f) “Interest rate” means the rate expressed as a percentage per annum charged on a Subsidiary Loan or
Sub-Loan;

g) “Investment Loan” means the long-term (more than two years) Sub-loan furnished to finance
acquisition of property, equipment, premises, and other capital assets or financing of any other investment
activities;

h) “LIBOR” means the London Interbank Offered Rate for six-month deposits of US Dollars, calculated
based on the average half-year 6M LIBOR;

i) “Project Financing Agreement” or “PFA” means the agreement signed on 29 June, 2005 between the
Government of Georgia and the International Fund for Agricultural Development for the purpose of
financing the Rural Development Project;

j) “MOF” means the Ministry of Finance of Georgia;
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k) “NBG” means the National Bank of Georgia;

1) “Negative pledge clause” means a negative covenant stating that the PFI has no right to pledge any of
its assets if this gives less security to this PFI’s lenders. For the purpose of activities envisaged under these
Rural Credit Guidelines, negative pledge agreements are those concluded between participating commercial
banks and international financial institutions or other financial institutions that have credit ratings of AA (or
equivalent) and above assigned to these financial institutions by the key rating agencies (Standard&Poor’s,
Moody’s and Fitch);

m) “Participating commercial bank” or “PCB” means a commercial bank, which is established and
operating according to the Georgian legislation and requirements and regulations of the National Bank of
Georgia, which meets and continues to meet the Project eligibility criteria as set forth in Section 4 of this
RCG;

n) "Participating Financial Institution" or "PFI" means a commercial bank, which shall have been selected
for the provision of Sub-loans under Part B.1 of the Project, in accordance with the criteria and procedures
set forth in these Rural Credit Guidelines;

o) "PCC" means the Agriculture Development projects’ Coordination Center, which is a legal entity
established by the Decree of the President of Georgia No 149 of 23 April, 2001 for the purpose of
implementation of agriculture projects or any successor thereto designated to carry out the Project;

p) "PIU" means the Project Implementation Unit, established under the PCC, which is responsible for
day-to-day management of the Project;

q) “Principal amount” means the face amount of a Subsidiary Loan or Sub-Loan on which interest
accrues;

r) "PFI Revolving Account” means auxiliary records maintained by each PFI which would reflect the
dates and amounts of the sub-loan principal collected by each PFI and the use of these funds for:

ra. financing of additional sub-loans to eligible beneficiaries as stipulated in the RCG; and
r.b. repayment by PFI of subsidiary loan principal;

s) “Project Revolving Fund Account” means the account established by the PCC on behalf of the
Borrower into which all repayment of principal from Subsidiary loans extended to PFIs shall be deposited.
The amounts accumulated on the “Project Revolving Fund Account” shall be used to provide the Subsidiary
loans according to the RCGs. The Project Revolving Fund Account shall exist for ten years, after which all
repayments by PFIs (interest, principal, other amounts withdrawn from PFIs in cases specified in these Rural
Credit Guidelines) shall be made to the budget;

t) "Rural Credit Guidelines" or "RCG" means the compendium of rules and regulations, including its
annexes, approved by MOF and MOA and satisfactory to the IDA and IFAD, which are applicable to the
management of the financial resources available under Part B.1 of the Project, as described in Schedule 4 of
the Development Credit Agreement;

u) “Sub-borrower” means a private person or a legal entity who is engaged or intends to be engaged in
agriculture related economic activities and to which a PFI proposes to make or has made a sub-loan under the
Part B.1 of the project;

v) "Sub-loan Agreement" means any of the agreements entered into between PFIs and sub-borrowers for
the purpose of financing sub-projects;

w) "Sub-loan" means a loan made or proposed to be made by a PFI to a sub-borrower, in accordance with
the Subsidiary Loan Agreement and in compliance with the RCG, for the purpose of financing all or a portion
of the costs for carrying out of a Sub-project;

x) "Sub-project" means a specific project or investment, to be carried out by a sub-borrower utilizing the
proceeds of a Sub-loan;

y) “Subsidiary Loan Agreement" means any of the agreements entered into between the Ministry of
Finance (MOF) on behalf of the Borrower and a PFI, for the purpose of implementing the Part B.1 of the
Project;
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z) "Subsidiary Loan" means the total amount of principal in US$ withdrawn by the PFI in accordance
with the terms and conditions of the Subsidiary Loan Agreement, and outstanding from time to time;
aa) "US$" or "US Dollar" means the lawful currency of the United States of America.

Section 3. ELIGIBILITY CRITERIA AND PROCEDURES FOR
SELECTION OF PFIs

1. In order to be a Participating Financial Institution (PFI), commercial banks must undergo due
diligence by the World Bank and if accepted as PFI, they have to meet at all times a set of financial and
management criteria listed under “Article II” below, and must have signed (a) a Subsidiary Loan Agreement
(SLA) and (b) Assignment Agreement with the Ministry of Finance (MOF) unless they have negative pledge
agreements.

2. Following a request for expressions of interest, applicant PFIs will be individually reviewed by the
International Development Association (IDA), International Fund for Agricultural Development (IFAD) and
the Borrower, with particular attention to their overall lending capabilities, and financial and portfolio
performance. To be selected the PFI must have a satisfactory financial and management structure, satisfactory
risk-based capital adequacy, acceptable asset quality and lending performance, adequate liquidity, and the
organization, management, technical staff and other resources necessary for the efficient carrying out of its
operations. The same standards shall be used by the PIU in consultation with NBG to monitor the continued
eligibility of currently operating PFIs.

Article I1. Commercial Banks

Section 4. Eligibility Criteria.

