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Negotiated financing agreement:

" Integrated Participatory Development and Management
of Irrigation Project (IPDMIP)"

(Negotiations concluded on 11 December 2015)

Loan Number: [click and insert number]
Grant Number: [click and insert number]

Project Title: Integrated Participatory Development and Management of Irrigation Project
(IPDMIP)(“the Project”)

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

and

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

hereby agree as follows:

PREAMBLE

WHEREAS

(A) the Borrower/Recipient has requested a loan and grant from the Fund for the
purpose of financing the Project described in Schedule 1 to this Agreement (the
“Project”). The Loan from IFAD will finance Component 1 of the Project and a
portion of Component 3 of the Project, while the Grant from IFAD will finance a
portion of Component 4 of the Project; and

(B) the Borrower/Recipient intends to obtain from the Asian Development Bank (*ADB"”)
a loan ("ADB Loan”) in estimated amount of 600 million USD to finance other
components of the Project, or portions of components, not financed by the Fund, on
terms and conditions to be set forth in an agreement between the ADB and the
Borrower/Recipient (the "ADB Agreement”).

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) and the Allocation
Table (Schedule 2).

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.
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3. The Fund shall provide a Loan and a Grant to the Borrower/Recipient (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 Loan is ninety-three million one hundred fifty thousand
Euro (EUR 93 150 000)

B. The amount of the Grant is one million four hundred ten thousand Euro (EUR
1410 000).

2. The Loan shall be subject to interest on the principal amount outstanding at a rate
equal to the IFAD Reference Interest Rate, payable semi-annually in the Loan Service
Payment Currency, and shall have a maturity period of eighteen (18) years, including a
grace period of six (6) years starting from the date that the Fund has determined that all
general conditions precedent to withdrawal have been fulfilled in accordance with the
General Conditions and Section E of this Agreement.

3. The Loan Service Payment Currency shall be Euro.
4, The first day of the applicable Fiscal Year shall be 1 January.

5. Payments of principal and interest shall be payable on each 1 March and
1 September.

6. There shall be two (2) Designated Accounts denominated in Euro, for the Loan and
the Grant respectively, at the Bank of Indonesia.

7. The Borrower/Recipient will provide counterpart financing for the Project in the
form of taxes, staffing, and other in kind contributions.

Section C

1. The Lead Project Agency (LPA) shall be Directorate General of Water Resources
(DGWR), Ministry of Public Works and Housing (MoPWH)(also referred to as Executing
Agency or EA).

2. The following are designated as additional Project Parties also referred to as
Implementing Agencies: Ministry of Public Works and Housing, Ministry of Agriculture,
Ministry of Home Affairs, Ministry of National Development Planning (BAPPENAS), and
local governments.

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

Section D

The Loan and Grant will be administered and the Project will be supervised by IFAD. The
Project will be implemented in collaboration with the ADB.

Section E
1. The following are designated as additional ground for suspension of this

Agreement: any transfer of key Project staff in the National Project Implementation Unit
(NPIU) located in the Ministry of Agriculture, has not been communicated to IFAD.
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2. The following are designated as additional general conditions precedent to
withdrawal:

(a) The National Project Management Unit (NPMU) within the Ministry of Public
Works and Housing and the NPIU shall have been created and key Project
staff in the NPMU and in the NPIU within the Ministry of Agriculture shall have
been nominated to the satisfaction of IFAD;

(b) The Project implementation manual (PIM) shall have been prepared in a
manner satisfactory to IFAD; and

(c) The ADB Agreement shall have entered into force.

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

For the Borrower/Recipient:

Director General of Budget Financing and Risk Management
Ministry of Finance

Frans Seda Building, 2" Floor

Jalan Dr. Wahidin Raya No.1

Jakarta 10710

Indonesia

For Correspondence:

Attn: Director of Loans and Grants
Frans Seda Building, 6" Floor
Jalan Dr. Wahidin Raya No.1
Jakarta 10710

Indonesia

Tel: (62-21) 3458289, 3865330
Fax: (62-21) 3812859

For Disbursements and Payments:

Attn: Director of Evaluation, Accounting and Settlements
Frans Seda Building, 7™ Floor

Jalan Dr. Wahidin Raya No.1

Jakarta 10710

Indonesia

Tel: (62-21) 3864778

Fax: (62-21) 3843712

For the Fund:

The President

International Fund for Agricultural Development
Via Paolo di Dono 44

00142 Rome

Italy
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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 Borrower/Recipient and
shall enter into force as provided in Section 13.01 of the General Conditions.

