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Negotiated financing agreement: "Smallholder
Agricultural Competitiveness Project”

(Negotiations concluded on 13 March 2018)

Loan Number:

Grant Number:

Project Title: Smallholder Agricultural Competitiveness Project (the “Project” or "SACP")
The People’s Republic of Bangladesh (the “Borrower/Recipient”)

and

The International Fund for Agricultural Development (the “Fund” or “IFAD")

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

WHEREAS the Borrower/Recipient has requested a loan and a grant from the Fund for the
purpose of financing the Project described in Schedule 1 to this Agreement; and

Now THEREFORE, 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), 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 from time to time (the
“General Conditions”) are annexed to this Agreement, and all provisions thereof shall
apply to this Agreement. For the purpose of this Agreement the terms defined in the
General Conditions shall have the meanings set forth therein.

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

Section B

1. A. The amount of the Loan is sixty four million five hundred thousand United
States dollars (USD 64 500 000).

B. The amount of the Grant is two million United States dollars (USD 2 000 000).

2. The Loan is granted on Highly Concessional Terms, and shall be free of interest but
bear a service charge on the principal amount outstanding of three fourths of one per
cent (0.75%) per annum payable semi-annually in the Loan Service Payment Currency,
and shall have a maturity period of forty (40) years, including a grace period of ten (10)
years starting from the date of approval of the Loan by the Fund’s Executive Board.

3. The Loan Service Payment Currency shall be United States dollar (USD).

4, The first day of the applicable Fiscal Year shall be 1 July.

5. Payments of the principal amount of the Loan and service charges shall be payable
on each 15 April and 15 October.
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6. There shall be two (2) Designated Accounts, one for the Loan and one for the
Grant, for the exclusive use of the Project opened in the Central Bank of Bangladesh
under SAFE arrangements. The Borrower/Recipient shall inform the Fund of the officials
authorized to operate the Designated Accounts.

7.  There shall be two (2) Project Accounts in local currency, one for the Loan and one
for the Grant, for the exclusive use of the Project opened in a Commercial Bank.

8. The Borrower/Recipient shall provide counterpart funds for the Project in the
amount of twenty eight million sixty five hundred thousand US dollars (USD 28 650 000)
for staff salaries, rentals and tax and duties on Project expenditure.

Section C

1. The Lead Project Agency shall be the Ministry of Agriculture (MoA) of the
Borrower/Recipient.

2. A Mid-Term Review will be conducted at the end of the third year of Project
implementation and as specified in Section 8.03 (b) and (c) of the General Conditions;
however, the Parties may agree on a different date for the Mid-Term Review of the
implementation of the Project.

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

Section D

The Fund will administer the Loan, Grant and supervise the Project, and the
Borrower/Recipient will implement and conduct its own administration and supervision of
the Loan, Grant and the Project.

Section E

1. The following are designated as additional general conditions precedent to
withdrawal from the Loan and Grant:

(a) The Designated Accounts and Project Accounts shall have been duly opened
as specified in Section B, paragraph 6 and 7 above;

(b) The Project Office at central level shall have been established and the
recruitment of key Project staff, as defined in Schedule 1, shall have been
duly recruited;

(c) The IFAD no objection to the PIM shall have been obtained.

2. The following is designated as an additional specific condition precedent to
withdrawal under Category V:

(a) The Borrower/Recipient shall have signed a Unilateral Trust Fund (UTF)
agreement with FAO, in a manner satisfactory to the Fund, for the
implementation of the activities described in paragraph 15 of Schedule 1.

3. The following are designated as additional grounds for suspension of the right of
the Borrower/Recipient to request withdrawals under this Agreement:

(a) The Project Director and/or Key Project Personnel have been removed from
the Project without the prior concurrence of the Fund; or

(b) The Project implementation Manual (the “PIM") as referred to in paragraph 16
of Schedule 1, and/or any provision thereof, has been waived, suspended,
terminated, amended or modified without the prior agreement of the Fund
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and the Fund, has determined that it has had, or is likely to have, a material
adverse effect on the Project.

(c) The UTF agreement with FAO as referred to in paragraph 15 of Schedule 1
hereto has been suspended, terminated, or modified without the prior
agreement of the Fund and the Fund, has determined that such it has had, or
is likely to have, a material adverse effect on the Project.

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

For the Borrower/Recipient:

Secretary

Economic Relations Division

Ministry of Finance,

Government of the People’s
Republic of Bangladesh

Sher-e-Bangla Nagar

Dhaka 1207, Bangladesh

For the Fund:

President

International Fund for Agricultural Development
Via Paolo di Dono, 44

00142 Rome, Italy

This Agreement, dated , has been prepared in the English language in two
(2) original copies, one (1) for the Borrower/Recipient and one (1) for the Fund.

