CHALLENGE
CORPORATION

GrOWTH

September 25, 2006

Martin Ochoa
General Director
MCA-Honduras

RE: Second Disbursement Request

Dear Mr. Ochoa,

MCC received the request of MCA-Honduras for its second disbursement of funds and accompanying
documentation dated September 14, 2006. In addition, we also received the forms of the Disbursement
Requested restated to have the Current period running from September 29, 2005

MCC has no objection to the submitted Quarterly Progress Report, Work Plan, Monitoring and
Evaluation Plan, Procurement Plan, or Audit Plan.

With respect to the proposed revised Schedule 2 to the Disbursement Agreement that outlines the
conditions precedent to disbursement MCC agrees to the attached Schedule 2.

At the request of the MCC IG, MCC is moving to monthly disbursements in all countries, but this will
still require only one quarterly disbursement request. Accordingly, MCC will transfer funds to the
MCA-H account specified in the Disbursement Request according to the following schedule:

September 25, 2006 $1,369,877
November 1, 2006 $757,795
December 1, 2006 $1,297,584

The funding requested for the Transportation Project will be disbursed in the third instalment. MCA-
Honduras shall not use any MCC resources toward the Transportation Project until the condition
precedent related to road maintenance (line 54) has been met to MCC’s satisfaction.

The above dates are approximate and MCC may affect the bank transfer up to a week later than the
stated date.

Sincerely,

John Wingle

875 FIFTEENTH STREET NW WASHINGTON, DC 20005-2221 P: (202) 521-3600 F: (202) 521-3700 WWW.MCC.GOV



Schedule 1 revised September 25, 2006

In addition to any other conditions precedent set forth in the Compact Documents, the Implementation Plan or any other Supplemental Agreement, as a condition preceden
to each disbursement for the Program, a Project and any Project Activity identified below, the Government (GoH), MCA-Honduras (MCA-H) and other Permitted Assignees
as appropriate, shall satisfy, as MCC determines in its sole discretion, each condition precedent set forth below that corresponds to such disbursementprior to the quarter
shaded for such disbursement. Except as expressly specified below, each document required as a condition precedent herein shall be in form and substance acceptable t
MCC. Disbursements in Years 2-5 shall be subject to conditions precedent set forth in the Implementation Plan, Compact Documents and updated versions of this
Agreement. For purposes of this Agreement, each quarter shall begin on the first day of either January, April, July or Octoberprovided that, the first quarter of Year 1
under the Program shall begin on the date of Entry into Force and end on December 31, 2005.

