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Preamble
The basis for this Loan Agreement are the protocols of the Negotiations on Devel-
opment Cooperation (“Summary Records”) between the Government of the Federal
Republic of Germany and the Government of the Republic of Serbia on Financial
Cooperation (FC) dated 16th October 2009, 28th October 2010 and 30th June 2011
(commitments made for the programme referred to as “Waste Water Treatment in
Serbian Cities” and “Waste Water Treatment II”). The title of the programmes that are
subject to this Agreement have been changed to “Water Supply and Wastewater
Treatment in Medium-Sized Municipalities in Serbia III” and “Water Supply and
Wastewater Treatment in Medium-Sized Municipalities in Serbia IV” during the Con-
sultations on Development Cooperation between the Government of the Federal Re-
public of Germany and the Government of the Republic of Serbia dated 22nd March
2012.

The reason for concluding this Agreement is in relation to Tranche I the Programme
“Water Supply and Wastewater Treatment in Medium-Sized Municipalities in Serbia
III“ (Project-No.: 2009 65 830) and in relation to Tranche II the Programme “Water
Supply and Wastewater Treatment in Medium-Sized Municipalities in Serbia IV“ (Pro-
ject-No.: 2010 65 655) (together the “Programmes“ and for the purposes of this
Loan Agreement the Programme “Water Supply and Wastewater Treatment in
Medium-Sized Municipalities in Serbia III”) being planned by the Borrower.

KfW affirms its willingness to finance the Programme Water Supply and Wastewater
Treatment in Medium-Sized Municipalities in Serbia III by way of extending to the
Borrower a loan in accordance with the following provisions.

Under the condition that the Federal Republic of Germany will provide interest rate
subsidies and under the condition that the Federal Republic of Germany will provide
a guarantee for the loan KfW will extend a loan subject to the terms and provisions of
this Loan Agreement. The terms and conditions of the Loan comply with the OECD
requirements applicable on the date of signing of this Loan Agreement for recognition
as Official Development Assistance (ODA).

Along with the financing provided under this Agreement, the Programme Water Sup-
ply and Wastewater Treatment in Medium-Sized Municipalities in Serbia III will be
cofinanced by (i) EU IPA-Transition Assistance and Institution Building Component
for year 2011 funds (“IPA funds”) committed by the European Union, to be imple-
mented through KfW and (ii) by a Financial Contribution provided by the German
Government for accompanying measures (“Financial Contribution”), on the terms
and conditions set forth in a Financing Agreement between the Republic of Serbia
and KfW, yet to be concluded (“Financing Agreement”). The basis for the Financing
Agreement is the protocol of the Negotiations on Development Cooperation (“Sum-
mary Records”) between the Government of the Federal Republic of Germany and
the Government of the Republic of Serbia on Financial Cooperation (FC) dated 16th
October 2009 (commitments made for the programme referred to as “Waste Water
Treatment in Serbian Cities”) and the Delegation Agreement signed on 29th Septem-
ber 2011 between the European Union, represented by the European Commission
and KfW for the “Municipal Environmental Grant-Loan Investment Programme”
(“Delegation Agreement”). The different financing sources (IPA, KfW Loan and Fi-
nancial Contribution) are further referred to as “Programme Funds”.



- 4 -

1. Loan
1.1 Amount. KfW will extend to the Borrower a Loan not exceeding a total of

EUR 30,000,000 (“Tranche 1”)
and

EUR 16,000,000 (“Tranche 2”)
for the Programme Water Supply and Wastewater Treatment in Medium-Sized Mu-

nicipalities in Serbia III

 (together the “Loan”)

1.2 Channelling and Loan purpose.

The Borrower shall use the Loan exclusively to finance investment meas-
ures of the Programme Water Supply and Wastewater Treatment in Me-
dium-Sized Municipalities in Serbia III (“Investments”) and related expert
services (“Expert Services”) to improve the waste water systems in
towns/municipalities participating in the Programme Water Supply and
Wastewater Treatment in Medium-Sized Municipalities in Serbia III (each
such town/municipality hereinafter referred to as “Municipality”). The Bor-
rower will channel the Loan amount intended for Investments in full to the
Water and Wastewater Utilities nominated by the Programme Municipalities
(“Project Executing Agencies”,  each  a  “Project Executing Agency”) in
accordance with the conditions set forth in Article 2. The Borrower shall en-
sure that the Loan amounts channelled to Project Executing Agencies are
used by each Project-Executing Agency exclusively to finance Investments.
The Borrower, each Municipality and its Project Executing Agency and KfW
will define the Loan amount intended for Investments and details of Invest-
ments, including investment measures and related goods and services to be
financed from the Loan, in separate agreements for Investments. Except for
the Loan amount intended for Investments, the Borrower shall use the Loan
for the Expert Services. The Borrower and KfW shall determine the details
and the scope of Expert Services to be financed from the Loan by a sepa-
rate agreement for Expert Services.

1.3 Taxes, charges, customs duties. Taxes and other public charges owed by
the Borrower or any of the Municipalities or their Project Executing Agency
shall not be financed from the Loan.

1.4 The goods and services imported into the Republic of Serbia for the Pro-
gramme Water Supply and Wastewater Treatment in Medium-Sized Munici-
palities in Serbia III shall be exempted from customs duties. All goods and
services procured under the Programme Water Supply and Wastewater
Treatment in Medium-Sized Municipalities in Serbia III and paid out of the
Programme Funds shall also be exempted from VAT.

