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Negotiated financing agreement: " Rural Microenterprise
Transformation Project "

(Negotiations concluded on 6 August 2019)

FINANCING AGREEMENT
Loan No:
Loan No:
Grant No:
Project name: Rural Microenterprise Transformation Project (“the Project”)
The People’s Republic of Bangladesh (the “Borrower/Recipient™)
and
The International Fund for Agricultural Development (the “Fund” or “IFAD”)
(each a “Party” and both 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;

WHEREAS, the Fund has agreed to provide financing for the Project;

WHEREAS, it is expected that the Fund will receive co-funding from the Embassy of
Denmark to be applied towards the implementation of the Project;

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 December 2018, 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, unless the
Parties shall otherwise agree in this Agreement.

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

Section B

1. The Loan Financing is granted on 67% Highly Concessional Terms and 33% Blend
terms.
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2. The amount of the Financing eligible for highly concessional terms is forty-height
million, one hundred thousand Euros (EUR 48 100 000).

3. The amount of the Financing eligible for blend terms is twenty-three million seven
hundred fifty thousand Euros (EUR 23 750 000).

4. The amount of the Grant is nine hundred thousand Euros (EUR 900 000).

5. The Loan granted on highly concessional terms shall be free of interest but shall
bear a fixed service charge as determined by the Fund at the date of approval of
the Financing by the Fund’s Executive Board. The rate is fixed for the life of the
loan based on the related service charge in force at the time of approval of the
Loan. The Loan is payable semi-annually in the Loan Service Payment Currency.
The Financing 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 Financing by the
Fund’s Executive Board.

6. The principal of the Financing granted on highly concessional terms will be repaid
at four and half per cent (4.5%) of the total principal per annum for years eleven
(11) to thirty (30), and one per cent (1%) of the total principal per annum for
years thirty-first (31) to forty (40).

7. The Loan granted on blend terms shall be subject to interest on the principal
amount outstanding and a service charge as determined by the Fund at the date
of approval of the Loan by the Fund’s Executive Board. The interest rate and
service charge determined will be fixed for the life cycle of the loan and payable
semi-annually in the Loan Service Payment Currency, and shall have a maturity
period of twenty-five (25) years, including a grace period of five (5) years starting
from the date of approval of the Loan by the Fund’s Executive Board.

8. The Loan Service Payment Currency shall be the Euro (EUR).
9. The first day of the applicable Fiscal Year shall be the 1 July.

10. Payments of principal and service charges shall be payable on each 15 April and 15
October.

11. There shall be two (2) Designated Accounts (collectively referred to as the
"Designated Accounts") in EUR to receive the Loan and Grant proceeds respectively for
the exclusive use of the Project. The two Designated Accounts shall be opened in the
Bangladesh Bank under Special Account in Foreign Exchange (SAFE) arrangements. The
Borrower/Recipient shall inform the Fund of the officials authorized to operate the two
Designated Accounts.

12. There shall be two Project Accounts (collectively referred to as the "Project
Accounts"™) in local currency for the Loan and Grant proceeds respectively for the
exclusive use of the Project. These two Project Accounts shall be opened in a Commercial
Bank.

13. The Borrower/Recipient shall cause the Project Implementing Agency for the Loan
as defined below in Section C of this Agreement to make available to the Project
counterpart funds from its own resources an aggregate amount of approximately
USD thirteen million United States dollars equivalent (USD 13 000 000).
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Section C

14. For the Loan, the Project Executing Agency shall be the Financial Institutions
Division (FID) of the Ministry of Finance of the Borrower/Recipient, and the Project
Implementing Agency shall be the Palli Karma-Sahayak Foundation (the "PKSF"). A
Subsidiary Loan and Grant Agreement (SLGA), satisfactory to the Fund, between the
Ministry of Finance and the Project Implementing Agency shall govern the terms and
conditions applicable to the Loan proceeds.

15. For the Grant, the Administrative/Executing Agency shall be the Ministry of
Expatriates’ Welfare and Overseas Employment (MoEWOE) of the Borrower/Recipient and
the Implementing Agency shall be the Bureau of Manpower Employment and Training
(BMET).

