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Negotiated financing agreement: "Horticultural Support
Project”

(Negotiations concluded on 25 March 2012)

IFAD Loan number:

IFAD Grant number:

Trust Loan number:

Project Title: Horticultural Support Project (the “Project”)

The Republic of Uzbekistan (the “Borrower/Recipient”)

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 financing to the Borrower/Recipient for the purpose
of financing the Horticultural Support 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 Trust Loan to the Borrower/Recipient for the purpose of increasing the financing
in respect of the above referenced Project, on the terms and conditions set forth in this
Agreement;

WHEREAS, the Borrower/Recipient, in accordance with its national legislation, has
completed a Project Feasibility Study which is acceptable to the Fund;

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), 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
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the meanings set forth therein. The term “Loan” in the General Conditions shall apply
equally to the IFAD Loan and the Trust Loan.

3.  The Fund shall provide a Loan and a Grant and the Trust shall provide a Loan to the
Borrower/Recipient (all of which are collectively referred to as “the Financing”), which the
Borrower/Recipient 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 six million one hundred ninety thousand
Special Drawing Rights (SDR 6 190 000).

B. The amount of the IFAD Grant is six hundred forty five thousand Special
Drawing Rights (SDR 645 000).

C. The amount of the Trust Loan is eight million four hundred sixty thousand
Euros (Euro 8 460 000).

2. The IFAD Loan and the Trust Loan are granted on Highly Concessional Terms, as
defined in Section 5.01(a) of the General Conditions.

3. A. The Loan Service Payment Currency for the IFAD Loan shall be US dollar.
B. The Loan Service Payment Currency for the Trust Loan shall be the Euro.
4, The first day of the applicable Fiscal Year shall be 1 January.

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

6. Withdrawals from the Loan and Grant Accounts shall be made in conformity with
the procedures established by the Fund in accordance with Section 4.04 of the General
Conditions.

7. Procurement of goods, works and consulting services financed by the Financing
shall be carried out in accordance with the provisions of the Fund’s “Procurement
Guidelines” approved by the Fund’s Executive Board in September 2010, (the
“Procurement Guidelines”) as may be amended from time to time by the Fund.

8. The Borrower/Recipient shall provide counterpart financing for the Project to cover
social charges associated with PMU salaries, support for the Shreder Institute, and
exemption from duties and taxes as per the Project Feasibility Study and as agreed
between the Borrower/Recipient and the Fund.

Section C

1. The Lead Project Agency shall be the Ministry of Agriculture and Water Resources of
the Borrower/Recipient.

2. The following is designated as an additional Project Party: the Rural Restructuring
Agency.

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

12
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Section D

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

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

(a) a Governmental Decree confirming the Rural Restructuring Agency as the
agency responsible for the management of the Project shall have been issued;

(b) a project manager and a chief accountant, with qualifications and experience
acceptable to the Fund, have been appointed.

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

For the Borrower/Recipient:

Minister of Finance
5 Mustagqillik Square
Tashkent 100008, Republic of Uzbekistan

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
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This agreement, dated , has been prepared in the English language in three
(3) original copies, one for the Fund, one for the Trust and one for the
Borrower/Recipient.

REPUBLIC OF UZBEKISTAN

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 small-scale, private sector, actual or
potential horticulture producers operating horticultural fields of 6 ha or less, including
dekhan farmers; agrofirms and other service providers active in the horticultural value
chain; and the rural unemployed. The Project Area shall be the Surkhandarya region.

2. Goal. The goal of the Project shall be improved living standards for the rural
population in the Project Area.

3. Objectives. The objective of the Project shall be increased incomes and assets
accruing to smallholder farmers, processors and service providers within the horticultural
sub-sector.

4, Components. The Project shall consist of four components: (i) Support to
Horticultural Production and Marketing; (ii) Rural Finance; (iii) Improved Irrigation and
Drainage Network; and (iv) Project Management.

