Document: EB 2012/105/R.11/Rev.1

Agenda: 7(b)(i)

Date: 3 April 2012 A
Distribution: Public

Original: English

Y
JLUIFAD

o1 JBAN s ) LSaal) (hSa
SRR e Gl (e

Astiall Gy 280
() Al £ e G Ly
dal (e LS &) ggan

L) Ul cleaniocal donpdall 3gall 508) £ ke

LA Gudaall b plast) Joull Liaa Baludl ) 580

sl (alasy)

T A A sdaml) )

Deirdre McGrenra Samuel Eremie

Aol il (938 (S B0 bl i) e

+ 39 06 5459 2374 :ailgll ?A.J +39 06 5459 2079 il r‘gJ
gb_office@ifad.org : g 5SIY) ppll s.eremie@ifad.org : 53s 5SY) 2yl

AL 3ay Bsela 3500 — (sl ulaal
2012 Q@/LLJ 4-3 g,

L gall




EB 2012/105/R.11/Rev.1

iii

iv

N

D AR W oW W NN N

0 I 3 O W W

o0

10
10

Gl ghaall

Al A ggsiall cililes Ay A
Jasail) Jaga
Adgally duags

Al Galally Aashiad) Glwd) — Yol
A (3l Ayl Aybadl) dpaiill — Al
ol zalinyg e sSall byl V1 ae daglsally alaiall Gulal1 — by
bl ) aviaall 40l Ln )5
gadall ciuag — Ll
Aagiuall de sanally £ 5 il Ailaie — (il
& s all eyl Gaagll — el
/el &l —
Eapdall Adli — BIG

el — alf
bl Uyl — .l
A yall 3)laly alailly capEilly aa)lly cdayhadill — o
opiilly 2 5ills Adlall 3)l0) =
Ghay) — el
sailghy Alygaly g9 piall AT — lay),
& s pdiall Callss — alf
gl Jasal — el
Aplai®y) Cailgadly Bl jase Jilali = o
Llaay) = Jha
sl Cagans jlalaadl aaati— ola
dousall clisy) — Luald

Gsaiall calulud Jtey) — lf
Ganiillg dag Vgal) — £l
Sl aan iy GOSN — aaa
GOlasluadl 3 BIAN) - Jly
(oAl atudly Ayigilal) sligh — Lualu



EB 2012/105/R.11/Rev.1

11

12

agl) — laglu

dgalall

lle aglital) Jysatll 4860
Jadll

ORAIAY



EB 2012/105/R.11/Rev.1

M) g etiall cilles Ay A

Lig
il

Gsiall ledga Al Glleal)

Gdivall by p)d

Ongoing operations A
- Mount Kenya East Pilot Project for Natural Resource Management (MKEPP) /41-},@““ <

Southern Nyanza Community Development Project (SNCDP)

- Smallholder Dairy Commercialization Programme (SDCP) - y
m Smallholder Horticulture Marketing Programme (SHOMAP) \‘\ )
D Programme for Rural Outreach of Financial Innovations and Technologies (PROFIT) \‘"’/

S

New project

D Upper Tana Catchment Natural Resource Management Project Ethiopia

South Sudan

Moyale
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Uganda 1 Somalia
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Lake Victoria

United Republic of Tanzania
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Negotiated financing agreement: "Upper Tana
Catchment Natural Resource Management Project
(UTaNRMP)"

(Negotiations concluded on 15 March 2012)

IFAD loan number:

Trust loan number:

Project Title: Upper Tana Catchment Natural Resource Management Project (the
“Project”)

The Republic of Kenya (the “Borrower”)

and

The International Fund for Agricultural Development (the “Fund” or “IFAD")

and

The Spanish Food Security Cofinancing Facility Trust Fund (the “Trust”)

(each a “Party” and all of them collectively the “Parties”)

WHEREAS the Executive Board of IFAD at its 100" Session approved the establishment of
the Trust and further approved that the Trust, acting through IFAD in its capacity as the

