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Negotiated financing agreement

(To be made available prior to the session)



Appendix II

Logical framework

EB 2025/144/R.4/Rev.1

Results Hierarch Indicators - - Means of Verification — Assumptions
Y Name | Baseline | Mid-Term | End Target | Source Frequency Responsibility P
Outreach 1 Persons receiving services promoted or supported by the project Progress Report Annual PMU Key
Males - Males 1250000 1375000 1500000 assumptions:
Females - Females 1250000 1375000 1500000
Young - Young people 500000 700000 900000 - Conflicts and
Total number of persons receiving services - 2500000 2750000 3000000 civil disturbances
Number of people - Natural
1.b Estimated corresponding total number of households members Progress Report Annual PMU disasters
Household members - Number of people |  2500000] 2750000] 3000000 - Pest outbreaks
1.a Corresponding number of households reached Progress Report Annual PMU - Multi-sectoral
Households - Households 500000 550000 600000 coordination
Project Goal
Development Objective Land area under sustainable landscape management practices CRI (Cl 3.1.4 Land | Progress Report Annual PMU
brought under climate-resilient practices)
Hectares of land - Area (ha) | 400000 | 700000] 1000000
Beneficiaries with Improved food security and resilience capacities to impacts of | Progress Report, Mid- PMU, implementing

extreme weather events

Households - Percentage (%) 0 30 60
Households - Number 0 165000 360000
Total number of household members Number 0 825000 1800000

of people - Number of people

Mid-term and
endline survey,
reports and satellite
imagery

term/endline

agencies

Beneficiaries with 25 % or more annual household income increment due to
project interventions

Progress Report,
Mid-term and

Mid-
term/endline

PMU, implementing
agencies

Households - Percentage (%) 0 30 60 | endline survey,
reports and satellite
imagery
Outcome Beneficiaries with access to timely information from the early warning and Mid-term and Mid- PMU, implementing
Outcome 1: Enhanced resilience |response systems and climate information services endline survey, term/endline agencies
of PAP communities and Households - Number 0 220000 480000 | reports
ecosystems through improved Households - Percentage (%) 0 40 80
disaster risk mgt and better public | Household members - Number of people - 0 1100000 2400000
infrastructure Number of people
Climate preparedness and resilience building infrastructures constructed and Mid-term and Mid- PMU, implementing
operational endline survey, term/endline agencies
Number - Number [ 230] 330] 510 | reports
3.2.1 Tons of Greenhouse gas emissions (tCO2e) avoided and/or sequestered
Hectares of land - Area (ha) 0 1030250
tCO2e/20 years - Number 0] -35998590
tCO2e/ha - Number 0 -34.9
tCO2e/halyear - Number 0 -1.7
Output Project targeted Woredas with new or updated and automated risk profile Progress Report Annual PMU
Output 1.1: Climate smart public | Risk Profile - Number | 0] 60| 120
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Results Hierarchy Indicators - - Means of Verification — Assumptions
Name [Baseline  [Mid-Term [End Target |Source Frequency Responsibility
economic infrastructure Regional Disaster Preparedness and Resilience-building Strategic Investment Progress Report Annual PMU
subprojects implemented Plans prepared, endorsed by regional councils and automated for public use
Investment Plans - Number 0] 4] 8
National Rangeland Monitoring System (RMS) developed and operational Service providers Supervision PMU, services
Number - Number 0 0 1| reports, project missions, MTR, | providers and
M&E data and completion implementing
report, COI survey agencies
Outcome 3.2.1 Tons of Greenhouse gas emissions (tCO2e) avoided and/or sequestered - Households
Outcome 2: Improved natural Hectares of land - Area (ha) 0 1030250 willing to adopt
rangeland health and productivity |tCO2e/20 years - Number 0| -35998590 technologies and
to increase the absorptive and tCO2e/ha - Number 0 -34.9 practices
adaptive capacity of PAP tCO2e/halyear - Number 0 1.7 promoted
ecosystems and reduced conflicts
Output Climate Smart and Nature based Rangeland Management Investment Plans Progress Report Annual PMU
Output 2.1: Demonstrated (RMIPs) updated or formulated and rolled out for implementation
improvements in the health and RMIPs - Number 28 28 29
productivity of natural rangelands
within the target PAP ecosystems
Outcome Annual increase in off take of animals from the project supported woredas Annual PMU
Outcome 3: Increase, diversify Woredas - Percentage (%) 0] 12.5] 25
and stabilize incomes to empower | 1.2.5 Households reporting using rural financial services Baseline,
PAP households for better Total number of household members - 250000 425000 600000 Midline and
absorption of changes and Number of people endline survey
livelihood transformation Households - Percentage (%) 10 15 20
Households - Households 50000 85000 120000
3.2.2 Households reporting adoption of environmentally sustainable and climate- Annual
resilient technologies and practices
Total number of household members - 0 500000 1000000
Number of people
Households - Percentage (%) 0 18 33
Households - Households 100000 200000
1.2.8 Women reporting minimum dietary diversity (MDDW)
Women (%) - Percentage (%) 0 21 42
Women (number) - Females 0 125000 250000
Households (%) - Percentage (%) 0 21 42
Households (humber) - Households 0 125000 250000
Household members - Number of people 0 625000 1250000
2.2.3 Rural producers’ organizations engaged in formal partnerships/agreements | Baseline, Mid-term, | Annually PMU
or contracts with public or private entities endline survey
Number of POs - Organizations 15 30 45 | reports: COIl survey
Total number of POs members - Number 750 1500 2250
Women PO members - Number 375 750 1125
Men PO members - Number 375 750 1125
Young PO members - Number 225 450 675
Increase in yield of targeted livestock and crop commaodities Annual
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Results Hierarchy