4.1 Component 1: Support to Horticultural Production and Marketing. This
Component shall support the importation of highly-productive new varieties of plants and
rootstock including varieties and rootstock not yet listed in the Borrower/Recipient’s
Official Catalogue of Authorized Planting Materials for propagation and onward sales to
beneficiaries. A resolution shall be adopted by the Cabinet of Ministers to allow such
importation in order to avoid lengthy trial periods before license for commercial use is
granted. The imported modern varieties and rootstock mother plants would be used to
set up demonstration orchards to be managed by a Central Nursery located at one of the
existing Shreder Institute facilities in the Project Area and for propagation by the Central
Nursery. The component would further

(i) support the Central Nursery comprising the financing of: (i) office equipment;
(ii) nursery equipment; (iii) tissue laboratory equipment; international
technical assistance to assist the Central Nursery in modernising its
propagating activities; (iv) necessary vehicles; and (v) operation and
maintenance by the Shreder Institute of the Central Nursery and the tissue
laboratory.

(i) provide technical assistance and training for (i) business planning; and (ii)
orchard and horticulture field management and growing techniques for Project
beneficiaries.

4.2 Component 2: Rural Finance. This Component shall support provision of
financing products to beneficiaries for investments in (i) establishment or improvement of
orchards and vegetable fields with high yielding new varieties; (ii) introduction of modern
production technologies; and (iii) establishment or improvement of non-farm value chain
facilities such as processing and cold storage facilities, specialized transport, and farm
services. Each financing product shall be composed of the following elements:

(i) Debt Financing, in the form of loans, up to a maximum of 80% of the total
investment cost;
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(i)

Beneficiary Contribution, which shall be a minimum of at least 20% of the
total investment cost.

Three financing product categories shall be made available for beneficiaries as follows:

(1)

(i)

(iii)

Credit Line for Horticultural Processing and Storage: Legal entities active in the
horticultural value chain including Agrofirms shall be eligible to receive Debt
Financing to a maximum amount of USD 600 000 equivalent per borrower.

Credit Line for Farmers: Farmers operating horticultural fields of less than 6
ha; and small market services entities active in value chain including storage,
processing, packaging, distributing shall be eligible to receive Debt Financing
to a maximum amount of USD 100 000 equivalent per borrower.

Credit Line for Small Producers: Small production units operating high value
cash crop land of less than 2 ha, including dekhan farmers; and micro market
services entities shall be eligible to receive Debt Financing to a maximum
amount of USD 20 000 equivalent per borrower.

4.3 Component 3: Improved Irrigation and Drainage Network. This component
shall finance investments in public irrigation and drainage infrastructure that complement
support to activities under Components 1 and/or 2.

Eligibility criteria shall be set out in the Project Implementation Manual based upon the
Project Feasibility Study and as agreed between the Borrower/Recipient and the Fund.
Criteria shall include direct linkage with the horticulture activities selected for support
under Components 1 and/or 2, authenticated through the respective producers and
processors; and a proposal for a feasible and sustainable procedure for operation and
maintenance of the proposed facility, endorsed by the responsible institution.

4.4 Component 4: Programme Management. This Component shall support
Programme management as outlined in Section II below.
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II. Implementation Arrangements

5. Interagency Council (IC). The Interagency Council for Cooperation with
International Financial Institutions, Foreign Government Agencies and Donor Countries in
Implementation of Large-scale and Strategically Important Investment Projects shall
have the overall responsibility for management and oversight of the Project, and shall
provide guidance and direction to the Lead Project Agency (LPA).

6. Rural Restructuring Agency and Project Management Unit. Day-to-day
oversight of the Project’'s management shall rest with a Project Management Unit (PMU)
embedded in the Rural Restructuring Agency (RRA). The RRA shall report to the LPA.

6.1 The PMU shall have a Central Office in Tashkent and a Regional Office in the Project
Area. The main functions of the PMU shall be: (i) project planning; (ii) financial
administration including budgeting, procurement, accounting and disbursement;

(iii) monitoring and evaluation; and (iv) providing, as appropriate, implementation
support to implementing partners and beneficiaries. Appropriate arrangements for
monitoring of the Rural Finance component after Project completion shall be agreed
between the Borrower/Recipient and the Fund.

6.2 The Regional Office shall be responsible for day-to-day implementation in the field
of all aspects of the Project, with the exception of financial administration and
procurement, which shall be managed entirely by the PMU central office.

Component Management

7. Component 1: Shreder Institute and nurseries. Imported plants shall be
purchased by the RRA following technical specifications provided by the Shreder Institute
for propagation and on sales to Project beneficiaries. A Central Nursery, located at one
of the existing Shreder Institute facilities in the Project Area, shall manage demonstration
orchards and the propagation activities in the nursery, as well as sales to Project
beneficiaries. The Shreder Institute and the Central Nursery shall provide appropriate
technical support to beneficiaries such as agrofirms, which purchase plants from the
Central Nursery for purposes of maintaining regional nurseries.

