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Negotiated financing agreement: "Tonga Rural
Innovation Project”

(Negotiations concluded on 19 March 2012)

Grant Number:

Project Title: Tonga Rural Innovation Project (the “Project”)

The Kingdom of Tonga (the “Recipient”)

and

The International Fund for Agricultural Development (the “Fund” or “IFAD")
(each a “Party” and both of them collectively the “Parties”)

hereby agree as follows:

Section A

1. The following documents collectively form this Agreement: this document, the
Project Description and Implementation Arrangements (Schedule 1), the Allocation Table
(Schedule 2), and the Special Covenants (Schedule 3).

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.

3. The Fund shall provide a Grant to the Recipient (the “Financing”), which the
Recipient shall use to implement the Project in accordance with the terms and conditions
of this Agreement.

Section B

1 The amount of the Grant is two million six hundred Special Drawing Rights
(2 600 000 SDR).

2. There shall be a designated account for the benefit of the Mainstreaming of Rural
Development Innovation Tonga Trust (the "MORDI TT”) in a Bank acceptable to the Fund.

3. The Recipient shall provide counterpart financing for the Project in the amount of
United States dollars 410 000.

Section C
1. The Lead Project Agency shall be the MORDI TT.

2. The Project Completion Date shall be the fifth anniversary of the date of entry into
force of this Agreement.
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Section D

The Project will be directly supervised by IFAD.

Section E

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

a) The MORDI TT is not appointed; and
b) The MORDI TT is wound up.

2. The following are designated as additional specific conditions precedent to
withdrawal:

a) The Ministry of Finance and National Planning (MFNP) shall appoint MORDI TT
to implement the Project under an MOU between the MFNP and MORDI TT to be
developed to the satisfaction of IFAD and signed by both parties;

b) MORDI TT shall appoint core staff with IFAD’s prior “no objection”;

C) MORDI TT shall prepared the first Annual Work Plan and Budget (AWPB) and
related 18-month Procurement Implementation Plan to IFAD’s satisfaction;

d) MFNP shall ensure a consumption tax exemption is granted, in accordance
with the Consumption Tax Act 2003, providing the Project with tax-exempt status; and

e) An MOU shall be developed to the satisfaction of IFAD between MORDI TT and
each participating commercial bank as described in paragraph 4 of Schedule 1.

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

For the Recipient:

Hon. Sunia Manu Fili

Minister for Finance and National Planning
Ministry of Finance and National Planning
Vuna Road, Nuku’alofa

Tonga

For the Fund:
President
International Fund for Agricultural development

Via Paolo di Dono 44
00142 Rome, Italy
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This Agreement, dated , has been prepared in the English language in six (6)
original copies, three (3) for the Fund and three (3) for the Recipient.

KINGDOM OF TONGA

Authorized Representative

INTERNATIONAL FUND FOR
AGRICULTURAL DEVELOPMENT

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 approximately 60 communities in
Tongatapu, Vava'u, Ha'apai, '‘Eua and the Niuas ( the “Project Area”). Women, particularly
women-headed households and youth will be a key target group in the Project.

2. Goal. The goal of the Project is: to contribute to improved sustainable livelihoods for
vulnerable rural communities.

3. Objectives. The Project development objective is to strengthen the capacity of
target communities and businesses to plan, finance and manage their development
priorities in order to achieve improved sustainable livelihoods.

4, Components. The Project shall consist of the following Components:

Component 1: Community development. This component will focus on supporting
communities to develop Community Development Plans (CDPs), providing community
economic infrastructure grant funds through the Project for rehabilitation or construction
and overseeing the operations and maintenance of infrastructure. The outcome of this
component will be enhanced community capacity for sustainable planning and action.
This will be achieved through the following two outputs: (i) prepared community
development plans; and (ii) operational community economic infrastructure.

Component 2: Business development. This component will focus on assisting
commercial banks to publicise and promote financing so that these will be able to extend
supplementary equity grant (SEG) funds to agriculture and rural businesses through
commercial banks. The outcome of this component will be enhanced business capabilities
for sustainable financing and investment. This outcome will be achieved through the
following two outputs: (i) finance publications and promotions prepared; and (ii)
operational agriculture and rural businesses.