16. Additional Project Parties shall include, inter alia, institutions referred to in Schedule
1 to this Agreement.

17. A Mid-Term Review will be conducted 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.

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

Section D

19. The Fund will administer the Financing and supervise the Project. The
Borrower/Recipient will also conduct its own administration of the Financing and
supervision of the Project.

Section E

20. For the Loan, the following is designated as an additional ground for suspension of
this Agreement: The SLGA between the Ministry of Finance and the PKSF and/or any
provision thereof, has been waived, suspended, terminated, amended or modified
without the prior agreement of the Fund and the Fund, after consultation with the
Borrower/Recipient, has determined that it has had, or is likely to have, a material
adverse effect on the Project.

21. For the Loan, the following are designated as additional general conditions
precedent to withdrawal:

(a) The Fund’s clearance on the SLGA between the Ministry of Finance and the
PKSF shall have been provided to the Borrower/Recipient;

(b) The Project Implementing Agency shall have informed IFAD of the designated
Project Coordinator and the official responsible for the financial management
of the Project.

22. For the Grant, the following is designated as an additional general condition
precedent to withdrawal: The Administrative/Executing Agency shall have informed IFAD
of the designated Grant Project Director and the official responsible for the financial
management of the Grant.
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23. 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 Fund and one (1) for the Borrower/Recipient and shall
enter into force upon its signature of both Parties.

THE PEOPLE’S REPUBLIC OF

Authorised Representative name
Authorised Representative title

Date:

INTERNATIONAL FUND FOR
AGRICULTURAL DEVELOPMENT

Gilbert F. Houngbo
President

Date:
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Schedule 1

Project Description and Implementation Arrangements

l. Project Description

1. Target Population. The Project’s direct target groups consist of marginal and small
farmers and micro-entrepreneurs. It indirectly supports all value chain actors
(input suppliers, traders, processors, advisory services). In terms of poverty, the
Project targets the (i) ultra-poor, (ii) transitional poor, and (iii) enterprising poor.

2. Project Area. The Project has a national mandate and will invest throughout
Bangladesh. Specific focus areas will be selected based on poverty incidence,
economic opportunity, implementability, and complementarity with ongoing
investments in agricultural value chain development.

3. Goal. The goal of the Project is to sustainably increase the incomes, food security
and nutrition of marginal and small farmers and micro-entrepreneurs across
selected value chains.

4. Objectives. The development objective of the Project is the sustainable growth of
selected rural commodity value chains with comparative advantage, market
demand, growth potential, and backward linkages to small farmers and micro-
entrepreneurs, with special focus on business clusters of micro-enterprises.

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

Component 1: Value Chain Enhancement. This component will enable rural producers and
micro-enterprises to sustainable expand their activities through adoption of efficient
production methods, compliance with internationally recognised food safety and traceability
standards, and strong market linkages. It will contribute to creating an enabling
environment that promotes the growth of micro and small enterprises, and strengthens
their linkages with agribusinesses and other value chain actors. It has five
sub-components: (i) organisation/Samity of producers; (ii) provision of technical and
business services (including GGAP compliance) to producers through private advisory
services; (iii) integration of actors across selected value chains; (iv) strengthening of
downstream agribusinesses (including GGAP and HACCP compliance as required); and (V)
policy dialogue with Government.

Component 2: Financial Services. This component will:

(a) provide sustainable financial services to micro-enterprises and to growing/larger
enterprises and agribusinesses allowing for the sustainable growth of their
practices. It has the following sub-components: (i) provision of financial services
to marginal and small farmers and micro-enterprises, preferably in business
clusters, through partner organisations (microfinance institutions); (ii) provision
of commercial finance to larger micro-enterprises as well as small/medium
agribusiness companies through non-banking financial institutions (NBFIs);

(b) provide training and capacity building for the optimal utilisation of remittances
through support to the family members of overseas workers, which will be
implemented by the Grant Administrative/Executing Agency.

Component 3: Institutional Strengthening and Project Management. This component aims
to strengthen PKSF and Partner Organizations (POs) of PKSF capability as development
organisations by leveraging trends in Information Communication Technology (ICT),
financial services, commercial platforms and new technologies, and to ensure that the
Project is managed satisfactorily. It has three sub-components: (i) PKSF capacity building;
(ii) POs capacity building; and (iii) Project management.
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. Implementation Arrangements

6. Project Implementing Agency for the Loan. The PKSF, in its capacity as Project
Implementing Agency, shall have the overall responsibility of the Project Implementation.

