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Recommendation for approval

The Executive Board is invited to approve the proposal to reschedule the debt of the
Republic of Zimbabwe, in accordance with the principles set out in paragraphs
19 to 22.

Proposal for rescheduling the debt of the Republic of
Zimbabwe

I. Introduction

1. Over the past four years, the Republic of Zimbabwe has indicated to IFAD a desire
to re-engage with the Fund, and has acknowledged that a prerequisite for meeting
this goal is the clearance of its current arrears of loan repayments to the Fund.

2. After an IFAD mission to Zimbabwe in June 2015, the Government sent a letter
(appendix 1), which reaffirmed its commitment to settle its outstanding arrears
with IFAD.

3. The most recent mission by IFAD to Zimbabwe in August 2015 included
consultations with representatives of all concerned government ministries and
departments on possible terms and conditions for rescheduling the debt owed to
IFAD (appendix II).

4. Zimbabwe requires long-term financing to reboot its economy, but is constrained
by external debts, which have blocked the flow of international capital into the
country. The Government is aware of the need to clear its arrears to international
creditors in order to access badly needed financing that will allow Zimbabwe to
make progress on economic and social issues.

Il1. Country context

5. Agriculture is a major component of the Zimbabwean economy, providing a main
livelihood source for more than 60 per cent of the economically active population.
The agricultural sector accounts for 17 per cent of the country’s GDP, 60 per cent of
the raw materials required by the manufacturing industry and 40 per cent of total
export earnings. Zimbabwe underwent over a decade of severe economic decline
since 2000, losing up to 40 per cent of its GDP as a result of social, economic,
environmental and political factors that continue to negatively impact the country’s
food security. Food insecurity is especially acute in the country’s marginal rural
areas where 76 per cent of households are poor and 30 per cent are extremely
poor according to a 2012 poverty survey.

6. In 2013, Zimbabwe introduced a new development plan, the Zimbabwe Agenda for
Sustainable Socio-Economic Transformation (2013-2018). The plan’s four clusters
are: (i) food security and nutrition; (ii) social services and poverty eradication;

(iii) infrastructure and utilities; and (iv) value addition and beneficiation. The plan
targets a medium-term growth rate of 6 percent, driven by large infrastructure
investments. Its financing plan focuses on leveraging the country’s natural
resources (through mining and agriculture) to attract foreign capital. The plan’s
success depends largely on public-private partnerships, which remain elusive due
to the current policy of indigenization and unclear government succession plans.

7. Despite these challenges, the Government is increasingly focused on supporting
the agricultural sector. Following the 2013 elections, nearly US$1 billion was
earmarked for supporting crop and livestock production in the 2013-2014 farming
season.



10.

11.

12.

13.

V.

14.
15.

16.

EB 2015/116/R.26

Country debt status

At the end of June 2015, Zimbabwe’s public and publicly guaranteed debt stood at
US$8.4 billion. This comprises external debt of US$6.7 billion, representing
47 per cent of GDP, and domestic debt of US$1.7 billion.

In order to manage its external debt obligations, the Government intends to meet
the quantitative and structural targets set by the International Monetary Fund
(IMF) Staff-Monitored Program (SMP), which were reviewed in December 2014. As
part of this strategy, the Government is working to clear the combined US$1.8
billion in arrears owed to the African Development Bank (AfDB), the IMF and the
World Bank — a move that will enable Zimbabwe to access capital from these
financial institutions.

An IMF mission to Harare in September 2015 conducted the second review under
the 15-month SMP. At the conclusion of the visit, the IMF issued the following
statement:

“The authorities have moved forward with their reform program, despite
increasing economic and financial difficulties. Moreover, they have intensified
efforts toward reengagement with the international financial community. They
have developed a proposal for a strategy for resolving Zimbabwe’s external
arrears to the international financial institutions.”

The Government has increased payments to the World Bank and the AfDB, and has
begun to repay the European Investment Bank. As payment capacity improves, it
intends to increase payments to all international financial institutions.

During IFAD’s August 2015 mission, meetings were held with representatives of the
IMF and AfDB, and with the World Bank country manager. IFAD’s intention to
arrange settlement of Zimbabwe’s outstanding arrears and progress towards the
resumption of operations in the country were discussed, and all parties expressed
positive views of IFAD’s strategy.

At the recent annual meetings of the World Bank and IMF in Lima, Peru, a plan to
clear US$1.8 billion in arrears owed by Zimbabwe to the IMF (US$110 million), the
World Bank (US$1.15 billion) and AfDB (US$601 million) by the end of April 2016
was discussed. Subject to a positive report from the final SMP in 2016, the
Government will seek to develop a new comprehensive country financing
programme supported by the AfDB, the IMF and the World Bank to attract long-
term financing for promoting growth and debt sustainability.