REPUBLIC OF INDONESIA

Authorized Representative

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 adopts an inclusive targeting approach at the
irrigation scheme level to benefit all active farmers on the irrigation scheme. Within the
targeted communities, categories of rural poor consist of the poor, near poor and better
off. An explicit poverty and targeting strategy will be employed to reach the most marginal
households including the poor (i.e. the moderately poor, poor and very poor), women,
youth and those farmers at the tail end of the irrigation schemes that are normally most
vulnerable. The total number of Project beneficiaries is estimated to be around 900 000
households or around 4 million individuals.

The Project area (the “Project Area”) will cover an initial 16 provinces (5 in Sumatra, 4 in
Java, 2 in Kalimantan, 3 in Sulawesi and 2 in Nusa Tenggara) comprising 74 districts. The
Project will pursue a scaling up strategy to promote the replication of Project activities in
other villages in the targeted districts and in other districts and provinces.

2. Goal. The goal of the Project is to improve food security and livelihoods in rural
Indonesia.

3. Objectives. The objective of the Project is to increase the value of sustainable
irrigated agriculture.

4, Output (i.e. "components”). The Project shall consist of the following Outputs:

4.1. Output 1: Increase irrigated agricultural incomes will focus on improving farm and
market systems, providing appropriate services support including financial services,
mainly for rice and high value irrigated crops.

(a) Sub-output 1.1: Improved farm productivity and services focuses on on-farm
activities and comprises support to improved farmer extension services
available to smallholder farmers, farmer-to-farmer knowledge dissemination,
access to and storage of sufficient good quality seeds and other inputs, and
mechanization, including support for enhancing on-farm systems for crop
intensification and diversification and ensuring that farmers acquire the
necessary knowledge, skills and confidence to adopt improved agronomy and
better risk management practices.

(b) Sub-output 1.2: Improved market access and services focuses on promoting
better value addition and post-harvest activities and comprises facilitating
public and private investment through combined funding instruments
supported by consultation platforms and capacity development initiatives for
rice, vegetables and technology access. For rice, support will be provided to
improve post-harvest and value addition. For vegetables, support will be given
to build on existing and emerging production clusters following an iterative
process to facilitate and develop links between buyers, producers and service
providers, giving priority to innovation in local value chains and actively
promoting the development of local private sector markets.
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(c) Sub-output 1.3: Improved financial access and use of services is based
around facilitating better access to and leveraging mainstream financial
services, including savings, credit and subsequently other innovative rural
financial services (e.g. digital financial service, agricultural micro-insurance)
by sustainable financial service providers, to enable seasonal finance needs
being met through inclusive and pro-poor services. The approach will build on
existing structures and develop partnerships with a small number of existing
financial service providers, who have a clear social inclusion performance and
business strategy in expanding their smallholder agricultural portfolio and who
have existing proven financial service schemes, which are broadly aligned
with the Project objectives and aspirations on rural financial services.

4.2 Output 2: Improved irrigation systems infrastructure will focus on support to
rehabilitation, upgrading of primary and secondary irrigation systems and drainage
infrastructure and include modernization of these systems for one or several larger
schemes.

(a) Sub-output 2.1: Preparatory assessments comprise activities to provide
reliable information regarding water availability in the basin, in relation to the
needs of the irrigation scheme, to be taken into account to ensure the scheme
has adequate water to meet irrigation requirements in addition to
participatory rapid rural assessments, pre-design and the drafting of overall
scheme intervention plans. The hydrological assessments will also take into
account the possible impacts of climate change.

(b) Sub-output 2.2: Irrigation systems rehabilitation, upgrading and or
modernization comprises activities to design and implement civil works with
respect to irrigation as well as drainage infrastructure. The detailed
engineering designs will be for civil works and cover primary and secondary
irrigation infrastructure as well as tertiary irrigation infrastructure and
drainage works. To address the water-food-energy nexus, the Project may
also equip irrigation canals with hydropower turbines for management by
Water users’ associations (WUAs), where technically, economically and
institutionally feasible.