1.5 The Borrower will ensure that each Municipality participating in the Pro-
gramme Water Supply and Wastewater Treatment in Medium-Sized Munici-
palities in Serbia III will not be subject to possible transfer reduction from the
Republican budget in case of adjustment of water and wastewater tariffs ac-
cording to the requirements of the Programme Water Supply and Wastewa-
ter Treatment in Medium-Sized Municipalities in Serbia III.
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2. Channelling of the Loan
2.1 On-lending and financing agreement. Except for the Loan amount to be

used to finance Expert Services, the Borrower shall channel the Loan as
95% grant and 5% as loan at the terms and conditions set forth in Articles 5
and 6 and as further set out in the separate agreement to each Municipality
and its Project Executing Agency respectively under a separate on-lending
and financing agreement to be concluded between the Borrower, repre-
sented by the Minister of Finance and Economy, the Minister of Energy, De-
velopment and Environmental Protection, and each Municipality and its Pro-
ject Executing Agency (hereinafter referred to as “Trilateral Contract”).
The Trilateral Contract will also cover the channelling of the IPA funds in-
tended for Investments (part of Tranche 1 of the Financial Contribution).

The Borrower shall assign the Ministry of Finance and Economy and the
Ministry of Energy, Development and Environmental Protection for the exe-
cution of Trilateral Contracts.

2.2  Certified translation. Prior to the first disbursement from the Programme
Funds (except for Programme Funds for Expert Services), the Borrower
shall send to KfW a certified translation in English language of the respec-
tive Trilateral Contract specified in Article 2.1.

2.3 No Iiability of the municipalities and their Project Executing Agency. The
channelling of the Programme Funds under each Trilateral Contract shall
not constitute any liability of the Municipalities and their Project Executing
Agency to KfW for the payment obligations under this Agreement.

3. Disbursement
3.1 Request for disbursement. As soon as all conditions precedent to disburse-

ment pursuant to Article 3.3 is fulfilled, KfW will disburse the Loan in accor-
dance with the progress of the Programme Water Supply and Wastewater
Treatment in Medium-Sized Municipalities in Serbia III upon request of the
Borrower. Disbursement will be effected in accordance with the disburse-
ment schedule contained in Annex 1 to this Loan Agreement. KfW will make
disbursements only up to the maximum amounts determined for each year.
To the extent the Borrower requests disbursement of lower amounts within
any half year the undisbursed amounts may be requested in any subse-
quent half year period.

3.2 Deadline for requesting disbursement. KfW may deny disbursements after
31st December 2017. If the execution of the Programme Water Supply and
Wastewater Treatment in Medium-Sized Municipalities in Serbia III is
delayed, KfW will examine after prior consultation with the Borrower whether
and under what conditions this deadline may be extended.

3.3 Conditions Precedent to Disbursement. KfW is obligated to make disburse-
ments of any amount under this Loan Agreement only upon fulfilment of the
following conditions precedent in a form and content acceptable to KfW:

a) the Borrower will have demonstrated by presenting a legal opinion sub-
stantially in the form set forth in Annex 2 and by presenting certified cop-
ies (each with a German or English translation) of all documents to which
this legal opinion refers that

aa) the Borrower has fulfilled all requirements under its constitutional law
and other legal provisions for the valid assumption of all its obliga-
tions under this Loan Agreement, and
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bb) KfW is exempted from all taxes on income from interest, charges,
fees and similar costs in Serbia when granting the Loan;

b) the specimen signatures mentioned in Article 13.1 (Representation of the
Borrower) have been submitted;

c) the Guarantee from the Federal Republic of Germany mentioned in Arti-
cle 8 is in force and effect without any restriction. KfW will inform the
Borrower once the Guarantee is in force and effect before the ratification
process is initiated with the national assembly of the Republic of Serbia.
This confirmation letter from KfW will be enclosed as Annex 3 to this
Agreement;

d) the Borrower has paid the management fee mentioned in Article 4.2;

e) the Financing Agreement (see Preamble) has been signed;

f) no reason for termination has occurred or is threatening;

g) no extraordinary circumstances have arisen that preclude or seriously
jeopardise the implementation, the operation, or the purpose of the Pro-
gramme Water Supply and Wastewater Treatment in Medium-Sized Mu-
nicipalities in Serbia III, or the performance of the payment obligations
assumed by the Borrower under this Loan Agreement; and

h) prior to any disbursement for Investments that KfW has received a certi-
fied translation of the Trilateral Contracts mentioned in Article 2.2;

Prior to disbursement from the Loan KfW has the right to demand such fur-
ther documents and evidence as it reasonably deems necessary.

3.4 Separate Agreements. The Borrower, each Municipality and its Project Exe-
cuting Agency and KfW shall by separate agreement for Investments define
the details of Investments and specify the disbursement procedure including
specific conditions precedent to disbursement and in particular the evidence
to be furnished by the Borrower proving that the requested Loan amounts
are used for the purpose of Investment stipulated in this Loan Agreement.

In addition, the Borrower and KfW shall determine by separate agreement
for Expert services the details and the scope of Expert Services to be fi-
nanced from the Loan and specify the disbursement procedure including
specific conditions precedent to disbursement and in particular the evidence
to be furnished by the Borrower proving that the requested Loan amounts
are used for the purpose of Expert Services stipulated in this Loan Agree-
ment. The Borrower shall assign the Ministry of Energy, Development and
Environmental Protection or in case of change of the name, the Ministry re-
sponsible to act as Programme Implementing Unit in the execution of sepa-
rate agreements for Investments and Expert Services.

3.5 Reduction of Programme Costs: In the event that Programme Costs or an
individual investment measure will be reduced prior to full disbursement,
KfW shall have the right to determine, at its sole discretion, but after prior
consultation with the Borrower, whether and to what extend the Loan will be
reduced (subject to Article 3.6) or utilised for another purpose.