Indicators Means of Verification
Name Baseline Mid-Term End Target | Source Frequency Responsibility
Livestock type - Percentage (%) 15 20 25 | Baseline, Mid-term, PMU, implementing
Crop type - Percentage (%) 15 20 25 | endline survey -

reports: COI survey agencies
Area provided with new/improved irrigation or drainage services CRI Progress Report, Baseline, Mid- | PMU, implementing
Hectares of land - Area (ha) 0 1000 2000 | Mid-term and term, and agencies

endline survey, endline

reports and satellite

imagery

MSEs established for targeted value chains

and operational 1 year afte

r

Progress Report,

Baseline, Mid-

PMU, implementing

Assumptions

establishment (of which at least 35 % are women only MSEs) Mid-term and term, and agencies

Only women-MSEs established and or 0 574 1148 | endline survey, endline

strengthened - Number reports and satellite

Total SME established - Number 0 1640 3280 | imagery
Output 1.1.2 Farmland under water-related infrastructure constructed/rehabilitated Progress Report Annual PMU
Output 3.1: Productive marketing | Hectares of land - Area (ha) 0] 1000 | 2000
alliances along the value chains | Leadership positions held by women in all mixed (women and men) groups Service providers | Supervision PMU, services
promoted; Women focused created/supported by the project reports, project missions, MTR, | providers and
PASACCOS and MSEs Percentage - Percentage (%) 0 15 30 | M&E data and completion implementing
established and functional report, COI survey agencies

Private capital Mobilized from MSE groups in conjunction with the matching grant | Service providers Supervision PMU, implementing

from the project reports, project missions, MTR, |agencies

Amount (USD) - Money (USD' 000) 0 2000000 4000000 | M&E data and completion

report, COIl survey

New Pastoral and Agro-Pastoral Saving and Credit Cooperatives (PASACCO) Service providers Supervision PMU, implementing

Established and Operational (of which 50 % will be women only PASACCOs reports, project missions, MTR, | agencies

Number - Number 500 750 1050 | M&E data and completion

report, COI survey

Outcome Feedback (complaints, queries, suggestions) through GRM including SMS service, | National statistics, | Baseline, Mid- | PMU, implementing
Outcome 4: Enhanced project addressed and responded to within stipulated timeframes publicly communicated |baseline, Mid-term, |term, and agencies
management, improved by the project endline survey endline
coordination mechanisms, and Households - Percentage (%) 0 45 90 | reports: COI survey
expanded multi-stakeholder Households - Number 0 247500 540000
partnerships Total number of household members Number 0 1237500 2700000
of people - Households
IE.2.1 Individuals demonstrating an improvement in empowerment
Total persons - Percentage (%) 10 20
Total persons - Number of people 300000 600000
Females - Percentage (%) 10 20
Females - Females 180000 360000
Males - Percentage (%) 15 30
Males - Males 120000 240000
Output Progress Report Annual PMU

Output 4: Policy dialogues
organized and facilitated on
climate change

Policy 2 Functioning multi-stakeholder platforms supported
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Integrated project risk matrix

|Risk categories and subcategories ||Inherent ||Residua| |

|Po|itical commitment ||Low ||Low |

Risk(s): The political commitment on the project and its objectives is very
high, with a renewed focus on the development of the lowlands by the
government. This is demonstrated by the creation of the Ministry of
Irrigation and Lowlands, whose mandate id the development of the
lowlands into economically active and resilient regions of the country. The
government has also initiated and committed to the preparation of an
overall Lowlands Development and Investment Programme, of which this
project will be part of. However, there is limited risk of a change of policy
from government that may change priorities from the lowlands.

Mitigations:

These risks will be mitigated by:

* Continued, regular and strategic communication between government
counterparts (project teams), World Bank and IFAD.

» Enhanced transparency, (downward) accountability, and citizen
engagement in project-supported activities.