Trustee, enter into a Borrowing Agreement with the Kingdom of Spain; and

WHEREAS the Kingdom of Spain and IFAD, in its capacity as the Trustee of the Trust, have
signed the Borrowing Agreement on 28 December 2010;

WHEREAS IFAD has agreed to extend a Loan (the IFAD Loan) to the Borrower for the
purpose of financing the Upper Tana Catchment Natural Resource Management Project, on
the terms and conditions set forth in this Agreement;

WHEREAS, on the basis of the above and other considerations, the Trust has agreed to
extend a Loan (the Trust Loan) to the Borrower through IFAD as Trustee for the purpose
of cofinancing the above referenced Project, on the terms and conditions set forth in this
Agreement;

Now THEREFORE, the Parties hereto hereby agree as follows:
Section A

1. The following documents collectively form this Agreement: this document, the
Project Description and Implementation Arrangements (Schedule 1) and the Allocation
Table (Schedule 2).

2. The Fund’s General Conditions for Agricultural Development Financing dated

29 April 2009, as may be amended from time to time (the “General Conditions”) are
annexed to this Agreement, and all provisions thereof shall apply to this Agreement. For
the purposes of this Agreement the terms defined in the General Conditions shall have
the meanings set forth therein. The term “Loan” in the General Conditions shall apply
equally to the IFAD Loan and the Trust Loan.
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3. The Fund shall provide a Loan and the Trust shall provide a Loan to the Borrower
(collectively referred to as “the Financing”), which the Borrower shall use to implement
the Project in accordance with the terms and conditions of this Agreement.

Section B

1. A. The amount of the IFAD Loan is SDR 21.25 million.
B. The amount of the Trust Loan is EUR 12.80 million.

2. The IFAD Loan and the Trust Loan are granted on Highly Concessional Terms.

3. The Loan Service Payment Currency for the IFAD Loan shall be US dollar.
The Loan Service Payment Currency for the Spanish Trust Loan shall be the Euro.

4, The first day of the applicable Fiscal Year shall be 1 July.

5. Payments of principal and service charge of the IFAD Loan and the Trust Loan shall
be payable on each 15 February and 15 August.

6. The Borrower shall provide counterpart financing for the Project in an estimated
amount of USD 11.34 million to finance all duties and taxes as well as to contribute to
part of the expenditures of Category II (Sensitization, Training Workshops and Studies),
Category III (Grants and Awards), and Category V (Civil Works).

Section C

1. The Lead Project Agency shall be the Ministry of Water and Irrigation of the
Borrower or such other Ministry responsible for water as the Borrower may designate.

2. The following are designated as additional Project Parties: the ministries
responsible for Agriculture, Livestock, Fisheries, Cooperatives, Marketing, Rural Finance,
Rural Roads, Environment, Mineral Resources, Forestry, Wildlife, Gender, Children and
Social Development, Finance, and Planning; the participating counties; the Kenya Forest
Service, the Kenya Wildlife Service, the Kenya Agricultural Research Institute, the Kenya
Plant Health Inspection Services, the Water Resources Management Authority, the Water
Services Trust Fund (or any of their successor organizations), and participating Water
Resource Users Associations, Community Forest Associations and Common Interest
Groups.

3. The Project Completion Date shall be the eighth anniversary of the date of entry
into force of this Agreement.

Section D

The Financing will be administered and the Project supervised by the Fund.
Section E

1. The following is designated as an additional ground for suspension of this

Agreement: any key Project Coordination Team member has been removed without the
endorsement of the Fund.

13
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2. The following are the designated representatives and addresses to be used for any
communication related to this Agreement:

For the Borrower:

Minister for Finance
P.O. Box 30007-00100
Nairobi, Kenya

For the Fund:

President

International Fund for Agricultural Development
Via Paolo di Dono 44

00142 Rome, Italy

For the Spanish Food Security Co-Financing Facility Trust Fund

President

International Fund for Agricultural Development in its capacity as Trustee
of the Spanish Food Security co-Financing Facility Trust Fund

Via Paolo di Dono 44

00142 Rome, Italy

This agreement, dated , has been prepared in the English language in nine
(9) original copies, three (3) for the Fund, three for the Trust and three (3) for the
Borrower