7. A Steering Committee with relevant stakeholders will be formed by FID to monitor
the overall progress of the Project and to provide policy guidelines to the PMU.

8. Subsidiary Loan and Grant Agreement (the "SLGA"). The PKSF shall enter into a
SLGA with the Ministry of Finance, acceptable to the Fund, to receive the Loan financing
in the form of a loan and grant for the implementation of the Project. The
Borrower/Recipient shall not take or permit any action which would interfere with the
performance of PKSF's obligations under the SLGA. No rights or obligations under the
SLGA shall be assigned, amended, abrogated or waived without the prior concurrence of
IFAD.

PKSF shall on-lend the Loan proceeds for the purposes of the Project to the Partner
Organization of PKSF (POs) and Non-Bank Financial Institution (NBFIs), each under a PO
and NBFI Financing Agreement respectively, and cause POs and NBFIs to apply such
funds to the financing of expenditures for the Project in accordance with this Financing
Agreement.

9. The Borrower/Recipient shall furnish, or cause to be furnished, to IFAD all such
reports and information as IFAD shall reasonably request concerning (i) sub-loans to
micro-enterprises through POs; (ii) sub-loans to larger enterprises and agribusinesses
through NBFls; and (iii) the administration, operations and financial conditions to PKSF,
POs and NBFIs.

10. Administrative/Executing Agency for the Grant. The MoOEWOE of the
Borrower/Recipient shall have the overall responsibility for the implementation of the
Grant.

11. Project Management Unit (PMU) for the Loan. PKSF will establish a PMU, integrated
within its structure, for overall Project management purposes. The PMU will be headed by
a Project Coordinator and will be supported by officers seconded from PKSF’s core team
and as well as recruited from the market. The PMU will work with PKSF’s Microenterprise
Department of Loan Programme Division to implement the financial services programme
through POs as per established processes and norms. This Department will assist with
the selection of qualified NBFIs for financing larger enterprises and agribusinesses and
will work with POs and selected service providers for the implementation of the value
chain component. The PMU will implement the value chain component following
established practices under the IFAD-funded PACE project.

12. Project Management Unit (PMU) for the Grant. BMET will establish an appropriate
PMU for the Grant.

13. Implementing Partners. The Project’s implementing partners are PKSF, BMET,
licensed POs and NBFls. Other partners may be agreed upon between the Fund and the
Borrower/Recipient as required during implementation. A special caution will be taken for
the selection of NBFIs and their re-lending activities.

14. Project Implementation Manual. The Project Implementation Agency for the Loan
shall finalise the draft PIM and submit it to the Fund for concurrence. Should IFAD not
provide any comment on the draft PIM within thirty (30) days after receipt, it shall be
deemed to have no objection. The Project Implementing Agency shall adopt the PIM,
substantially in the form approved by the Fund.

15. Key Project Personnel. Professional staff for the PMU shall be contracted under
procedures acceptable to the Fund and professional staff will have qualifications and
experience commensurate with their duties. The PMU will include the following key staff:
(i) project Coordinator, (ii) financial management specialist, (iii) procurement specialist.
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The recruitment and removal of key staff shall be subject to the concurrence between the
Fund and the Implementing Agency.



Appendix | EB 2019/127/R.23
Schedule 2
Allocation Table
1. 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 Grant and the allocation
of the amounts of the Loan and Grant to each Category and the percentages of
expenditures for items to be financed thereby in each Category:

67% of the 33% of the Grant Percentage of Eligible
Category . >
Loan granted Loan EUR Expenditures to be financed
on Highly granted on (net of taxes and co-
Concessional  Blend terms financiers)
(HC) terms (BT)
EUR EUR
1. Credit 35 000 000 17 200 000 67% HC and 33% BT
. SJS:itdSii 6500 000 3200 000 900 000 Loan: 67% HC and 33% BT
Grant 100%
1. Equipment & 100 000 50 000 67% HC and 33% BT
Materials
V. Consultancies & 1 600 000 800 000 67% HC and 33% BT
Workshops
V. Training 2 400 000 1 200 000 67% HC and 33% BT
VI. Operating costs 2 500 000 1 300 000 67% HC and 33% BT
TOTAL 48 100 000 23 750 000 900 000
(b) The terms used in the Table above are defined as follows:
"Credit" under category 1, shall mean eligible expenditures for two sub-

components of Component 2 Financial Services: (i) Provision of financial services
to micro-enterprises through partner organizations (microfinance institutions);
(ii) Provision of commercial finance to larger micro-enterprises as well as
small/medium agribusiness companies, through non-banking financial institutions
(NBFIs);

"Grants & Subsidies"” under category Il of the Loan, shall mean eligible
expenditures of activities under Component 1 of the project;
"Grants & Subsidies"” under category Il of the Grant, shall mean eligible

expenditures from the Ministry of Expatriates’ Welfare and Overseas Employment
(MoEWOE) for training and capacity building for the utilisation of remittances;

"Equipment & Materials" under category 11, shall mean eligible expenditures also
for vehicles;

"Consultancies & Workshop" under category 1V, shall include eligible expenditures
for Technical Assistance activities;
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"Operating costs" under Category VI, shall include eligible expenditures for
salaries and allowances and general operating costs;

Project-related meeting expenses and Project-related travel expenses will follow
PKSF existing policy. Honorarium, allowances and/or sitting allowances are not
recognized by the Fund as eligible expenditures.
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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/Grant Account 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.

1. Compliance with the Environmental and Climate Assessment Procedures. The
Borrower/Recipient shall ensure that the Project will be implemented in compliance with
national laws and regulations regarding environmental and climate-related safeguards.
All sub-loans to microenterprises, larger enterprises and agribusinesses shall be screened
for environmental and climate-related impacts according to PKSF's standard operating
procedures.

2. Anticorruption Measures. The Borrower/Recipient shall comply with IFAD Policy
on Preventing Fraud and Corruption in its Activities and Operations.

The Borrower/Recipient and the Project Parties shall ensure that the Project is carried out
in accordance with the provisions of the IFAD Policy on Preventing and Responding to
Sexual Harassment, Sexual Exploitation and Abuse, as may be amended from time to
time. The Fund may take appropriate measures in line with such Policy.
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Logical framework

Indicators Means of Verification
Results Hierarchy End Assumptions
Name Baseline Mid-Term Target Source Frequency Responsibility
Project Goal . . . Surveys of households | At baseline, PMU -Economy maintains or increases growth rates
To increase the 70% of project-supported households increase income by | and microenterprises. | mid-term and -Terms of trade for rural communities will not
income, food security >30%. completion. deteriorate
and nutrition of farmers | Households. - (%) ‘ ’ 20 ’ 70 -Price inflation for staple food remains below 10%
across selected value . . . _' Surveys of households | At baseline, PMU -Rural and peri-urban infrastructure available
chains. Beneficiaries reporting improved food quality in their diet. and microenterprises mid-term and
People. —(%) ‘ ’ 15 ’ 30 | (profitability analysis) completion.
Development . . . . Impact surveys of At baseline, PMU -Government maintains favourable policies for
Objective Households reporting an increase in production households and mid- term and small businesses
The sustainable growth | Households 75000 | 150000 | microenterprises completion -Government continues to support microfinance
of selected rural (profitability analysis) programs and NGO activities
commodity value . . . . . . Quantitative Year to year PMU -Absence of political unrest that could adversely
chains with % increase in sales of microenterprises in the value chains | ;qqessment of affect business and economic growth
comparative % increase in sales 15 30 | production, sales and
advantages, market profitability of
demand, growth microenterprises.
potential, and o . . . . . . Quantitative Year to year PMU
backward linkages to % !ncrease'ln prqflt of microenterprises in the value chains assessment of
small farmers and % increase in profit 10 20 production, sales, and
microentrepreneurs. profitability of
microenterprises.
QOutcome Households reporting adoption of new/improved inputs, Impact surveys of At baseline, PMU -PKSF and POs successfully establish
1. Beneficiaries adopt | technologies or practices households and mid- term and collaborative business arrangements between
improved production Households ’ 200000 ’ 400000 | microenterprises completion enterprises and mainstream businesses
methods and establish (profitability analysis) -Private businesses are interested in sourcing
sustainable market Rural producers’ organizations engaged in formal Impact surveys of At baseline, PMU products from microenterprises and willing to
linkages. partnerships/agreements or contracts with public or households and mid- term and engage in p_artnerships in the _select'ed valu_e chains
private entities microenterprises completion -POs establish separate non-financial services
Number of POs 500 1500 (profitability analysis) ;:1(;2 ;r;d increase capacity to manage value chain
-PKSF and POs successfully identify technologies
and products for small producers within value chain
subprojects and outside
Output Implementing partners’ | Quarterly PMU -Beneficiaries are willing to participate in producers’
1.1. Organization. Supported rural producers that are members of a rural records and project groups.
producers’ organization records.
Males 111250 | 222500
Females 111250 | 222500
Households provided with targeted support to improve Implementing ps_artners’ Quarterly PMU
their nutrition records and project
Households 222500 | 445000 | '€COTS-
Output Implementing partners’ | Quarterly PMU -Targeted beneficiaries are motivated to provide

