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Appendix I EB 2020/130/R.24

Negotiated financing agreement

(To be tabled at the session)



Logical framework

Results Hierarch Indicators Means of Verification Assumptions
y Name | Baseline [ Mid-Term | End Target | Source Frequency | Responsibility
Outreach 1 Persons receiving services promoted or supported by the project
Females - Number 72000 (A) Continued social,
Males - Number 48000 political and economic
Young - Number 36000 stability in the country. (B)
Indigenous people - Number 30000 No prolonged collapses in
Total number of persons receiving services - Number of people 15000 90000 120000 export/local demand or
Male - Percentage (%) prices for agncultqral
Female - Percentage (%) 60 products. Approlpnatej
Young - Percentage (%) 30 technologies e>§|§t sylted to
1.a Corresponding number of households reached ﬁg%itl commodities in
Women-headed households - Number '
Non-women-headed households - Number
Households - Number 82800 110400
1.b _Estimated corresponding total number of households members
Household members - Number of people | | 397000 | 530000
Project Goal Number of individual small-scale producers directly benefitting from programme services increasing their real net | Base/Mid/ End | Baseline, PMU
Improved livelihoods, climate farm income Surveys Annual | Mid term,
resilience and nutrition of poor | a) >60% if receiving full programme services; - Number 15000 70000 | Cluster Tracking | End line,
and vulnerable people b) >40% if receiving ‘finance only’ - Number 6000 30000 | Survey (ACTS) | Annual
c) >40% if via partnership with SLVC2 - Number 10000 20000
Development Objective Number of beneficiaries’ receiving full programme services achieving return on labour of >125% of official Base/Mid/End Base/Mid/En | PMU No prolonged collapses in
Farm enterprises of poorand | minimum wage line Survey d Line export /local demand or
vulnerable rural people are Number of People - Number of people | [ 12000 | 56000 | ACTS Annual prices for agri-products.
more resilient to climate 3.2.2 Households reporting adoption of environmentally sustainable and climate-resilient technologies and RIMS Annual PMU Development of commercial
change, increasingly practices services is not undermined
profitable, strengthen their Households - Percentage (%) 40 50 by the provision of free or
market '.'"kages ar)d use. Total number of household members - Number of people heavily sub5|d|;§d SemvIces
appropriate financial services Households - Number by others. Participating
SF.2.2 Households reporting they can influence decision-making of local authorities and project-supported service | Base/ Mid/ End | Baseline /mid | PMU _smallhol?: s vt\)/an_t o
providers Surveys term / end line IMPIOVE teir business
Household members - Number Sk".ls.' External socio-
H 9 9 political factors do not
ouseholds (%) - Percentage (%) disrupt MSP processes.
Households (number) - Number
Outcome IE.2.1 Individuals demonstrating an improvement in empowerment Base/ Mid/ End | Baseline /Mid | PMU
Improved small-scale Females - Percentage (%) [0 [0 Surveys term / End line
producers’ capacities to run SF.2.1 Households satisfied with project-supported services
profitable farm enterprises Household members - Number
and establish linkages with Households (%) - Percentage (%) 60 80
suppliers and buyers Households (number) - Number
1.2.8 Women reporting minimum dietary diversity (MDDW) Base/ Mid/ End | Base/ Mid/ PMU
Women (%) - Percentage (%) [ 75 | 90 | Surveys End Surveys
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Percentage increase in the aggregate value of priority products sold by targeted smallholder producers in real Base/Mid/ End | Baseline /Mid | PMU

terms line Survey / End Line /

% increase value - Percentage (%) | | 15 | 40 | ACTS Annual

Percentage of small-scale producers in supported groups who have paid for or received embedded technical ACTS Annual PMU

services from commercial service providers, agribusinesses or producer organization in last 12 months.

% Smallholder producers - crops - Percentage (%)

% Smallholder producers - livestock - Percentage (%)

% Smallholder producers - fish - Percentage (%)

Number of small-scale producers regularly keeping farm enterprise records. MIS / Farm Seasonal / PMU

Number of peaple - Number of people | [ 59000 | 72000 | business diaries | semi-annual

1.2.1 Households reporting improved access to land, forests, water or water bodies for production purposes Annual Reports/ | Annual PMU

Households reporting improved access to land Percentage (%) Farm business

Females Number diaries

Indigenous People Number

Young number

Women-headed households Number

Households reporting improved access to water Percentage (%)

Female Number

Indigenous People Number

Young number

Women-headed households Number

Total no. of households reporting improved access to land Number

Total no. of households reporting improved access to water Number

Percentage of established multi-stakeholder platforms (MSPs) that are functional and self-sustaining . Programme MIS;| Annual PMU

% MSPs established - Percentage (%) | 70 | 90 | MSP surveys
Output 2.1.4 Supported rural producers that are members of a rural producers' organization Group records Seasonal PMU

Total number of persons - Number | [ 70000 | 90000 Isemi-annual

1.1.7 Persons in rural areas trained in financial literacy and/or use of financial products and services Training Quarterly PMU