REPUBLIC OF KENYA

Authorized Representative
Title

INTERNATIONAL FUND FOR
AGRICULTURAL DEVELOPMENT

Kanayo F. Nwanze
President

FOR THE SPANISH FOOD SECURITY
Co-FINANCING FACILITY TRUST FUND

Kanayo F. Nwanze
President
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Schedule 1
Project Description and Implementation Arrangements
1. Project Description

1. Target Population. The Project shall benefit about 205,000 poor rural households
whose livelihoods revolve around the use of the natural resources in the Upper Tana
River catchment. The target group includes smallholder crop and livestock farmers,
agro-pastoralists, fishers, rural traders, and community groups involved in Natural
Resource Management (NRM) and income generating activities, with a special focus on
women whose participation in decision-making at the family and community level, as
well as access to land, agricultural inputs, technology and credit is hindered by social
and cultural constraints.

2. Project Area. The Project shall be implemented in 24 river basins lying largely within
the six counties of Embu, Kirinyaga, Meru, Murang’a, Nyeri and Tharaka-Nithi.

3. Goal. The goal of the Project is to contribute to reduction of rural poverty in the
Upper Tana River catchment.

4, Objectives. The objectives of the Project shall be to increase sustainable food
production and incomes for poor rural households living in the Project area, and the
sustainable management of the natural resources for provision of environmental
services.

5. Components. The Project shall consist of the following four Components and their
associated sub-component:

5.1 Community Empowerment Component

a) The Sensitisation and Awareness Raising sub-component is designed to
stimulate interest and awareness about the importance of sustainable rural
livelihoods and NRM;

b) The Establishment and Strengthening of Key Community Structures
sub-component is to support the creation and strengthening of community
organisations by developing their skills for participatory planning and project
implementation;

C) The Community Action Plans (CAPs) for Livelihood Improvement and
Sustainable NRM sub-component is designed to develop CAPs which reflect
community felt needs and priorities and which form the basis for the
preparation of the annual work plan for the implementation of the identified
priorities.

5.2 Sustainable Rural Livelihoods Component
a) The Adaptive Research and Demonstrations sub-component will address some
of the technical and knowledge constraints to improved productivity and
livelihoods in the Upper Tana catchment;
b) The Adoption of Income Generating Activities (IGAs) sub-component will

encourage the adoption of enterprises assessed as having neutral or
beneficial environmental impacts through a matching grant support;
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5.3 Sustainable Water and Natural Resource Management Component

a) The Sustainable Management of Water Resources sub-component shall
continue the approach of community-based water resource management as
mandated by the Water Act and implemented by MKEPP and the World
Bank-assisted Natural Resources Management Project (NRMP), including
support for remedial actions at environmental hotspots that affect water
sources;

b) The Sustainable Management of Forest and Agricultural Ecosystems
sub-component will provide support to community groups to improve their
management of agricultural and forest lands, including matching grants for
technically viable soil and water conservation (SWC) measures implemented
on-farm and the construction of wildlife-proof fencing to reduce
human-wildlife conflict.

5.4 Project Management and Coordination Component

This component aims at ensuring an effective and efficient management of the Project
through coordination, monitoring and evaluation and knowledge management.

II. Implementation Arrangements

6. The Project shall be implemented and coordinated by the Ministry of Water and
Irrigation. A Project Steering Committee shall provide policy-related guidance and
advice while the day-to-day management of the Project will be undertaken by a Project
Coordination Team (PCT), supported by the County Project Coordinating Committees
(CPCCs), the County Project Facilitating Teams (CPFTs), and other implementation
partners. The PCT shall be responsible for the procurement of the services of key
partners and for monitoring and evaluating their work. The PCT shall also be responsible
for the conduct of a baseline survey, the coordination of preparation of the joint annual
work plan and budget (AWPB), overall Project progress reporting and financial
management, and ensuring knowledge management and learning. The PCT shall provide
support to the supervision missions and undertake any other tasks that facilitate the
implementation of the Project. A key responsibility of the PCT shall be to ensure synergy
and coordination with other IFAD-assisted and donor projects in the country.