3.6 Waiver of disbursement. Subject to the fulfilment of its obligations under
Article 11 the Borrower may waive the disbursement of undisbursed Loan
amounts with the consent of KfW in exchange for the payment of the non-
acceptance compensation pursuant to Article 3.7.
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3.7 Non-acceptance compensation. If the Borrower waives disbursement of a
loan amount, or if a Loan amount is not disbursed at all or is not disbursed
by the deadline stated in Article 3.2 for other reasons for which KfW cannot
be held accountable, the Borrower will promptly pay to KfW upon its request
such amount as is necessary to compensate KfW for any losses, expenses
or costs incurred by KfW as a result of the non-acceptance of the Loan
amount in question. KfW will calculate the amount of the non-acceptance
compensation and communicate it to the Borrower.

4. Fees
4.1 Commitment fee. The Borrower will pay a non-refundable commitment fee of

0.25% p. a. on undisbursed Loan amounts. The commitment fee will be
computed for the period beginning with the elapse of a six-month period fol-
lowing the signing of this Loan Agreement and lasting until such date the
Loan has been disbursed in full, or fully cancelled, as the case may be. The
commitment fee is due for payment semi-annually and in arrears on 30 June
and 30 December of each year (each a "Payment Date"). It is first due for
payment on the Payment Date following the date this Loan Agreement has
been ratified. Notwithstanding the foregoing the commitment fee will in any
event be payable on 30 December 2013.

4.2 Management fee. The Borrower will pay KfW a non-refundable one-time
lump-sum management fee of 0.5 % of the principal amount of the Loan
stated in Clause 1.1.

The management fee becomes due at the earlier of (i) prior to the first dis-
bursement under the Loan or (ii) after expiry of a three-month period after
this Loan Agreement has been ratified. Once this Loan Agreement has been
signed, the management fee will fully accrue regardless of whether the Loan
will be disbursed in full, or at all. Notwithstanding the foregoing the man-
agement fee will in any event be payable on 30 December 2013.

5. Interest
5.1 Interest (fixed interest rate set upon commitment of the Loan.) The Borrower

shall pay interest on the Loan for Tranche 1 at a rate of 2,0 % p. a and for
Tranche 2 at a rate of 2,0 % p. a ("Fixed Interest Rates") until the last re-
payment instalment according to the Repayment Schedules as defined in
Article 6.1 has been received.

5.2 Calculation of interest and interest payment dates. The interest on a dis-
bursed Loan amount will be charged from the date (exclusively) on which
the respective Loan amount is paid out of the Loan account held with KfW
for the Borrower until the date (inclusively), on which the respective repay-
ments are credited to KfW's account stated in Article 7.3. Interest will be cal-
culated in accordance with Article 7.1 (Calculation). Interest will be paid in
arrears on the Payment Dates (as defined in Article 4.1).
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6. Repayment and prepayment
6.1 Repayment schedules. The Borrower will repay the Loan as follows:

Tranche 1:

Instalment Date Amount
1 June 30, 2016 1.250.000,00 EUR

2 December 30, 2016 1.250.000,00 EUR

3 June 30, 2017 1.250.000,00 EUR

4 December 30, 2017 1.250.000,00 EUR

5 June 30, 2018 1.250.000,00 EUR

6 December 30, 2018 1.250.000,00 EUR

7 June 30, 2019 1.250.000,00 EUR

8 December 30, 2019 1.250.000,00 EUR

9 June 30, 2020 1.250.000,00 EUR

10 December 30, 2020 1.250.000,00 EUR

11 June 30, 2021 1.250.000,00 EUR

12 December 30, 2021 1.250.000,00 EUR

13 June 30, 2022 1.250.000,00 EUR

14 December 30, 2022 1.250.000,00 EUR

15 June 30, 2023 1.250.000,00 EUR

16 December 30, 2023 1.250.000,00 EUR

17 June 30, 2024 1.250.000,00 EUR

18 December 30, 2024 1.250.000,00 EUR

19 June 30, 2025 1.250.000,00 EUR

20 December 30, 2025 1.250.000,00 EUR

21 June 30, 2026 1.250.000,00 EUR

22 December 30, 2026 1.250.000,00 EUR

23 June 30, 2027 1.250.000,00 EUR

24 December 30, 2027 1.250.000,00 EUR

Tranche 2

Instalment Date Amount
1 June 30, 2016 666.000,00 EUR

2 December 30, 2016 666.000,00 EUR

3 June 30, 2017 666.000,00 EUR

4 December 30, 2017 666.000,00 EUR

5 June 30, 2018 666.000,00 EUR

6 December 30, 2018 666.000,00 EUR

7 June 30, 2019 666.000,00 EUR

8 December 30, 2019 666.000,00 EUR

9 June 30, 2020 667.000,00 EUR

10 December 30, 2020 667.000,00 EUR
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11 June 30, 2021 667.000,00 EUR

12 December 30, 2021 667.000,00 EUR

13 June 30, 2022 667.000,00 EUR

14 December 30, 2022 667.000,00 EUR

15 June 30, 2023 667.000,00 EUR

16 December 30, 2023 667.000,00 EUR

17 June 30, 2024 667.000,00 EUR

18 December 30, 2024 667.000,00 EUR

19 June 30, 2025 667.000,00 EUR

20 December 30, 2025 667.000,00 EUR

21 June 30, 2026 667.000,00 EUR

22 December 30, 2026 667.000,00 EUR

23 June 30, 2027 667.000,00 EUR

24 December 30, 2027 667.000,00 EUR

6.2 Undisbursed loan amounts. Undisbursed Loan amounts will be offset
against the respective last repayment instalment due pursuant to the re-
payment schedule unless KfW at its own discretion, after prior consultation
with the Borrower, chooses another offsetting alternative in individual cases.

