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Negotiated financing agreement:

"Yunnan Agricultural and Rural Improvement Project
(YARIP)"

(Negotiations concluded on 6 December 2012)

Loan Number:

Project Title: Yunnan Agricultural and Rural Improvement Project (the “Project”)
People’s Republic of China (the “Borrower”)

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) 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.

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

Section B

4, The amount of the Loan is thirty million four hundred and fifty thousand Special
Drawing Rights (30 450 000 SDR).

5. The Loan is granted on ordinary terms and shall have a maturity period of eighteen
(18) years including a grace period of five (5) years.

6. The Loan Service Payment Currency shall be the currency of the United States of
America.
7. The first day of the applicable Fiscal Year shall be 1 January.

8. Payments of principal and interest shall be payable on each 15 June and
15 December.

9. There shall be a Designated Account denominated in US dollars opened and
maintained by the Department of Finance (DOF) of the Yunnan Province in a Bank
acceptable to the Fund through which the loan proceeds shall be channelled. DOF shall
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be responsible for the Designated Account. The Borrower shall inform the Fund of the
officials authorized to operate the Designated Account.

10. The Borrower shall cause the Government of Yunnan to provide counterpart
financing for the Project in the amount equivalent to USD 47.3 million including all
recurrent costs.

11. The Provincial Project Management Office (PPMO), County BOFs, all County Project
Management Offices (CPMOs), Township Project Management Offices (TPMOs) and
Implementing Agencies (IAs) shall maintain Project Accounts in local currency in Banks
acceptable to IFAD to receive the proceeds of the financing and/or the counterpart
funding.

Section C

12. The Lead Project Agency shall be the Government of the Yunnan Province through
the Provincial Project Leading Group (PLG) for the overall coordination and supervision of
the Project activities.

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

Section D

14. The Financing will be administered and the Project supervised by the Fund. In
addition to supervision missions which shall normally be carried out every six
(6) months, the Fund shall conduct a mid-term review to be carried out towards the
third year of Project implementation.

Section E
15. The following are designated as additional conditions precedent to withdrawal:

(a) The PPMO and at least one CPMO shall have been duly established and
composed in accordance with Schedule 1, Section II and the respective Project
staff shall have been selected;

(b) The Borrower through the Lead Project Agency shall have caused the PPMO to
submit, and the Fund shall have received, an official document confirming the
availability of adequate counterpart funds for the first Project Year;

(c) The Designated Account shall have been duly opened and the authorized
signatories shall have been submitted to the Fund.

16. The following are designated as additional conditions for suspension:

The Project Implementation Manual (PIM), or any provision thereof, has been
waived, suspended, terminated, amended or modified without the prior consent of
the Fund, and the Fund has determined that such waiver, suspension, termination,
amendment or modification has had, or is likely to have, a material adverse effect on
the Project.

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

For the Borrower:

Ministry of Finance

No. 3 Nansanxiang, Sanlihe, Xicheng District
Beijing 100820

People’s Republic of China
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Facsimile Number: +86 10 68551125
For the Fund:

International Fund for Agricultural development
Via Paolo di Dono, 44
00142 Rome, Italy

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 Borrower.

PEOPLE’S REPUBLIC OF CHINA

[Name of Authorized Representative]
[Title]

INTERNATIONAL FUND FOR AGRICULTURAL DEVELOPMENT

Kanayo F. Nwanze
President
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Schedule 1

Project Description and Implementation Arrangements

I. Project Description

1. Target Population. The Project shall benefit men and women from rural households,
with a focus on poor and vulnerable households, including ethnic minorities, in the
following nine (9) counties of the Yunnan Province: Fuyuan, Shizong, Zhanyi, Gongshan,
Fugong, Lushui, Lanping, Xinping and Mangshi (the “Project Area”). Any changes in the
counties, the selection and changes of townships shall be agreed upon by the Borrower
and the Fund.