The project will directly contribute by improving citizens’ access to
improved socio-economic services, key resources (rangeland and water),
and diversifying economic opportunities that increase incomes and reduce
joblessness.

|Governance ||High

High

Risk(s): The political and governance situation of the country has remained
volatile, especially over the last four years. In the north, including the Afar
Region where the project will be active, hostilities appear to have ceased
following a peace deal between the federal government and the Tigray
Regional Government in early November 2022. However, there are still
sporadic incidences of conflict. In other parts of the country including parts
of Oromia, Benishangul-Gumuz and Gambela Regions, there are localized
conflicts, civil unrest and rebel activity.

Mitigations:

These risks will be mitigated by:

* Preparation and implementation of a Security Risk Assessment and
Management Plan.

« Careful planning and execution of implementation support missions that
emphasize security.

 Continued, regular and strategic communication between government
counterparts (project teams), World Bank and IFAD.

* Proper implementation and monitoring of Environmental and Social
Framework instruments, including Security Risk Analysis and Security
Management Plan.

* Enhanced transparency, (downward) accountability, and citizen
engagement in project-supported activities.

The project will directly contribute to alleviating some of the drivers of the
political unrest and civil protests, including by improving citizens’ access to
improved socio-economic services, key resources (rangeland and water),
and diversifying economic opportunities that increase incomes and reduce
joblessness.

|Macr0economic ||Substantial||Substantial
Risk(s):

Macroeconomic imbalances have deteriorated resulting in high domestic
inflation, forex shortages, and depletion of domestic and external buffers.
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|Risk categories and subcategories ||Inherent ||Residua| |

Foreign exchange shortages are disrupting public and private sector
activity and contributing to inflation. High levels of inflation and the
distortions

in the foreign exchange market could affect the activities envisaged under
LLRP Il. To get a better sense of potential impacts of the foreign exchange
distortions, sensitivity analyses, including for shadow exchange rates, were
incorporated in the economic analysis of the project.

Private sector participation in the economy is constrained by various
economic and financial parameters. Consequently,

Mitigations: In July 2024, The GoE has agreed to an economic reform
package with the IMF and the WB, that is aimed at spearheading the
economic recovery of the country, in an orderly and sequenced manner—
minimizing social and poverty effects, the policies that are resulting in
Ethiopia’s macroeconomic distortions. Following theses agreement, the
GoE has reached an in-principle agreement with its creditors for debt
restructuring that will reduce debt the debt stress that the country was
experiencing. The reforms seem to be having early positive results on the
economy.

|Fragi|ity and security ||Substantial

Risk(s): The country is facing multiple shocks from political and security
instability, which has been exacerbated by climate change, regional
instability with a war in Sudan and instability in the Red Sea. Internal
conflicts are main cause of fragility. This is associated to fragile climatic
and environmental conditions with recurrent natural hazards such as
droughts, floods and locust invasions. International geopolitics and
conflicts disrupt the supply chains and have a significant impact on the
socio-economic situation in the country.

|Substantial|

Mitigations: The project is designed to be implemented flexibly through
quick reallocation of funds, close community driven interventions and
strong reliance on early warning systems. The project is also promoting
use of local materials and inputs. Local level interventions help to sustain
project activities and impacts.

Close monitoring of the situation by the country team.

[Policy alignment ||Substantial||Substantiall

Risk(s): The policies affecting the lowlands of Ethiopia and livestock
systems specific to the lowlands are constrained, by the absence and or
inadequacy of sector policies and strategies. Moreover, the existing
pastoral development policy and strategy is not comprehensive enough to
guide a sustainable management and governance of rangeland resources.

Mitigations: In relation to policy support, activities will include a number of
trainings for government officials and community leaders, in assessing
policy gaps and formulating strategies. The project will support efforts such
as the

formulation of a national rangeland management policy and regulatory
framework that guides the sustainable

management and governance of rangeland resources and legal
frameworks relating to the livestock tracking system. These activities will
be carried out in coordination with the recently established Pastoral
Advisory Council under MILLs

|Po|icy development & implementation ||Substantial||Substantial

Risk(s): The lowlands of Ethiopia and livestock systems specific to the
lowlands are constrained, among other factors, by the absence and or
inadequacy of sector policies and strategies. This includes the lack of land-
use policy that considers pastoral production and livelihood systems and
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|Risk categories and subcategories ||Inherent ||Residua| |

pastoral land tenure policy that recognizes ownership rights of pastoralists
and community-based land tenure.

Mitigations:

The project will mitigate these risks by:

* Building capacities and engaging the Government to formulate and
enforce appropriate pastoral land tenure and land-use policies and
strategies.

« Facilitating review of the existing pastoral policies and strategies,
addressing gaps, and supporting the full-scale rollout of new or revised
Policy.

» Supporting policy dialogue platforms, think tanks, and coordination
platforms including to strengthen the recently established Pastoral
Advisory Council under the MILLs.

Assist in the development of a lowlands development and Investment
Programme, that will identify key policy and investments for the
development of the lowlands.

|Project vulnerability to environmental conditions ||Substantial||Substantial|

Risk(s):

The main environment risks include increase in water extraction, soil
salination, soil nutrient management concerns, water consumption,
pesticide use (although the project will not finance any), crop residue and
solid waste management problems.