6.3 Disbursements after the start of repayment. If Loan amounts are disbursed
after repayment has started, the repayment schedule as listed in Article 6.1
will remain unaffected as long as the respective repayment instalment due in
accordance with the repayment schedule is less than the Loan amount out-
standing. If the repayment instalment due for payment exceeds the out-
standing loan amount, KfW will deduct the amount equal to the difference
from the repayment instalment due, divide it by the remainder of the repay-
ment instalments still outstanding, and add this sum to each outstanding re-
payment instalment. KfW reserves the right to postpone taking disburse-
ments into consideration that are made within 45 days prior to the respective
Payment Date for the determination of the outstanding Loan amount until
the second Payment Date following the disbursement.

6.4 Prepayment. The following will apply to early repayments:

a) Right to make prepayments. The Borrower may subject to the sub-
paragraphs (b) to (e) below effect an early repayment with respect to a
Loan amount provided that such early repayment shall be at least in the
amount of one repayment instalment pursuant to Article 6.1.

b) Notice. A prepayment of a Loan amount pursuant to Article 6.4 a) is sub-
ject to notification of the prepayment by the Borrower to KfW no later than
on the fifteenth Banking Day (as defined in Article 14.1) in Frankfurt am
Main prior to the intended prepayment date. Such notice is irrevocable; it
must specify the date on which the prepayment is to be made and the
amount thereof and obligates the Borrower to pay to KfW the stated
amount on the stated date.

c) Prepayment compensation. If the Borrower prepays any Loan Amount
bearing interest at a Fixed Interest Rate, the Borrower must immediately
pay to KfW upon request such amount as is necessary to compensate for
any losses, expenses or costs incurred by KfW as a result of the prepay-
ment. KfW will determine the amount of the prepayment compensation
and communicate it to the Borrower.
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d) Amounts due. The Borrower will also pay the following amounts together
with the prepayment pursuant to Article 6.4 a) to c):

aa) any prepayment compensation due as a result of the prepayment
pursuant to Article 6.4 c); and

bb) all interest accrued on the prepaid Loan amount up until the date of
the prepayment.

e) Offsetting. Article 6.2 (Undisbursed loan amounts) will apply mutatis mu-
tandis to the offsetting of prepayments.

6.5 Revised repayment schedule. In the event that Article 6.3 (Disbursements
after the start of repayment)  or  Article  6.4  (Prepayment) applies, KfW will
send the Borrower a revised repayment schedule that will become an inte-
gral part of this Loan Agreement and will replace the repayment schedule
valid until such time.

7. Calculations and payments in general
7.1 Calculation. Interest, the commitment fee, default interest pursuant to Article

7.5, lump-sum compensation for overdue amounts pursuant to Article 7.6,
non-acceptance compensation and prepayment compensation will all be
calculated on the basis of a 360-day year with 30-day months.

7.2 Due date. If a payment to be made in connection with this Loan Agreement
falls due on a date that is not a Banking Day (as defined in Article 14.1) the
Borrower must make such payment on the following Banking Day. If the fol-
lowing Banking Day falls within the next calendar month, the respective
payment shall be effected on the last Banking Day of the then current calen-
dar month.

7.3 Account number, time of crediting. The Borrower will be released from its
payment obligations in connection with this Loan Agreement if and as soon
as the respective amounts have been credited to KfW at its free disposal
without any deductions in EUR and no later than 10 a.m. in Frankfurt am
Main to KfW's account IBAN DE 92 50020400 3122 3012 32 held with KfW,
Frankfurt am Main, with additional reference of the due date "Ref.
YYYYMMDD”.

7.4 Counterclaims of the Borrower. The Borrower is not entitled to assert any
rights of retention or set-off or comparable rights against payment obliga-
tions under this Loan Agreement unless such rights are recognised by final
judgment or are not being contested by KfW.

7.5 Default interest. If any repayment instalments or prepayments pursuant to
Article 6.4 (Prepayment) are not at the disposal of KfW when due, KfW may
without prior reminder charge default interest at a rate of 300 basis points
p.a. above the Base Rate for the period beginning on the due date and end-
ing on the date on which such payments are credited to the account of KfW
specified in Article 7.3. This rate must at least equal the loan interest rate.
The  "Base Rate" is the interest rate announced by the German Central
Bank (Deutsche Bundesbank) as base rate prevailing on the respective due
date. Such default interest must be paid immediately upon KfW's first de-
mand.

7.6 Lump-sum compensation. For overdue amounts (with the exception of such
repayment instalments and prepayments as mentioned in Article 7.5 (De-
fault interest) KfW may, without prior reminder, request lump-sum compen-
sation of a rate of 300 basis points p.a. above the Base Rate applicable on



- 11 -

the respective due date for the period beginning on the due date and ending
on the date of payment of such overdue amounts. The lump-sum compen-
sation must be paid immediately upon KfW's first demand. The Borrower
shall be free to prove that no damage was in fact incurred or that the dam-
ages were not incurred in the amount as stated.

7.7 Calculations made by KfW. Absent manifest error KfW's determinations and
its calculation of amounts under this Loan Agreement and in connection with
this Loan Agreement shall constitute prima-facie evidence.

8. Guarantee from the Federal Republic of Germany
KfW will have payment claims under this Loan Agreement guaranteed by the
Federal Republic of Germany prior to the first disbursement.

9. Negative pledge and pari passu
9.1 Prohibition of pledge or mortgage. The Borrower will not itself and will do

anything within its power to procure that the Municipalities do neither pledge,
nor mortgage nor alienate the Programme Water Supply and Wastewater
Treatment in Medium-Sized Municipalities in Serbia III’ assets before re-
payment in full of the Loan nor shall the Municipalities conclude any other
agreement or arrangement the effect of which is the creation of security or
any right conferring a priority of payment in respect of any obligation of any
person without the prior consent of KfW.

9.2 Pari passu. To the extent permitted by law, the Borrower undertakes to per-
form the obligations under this Loan Agreement pari passu with all its other
existing or future unsecured and not subordinated payment obligations.