To participate in the Project, a commercial bank will be required to meet the following, but not limited to,
criteria, namely, that such an institution:

a). General Criteria:

a.a) Is legally registered as a commercial bank, is in compliance with all banking laws in Georgia, and

NBG has not set any restriction on any type of its banking activities.

a.b) Is deemed to have “fit and proper” ownership and management, including full compliance with
NBG requirements for significant shareholders and senior management.

a.c) Undergoes an annual audit of its financial statements, conducted in accordance with the
International Standards on Auditing (ISA), and International Financial Reporting Standards (IFRS) by
independent external internationally recognized auditors acceptable to IDA and the IFAD, and has no
material qualification by auditors for each of the 2 preceding years.

b). Financial Criteria:

b.a) Have no arrears or default on any loan or any other borrowing from any domestic or international
commercial or development institution, and/or no loan restructuring caused by negative financial situation.

b.b) Has a positive net income for the current and immediately preceding financial years, as reflected in
the financial statements audited in accordance with ISA and IAS.

b.c) Meets the minimum requirements needed to satisfy the national standards for CAMEL I or CAMEL
IT ratings, as determined by the NBG as of the date of signature of this Subsidiary Loan Agreement. This
method of applying the CAMEL rating towards determination of the commercial banks’ eligibility may be
subject to revisions reflective of the evolution of NBG’s approach towards the CAMEL rating assignment.

b.d) Meets the following prudential ratios and requirements set by the NBG (table 1) or as they shall be
amended from time to time by the NBG. In determining the course of action against a PFI resulting from the
PFI's failure to fulfill any of these ratios, the views of the NBG will be taken into consideration

Table 1: The Main Prudential Ratios and Requirements of the NBG'

Regulation Norm

Regulatory capital? >=Lari 7.8 million
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Tier 1 Capital/Risk weighted assets >=8%
Regulatory Capital/Risk weighted assets >=12%
Total exposure to single insider/Regulatory capital <=5%
Total exposure to all insiders/Regulatory capital <=25%
Total exposure to one outsider/Regulatory Capital <=15%
Total exposure to connected persons/Regulatory Capital <=25%
Total largest loans/Regulatory Capital <=200%
Total unsecured loans/Total loans <=25%
Liquid Assets/Total liabilities >=30%
Avarage monthly liquid assets/Average monthly liabilities >=30%
Current assets/Current liabilities >=90%
Investments/Regulatory Capital <=50%
Net value of Fixed Assets+Investments/Regulatory Capital <=70%
Total open currency position/ Regulatory capital <=20%

1 From time-to-time NBG may add or make amendments of ratios or any other requirements

2 Minimum capital requirement will increase to 12 million lari by December 315t 2008. Increase by 1.4 million lari
per year.

c. Managerial Criteria:

c.a) Has a Supervisory Board, responsible for setting overall bank policy and conducting appropriate
oversight of the bank's operations;

c.b) Has a sound business plan and appropriate, well-documented budgeting and budget control
procedures;

c.c) Has sound, well-documented lending policies and procedures;

c.d) Has satisfactory, well-documented internal control and audit procedures, confirmed by external
auditors;

c.e) Is not exposed to undue interest or exchange rate risk, as confirmed by annual audited financial
statements;

c.f) Has an internal reporting and management information system capable of providing sufficient
information to manage the bank's operations, performance and risks;

c.g) Has the necessary staff, knowledge, physical and other resources to implement its business plan and
manage its operations.

c.h) Has a satisfactory loan monitoring/reporting system and information system.

d. Other Criteria:

d.a) Has the necessary staff, knowledge, physical and other resources to implement the credit line under

the Project; or has made clear plans to strengthen these elements of its capacity, and has assigned staff for
coordination and overall monitoring of Sub-loan operations;

d.b) Has the capacity to undertake Environmental Impact Analysis and environmental monitoring or
credible plan to develop this capacity;

d.c) Has agreed to provide periodic information on Project implementation in a standardized format and
as specified in the RCG.

e. Recognition of Eligibility. Each commercial bank that meets the above criteria for project participation
will be issued a formal acknowledgement to this effect, and will sign with MoF the Subsidiary Loan
Agreement.

Section 5. PRINCIPAL TERMS AND CONDITIONS OF SUBSIDIARY LOAN AGREEMENT
1. Principal Amount. The principal amount of a Subsidiary Loan which shall be due and repayable by a
PFT shall be equivalent, in US$, of the aggregate amount of withdrawals made by the PFI from the Credit

Line, in accordance with instructions in paragraph 11 of this Section.

44



2. Loan Repayment. The principal amount of a Subsidiary Loan, in US$, shall be repaid by the PFI over a
period of 10 years with equal installments to be repaid starting from the end of year 4 through the end of the

Subsidiary Loan term for commercial banks. Repayment will be for the full amount advanced with interest
payable on a declining balance.

3. Interest Rate and Repayment Terms. The Subsidiary Loan shall be charged, on the principal amount
thereof, withdrawn and outstanding from time to time, a variable (floating) interest rate determined on the
following basis: the interest rate on a Subsidiary Loan denominated in US$ will be at a floating rate, to be

adjusted semi-annually, of LIBOR plus 2.0 percentage points spread. The interest rate on USD denominated
Subsidiary Loans should be adjusted semi-annually, on February 1 and on August 1, based on the average
retroactive half-year period 6-month LIBOR.

4. The PIU shall notify the PFI of the interest rate adjustments at the beginning of each interest rate
period not later than within 15 days. The interest payments on US Dollar denominated Subsidiary Loans
should be paid by PFIs to the Ministry of Finance semi-annually.