4.3 Output 3: Improved irrigation systems management will focus on strengthening of
the irrigation water delivery at scheme level.

(a) Sub-output 3.1: Empowerment of WUAs comprises activities to facilitate the
organization of irrigating farmers into empowered Water users’ association
Federations (WUA/Fs) that are capable of investing in and managing tertiary
irrigation infrastructure, to ensure adequate water supply and access to all
farmers in the tertiary irrigation scheme. Specifically this will support at an
institutional level and to training and capacity building of WUA/Fs. The
institutional support activities will establish, re-organize and complete the
WUA/Fs organizational structures in the targeted irrigation systems, following
government policy and procedure and introducing good international
experiences. This would also include the legal registration of the WUA/Fs, the
development of by-laws by the WUA/F members, appointment of board
members and the assignment of roles and responsibilities in agreement with
all involved farmers.

(b) Sub-output 3.2: Improvement of irrigation systems field management
comprises activities to support the central, provincial and district governments
in improving the efficiency and effectiveness of irrigation water management
through activities such as irrigation system performance assessments,
preparation of irrigation management plans and irrigation service plans,
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(c)

volumetric discharge measurement and water accounting, improvement of
irrigation service performance, needs-based planning and budgeting, as well
as refurbishment of existing offices, equipment and facilities within the
context of PROM (i.e. preparation of operation and maintenance). To achieve
the sustainable improvement of irrigation system performance this will include
the establishment and assistance in start-up of Irrigation Management Units
for selected irrigation schemes included under the proposed project.

Sub-output 3.3: Operationalization of national asset management system
comprises activities in support of operationalizing the national asset
management system, including aerial surveys using appropriate technology
(i.e. remote sensing) of tertiary, primary and secondary infrastructure along
with other infrastructure as well as hydrological and agricultural data. The
data will also be used to further inform the hydrological assessments under
sub-component 2.1 and to assist the Project management and
implementation under sub-component 4.4.

4.4 Output 4: Strengthened policy and institutional frameworks for irrigated agriculture
will focus on: (@) strengthening the capacity of government institutions and staff; and (b)
supporting the executing and implementing institutions at national and provincial levels
to undertake overall Project supervision. Improving coordination between the different
government institutions will be an important element of these aspects of this output.

(a)

(b)

(©)

(d)

Sub-output 4.1: Strengthened local-level policy, regulatory and institutional
framework comprises supporting the government line agencies at provincial
and district levels to identify specific policy issues and reflect on how these
could be tackled, supporting Badan Perencana Pembangunan Daerah
(Bappeda), the regional body for development planning, to undertake the
analysis and synthesis of knowledge from various sources and inform the
policy dialogue and supporting both the line agencies and Bappeda to identify
policy options and actions.

Sub-output 4.2: Establishment of water resource knowledge and management
centers comprises the establishment or revitalization of the water
management knowledge and training centers — a total of sixteen at the
provincial level — including recruitment of personnel and procurement of office
and training equipment and facilities.

Sub-output 4.3: Improved policy coordination for irrigated agriculture
comprises support to establish and support a Knowledge Management Centre
(KMCQC) in the National Development Planning Agency/Bappenas, which will
coordinate support for smallholder irrigated agriculture, promote policy
dialogue among domestic stakeholders and strengthen national and local
policy processes. The KMC’s remit would be related to knowledge
management and policy development, enabling Government to foster the
continuity between development projects and policies for smallholder irrigated
agriculture by drawing out lessons, bridge the knowledge from different
initiatives and promote coordinated approaches to promote policy dialogue
among domestic stakeholders and support national and local policy processes.