10. Costs and public charges
10.1 Prohibition of deductions or withholdings. The Borrower will make all pay-

ments under this Loan Agreement without any deductions for taxes, other
public charges or other costs. In the event that the Borrower is obligated by
law or for other reasons to effect any such deductions or withholdings on
payments, the Borrower shall pay any such necessary additional amounts to
KfW so that the net amount remaining after any withholding or deduction
corresponds to the amount which would have been payable under this Loan
Agreement had no such deduction or withholding been made.

10.2 Costs. The Borrower will bear all costs and expenses accruing in connection
with the disbursement of the Loan, in particular remittance and transfer
costs (including conversion fees), as well as all costs and expenses accru-
ing in connection with the maintenance or enforcement of this Loan Agree-
ment.

10.3 Taxes and other charges. The Borrower will bear all taxes and other public
charges accruing outside the Federal Republic of Germany in connection
with the conclusion and execution of this Loan Agreement. If KfW advances
such taxes or charges, the Borrower will transfer them without delay upon
request to KfW's account as specified in Article 7.3.

10.4 Increased costs. If by reason of

a) compliance with requests or requirements issued by any central bank or
other fiscal, monetary or other authority after the date of this Loan
Agreement,

or

b) any change in law or its interpretation and administration,
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or

c) the entry into effect, termination or amendment of any applicable bilateral
or multilateral treaty or agreement, in particular on double taxation,

KfW incurs additional costs or losses or is unable to obtain the agreed mar-
gin over its refinancing costs as a result of its having entered into and
funded this Loan Agreement ("Increased Costs"), then KfW shall notify the
Borrower thereupon. Any such demand by KfW shall be accompanied by a
notice from KfW stating the basis for its demand and setting forth in reason-
able detail the calculation of the amount thereof. The Borrower shall
promptly on demand indemnify KfW against any and all such Increased
Costs. Article 7 applies mutatis mutandis.

11. Special obligations
11.1 Programme implementation and special information. The Borrower will

ensure itself and ensure that each Municipality and its Project Executing
Agency

a) will prepare, implement, operate and maintain the Programme Water
Supply and Wastewater Treatment in Medium-Sized Municipalities in
Serbia III in conformity with sound financial and technical practices and
substantially in accordance with the Programme Water Supply and
Wastewater Treatment in Medium-Sized Municipalities in Serbia III’ con-
ception agreed upon between the Borrower and KfW;

b) will assign the preparation and supervision of construction of the Pro-
gramme Water Supply and Wastewater Treatment in Medium-Sized Mu-
nicipalities in Serbia III to independent, qualified consulting engineers or
consultants, and the implementation of the Programme Water Supply and
Wastewater Treatment in Medium-Sized Municipalities in Serbia III to
qualified firms;

c) will award the contracts for the goods and services to be financed from
the Loan upon prior international competitive bidding depending on the
contract volume.

d) will ensure the full financing of the Programme Water Supply and Waste-
water Treatment in Medium-Sized Municipalities in Serbia III and furnish
to KfW upon its request evidence proving that the costs not paid from this
Loan are covered;

e) will keep books and records or have books and records kept that un-
equivocally show all costs of goods and services required for the Pro-
gramme Water Supply and Wastewater Treatment in Medium-Sized Mu-
nicipalities in Serbia III and clearly identify the goods and services fi-
nanced from this Loan;

f) will enable the representatives of KfW at any time to inspect such books
and records and any and all other documentation relevant to the imple-
mentation and operation of the Programme Water Supply and Wastewa-
ter Treatment in Medium-Sized Municipalities in Serbia III, and to visit the
Programme Water Supply and Wastewater Treatment in Medium-Sized
Municipalities in Serbia III and all the installations related thereto;

g) will furnish to KfW any and all such information and records on the Pro-
gramme Water Supply and Wastewater Treatment in Medium-Sized Mu-
nicipalities in Serbia III and its further progress as KfW may request;

h) will, immediately and of its own accord,
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aa) forward to KfW any queries received by the Borrower or by any
Municipality and/or its Project Executing Agency from the OECD or its
members under the so-called "Agreement for Untied ODA Credits
Transparency" following the award of the contracts for the supplies
and services to be financed from the Loan and will coordinate the re-
ply to any such queries with KfW, and

bb) notify KfW of any and all circumstances that preclude or seriously
jeopardise the implementation, the operation or the purpose of the
Programme Water Supply and Wastewater Treatment in Medium-
Sized Municipalities in Serbia III.

11.2 Separate Agreements. The Borrower, represented by the Minister of Fi-
nance and Economy, the Minister of Energy, Development and Environ-
mental Protection, and each Municipality and its Project Executing Agency
shall determine the details of Article 11.1 by separate agreements.

11.3 Compliance. The Borrower will ensure that the persons whom it or any of
the Municipalities and their Project Executing Agency entrusts with the
preparation and implementation of the Programme Water Supply and
Wastewater Treatment in Medium-Sized Municipalities in Serbia III, the
award of the contract for the supplies and services to be financed, and with
requesting the Loan amounts do not demand, accept, make, grant, promise
or accept the promise of unlawful payments or other advantages in connec-
tion with these tasks.

11.4  The Borrower will assist the Project-Executing Agencies in conformity with
sound engineering and financial practices in the implementation of the Pro-
gramme Water Supply and Wastewater Treatment in Medium-Sized Munici-
palities in Serbia III and in the performance of the Project-Executing Agen-
cies’ obligations under this Loan Agreement and, in particular, grant the Mu-
nicipalities or their Project-Executing Agency any and all permissions neces-
sary for the implementation of the Programme Water Supply and Wastewa-
ter Treatment in Medium-Sized Municipalities in Serbia III.