1.2. Technical and

Training days provided to farmers on GLOBAL GAP and
HACCP.

records and project

extension services.
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business services. Days records
Persons trained in income-generating activities or Quarterly PMU
business management
Males 2000 5500 )
Implementing partners’
Females 100 500 | records and project
Youth 1875| 3750 | "ecords
Output Persons trained in production practices and/or Implementing partners’ | Quarterly PMU -PKSF enhances overall capacity to manage value
1.3 Value chain technologies records and project chain projects and supervise POs in these areas
integration. Total persons trained in 80000 | 160000 | "ecords
crop production
Total persons trained in 40000 | 80000
livestock production
Total persons trained in 6000 | 12000
fisheries production
Output Rural enterprises accessing business development Implementing partners’ | Quarterly PMU -PKSF and POs have disposition over adequate
1.4 Enterprise services records and project human resources to implement these activities.
strengthening. Rural enterprises ‘ ’ 300 ’ 550 | records
Output Policy-relevant knowledge products completed Implementing partners’ | Mid-term and PMU -Identified topics remain relevant throughout the
1.5 Policy dialogue. Number ‘ ’ 1 ’ 2 records and project completion project period.
records
Outcome hold . £ Lfi ial . Impact surveys of At baseline, PMU -POs/NBFIs remain institutionally and financially
2. Enterprises have Households reporting use of rural financial services households and mid- term and viable and offer competitive loan products
access to sustainable Households 50000 | 100000 microenterprises completion -No regulatory constraints or policies are developed
financial services. (profitability analysis) that adversely affect financial service delivery
Output . | ing fi ial . Implementing partners’ | Quarterly PMU -POs are financially sustainable and able to reach
2.1. Sustainable Persons in rural areas accessing financial services records and project out to the targeted beneficiaries.
financial services Men 15000 | 25000 | records -POs have human resources to reach out to
offered through partner | Women 35000 | 75000 targeted beneficiaries.
organizations.
Total persons 100000 | 100000
Output ) ) o Implementing partners’ | Quarterly PMU -Presence of non-bank financial institutions in
2.2. Commercial Enterprises supported b‘ non-bank financial institutions records and project project area.
finance. Enterprises 300 550 | records -Non-bank financial institutions have the human
resources to monitor the outstanding loan amount.-
Beneficiaries remain interested in borrowing from
non-bank financial institutions.
Output Number families of overseas workers trained in capacity Implementing partners’ | Quarterly PMU - MOEWOE | -No changes in the policy environment for
2.3 Utilisation of building. records and project remittances.
remittances. Households 2000 4500 | records. -No external events affecting the number of
overseas workers.
Output Financial service providers supported in delivering Implementing partners’ | Mid-term and PMU -POs are interested in receiving support in the
3.3 Partner outreach strategies, financial products and services to records and project completion proposed topics.
organizations’ rural areas records
institutional

strengthening.

Service providers ‘ ’ 15 ’ 25
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