5. The PFIs will assume the full credit risk on all sub-loans financed under the project.

6. Maximum Subsidiary Loan Size for commercial banks. For the first six months from the date of signing
of the Subsidiary loan Agreement, the maximum allocation to any single PFI shall not exceed US $ 1.0
million equivalent. For those PFIs which have not fully utilized their initial allocation at the end of the first
six months, the unutilized amount will be available for withdrawal by any PFI.

7. The maximum cumulative withdrawals for a PFI shall not exceed US$ 2.5 million or 25%, of it’s
Regulatory Capital, whichever is lower, subject to the provision that the maximum aggregate authorized
balances of all Government funds related to the World Bank projects or co-financed projects in the bank shall
not exceed 25% of the bank’s total liabilities (excluding shareholders’ funds) provided that this amount shall
not exceed 100% of the bank’s shareholders’ funds (total equity).

8. Revolving of Project Funds

Any amount of principal repaid by sub-borrowers on account of sub-loans made through commercial
banks, which is not immediately needed for repayment of the Subsidiary Loan to MOF, shall be kept by PFIs
in separate revolving account in cash. The funds accumulating in this revolving account should be utilized by
PFIs to finance additional sub-projects aimed at pursuing the objectives of the Project, and which conform to
the agreed terms, conditions and eligibility criteria for the Project as detailed in the Subsidiary Loan
Agreements and the RCG. In addition, the cumulative outstanding balance on the PFI Revolving Accounts
should be not more than the average size of the sub-loans issued by the PCB, or USD 250,000 whichever is
lower. If the balance on the PFI Revolving Accounts is greater than aforementioned amount and has not
been used for a period of six months, the PCB will have to repay the whole unutilized amount of the
Subsidiary Loan placed on the PFI Revolving Accounts, within the five working days after the end of the six
months period, to a Project Revolving Fund established by the Borrower. The funds accumulated in the
Project Revolving Fund shall be again used for the financing of the Subsidiary Loans to eligible PCBs. The
status of utilization of the PFI Revolving Account will be monitored by the PIU at the end of each month.

9. PFT’s contribution. The PFI shall be required to contribute towards sub-project costs, from their own

resources, no less than 10% co-financing of the total project cost during the first 12 months of Project
implementation, and 20% co-financing for the second year of the Project and thereafter.

10. At least 90% of the total amount to be made available by the Borrower to each PFI out of the proceeds
of the Credit Line should be used for the financing of investment activities, and at most, 10% for working
capital financing.

11. Applications and Disbursements from the Credit Line. Periodically, as stated in these Rural Credit
Guidelines, stipulated in the Subsidiary Loan Agreement and agreed between the PFI and the PIU, PFIs will

prepare Requests for Disbursement (RfD) as the basis for drawing on the credit line. The procedures and
information to be submitted with these Requests for Disbursement are as follows:
a) Separate Requests for Disbursement shall be submitted for each sub-loan.
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b) Initial requests for Disbursement should be accompanied by Sub-project Information Sheets
(Attachment 1) which describe: the name and address of the sub-borrower, the activities in which the sub-
borrower engages, the loan amount requested, the intended use of the loan, the total cost of the proposal and
the method of financing (including the PFI’s and sub-borrower’s contribution and any grant funds involved),
the proposed period of investment, a copy of the loan appraisal with relevant financial analyses and
projections, the terms of the sub-loan (repayment period, grace period, interest, fees charged), and an
environmental assessment of the sub-project based on RCGs.

c) On receipt of the Request for Disbursement and accompanying documentation, the PIU shall promptly
review the Request and accompanying documentation to ensure that it complies with project guidelines.

d) Where the request complies with project guidelines, the PIU shall inform the PFI in writing of its
approval and arrange for transfer of 100% of the eligible funds from the Credit Line Account (commercial
banks) to the account of the PFI.

12. Accounts. PFIs would maintain separate subsidiary loan account for the Credit Line (sub-component
A) withdrawn by the PFIs and also separate sub-loan accounts for each sub-project financed under the SLA.

13. Each PFI will designate an authorized representative to work with the Project, and to authorize
relevant transactions.

Article 3. ELIGIBILITY CRITERIA, APPROVAL PROCEDURES AND PRINCIPAL TERMS AND
CONDITIONS OF SUB-LOANS

Section 6. Commercial Bank Credit Line

1. Commercial banks will provide access to investment and working capital for small and medium sized
producer organizations and private businesses involved in the production, processing and marketing of
agricultural produce.

2. Maximum Loan Amount. The maximum single loan for any sub-project shall not exceed $500,000, of
which no more than 10% should be for financing of working capital and the maximum cumulative loan
amount to a single sub-borrower to finance a Sub-project under the sub-component A, for both investment
and working capital, shall not exceed US$ 750,000 equivalent, and shall not exceed the single exposure limits
set by the NBG.

3. Free Limits Sub-Loan and prior review and no objection of the World Bank.

a) The first three sub-loans made by each of the commercial banks, irrespective of the amount of the loan,
will be subject to World Bank prior review and no objection to ensure that all project criteria are understood
and respected. For the first three sub-loans deemed suitable by the PFI for approval, the PFI will submit to
the WB Task Manager a copy of the loan application and business plan of the loan applicant, and full details
of the loan appraisal and proposed loan offer.

b) Subsequent sub-loans of more than $ 300,000, or equivalent, will also be subject to a prior review and
no-objection by the World Bank Task Manager; plus any sub-loans where cumulative borrowing exceeds
$500,000.

c) Subsequent sub-loans less than $ 300,000, or equivalent, will not be subject to the World Bank review
or no-objection procedures.

d) The criteria for the World Bank review and no objection are presented in Attachment 3.