12. Termination
12.1 Events of Default. KfW may exercise the rights set forth under Article 12.2

(Legal consequences of an Event of Default) if an event occurs which con-
stitutes a material reason (wichtiger Grund). In particular, the following
events shall each constitute a material reason:

a) the Borrower fails to perform its obligations to KfW to make payments
when due;

b) obligations under this Loan Agreement or under the Financing Agreement
or under separate agreements pertinent to this Loan Agreement and the
Financing Agreement have been violated;

c) this Loan Agreement or any parts thereof subject to Art. 14.3 cease to
have a binding effect upon the Borrower or cease to be enforceable
against the Borrower;

d) any declaration, confirmation, information or representation or warranty
considered by KfW to be essential for the granting and maintaining of the
Loan proves to be false, misleading or incomplete;

e) other extraordinary circumstances occur which delay or preclude the per-
formance of obligations under this Loan Agreement;
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f) the Borrower and/or any Municipality and/or its Project Executing Agency
are unable to prove that the loan amounts have been used for the stipu-
lated purpose;

g) any of the following events occurs with respect to the Borrower:

aa) the Borrower is unable to pay its debts as and when due;

bb) commencement of negotiations with one or more of the Borrower's
creditors (with the exception of KfW) on a waiver of debts out-
standing or or on a standstill agreement or settlement.

12.2 Legal consequences of an Event of Default. If one of the events referred to
in Article 12.1 has occurred and has not been eliminated within a period of
five days (in the case of Article 12.1 a) or, in all other cases specified in Arti-
cle 12.1, has not been resolved within a period determined by KfW which
may not, however, be less than 30 days, KfW may terminate this Loan
Agreement or any parts of it with the consequence that

a) its obligations under this Loan Agreement terminate, and

b) KfW may demand full or partial repayment of the outstanding Loan
amount together with the interest accrued and any and all other amounts
due under this Loan Agreement. Articles 7.5 (Default interest) and 7.6
(Lump-sum compensation) apply to accelerated amounts mutatis mutan-
dis.

12.3 Compensation for damages. In the event that this Loan Agreement is termi-
nated in full or in part the Borrower will pay non-acceptance compensation in
accordance with Article 3.6 (Non-acceptance compensation) and/or pre-
payment compensation in accordance with Article 6.4 c) (Prepayment com-
pensation).

13. Representation and statements
13.1 Representation of the Borrower. The Minister of Finance and Economy of

the Republic of Serbia and such persons as designated by him or her to
KfW and authorised by specimen signatures authenticated by him or her will
represent the Borrower in the execution of this Loan Agreement. The Mayor
of each Municipality and such persons as designated by him or her to KfW
and authorised by specimen signatures authenticated by him or her will rep-
resent each Municipality in the execution of this Loan Agreement. The Gen-
eral Director of each Project Executing Agency and such persons as desig-
nated by him or her to KfW and authorised by specimen signatures authen-
ticated by him or her will represent each Project Executing Agency in the
execution of this Loan Agreement. The power of representation will not ex-
pire until its express revocation by the representative of the Borrower
authorised at such time has been received by KfW.

13.2 Addresses. Notices or statements in connection with this Loan Agreement
must be in writing. They must be sent as originals or – with the exception of
requests for disbursement - via facsimile. Any and all notices or statements
made in connection with this Loan Agreement must be sent to the following
addresses:
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For KfW: KfW
Postfach 11 11 41
60046 Frankfurt am Main / Germany
Germany
Fax: +49 69 7431-2944

For the Borrower: Ministry of Finance and Economy
Kneza Milosa 20,11000 Beograd
Fax: +381-11-3618-961

14. General provisions
14.1 Banking day. Where reference is made in this Loan Agreement to a "Bank-

ing Day" this means a day other than a Saturday or Sunday on which com-
mercial banks in Frankfurt am Main are open for general business.

14.2 Place of performance. The place of performance of all obligations under this
Loan Agreement is Frankfurt am Main, Federal Republic of Germany.

14.3 Partial invalidity and gaps. If any provision of this Loan Agreement is or be-
comes invalid, or if there is a gap in any of the provisions of this Loan
Agreement, this will not affect the validity of the remaining provisions hereof.
The parties to this Loan Agreement will replace any invalid provision by a
legally valid one which comes as close as possible to the spirit and purpose
of the invalid provision. The parties will fill any gap in the provisions with a
legally valid provision which comes as close as possible to the spirit and
purpose of this Loan Agreement.

14.4 Written form. Changes and supplements to this contract must be made in
writing. Any waiver of this requirement of written form must be declared by
the parties in writing.

14.5 Assignment. The Borrower may not assign or transfer, pledge or mortgage
any claims from this Loan Agreement.

14.6 Applicable law. This Loan Agreement is governed by the laws of the Federal
Republic of Germany.

14.7 Limitation period. All claims of KfW under this Loan Agreement expire after
five years from the end of the year in which such claim has accrued and in
which KfW has become aware of the circumstances constituting such claim
or could have become aware of them without gross negligence.

14.8 Waiver of Immunity. To the extent that the Borrower may now or in future in
any jurisdiction claim for itself or its assets immunity from suit, execution, at-
tachment or other legal process and to the extent that in any such jurisdic-
tion there may be attributed to itself or its assets such immunity, the Bor-
rower hereby irrevocably agrees not to claim and hereby irrevocably waives
such immunity to the fullest extent permitted by the laws of such jurisdiction.
Foregoing waiver of immunity shall not apply to property which is (i) used by
a diplomatic, consular, special missions and missions to international or-
ganizations or to international conferences of the Borrower’s Country or (ii)
of a military character and under the control of a military authority.

14.9 Legal disputes.

Arbitration. All disputes arising out of or in connection with this Loan Agree-
ment will be settled exclusively and finally by an arbitration tribunal. In
this regard, the following will apply:
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aa) The arbitration tribunal will consist of one or three arbitrators who will
be appointed and will act in accordance with the Arbitration Rules of
the International Chamber of Commerce (ICC) as amended from
time to time.

bb) The arbitration proceedings will be conducted in Frankfurt am Main.
The proceedings will be held in the English language.