8. Component 2: Rural Finance: Participating Financial Institutions (PFI).
Proceeds of the Financing under Component 2 shall be used to provide Subsidiary Loans
to pre-qualified commercial banks and other eligible participating financial institutions
(PFIs) approved by the Fund and the Borrower/Recipient. The PFIs shall use the
Subsidiary Loans to provide the Debt Financing element of the financing products
described at paragraph 4.2 above. Due diligence of each PFI shall be carried out by an
international bank assessment consultant in collaboration with the RRA.

8.1 The Subsidiary Loans to PFIs shall be governed by Investment Guidelines approved
by the Fund and the Borrower/Recipient, which shall provide an overall framework for the
distribution of the Subsidiary Loans and financing products including: (i) eligibility criteria
for PFIs and end-borrowers; (ii) eligibility of loan purposes; (iii) a general description of
refinancing activities; (iv) principal conditions and procedures for refinancing, approval,
disbursement, repayment; (v) PFI accounting and audit requirements; and (vi)
monitoring and reporting.

8.2 The Borrower/Recipient shall make the Subsidiary Loans available to the PFIs under
Subsidiary Loan Agreements (SLAs) to be entered into between the Borrower/Recipient
and the RRA on one hand, and each PFI on the other. The SLAs shall be under terms and
conditions approved by the Fund and in adherence with the Investment Guidelines.
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Except as the Fund shall otherwise agree, the Borrower/Recipient shall not assign,
amend, abrogate or waive any SLA or any of its provisions.

8.3 Each SLA entered into shall comply with the following terms and conditions:

(i) the amount of Subsidiary Loan to each PFI shall be made available in USD or
Uzbek Soum (Soum);

(ii)  the principal amount of the Subsidiary Loan shall be repaid by the concerned
PFI in USD or in Soum to the Borrower/Recipient after 20 years from the
entry into force of the respective SLA, unless the Borrower/Recipient and PFIs
jointly agree to extend the period of refinancing beyond the initial 20 years’
period;

(iii) interest shall be charged on the outstanding balances of each Subsidiary Loan
at a rate acceptable to the Fund;

(iv) the PFI shall keep records that show the amount of the outstanding balance of
the Subsidiary Loan disbursed as Debt Financing;

(v) if a PFI is unable to disburse a substantial share of the Subsidiary Loan made
available to it, the RRA shall suggest to the Borrower/Recipient reallocation of
such funds partially or in full to other eligible PFIs.

8.4 The PFIs shall evaluate applications for Debt Financing, bear the lending risk and
ensure that the investments meet the eligibility criteria. If approved by a PFI, the
application shall be forwarded to the PMU for review and approval. Applications for Debt
Financing above USD 250 000 shall require a no objection from IFAD. After approval and
no objection as applicable, the Debt Financing shall be disbursed by the respective PFI.

9. Component 3: Improved Irrigation and Drainage Network. The
implementation of this Component shall be managed by RRA through the PMU, which
shall:

(i) on the central level in Tashkent: (a) review, finalize and submit
recommendations for irrigation/drainage investment proposals with required
supporting documents for LPA and IFAD approval; and (b) conduct
procurement of design services and civil works and submit evaluation reports
to the Procurement Committee for approval and to IFAD for review and
written no-objection;

(ii) on the regional level through the Regional Office: (a) publicize the availability
of the irrigation and drainage support component in the Project Area, its
application format and arrangements, selection procedures and
implementation modality; (b) assist interested applicants in application
preparation and submission; (c) undertake technical review of investment
proposals; (d) based on the technical review, evaluate and rank applications
in accordance with the guidelines and mechanisms in accordance with the
Project Implementation Manual; (e) submit recommendations for
irrigation/drainage investments with required supporting documents for
review at the PMU central level; (f) develop engineering designs’ Terms of
References for selected investment proposals; (g) assist the PMU on the
central level in evaluation of bids; (h) review and approve engineering
designs; and (i) monitor and carry out supervision of the implementation by
contractors of all civil works.
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10. Project Implementation Manual (PIM). The PMU shall prepare a draft Project
Implementation Manual acceptable to the Fund and submit it for approval to the Lead
Project Agency. When so approved, a copy of the PIM shall be provided by the Lead
Project Agency to the Fund. The PIM may be amended or otherwise modified from time
to time only with the prior consent of the Fund.