The social risks include: (a) displacement due to land acquisition; (b) elite
capture; (c) social exclusion of disadvantaged and vulnerable groups; (d)
escalation of social tensions d; (e) forced labour, child labour, and
discriminatory hiring practices; (f) an influx of labour; and (g) accidents and
incidents.

Contextual risks such as conflict, fragility, political instability, and internal
displacement, particularly in some parts of the country, deepen the social
risk of the project.

Mitigations: To mitigate the project’s environmental and social risks and
impacts, the project will closely monitor implementation of the ESF
instruments including the ESMF, LMP, SA, SEP and ESCP. Each project
investment will be screened based on the

ESMF procedure during implementation phase. Subproject specific
environment and social risk mitigation instruments such as environmental
and social management plans (ESMPs) will be prepared and implemented
following the ESMF guidance.

|Project vulnerability to climate change impacts ||Substantial

Risk(s): The project's Climate and Disaster Risk Screening has
underscored that the majority of the project area is highly vulnerable to
climate variability and extreme weather events. According to both the
World Vulnerability Index and the ND-GAIN Matrix, Ethiopia ranks as the
19th most vulnerable and 34th least prepared country in the world to face
these challenges.

Climate change impacts, notably in the form of floods and droughts, have
long exerted adverse effects on crop yields, livestock, natural resources,
infrastructure, livelihoods, and water availability in the region. Drought, a
recurrent phenomenon in the project's areas of interest, has been
intensifying in frequency and severity, directly impacting the resilience and
livelihoods of communities involved. Similarly, flooding poses significant
risks, potentially causing damage to both existing infrastructure and
facilities financed by the project, as well as to rangelands and croplands.

|Substantial

Mitigations: Effort for mitigation climate resilience will be adopted,
initiatives to ensure PAP communities to have reliable access to water
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|Risk categories and subcategories ||Inherent ||Residua| |

resources will be introduced. This involves employing modern drilling
machinery with reduced carbon emissions to create boreholes efficiently.
Additionally, a multifaceted approach will be taken aimed at enhancing
productivity through the adoption of innovative climate-smart technologies.
Addressing conflicts over land using Resolution tools for effective
communication to resolve disputes amicably and the enforcement of
appropriate land tenure policies. Furthermore, there is a concerted effort to
raise awareness and disseminate information in lowland areas regarding
strategies for adapting to the impacts of climate change at different levels
(federal, regional and Woreda).

| [ l| |

|Project relevance ||Moderate ||Moderate |

Risk(s): Due to some fragile security conditions, development objectives
can be constrained by emergency situations. If this happens, the project’s
development objective and structural long-term investment may give place
to emergency. The populations and institutions may also not be opened for
development structural activities.

Mitigations: Close monitoring by the country team Efforts to avoid
insecurity of large amplitude from government side and willing political
commitment for sustainable development Nexus Peace and Development
as strategy for development partners in the country

|Technica| soundness ||Moderate

Risk(s): The project proposes relatively complex multisectoral interventions
and intervenes in disaster-prone areas, some of which are also becoming
increasingly insecure. This may require changes in technical designs of
specific interventions. Moreover, the project is mainstreaming climate
considerations across activities, which brings novelty and is critical for
sustainability of the impacts, and this approach may require a slight shift
from business as usual, which may encounter some resistance.

|Moderate

Mitigations: This set of risks will be mitigated by prioritizing interventions in
different areas, so that implementation could continue if one area were
inaccessible; adopting strong learning elements that will help regions move
gradually toward the implementation of larger investments; and increasing
their readiness and sustainability, sharing experiences and learning from
each other. Moreover, additional staff will be hired to strengthen the PMU,
and different national and international organizations will provide additional
technical assistance for specific activities/components.

|Imp|ementation arrangements ||Moderate ||Moderate |

Risk(s): The risk regarding institutional capacity for implementation and
sustainability is considered as substantial based on: (a) limited institutional
capacity of MILLs, the lead implementing agency, and other federal, regional,
and decentralized entities to implement such a complex project—given that
they are relatively new institutions; (b) the challenge of designing and
implementing new systems introduced in LLRP Il such as early warning and
climate information systems, RMS, digital and private sector-led extension,
mobile-based, interest-free, and other financial products; and (c) weak links
and coordination among institutions, sectors, programs and projects at all
levels. Additionally, some of the project areas have undergone administrative
restructuring (the Southwestern Region, for example, is a newly formed region
that was drawn from what used to be the Southern Nationals and Nationalities
Regional State) that has weakened their overall administrative capacity.

Mitigations:
The risk will be mitigated through awareness creation and training
activities. The particular risk regarding MILLs will be mitigated by
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|Risk categories and subcategories ||Inherent ||Residua| |

maintaining and strengthening LLRP I’'s PMU with recruitment additional
staff for key positions relevant to the new design features of LLRP Il with
clearly defined job descriptions and accountability. To help mitigate
coordination risk, the project will rely on existing government coordination
platforms, including the MILLs-initiated Pastoral Development Council and
the MoA-led Rural Economic Development and Food Security Sector
Working Group.