14.10 Transmission of information. KfW is entitled to transmit to the Federal Re-
public of Germany information in connection with the conclusion and the
execution of this Loan Agreement. KfW, the issuer of the federal guarantee
and the Federal Republic of Germany are entitled to pass on information re-
lated to the Loan and to the Programme Water Supply and Wastewater
Treatment in Medium-Sized Municipalities in Serbia III including the award
of the contracts for the supplies and services to be financed from the Loan
to international organisations engaged in the collection of statistical data,
particularly in connection with matters related to debt service and the collec-
tion and publication of data related to the award of the contracts for the sup-
plies and services to be financed from the Loan. The above right to forward
information to international organisations also includes the right to directly
pass on such information to members of such organisations.

This Loan Agreement is executed in 4 originals in English.

Belgrade,
this 18 day of December 2012

KfW Republic of Serbia

__________________________________ ______________________
(Dr. Jurgen Welschof/Vibeke Christensen) (Mladjan Dinki )
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Annex 1

Disbursement Schedule
By the end of each disbursement period indicated below, the Borrower may request
disbursement of loan amounts not exceeding in total the amount indicated below for
each disbursement period.

Tranche 1

Period until…
Maximum total amount that may be dis-
bursed until end of each disbursement

period (accumulated)
(all figures in EUR

1 30.06.2013 0
2 31.12.2013 0
3 30.06.2014 5,000,000
4 31.12.2014 10,000,000
5 30.06.2015 15,000,000
6 31.12.2015 25,000,000
7 30.06.2016 30,000,000

Tranche 2

Period until…
Maximum total amount that may be dis-
bursed until end of each disbursement

period (accumulated)
(all figures in EUR

1 30.06.2013 2,000,000
2 31.12.2013 16,000,000
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Annex 2

Note: Please amend “Republic of Serbia” / “Serbia” appropriately.

Form of Legal Opinion of the Legal Adviser to the Borrower (State)
[Letterhead of Legal Adviser]
KfW (date)

Department [        ]

Attn: [ ]

Palmengartenstrasse 5 - 9

Postfach 11 11 41

60325 Frankfurt am Main / Germany

Federal Republic of Germany

Loan Agreement dated . . . . and made between KfW and the Republic of Serbia
("Borrower") for an amount not exceeding in aggregate EUR 46.000.000,-- (EUR
30,000,000 Tranche 1 and EUR 16,000,000 Tranche 2) for the Programme Water
Supply and Wastewater Treatment in Medium-Sized Municipalities in Serbia III.

Dear Sirs,

I am [Minister of Justice and Public Administration of] [legal adviser to] [head of the
legal department of the . . . . . (please specify ministry or other authority) of] The Re-
public of Serbia. I have acted in that capacity in connection with a Loan Agreement
(the "Loan Agreement"), dated . . , and made between the Borrower, [. . . . ] and
yourselves with respect to a loan to be granted by yourselves to the Borrower in an
amount not exceeding in aggregate EUR 46,000,000,--.

1. Documents examined

I have examined:

1.1 an authentic signed original of the Loan Agreement;

1.2 the constitutional documents of the Borrower, in particular:

(a) the Constitution of The Republic of Serbia, dated . . . . . . . . . . . . ., duly
published in . . . . ., No. . . . . . . . . ., page. . . . . , as amended;

(b) Law(s) No . . . . . dated . . . . . . . . . . . . ., duly published in . . . . ., No. .
. . . . . . . ., page. . . . . , as amended [please insert here, if existing,
laws (e.g. budget laws) concerning the borrowing of money by The
Republic of Serbia];

(c)  . . . . . . . . . . . . [please refer here to other documents, e.g. decrees or
resolutions by governmental or administrative bodies of Serbia relating
to the conclusion of loan agreements by Serbia in general or with re-
gard to the conclusion of the Loan Agreement]; and

(d) the Financial Cooperation Agreement between the Government of the
Republic of Serbia and the Government of the Federal Republic of
Germany dated . . . . . .. (the “Cooperation Agreement”)
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and such other laws, regulations, certificates, records, registrations and documents
and have made such investigations as I have deemed necessary or desirable for the
purpose of giving this opinion.

2. Opinion

For the purposes of Article 3.3 a) of the Loan Agreement, I am of the opinion that
under the laws of The Republic of Serbia at the date hereof:

2.1 According to Article . . . . of the Constitution / Article . . . . of the law on . . . .
[please specify as appropriate] the Borrower is entitled to enter into the Loan
Agreement and has taken all necessary action to authorise the execution, de-
livery and performance of the Loan Agreement, in particular by virtue of:

(a) Law(s) No(s). . . . . . . . dated . . . . . . . of the parliament of The Repub-
lic of Serbia, ratifying the Loan Agreement / approving the execution,
delivery and performance of the Loan Agreement by the Borrower / . . .
. . . [please insert as appropriate];

(b) Resolution(s) No(s). . . . . . . . dated . . . . . . . of the Cabinet of Minis-
ters / of the state loan committee / . . . . . . . . . . . . [please insert gov-
ernmental or administrative bodies of Serbia as appropriate];

(c)  . . . . . . . . . . [please refer to other resolutions, decisions etc.].

2.2 Ms./Mr. . . . . . . . . . . . . . . . . . . . . . . . (and Ms./Mr. . . . . . . . . . . . . . . . . . . . . . .
. .) is (are) duly authorised by . . . . . . . . . . . . . . . . [e.g. by law due to her/his
position (as Minister of . . / as . . ), by government resolution . . . . , by power
of attorney of . . . . dated . . ., etc.] to sign solely / jointly the Loan Agreement
on behalf of the Borrower. The Loan Agreement as signed by Ms./Mr. . . . . . .
. . . . . . . . . (and Ms./Mr. . . . . . . . . . . . . . .) has been duly executed on behalf
of the Borrower and constitutes legally binding obligations of the Borrower en-
forceable against it at law in accordance with its terms.