7. Implementation Arrangements. Implementation arrangements for the three main
components shall be as follows:

7.1 Component 1: Community Empowerment. The three sub-components under this
component shall be implemented by the PCT, under the oversight of the Community
Empowerment Coordinator, with the support of the Ministry for Gender, Children and
Social Development at the county level, and through the engagement of other service
providers to fill any skill gaps in capacity building.

7.2 Component 2: Sustainable Rural Livelihoods. The two sub-components under this
component shall have the following implementation arrangements under the oversight of
the Rural Livelihoods Coordinator in the PCT:

a) The Adaptive Research and Demonstrations sub-component shall be
implemented by the relevant government departments and service providers
in conjunction with the Kenya Agricultural Research Institute (KARI) through
its Embu Station and possibly other stations. The Kenya Plant Health
Inspection Services (KEPHIS) will be responsible for regulatory oversight of
seed multiplication and distribution.
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b)  The Adoption of Income Generating Activities sub-component shall be
managed by the PCT using transparent guidelines adapted from the
“Livelihood Component Operations Manual” used by NRMP.

7.3 Component 3: Sustainable Water and Natural Resource Management
The two sub-components under the component shall be implemented as follows:

a) The Sustainable Management of Water Resources sub-component shall be
implemented mainly by the Water Resource Users Associations (WRUAs) who
will develop and implement sub-catchment management plans (SCMPs) with
technical support from the Water Resources Management Authority (WRMA)
and financial support administered by WSTF. The WRUAs will work through
common interest groups (CIGs) in implementing the SCMPs. The
implementation of this sub-component will be under the oversight of the
Water Resources Coordinator in the PCT.

b) The Sustainable Management of Forest and Agricultural Ecosystems
sub-component shall be implemented mainly by the Community Forest
Associations and CIGs, with the matching grant support for SWC
interventions administered by the PCT, the wildlife fencing managed by the
Kenya Wildlife Service, and the rehabilitation of degraded forests managed by
the Kenya Forest Service. The implementation of this sub-component will be
under the oversight of the Land and Environment Coordinator at the PCT.

8. Programme Implementation Manual. The PCT shall revise the draft Project
Implementation Manual (PIM), to include among other things, a Financial Management
Manual, a Manual for the Implementation of the Grants including the criteria for
evaluation and moving from one phase to the other, and Guidelines for Partnership
Development. The revised PIM will be forwarded to the Fund for comments and no
objection.

9. Mid-Term Review. A Mid-term Review (MTR) shall be conducted at the end of
Project Year four, to assess the progress, achievements, constraints and emerging
impact and likely sustainability of the project and make recommendation and necessary
adjustments for the remaining period of disbursement. The MTR shall be carried out
jointly by the Lead Project Agency and IFAD.
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Schedule 2
Allocation Table

1. Allocation of IFAD Loan and Trust Loan Proceeds. (a) The Table below sets forth the
Categories of Eligible Expenditures to be financed by the IFAD Loan and the Trust Loan;
the allocation of the amounts of the IFAD Loan and the Trust Loan to each Category and
the percentages of expenditures for items to be financed in each Category.

Amount of the

Amount of the Spanish Trust

IFAD Loan o .
Category Allocated Fund Loan % of Exp_endltures to be
. Allocated Financed
(Expressed in .
SDR) (Expressed in
EUR)
I. Vehicles, Equipment
and Materials 2 300 000 1 385 000 100% net of taxes
IT. Sensitization, Training
Workshops and Studies 3980 000 2 395 000 100% net of taxes
100% net of taxes and
II. Grants and Awards 6 835 000 4120 000 beneficiaries’ contributions
IV. Technical Assistance 540 000 325 000 100% net of taxes
V. Civil Works 2920 000 1760 000 100% net of taxes
VI. Salaries, Allowances,
Operations and
Maintenance 2 550 000 1 535 000 100% net of taxes
Unallocated 2125000 1280 000
TOTAL 21 250 000 12 800 000

(b) All withdrawals shall be apportioned by the Fund proportionally between the IFAD
Loan and the Trust Loan.