Component 3: Project management. This component will support project
management by MORDI TT. MORDI TT will be appointed by the MFNP on a sole source
basis to implement the Project. MORDI TT will establish a Project office in Nuku‘alofa and
recruit staff positions including a Project Manager, an Operations Manager, a Finance and
Administration Officer, a Senior Project Officer and three Project Officers. In addition to
their general tasks the Operations Manager and Senior Project Officer and Project Officer
will have specific regional responsibilities. The Operations Manager will be responsible for
the main and outer islands of Tongatapu, the Senior Project Officer will be responsible for
the Island of ‘Eua, and the Project Officers will be responsible for the main and outer
islands of Ha’'apai, the main and outer islands of Vava’u or the Niuas. Town Officers will
provide regional support to the Project staff in the field. The Project Manager will also
have overall responsibility for monitoring and evaluation including collecting baseline
data at the time of Project commencement and at the end of the Project period.

II. Implementation Arrangements
MORDI TT will be appointed by the MNFP on a sole source basis to implement the Project
under a Memorandum of Understanding (MOU) to be signed between MNFP and the

MORDI TT Board of Trustees. In the Project the MFNP will be the Recipient and MORDI TT
will be the Lead Project Agency.
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A Project Advisory Committee (PAC) shall be established under the project and shall
perform an advisory role to MFNP and MORDI TT in areas of governance, policy,
networking with other organizations and strategic overview of the Project. Membership of
the PAC will include a representative each from MFNP, Ministry of Agriculture, Food
Forestry and Fisheries (MAFFF), National Reserve Bank of Tonga (NRBT), Tonga Chamber
of Commerce and Industry, and Civil Society Forum of Tonga. Responsibilities of the PAC
will include reviewing the AWPBs, overseeing 6-monthly reviews in cooperation with IFAD
supervision missions, promoting cooperation and coordination between regional and
national governmental and non-governmental agencies, identifying evidence based policy
issues for dialogue and ensuring transparency and accountability in management of the
Project.

MORDI TT will be responsible for interfacing with the Project Review and Appraisal
Committee (PRAC). The overall purpose of the PRAC will be to provide an executive
management function for the Community Economic Infrastructure Grant proposals
(CEIG) and the Supplemental Equity Grants (SEG). Membership of the PRAC will include
a representative each from the Tonga Community Development Trust, the New Zealand
Aid Programme (NZAP), Ministry of Works, MFNP (Procurement Division) and the Aid
Management Division (AMD). Pacific Horticultural and Agricultural Market Access
Programme (PHAMA) and Tonga Business Enterprise Centre (TBEC) will be given
reciprocal observer status, in the case of the Project, on the PRAC. Once operational
MORDI TT will be responsible for preparing CEIG and SEG proposals for the Committee
for screening, discussing and reporting results to the Project Manager.

Other than overall implementation responsibilities, MORDI TT will have specific tasks:

(i) Train, mentor and supervise Town Officers in the use of participatory learning and
action methods and in Project implementation practices for the purpose of developing
CDPs.

(ii) Consolidate CDPs into District Development Plans (DDPs) and lodge these with
District Officers (DO), the Governor’s Office or Government’s Representative and the
relevant Ministry responsible for district and town affairs. These will be made available to
donors and other agencies that have an expressed interest in providing financial support
for the development and management of actions identified in the DDPs.

(iii) Supervise the due diligence of commercial banks and cooperate with commercial
banks to prepare publication and promotion material on the SEG funds. The due diligence
of commercial banks will be conducted in cooperation with the NRBT.

(iv) Arrange for the three monthly PRAC reviews of the CEIG proposals under
Component 1 and the SEG proposals under Component 2 and informing communities and
commercial banks of the outcome of PRAC reviews respectively.

(v) Disburse approved CEIGs and SEGs.

(vi) Engage with the broader stakeholder community to mainstream the Project
approach. Upon completion, CDPs from each district will be consolidated into DDPs by
MORDI TT. MORDI TT will develop a strategic partnership with Aid Management Division
(AMD) of the MFNP, which is responsible for Government of Tonga alignment and
harmonization initiatives under the Paris Declaration of Aid Effectiveness, similarly, to
encourage financial support by donors for the development and management of actions
identified in the DDPs.