[Alternative 1 for Section 2.3, to be used if in addition to the documents specified in
Section 2.1 and 2.2 certain official authorisations etc. must be obtained under the
laws of the Republic of Serbia:]

2.3 For the execution and performance of the Loan Agreement by the Borrower
(including without limitation the obtaining and transfer to KfW of all amounts
due thereunder in the currencies specified therein), the following official ap-
provals, authorisations, licenses, registrations and/or consents have been ob-
tained and are in full force and effect:

(a) Approval of the . . . . . . . . . . . . . . . [Central Bank/National Bank/. . . . . .
. . . . . . ], dated . . . . . . . . . . . . . . ., No. . . . . . . . . . . . . .;

(b) Consent of the . . . . . . . . . . . . . [Minister / Ministry of . . . . . . . . . . ],
dated . . . . . . . . ., No. . . . . . . . . .; and

(c) . . . . . . . . . . . . . . [please list any other official authorisations, licenses
and/or consents].

No other official authorisations, consents, licenses, registrations and/or ap-
provals of any governmental authority or agency (including the Central / Na-
tional Bank of The Republic of Serbia) or court are required or advisable in
connection with the execution and performance of the Loan Agreement by the
Borrower (including without limitation the obtaining and transfer to KfW of all
amounts due thereunder in the currencies specified therein) and the validity
and enforceability of the Borrower’s obligations under the Loan Agreement.
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[Alternative 2 for Section 2.3, to be used only if in addition to the documents speci-
fied in Section 2.1 and 2.2 no official authorisations etc. must be obtained under the
laws of the Republic of Serbia:]

2.3 No official authorisations, consents, licenses, registrations and/or approvals of
any governmental authority or agency (including the Central / National Bank
of The Republic of Serbia) or court are required or advisable in connection
with the execution and performance of the Loan Agreement by the Borrower
(including without limitation the obtaining and transfer to KfW of all amounts
due thereunder in the currencies specified therein) and the validity and en-
forceability of the Borrower’s obligations under the Loan Agreement.

2.4 No stamp tax or similar tax or duty has to be paid in connection with the valid-
ity or enforceability of the Loan Agreement.

2.5 The choice of German law to govern the Loan Agreement and the submission
to arbitration in accordance with Article 14.9 of the Loan Agreement are valid
and binding. Arbitration awards against the Borrower will be recognised and
enforceable in The Republic of Serbia according to the following rules: . . . .
[please insert applicable treaty (if any), e.g. the 1958 New York Convention,
and/or the basic principles regarding recognition and enforcement of arbitra-
tion awards in Serbia].

2.6 The courts of the Republic of Serbia are at liberty to give judgment denomi-
nated in the currency or currencies specified in the Loan Agreement.

2.7 The borrowing by the Borrower under the Loan Agreement and the execution
and performance by the Borrower of the Loan Agreement constitute private
and commercial acts and not governmental or public acts. Neither the Bor-
rower nor any of its property, except property described in Art. 14.8 last sen-
tence of the loan agreement, has any right of immunity from arbitration, suit,
execution, attachment or other legal process.

2.8 The Cooperation Agreement is in full force and effect under the constitution
and laws of The Republic of Serbia. [Pursuant to Article 3 of the Cooperation
Agreement] [If the Cooperation Agreement has not entered into force but a
double-taxation agreement does exist] Pursuant to the
………………………….. [please specify treaty or applicable laws and
regulations] / the Borrower will not be required to make any deduction or with-
holding from any payment the Borrower has to make under the Loan Agree-
ment and should any such deduction or withholding be subsequently
imposed, the provisions of Article 10.1 of the Loan Agreement shall operate
so as to require the Borrower to indemnify KfW accordingly.

2.9 KfW is not and will not be deemed to be resident, domiciled, carrying on busi-
ness or be subject to taxation in The Republic of Serbia by reason only of the
execution, performance or enforcement of the Loan Agreement. It is not nec-
essary or advisable that KfW be licensed, qualified or otherwise entitled to
carry on business or that KfW appoints agents or representatives in The Re-
public of Serbia.
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Consequently, the obligations of the Borrower under the Loan Agreement constitute
direct and unconditional, legal, valid and binding obligations of the Borrower which
are enforceable against the Borrower in accordance with their respective terms.

This legal opinion is limited to the laws of The Republic of Serbia.

.

 . . . . . . . . . . . . . . . . . . . ., . . . . . . . . . . . . . . . . .

(place) (date)

[Signature]

Name:

Enclosures:

Note: Please attach certified photocopies of the documents and legal provi-
sions referred to above under Section 1.2 (a) through 1.2 (c) and Sections 2.1
through 2.3 and 2.8 (with respect to lengthy laws or the Constitution of The
Republic of Serbia, a copy of the relevant provisions would be sufficient) and
also provide KfW with a certified English or German translation of each of the
above documents if such document is not issued in English or German as an
official language.
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Annex 3

Financial Cooperation between Serbia and Germany
Water Supply and Wastewater Treatment in Medium-Sized Municipalities in Serbia III

Guarantee of the Federal Republic of Germany for the loan
Dear Sirs,

We herewith confirm that the Guarantee of the Federal Republic of Germany for the
loan, as stipulated in the Preambule of the Loan Agreement dated 18/12/12 for
Tranche 1 and Tranche 2 of the Programme Water Supply and Wastewater Treat-
ment in Medium-Sized Municipalities in Serbia III are in force and effect.

Yours sincerely

KfW

………………………….. …………………………..
Dr. Jurgen Welschof Vibeke Christensen
Director KfW Office Belgrade Project Manager
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