2. Start-up Costs. Withdrawals in respect of expenditures for start-up costs in
Category I: Vehicles, Equipment and Materials, Category II: Sensitization, Training
Workshops and Studies and Category VI: Salaries, Allowances, Operations and
Maintenance incurred before the satisfaction of the general conditions precedent to
withdrawal shall not exceed an aggregate amount of USD 800 000 for each of Category
I, I and VI, respectively.

3. No withdrawals shall be made under Category III (Grants and Awards) until a
governance framework for the WSTF and the PCT acceptable to the Fund shall have been
put into place.
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4, An impact evaluation of the Mount Kenya East Pilot Project (MKEPP) shall be
carried out by the Borrower and submitted to the Fund for review. Activities found by
the impact evaluation to not be effective shall be redesigned as agreed between the
Fund and the Borrower. Withdrawals may only be made under Category III (Grants and
Awards) for activities found to be effective by the Fund.

5. After the allocation of 10%, 30% and 60% of the grants under Category III, the
Borrower shall ensure that audits of the resource allocation processes and use of grant
funds are carried out by an independent service provider acceptable to the Fund.
Withdrawals may only be made under Category III on condition that the Fund has
determined that such audits are satisfactory, and only for grants which have been
approved by one of the two committees which decide on grant allocations.
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Logical framework

Results Hierarchy

Indicators a/

Means of Verification

Assumptions

Goal: Contribute to
reduction of rural poverty in
the Upper Tana river
catchment.

¢ 15% reduction of poverty prevalence rate among
205,000 households participating in the project by Year
8 (Baseline 43.1% in 2005)

¢ 3% reduction in malnutrition prevalence (weight for age
of children under 5) in project area by Year 8 (Baseline
16% in 2009)

e 5% increase in inventory of household assets among
205,000 participating households by Year 8 (Baseline ?)

e Household income and expenditure surveys.

e RIMS impact survey questionnaire (baseline and
final)

e« Demographic and health surveys conducted by
Kenya National Bureau of Statistics

e Annual household asset surveys by M&E

Development Objectives:

Increased sustainable food
production and incomes for
poor rural households in the
project area; and sustainable
management of natural
resources for provision of
environmental services.

e 15% increase in average real incomes for 205,000
households engaged in sustainable NRM enterprises by
Year 8 (Baseline ?).

e 20% reduction in sediment load in rivers and water
reservoirs in Upper Tana Catchment by Year 8 (Baseline
24,000 tonnes/day in rainy season and 2,800 tonnes/day
in dry season).

¢ 5% increase in base flow in rivers by Year 8 (Baseline ?).

¢ 5% increase in ha of forest reserve
protected/rehabilitated by Year 8 (Baseline ?).

e Baseline and annual follow-up production and
income surveys in Project area by M&E and
during impact survey in Year 8.

e Biannual river gauging surveys by WRMA.
e Periodic sampling and analysis of river water.

¢ Remote sensing data to monitor forest
conditions.

¢ Potential conflicts between
conservation and livelihood
pillars of the Project are
resolved.

Farmers and entrepreneurs
in the project area have
improved market access.

Outcome 1: Rural
communities empowered for
sustainable management of
natural resources.

e Increase in number of community-led initiatives to
improve the management of natural resources.

e Annual Project reports.
e Media articles on community-led initiatives.

County conflict resolution
mechanism for community
investments in NRM

Output 1.1: Communities
with increased awareness of
sustainable NRM.

e Level of awareness on NRM issues within 273
participating communities.

e Baseline and annual follow-up surveys on
awareness about NRM issues by M&E

e Media reports on NRM issues

Output 1.2: Key community
organisations with increased
capacity to manage natural
resources sustainably.

e Capacity of 294 community organizations for sustainable
NRM planning and implementation

¢ Baseline and annual follow-up organisational
capacity assessment tools.

Communities have access
to resources to invest in
sustainable NRM.