PEOPLE’S REPUBLIC OF BANGLADESH

Authorized Representative
(name and title)

INTERNATIONAL FUND FOR AGRICULTURAL DEVELOPMENT

Gilbert F. Houngbo
President
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Schedule 1

Project Description and Implementation Arrangements

I. Project Description

1. Target Population. The Project will directly benefit at least 250,000 rural
households. Target beneficiaries include landless, marginal and small farmers, with up to
80 percent of beneficiaries coming from these categories. Youth will constitute up to
20 percent of beneficiaries and women participation will target at least 30 percent
involvement.

2. Project area. The project will be implemented in 11 districts covering 30 upazilas in
the Southern Region of Bangladesh, 250 unions will be selected based on the targeting
criteria. The total population is more than 7,000,000 in the target 30 upazilas of
11 project districts, representing over 1,246,000 households.

3. Goal. The goal of the project is to contribute to Bangladesh’s agriculture
smallholders’ responsiveness and competitiveness in High Value Crops (HVC) production
and marketing of fresh and/or processed products.

4, Objectives. The development objective is to increase farmer incomes and livelihood
resilience through demand-led productivity growth, diversification and marketing in a
changing climatic condition.

5. Components. The Project shall consist of the following Components:

a) Component 1: Enhanced production of HVC and technology adoption. The
objective of this component 1 will be the identification and prioritization of
appropriate VCs for smallholder investment and associated key research gaps
that need to be filled through on-farm research through developing the
capacities for linking farmers to markets. The Outcome of Component 1 is
‘New and existing technologies researched, developed and adapted to agro-
ecological constraints’. It is divided into three sub-components, namely: (1)
Assessment of HVCs and group mobilization, (2) Demand-driven production
and market-led research: (3) Institutional support for research and extension.

b) Component 2: Processing and marketing of HVC. This component will
support smallholders to access market in a more efficient manner through
creating a business environment for private sector to reach them and
improving post-harvest practices, processing, storage, and transport of
agricultural commodities. The Outcome of Component 2 is ‘Production
decisions respond to market opportunities’. It is divided into three sub-
components, namely: (1) Improving market linkage, (2) Post-harvest and
processing investments and (3) Development of food safety and nutrition
measures along the value chain.

c) Component 3: Climate resilient surface water management. This
component aims at creating and securing enabling environment and facilities
of strengthening the responsiveness and competitiveness of smallholders in
HVC production and marketing through water infrastructure development. The
Outcome of Component 3 is ‘Improved availability of irrigation water and
efficient usage’. It is divided into two sub-components, namely:
(1) Sustainable surface water management, drainage, conservation and
utilization and (2) Institutional support for Capacity Building.
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d) Component 4: Project implementation and coordination. The project
implementation will be led by the Ministry of Agriculture (MoA). The project
structure of operational management and coordination will be established
along the vertical structure from central to the Union, with line agencies
namely Department of Agriculture Extension (DAE), Department of
Agricultural Marketing (DAM), Bangladesh Agriculture Development
Corporation (BADC), and Bangladesh Agricultural Research Institute (BARI) at
applicable levels. The project will fund Operational Support Teams (OST) at
both central and district levels to support the Project Office at the central level
and District Coordination Units (DCUs). DAE’s Sub-Assistant Agriculture
Officer (SAAOs) and Marketing facilitators engaged by DAM will be the key
contacts in reaching the farmer groups, with help of lead farmers selected
among farmer groups. The overall coordination will be through a Project
Steering Committee, chaired by the Secretary of MoA and encompassing
representatives from the ministries such as Economic Relations Division
(ERD), line departments that are related to the Project. The PSC will evaluate
and approve annual work plans, and provides directives on strategic aspects
of the implementation management.

II. Implementation Arrangements

6. Lead Project Agency. The MoA in its capacity of Lead Project Agency, shall have
the overall responsibility of the Project implementation in accordance with this
Agreement. The overall responsibility for SACP will be assumed by the Project Office of
the MoA (the “Project Office”).

7. Project Office (PO) will be headed by a Project Director (the “PD") appointed from
DAE by MoA and it will include four Component Coordinators from principal implementing
agencies namely DAE, DAM, BADC, and BARI, seconded by government-deputed officers
and supported by an OST of externally recruited experts whose positions are funded by
the Project.