11. Mid-Term Review (MTR). A Mid-term Review shall be conducted at the end of
Project Year three, 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

Gald)

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

to be financed in each Category.

IFAD Loan IFAD Grant Trust Loan % of
Category Amount Amount Amount Allocated Expenditures to
Allocated Allocated (expressed in be financed
(expressed in  (expressed Euro) (net of taxes and
SDR) in SDR) beneficiary, PFI
and government
contributions)
I.  Works including Design & 2 360 000 100%
Supervision
II.  Vehicles, Equipment and 475 000 100%
Materials
III.  Technical Assistance 645 000 100%
IV. Training 230 000 100%
V. Rural Finance
(a) Credit Line for 2 620 000 100%
Horticultural
Processing and
Storage
(b) Credit line for Farmers 4 840 000 100%
(c) Credit line for Small 2 480 000 100%
Producers
VI. Recurrent Cost 960 000 100%
VII. Unallocated 250 000 435 000
TOTAL 6 190 000 645 000 8 460 000

(b) Withdrawals for activities under category V above shall be limited to USD 300,000
until the Fund has received satisfactory evidence that due diligence has been carried out
by an international bank assessment consultant for at least three potential and interested
PFls; and Investment Guidelines and a model Subsidiary Loan Agreement have been
agreed upon between the Borrower/Recipient and the Fund.
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Schedule 3
Special Covenants

(a) 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 Borrower/Recipient to request
withdrawals from the IFAD Loan Account, the Grant Account and the Trust Loan Account
if the Borrower/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:

1.  The Borrower/Recipient shall ensure that no later than one year from the date of
entry into force of this Agreement the Cabinet of Ministers shall adopt a resolution to
allow the importing of highly productive new varieties of plants and rootstock including
varieties and rootstock not yet listed in the Official Catalogue of Authorized Planting
Materials in order to avoid lengthy trial periods before license for commercial use. The
resolution shall allow the propagation of the new varieties and rootstock and unrestricted
distribution of the propagated plants within the Project Area.

2. The Borrower/Recipient shall ensure that all Subsidiary Loans shall be disbursed
from and repaid to a dedicated RRA Subsidiary Loan Account operated by the RRA.

3. At all times during the Project Implementation Period the Borrower/Recipient shall
ensure that all civil works, equipment and services imported for the purposes of the
Project shall be exempted from any custom duties or taxes.

(b) If at any time until the twentieth anniversary of the date of entry into force of
this Agreement the outstanding balance of the proceeds of the Financing extended to
Project beneficiaries under category V(a), V(b) or V(c) of Schedule 2 has for a sustained
period of 18 months or longer remained below 70% of the total amount of Financing
extended in the form of the Subsidiary Loans described in paragraph 8 of Schedule 1,
thus implying that a balance of 30% or more of such Financing has remained unutilized,
the Fund may (@) partially cancel the remaining undisbursed amount of the Financing up
to a maximum of 50% of the unutilized balance; or (b) accelerate the maturity of an
amount not exceeding 50% of the unutilized balance in accordance with section 12.05 of
the General Conditions.
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Logical framework

Results Hierarchy

Indicators

Means of Verification

Assumptions

GOAL

Improved living standards for the rural
population in the project area.

10 per cent reduction in the prevalence of malnutrition for
children for target population (RIMS mandatory impact indicator)
by PY6 in the Project Area.

Government: FBS, other public socio-
economic surveys and statistics, health
welfare surveys;

UNICEF Multiple Indicators Cluster
Survey (MICS);

World Bank LSMS

Project M&E/PIM;

Project completion report.

¢ Government

maintains and
pursues pro-poor
policies and WIS
2008-2010.

No severe climatic or
economic shocks.

DEVELOPMENT OBJECTIVE

Increased incomes and assets
generated by small-scale producers,
processors and service providers
within the horticultural subsector.

Increase in value in household asset ownership for target
population participating in project resulting from investments into
horticultural production from USD 15,000/HH to USD 18,000/HH
by PY3 and to USD 21,000/HH by PY6 (RIMS mandatory impact
indicator);

Increase in income for target population households participating
in the project resulting from investments into horticultural
production from USD 1,500 to USD 1,800 by PY6;

2,000 employment opportunities (50% women, 50% men)
provided annually (RIMS 2nd level) by PY6.