Debt to IFAD
Zimbabwe’s arrears to IFAD as of 31 December 2015 amount to SDR 16.63 million.

IFAD has provided five loans to Zimbabwe. Two of these loans are past maturity
while three loans are within the original principal repayment schedule.

(a) Loans 123 and 248 are fully matured, with final repayments of principal due
in April 2003 and October 2010 respectively. These loans were approved in
1983 and 1989 respectively, and are on intermediate terms; interest is
charged at 4 per cent.

(b) Loans 341, 382 and 490 have between 22 to 31 years of their principal
repayment periods remaining. These loans are on highly concessional terms
and have a service charge of either 1 per cent or 0.75 per cent.

As a result of the unsatisfied loan repayments, Zimbabwe’s portfolio was
suspended in February 2002 and all loans were cancelled in December 2005. A
summary of the portfolio and the current status of the amounts owed to IFAD is
included in appendix IlI.
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Debt rescheduling proposal

In accordance with paragraph 15(a)(iii)(7) of the Policies and Criteria for IFAD
Financing, which allows the Executive Board to “amend the terms upon which an
approved loan is provided to a country, including the grace period, the maturity
date and the amount of each instalment for the repayment of loans, while securing
the original net present value”, a rescheduling of arrears repayments can be
submitted to the Executive Board for approval.

The amount of current debt to be rescheduled is defined as the net present value
for compensation (NPVC) and includes amounts owed on all matured and
unmatured loans, providing the full recovery of the outstanding principal and
interest as of 31 December 2015. The repayment plan has been calculated to
maintain the net present value of this amount over time.

The Government has agreed to the rescheduling terms as follows (see
appendix 1V):

(a) The total NPVC is SDR 16.63 million.

(b) A down payment, equivalent to 10 per cent of the total NPVC
(SDR 1.66 million), was already received in October 2015.

(c) The repayment period is five years.

(d) The requirement to “secure the net present value” is satisfied by discounting
the future cash flows of the debt settlement plan using the original interest
rate of each loan.

(e) Zimbabwe will also make repayments of principal and service charges as
scheduled on the three loans that have not reached full maturity.

The debt settlement agreement will include a clause stipulating that, in the event
that Zimbabwe does not honour its obligations under the debt settlement
agreement, IFAD may declare it to be in default, the consequences of which, in
accordance with the Fund’s standard procedures from managing arrears, may
include:

Suspension, in whole or part, of Zimbabwe’s right to make withdrawals under
any other agreement with the Fund; and

Suspension of Zimbabwe’s right to have projects and programmes submitted
to IFAD’s Executive Board for approval.

From a financial perspective, any debt settlement plan agreed to by IFAD must
continue to secure the original net present value of the outstanding arrears.
Therefore, any combination of repayment terms is considered to be of equal value
to the Fund. It should be noted, however, that Zimbabwe has agreed to a
repayment period that is shorter than those negotiated in recent debt settlement
plans of a similar nature. This can be positively interpreted as a sign of its
commitment to re-engagement with the Fund.

A detailed repayment schedule for the proposed debt settlement plan is provided in
appendix 1V.
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::::;;-:::"mnlmﬂ,mm NEW GOVERMMENT
COMPORINE, OFFICE COMPLEX
Pt Ting THIE, Tremameay TRRLETS ONR 4ih STREET)
Harwe, Eimbmiineg SANMOERA MACHEL AYFMLUE
HARARE
22 June 2015
President Kanayo Felix Nwanze
International Fund, for Agricufture Development
Via Paolo di Dono 44
0oi142
Rome
ITALY
Your Excellancy
RE: RE-ENGAGEMENT ON_ZIMBABWE'S ARREARS TO THE

INTERNATIONAL FUND FOR AGRICULTURAL DEVELOPMENT
(IEAD)

I am very pleased with the recent visit of Mr, Sana F.K. Jatta, Regional
Director of the Fast and Southern Africa Division, TFAD. Both Hon, Cr, 1,
Made (M.P.), Minister of Agriculture, Mechanisation and Irrigation
Devalopment and myself held very fruitfyl and cordial consultations with
Mr. Jatta.

I am glad to inform you that we have agreed o engage Immediaizly in
negotiations with IFAD on finding a solution to the problem of arrears,
wihich will facilitate the resumption of IFAD support to our agricultural
sactor.,

We atso informed him that Zimbabwe will make a pledge to the [FAD-10
replenishmeant.