8. Project Steering Committee (PSC). The Project will be under the overall policy
guidance of the Project Steering Committee chaired by the Secretary of MoA and
encompassing representatives from the ministries such as ERD and line departments that
are related to the Project. The Project Steering Committee shall meet twice a year, and
as and when necessary, to provide overall strategic guidance, monitor overall
implementation progress, evaluate and approve annual work plans, facilitate interagency
coordination required for smooth Project implementation, and resolve any outstanding
issues requiring high-level decisions.

9. Project Implementation Committee (PIC) shall be established to provide technical
guidance and bring in synergy with stakeholders and partners other than the MoA. The
PIC will play the role of technical exchange platform and synergy building among
different development projects, where good practices and lessons learnt can be drawn to
support the SACP implementation at operational level, and shared for cross-benefits.

10. Operational Support Team (OST). The Project will fund OST at both central and
district levels to support the Project Office and DCUs. DAE SAAOs and Marketing
facilitators engaged by DAM will be the key contacts in reaching the farmer groups, with
help of lead farmers selected among farmer groups. The OST will be composed of Project
Management, Financial Management, Procurement, Monitoring and Evaluation and
Knowledge Management, Gender, Technical Component Coordinators, and other required
staff. The OST will be recruited by the PO on a contract basis. For such recruitment, a
recruitment committee will be formed and headed by the PO with representative of
implementing agencies. Candidates will be short listed according to ToRs which specifies
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the tasks to be carried out and required qualifications, experience and other conditions if
any. Short listed candidates will then be interviewed. For senior positions (PD, Project
Coordinators, Specialists of FM, Monitoring and Evaluation and knowledge Management,
Procurement and Gender) the CVs of the top three candidates for each position shall be
subject to the concurrence between the Fund and the Borrower/Recipient prior to their
appointment. The preferred method is to recruit individual consultant using Selection of
Individual Consultants (SIC) method. The process to be followed will be the same as
prescribed for senior positions earlier.

11. District Coordination Units (DCU) will be established as technical hub in the
respective District DAE office and composed of one lead technical officer from each of the
District DAE, DAM, BARI and BADC, and other necessary staff required in all the project
districts. It will be responsible for coordination of the project activities implemented by
the district project line agencies and/or other contracted service providers, ensuring
operational coordination through the structure of upazila and union offices to the
grassroots level, ensure the timely and operational functions in the areas of project
financial management, M&E and KM, procurement support and follow-ups, at its own
level and the lower levels. It will collect physical and financial periodic progress reports
from the involved implementing agencies, maintain district consolidate records, prepare
project reports and deliver them to the Project Office.

12. Key Project Personnel. Professional staff shall be contracted under procedures
acceptable to the Fund, deputed from the Government or on an open, transparent and
competitive basis with qualifications and experience commensurate with their duties. It
includes: the Project Director, four Project Coordinators from the respective
implementing agencies (DAE, DAM, BADC & BARI) and one Administrative/Finance
Officer. The recruitment and removal of the Project Director or key staff shall be subject
to the concurrence between the Fund and the Borrower/Recipient

13. Annual Work Plans and Budgets (the "AWPBs”) and Procurement Plan.

(a) The PO shall prepare a draft AWPB for each Project Year with the support of
M&E and Finance technical staff, in consultation with DCUs and stakeholders.
Each draft AWPB shall include, inter alia, a detailed description of planned
Project activities during the coming Project Year and a Procurement plan and
the sources and uses of funds. Each AWPB shall be submitted to the PSC for
its approval no later than 90 days before the beginning of the relevant Fiscal
Year. If the Project Steering Committee does not comment on the draft
AWPB within thirty (30) days of receipt, the AWPB shall be deemed so
approved by the Borrower/Recipient.

(b) Once approved in accordance with paragraph (a), the Project Office shall
submit the draft AWPB no later than sixty (60) days prior to the beginning of
the relevant Project Year to the Fund for its comments and approval. If the
Fund does not comment on the draft AWPB within thirty (30) days of receipt,
the AWPB shall be deemed acceptable to the Fund.

14. A Country Programme Support (CPS) unit will be established to enhance the
country programme’s performance and positive synergy among on-going projects. It will
consist of regular interaction among projects management key staff and particular
services to be determined to improve cost efficiency, capacity building and detailed
programming. The programme will be led by the Economic Relations Division of the
Ministry of Finance to provide technical support services in three key areas: Monitoring
and Evaluation, Knowledge Management and Communication, and Financial Management.
Additional technical areas can be added based on the needs of projects. Its modalities
and responsibilities of the CPS unit will be reviewed on regular basis by IFAD, ERD, MoA
and other involved ministries and agencies to ensure ownership and sustainability.
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15. The Borrower/Recipient will apply a portion of the proceeds of the Financing to
finance national and international technical assistance that will be provided by FAO
Bangladesh across the project components and in accordance with an agreement to be
entered into between FAO and Borrower/Recipient (the UTF Agreement). The technical
assistance will be funded from the proceeds of the Loan and the Grant (“matching
Grant”). The Borrower/Recipient shall sign the UTF Agreement in the form approved by
the Fund, and will provide copies to the Fund. Operational details of the matching Grant
and UTF Agreement shall be defined in the PIM.