Furthermore, the project will coordinate with and build institutional
partnerships between the PMU/MILLs (and regional implementing
agencies) and relevant local and international specialized agencies, such
as the ATI, EDRMC, EMI, ECC, MoA, EIAR, MLSs, ICIPE, Heifer
International, and CGIAR programs, and institutes such as AICCRA, ILRI,
ICARDA, Alliance Biodiversity International, International Centre for
Tropical Agriculture (CIAT), and International Maize and Wheat
Improvement Centre (CIMMYT).

|M&E arrangements ||Moderate

Risk(s):
The inclusion of new components on Disaster Risk Management, climate
advisory service etc may stretch the capacity of the M&E.

Mitigations: Strengthening the capacity of the PCMU in general and the M
and E specialist in particular. Introducing simple monitoring formats to be
used by customary institutional entities to track project milestones focusing
on results and budget use and to identify implementation problems and
best practices; Digitized resource maps, pictographic information on the
RMIPs and its implementation progress; facilitating periodic structured
discussions on learning and findings; capacity building of customary
institution leaders and committee members on managing relevant
information and promoting learning from such information; (v) develop
information sharing and learning hubs at range land level. As part of self-
monitoring, accountability mechanisms such as social audit committees,
public display of information, participation in meetings, and a participatory
grievance redress mechanism will be implemented.

LLRP 1l will also work with ILRI and AICCRA to increase data quality and
adapt the ILRI’s Tracking Adaptation in Livestock Systems tool to track
adaptation and resilience to climate change impacts among targeted PAP
households. Performance monitoring and review of the effectiveness and
assessing project results and outcomes against the Results Framework.

|Legal and regulatory framework ||Moderate

Risk(s): (i) Most of the central government institutions do not maintain
databases or records for contracts including data on what has been
procured, the value of procurement, and who has been awarded contracts.
They prepare the performance report directly from the source document at
the end. In addition, all central government institutions do not submit their
procurement performance reports on time to the FPPA.

(i) Out of six key procurement information (1. Legal and regulatory
framework for procurement, 2. Government procurement plan, 3. Bidding
opportunities, 4. Contract awards, 5. Data on resolution of procurement
complaints, 6. Annual procurement statistics) only legal and regulatory
framework for procurement and bidding opportunities are made available
to the public through appropriate means

Mitigations: IFAD, in collaboration with the World Bank, can strongly
encourage government through policy dialogue to accelerate the creation
of a reliable record/database for monitoring procurement management,
ensuring that central government institutions prepare accurate reports and
submit them to the FPPA, so that the latter can populate the database. It is

|Moderate

IModerate |
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|Risk categories and subcategories ||Inherent ||Residua| |

also important to ensure that accuracy and completeness of reports are
verified by the FPPA or by an external auditor. At project level, the
systematic use of the CMT should be ensured so as to improve
procurement monitoring.

In addition, policy dialogue between IFAD and the Government should
encourage the latter to improve the completeness of procurement
information available to the general public. For example, the FPPA website
could be used to ensure access to such information, as it is already the
case for the legal and regulatory framework and bidding opportunities.

|Accou ntability and transparency ||Substantial||Su bstantial|

Risk(s): (i) Complaints are not reviewed by a body which is not involved in
any capacity in procurement transactions or in the process leading to
contract award decisions. Indeed, out of 5 members, only one is seen as
independent, while the others are directly involved in procurement
activities.

(i) Ethiopia has a score of 38/100 in 2020 in the Corruption Perception
Index and ranked 96/198.

Mitigations: The Government should be encouraged to ensure that
national provisions on complaint system are applied, according to which
and independent and functional system should be available. Members of
the Complaint Review Board should be selected accordingly.

(i) Programme and the Lead executing agency to ensure that any
individuals, firms and Government stakeholders involved in the
implementation of LLRP Il are well informed of the Revised IFAD's Policy
on Preventing Fraud and Corruption in its activities and operations.

|Capabi|ity in public procurement ||Substantial

Risk(s): Procurement risks are associated with capacity limitations at the
PMU level, security concerns, market failures, shortages of foreign
currency, price hikes, and shortage of construction inputs. MILLs and most
regions have acquired adequate experience in procurement; however, the
introduction of new federal level implementing agencies (EDRMC, ATI, and
EMI), and the geographic expansion of the Project in a new region (Dire
Dawa) and 20 new woredas as well as the emergence of new regions is
likely to result in some capacity gaps.

|Substantial

Mitigations: Training on Project procurement policies for the procurement
staff.

* Timely preparation of project-specific procurement manuals satisfactory
to the World Bank and IFAD.

» Assessment of the procurement capacity of implementing agencies at all
levels and implementation of action plans to address identified limitations
as well as continuous capacity building (training).