2. Goal. The goal of the Project is rural development and poverty reduction in the
Project Area.

3. Objectives. The specific Project objective is to increase revenues, improve family
food security and strengthen the resilience of approximately 194 100 households in nine
(9) counties, from improved agricultural production and rural infrastructure. By the end of
Project implementation, the following results will have been achieved: incomes of the rural
poor in targeted areas increased by approximately 25% at closing date; and
approximately 70% of beneficiary households report improved food security as compared
to the agreed baseline.

4, Components. In addition to the management and coordination, the Project shall
consist of the following components: (a) community infrastructure improvement,
(b) agricultural productivity enhancement, (c) value chain development and improved
market access.

Component A - Community Infrastructure Improvement

The objective of this component is to improve rural living conditions and community
environment, as well as to strengthen the economic capacities at community level,
especially the productive and livelihood assets for expanded and improved agricultural
production, decreased physical isolation and improve integration into the market value
chains. The component will be achieved through the following activities:

(a) Rehabilitation and development of village roads. The goal of this intervention
is to improve the access of the rural poor to markets, information and
technical services through the construction of village roads and rehabilitation
of existing earthen roads in selected counties;

(b) Water Supply Systems. The goal of this intervention is to improve the access
of the rural poor to the sources of safe drinking water through rehabilitation
and development of collective village water supply systems, the construction
of one small water storage weir, water tanks and pipelines for water delivery
and distribution in selected counties. Water Users Groups will be established
to agree on design and implementation plan of the water supply systems and
will ensure their maintenance and sustainability;

(c) Sanitation and other facilities. The goal of this intervention is the rehabilitation
of sanitation and other facilities such as public and private latrines, the
construction of drainage ditches and waste treatment tanks. Activities will be
carried out in selected counties. Village Maintenance Groups will be
established to agree with the design and implementation plans prior to
commencement of works and will ensure their maintenance and sustainability;
and
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(d) Establishment and capacity building of Infrastructure Maintenance Groups.
The goal of this intervention is to support the establishment and capacity
building of wvarious Infrastructure Maintenance Groups including Road
Maintenance Groups, Water Users Groups and Village Maintenance Groups.

Component B - Agricultural Productivity Enhancement

The objective of this component is to enhance farmers’ food security and increase
farmers’ household cash incomes through enhancing the overall productivity of farmers’
crop and livestock production activities. The objective shall be achieved through the
following sub-components:

(@) Farmland Infrastructure Improvement sub-component shall support the
improvement of agricultural production condition and farmers’ resilience to
climate variations and climate change through consolidation and leveling of
farmland, rehabilitation and development of irrigation area and drainage
area, the construction of on-farm access roads, farm bridges and culverts
mainly within the irrigation and drainage schemes, the development of
bio-gas facilities and the establishment and capacity building of Water Users
Groups and their subordinate groups.

(b) Support to Crop Production sub-component shall improve productivity of
existing annual food crops or the introduction of new crops through
demonstration and scaling-up of innovative crop production modules. Its
interventions include: the change of cropping pattern for increasing land
productivity, capacity building and training, provision of on-farm technical
extension services with focus on demonstration of high productivity
cultivation techniques, integrated pest management, and green and organic
food production techniques.

(c) Enhancing Livestock/Fishery Production sub-component shall support the
improvement of feeding and the introduction of breeds with high productivity
and strong market acceptability through: a livestock production module and a
fishery production module.

(d) Community Capacity Building Module includes activities for the construction
of the village culture centre to be used as a platform for community capacity
building and farmers’ technical training activities, the procurement of
necessary equipment, and the training of community leaders, women and
farmers on various resource management and cooperatives development
topics; and

(e) Agricultural and Livestock Extension Service Module includes activities for the
improvement of office equipment and physical conditions in order to optimize
the service capacity and quality to farmers, and training of technical service
staff in crop production and livestock breeding technologies.