In this regard, 1 would like to extend an invitation to IFAD to send a team
to undertake detailed consuftations on the modalities for dealing with the
arrears problems, taking into account our payment capacity and in a
manner that normalizes our relations with IFAD,

JI
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We are grareful for the suppart IFAD provided to the smallholder irrigation
sector of Zimbabwe in the past. We are keen to re-engage with your
Institution N consclidating that support end to scale it up further,
espacially for the communal irfigation schemes, indluding the AL schemes
rerently established under our Land Reform Programme.

Finally, vour Excellency, I am pleased to inform you that, notwithstanding
Zimhabwe's limited fiscal space, we will pledge USD300,000 to IFAD-10
resources to enable IFAD to continue to deliver its henourable mandate
of rural poverly aleviation globally, I will send you a separate pedging
letter o that effeck

Yours Sincerely OFFICE OF TE MIMSTER
OF ANANC] angD _1_;_._:,-“';,1-1{-
DEVELOI kb

22 N 23

P BAG CY 7703, CaisEway
SIMBABWE TEL: (14- 1386003
e W

) ? l’[rﬂ-’ﬁ'l. it LB
Hon. P.A.'Chinamasa, M.P.

MINISTER OF FINANCE AND ECONOMIC DEVELOPMENT

EB 2015/116/R.26



Appendix Il

REPUBLIC OF ZIMBABWE

HEGOTIATIONS ON IFAD DEBT RESCHEDULING AND ARREARS RESETTLEMENT

Agreed Minutes of Negatiations

. Foliowing fruitful consullations between the Ministers in charge of Finance and Economic
Development (Ham, P, A Chinamasa) and Agnculiure (Hon, Dr. Josaph M. Mace) of the Republic of
Zimbabwe (the Borrower) and IFAD's Regional Directer for the East and Southern Africa Region
(Sana F, K. Jatia) in Harare, on 22 June 2015, the Borower requested, by letter dated 23 June 2015,
the President of IFAD °, o send & mission o Zimbabwe: ... fo discuss possihie ways o reschedie
Zimbabwa's arreavs and debi fo IFAD" The Govemment of Zmbabwe is keen for IFAD to resume its
country operations urgently, An IFAD delegation subsequently visited Zimbabwe, between 24 and 28
August 2015, and helkd defailed and comprehensive consultations with reprasentatives of all the
concemad minisiries and departments of the Government of Zimbabwe on the mutually acceptable
tarms and conditions for the rescheduling of the Republic of Zimbakwe's exiating debt owed 1o IFAD.

The pariicipans in the fomal negotiations wene as follows:

Hen. Patrick A, Chinamasa Head of Delegation
Minister of Finance and Economic Developmant

Hon. Dv Ignativs Chambao Member
Acting Minister of Apricullure. Mechanrsation, and
Irrigition Development (MAMID)

Mr Jahn Mangudya, Membear
CGovernor of the Reserve Bank of Zimbabwe

Mr. Willard L Manungo Membar
Secretary to the Treasury, Mintstry of Finance and Economic Development

Nir. R. .. Chitsiko
Permanent Secretary. Mintalry of Agriculiure, Mechanisabion, and  Member
Irigation Developmeant {MAMID)

Mr. John Mafarariowa Member
Head Zimbabwe Debt Management Office, Ministry of Finance and Economic
Davelopment

Mrs. Margerta Makuwaza Member
Direcior,  Imernatienal Cooperalion, Ministy of Finance and Economic
Davelopmant

Mr. Josaph Gonda
Directer, Extengion Services, MAMID

Or C. Zawe Member
Dhrector, lrigation Devalopment, MAMID

Mr. Sana F K. Jatia Head of Delegation
Regional Director, East and Southern Africa Division

! The complete list of the officials who assisted the members of the Delegation of the Republic of Zimbabnwe is
aittached 10 the present Minutes of Megotistions as Anrex 1

35
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Mrs. Ruth Farrant Co-Head of Delegation
Direcior and Controller, Financial Services Division,

3 These Minutes of Negotiations record key conclussons and agresments reached between the
two delegalions and, in particukar, they also stale the agreement of the Borrower and FAD
dedegations on & number of fallow-up aclions 1o be iImmediaiely camied out by each side.

A THE DEBT RESETTLEMENT PLAN

4, IFADYs Conlrallers and Finandal Sendces Dwision prepared, and submitted, three indicative
scengrios for 8 polental sebtiement plan of Zembabwe's approximately SDR 166 Million (10 be

dabt owed to IFAD &5 of December 20158, that woukl continue to secure the Meal Present
Value (MPV) 1o IFAD, which | a condition of any such seffiement plant as per [FAD rules and
regulations. The scenarios provided are:

(e}  Five year plan: 10% down payment; ( year grace period, and repayment over § years,
(b} Free year plan: 10% down payment, 2 yeans grace period, and repaymant duwer 3 yaars;
€l Seven year plan: 20% down payment; 2 years grace pericd; and repayrment over 5 years.