Condition Precedent

Program / Project / Project

Status Year 4

FY 2009 | FY 2010

Year 1 Year 2
FY 2006 FY 2007 Year 3
A e e
01|02|03 Q2|0

Program
The Program, all Projects and J[MCA-H has satisfied each of the conditions precedent set forth in
all Project Activities §3.1, §3.2 and §3.5 of the Disbursement Agreement, as met
1 applicable.
2 |The Program, all Projects and [MCA-H has duly approved each of the documents required for
. S ] met
all Project Activities Entry into Force.
3 |The Program, all Projects and | The Bank has established necessary Permitted Accounts in the met
all Project Activities name of MCA-H and acceptable to MCC.
4 |All Project Activities MCA-H has satisfied each of the conditions precedent set forth in
§3.2 and §3.5 of the Disbursement Agreement, as applicable. met
5 |All Project Activities MCA-H has duly hired each of the other Officers of MCA-H
pursuant to employment agreements which MCA-H has duly met
executed and each is in full force and effect.
6 |All Project Activities MCA-H has duly approved a bid challenge system acceptable to |def
MCC.
7 __JAll Project Activities MCA-H and MCC each have duly approved the M&E Plan. met
8 |All Project Activities The GoH and MCC have executed the document contemplated irjdef
§2.3(e)(iv) of the Compact specifying how Taxes paid on MCC
Funding are refunded to the Program.
9 |All Project Activities MCA-H has obtained, to MCC's satisfaction, the insurance and |met
other actions related thereto that are required under Section 3.9
of the Compact and 3(d)(ii)(5) of Annex | of the Compact.
10 |All Project Activities MCA-H has satisfied each of the conditions precedent set forth injmet
§3.2, §3.3 and §3.5 of the Disbursement Agreement, as
applicable.
11 JAll Project Activities MCA-H has duly engaged a procurement supervisor pursuant to_|def
12 |All Project Activities MCA-H has satisfied each of the conditions precedent set forth injmet
§3.2, §3.3, §3.4 and §3.5 of the Disbursement Agreement, as
applicable.
13 |All Project Activities MCC is satisfied that each component document of the met
Implementation Plan (including the Financial Plan, Fiscal
Accountability Plan, Procurement Plan, Works Plans and M&E) is}
current and updated.
14 |All Project Activities A data quality review acceptable to MCC is performed. def
15 JAll Project Activities An Interim Evaluation acceptable to MCC is performed. n/a
16 |All Project Activities MCA-H performs, satisfactory to MCC, an environmental audit of |n/a
all Project Activities.
17 |All Project Activities MCC is satisfied that, prior to disbursement of MCC Funding for gmet
Project or a Project Activity, all Permits necessary to perform
such Project or Project Activity have been obtained, including an
required environmental permits and related public disclosu
Rural Development Project
18 All RD Project Activities MCC is satisfied that the Government has maintained a clear met
policy stance against the adoption of any action that limis or
otherwise alters the original terms of an obligation of any
borrower to repay a properly documented loan obligation without
the agreement of the lender.
19 JAll RD Project Activities 625 Program Farmers are harvesting high-value horticulture nia
crops *
20 |All RD Project Activities 3499 Program Farmers are harvesting high-value horticulture n/a
crops *
21 |All RD Project Activities 7340 Program Farmers are harvesting high-value horticulture nia
crops *
22 |All RD Project Activities Program Farmers are harvesting 950 hectares of high-value /
horticulture crops * na
23 |All RD Project Activities Program Farmers are harvesting 5410 hectares of high-value n/a
horticulture crops
24 |All RD Project Activities Program Farmers are harvesting 11830 hectares of high-value nia
horticulture crops *




Program / Project / Project

Condition Precedent

Status

Farmer Training and
Development ("Farmer
Training") Project Activity -
Schedule 1 to Annex |,
Section 2(a)

FONADERS engages the Farmer Training Coordinator pursuant
to an agreement which MCA-H and MCC duly approve and is in
full force and effect.

26 |Farmer Training Project The Farmer Training Coordinator hires staff acceptable to MCC. Jmet
Activity
27 |Farmer Training Project MCC approves the Program Farmer Selection methodology, met

Activity

which shall include a plan to ensure the involvement of female
extension workers to facilitate outreach to, and training of, female|
farmers.

28 |Farmer Training Project MCA-H has finalized, to MCC's satisfaction, the targets and met
Activity indicators at the Farmer Training Project Activity level.
29 |Farmer Training Project Continued compliance, to MCC satisfaction, with the Program
Activity Farmer Selection methodology, which shall include a plan to /a
ensure the involvement of female extension workers to facilitate
outreach to, and training of, female farmers.
30 |Farmer Training Project Continued compliance, to MCC satisfaction, with environmental
Activity sustainability principles that include the proper selection, use, n/a
storage and disposal of pesticides.
31 |Farmer Training Project 170 business plans have been prepared in the prior year by /
Activity Program Farmers with assistance of T.A. provider * a
32 |Farmer Training Project 1340 business plans have been prepared in the prior year by /
Activity Program Farmers with assistance of T.A. provider na
33 |Farmer Training Project 3980 business plans have been prepared in the prior year by /
Activity Program Farmers with assistance of T.A. provider * a
34 |Farmer Training Project 3310 business plans have been prepared in the prior year by /
Activity Program Farmers with assistance of T.A. provider %% na
35 |Farmer Access to Credit MCA-H holds a workshop acceptable to MCC with banks and
("Credit") Project Activity - micro-finance organizations to inform them on the preparation of nd

Schedule 1 to Annex |,
Section 2(b)

the Credit work plan and RFP.

36

Credit Project Activity

FONADERS signs an agreement acceptable to MCA-H and MCC]
pursuant to the Farmer Access to Credit RFP.