Component C - Value Chain Development and Improved Market Access

The objective of this component is to raise the income of rural poor and vulnerable
households in Project villages through the implementation of a value chain approach to
linking organized producers to markets. It will emphasise the production and marketing
of speciality or niche products that add value to indigenous biodiversity and culture. This
component shall be achieved through the following sub-components:
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(a) Support to production modules for target crops and livestock sub-component
shall support various production modules (such as perennial cash crops
modules, herb medicine plant modules and landrace livestock modules) to be
implemented in selected counties;

(b) Support to cooperative development sub-component shall be achieved
through the Cooperative Support Module and be implemented in selected
counties. It shall support the establishment of new cooperatives, other
organization forms/associations and the improvement of existing ones that
need to become more inclusive of poor households. Activities under this
module include capacity building, funding of market research and business
plans, technical assistance, support investments in facilities and equipment;

(c) Value chain development. Interventions comprised in this module include
team and interest group formation, initial value chain assessments, market
studies, value chain meetings and workshops, studies tours and visits, and
action plan implementation by value chain actors as well as facilitation,
mentoring and Monitoring and Evaluation (M&E) by IAs.

(d) Provincial and Prefecture level support activities include institutional capacity
building for Project management and County level IAs, in both cooperative
development and valued chain facilitation areas, the establishment of a
second-order federation of cooperatives, where appropriate, operation of a
biodiversity advisory group in relevant areas, market research studies for
certain products and zones, and enhancement of existing provincial mobile
phone based market information systems; and

(e) Market information systems shall be improved through the integration and
enhancement of existing market information and market linkage services, the
improvement of access of the target group to mobile phones, the provision of
timely information and the exploration of innovative ways to use mobile
phones to interact with the target group.

II. Implementation Arrangements
A. Organization and Management
1. Lead Project Agency
1.1. The Lead Project Agency shall be the Government of the Yunnan Province through
the Provincial Project Leading Group (PLG) for the overall coordination and supervision of
the Project.
2. Project Leading Groups (PLGSs)
2.1. Establishment. PLGs shall be established at Province, Prefecture and County levels
respectively by the Province, Prefecture and by each County where the Project will be
implemented.
2.2. Composition. Each PLG will be led by a senior official of government of the same

level and composed of representatives of relevant departments/bureaux and institutions
as appropriate.
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2.3. Responsibilities. PLGs shall provide overall guidance and coordination for Project
implementation at their respective levels. Their responsibilities shall include: (i) overall
supervision of Project Management Offices’ (PMOs) operations, (ii) coordination of
counterpart funds for carrying out the Project, (iii) review and approval of project Annual
Work Plans and Budgets (AWPBs) and reports at their respective levels, and
(iv) coordination of IAs in Project implementation and reporting.

3. Provincial Project Management Office (PPMQO)

3.1. Establishment. A PPMO shall be established by the DOA and PADO who shall select
one director and his/her deputies.

3.2. Composition. The PPMO shall be composed of the following key positions:
a director, two deputy directors, an accountant, a cashier, a M&E officer, a planning
officer, an implementation coordinator, and a gender coordinator. Qualified staff shall be
selected by the DOA and PADO according to the Borrower’s applicable procedures.
Although the incumbent director and deputy directors of the PPMO may be substituted
with prior approval of IFAD, those positions will be permanently retained by DOA and
PADO and the functions shall not be rotated during the implementation of the Project.
The terms and reference of the key PPMO positions shall be described in the PIM.

3.3. Responsibilities. The PPMO shall be responsible for coordinating Project
implementation across the counties of the Project Area. Its responsibilities shall include:
(i) consolidation of AWPBs, (ii) establishment of Project M&E system, (iii) monitoring and
supervision of Project implementation, (iv) provision of appropriate training to CPMOs
and IAs, (v) consolidation of Statements of Expenditures (SOEs), financial statements,
and the preparation of Withdrawal Applications (WAs), (vi) revision of Project
expenditures to ensure their eligibility, (vii) procurement under the Project, (viii) Project
reporting, and (ix) promoting knowledge management.

4, County Project Management Offices (CPMQOs)

4.1. Establishment. CPMOs shall be established in each County of the Project Area
through an official document from the government. The CPMOs shall be located within
the Bureaux of Agriculture (BOA), the County PADO and the New Countryside
Construction Office for Mangshi County.