4. Terms and conditions for sub-loans. The PFIs will be free to set their own terms and conditions for sub-

loans based on the market conditions/ according to the best commercial practice. From the outset the PFI
should provide the sub-borrower with exhaustive and explicit information on on-lending modalities
(including all fees, commissions, etc).

5. Eligible Beneficiaries:

a) Registered individuals or legal entities (joint stock companies, co-operatives, associations, partnerships,
or any other legal or natural form) which demonstrate operation or intention to engage in the relevant
activity in the rural areas.
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b) Any legal entity must be privately owned, and controlled and managed on a commercial basis. The
enterprise must be creditworthy; have a satisfactory financial structure, organization, management, and staff;
and have a financial and other resources needed to carry out the activities and investments to be financed
under the RDP.

c) All proposed sub-projects should be supported by environmental impact analysis completed according
to the Environmental Management Plan and Environmental Guidelines for Project Loan Activities, which
demonstrates that the proposed sub-project complies with all environmental regulations and will have no
adverse environmental impact.

d) Owners and management of the enterprise must be “fit and proper” and able to exercise good
governance.

6. Criteria for Selection and Appraisal of Sub-projects. PFIs are responsible for identifying prospective sub-

borrowers, and for following the eligibility criteria for investments and sub-loan beneficiaries described in
the Subsidiary Loan Agreements and the RCG. Except as indicated in paragraph 3 of the Section 6 above, PFls
would have full autonomy in sub-loan approval for eligible investments.

7. The appraisal of applications for sub-loans should be based on the following information and analysis:

a) Financial Criteria:

a.a) The availability of reliable financial statements, including income and expenditure statements and
balance sheets;

a.b) An assessment of creditworthiness;

a.c) An established business with a positive cash flow after debt servicing;

a.d) The ability to finance at least 20% of the proposed investment from own funds;

a.e) A debt service coverage ratio of no less than 1.3 (calculated annually) over the life of the sub-
project, calculated on the basis of the borrower's total debt outstanding;

a.f) A debt to equity ratio for the duration of the Sub-project of not more than 3:1 (including Sub-loan).

b) Business Plan Criteria:

b.a) An appropriate organization and a management structure;

b.b) Adequate technical ability in the field of the proposed business

b.c) A technically feasible proposal;

b.d) A commercially viable proposal (test internal rate of return (IRR) against current prices);

b.e) An acceptable scale of operation (availability of local materials and size of proposed market)

b.f) A detailed investment proposal (if investment loan);

b.g) Appropriate specification and design (if investment loan);

b.h) Current costs (based on quotes, wherever possible) (if investment loan).

c) The assessment of sub-project should also verify that the proposal is technically feasible and
financially and economically viable, and that proposal is designed with appropriate health, safety and
environmental standards which fully comply with laws and regulations of Georgia. Guidelines for sub-loan
appraisal by PFIs are presented in Attachment 2.

Section 7.  General Conditions Applicable to all RDP Sub-loans and Sub-loan Agreements

1. The Activities Eligible for financing:

a) Eligible activities include all investments that will lead to increased agricultural production in the
project area (increasing of quality, production and/or sales of food and agricultural products and
commodities). In addition to on-farm production (crops, livestock, fruit, vegetables, vineyards, etc.), this
includes (but is not restricted to) agro-processing, investment in sorting, grading and packaging; storage and
cold storage; marketing of agricultural commodities, agricultural inputs (supply or production of
agrichemicals, machinery and equipment, planting materials, etc.) or related agri-business activities including
promotion of services. The project would give preference to loans for existing activities.
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b)  The financed sub-project should demonstrate direct or indirect impact on the poverty reduction in
rural areas (e.g. improving of living standards through creation and financing of income generated activities,
increasing of agricultural productivity, employment, average salaries, etc.).

2. The Activities Not Eligible for financing.

The following activities will not be eligible for financing from the credit line for commercial banks:
dwelling construction or improvement, the refinancing of any existing debts, and the production, processing
and trade of tobacco and tobacco products.

3. Sub-borrower's Participation.

Sub-borrowers under the commercial bank credit line shall be required to contribute towards sub-project
costs, from their own resources, in cash or in kind, no less than 20% co-financing of the total project cost.

This contribution must be in addition to any grants received. This requirement will be verified by the PFI
and checked by the PIU staff responsible for supervision of the PFIs and the credit line.
4. Choice of Currency of Sub-loans. Sub-loans to sub-borrowers would be denominated and repayable in

currency determined by the sub-borrower and the PFI at the time of signature of the sub-loan agreement
with the PFL
5. Approval Procedures for Sub-loans above the Free-limit.

PFIs will furnish to the PIU for review and submission to the IDA, an application, in the Summary Report
format described in Attachment 2, which will include:

a) a description of the sub-borrower including financial information,

b) information on the appraisal of the sub-project, including a detailed description of the expenditures
proposed to be financed out of the proceeds of the credit line,

c) the proposed terms and conditions of the sub-loan, and

d) any other information that the PFI considers necessary for the review of the sub-project proposal. PIU
and IDA reserves the right to request the PFI to furnish additional explanations and clarifications in case the
information contained in the Summary Report is not adequate for decision-making.

6. Sub-project Information Sheet. PFIs will prepare for each approved sub-project an Information Sheet

(in the format described in Attachment 1) and submit one copy to the PIU prior to PFI's request for
withdrawal of funds from the Credit Line. One copy of the Information Sheet will be kept in the Project File
in PFI's head office and one copy will be filed in the sub-borrower's document file kept in the PFI branch
office responsible for servicing the sub-loan, and one copy will be retained by PIU.