Sub-output 4.4: Project management and implementation support comprises
support to the executing and implementing agencies (IAs) at national and
provincial levels to undertake overall Project supervision and strengthen the
planning, implementation, and management capacities of the IAs.
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II. Implementation Arrangements

5. The National Steering Committee Water Resources (NSCWR) will be chaired by the
Deputy of Maritime and Natural Resources, National Development Planning
Agency/BAPPENAS, with the following membership: (i) the Director General of Water
Resources, MPWH; (ii) Head of Agency for Agricultural Extension and Human Resource
Development (AAEHRD), Ministry of Agriculture; (iii) Director General of Regional
Development, Ministry of Home Affairs; (iv) and Echelon I officials of related Ministries.
An implementation team will be established under NSCWR, chaired by the Director of
Water Resources and Irrigation, National Development Planning Agency/BAPPENAS, with
the Director of Water Resources Development, the Directorate General of Water
Resources (DGWR), MPWH as Deputy Chairman with the participation from Echelon 2
officials of the related Ministries.

6. The DGWR, Ministry of Public Works and Housing (MoPWH) will be the LPA. A NPMU
will be established under DGWR, MoPWH, to ensure overall coordination for
implementation of the Project. Two National Project Implementation Units (NPIU) will be
established under DGWR, MoPWH; an NPIU will be established under the Directorate
General of Regional Development, Ministry of Home Affairs; and an NPIU will be
established under the AAEHRD, MoA for the implementation of Output 1 activities in
cooperation with provincial and district agriculture agencies. The IFAD Grant will be
administered by the Ministry of National Development Planning/Bappenas.

7. The NPMU, in consultation with the NPIUs, will prepare an annual work plan and
budget (AWPB) showing supporting (general) and sub-project activities, and will be
reviewed by NSCWR. The reviewed AWPB will be submitted by the NPMU to ADB and
IFAD for review and no objection. In addition, each participating district and province will
prepare an overall work plan and budget.

8. Monitoring and Evaluation (M&E) will serve three distinct functions, strengthening:
(i) management; (ii) accountability; and (iii) learning. A Project Performance Monitoring
System will consolidate the M&E functions into a unified system. It will comprise both a
comprehensive list of performance indicators at impact, outcome, output and sub-output
levels, derived from the Project Design and Monitoring Framework and impact and post-
completion performance data. Data will be disaggregated by component and, wherever
possible, by district, gender and other dimensions. The indicators used will include those
that contribute to IFAD’s Results and Impact Measurement System. The Project will
undertake baseline, midterm and impact studies and conduct Annual Outcome Surveys.

9.The NPMU will be responsible for overall consolidation and coordination of Project
financial reporting. The four NPIUs will be responsible for the financial management of
expenditures under the respective Project components and/or activities. The roles and
responsibilities of the implementing entities will be clearly defined in the PIM.
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Schedule 2
Allocation Table

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

Category Loan Amount Grant Amount Percentage

Allocated Allocated
(expressed in EUR) (expressed in EUR)

1. Equipment and material 18 880 000 140 000 100% net of taxes

2. Consultancies 21 440 000 650 000 100% net of taxes

3. Workshops and training 27 440 000 260 000 100% net of taxes

4. Credit 20 340 000 - 100%

5. Salaries 5 050 000 - 100%

6. Operating costs - 360 000 100% net of taxes
TOTAL 93 150 000 1410 000

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

“Equipment and Material” includes the following investments in the demonstration
activities such as seeds and machinery;

“Consultancies” includes surveys and studies and finances international and national
consultants, the seed sector design and value chain mapping activities as well as service
contracts for community facilitators;

“Workshops and training” includes supporting project workshop and dissemination
activities, extension staff training, farmer field schools and training, exchange visits,
activities to promote partnerships, knowledge and technology transfer, value chain
training and savings and credit groups training;

“Credit” includes financing seed sector implementation, the value chain fund and financial
service providers;

“Salaries” includes the costs of additional agricultural extension staff; and

“Operating costs” includes additional technical inputs to support the Knowledge
Management Centre.

2. Start-up Costs. Withdrawals from the Loan account in respect of expenditures for
start-up costs (in Categories 1, 2, 3, 5) incurred before the satisfaction of the general
conditions precedent to withdrawal shall not exceed an aggregate amount equivalent to
three hundred thousand Euro (EUR 300 000). Eligible expenditures may include office
equipment and furniture, expenditure related to national launching of Project, training for
Project staff and to community planning processes. Withdrawals from the Grant account
in respect of expenditures for start-up costs (in Category 6) incurred before the
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satisfaction of the general conditions precedent to withdrawal shall not exceed an
aggregate amount equivalent to one hundred thousand Euro (EUR 100 000).