4.2. Composition. The CPMOs shall be composed of at least the following key positions:
a director, a deputy director, an accountant, a cashier, a M&E officer, a planning officer,
an implementation coordinator and a gender coordinator. Qualified staff shall be selected
according to the Borrower’s applicable procedures.

4.3. Responsibilities. The CPMOs shall be responsible for coordinating Project
implementation at County level. Their responsibilities will include: (i) development of
AWPBs through participatory approaches, (ii) monitoring and supervision of Project
implementation, (iii) provision of appropriate training to IAs, TPMOs and Village
Implementing Groups (VIGs) in terms of Project implementation, (iv) preparation of
SOEs, financial statements and claim documents, (v) revision of Project expenditures to
ensure their eligibility, (vi) transfer of Project funds to IAs, (vii) organising of Project
procurement, (viii) Project reporting, (ix) undertaking Project Results and Impact
Management System (RIMS) surveys, and (x) promoting project knowledge
management.

5. Township Project Management Offices (TPMOs)

5.1. Establishment. Where appropriate, TPMOs shall be established by the Township
governments through an official document from the government, in each Township of
the Project Area utilising the existing local government facilities.
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5.2. Composition. The local government shall assign qualified staff to the TPMOs.

5.3. Responsibilities. TPMOs will provide support to the CPMO and IAs for
implementation of Project activities at village level on an as-required basis. Their
responsibilities will include: (i) oversee the works of VIGs, (ii) identify eligible villages
that could participate in Project activities, (iii) facilitate village-level participatory
planning activities to determine what activities will be implemented in the villages,
(iv) review village implementation work plans, (v) coordinate the Township technical
stations/centres in Project implementation, (vi) consolidate the M&E data collected by
VIGs and submit to CPMOs, and (vii) facilitate the liaison with target villages.

6. Village Implementing Groups (VIGS)

6.1. Establishment. A VIG shall be established by the local authorities with the support
of the CPMOs in each selected village using as a basis the current village committee
structure.

6.2. Composition. The VIG will be chaired by the Head of the village committee and
shall include all existing village committee members and four (4) to five (5) elected
farmer representatives from the three (3) different household categories in the Project
Area such as women and other representatives of the poor and vulnerable target
populations.

6.3. Responsibilities. The responsibilities of the VIGs will include: (i) participatory
perceived well-being ranking of households within the village on a need basis,
(ii) identifying Project modules and activities prioritized by eligible groups through
participatory approach, and reporting to the PMOs for the development of AWPBs,
(iii) organizing the poor and vulnerable households to participate in Project activities,
(iv) assisting PMOs monitor Project implementation and collecting M&E data as required,
and (v) organising the operation and maintenance of community infrastructure built by
the Project.

B. Implementation of Components

7. Component A - Community Infrastructure Improvement

7.1. The activities under this component shall be implemented by the Bureau of Water
Resources (BOWR) for the improvement of water supply systems as well as the Bureau
of Health for the supervision and technical guidance of water quality control and
monitoring. Water Users Groups to be established in respective villages will review
system design and implementation plans.

7.2. The Bureau of Transportations (BOT) shall be responsible for the implementation of
the village road activities. Road Maintenance Groups to be established in respective
villages shall be consulted on detailed engineering design and implementation plans.

7.3. At village level, the VIGs will also be involved in the supervision and
implementation of Project activities. The BOWR and BOT shall be responsible for the
identification of eligible villages for their respective activities in accordance with the
criteria set forth in the PIM, the design of the works by site, the formation of interest
group for Project works, and reporting to CPMOs on the progress and results of
implementation.

7.4. The sanitation and other facilities improvement interventions shall be implemented
by the new Countryside Construction Offices at County level. The Bureau of Forestry at
County level shall provide technical assistance and supervision of the implementation of
ecosystem restoration piloting in Lushui County. Village Maintenance Groups to be
established in respective villages shall be responsible for the maintenance of the
constructions.
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8.  Component B - Agricultural Productivity Enhancement

8.1. The BOWR at County level shall be responsible for the implementation of the
activities under the farmland infrastructure improvement sub-component and shall
assume responsibility for technical guidance and supervision of the interventions. More
specifically, the BOWR responsibilities shall include the technical review and clearance of
detailed design of intervention, technical supervision of construction works, advice on
the formation of Water Users Groups, capacity building and facilitation of the formulation
and implementation of maintenance plans by each Water Users Group.