7. Accounts and Record-keeping. PFIs have to establish in their accounting systems appropriate

accounting codes to permit identification of sub-loans made under the Project. Separate codes should be used
for sub-loans according to the currency of denomination. PFIs will retain, until at least one year after the
IDA and IFAD has received the audit report for the fiscal year in which the last withdrawal from the Credit
Line account was made, all records pertaining to the subsidiary loans and sub-loans made by each PFI
including accounts, contracts, orders, invoices, bills, receipts and other documents evidencing sub-loan
expenditures.

8. _Audit. The accounts and any additional records to be maintained by the PFIs should be adequate to
reflect, in accordance with sound accounting practices, the operations, resources and expenditures in respect
of the Credit Line operations under the Project.

9. In compliance with the terms and conditions of the Subsidiary Loan Agreement, the PFIs shall ensure
that, following the audit of the PFIs financial statements for each fiscal year, their external auditors will
furnish a separate auditors' report on the accounts and records relating to the Project.

10. Environmental Standards. During sub-project appraisal PFIs must ensure that proposed sub-projects
financed under the commercial bank credit line are in compliance with all environmental laws and standards

of Georgia, as certified by the relevant local or national authorities of Georgia, and the Environmental
Guidelines of the RDP Credit Component. All relevant documents on observance of environmental standards
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should be kept in each sub-borrower's document file maintained by the PFI, and be made available for
review by PIU, IDA representatives and PFI auditors.

11. All sub-loan agreements signed between PFI's and sub-borrowers shall include, inter alia, the
following provisions to protect PFI's interest and those of the Government of Georgia, IDA and IFAD. Sub-
borrowers shall be required to:

a) Carry out the Sub-project with due diligence and efficiency, in conformity with appropriate technical,
economic, financial, environmental and commercial practices, to maintain adequate records and to provide,
promptly as needed, the funds, facilities and other resources required for the purpose;

b) Permit the PFI's authorized representatives, by themselves or jointly with representatives of IDA and
PIU, to inspect the goods and the sites, works, plans and construction included in the Sub-project, the
operation thereof and any relevant documents and records;

c) Provide the PFI and PIU with all such information, as shall be reasonable to request, relating to the
foregoing and to the administration, operation and financial condition of the sub-borrower and to the
benefits to be derived from the sub-project;

d) PFI shall preserve its right to terminate the right of the sub-borrower to the use of the proceeds of the
sub-loan upon failure by the sub-borrower to perform its obligations under the sub-loan agreement with the
PFI.

Section 8 REPORTING REQUIREMENTS, PROJECT MONITORING and SUPERVISION

1. The PIU will have day to day responsibility for overseeing and monitoring the implementation of the
Credit Line of the Project and for ensuring that intended beneficiaries are indeed receiving support. This will
include site visits to the sub-projects and meetings with borrowers, as and when considered appropriate by
PIU staff with prior informing of PFI.

2. In addition to the information to be furnished to PIU in accordance with paragraph 11 of Section 5,
paragraphs 6, 9 and 10 of Section 7, PFIs will be required to submit to PIU periodic progress reports in
accordance with uniform reporting formats that will be prescribed by PIU. The accounting codes established
under paragraph 7 of Section 7 above will facilitate the preparation of the financial information required for
the Project Progress Reports and other reports, and for the monitoring of lending operations financed under
the Project.

3. Oversight and Reporting for Participating Commercial Banks: The PCBs should submit to the PIU the
following information:

a) Unaudited quarterly financial reports in NBG financial reporting format, not later than 30th day after
the end of each quarter;

b) Certified copies of annual financial statements, audited in accordance with the requirements specified
in Section 4 and the management letter provided by the auditors, not later than 120 days after the end of
each financial year;

c) The delinquency classification on the Project portfolio, not later than 30th day after the end of each
quarter;

d) Statement of the balance on the revolving accounts, not later than 10th day after the end of each
month;

e) Any other information which IDA, IFAD and PIU would reasonably request.

4. Compliance with the Project eligibility criteria will be monitored by the PIU continuously based of the
disbursements requests, quarterly and annual information and other information periodically received from
PCBs. Where necessary, this assessment may be supplemented with further information from the NBG.

5.  Oversight of the Sub-loans Extended to Final Beneficiaries by Participating Commercial Banks.
Participating commercial banks are expected to comply with Project criteria for use of the credit line at all
times. Compliance will be monitored on the following basis.
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a) The commercial bank will nominate an authorized representative to be responsible for management
and oversight of the credit line, and for reporting and liaison with the PIU.

b) Not later than the date of signing of the loan agreement for a Sub-loan, the PFI will establish a
complete credit file for the Sub-loan which shall include all external and internal correspondence, all
supporting documentation and the final drafts of the risk analysis and financial projections of the Sub-loan.

c) The PFI will maintain in the credit file copies of all disbursement requests, supporting documentation
for disbursement requests, receipts and monitoring reports.

d) The PFI will obtain regular financial information from the Sub-borrower (quarterly balance sheets,
income statements and cash flow statements)

e) The PFI will submit a joint Statement of Expenditure (SOE) for all sub-projects to the PIU, as per the
format in Attachment 3, on a quarterly basis. These SOE’s will summarize the relevant sub-project
expenditures, with a signed statement that these expenditures have been authorized by the PFI. The PFI will
keep the copies of the invoices for the relevant expenditures supporting the SOE for the duration of the
project.

f) The PFI will submit quarterly reports to the PIU on the loan activities associated with the credit line.
Each quarterly report will include a schedule of all loan applications approved during the quarter which
details: the name and address of the applicant, the amounts requested and approved, the stated purpose of the
loan, the location of the proposed investment, number and date of the loan and collateral agreements.