(vii) Monitor and evaluate Project performance including collecting baseline data. Also
MORDI TT will be responsible for hosting an annual one-day “lessons-learned” workshop
involving relevant government agencies, representatives of non-governmental agencies,
donor agencies and representatives of the private sector who are working with and have
a particular interest in rural development in Tonga.
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(viii) Identify evidence based policy issues for dialogue through the PAC.
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Schedule 2
Allocation Table

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

Category Grant Amount Allocated Percentage

(expressed in SDR)

I. Vehicles, equipment and 150 000 100% net of taxes
materials and transport

II.  Training, Capacity 540 000 100% net of taxes
Building and Community
Planning

III. Technical Assistance, Studies 60 000 100% net of taxes
and M&E

IV. Community grants 750 000 100% net of taxes

and net of

beneficiaries
contribution

V. Supplementary equity grants 240 000 100% net of taxes
and beneficiary
contributions

VI. VI. Recurrent Costs

a) Salaries 400 000 100% net of taxes
b) Operating Costs 200 000

VII. VI. Unallocated 260 000

TOTAL 2 600 000

(b) The terms used in the Table above are defined as follows:

“Transport” means: the costs of transporting equipment and supplies from Nuku’alofa
to the Project.

“"Community Grants” means: a portion of the proceeds of the financing to be made
available for small scale infrastructure and services (such as wharves , roads and
water sanitary facilities).

“Supplemental Equity Grants” means: a grant to participating rural businesses.

2. “Start-up Costs”. Withdrawals in respect of expenditures for start-up costs
(in Categories I, II, III and V) incurred before the satisfaction of the general conditions
precedent to withdrawal shall not exceed an aggregate amount of USD 30 000 for the
performance of a baseline study.
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Schedule 3
Special Covenants

In accordance with Section 12.01(a)(xxiii) of the General Conditions, the Fund may
suspend, in whole or in part, the right of the Recipient to request withdrawals from the
Grant Account if the Recipient has defaulted in the performance of any covenant set forth
below, and the Fund has determined that such default has had, or is likely to have, a
material adverse effect on the Project:

The Recipient shall ensure a consumption tax exemption is granted, in accordance with
the Consumption Tax Act 2003, providing the Project with tax-exempt status.
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Logical framework

Results hierarchy

Indicators

Means of verification

Assumptions

Goal

The goal is to contribute to improved
sustainable livelihoods for vulnerable rural
communities

* Number of households with improved food security

* Number of households showing improvement in IFAD’s
household asset ownership index

*No of households receiving Project services

RIMS Impact surveys at baseline and
completion

No major changes in Government of
Tonga’s Tonga National Development
Strategy

Development objective

Strengthen the capacity of target
communities and businesses to plan, finance
and manage their development priorities in
order to achieve improved sustainable
livelihoods

60 communities with sustainable community economic
infrastructure
10 sustainable agriculture and rural businesses

Annual Work Plan and Budgets (AWPBs)

Household Income and Expenditure
Survey (2009 and 2014)

Communities and agriculture and rural
businesses are willing to participate in
innovative forms of support

Component 1 Outcome

Enhanced community capacity for
sustainable planning and action

31 new community development plans developed

AWPBs
Monthly Programme Officer reports

Component 1.1 Output
Community development plans prepared

6,901 beneficiaries (disaggregated by gender) of community
development plan

10% of community development plans activities funded
through a community economic infrastructure grant and or
from another source

Component 1.2 Output
Operational community economic
infrastructure

16,901 beneficiaries (disaggregated by gender) of
community economic infrastructure

80% of community economic infrastructure funded by the
community economic infrastructure grant operational and
sustainable

*No of women on management committees

Annual participatory survey of
operational effectiveness of community
groups

Community economic infrastructure
proposals and reports

Technical and operational audits of
community economic infrastructure

Government officials are willing to
support plan preparation.
Communities prepared to participate in
planning and in-kind and or cash
contributions to economic
infrastructure

Component 2 Outcome

Enhanced business capability for sustainable
financing and investment

8 agriculture and rural businesses financed and operational

AWPBs
Monthly Project Officers reports

Component 2.1 Output
Investment publications and promotions
prepared

50 publications available and used by commercial banks
and agricultural and rural businesses

Component 2.2. Output
Operational agriculture and rural businesses

1000 beneficiaries of agricultural and rural businesses
funded by the supplemental equity grant

80% of agricultural and rural businesses funded by the
supplemental equity grant operational and sustainable

Loan performance assessments by
commercial banks

National Reserve Bank of Tonga annual
audit of commercial banks

Annual case studies of agricultural rural
businesses financed by supplemental
equity funds

Commercial banks willing to make
loans to agriculture and rural
businesses.

Businesses willing to contribute equity
and take loans
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