Output 1.3: Community
action plans for livelihood
improvement and
sustainable NRM.

e Number of community action plans prepared and
implemented (target 240 FDAs and 33 CFAs).

e Documented action plans.

Action plans will address
the causes of un-
sustainable natural
resource utilisation.

Outcome 2: Natural
resource-based rural
livelihoods sustainably
improved.

e Increase in level of income generated and assets
acquired by participating households.

e Household income and asset surveys: baseline
and follow-up by M&E.

Market opportunities for
agricultural products will
continue to expand.
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Output 2.1: Agricultural
packages adapted to agro-
ecological and socio-
economic contexts.

e Number of sustainable agricultural packages tested and
demonstrated (target of 240 by Year 8).

e Quantity of seed produced (target of 200 contract seed
growers producing 720 tonnes of seed by Year 8)

e Reports on trials, demonstrations and research
results.

e Tested packages are
adopted appropriately by
farming communities

Output 2.2: CIGs
successfully adopt or
improve farm and/or non-
farm IGAs

e Increasing adoption by CIG members (target 40,000
members and 3,210 matching grants by Year 8).

e Project reports on CIG income-generating
activities by M&E.

e Farmer field school records.

e Continued access to
financial services and
inputs, including through
PROFIT.

Outcome 3: Land, water
and forest resources
sustainably managed for the
benefit of local people and
the wider community.

e Reduction in level and severity of land degradation,
improved water flows, water quality and forest condition.

e Baseline and follow-up measurements of these
key environmental parameters through biannual
river gauging surveys by WRMA, periodic
sampling and analysis of river water, and remote
sensing data to monitor forest conditions.

Potential conflicts related
to resource utilisation will
be resolved.

Output 3.1: Sustainably
managed water resources.

e Access to safe water (target 60,000 households by Year
8).

e Area under irrigated using water-efficient methods
(target 2,000 ha by Year 8).

e Levels of chemical and microbial pollution in waterways
(Baseline ?).

e Number of functional WRUAs (target of 24, Baseline is 17
WRUAs formed by MKEPP and NRMP).

e Household surveys (baseline and follow-up).

e Records kept by Irrigation Water User
Associations.

e Bathymetric surveys in reservoirs.
e Water quality monitoring surveys.

e There is adequate
community capacity to
maintain the water
investments for continued
sustainability

Output 3.2: Sustainably
managed forest and
agricultural ecosystems.

e Area of forests rehabilitated and/or protected (target of
1,300 ha by Year 8)

e« Number of human-wildlife conflicts reported (target of 60
km of wildlife fence by Year 8).

e % decrease in rates of farm soil loss by Year 8

e Disbursement and use of 1,450 matching grants for SWC
initiatives by Year 8.

e Reports on activities undertaken by CFAs.

¢ Soil loss measurements at representative sites
covering the main farming systems.

e Reports on matching grants for SWC activities

CFAs effective in
controlling illegal uses of
forest resources.

SWC matching grants
activities continue after the
matching grants.

Outcome 4: Project
effectively and efficiently
managed.

e Project activities fully integrated in mainstream GoK
systems and institutions with functional management,
monitoring and reporting.

o NIMES M&E reports

Constitutional
arrangements conducive to
project implementation.

Output 4.1: Fully functional
governance, management,
monitoring and reporting
systems.

e Project implemented on schedule with performance
ratings of satisfactory or better.

e Increasing measures of institutional capacity.

e Supervision and implementation support mission
reports, and audit reports.

e Formal institutional capacity assessments (eg
OCAT b/)

It will be possible to recruit
and retain suitably
qualified project staff.

Output 4.2: Knowledge
about NRM effectively
managed and
disseminated to
stakeholders.

¢ Increasing dissemination and use by stakeholders of
knowledge generated by project.

e Regional knowledge centres effectively networked.

e Number of information materials produced and
distributed project-wide as monitored by M&E.

e Reports of regional KM.
e Surveys on awareness of sustainable NRM.

Other partners will
cooperate with knowledge
management systems.

a/ All indicators to be gender disaggregated

b/ Organisational Capacity Assessment Tool
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