g) For each loan approved by PCB, the report will note the current status of loan repayments (principle
and interest). Where repayments are in arrears, the report will note the amount in arrears, the number of
days overdue and the action being taken to redress the problem. Based on this report, the PIU will assess the
extent to which loan activity is in compliance with the project objectives, and the status of the project loan
portfolio.

h) Copies of the loan and collateral agreements of sub-projects approved and financed by the PFI during
the quarter will also be submitted with the quarterly reports provided to the PIU, attaching the letter as per
format prescribed in Attachment 4.

i) The PFI will submit to the PIU quarterly report on the aggregate loan portfolio financed under the
WB/IFAD, as per format in Attachment 5.

j) The PIU will also meet with the authorized representative of the commercial bank who is responsible
for the project credit line, to review progress and discuss any relevant issues.

k) The World Bank and IFAD project management team will also review loan procedures and the status
of existing loans during review missions, including visits to project beneficiaries in coordination with PFI.

6.  Suspension and Exit of Participating Commercial Banks. A participating commercial bank will be
suspended from the project, and lose its right to utilize project funds for future commitments, for any or all of
the reasons specified below. Project participation may be re-instated subsequently, provided that the relevant
problems have been redressed within a pre-specified time period.

a) Where the commercial bank is found to be using the credit line in a manner which is inconsistent
with the objectives of the project, or does not respect World Bank and IFAD procedures, the commercial
bank will be asked to rectify these errors by a deadline specified by PIU. Non-compliance with project,
World Bank or IFAD procedures will include, inter alia: use of the credit line for ineligible activities or
borrowers, non-respect of the terms and conditions specified in the sub-loan agreement, late or inappropriate
reporting to the PIU, or violation of the any of the requirements given in the paragraphs 6, 9 and 10 of
Section 7, paragraphs 2, 3 and 5 of Section 8. Compliance will be monitored by PIU on a monthly basis.
Where this deadline is not met, the PFI will be suspended from the Project and will be asked to refund to the
Project Revolving Fund Account all World Bank financed amounts that have been improperly used.

b) In the event that the commercial bank is found to be in breach of established compulsory banking
regulations or other Project requirements, the PIU will inform the MOF, the WB Task Manager and IFAD
Country Programme Manager and provide full information as to the degree and nature of the breach. Where
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the breach is confirmed, further participation of the commercial bank in the project will be suspended and
the commercial bank will be asked to rectify these errors by a specified deadline. Compliance will be
monitored on a monthly basis. Where this deadline is not met, the PFI will be asked to refund to the Project
Revolving Fund Account all outstanding amounts under the World Bank and IFAD credit lines.

c) Upon relevant notice from the NBG that the PFI is down-rated as a CAMEL rate III, the PFI will be
suspended from the project and will be asked to refund to the Project Revolving Fund Account, in line with
the time schedule specified by NBG, all outstanding balance of the Subsidiary Loan amount under the credit
line.

d) In case of failure of the PFI not refunding loans under the sub-paragraphs ,a”, ,b” and ,c” of the
paragraph 6 of the Section 8 above, the Assignment Agreement signed as part of the Subsidiary Loan
Agreement becomes effective.

e) All decisions related to the suspension, re-instatement or exit of the commercial bank will be thus
made upon notice by the PIU in consultation with MOF, MOA and NBG and will be conditional on a no-
objection by the World Bank Task Manager and IFAD Country Programme Manager . Following receipt of
the WB/IFAD response, the PIU shall inform the MOF of the proposed action.

7. PIU Reporting Requirements under the commercial banks credit line.

Within 30 days of receiving all relevant information, the PIU will submit quarterly reports to the World
Bank Task Manager, IFAD Country Programme Manager , MOF and the MOA on its assessment of the
financial status of the PCB and any breach of established prudential banking regulations, together with

quarterly reports on the project-related loan activities of the commercial bank. In the event that any
problems are observed, the PIU should describe these problems, the steps being taken to resolve them, and

progress towards problem resolution.
Section 9. TECHNICAL ASSISTANCE

The project will provide technical assistance to strengthen the capacity of PFIs to evaluate and lend to

agricultural sector. Such technical assistance will not only lead to more informed lending decisions, but also
encourage commercial banks to consider a wider range of loan proposals from the agricultural sector, and so
expand their lending to agriculture.

Section 10. PROJECT IMPLEMENTATION UNIT

The PIU will have day to day responsibility for overseeing and monitoring the implementation of the
Credit Lines of the Project and for ensuring that potential beneficiaries are indeed receiving support.
Specifically, the PIU, will be responsible for:

a) Maintenance of the data base on the Loan Account and the Consolidated Project Accounts;

b) Monitoring compliance by PFIs with the terms and conditions of Subsidiary Loan Agreements and the
Rural Credit Guidelines;

c) Upon receipt of Requests for Disbursement, review compliance of sub-loans with the provisions of the
RCG, preparation of the withdrawal applications received from PFIs, ensuring that funds are channeled to
PFIs, and maintenance of adequate records of all project related expenditures;

d) Provision to MOF, MOA, IDA and IFAD of any information on the above activities according to agreed
reporting formats and requirements;

e) Provision of overall advice and guidance to PFIs on all matters related to Project implementation.

f) Preparation and submission of Project Management Reports to the World Bank Task Manager and
IFAD Country Programme Manager.

