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Negotiated financing agreement

GRANT NO.DSF [number]

FINANCING AGREEMENT

Support to National Priority Programme 2 (SNaPP2)

between the

ISLAMIC REPUBLIC OF AFGHANISTAN

and the

INTERNATIONAL FUND FOR AGRICULTURAL DEVELOPMENT

Sighed in

on [insert date]
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FINANCING AGREEMENT
Grant Number: [click and insert number]
Project Title: Support to National Priority Programme 2 (SNaPP2)(“the Programme”)
The Islamic Republic of Afghanistan (the “Recipient”)
and
The International Fund for Agricultural Development (the “Fund” or “IFAD")

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

WHEREAS

The recipient has requested a grant from the Fund for the purpose of financing the
Project described in Schedule 1 to this Agreement,

NOW THEREFORE, the Parties hereby agree as follows:

Section A

1. The following documents collectively form this Agreement: this document, the
Programme 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, amended as of April 2014, and as may be amended hereafter 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 "Grant”), which the Recipient
shall use to implement the Programme in accordance with the terms and conditions of
this Agreement.

Section B

1. The amount of the Grant is thirty four million and four hundred fifty thousand
Special Drawing Rights (SDR 34 450 000).

2.  The first day of the applicable Fiscal Year shall be 21 December.

3. There shall be a Designated Account in USD for the purpose of financing the
Programme. The Designated Account shall be opened and maintained in the Da
Afghanistan Bank (DAB) or another bank acceptable to IFAD. This Designated Account
will be maintained and operated by the Ministry of Finance (MoF).
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4, The Recipient shall provide counterpart financing for the Programme in an amount
equivalent to one million seven hundred thousand United States Dollar (USD 1 700 000)
including allowances for project staff and taxes and duties, in cash or in kind. The
Beneficiaries shall provide an in-kind contribution of two million one hundred and twenty
thousand United States Dollar (USD 2 120 000) equivalent, mainly in the form of labour
and materials.

5. In accordance with the Article 11.01 of the General Conditions, the financing shall
be exempt from all taxes and duties.

Section C

1. The Lead Programme Agency shall be the Ministry of Agriculture, Irrigation and
Livestock (MAIL).

2. Considering the multi-ministerial approach of the Programme, the Ministry of Rural
Rehabilitation and Development (MRRD) is designated as additional Programme Party.

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

Section D

The Financing shall be administered and the Programme supervised by the Fund. In
addition to supervision missions which shall normally be carried out annually, the Fund
shall conduct a mid-term review to be carried out during the third year of the
Programme.

Section E

1. The following is designated as additional ground for suspension of this Agreement:
the Project Implementation Manual (PIM) or any provision thereof has been waived,
suspended, terminated, amended or modified without the prior agreement 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.

2. The following is designated as an additional condition precedent to withdrawal:

(a) The programme manager and the financial manager, both acceptable to the
Fund, shall have been selected.

3. The following is designated as an additional specific condition precedent to
disbursement to MRRD and selected Service Providers (SPs): The MOU with MRRD and
the contracts with selected Service Providers respectively have been cleared by IFAD
prior to signature.

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

Minister for Finance of the
Islamic Republic of Afghanistan
Ministry of Finance

Kabul, Afghanistan

For the Fund:

President

International Fund for Agricultural Development
Via Paolo di Dono 44

00142 Rome, Italy

I
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This Agreement, dated [click and type], has been prepared in the English language in two
(2) original copies, one (1) for the Fund and one (1) for the Recipient.

IsLAMIC REPUBLIC OF AFGHANISTAN

[insert NAME of the Authorised Representative]
[insert his or her title]

INTERNATIONAL FUND FOR AGRICULTURAL DEVELOPMENT

Kanayo F. Nwanze
President
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Schedule 1

Programme Description and Implementation Arrangements

I. Programme Description

1. Goal. The goal of the Programme is to contribute to improving the food security
and economic status of poor rural households in the Programme Area.

2. Objectives. The Programme has two objectives: (i) institutional development and
capacity building of community organisations, public extension services and relevant
private sector entities in the pilot provinces; and (ii) sustained increased incomes of
small farmers and herders fostered by improvements in productivity and output,
productive infrastructure and market linkages. These objectives will be addressed by
supporting institutions and services, fostering increased productivity and production, and
upgrading profitable agriculture and livestock value chains. IFAD financing will create a
model to be scaled up across rural areas in subsequent phases.

3. Programme area. The Programme will be implemented in Balkh, Herat and
Nangarhar provinces (the "Programme Area").The Programme may expand to additional
province(s) if required by its evolving scope or by security considerations, subject to
consultations between the Government and IFAD.