37 |Credit Project Activity The GoH enacts the Law on Access to Credit (‘Ley para facilitar
el Acceso al Crédit) and implementing regulations acceptable to |n.d.
MCC.
38 |Credit Project Activity FONADERS engages the Rural Credit Access Project
Coordinator pursuant to an agreement which MCA-H and MCC  |n.d.
have duly approved and which is in full force and effect.
39 |Credit Project Activity FONADERS approves lending guidelines under the Farmer nd
Access to Credit work plan acceptable to MCA-H and MCC. o
40 |Credit Project Activity Lien Registry equipment installed n.d.
41 |Credit Project Activity less than 4-6% of MCA-Honduras loan portfolio is at risk*? n.d.
42 |Farm to Market Roads Project|MCA-H engages a Project Manager for constructing farm to
Activity market roads pursuant to an agreement which the Board and n.d.
MCC have duly approved and which is in full force and effect.
43 |Farm to Market Roads Project|MCC approves each farm to market road that MCA-Honduras
Activity - Schedule 1 to Annex |selects to be constructed or rehabilitated using MCC Funding. n.d.
1, Section 2(c)
44 |Farm to Market Roads Project|MCC is satisfied that MCA-H has completed the acquisition of
Activity rights of way for farm to market roads to be constructed with n.d.
MCC Funding.
45 |Farm to Market Roads Project]MCC is satisfied with the final design of the farm to market roads nd
Activity to be constructed with MCC Funding. o
46 |Farm to Market Roads Project|Prior to the issuance of RFP's for the construction of a particular
Activity farm to market road, MCC is satisfied with the completion of road{n.d.
specific EMPs.
47 |Farm to Market Roads Project|MCA-H complies with each resettlement plan, to the satisfaction
- n.d.
Activity of MCC.
48 |Farm to Market Roads Project|Continued compliance, satisfactory to MCC, with road-specific nd
Activity EMPs. o
49 |Farm to Market Roads Project|Prior to disbursement of MCC Funding for the construction of a
Activity particular farm to market road, MCA-H will have on file a report,
acceptable to MCC, verifying that baseline data — to include n.d.
relevant environmental baseline data as described in the EMP —
ha
50 |Farm to Market Roads Project|The ex-ante estimated travel time reduction used to justify the
Activity selection of roads are ex-post met or exceeded for 90% of roads. |n.d.
51 |Agricultural Public Goods MCC has approved the formation, governance structure, staffing,
Grant Facility ("Grant") Projecjcompensation structure, operating plan and other material terms nd

Activity - Schedule 1 to Annex

1, Section 2(d)

of the Grant Project.




Program / Project / Project

Transportation Project - Schedule 2 to Annex |

Condition Precedent

Status

FY 2008 | FY 2009 | FY 2010

52 |All Transportation Project MCA-H has duly engaged a Transportation Project Manager def
Activities pursuant to an agreement which the Board and MCC have duly
approved and which is in full force and effect.
53 |All Transportation Project The GoH enacts implementing regulations acceptable to MCC  Jmet
Activities that enables a weight control system on the national highway
network to be properly built and operated.
54 |All Transportation Project MCA-H submits to MCC a plan: i) detailing measures to provide |Conditional

Activities

for road maintenance for the primary and secondary road networljlly met

consistent with a commitment to properly maintain the roads in
accordance with generally accepted technical standards, ii)
defining the contents of annual maintenance reports, and iii)
annual budget for 20 years (including costs and sources of funds;
"Road Maintenance Plan".

55 |All Transportation Project The GoH implements the Road Maintenance Plan. n/a
Activities

56 |All Transportation Project The GoH enacts legislation acceptable to MCC on national road |met
Activities safety and enforcement.

57 |All Transportation Project MCC is satisfied with the progress of the GoH in implementing  |n/a
Activities the Work Plan for the Weight Control System Project Activity.

58 |All Transportation Project Less than 7% of vehicles are overweight on sections of highway |n/a
Activities adjacent to weigh stations. *

59 |Highway CA-5 Project Activity [SOPTRAVI develops a plan acceptable to MCA-H and MCC to  |met
Schedule 2 to Annex I, coordinate all donor-funded rehabilitation projects on the Highwa
Section 2(a) CA-5

60 |Highway CA-5 Project Activity [MCA-H approves an environmental management plan acceptablgn.d.

to MCC

61 |Highway CA-5 Project Activity [MCC is satisfied that the r lement plan is completed and all |n.d.

due compensation is paid to affected parties.

