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INTERNATIONAL FUND FOR AGRICULTURAL DEVELOPMENT

APPENDIX |

COUNTRY DATA

NEPAL
Land area (km? thousand), 1997 1/ 143 GNI per capita (USD), 1999 4/ 220
Total population (million), 1999 4/ 234  Average annual real rate of growth of GNP per 24
capita, 1990-98 2/
Population density (people per km?) 1998 1/ 160  Averageannual rate of inflation, 1990-98 2/ 8.9
L ocal currency Nepalese Rupee (NPR)  Exchangerate: USD 1= NPR 74.0
Social Indicators Economic Indicators
Population (average annua population growth rate), 25 GDP (USD million), 1999 4/ 4995
1980-98 1/
Crude birth rate (per thousand people), 1998 1/ 34 Average annual rate of growth of GDP 1/
Crude death rate (per thousand people), 1998 1/ 11 1980-90 4.6
Infant mortality rate (per thousand live births), 1998 1/ 77 1990-98 5.0
Life expectancy at birth (years), 1998 1/ 58
Sectoral distribution of GDP, 1998 1/
Number of rural poor (million) (approximate) 1/ 89 % agriculture 40
Poor as % of total rural population 1/ 44 % industry 22
Total labour force (million), 1998 1/ 10.5 % manufacturing 10
Female labour force as % of total, 1998 1/ 40 % services 37
Education Consumption, 1998 1/
Primary school gross enrolment (% of relevant age 113a/  Genera government consumption (as % of GDP) 9
group), 1997 1/
Adult literacy rate (% age 15 and above), 1998 3/ 39  Private consumption (as % of GDP) 80
Gross domestic savings (as % of GDP) 10
Nutrition
Daily calorie supply per capita, 1997 3/ 2366 Balance of Payments (USD million)
Prevalence of child malnutrition (height for age % of 53 Merchandise exports, 1998 1/ 485
children under 5), 1992-98 1/
Prevalence of child malnutrition (weight for age % of 57  Merchandise imports, 1998 1/ 1238
children under 5), 1992-98 1/
Balance of merchandise trade -753
Health
Health expenditure, total (as % of GDP), 1990-98 1/ 5,5  Current account balances (USD million)
Physicians (per thousand people), 1990-98 1/ 0.04 before officia transfers, 1998 1/ -524
Percentage population without access to safe water, 29 after official transfers, 1998 1/ -422
1990-98 3/
Percentage population without access to health services, 90  Foreign direct investment, 1998 1/ 12
1981-93 3/
Percentage population without access to sanitation, 84
1990-98 3/
Government Finance
Agricultureand Food Overall budget surplus/deficit (including grants) (as % -3.9
of GDP), 1997 1/
Food imports as percentage of total merchandise 12a  Tota expenditure (% of GDP), 1997 1/ 16.8
imports, 1998 1/
Fertilizer consumption (hundreds of grams per ha of 350 Tota external debt (USD million), 1998 1/ 2646
arableland), 1995-97 1/
Food production index (1989-91=100), 1996-98 1/ 117.2  Present value of debt (as % of GNP), 1998 1/ 31
Total debt service (% of exports of goods and services), 7.0
1998 1/
Land Use
Arable land as % of land area, 1997 1/ 20.3  Nominal lending rate of banks, 1998 1/ 14.0
Forest area (km? thousand), 1995 1/ 48  Nominal deposit rate of banks, 1998 1/ 8.9
Forest area as % of total land area, 1995 1/ 33.7
Irrigated land as % of cropland, 1995-97 1/ 38.2

n.a not available.
al Data are for years or periods other than those specified.

1/ World Bank, World Devel opment Report, 2000

2/ World Bank, Atlas, 2000

3/ UNDP, Human Development Report, 2000

4/ World Bank, World Development Indicators database, 2001



PREVIOUSIFAD FINANCING TO NEPAL

Project Name Disbur sement
Initiating Cooperating | Lending Board Loan Current Loan /Grant Approved (as% of
Institution Institution Terms Approval Effectiveness | Closing Date Acronym Currency | Loan/Grant Approved

Amount Amount)

Integrated Rural Development Project AsDB AsDB HC 12 Dec 78 01 Nov 79 31Dec88 i L-1-10-NEP usb 13 000 000 88.7%

(Sagarmatha Zone)

Small Farmer Development Project IFAD AsDB HC 05 Dec 80 10 Jul &1 31 De¢ 87 G —1-64i- NE SDR 800000 10010%

Small Farmer Development Project IFAD AsDB HC 05 Dec 80 10 Jul &1 31 De¢ 87 L-1-57:NE SDR 9 800000 100%

Command Area Development Project AsDB AsDB HC 17 Dec 81 01 Oct 82 30 Sep 89 L - 1-82i- NE SDR 9 800 000 62(0%

Second Small Farmer Development

Project IFAD AsDB HC 02 Apr 85 03 Mar 86 30Jun 9 G-1-134-NE SDF 110 0qO0 56%

Second Small Farmer Development IFAD AsDB HC 02 Apr 85 03 Mar 86 30 Jun 91 L-1-166 - NE SDR 15 150 008 99.7%