3. "On-Granting” Mechanism. Loan proceeds for regional administrations (provinces and
districts) will be made available through “On-Granting Agreements” (OGA). The
estimated total amount will be approximately the equivalent of forty-one million Euro
(EUR 41 000 000). The full details of On-Granting mechanism will be defined in the PIM.

10
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Design and Monitoring Framework

Results Chain

Performance Indicators with Targets and Baselines

Data Sources and
Reporting

Risks

Impact

Improved food security,
rural incomes and
livelihoods in rural

e At least 75% of households with improvement in RIMS household
asset index ?
e Reduction in prevalence of child malnutrition ®

e Impact Assessments
including RIMS
e MoPW, MoHA, MoA

Government policy does not continue to
prioritize irrigated agriculture
investments

Indonesia o At least 75% of households have improved food security ® No decline in the area of land under
¢ Additional ha. in project areas served by improved irrigation services production
increased to at least X ha. By 2021 [2015 baseline = 0 ha.] No adverse effects of climate change or
natural disaster
Outcome

Increased value and
sustainability of irrigated
agriculture

e Additional ha. served by improved irrigation services increased by
2021 [2015 baseline.]

e Additional ha. with higher value and or commercial agriculture by
2021 [2015 baseline]

e Percentage of irrigation schemes in program areas showing improved
performance in management increased to at least 90% by 2021
[2015 baseline]

o MoPW, MoHA, MoA

Government policy does not continue to
prioritize irrigated agriculture
investments

Government funding is made available
for project activities and sustainable
o&M

Provinces and districts commit to
irrigation management policy reforms

Outputs

1. Increased irrigated
agricultural incomes

e Additional ha. of adopting improved practices for rice cultivation by
2021 [2015 baseline.]

e Additional ha. using demonstration for higher value and diversified
cropping by 2021 [2015 baseline]

e Additional ha. under commercialized growing arrangements by 2021
[2015 baseline]

o MoPW, MoHA, MoA

Government guidelines are not properly
implemented due to poor capacity or
commitment

Political issues impede the
establishment and functioning of
extension agencies.

Demotivation of extension staff and
field facilitators impede activities

2. Improved irrigation
systems
infrastructure

o Additional kilometre of irrigation infrastructure in program areas
rehabilitated and upgraded by 2021 [2015 baseline]

o Number of irrigation schemes having detailed engineering designs
prepared in line with government guidelines increased [2015
baseline]

o Water Resources Diagnostics completed

e No irrigation schemes modernized according to government technical
standards by 2021 [2015 baseline]

e MoPW, MoHA, MoA

Government guidelines are not properly
implemented due to poor capacity or
commitment

Political issues impede the
establishment and functioning of
commissions and WUAs.

Demotivation of WUAs, staff and field
facilitators impede activities
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3. Improved irrigation
systems
management

No of irrigation commissions operationalized by 2021 [Baseline
2015]

No Irrigation Development and Management Plans (IMPs) endorsed
by Provincial and District Irrigation Commissions by 2021 [2015
baseline]

* Number of WUA/WUAFs established and trained with program

support increased by 2021 [2015 baseline]

Number of irrigation schemes managed by WUA/WUAFs increased by
2021 [2015 baseline]

Number of updated and GIS-based Irrigation asset management
systems increased by 2021 [2015 baseline]

« MoPW, MoHA, MoA

Government guidelines are not properly
implemented due to poor capacity or
commitment

Political issues impede the
establishment and functioning of
commissions and WUAs.

Demotivation of WUAs, staff and field
facilitators impede activities

4. Strengthened policy
and institutional
frameworks for
irrigated agriculture

Number of IMP incorporated into regional medium-term development
plans (RPJMD) increased by 2021 [2015 baseline]

Competency certification system established for irrigation planning,
financing & participatory management

At least 70% of staff and field facilitators certified by the system by
2021 [2015 baseline]

« MoPW, MoHA, MoA

Regional parliaments delay
endorsement of IMPs for RPJMD for
political or other reasons
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