62 |Highway CA-5 Project Activity [MCC is satisfied that all Permits for the construction of the North [n.d.

and South Sections of the CA-5 Highway are in order.

63 |Highway CA-5 Project Activity [MCC is satisfied that MCA-H has filed all applications required to [n.d.

obtain any other necessary Permits (e.g., to access borrow pits,
etc.).

64 |Highway CA-5 Project Activity JAll utility relocations necessary to accommodate the rehabilitation|n.d.

of the North and South Segments are completed.
65 |Highway CA-5 Project Activity [MCA-H awards a construction contract acceptable to MCC for n.d.
the first section of the Highway CA-5 to be constructed, and MCC]
is satisfied that construction under such contract conforms to the
Transportation Project Work Plan.

66 |Highway CA-5 Project Activity [MCA-H awards a construction contract acceptable to MCC for n.d.
the second section of the Highway CA-5 to be constructed, and
MCC is satisfied that construction under such contract conforms
to the Transportation Project Work Plan.

67 |Highway CA-5 Project Activity [IMCA-H complies with each resettlement plan, to the satisfaction [n.d.

of MCC.

68 |Highway CA-5 Project Activity [Continued compliance, satisfactory to MCC, with environmental [n.d.

management plan.

69 |Highway CA-5 Project Activity | The International Roughness Index is less than 2.0 m/km on the |n.d.

completed portions of the Highway CA-5 improved by MCC
funding *

70 |Secondary Roads Project MCC has approved the secondary roads that MCA-H has
Activity - Schedule 2 to Annex |selected to be constructed/rehabilitated using MCC Funding. n.d.
1, Section 2(b)

71 |Secondary Roads Project MCC is satisfied that MCA-H has completed the acquisition of nd
Activity rights of way for secondary roads to be constructed. o

72 |Secondary Roads Project MCC is satisfied with the final design of the secondary roads to nd
Activity be constructed. o

73 |Secondary Roads Project Prior to the issuance of RFP's for the construction of a particular
Activity secondary road, MCC is satisfied with the completion of road- n.d.

specific EMPs.

74 |Secondary Roads Project Continued compliance, satisfactory to MCC, with road-specific nd
Activity EMPs. o

75 |Secondary Roads Project MCA-H complies with each resettlement plan, to the satisfaction

. n.d.
Activity of MCC.

76 |Secondary Roads Project Prior to disbursement of MCC Funding for the construction of a

Activity particular secondary road, MCA-H will have on file a report,
acceptable to MCC, verifying that baseline data — to include n.d.
relevant environmental baseline data as described in the EMP —
has bee

77 |Secondary Roads Project The International Roughness Index is less than 2.0 m/km on the
Activity completed portions of Secondary roads improved by MCC n.d.

funding *




Program / Project / Project Condition Precedent

Status

FY 2008 | FY 2009 | FY 2010

Weight Control System MCA-H develops a work plan and supporting documentation
Project Activity - Schedule 2 toJacceptable to MCC for one or more contractors to build and
Annex |, Section 2(c) operate the weight control system on the national highway
network.
79 |Weight Control System The GoH awards one or more contracts acceptable to MCC to nd
Project Activity build and operate such a weight control system. o
80 |Weight Control System The contractor(s) develops and conducts a pilot program
Project Activity acceptable to MCC to build and operate such a weight control n.d.
system.
81 |Weight Control System SOPTRAVI finalizes a vehicle weight control plan acceptable to nd
Project Activity MCC to build and operate such a weight control system. -
82 |Weight Control System MCC is satisfied with progress on the public awareness and nd
Project Activity information campaign about the weight control system. o
83 |Weight Control System MCC is satisfied with the results of audits (technical and financial
B i - n.d.
Project Activity of the weight control system.

Notes:
1. Condition will be deemed to have been satisfied if results are within 10% of the stated numeric target.
2. The precise definition of this indicator will established in the M&E Plan.

Key: met = CP has already been met.
n/a = CP is not binding for this quarter as it is still in the future.
n.d. = CP has not been met but funds will not be disbursed for this Activty
def. = CP has not been met and will be deferred. Original date shown in gray.