* For new project implementing regions and woredas, careful planning of
capacity-building measures, including on STEP.

* Timely preparation of the PPSD and Procurement Plan.

* Potential deployment of TPMA to monitor and evaluate project activities
including procurement aspects in inaccessible woredas and sites.

|Pub|ic procurement processes ||Moderate ||Moderate |
|Risk(s): There might be lack of compliance to procurement method. || || |

Mitigations: The Lead executing agency to ensure that procurement
planning and AWPB are joint activities between the procurement, finance
and technical officers to ensure consistence and alignment of activities,
guided by programme technical delivery to inform procurement plan and
financial flow projections.

10
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|Risk categories and subcategories

||Inherent ||Residua| |

|Organization and staffing

||Substantial||Su bstantial|

Risk(s): (i)Limited FM capacity due to the high turnover of fiduciary staff in the
PCUs at federal, regional, and woreda level and the shortage of qualified
accountants in the public bodies. The introduction of new implementing
agencies at the federal level, the geographical expansion of the project in a
new region (Diredawa), and the fact that 20 new woredas will require the
recruitment of additional FM staff will increase the risk of lack of capacity;
(ii)Out of the 120 woredas, 20 are new woredas that need continued capacity-
building activities. This pose of a high FM risks as there are high number of
decentralized FM Units, and setting up an effective internal controls and audits
will be more challenging.

Mitigations: (i) FM capacity assessment will be conducted. FM readiness
will be assured in all new 20 woredas and recruitment or assignment of
one accountant for each new entity implementing the project (federal,
regional, and woreda level, including new RSCT and CAs). Notify the
World Bank of the assigned personnel within three months of
effectiveness;

(i)Providing training to finance staff on the project FM requirements within
one month of notification of the assignment of the FM staff to the World
Bank and conducting continuous capacity-building trainings during the
implementation to strengthen the capacity of the FM staff.

|Budgeting

||Substantial |Substantial

Risk(s): The project will follow the Federal Government of Ethiopia’s
budgeting procedure and calendar. The FPCU, at MILLs, will prepare a
consolidated AWPB. However, there is a risk of delay in the preparation
and approval of the AWPB, and low budget utilization. Procurement risks
are associated with capacity limitations at the PIU level, security concerns,
market failures, shortages of foreign currency, price hikes, and shortage of
construction inputs may also result in slow budget utilization.

Mitigations: (i) The project's Annual Work Plan and budget to be prepared
and submitted to the World Bank by the end of May of each year. The
budget will be notified before the start of the new FY;

(PPSD) and Procurement Plan;

(iii)The FPCU will ensure that robust budget monitoring and control
mechanisms are in place. IFRs will have budget monitoring reports
including variance reports along with explanations of material variances
and the management will take corrective measures based on the quarterly
reports.

(i) Timely preparation of the Project Procurement Strategy for Development

|Funds flow/disbursement arrangements

||Substantial |Moderate |

Risk(s): Funds flow and Disbursement Arrangements LLRP 1l will become
active before the existing Project, LLRP, is closed and the Project
Coordination Units (PCUs) for LLRP will also continue to support this
project. Therefore, there is a risk that the funds of LLRP II project will be
comingled with the funds of the existing LLRP project.

Mitigations: (i)A Segregated Designated Account (DA) will be opened for
the project and managed by the MILLsS/FPCU;
(iiFor advances to the Designated Account, the project will use report-

quarterly Interim Financial Reports;

(iii) For the new 20 woredas, an FM assessment will be conducted when
the woredas are identified. Unless the FM assessment is done, no project
resources will be channeled to the new woredas.

based disbursement, with the submission of a six-month forecast as part of

|Interna| controls

||Substantial||$ubstantial

11
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|Risk categories and subcategories ||Inherent ||Residua| |

Risk(s): (i)The project will be implemented in the 120 woredas and out of
120 woredas, 20 are new woredas. This pose of a high FM risks as there
are high number of decentralized FM Units, and setting up an effective
internal controls and audits will be more challenging;

(ii) The PEFA scored Internal audit poorly (D+ overall). There is a risk of
weak internal audit function and weak internal control at MILLs including
audit issues;

(iii) The project will also fund matching grants and access to finance where
there is a high risk of misuse of funds.