Indigenous people - Number records

Persons in rural areas trained in FL or use of Financial Services (total) - Number 70000 90000

2.1.2 Persons trained in income-generating activities or business management Training Quarterly PMU

Persons trained in IGAs or BM (total) - Number | | 70000 | 90000 | records

1.1.8 Households provided with targeted support to improve their nutrition Programme Annual PMU

Household members benefitted - Number MIS

Total persons participating - Number 70000 70000
Outcome Total private investment in priority clusters and supply chains by smallholder producers, MSMEs and other actors | ACTS/ADBL/P | Annual PMU Sufficient numbers of Fls
Transformational increase in (in cumulative US$ million). FIMIS continue to show
investment in the smallholder | US$ Currency in million - Number | | 70 | 200 commitment to expand
agricultural sector in 1.2.6 Partner financial service providers with portfolio-at-risk 230 days below 5% ADBL + PFI Annual ADBL/PFIs | lending to smallholders and
supported programme states. | Percentage - Percentage (%) [ [ 100 | 100 | MIS MSME sectors. No major

Percentage of small-scale producers who own an active savings account with ADBL or other PFl after completed | ACTS/ADBL/ Quarterly PMU external shocks stop PFI

business skills training PFI reports clients to repay their loans on

% smallholder producers - Percentage (%) [ 40 ] 50 | 60 time. Sufficient number of

Policy 3 Existing/new laws, regulations, policies or strategies proposed to policy makers for approval, ratification [Official documents | Annual PMU PFls continue to show

or amendment

Number - Number ‘ ‘ ‘ 2

(acts, regulations,
policies etc)

commercial commitment to
expand rural savings
portfolio.

II Xipuaddy

¥2"d/0€1/020¢C 93



Output 1.1.5 Persons in rural areas accessing financial services ADBL / PFls / Quarterly ADBL / PFI
Women in rural areas accessing financial services - credit - Number 20000 50000 | MIS
Young people in rural areas accessing financial services - credit - Number 26000 35000
Total persons accessing financial services - credit - Number of people 40000 100000
Amount of funds on-lent by ADBL from the programme window (in US$), Disaggregated by: women, youth, DAG ADBL / MIS Quarterly ADBL
and poor households (in US$ million)
USS$ in million - Number 45 120
Females - Number of people
Youth - Number of people
Outcome: Improved access 2.2.6 Households reporting improved physical access to markets, processing and storage facilities Base/Mid/End Baseline Mid | PMU
by small-scale producers and | Households reporting improved physical access to markets - Number 22500 45000 | line Survey Term
clusters’ actors to productive | Households reporting improved physical access to processing facilities - Number Endline
infrastructure Households reporting improved physical access to storage facilities - Number
Output 2.1.6 Market, processing or storage facilities constructed or rehabilitated Contractors' Quarterly PMU
Total number of facilities - Number 7 33 | records/
Market facilities constructed/rehabilitated - Number 7 33 | reports
1.1.2 Farmland under water-related infrastructure constructed/rehabilitated
Hectares of land - Area (ha) | | 300 | 900

II xipuaddy
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Integrated programme risk matrix

Overall Summary

EB 2020/130/R.24

|Risk Category / Subcategory

||Inherent risk

||Residua| risk

|
|Po|itica| Commitment ||Moderate ||L0w |
|Governance ||Moderate ||L0w |
|Macroeconomic ||Substantial ||Moderate |
|Fragi|ity and Security || ||No risk envisaged |
| || | |
|Policy alignment ||Low ||Low |
|Policy Development and Implementation ||Moderate ||LOW |
| | || |
|Project vulnerability to environmental conditions ||Moderate ||Low |
|Project vulnerability to climate change impacts ||High ||Moderate |
| | | |
IProject Relevance [Low [[Low |
|Technica| Soundness ||Moderate ||Low |
| || || |
|Imp|ementation Arrangements ||Substantial ||Moderate |
|Monitoring and Evaluation Arrangements ||Moderate ||Low |
| | | |
|Organization and Staffing ||Substantial ||Moderate |
|Budgeting ||Substantial ||Moderate |
|Funds Flow/Disbursement Arrangements ||Substantial ||Moderate |
|Internal Controls ||Substantial ||Moderate |
|Accounting and financial reporting ||Substantial ||Moderate |
|External Audit ||High ||Substantial |
| || || |
|Legal and Regulatory Framework ||Moderate ||Low |
|Accountability and Transparency [Low ([Low |
|Capabi|ity in Public Procurement ||Moderate ||LOW |
|Pub|ic Procurement Processes ||Substantial ||Moderate |
| || || |
|Biodiversity Conservation ||Moderate ||LOW |
|Resource Efficiency and Pollution Prevention || ||N0 risk envisaged |
|Cu|tura| Heritage || ||N0 risk envisaged |
|Indigenous People || ||N0 risk envisaged |
|Labour and Working Conditions || ||N0 risk envisaged |
|C0mmunity Health and Safety ||LOW ||LOW |
|Physica| and Economic Resettlement || ||N0 risk envisaged |
|Greenhouse Gas Emissions ||LOW ||LOW |
VuI_ner_a}biIity of target populations and ecosystems to climate Moderate Low
variability and hazards
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|Risk Category / Subcategory

||Inherent risk

|Residual risk

|
Stakeholders |Moderate ||Low |
|Stakeho|der Engagement/Coordination ||Low ||L0w |
Stakeholder Grievances |Moderate ||Low |
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. Inherent ||[Residual
Risk Category / Subcategory risk risk
| [ [
|Politica| Commitment ||Moderate ||Low
Risk:

Risks stem from the fact that Nepal is a young democracy with a new
federal constitution and new three tier system of government with elected
leaders at each level. The first elections were held in 2017 and the next
elections are due in 2022 (2nd year of the programme).

The inherent level of risk is moderate due to the 2017 elections having
been completed without major incident and resulted in a governments with Moderate |ILow
substantial majorities which have been functioning for over almost 3 years
at the federal as well as in 7 states. This has provided much needed
political stability. However, the effectiveness of the constitutional
arrangements, including the newly introduced system of federalism, is to
be tested over time and required adjustments made. In addition, there are
still a small number of political groups which are unwilling to join the
mainstream.

Mitigations:

Mitigation is by having ADBL as the LPA, which is an independent
regulated bank and so less susceptible to disruption within mainstream
government ministries alongside internal financing mechanisms that
reduce expose to changes in finance from MoF.

|Governance ||Moderate ||Low
Risk:

The inherent governance risks to the programme are moderate overall
stemming from the effectiveness of the new constitutional arrangements, Moderate |ILow
including the newly introduced system of federalism and assignment of
powers across three tiers of government and that these systems, checks
and balances need to be tested over time and required adjustments made.
Mitigations:

Mitigation is via the choice of Lead Programme Agency and Co-
implementing partner. ADBL as the LPA is regulated and supervised by the
Central Bank and therefore less prone to such external governance risks.
Similarly, Heifer Nepal is a part of a well-respected INGO. Further, the
programme works closely with the new state and local government but is
not reliant on them for implementation and delivery — other than for specific
infrastructure sub-project under Comp 3, where TA will be provided and
works supervised.

Risk:

There is a risk of political pressure (especially at sub-national level) in the
selection/location of wholesale market infrastructure works under Moderate |ILow
Component 3. Potential impacts on the programme are likely to be low and
can be mitigated against, given this is only a minor part of the programme
results chain.

Mitigations:

have clear and transparent processes for selection and prioritization of
infrastructure works to be financed, including that they are endorsed by a
majority of participants at the relevant MSPs.

« for Windows 1 and 2, i.e. wholesale market infrastructure, to only happen
in Year 3 onwards to allow time for both the current high political pressures
to normalize as well as to have the MSPs more established and able to
drive the infrastructure priorities.

« for Window 3 on small-scale community-level infrastructure, the
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programme will support the municipal authorities to develop productive
infrastructure master plans for the sector to increase alignment with overall
strategic priorities in the municipality.

|Macr0economic

|Substantial

|Moderate |

Risk:

COVID19 pandemic is likely to have a significant negative impact on the
economy for at least the first 2 years of the programme. In FY 2019, Nepal
achieved its third consecutive year of +6% growth for the first time in more
than 50 years. Prior to the COVID-19 outbreak, GDP growth was projected
to average 6.5% over the medium term. Most recent World Bank
projections (April 2020) are for growth to slow to 2.8% in FY2020 and
remain subdued in FY2021 reflecting lower remittances, trade and tourism,
and broader disruptions caused by the COVID-19 outbreak. Consequently,
the fiscal and current account deficits are likely to increase significantly.
Risks to the outlook stem primarily from a large-scale domestic
transmission of COVID-19 and limited capacity of government to
implement emergency relief and recovery measures.

Substantial

Moderate

Mitigations:

Potential negative impacts on the programme are reduced by:

a) the programme is primarily focussed on higher return food
crops/livestock for local and national market where demand growth is
relatively inelastic with short supply chains, and

b) central role of private investment which is not primarily reliant on the
fiscal position of the government.

Risk:

There is a specific risk to the programmes potential for scaling-up of
improved agricultural lending in the wider financial sector from the
persistent periodic liquidity constraints, especially for term finance, which
may discourage PFIs from expanding agricultural lending regardless of the
market opportunity. The term liquidity issues is closely related to the
structure of sources of funds in the sector and prudent term matching
requirements.

Substantial

Moderate

Mitigations:

Specific mitigation measures on the term liquidity risks are:

* Wholesale term loans to be made available to partner Fls via the VITA
subsidiary loan under Component 2

» Continued policy engagement with Nepal Rastra Bank and others on
agriculture finance promotion policies — potentially also including support to
launch innovative wholesale financing instruments including agriculture
bonds and mechanisms to reallocate funds to the sector from commercial
banks not meeting their minimum lending obligations under the national
deprived and priority sector lending policies.