Section 11. LANGUAGE

These Rural Credit Guidelines are produced in English and Georgian languages. In the event of
discrepancy between the English and Georgian versions, the English version shall prevail.
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3 This condition is the sudject to revisions neflective of the eveloution of IVBGs approach towards the CAMEL
rating assignment.
Attachment 1

Sub-Project information Sheet

GEORGIA
RURAL DEVELOPMENT PROJECT
Sub-loan No. Date:
Sub-Project Information Sheet
Name of PFI
Branch Code

Branch location

Sub-borrower ID Number (Sub-borrower’s loan account
number in PFI)
Sub-borrower Name and Address

Legal Status of Sub-Borrower (ie. individual, joint stock
company, cooperative, partnership, note also the percent of
private ownership)

Brief history of Sub-borrower’s business

Normal Activities of Sub-borrower

Brief Description of Sub-Project
Estimated Total Sub-project Cost

Amount and Currency of Sub-loan

Term of Sub-loan

Use of loan proceeds (by items)

Interest Rate
Other Charges and Fees
Repayment terms of Sub-loan (grace period, number of

installments, payment date, and final maturity date)

Security

PFI's existing loans to Beneficiary (amount, maturity,
purpose)

Result of Environmental Assessment (attach Initial
Environmental Report and Final Environmental Report)

Conclusion of credit analysis and risk rating given by the
PFI

Amount of co-financing:

PFI

Beneficiary

Grant (ifany)

Signature: PFI Authorized Repre-
sentative(s)
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Attachment Ne2 / Page 1
Sub-project Analysis.

GEORGIA

RURAL DEVELOPMENT PROJECT
PRIOR REVIEW OF SUBLOANS ABOVE THE FREE LOAN LIMIT

Date:

TO: (TASK MANAGER)

FROM: (PFI)

Re: (Name of Sub-borrower)

Loan amount:

Please find enclosed a Project Summary Sheet for a

(GEL/US$)

(inser

t a brief description of the Sub-project) which is being submitted for IDA’s prior review as required under the

Loan Agreement and the Rural Credit Guidelines.
The (Financial Institution) hereby certifies that it has conducted appropriate due diligence and analysis,
and has approved this sub-loan in accordance with its policies and procedures, and having done so, assumes

all credit risk.

The (Financial Institution) hereby certifies that the information is accurate and complete, that no material
information is withheld, and that the terms and loan structure will be reflected in the final loan documents.
(Signature, designated PFI representative)

3. Date
Application:

1. Project/sub-Loan No.:
2. Branch code and location:

4. Date of Approval by PFI:
5. Loan Agreement Signed:
7. Name of Responsible Loan Officer:

of Receipt of Loan

Attachment N°2 / Page 2
PROJECT SUMMARY SHEET

1. INFORMATION ON THE CLIENT
1.1. Legal Name and address (tel /fax, if available, contact person)

1.4. Legal Status, Registration Number and Year

1.5. Ownership Structure of Borrower:

Legal Type

Owners’ Name

% Ownership

1.4. Current activities of the enterprise; years in operation
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Product or Activity % of Revenues

2. INFORMATION RELATED TO THE PROJECT AND SUB-LOAN

2.1. Description of the Project and Purpose of the sub-loan

2.2. Description of how the project relates to prior business activities (e.g., expansion, rehabilitation, new
product or service. If company is new, describe relevant experience of owners)

2.3. Marketing Strategy (target customers, signed contracts; assessment of competitors; overall market size
and growth prospects)

2.4. Project Costs and Sources of Funds:

Project Costs (Itemized list) | Owners’ Financing PFT’s financing RDP Financing Total Cost
TOTAL
Percent of Total: % % % 100%

Add rows as necessary to provide adequate detail

2.4. a. Indicate whether the Owners’ Contributions are in cash, in-kind (e.g., building materials, personal
labor, etc)

2.5 Procurement Contracts (for each item in 2.4. financed with RDP funds, indicate manufacturer, source,
procurement method, describe the decision why chose) (For used equipment: who certified value and
technical condition)

2.6 Compliance with Environmental Guidelines: Does the project affect the environment? What permits
or licenses are required, and are they obtained?

Attachment N°2 / Page 3

3. STRUCTURE OF SUB-LOAN

3.1. Term of sub-Loan (total repayment period (months/years), grace period (months/years));

3.2. Repayment schedule (First principal payment starts on (date) and the last payment on (date); schedule
of interest paymentsand principals)

3.3. Interest rate (% per annum)

3.4. Fees (commission for application review, disbursement of funds, etc)

3.5. Collateral (list type of assets, location, owner, value — according to the PFI’s estimate; indicate the
total value of assets pledged; calculate the value-to-loan ratio)

3.6. Personal guarantees (when the Borrower is registered as a JSC or Ltd, the major owners should
provide personal guarantee)

3.7. Other security (if applicable)

4. SUMMARY OF FINANCIAL DATA

4.1. Financial Statements: attach the last fiscal year-end financial statements, dated:

4.2. Projections: Explain what are the assumptions used in determining the projected sales, and explain
other major assumptions used in the projections. Who prepared the projections? Describe what assistance the
Sub-borrower has received.