Baseline and follow up surveys;
Project M&E/PIM;
Agrofirm records.

No deterioration in
the macroeconomic
situation.

OUTCOME 1

Viable horticultural subsector with
modern farming techniques, backward
linkages to poor rural smallholders and
improved access to domestic and
international markets created.

390 households adopting recommended technologies (RIMS 2™
level) by PY6;

600 ha of land put under production of horticultural high value
produce with recommended technologies by PY6;

30% increase in volume/value of horticultural produce handled
by Agrofirms sold on export markets by PY6;

Decrease in volume/value of wastage of produce by farms among
target population from USD 6 million to USD 4 million PY6;
Increase in number of functioning market, storage, processing
facilities with 3 by PY3 and 20 by PY6 (RIMS 2" level).

Baseline and follow up surveys;
Market studies;

Government forestry/agricultural
statistics;

Household interviews;
Agrofirms’ financial statements;
Records from Agrofirms and
nurseries.

Output 1

Central Nursery supported and
endowed with capacity to propagate
modern varieties and rootstock for
sales to Agrofirms and

beneficiaries.

Central Nursery is grafting first plants by PY2;

Plants purchased by Agrofirms and beneficiaries from Central
Nursery in an amount sufficient for establishing 300 ha of
orchards by PY6.

Records from Central Nursery and
Agrofirms;
Project M&E/PIM.

Output 2

Agrofirms identified and
strengthened for providing services
to small horticulture clients,
contract farming, technology
transfer, produce handling and
marketing support.

15 Agrofirms supported by PY6.

Project M&E/PIM.

Export policies with
improved economic
effect on
beneficiaries.

Land access and use
policies with
improved economic
effect on
beneficiaries.
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Output 3

Training in modern farming
methods, marketing, professional
skills and entrepreneurship
provided.

450 people (30% women, 70% men) trained in business and
entrepreneurship (RIMS 1% level) by PY5;

900 people (30% women, 70% men) trained in crop production
practices and technologies (RIMS 1% level) by PY5;

450 people (30% women, 70% men) trained in post-production,
processing and marketing (RIMS 1% level) by PY5.

Project M&E Database.

OUTCOME 2

Investments by producers, processors
and service providers into productive
assets in horticultural value chain
increased.

Value of gross loan portfolio (RIMS 1st level) at USD 11 million
by PY 6;

Portfolio at risk (RIMS 1% level) kept at below 10%;

Improved access of the poor to financial Services (RIMS 2nd
level);

700 active borrowers (30% women, 70% men) by type of service
(RIMS 1% level) by PY6.

Commercial Bank records;
Project M&E/PIM.

Output 1

Refinancing Facility established to
provide refinancing capital to PFls
for on lending to the horticultural
value chain.

Refinancing Facility operating by PY2;
4 PFIs participating in the project (RIMS 1%t level) by PY4,

PFI records and transaction audits.

Output 2

Financially viable PFIs supported
providing a range of financial
services to small horticulture
clients.

100 business plans used as collateral for loans by PY4;
50 of staff (30% women, 70% men) of service providers trained
(RIMS 1%t |evel) by PY2.

Project M&E Database.

No deterioration/
improvement in
investment climate as
a result of financial
sector policy and
regulatory
framework.

Absence of political
interference in
operation of the
refinancing facility.
Financial institutions
willing and able to
address the intended
target groups.

OUTCOME 3

Farming efficiency and mobility of
productive assets and produce
improved.

Likelihood of sustainability of the roads constructed/rehabilitated
(RIMS 2" level);

20% increase in volume of water saved (in m3);

1 000 ha of land improved through water conservation methods
(RIMS 2™ level);

8 000 HH reached by PY6.

M&E and impact assessments.

Output 1

Rural infrastructure for modern
irrigation methods and techniques
at farm level constructed.

1 000 ha land under irrigation schemes constructed and/or
rehabilitated (RIMS 1 level) by PY4;
20 other infrastructure constructed (RIMS 1st level) by PY6.

M&E and impact assessments.

Output 2

Training in infrastructure
management provided.

100 people (30% women, 70% men) trained in infrastructure
management (RIMS 1% level) by PY4;

100 people (30% women, 70% men) trained in NRM (RIMS 1%
level) by PY 4.

Project M&E Database.

Willingness of target
population to invest
in infrastructure.
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