Fragility and Security

No risk
envisaged

|the project is not in a fragile state.

|POIicy alignment

”LOW

||Low

Risk:

Overall risks are low as sector strategies and policy framework in both
agricultural and financial sector are highly favourable to the programme, as
seen in the ADS, the deprived/priority sector lending policies and financial
inclusion road map and action plans. The transfer of substantial powers
concerning the agriculture sector to state and municipal level are also
expected to create increasingly accountable policy frameworks to the
needs of rural people..

Low

Low

|Mitigations:
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|No specific mitigation measures are required. || ||

|POIicy Development and Implementation ||Moderate ||LOW

Risk:

Technical service provision to farmers — There is a risk that municipalities
will develop free services that will undermine the development of more
sustainable market-based services. However, the risk is small as the
municipalities do not have sufficient budget or human resources to
establish or sustain such services — which were already overstretched
under the previous government system and many are already seeking
better alternatives than purely public services. Municipal authorities are
now under increasing pressure from their resident farmers to provide better||Moderate ||[Low
services but lack the human resource and budgets to do so. Experience
from HVAP also suggests that there is a low risk from free public services if
properly managed by the programme. Under HVAP, the programme
supported 108 private service providers to serve farmers. This included
collaborations with the predecessors to the current Agriculture Knowledge
Centres and Veterinary Hospitals and Livestock Service Centres. Ongoing
experience from RERP, show that a majority of rural municipal authorities
are actively seeking better alternatives to invest at this level.

Mitigations:

Based on HVAP and RERP experience, VITA will partner with the
municipal authorities, with technical backstopping from AKCs and
VHLSSC, to develop a pool of local private technical service providers
offering affordable good quality advice and services to local farmers. The
programme will partner with municipal authorities to identify, training and
mentor suitable technical service providers in their municipality, on a cost
sharing basis. Similarly, VITA will partner with state Ministries of Land
Management, Agriculture and Cooperatives (MoLMACS) to ensure that the
AKCs and VHLSSCs, who have more higher qualified staff, are provide
technical backstopping to the municipalities and local service providers
supported by the municipalities and the programme as per their mandate.

Risk:

Grants & subsidies — There is a risk that generous or poorly targeted
grants and subsidies from other major programmes may hold back genuine
market-driven investment by smallholders instead hoping to receive grants,
be captured by elites, distort markets as well as crowding out mainstream |[Moderate ||Low
finance as credit is replaced by unsustainable grants. Reforms are already
being introduced by GON to move away from grants and to reform input
subsidies — including developing a Kishan Card to enable direct financial
transfers to farmers (mandated to ADBL).

Mitigations:

Given VITA is well aligned with GON/MOFs reform agenda in this area, the
mitigation strategy within the programme includes the following:

1) Intensive business skills capacity development of producers and
producer groups to empower them to approach their farming as a
business. This provides them with the know-how and confidence for them
to understand and be able to make their own investments in their farming
without relying on grants and subsidies.

2) ADBL to pro-actively engage with ASDP and LSIP to offer to provide
loan financing to their supported farmers but subject to a reduced grant
contribution from their project, of a target level of not more than 30%, to
reduce market distortion and reduce reliance and expectations of grants
and subsidies. In such circumstance, such loans could be booked against
the term financing provided through VITA to ADBL.

3) Pro-active policy engagement (evidence-based) with MOF and MOALD,
as well as at state and municipality level, on the viability of using affordable
loan financing as a credible and inclusive alternative to matching grants to
promote investment in agriculture — both for working capital and fixed
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capital investment.

4) Accelerating development and deployment of the Kishan Card by ADBL
to enable a faster move to direct transfers instead of general input
subsidies (this is the focus of the Nepal RPSF grant proposal)

5) For PMAMP, active engagement with MOALD to look beyond grants -
for example initially to pilot the use of term loans to finance a majority of
the investments instead of grant. Similarly, working with MOLMAC:s to pilot
loan financing instead of grants. The emphasis will be on building the
confidence and understanding of MOALD/MOLMACSs that loan financing is
a credible, affordable and more effective alternative to grants. This is also
likely to involve working with municipal and state authorities to pilot the use
of organizational guarantees, e.g. provided by the municipality, for loans to
farmers in their community. ADBL already has provision for such types of
guarantee.

|Project vulnerability to environmental conditions

||Moderate ||Low

Risk:

Rural populations in Nepal have inherent vulnerability to weather- related
environmental conditions such as draughts, floods, landslide, rainfall and
temperature risks.

Moderate

Low

Mitigations:

Mitigation is by: appropriate screening and site selection for potential
production clusters to avoid production on high risk sites — informed by
local knowledge; pre-engagement carrying capacity assessments —
especially for livestock and MAPs clusters; promotion of water-efficient
production practices as well as investment in small scale irrigation and
multi-use water systems.

|Pr0ject vulnerability to climate change impacts

High

|Moderate

Risk:

Inherent climate change risks in Nepal are high and well documented,
being among the most vulnerable countries to climate change. Climate
trends and future projections for Nepal indicate that seasonal variations in
temperature and precipitation will increase, resulting into more frequent
and intensified extreme weather events and likely impacts such as i)
increased incidences of new and existing diseases, pest and insects,
especially in higher altitudes; ii) greater variability in rainfall patterns within
the year with increased water demand leading to higher risks of temporary
water shortages for rainfed agricultural production; iii) increased heat
stress to livestock from a small increase in the number of warm days,
especially in the lean season, leads to reduced milk production and
reduced growth in poultry during these periods. Careful design of the
programme can largely mitigate these risks to the programme.