4.3. Financial Summary Chart:
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Year (‘000 Currency)

(last fiscal year) (current
fiscal year)

(next year 1
projections)

(next year 2
projections)

Profit and Loss Account
Total revenues

Net profit (loss) after tax
Income taxes

Balance sheet

Total assets

- Fixed assets

- Current assets

Total Equity & Liabilities
- Equity

- Reserves and Retained
Earnings

- Long term debt

- Short term debt

Depreciation Expense
Interest Expense
Principal Payments
Dividends

Key ratio calculations

- Internal Rate of Return
(IRR) (only if the sub-
project cost exceeds US$
100,000 equivalent)

- Debt-service-coverage
Ratio

Total Debt / Total Equity

Attachment Ne2 / Page 4

4.4. Major Existing Creditors

Major Existing Creditors

Amount and Currency

Maturity Date

5. CONCLUSIONS — PROJECT ELIGIBILITY AND VIABILITY
5.1. Conclusions and Ratings by PFI
(Instruction: Use rating 1 to 5, with 1 being the lowest and 5 being highest rating)

1. The enterprise is financially sound

2. Has capable management

3. Has necessary technical staff and know-how

4. Sales projections (including export if any) are realistic and achievable

5. Adequate supplies of raw material, energy, water, utilities and are

available
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6. Appropriate attention has been paid to environmental considerations
and the sub-project will not create any environmental hazards

7. The sub-project conforms to all Governmental regulations
and has received all necessary licenses

8. Implementation schedules are realistic taking into account
availability of goods, services and labor

9. Proposed loan repayment schedule is feasible

10. Proposed collateral and additional guarantees adequately protect
the PFI against lending risks

Ratings prepared by: (name)
(title)

Attachment N°2 / Page 5

The proposed sub-loan is justified based on the following assessment:

5.2.  Sub-project meets the objectives and eligibility criteria as specified for RDP: (Yes / No)

5.3. Sub-project has received sufficiently high ratings
5.4. Ratings of the debt service calculations:
DSR Ratings (annual calculations):

A DSR of 1.3 rated as "1"; up to 1.5 rated as "2"; up to 1.8 rated as "3"; up to 2.0 rated as "4"; and above 2.0,

Attachment 3

rated as "5”.
STATEMENT OF EXPENDITURES (Use of Loan Proceeds) WORLD BANK RURAL
DEVELOPMENT PROJECT
Sub-Project Participant Commercial Bank
Date Application Number Summary Sheet Number
Ite | Nameand | Contract Brief Currency Total Elig. | Invoice | Source of | Rem | Date of
m | Addressof | or Descripti | and Total Amount | % Amoun | Financing | arks | Payme
No | Contracto | Purchase on of Amount of | of t (WB nt
rs/Supplie | Order No. | Goods, Contract Invoices Eligibl | loan,
rs & Date Works or Covered e for Other
(or other Services by Financi | credit,
Ref.) Applica ng own
tion resources)
1
2
3
4
5
6
7
8
9
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Sub-Total

TOTALS

I certify that the amount indicated anove has been spent according to the stated purpose of the loan
application, and that copies of all relevant documents are kept in the Sub-loan’s credit file.
Loan Officer (Participant Commercial Bank) Stamp of

Commercial Bank
Date

Attachment 4

Information Letter on Sub-projects financed by the PFI
Legal Entity under the Public Law
World Bank/IFAD financed Agriculture Development Projects
Coordination Center
Attention: Rural Development Project’s

Rural Finance Services Component
Tel.:
Fax:
Address:
Subject:
Date:
Dear Sirs,
Re: Assignment Agreement (the ,Agreement”)
We refer to the Agreement, dated made between PFI and the
Government of Georgia represented through the Ministry of Finance/RDPPCC.
We hereby give you notice that during the month - , (year) the following Sub-

Loans were issued and for which the following Sub-loan Agreements and security documents were made
and signed (copies of the Loan and Collateral Agreements are attached):
1. Beneficiary’s name:

Sub-loan agreement # -, dated loan amount USD (or GEL)
Security documents: name, date and # of the Agreements signed between PFI and Sub-
borrower (name).
2. Beneficiary’s name:
Sub-loan agreement # -, dated loan amount USD (or GEL)
Security documents: name, date and # of the Agreements signed between PFI and Sub-
borrower (name).
3
Total: ___ Sub-loans with total amount USD (or GEL)

We confirm that by the indicated Sub-Loan Agreements and Security documents PFI

assigned the Government of Georgia represented through the Ministry of Finance by way of absolute

assignment all its rights, title and interest in and to the Sub-Loan Agreements and Security documents.

We confirm that from the date when the Assignment Agreement becomes effective Beneficiaries shall
receive a notice from the Government of Georgia represented through the Ministry of Finance directing

them to pay all monies payable by way of principal, interest and other related payments ("the Proceeds")
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envisaged under the Sub-loans, Beneficiaries are aware to pay such Proceeds to the Government of
Georgia/Ministry of Finance as instructed by the latter.
Yours faithfully,
Name of PFI
PFI’s seal:

By;
Name:
Title:

Attachment Ne5/Page 1

MONITORING REPORT. — Loan Portfolio funded by the WB/IFAD credit line
(Forms should be filled out separately for RDP portfolio outstanding

Loans by Maturity Set by the Agreement
N Years Number of % of Total Number Amount of Loan % of Total
Loans Amount

up to 2
2-3
3-5
5-7
7-10
Total

AN || WIN |-

Loans by Amounts Set in the Agreement

N Loan Amount (in Number of % of Total Amount of Loan % of Total
‘000 USS$) Loans Number Amount
<50

50— 100
100 — 500
500 — 750
750 - 1000
Total

AN | [WIN|—

Loans by Interest Rate

N Annual Interest Number of % of Total Amount of Loan % of Total Amount
Rate Loans Number
4 0%-5%
5 5%-10%
6 10%-15%
7

8

9

15%-20%
20%-25%
25%-30%

10 30%-35%

11 more than 35%
12 Total

Attachment 5/Page 2
Loan portfolio quality

Loans by Standard Watch Substandard Doubtful Loss Resheduled | Write-
Sectors loans offs
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NN

ount

NN

ount

NN

Amoun

NN

ount

ount

NN

ount

unt

Primary
Agriculture

Agro
processing

Marketing
of
Agricultural
products

Agricultural
inputs

Other

[c-RRNA o N RV |

Total loans
subject to
reserve

Total
reserve

10

Net loans
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