16. Project Implementation Manual (“the PIM)”. The Project Office shall prepare and
update the PIM for the Fund’s consideration and approval. Once approved, the PIM shall
be followed in the implementation of the Project. The PIM shall include rules and
procedures on, inter alia:

(i) qualifications, terms of reference and detailed implementation responsibilities
of Project Parties including, inter alia, the recruitment of professional staff of
the Project Office, consultants and service providers;

(ii) budgeting, expenditure approvals, use of chart of accounts, and overall
accounting and reporting framework;

(iii) financial controls, stringent asset management controls, thorough internal and
external audit function, detailed mechanisms for reporting of fraud and
corruption and related management actions as per the Fund's policies and
rules;

(iv) national competitive bidding in line with the provisions of IFAD's Project
Procurement Guidelines and Procurement Handbook;

(v) limited competitive bidding from the list of prequalified companies and
services providers;

(vi) shopping and direct contracts;

(vii) procurement arrangements of the implementing partners;

(viii) composition of procurement evaluation committees;

(ix) monitoring and evaluation; and

(x) details on the implementation of the matching grant and UTF Agreement.
The PIM may be amended from time to time, subject to approval by the Fund.

17. Monitoring and Evaluation. The Project Office shall monitor and update regularly
the Project logical Framework (capturing key indicators on Project objectives, outcomes
and outputs) and submit to the Fund and its supervision missions. The Project Office shall
be responsible of consolidating the physical and financial information from the
Implementing Agencies and to prepare semi-annual and annual Progress Report and
(audited) Financial Reports (FRs) for all relevant parties.

18. Supervision shall be carried out as specified in Section D of this Agreement. The
direction supervision will mainly relate to the project financial management, its physical
and financial progress, implementation management’s efficiency and implementing
agencies’ performance at all levels. Implementation support will be provided by the Fund
as follow-ups of its direct supervision and progress review, and as response to possible
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supports required by the Project Office. Support will be conducted on a demand-driven
basis and in accordance with needs identified.
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Schedule 2

Allocation Table

Allocation of the 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 thereby in each Category:

Percentage of Eligible
Expenditures to be

Elrelre financed
Catedo Loan Amount Amount (net of taxes
gory (in USD) (in USD) €t of taxes,
co-financiers and
beneficiary contributions)
I. Works 22 560 000 100%
II. Vehicles & equipment 2 320 000 100%
III. Good Services & Inputs 9 600 000 400 000 100%
IV. Training & Workshops 16 930 000 100%
V. Consultancies 1 500 000 1 500 000 100%
VI. Recurrent costs 5240 000 100%
Unallocated 6 350 000 100 000
TOTAL 64 500 000 2 000 000
(b) The terms used in the Table above are defined as follows:
“Consultancies” under category V, shall mean eligible expenditures for
technical assistance under the UTF agreement with FAO.
“Recurrent costs” and “Training & Workshops”. Project-related meeting
expenses and Project-related travel expenses will follow Borrower/Recipient
existing policy. Honorarium, allowances and/or sitting allowances are not
recognized by the fund as eligible expenditures.
2. Start-up Costs. Withdrawals from the Loan in respect of expenditures for start-up

costs (in Category III, IV and VI) shall not exceed and aggregate amount of
USD 500 000 and shall be disbursed after the satisfaction of condition in Section E 1(a)
of this Agreement. Activities to be financed by Start-up Costs will require the no
objection from IFAD to be considered eligible.
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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 Borrower/Recipient to request withdrawals
from the Loan and Grant accounts if the Borrower/Recipient has defaulted in the
performance of any covenant set forth below, and the Fund has determined that such
default has had, or is likely to have, a material adverse effect on the Project:

Within six (6) months of entry into force of the Financing Agreement, the
Project will procure and install a customize accounting software as it is the
practice in IFAD on-going supported projects, to satisfy International
Accounting Standards and IFAD's requirements.