High

Moderate

Mitigations:

Mitigation is by: selection of climate resilient commodities to be promoted
in different locations and agro-climatic condition,; promote and train small-
scale producers and MSMEs on tools to help them factor in climate change
considerations into their investment and production plans; promotion of
climate smart agriculture technologies and services through strengthening
of local support markets and with partner financial institutions to screening
of climate risks in their loan appraisal and strengthening the capacity of
staff in the area of climate change. VITA will help to reduce climate related
risks and impacts by: improving farmers’ understanding of climate risks to
their farm business (Sub-component 1.1); increase availability and access
to climate resilient technologies and advice to implement climate
adaptation measures (through Support Market Development under Sub-
component 1.2); providing loans to finance climate adaptation investments
(Component 2.1); investing in multi-use water system and small scale

10
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irrigation to reduce the risks from temporary water shortages, and upgrade
farm access roads for year round access to farms particularly during
periods of heavy rain (Component 3). The programme areas are
moderately vulnerable to the effects of climate change.

Project Scope

IProject Relevance |

| Low

||Low |

Risk:

The programme is highly relevant to both the government agenda and
priorities of its target groups. It is a scaling-up of best practice from within
the country that achieved strong impacts.

Low

Low

Mitigations:
No specific mitigation required.

|Technica| Soundness

|Moderate

||Low

Risk:
Technical design risks are generally low as VITA is principally a scaling-up
programme of proven best practice from within Nepal

Low

Low

Mitigations:
No specific mitigation required.

Risk:

A specific technical risk to Component 2 stems from the financial sector’s
heavy reliance on collateral-based lending, potentially limiting ability for
otherwise credit worthy clients to access investment loans.

Moderate

Low

Mitigations:

Mitigation relating to the wider use of loans by smallholder includes:
Promotion by ADBL and partner FIs of non-collateral lending for small
loans up to NRP200,000, as per NRB regulations, especially linked to
livestock and crops guarantees e.g. from the Deposit and Credit Guarantee
Fund; A focus on commaodities where production can be started with small
initial investments as a first step on affordable investment pathways below
this level of NRP200,000 for collateral free loans; Piloting and promotion of
institutional guarantees from municipal authorities and producer groups for
their farmers, especially for youth; Promotion of value chains financing
instruments, where appropriate to the specific supply chain, with ADBL and
other PFI as the financing partner within these arrangements. This also
includes working with NRB, as necessary, on appropriate regulations,
guidance and policies for the expansion of such financing instruments.

Institutional Capacity for Implementation and Sustainability

Substantial

|Imp|ementation Arrangements ||Substantial ||Moderate |

Risk:

Inherent institutional capacity risks are high in Nepal, as evident in the
recent country programme performance. If not addressed both in design
and implementation, these create significant risks of substantial delays in
programme delivery.

High

Moderate

Mitigations:

Substantial measures have been incorporated into the design to mitigate
these, but the effectiveness of these measure must be continuously
monitored by GON and IFAD, especially in the early years of
implementation, with close implementation support.

Mitigation is via the planned programme implementation arrangements and
choice of partners by involving ADBL and Heifer as lead partners, as well
as by creating State Programme Coordination Forums and Municipal
Coordination Forum in each state and municipality to coordinate among
stakeholders.

The programme adopts a simple implementation structure, with one LPA
overseeing all components. The choice of ADBL as the LPA reduces

11
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institutional capacity risks due to its large and capable agri-business staff,
with almost 500 staff with both an agricultural and finance background and
a focus on agriculture as a business. In addition, in Nepal, the existence of
substantial experience and domestic cadres familiar with the specific
approaches should further reduce the start-up and operational risks if
ADBL can draw on this practical experience and capacity. The
implementation partnership with Heifer will bring valuable additional
capacity, especially on market-oriented socio-economic mobilization and
producer group development.

Internally, ADBL currently have a strong senior management team under a
recently appointed CEO which should provide stability during the critical
first 3 years as will mainstreaming VITA in ADBL structures. This senior
management team has been closely involved in all aspects of VITA design.
In addition, there are around US$ 2 million of institutional capacity-building
programmes planned for ADBL and programme partners across the three
Components.

Risk:

Specific capacity risks within ADBL are into two areas:

» Component 2: The programme requires the upgrading of systems and
processes required for ADBL’s operational capacity to cost-effectively
extend its coverage and outreach to larger numbers of small-scale
producer in more remote areas. The risks here could be substantial if there
are large delays in upgrading the required systems and processes, as
without these systems it will be difficult for the ADBL branches to
adequately serve the required numbers of programme beneficiaries.