Mitigations:

()All the applicable Government internal control policies and procedures
will be applied to the project. In addition, the project’s Financial
Management Manual (FMM) will incorporate detailed control procedures
specific to the project;

(i) The internal audit unit of the FPCU will conduct quarterly internal audits
and share the internal audit reports with the World Bank. Training will be
provided to the internal auditors to enhance their capacity. The
management will take the necessary actions to address the findings.
Quarterly IFRs will disclose the status of the implementation of the
findings;

(iiAssessment of the fiduciary capacity of implementing agencies at all
levels and implementation of mitigation measures (action plans);
(iv)Issuance of guidance notes to implementing entities to mitigate
expenditure double-dipping; and potential deployment of a Third-Party
Monitoring Agent (TPMA) to monitor and evaluate project activities
including fiduciary aspects in inaccessible woredas and sites;

(v) Matching grants to MSEs and access to finance- seed funding will have
separate guidance on selection, implementation, administrative, and other
procedural issues regarding the components which will include FM
procedures and this will be effectiveness condition. The project's internal
auditor will also check periodically on the proper management of this
activity. The TPM will also include this in due diligence exercise to ensure
that the funds are disbursed and being used for purposes intended as one
of its roles. In addition, the FMM will also include detailed FM
arrangements and requirements to manage this.

|Accounting and financial reporting ||Substantial

Risk(s): The fact that the Project will continue to operate along with the
existing LLRP poses the risk of double dipping whereby expenditures may
be comingled among the two projects given the capacity limitations. In
addition, this may create some FM risks in conflict-affected woredas with
accessibility limitations.

Mitigations: (i)Designing appropriate controls, including assigning separate
accountants from the PIU to each project; maintaining separate accounting
records and document filing systems for each project. These controls will
help to ensure that the accounting records for the two projects are kept
separate and that there is no risk of mixing them up;

(iLLRP 11 will prepare a Financial Management Manual (FMM), which
includes an acceptable Chart of Accounts within three months of the
approval date, based on the experience of the existing LLRP FMM, and
disseminate it to all implementers;

(iii) The project will develop a chart of accounts that is adequate to capture
the project expenditures by component, category and financier for LLRP I
and share the COA with all implementers including the new woredas and
federal entities. In addition, to comply with government reporting
requirements, the project will have to maintain records through IFMIS;
(iv)The FPCU will prepare the quarterly IFR for LLRP Il and submit it to the
World Bank within 45 days after the end of the quarter. Project annual

|Substantial

12
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|Risk categories and subcategories ||Inherent ||Residua| |

financial statements will be prepared on time and strict follow-up on timely
closure of accounts will be made.

|Externa| audit ||Substantial

Risk(s): (i)The Project is highly decentralized and there is a risk that
external audit scope may not cover the high-risk areas, and may be not
adequate;

(i) Risk of late submission of the audit reports and the management letter.

Mitigations: (i)Recruitment of external Auditors within 6 months of
effectiveness;

(i) Agree on the Audit ToR & IFR format; Matching grants and access to
finance activities will be included in the external audit TOR and will be
covered by the auditors during the external audit process;
(iii)Submission of annual audited financial statements and audit report
including the management letter within 6 months of each fiscal year;

(iv) The audit will be carried out as per the International Standards of
Auditing issued by the International Federation of Accountants. The
Project will also have an interim audit report arrangement which is part of
the annual audit report;

(V)An update will be made by MILLs on whether entity audit findings are
being addressed or actioned.

|Biodiversity conservation ||Moderate ||Moderate |

Risk(s): Climate variability and extreme weather events, use of
agrochemicals (project will not fund the procurement and use of agro
chemicals), as well as use of forest clearance may cause loss of
biodiversity

Mitigations: The ESCMF will adequately consider this and a budgeted
mitigation measure, including integrated pest management, will be
considered

|Substantial|

|Resource efficiency and pollution prevention ||Substantial

Risk(s): Wasteful/in-efficient use of water for irrigation and drinking.
Construction of infrastructures such as irrigation schemes, storage
facilities, market will lead to pollution of environmental media such as
water, soil and air.

|Substantial|

Mitigations: Capacity building and awareness creation will be organized for
the beneficiaries and Kebele/Woreda level experts and Das to ensure
efficient use of water. Furthermore, water use regulations and bylaws will
be prepared and implemented. Compliance to SECAP and national law on
pollution prevention and precautionary approaches and increase use of
organic fertilizer

|Cu|tura| heritage ||Moderate ||Moderate
Risk(s):

Some construction activities may impact historical, religious or cultural
resources.

Mitigations: Appropriate screening of project/sub project, consultation with
responsible government representatives and communities as well as
SECAP compliance

|Indigen0us peoples ||Moderate ||Moderate

Risk(s): The project will be implemented in PAP areas which are
considered as indigenous by IFAD

Mitigations: Adequate consultations and engagement with the targeted
PAP communities and their institutions.