8.2. The CPMOs shall be responsible for the implementation of the modules under this
sub-component including the identification of eligible villages in accordance with agreed
selection criteria, the identification of target households giving priority to the poor,
women and ethnic minorities, the selection and adjustment of the crops in the modules
to fit local conditions with given criteria, technical support and follow-up services to
beneficiaries on module activities, facilitation of the formation of beneficiary groups or
farmers cooperatives and reporting to PPMO on the progress and results of
implementation.

8.3. The County BOA, Agricultural Extension Station, County Bureau of Forestry and
their Township agents shall deliver the technical training and extension services to
farmers.

9. Component C - Value Chain Development and Improved Market Access

9.1. The BOA shall support cooperative and value chain development with a focus on
cooperative establishment and strengthening. Service providers, including the private
sector, shall be engaged as required to provide specific technical services related to the
production, cooperative development and value chain development modules, such as
undertaking market studies, preparing business plans and providing technical assistance.

9.2. The integration and enhancement of existing market information and linkage
services shall be jointly undertaken by the DOA and an IA.

C. Project Implementation Manual

10. Preparation. The PPMO shall prepare a draft PIM. The draft PIM shall include,
among other things:

(i) Terms of reference and implementation responsibilities of Project staff,
consultants and likely service providers, and IAs;
(ii)  Criteria for the performance appraisal of the Project professional staff;

(iii) Targeting and selection criteria for participating townships, villages,
cooperatives and other beneficiaries;

(iv) Selection criteria for the implementation of Project activities such as those for
infrastructure and constructions projects;

(v) Project operational, financial procedures and procurement procedures,
including an accounting software for bookkeeping and reporting, participatory
planning, implementation and monitoring procedures;

(vi) M&E system and procedures including RIMS; and

(vii) Implementation modalities for all modules.
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11. Approval and Adoption. The Lead Project Agency shall cause the PPMO to forward
the draft PIM to the Fund for comments and approval. The Lead Project Agency shall
adopt the PIM, substantially in the form approved by the Fund, and the Lead Project
Agency shall promptly provide copies thereof to the Fund. If the Fund does not comment
on the draft PIM within thirty (30) days after receipt, it shall be deemed approved.
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Schedule 2

Allocation Table

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

Category Loan Amount Allocated Percentage of total expenditures
(expressed in SDR) Total Costs
I. Civil works 16 300 000 51%
II. Vehicles, Equipment 600 000 80%
& Materials
III. Training, 2 350 000 100% Net of Taxes
Workshops,
Technical assistance
& Studies
IV. Agricultural Modules 5510 000 50%
V. Market Modules 2 660 000 50%
Unallocated 3 030 000
TOTAL 30 450 000
(b) The terms used in the Table above are defined as follows:

“Vehicles, Equipment & Materials” under Category II, shall mean eligible
expenditures incurred for vehicles, equipment and materials including
furniture and office equipment such as computers, printers and phones.

“Agricultural Modules” under Category IV shall mean eligible expenditures
incurred for supporting the improvement of agricultural and fishery
production under Component B and C.

“Market Modules” under Category V shall means eligible expenditures

incurred for the implementation of activities in relation to market support and
value chain development under Component C.
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Logical framework

Narrative Summary

Verifiable Indicators?

Means of
Verification

Assumptions

GOAL®

Rural development and
poverty reduction in the
targeted areas of Yunnan
Province achieved

15 per cent drop in child malnutrition prevalence as compared to
baseline (RIMS).

25 per cent of HHs have improved asset ownership index
compared to baseline (RIMS)

Government
Statistics
RIMS

OBJECTIVES

Increased incomes, enhanced
food security, strengthened
resilience, and improved
habitats for 194,100 poor
households achieved

70 per cent of HHs report improved food security as compared to
baseline

Average incomes of the rural poor increase by 20 per cent by
project year 5

RIMS and
benchmark
surveys;
Impact
assessment.

e Continued government support to
poor rural areas;

e Increased income improves assets;

e Increased income of households leads
to reducing child malnutrition.