» Component 3, ADBL itself does not have in-house experience of
administering an infrastructure finance facility, though there is available
capacity in the market in Nepal.

Substantial

Moderate

Mitigations:

Component 2: Mitigation for delays in the upgrading of ADBL systems and
processes is through the early commencement of such upgrading plans,
prior to programme effectiveness — as they also form part of ADBL’s own
strategic development plans. VITA includes a substantial capacity-building
programme of around $1.5 million in Sub-component 2.2 to address these
and other risks. In addition, IFAD is expected to approve an Rural Poor
Stimulus Facility in Q3 2020 to accelerate this upgrading activity — both for
automatic loan processing and the development and deployment of a
Kishan Card and App.

Component 3 management risk mitigation will be by the PMU contracting a
small team of infrastructure professionals to manage this facility and close
supervision by IFAD of procurement and technical aspects of the
Component implementation.

Risk:

Coordination within and between the three tiers of government has
emerged as a critical issue across multiple sectors. The risk is that this
may create disjointed policies and public investment programmes between
the three tiers — with potential gaps, duplications or contradictions.

While VITA implementation is not within these three tiers of government, it
may be impacted by a lack of coordination within the government itself.

Substantial

Moderate

Mitigations:

The choice of ADBL as the LPA substantially reduces the programmes
direct exposure to these risks — as it is a parastatal institution with a
mandate to work equally with all branches of government. ADBL regional
and branch managers have good working relationship with government
officials in their area, not least as ADBL has long been an important
partner for agriculture development. Heifer also brings strong networks in
many locations, especially with municipal governments.

Additional mitigation measure for coordination risks include: establishing a

12
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State Programme Coordination Forum in each state to coordinate among
programme stakeholders within the state and similar Municipality
coordination forum in each municipality; signing MoUs between ADBL and
each State and municipal government for collaboration on the programme,
setting out expected contributions and roles; routine participation of
relevant government staff in the MSPs at corridor and hub level for each
commodity, and; providing capacity-building training to state and
municipality staff on key programme approaches for inclusive supply chain
development to raise understanding.

strong IT department. Additional programme specific data and MIS tools
will build on best practice from HVAP and RERP already available in the
country programme.

|Monitoring and Evaluation Arrangements ||Moderate “Low
Risk:

M&E risks are moderate as the LPA is a regulated nationwide commercial

bank with sound data collection, management and reporting systems and a Moderate |ILow

Mitigations:
No specific mitigation measures are required.

Financial Management

Substantial

|Organizati0n and Staffing

|Substantial

|

[Moderate

Risk:

» The bank has not implemented the IFAD funded project.

» The bank has qualified professional accountants in the Finance and
Account Department in the Head Office. Other bank staff in the Head
Office, provincial and branch offices have adequate academic qualification
and experienced in the maintaining accounts.

* The existing staff of the bank will be deputed for the project and one
finance assistant will be recruited for the PMU.

* The existing staff do not have experience on IFAD funded projects but
they can be trained for accounting and reporting requirement of the IFAD.
» There are written job description of each accounts staff.

Substantial

Moderate

Mitigations:

* One finance assistant with required qualification for the PMU will be
recruited.

» The accounts staff required for the project will be deputed and they will
be made accountable for the project with clear written job description and
accountability lines.

» Training will be provided to the finance staff to maintain accounts and
prepare AWPB, withdrawal application and financial statements as per
requirement of IFAD.

* Project implementation manual (PIM) will be developed for effective
financial management with clear procedures and controls, responsibilities
of the project finance staff.

|Budgeﬁng

|Substantial

|

|Moderate

Risk:

» Budget is prepared by the respective cost centers and draft budget of
each province is finalized in the workshop with consultation of province
chief, branch managers and representatives of the head office. The
consolidated budget of the ADBL is finalized in the head office under
coordinator of Chief Executive Officer among the Deputy General
Managers and Department Chiefs.

« Staff are not aware about the IFAD format of AWPB.

» Budget is being finalized by end of June but the AWPB is to be submitted
to IFAD and entered in the Line Ministry Budget Information System
(LMBIS) by 15 May.

* There is no periodic review of the budget performance.

Substantial

Moderate

13
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Mitigations:

*» Separate budget heads for the loan and grant to the ADBL will be in the

federal budget. The loan budget will be in the financing budget of the MoF.

» The budgeting process of the ADBL and government will be followed

while the AWPB will be prepared in the format specified by the IFAD.

» The arrangement will be made to prepare and submit the AWPB 60 days

before start of the fiscal year.

* Preparation of periodic statement of budget with actual.

|Funds Flow/Disbursement Arrangements ||Substantial ||M0derate

Risk:

* ADBL has implemented one ADB funded project having imprest fund but

does not have experience in preparing withdrawal application.

* Foreign currency exchange risk is borne by the government. Substantial ||Moderate

» The ADBL does not value and account counterpart funds.

* The ADBL did not have experience in implementing such projects as it

provides loan to the borrower for their projects.