5 IFAD had prepared futher propasals for 9 yesr and 10 year rapayment periods with varying
grace periods and down payments and shared the underdying financial impact with the Borrower, but
mase were not formally discussed because the Borrowes opted for a faster repayment schedule of
Feve Year Settlement Plan, with the following terms and condiions:

@} A down payment, equivalent la 10% of the tolal debd stock in USS equivalent, will be
efected by end of Oclober 2015,

(B}  There will be no grace penad, and the repayment periad will be five years;

(&)  Efforts will be made bo ensure effectivenass of the Legal Agreement in 2015, for which
the Borrower will sign prior to the 2015 Desember EB session and the IFAD Presidant
will counder sign immedizlely folowing the EB and prior to Chrisimas leave; and

(dy  Furiher the Bormower is commiied to repaying the three loans which have not yet fully
maturad whan they fall due from January 2016, by roling up the related payments mbe
the resettiemaent instalments due io avoid the risk that they do not pay on time as and
wihen those three loans fall due on separate manths

1 The IFAD Delegaton highlighed the need to present & credible plan bo IFAD sanior
management and therealer lo the IFAD Executive Board within the paramelers of pas! practice and
oo suggoated limiling the overall Grancial exposurs of IFAD in the modium term which could
othersese impact negatively on the approval process of the plan. Ths advice was readily accepted by
the Bormower's Desegation who indicated their strong commitmment to homour the conditions and
agraed to work with IFAD in immediately drafing the Legal Agreamant for the Debt Rasattlement Plan
for signature and subsequent submissson to the IFAD Executve Beard (see below).

B. IFAD'S PIPELIME OF LOANS AND GRANTS FOR ZIMBABWE

¥.  In light of the strong and convincing commitmant from the: Borrower o settle the amears owed
te IFAD, the IFAD Dedegation confirmed IFAD's commitmant, in return, to the following:

{a) A Project inceplion Mission wil be dispatched 16 the country within one to two menths
Tallowing the signing of the present Mimsdes af Negotistions,

{o)  The mession will be charged with the preparation of the Cancept Nobe, containing a chear

concaptual framework of a possible ppeline project focusing on impraving the incomes,
food and nuiribion security of smallholder communal farmers involved i emallholdar

EB 2015/116/R.26
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(e}

irnigation, with a sultable combination of activities that may inglude one or several of the
following: irfgatien infragsructure Improvemant and develepment. scheme managemant,
and imgroved operation end maintenance: commercial agricuftural production and
income generaling ascbviies; market access and agribuginess developmaent and
prometion, Thege are only indicative at this stage;

If the Bofrower honaurs the first condition of the agreed Setflement Plan end makes the
down payment by end of Ociober 2015, the draft Concepl Mote far the pipeline praject
will be submitted for approval by IFAD Management in Mowember 2015 o early
December 2015, even before the full settiement plan ks approved by the IFAD Executive
Board duning its mid-December 2015 sassion. IFAD Management will be willing to take
this risk in the hope thal the EB will approve the plan based on the Government's very
strong commitment dernonstrated by their wilingress to take on the mare onerous
scanario oul of the varous oplions aMered by IFAD, but there is no guaraniee il will be
appraved;

Agsuming the final approval by the December 2015 EB session of the lifting of the
suspension of IFAD operations m Zimbabwe, (FAD will endeavour to complets the desgn
of the new project for possible consideration and approval by the IFAD Executive Boand
session scheduled 1o be held in September 2018,

The total IFAD funding for the new project will be at least USEI0 million, with a total
praject cost around USE50-60 million. The balance of the funds will be mobilised from
oiher grant resources bo be identified togathar by IFAD and the Government. They may
include oiher grant resgurces that IFAD has access o, co-financing from bilateral donors
aclive in the country, as well other imerested multlateral donors and LN Agencies,

B, The Borrower's Delegation requesied that IFAD consider increasing its core conbribution ta the
project 1o up to USS 50 Milien given the fact that Zimbabwe did not benefit from IFAD resources far
such & long teme since is suspension. And the IFAD Delesgation promised o bring this 1o the attention
af the IFAD Managerment for their consideration and decision

C. AGREED FOLLOW-LUP ACTIONS

9. The key next steps o be urgently pointly, or indieidually. performed by both IFAD's and the
Borrower's Dalegations are Bs follows:

L&}

(]

{ch

i)

(g}

m

IFAD and the Bomower will agree the exact debt and related MNPV based on the
contraciual interest rates in individual loan agreements as at the IFAD EB approval in
rmid-Dhacemiber 2015;

The Borower will mobiise the down payment and effect it not later than end of Oclober
2015

The IFAD Delagation will submit, during the course of Septermber-October 2015, The
prasant Minutes to Senior Management of IFAD for approval and decision lo proceed
with executing ils provisions immediately,

IFAD will dralt a formal Lepal Agreement deiaing the above menbtioned terms and
condtions of the Semlement Flan of amears owed to IFAD and submit the draft to the
Govemnment not later tham end October 2015 Once approved this will be the key
decument 1o ke submitied to the IFAD Exacutive Board at their session in December
2015;

IFAD and the Govarnment will jpinty underake the Inception Mession of the new project
in September-October 2015, and proceed with obtaining the final approval of the
Cancept Note of the new project before the end of 2015;

Agsuming the 2015 December session of IFAD'Ss EB approves the Debt Setilement Plan,
IFAD and the Govemment will jointly undertake the design of the new project during the

{ i
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first semester of 2016 and ensure it is ready for consideration by the 2015 Septemnber
gassion of the IFAD Exscutive Board, Implementation of the approved versian af the new
project proposal, taking ints account the comments of the Executive Board, can star
implemendation during the 4" quarter of 2018 wilh immediate Impact on the posiive
gverall fow of funds from IFAD into the Zimbabeean ecomomsy.

10. The successful implementation of all the above sleps will be challenging, grven the fime
constraints and the long pericd of inactivity in the eauntry, but ta possinle and will indicate a great
feam work between the Parties of the Agreemnent. |t will significantly impact the positve development
of the smatholder agricultural secior of Zimbabwe with overall positive Impact on the economy as a

whole amost mstantaneously

25" Day of Augus! 2015, Harare, Republic of Zimbabwe

[For the Borrower of the Republic | For the International Fund for Agricuftural Development
of Zimbabwe 2 _{IFADY)
% P
W |
Hon. Patrick A Chinamasa Sana F| K, Jatta / / Ruth Farrant
Minester Regional Direcior and Gontroler
Finance & Econgmic Development East and Southerm Africa Controfer's & Financial
| Division Services Division

EB 2015/116/R.26
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Annex 1: List of Officials Who Assisted the Delegations
Ministry of Finance and Economic Developments
Fumbidzai Daitai, Assistant Chief Debt Office
Brighton Shayanewako, Deputy Director, Intermational Cooperation
Patrick Tuluzawi, Economist
AM Chidakwa, Ministry of Finance and Economic Development
Ministry of Agriculture, Mechanisation, and Irrigation Development
Mr K. Zata, Director
Ministry of Foreign Affairs
Francis Chigaazira, Ministry of Foreign Affairs, Zimbabwe
IFAD Delegation
Mirs Joylyn Mdoro, IFAD Consuftant
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As Of Date: 30/09/2015

Country: ZWE

Currency: XDR
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Cust. 5B Name Sre. Of Fin Al Ace ¥um | Accoust Number ""PI',::'" S'I;l":ﬁ E"‘T;':r““ m
TFAT LI-173- TO000ISED 71041953 26-07-1953 17-11-1%53 11,408, 50744
IFAD LI-243- 1000021 18 06-12-198% 24-01-1950 D1 -08-1950 11,858,629.33
IDMBAEWE IFAD LI-341- TOO0OTE 02-12-1993 27-01-1994 12-03-199 5,013,066.22
TFAT 1I-382- TO00DTEET 13-09-199 23-10-1995 02-11-1995 1911 352,08
IFAD L1480 1OKDONTIET 02-12-199% 17-02-199 14-08-1959 £93,500.28
TOTAL i
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Debt Settlement Repayment Schedule

Total Pericd of Repayment Plan 5

Grace Period Years ]

Eepavment Yaars 5

Total Compensation Value 16 627 519

Downpayment (10%) 1 662 752

Dizcount Rate Az per Original Loan Terms Repayment Amounts

Repayment Dates [(XDR)
215 Downpayment 1 6862 752
2018 0022016 1603 042
2018 01082016 1603 042
207 02207 1603 042
2017 00s2017 1603 042
2018 022018 1603 042
20138 010872018 1603 042
2015 022015 1603 042
2019 01082019 1603 042
2020 0022020 1603 042
2020 0110872020 1603 042
Total Repayments 17 683 174