13
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|Risk categories and subcategories ||Inherent ||Residua| |
|Community health and safety ||Moderate ||Moderate |

Risk(s): Construction activities, may have a negative impact on community
health and safety. Furthermore, some project activities such as water
ponds/diversions may cause water-borne or other vector-borne diseases
(e.g., temporary breeding habitats), and/or communicable and non-
communicable disease. COVID-19 is still potential health threat

Mitigations: Provision of PPE, Integrated Pest management practises and
also deploying of COVID-19 preventing measures as well as SECAP
compliance

|Lab0ur and working conditions ||Substantial||Substantial|

Risk(s): Project activities may cause forced or child labour, gender-based
violence, discriminatory and unsafe/unhealthy working conditions

Mitigations: Awareness creation and capacity development to ensure
project activities are conducted in a safe working environment. Contractor
contracts will include clauses to ensure adequate working conditions.
Furthermore, GRM system will be established/strengthened so that
affected people have access to address and resolve their complaints.
Sensitisation will also be done in collaboration with relevant authorities to
prevent GBV. As part of the ESCMF, Labour Management Plan will be
prepared and implemented accordingly to ensure presence of conducive
working environment and avoid/reduce exploitative labour practices

|Physical and economic resettlement ||Moderate

Risk(s): The proposed infrastructure development such as irrigation
schemes, warehouses, and rural roads may cause physical, economic and
involuntary resettlement and limit access to natural resources.

Mitigations: Adherence to SECAP and national laws entails screening of
project activities and elaborating ESCMPs for the infrastructure
development. Resettlement Action Framework (RAF) will be prepared to
guide the identification and consultations of Project Affected People (PAP),
guantification of physical and economic resettlements as well as estimate
compensations. Depending on the number of PAPs, RAF will also guide
the preparation of RAP. Furthermore, PMUs will work hand in hand with
Woreda and Kebele administrations to ensure that PAPs are adequately
consulted and compensations effected prior to commencement of any
physical activities. GRM should be strengthened to ensure timely and
satisfactory responses to complaints.

Moderate |

|Greenhouse gas emissions ||Low ||Low

Risk(s): Livestock fattening may cause emission of small amounts of
GHGs. Generally, the project's contribution to GHG emission is minor

Mitigations: The initiative ensures that there will be no expansion of arable
land through deforestation to meet the demands of crop production.
Instead, the program emphasizes sustainable agricultural practices that
promote responsible land use. This approach aligns with Ethiopia's climate
policy, which prioritizes environmental conservation and the reduction of
greenhouse gas emissions. In adherence to this climate-conscious
strategy, special attention will be dedicated to the promotion of low-
emission livestock, including poultry, sheep, and goats. These animals are
known for their relatively lower environmental impact compared to
traditional livestock options. For instance, poultry farming tends to have a
smaller carbon footprint, as it requires less land and water compared to
larger livestock such as cattle. The emphasis on sheep and goats is
strategic, as these animals are generally more adaptable to diverse and
challenging environmental conditions.

By focusing on these specific livestock types, the program not only
addresses the growing demand for animal products but also contributes to
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|Risk categories and subcategories ||Inherent ||Residua| |

mitigating climate change impacts. Sustainable livestock practices can play
a crucial role in fostering a balance between agricultural development and
environmental conservation. This dual focus ensures that the program not
only meets the nutritional needs of the population but also aligns with
Ethiopia's broader goals of achieving climate resilience and sustainability
in its agricultural sector.

Vulnerability of target populations and ecosystems to climate

variability and hazards MRCEEES EEEENS

Risk(s): Programme interventions may increase exposure of communities,
ecosystems and infrastructure to climate shock

Mitigations: LLRP Il will support interventions that will enhance resilience
of communities, infrastructure and ecosystem to the impact of climate
variability and high intensity weather events. Sub projects will be screened
against climate change impacts and appropriate mitigation/adaptation
measures will be adequately integrated into project design.

|Stakeh0|der engagement/coordination ||Moderate ||Moderate |

Risk(s): There is a potential for: (a) the re-emergence of political unrest
and

civil disturbances; (b) institutional/organizational
restructuring/reorganization; (c) weak multisectoral coordination
mechanisms; and (d) elite capture of project benefits and the exclusion of
project beneficiaries, particularly underserved members of targeted
communities.

All stakeholders may not be adequately identified and engaged during
project and implementation. Lack of budget may affect stakeholder
participation as needed.

Mitigations: These risks will be mitigated through a series of carefully
planned and properly executed consultations as per the Stakeholder
Engagement Plan (SEP), during implementation. Elite capture risk
mitigation measures will benefit from the experience of several World
Bank-IFAD co-financed projects including, Pastoral Community
Development Project Il (PCDP 11,P130276), LLRP (P164336).

IFAD in co-financing with the World Bank also faces a moderate risk,
experienced under the first phase of LLRP, that the World Bank cancels a
proportion of its financing in response to the need for urgent responses to
unanticipated events, (such as was the case of COVID19 under LLRP).
This will be mitigated through continuous discussions with World Bank
counterparts to ensure that IFAD is promptly advised of any such action.

|Stakeh0|der grievances ||Moderate |Moderate |

Risk(s): Targeting of beneficiaries, construction activities, water and
distributions, poor quality service are potential sources of grievances. GRM
system may be non-existent or not functioning well and the GRM
committees may not have the required capacity to resolve complaints in
fair and timely manner.

Mitigations: Proper implementation of the targeting strategy/criteria,
provision of quality services and establishment/strengthening of GRM
system, awareness creation to complainants, capacity
development/training to GRM committee
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