Mitigations:

* The designated bank account will be opened for the grant in US$. Two

separate project accounts for loan and grant will be opened in the ADBL in

Nepalese currency. The advance of US$ 10 million will be provided for

loan to the loan project account and amount as specified will be transferred

from designated account to the grant project account.

* The designated bank account and projects bank accounts will be

maintained on imprest system.

* The counterpart funds received in cash or kind valued at the prevailing

market price will be accounted separately to monitor counterpart funds and

project expenditures.

* IFAD loan disbursement handbook and PIM developed for the project

specify disbursement procedure, requirement and interval of submission of

WA.

* Training will be imparted to finance on disbursement procedures.

|Interna| Controls ||Substantial ||Moderate

Risk:

*» There are no segregation of duties in D class branch office.

* The same person prepares the bank reconciliation in the branch offices ||Substantial ||Moderate

due to only two staff.

* Internal audit of the proposed project will have to be conducted.

Mitigations:

* Project Implementation Manual (PIM) will be prepared explaining the

financial management system and segregating of duties.

» Segregation of duties as far as possible.

* Detailed control activities will be explained in the PIM which includes

good transaction trail, competent project staff, segregation of duties,

physical protection of assets, and timely progress and performance

reporting

* Internal audit department will conduct internal audit of the project

expenditures and compliance with the financial policies and legal

covenants on quarterly basis.

* PMU should take actions on internal audit findings and recommendations

as instructed by the Audit Committee..

|Acc0unting and financial reporting ||Substantial ||M0derate

Risk:

Accounting Systems, Policies & Procedures

* There are no accounting field in the chart of accounts for components, S .

disbursement categories, and sources of funds. ubstantial| Moderate
g ,

* There is no accounting manual there are Payment Procedures and

Financial Administration Bylaws for financial management.

14
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* All invoices and supporting documents are not defaced with PAID stamp
in few offices.

 There is no separate fixed assets accounting system. The fixed assets
register is maintained in excel spreadsheet up to date and tallied with the
fixed assets register on annual basis.

* Beneficiaries contribution are not accounted.

Reporting and monitoring

» ADBL does not have practice of reporting expenses based on categories,
components and funding sources.

* The financial statements are not generated in the required format by the
software.

Mitigations:

*» The existing chart of accounts will be customized to record components,
disbursement categories, and sources of funds.

* The policy of accounting counterpart funds received in cash and kind will
be developed to report total cost of each project activity and total project
expenses.

* Training will be provided to the project staff in project accounting policies
and procedures.

* PIM will specify detail reporting and monitoring requirements and
templates for preparing financial statements in the format consistent with
IFAD reporting requirements.

» Accounting fields will be incorporated in the existing chart of account to
report expenses based on components, disbursement categories, and
sources of funds.

* PMU staff are to be trained for financial monitoring and oversight on
implementing agencies.

be held after 6 months.

» The audit reports were qualified for unreconciled amounts in inter-branch
account.

* The auditors have issued disclaimer of opinion due to non-compliance
with all provision of the Nepal financial reporting Standards in FY 2015/16
and 2016/17.

|External Audit ||High ||Substantia|

Risk:

External Audit

* Independent Chartered Accountant firms recommended by the Office of

the Auditor General (OAG) and appointed by the annual general meeting

(AGM) conduct audit of the ADBL.

+ Audit of the ADL is being conducted within 6 months but the AGM used to||, ,. .
High Substantial

Mitigations:

* A Chartered Accountant firms appointed for the ADBL will be hired for the
project to conduct external audit.

* Specific requirement of IFAD will be communicated to external auditors to
deliver adequate audit report.

» Conduct audit for submission of audit report to IFAD within 6 months after
the end of each fiscal year.

+ Implementation of auditor’'s recommendations.

T

|Legal and Regulatory Framework ||Moderate [|Low

|

Risk:

The risk that the Borrower’s regulatory and institutional capacity and
practices (including compliance with the laws) are inadequate to conduct
the procurement in a manner that optimizes value for money with integrity.

Moderate

Low

Mitigations:
1). Review of procurement plans and ensure the use of competitive
procurement method.
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2). Project to prepare General Procurement Notice - on start of project and
disclose GPN in public websites.

3). Procurement information and monitoring information to be publicly
available in project website.

procurement and contract execution, leading to the unintended use of
funds, misprocurement, SH/SEA, and/or execution of project procurements
outside of the required time, cost and quality requirements.

|Acc0untabi|ity and Transparency ||L0w ||Low
Risk:

The risk that accountability, transparency and oversight arrangements

(including the handling of complaints regarding, for example, SH/SEA and

fraud and corruption) are inadequate to safeguard the integrity of project  ||Low Low

Mitigations:

1). Established IFAD prior review and post review requirement relative to
risk in LTB.

2). TA to support the review of technical deliverable and contract
management and administration.