4, Target population. The Programme has a three-tier target group: (i) at sub-national
level, it will target provincial and district extension staff of MAIL, community social
mobilisers of MRRD, and farmer resource centres; (ii) at local level, community
development councils, community organisations, cooperatives and associations, interest
groups, NGOs and relevant private sector entities will be strengthened and serve as
interlocutors; and (iii) at grass-roots level, target groups will include poor rural women and
men, kuchis, small farmers and herders, producers' groups and women’s groups.

5. Components. The Programme shall consist of the following two Components:
5.1. Component 1: Institutional Development

Sub-component 1.1: Extension Services

The Programme will strengthen the extension directorate's structures, in line with the
Tashkeel, by: (i) strengthening the women’s extension unit in MAIL to coordinate a cadre
of female extension workers across the Programme Area; (ii) strengthening the male
extension worker cadre at district level; (iii) targeting young graduates from local
agricultural faculties to be recruited as extension assistants; and, (iv) adapting the
curriculum, in collaboration with MAIL, using updated techniques and approaches.

Sub-component 1.2: Farmers' Organisations

The capacities of community organisations, cooperatives and associations, interest groups
and Farmers' Resource Centres (FRCs) will be upgraded to enable them to broker
business relationships among stakeholders, bringing together decentralised MAIL and
MRRD services, input suppliers and market integrators, and small farmers.
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Sub-component 1.3: Private Sector

Private sector linkages, contract farming and value chain upgrading will be integrated
with DAIL extension services and Community Development Councils (CDCs) or other
groups. Market linkages among groups processing vegetables and private companies will
be promoted, as a wide range of agricultural products can be processed to increase shelf
life, year-round availability and output price.

Sub-component 1.4: Policy and implementation support facility

This facility will (i) provide Technical Assistance (TA) to MAIL for agricultural development
programmes; (ii) provide TA and capacity building for other relevant Ministries; (iii)
strengthen knowledge management and communication products for MAIL and MRRD.
5.2. Component 2: Strategic Investments

Sub-component 2.1: Infrastructure

The Programme will invest in irrigation infrastructure and other community productive
infrastructure.

Sub-Component 2.2: Productive Investments

The Programme will help to improve the productivity of rain-fed wheat, horticulture and
livestock production to improve food security and increase household incomes in targeted
communities. Farmers and herders will be trained in improved technologies, post-harvest
activities, good practices and information sharing.

Sub-component 2.3: Rural Financial Services

The Programme will invest in a range of financial products and delivery mechanisms to
improve target group access to financial services. This will include: (i) targeting the ultra-
poor; (ii) developing value chain financing products; (iii) promoting shari’‘a compliant
financial products; (iv) offering TA and incentives to participating financial institutions;
(v) possibly competitive grant schemes for agribusinesses.

II. Implementation Arrangements
A. Organization and management
6. MAIL will be the lead implementing agency.

7. Governance. The Programme’s governance framework shall consist of the
Programme Steering Committee (PSC), the Provincial Coordination Committee (PCC) in
each province, and the Programme Management Unit (PMU) and Programme Support
Team (PST) of MAIL.

(a) PSC: The PSC at national level will be responsible for policy and strategic
guidance, oversight of management and implementation, approval of work
plans and budgets, and review of progress. It will consist of senior
representatives of MAIL, MOF and MRRD and any other institution(s) proposed
by the Government.
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(b)

(c)

PCC: Each provincial PCC will be chaired by DAIL and consist of
representatives of provincial entities, contracted service providers, and PST
personnel. It will be responsible for coordinated implementation of
Programme activities and sharing of information and knowledge.

PMU/PST: The PMU/PST will be responsible for managing and coordinating the
Programme. The PST will be expanded with a project manager and technical
specialists to carry out relevant activities. Programme staff shall be recruited
on competitive basis in line with IFAD guidelines, and will be subject to IFAD
prior review.

8. MRRD: This additional Programme party will use its ongoing Programme NSP for
the implementation of SNaPP2 activities.

B. Implementation of Components

9. Service Providers (SPs): Several service providers have initially been pre-selected
in consultation with Government, while others will be selected on competitive basis, as
outlined below.