OUTCOME BY COMPONENT (gender disaggregated)

Component A: Community
infrastructure: Improved
living conditions for rural
poor by developing
community infrastructure
(roads, water supply
systems, sanitation and other
facilities)

Outcomes:

20 per cent reduction in weekly time for traveling to market by
beneficiary households in villages with road interventions

20 per cent reduction in weekly time for collecting water by
beneficiary households in villages with drinking water supply
interventions

20,300 HHs report improved sanitation and other community
environment facilities, of which around 50 per cent are women
Normative O&M carried out annually for infrastructure facilities
by IMGs

Outputs:

367 kilometers of rural road constructed or rehabilitated

47 water ponds, 165 km of pipelines and 1 small water storage
weir constructed

156 public latrines constructed

114 infrastructure maintenance groups established and trained of

which 40 per cent members are women

RIMS and
benchmark
surveys;
Project M&E
reports;
Agricultural
census data
Sector reports

e Continued government investment for
development of rural infrastructure

e Rural infrastructure constructed
meets government standards

e VIGs are capable of organizing
maintenance of community
infrastructure.

2 Al targets refer achievements obtained by the end of the project implementation, unless stated otherwise.
® Indicators for achievements of project goal to be confirmed and aligned with the 12" five year provincial poverty reduction plan, and baseline figures will be updated as soon as available.
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Narrative Summary

Verifiable Indicators?

Means of
Verification

Assumptions

Component B: Agricultural
Productivity
Enhancement: Improved
agricultural productivity
through irrigation and
farmland development,
improved access to services
and development of crops
and livestock.

Outcomes:
e 80 per cent of trained farmers adopt recommended
technologies ;
e Crop vyields in irrigated areas increase by 15 per cent on average
three years after project intervention
. Crop yields in non-irrigated areas receiving extension and
demonstrations increase by 10 per cent three years after project
intervention
e Normative O&M carried out annually for I&D systems by WUAs
Outputs:
. 196 ha of farmlands consolidated;
e 242 km of irrigation and drainage canals and 201 km of irrigation
pipelines developed;
e 19 Water Users Associations established prior to respective I&D
investments and trained, of which 40 per cent are women;
. 124 km of on-farm access roads rehabilitated and developed;
e 4,700 households participating in production modules, including
crops, livestock and fishery modules.

RIMS and
surveys;
Project M&E
reports;
Sector
reports.

e Continued government investment in

irrigation and drainage development
Farmers adopt recommended
technologies and practices
Recommended technologies are
effective in increasing production;

Component C: Market
Support and Value Chain
Development: Improved
market access and value
chain of rural poor.

Outcomes:

e 90 per cent of targeted cooperatives and project value chains are
operational after 3 years;

e 80 per cent of cooperative members report increased income
through cooperatives

Outputs:

e 9,040 households supported under crops, medicinal herbs, and
livestock modules.

. 78 cooperatives and women’s groups supported, with 15,500
member households by project end, including investment in
equipment and facilities

e 36 value chains together with cooperatives facilitated and linked
to growth markets, with 28,800 beneficiary households;

. Implementing agency staff trained (provincial and county) in
value chain and cooperative development.

. 1 federation of cooperatives and 1 biodiversity advisory group
established and operational for niche/biodiversity products

. Market information system developed in cooperation with China
Mobile

- RIMS and
benchmark
surveys;

- Project M&E
reports;
Agriculture
and livestock
reports
Sector
reports.

Continued government support for
farmer cooperatives

Service function of cooperatives
recognized by farmers;

Existing farmer cooperatives
participate in project activities.
Other chain actors operate in good
faith with cooperatives in the value
chain development process

Markets for target products continue
to expand, prices stable or increase.
Improved rural investments are
maintained by local
authorities/beneficiaries.

Provincial and county staff participate
in training and implement
participatory methodologies and best
practices.
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