3). Maintain records and promote reporting of allegation to IFAD

4). Gather occasional feedback on project procurement staff (risk that
specific skill enables the individuals to "rent seek” to manipulate results of
evaluation service provider and consultancy contracts)

|Capabi|ity in Public Procurement

|Moderate ||Low

Risk:

The risk that the implementing agency does not have sound processes,
procedures, systems and personnel in place for the administration,
supervision and management of contracts resulting in adverse impacts to
the development outcomes of the project.

Moderate ||Low

Mitigations:

1). Manage the recruitment and selection of a procurement officer

2). Support specialist through Technical Assistance (intermittent) - external
consultant

|Public Procurement Processes

|Substantial ||Moderate

Risk:

The risk that procurement processes and market structures (methods,
planning, bidding, contract award and contract management) are inefficient
and/or anti-competitive, resulting in the misuse of project funds or sub-
optimal implementation of the project and achievement of its objectives.

Substantial ||Moderate

Mitigations:

1). Issue Letter to the Borrower to mitigate risk

2). Review and approve PP Plans based on IFAD new format

3). Monitor performance indicators through NOTUS and ICP Contract
Monitoring

4). Monitor performance and risk through periodic project supervision and
independent audit report

5). Review and update PIM to address controls weakness based on
mitigation measure identified in the PRM

Environment, Social and Climate Impact

|Bi0diversity Conservation

||Moderate ||Low

Risk:

There is a risk that excessive production of livestock and collection of
MAPS, especially in the hills, may expand to unsustainable levels
damaging local biodiversity.

Moderate |[Low

Mitigations:
Mitigation will include pre-screening of all potential clusters/locations for
these commodities including a carry capacity assessment at the
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municipality or ward level to confirm sustainable capacity and not promote
production beyond this level.

Secondly, improved production systems will be widely promoted —

« for livestock this includes an exclusive focus on stall-based production
systems with planting of additional fodder and forage crops (and ceasing
open-grazing) and promotion of more productive herd (by improvement in
genetics) to help increase production without corresponding increases in
herd size

« for MAPS via the domestication of production of previously wild gathered
species (e.g. as with timur under HVAP).

Resource Efficiency and Pollution Prevention glr?v?ssat(ge d
|no risk || || |
Cultural Heritage glr?v?ssat(ge d
|no risk envisaged || || |
Indigenous People glr?v?ssalt(ged
Ino risk envisaged [ [ |
Labour and Working Conditions glr?v?ssall(ge d
|no risk envisaged. || || |
|Community Health and Safety ||Low ||Low |
Risk:

There are no envisaged risks of significant negative impacts on community

health and safety. In fact, the programme expects to have several positive Low Low
impacts — through the promotion of IPM and reduced use of pesticides as

well as through greater availability of high nutrition value foods in

households and communities, which are a key driver of health.

Mitigations:

No specific mitigation measures are required.

Physical and Economic Resettlement glr?v?ssel(ge d
Ino risk envisaged. | | |
|Greenhouse Gas Emissions ||Low ||Low |
Risk:

There is a low risk of the programme significantly increasing greenhouse

gas production. In the case of cattle, the programme focus is to improve

the productivity of the dairy cattle and specifically not to increase herd size.

In fact, gains in productivity are expected to contribute to an overall Low Low
reduction in herd — as less productive animal are removed from the herd.

Furthermore, reduction in open grazing and damage to forest land through

the promotion of stall-based production for goats, should reduce pressure

on forests leading to some recovery.

Mitigations:

No specific mitigation measures are required

Vulnerability of target populations and ecosystems to climate variability and Moderate |lLow
hazards

Risk:

Rural populations in Nepal face inherent climate variability from the Moderate |ILow
monsoon-based climate and geography of the country. As a result, they

have developed a high adaptive capacity. Compared to this inherent
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variability, expected climate change impacts of the 25 year programme
impact horizon are modest.

Mitigations:

To reduce exposure to the inherent risks, the programme will apply
appropriate production site selection alongside promotion of production
technologies that reduce exposure to increased variability in rainfall —
including poly-tunnels, mulching, water-efficient production practice as well
as investment in multi-use and small scale irrigation.

Stakeholders

|Stakeh0|der Engagement/Coordination |

| Low

|Low |

Risk:

Engagement and coordination risks are low as the programme widely uses
the open multi-stakeholder platform processes proven to be highly effective
at stakeholder engage in HVAP and other projects.

Low

Low

Mitigations:
No additional mitigation measures are required.

IStakeholder Grievances

|Moderate

|Low

Risk:

There is a risk that complaints and grievances, both legitimate and
vexatious, if not appropriately handled could delay programme delivery —
especially through delays to recruitment and key procurements — for
example if cases are referred to the Commission for Investigation of Abuse
of Authority (CIAA) .

Moderate

Low

Mitigations:

Consistent with prevailing laws and regulations, the programme will
establish a grievance process for programme beneficiaries and
stakeholders to be monitored by the Programme Steering Committee.
The programme will also maintain a high degree of transparency in all
aspects of its operation, regularly publishing information on its activities.
Finally, by minimizing the use of direct grants and subsidies to individuals,
POs and businesses, the programme reduces the incentives for vexatious
complaints and other disputes related to the allocation of resources.
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