(@)

(b)

(©)

(d)

(e)

()

under the institutional development component, MAIL will implement sub-
component 1.1 (extension services) through its extension directorate and
sub-component 1.2 (farmers' organisations) through FRCs;

under the policy and implementation support facility, FAO will administer a TA
instrument in support of MAIL; MAIL will administer further TA support for the
agriculture sector; MRRD will administer TA support for itself and other
relevant Ministries; and both MAIL and MRRD will administer knowledge
management and communications support as appropriate.

under the infrastructure sub-component, MAIL's Irrigation Department (ID)
and MRRD/NSP will administer the productive infrastructure investments in
line with their emerging division of responsibilities and the Water Law;
engineering design works will be undertaken by the ID and MRRD/NSP
respectively, with strong TA support, while civil works will be executed by
competitively procured private sector contractors.

under the rural financial services sub-component, participating financial
institutions will be selected on the basis of a competitive process in line with
IFAD's and national requirements, and subsequent due diligence. The
following institutions will be considered, along with others, during
implementation: (i) MISFA for value chain financing; (ii) FMFB for
administering an agricultural credit line; (iii) ARFC for administering shari'a
compliant value chain financing for mid-level actors; and, (iv) IIFC for
administering shari‘a compliant value chain financing for small farmers. Any
selected financial institution will be subject to due diligence and negotiation
with Government prior to contracting. The PMU/PST will administer the
Targeting Ultra Poor programme. The Programme will also consider modalities
to collaborate with the Agriculture Development Fund.

A range of local organisations, such as CDCs, cooperatives, associations and
interest groups will play a central role in needs identification, implementation,
monitoring and Operation & Maintenance. They will serve as the channels for
interaction with communities.

service providers for the implementation of other Programme activities will be
selected on the basis of IFAD's Procurement Guidelines.
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C. Project Implementation Manual (PIM)

10. 10. The RMLSP and Community Livestock and Agriculture Project (CLAP) operate
based on an approved PIM covering project management, financial management,
procurement and contracting, annual work planning and budgeting, monitoring and
evaluation, knowledge management, and investment operations. This PIM will be
updated by the PMU/PST for Programme purposes, and will be submitted to IFAD for
prior review before finalisation.
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Schedule 2

Allocation Table

I

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

each Category:

Grant Amount Allocated

Category (expressed in SDR) Percentage
100% net of taxes, Government
1. Works 8 160 000 and beneficiary contribution
2. Goods, Services 100% net of taxes, Government
3 360 000 - L
and Input and beneficiary contribution
3. Grants and 1 520 000 100% net of taxes
Subsidies
. o .
4. Credit, Guarantee 5 760 000 100% ne’g of taxes _and_ service
Funds provider contribution
5. Consultancies 7 940 000 100% net of taxes
6. Salaries and 100% net of taxes, Government
4 270 000 - L
Allowances and beneficiary contribution
Unallocated 3 440 000
Total 34 450 000

(b) The terms used in the Table above include Eligible Expenditures for the following:

- The category “Goods, Services and Input” includes eligible expenditures for
vehicles, equipment and materials.

- The category “Grants and Subsidies” includes eligible expenditures for
financial assistance to the ultra-poor as well as any competitive grant

schemes.

- The category “Credit, Guarantee Funds” includes eligible expenditures for
financial services.

- The category “Consultancies” includes eligible expenditures for capacity
building and training, workshops, studies, technical assistance, policy and
implementation support.

10
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- The category “Salaries and allowances” includes eligible expenditures for
operating costs.

2. Retroactive financing. As an exception to Section 4.08 (a) (ii) of the General
Conditions, specific eligible expenditures up to the equivalent of two hundred and fifty
thousand United States Dollar (USD 250 000) incurred after 14 July 2015 but before the
entry into force of this agreement may be pre-financed by the Government and
reimbursed from the Grant after the Financing Agreement has entered into force and the
conditions precedent to withdrawal have been met. These specific eligible expenditures
consist of: (i) the preparation of draft tender documents and draft contracts with service
providers; (ii) consulting services for studies and field surveys; (iii) other relevant
consultancy services.

11
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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 Programme.

1. Gender. The recipient shall ensure that gender concerns shall be mainstreamed in
all Programme activities throughout the implementation period. The Recipient shall
ensure that the Programme activities specifically designed to benefit women headed
households and the youth will be duly and diligently implemented.

2. Accounting systems and financial reporting. The Recipient shall ensure that the
Programme financial accounting will be undertaken utilising the computerised accounting
software in place for RMLSP and CLAP, with the set-up of a dedicated SNaPP2 business
unit. The PST will submit regular consolidated financial reports and annual consolidated
financial statements to IFAD.

3. Subsidiary agreements. The Lead Project Agency shall enter into an agreement
with the additional Programme Party (MRRD) and into contracts with the selected SPs as
appropriate. Draft agreements and contracts will be submitted to IFAD for prior review
and clearance.

12
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Logical framework

Narrative Summary Key Performance Indicators

Means of Verification

Assumptions (A) / Risks (R)

Goal:

10% decrease in child malnutrition
(under 5 years old, chronic, acute-
underweight)

60% households reporting
improvement in household asset
ownership index

To contribute to improving the L]
food security and economic

status of poor rural households

in Afghanistan .