10
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Logical framework

Indicators Means of Verification
Results Hierarchy

Name Baseline | Mid-Term | End Target Source Frequency Responsibility Assumptions
Outreach: Direct beneficiaries | Corresponding number of | 0 125,000 250,000 Progress report, | Biannually, Lead agency and
receiving project services households reached Baseline, Mid- | yearly IAs

Term Outcome

Number of persons receiving | 0 700,000 1,400,000 survey, PCR,

services promoted or supported by Impact

the project assessment
Goal: To contribute to = Increased profitability of
Bangladesh’s agricultural HVC production will lead
smallholders responsiveness and to greater investment in
competitiveness in high value HVC and trade success
crops production and marketing
of fresh and/or processed
products.
Development Objective: Number of beneficiary HHs | TBD 75,000 150,000 Baseline, Mid- | Baseline, Lead agency = Availability and uptake of
To increase farmer income and | reporting HVC production as main Term Outcome | midterm and improved  technologies
livelihood  through demand-led | source of revenue with at least 20 survey, Progress | completion and farming systems
productivity investments, crop | per cent income increase report, PCR, = Steady market demand
diversifiqation and increased Impact and conditions
market linkages. Percentage of households reporting assessment = Incomes increase

improvements in household asset 0 2504 50% through a combined

ownership index effect of increased HVC

production and improved
marketing.

Outcome 1:
New and existing technologies | Number of farmers reporting @ 0 100,000 200,000 Progress Reports | Yearly Lead agency, IAs = Willingness and mutual
researched, developed and | adopting of new/improved inputs, benefits to producers
adapted to  agro-ecological | technologies or practices RS and companies
constraints

Number of farmers reporting an

increase in production *™S 0 100,000 200,000
Outputs:
1.1 Supporting organizational | Farmer groups formed or mobilized TBD 5,000 10,000 Surveys; Biannually, Lead agency, IAs = Responsive to
development of farmer groups in Progress reports yearly agroecological constraint
HVC technology requirements. Number  of  rural  producers and market demands.

accessing production inputs and/or | TBD 100,000 200,000

technological packages "™
1.2 Adaptive trials of new or = Number of persons trained in |0 125,000 250,000 Surveys; Biannually, Lead agency, IAs = Farmers are interested in
existing technologies under farm | production practices and/or Progress reports | yearly and have capacity to
field conditions technologies "™ adopt improved

i technologies

Number of market-led farmer field | 0 750 1,500

schools organized

Number of demonstrations during | 0 5,000 10,000

field days on different HVC crops
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Results Hierarchy

Indicators

Means of Verification

Name Baseline | Mid-Term | End Target Source Frequency Responsibility Assumptions
1.3 Improving access to district | Number of research stations | 0 10 23 Progress reports Biannually, Lead agency, IAs = Properly targeted
market-led research and | upgraded/rehabilitated yearly rehabilitation contributes
extension facilities. to local research efforts.
Outcome 2:
Production decisions respond to | Number of farmers reporting an | 0 100,000 200,000 Producer Yearly Lead agency, IAs
market opportunities increase in sales and/or increase in (80%) surveys;

profit R{IMS Progress reports

Number of women reporting

improved quality and diversity of 10,000 20,000

their diets RMS
Outputs: Number of rural farmers trained in
2.1 Developing smallholder | post-harvest handling techniques 125,000 250,000 Progress reports Biannually, Lead agency, IPs
farmers’ capacity in production | and marketing yearly
and post-production practices

Number of functioning multi-

stakeholder platforms supported

RIMS 6 11
2.2 Provision of small = Number of processing and storage 150 300 Progress reports Biannually, Lead agency, IPs
infrastructure (by group or | facilities constructed or yearly
individual on cost-sharing basis) rehabilitated under matching grant
2.3 Improved awareness of | Number of women provided with 5,000 30,000 Progress reports Biannually, Lead agency, IPs = Training will raise
nutrition, hygiene and food | targeted support to improve their yearly awareness and lead to
safety nutrition "> behavioural changes
Outcome 3: Number of households reporting Progress Yearly Lead agency, IPs = Sufficient access to
Improved availability of irrigation | reduced water shortage vis-a-vis 50,000 100,000 reports; services is available, e.g.
water and efficient usage. production needs RS baseline,  mid- to technicians, facilities,

term and impact etc.
assessment

Outputs: Number of surface water 2,100 4,290 Progress reports Biannually, Lead agency, IPs
3.1 Conservation and utilization | technologies for irrigation yearly
of  surface  water through | constructed
improved infrastructure
development in sustainable
manner
3.2 Strengthening capacity of | Number of people in water user 6,500 13,000 Progress reports Biannually, Lead agency, IPs = All relevant stakeholders
water interest groups groups trained and participated in yearly are consulted and

trainings, cross visits and

demonstrations

actively participate
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