Programme Development Objective:

To strengthen outreach and link | =  40% increase in crop productivity

key stakeholders to improve
food security of 57,000 HHs
(427,500 people) across six
districts of three provinces
(Balkh, Herat and Nangarhar)

Outcome 1:

Institution Building
Extension services linked to
Farmers' Resource Centres
(FRCs), and private sector
linkages with communities

Outputs:

1.1 Strengthened extension
services

1.2 Developed smallholder
institutions

1.3 Developed private sector

leading to higher incomes
*  40% increase in incomes of herders
due to improvements in productivity

and output, infrastructure and market

links
*  75% community organisations will

have strengthened linkages with public

and private extension services

. 50% of farmers reporting sustained
linkages through FRCs by PY6

] 25% of farmers kinked with private
sector through FRCs by PY6

=  95% retention of FFS at the community

level in PY 5
] 75% of incremental extension staff

included in Taksheel across operational

areas

=  25% of extension staff successful in
sharing technical packages with
farmers

= 25% of businesses reporting 30%

increase in sales post capacity building

PST/MAIL impact surveys (including
RIMS anchor indicators) at baseline
(PY1) and completion (PY6).

MRRD Qualitative (PRA) assessment of
target HHs and quantitative
assessment (profitability analysis) of
micro/small enterprises

Third party verification of the above, to
the extent feasible

PST/MAIL RIMS plus survey and rolling
baseline(annual)

PST/MAIL annual outcome survey.
Third party impact evaluation report(at
completion)

MAIL/MRRD knowledge products
(periodical)

PST/MAIL annual outcome survey.
Third party impact evaluation report(at
completion)

MAIL/MRRD knowledge products
(periodical)

PST/MAIL annual outcome survey.
Third party impact evaluation report(at
completion)

PST annual progress reports and MIS
Out-sourced case studies (periodical)
PST/MAIL RIMS I and II data(annual)
Progress reports of service
providers(annual)

CDC statistics (annual)

Reports of participating businesses
(annual)

(A) Inflation for staple foods remains
below 10%.

(R) Political unrest and conflict does
not hinder socio- economic activities.
(A) Consistent commitment of
Government and partners for socio-
economic improvement

(A) No security problems in programme

areas for surveys and studies.
= (A) Female extension workers are
available and have mobility.

=  (A) Mature CDCs demonstrate effective

implementation with support from
Facilitating Partners.

] (A) Farmers find the services provided

by the FRC valuable and of high
quality.
=  (A) Private sector demonstrates

adequate interest to partner with small

farmer groups.

. (A) Private companies are interested in

sourcing products from

microenterprises and willing to engage

in PPPs in the selected value chains.

= (A) MAIL is able to fulfil its obligations
for the new Taksheel and women staff
are recruited and retained at provincial

level.
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Narrative Summary

Key Performance Indicators

Means of Verification

Assumptions (A) / Risks (R)

Outcome 2:

Strategic Investments
Appropriate agriculture and
livestock technology aimed at
income generation to move up
value chains with comparative
advantage, market demand and
growth potential.

Outputs:

2.1 Community Infrastructure
2.2 Productive Investments
2.3 Rural Financial Services

20% Increase in annual income of
target HHs

30% increase in access to technology
of farmers.

15% of women have increased access
to and control of productive assets and
services.

25% of vulnerable households
reporting time saving as a result of
community infrastructure

10,875 ha irrigated with improved
infrastructure

15% of HHs have improved market
access through rural roads

40 % reduced post-harvest loss
reported by farmers

6 women producer groups reporting
30% increase in incomes from
horticulture value addition and post-
harvest technology

30% of livestock keepers reporting
access to improved veterinary services
60 private and public veterinary
workers capacity strengthened

75% of TUP beneficiaries reporting
increased incomes

PST/MAIL annual outcome survey.
Third party impact evaluation report(at
completion)

PST annual progress reports and MIS
Out-sourced case studies (periodical)
CDC statistics (annual)

PST/MAIL annual outcome survey.
Third party impact evaluation report(at
completion)

MAIL/MRRD knowledge products
(periodical)

IFAD Supervision mission reports
(annual)

Outsourced case studies (annual)
PST/MAIL RIMS I and II data(annual)
Progress reports of service
providers(annual)

CDC statistics (annual)

Reports from MISFA and PFIs (annual)
Programme MIS

Outsourced independent assessment of
lending operations and performance of
pilot products (at mid-term)

(R) Water supply consistent
(A) Optimal coordination with relevant
stakeholders

(A) Farmers are interested and willing
to use the new technology

(A)

(A) Financial institutions are interested
to participate

(A) Implementing partners are able to
successfully  establish  collaborative
business arrangements between
microenterprises and businesses
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