Project

Aquaculture Development Project AsDB AsDB HC 18 Sep 86 15 Oct 87 31 Deg 92 L-1-191i- NE SDR 4 200 000 14|7%

Production Credit for Rural Women IFAD UNOPS HC 10 Sep 87 30 Nov 88 31 Dec 97 L 208 - NE SDR 4750 000 100%

Project

Hills Leasehold Forestry and Forage IFAD UNOPS HC 07 Dec 89 18 Feb 91 31 Dec C1 L 260 - NE SDR 10 000 000 34.6%

Development Project

Groundwater Irrigation and Flood IFAD UNOPS HC 19 Apr 94 01 Nov 94 31 Dec 0% L-352-NP SDR 7 000 000 47.6%

Rehabilitation Project

Poverty Alleviation Project in Western IFAD UNOPS HC 11 Sep 97 10 Mar 98 31 Dec G4 L 462 - NP SDR 6 550 000 27.8%

Terai

AsDB Asian Development Bank
UNOPS
HC Highly concessional

United Nations Office for Project Services

11 XIAN3IddV
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LOGICAL FRAMEWORK

Notes: (i) Asthe project is demand-driven, the output targets remain highly indicative and in some cases are not specified in detail; (ii) as the project is funded under the FLM, the output targets only
and (iii) the logframe should be regarded asindicative. Thelogframe will need to be reworked by project stakeholder s during the cour se of implementation

correspond to thefirst phase;

NARRATIVE
SUMMARY

OBJECTIVELY VERIFIED INDICATORS

MEANS OF
VERIFICATION

ASSUMPTIONSAND RISKS

Goal

To ensure more resilient
livelihoods and basic
human dignity among
poor and socially
disadvantaged people in
the uplands of the Mid-
and Far-Western Regions
of Nepal

Purpose
To assist in salf-
empowerment and in

strengthening the capacity
of poor and socialy
disadvantaged groups of

people to:

. Mobilize and
increase their own
resources,

. gain access to

external resources;
. claim social justice

A secondary

objective will beto:

. create dynamic grass-
roots ingtitutions
(COs) which will
ultimately be
federated at the VDC
and DDC levels.

project

At least 60% of households report considerable improvement in livelihood (gender, ethnicity,
caste).

The reported social status of 40% of households is considerably enhanced (gender, ethnicity,
caste).

The prevalence of chronic malnutrition among children less than 5 years of ageis reduced by at
least 10% in project-related areas (boys and girls).

Households provided with secured rights to land, forest and pasture areas increased by 3 000 ha
by the end of Phase | - Trigger Indicator for Phasell.

(i) % increase in annual average household income (gender, ethnicity, caste); (ii) % increase in
per capita income (gender, ethnicity, caste).

No. of women, youth and dalits reporting increased employment opportunities, income and
access to assets and natural resources; improved health (for women); economic independence
(for men); more mobility and decision-making power; reduced violence and discrimination, as
result of project.

Production indicator s

% Increase in annual average household crop/livestock production.

% increase in household leasehold forestry production (including NTFPs)
(gender, ethnicity and caste).

Consumption indicators
Increased consumption and dietary diversification (gender, ethnicity, caste, age).

Accessto resources and services
At least 400 COs report improved access to services at the end of first phase (by group, caste
and gender).

Social justiceindicators

No. of households reporting experience of social justice.

% increase in CO members reporting equity/democracy in group membership composition.
% increase in PSDP participation in COs.

CO viability indicators

% increase in borrowing (landed, landless, gender by household head);

% increase in group savings with COs by PY 4 (this measures both profitability and confidence
in the system).

No of clusters/federations established by the end of second phésigger indicator for
Phaselll.

Population-based survey

Population-based survey

Anthropometric  survey|
and roling baseling
survey, at mid term an
project close.

Rolling baseline data an
participatory impact]
assessment.

Comparative evaluatio
through longitudinal
data.

Rolling baseline data an
participatory impact]
assessment.

Rolling baseline survey
project M&E.

Regular participatory
impact assessme
studies and monitoring.

Participatory
Monitoring (PIM)

Impact

PIM
Annual statements o0
VDC accounts and

statements of federate
body after its formation

All stakeholders accept that quality of life includes b
livelihoods and social justice.

Improved capacity of local groups of PSDP leads
effective mobilization of, and access to,

District teams (DTs), partner NGOs, government offici
line agencies and private sector adopt strategies.

The overall situation and environment (incl. secu
situation) does not deteriorate to the point that the prg
cannot be effectively implemented.

DTs and NGOs are willing and able to work with lo
groups of PSPD in a self-empowering mode.

t Local service providers have the technical know-how
the capacity to provide.

Effective dialogue on policy may lead to policy change|
There is little or no interference in the credit process

Synergy among government and village organizatio
enhanced and institutionalized.

f The various VDC-level bodies formed by different NG
can be harmonized into one single federation of VI
id based cooperatives.

There is an adequate number of NGOs in the district.

relative independence of cooperatives from local elites.

bth

resourges,
improved services and effective claims to social justicq.

it
i

TINIddV

&

INFNdOTIATA TVINLINDIHOV 404 ANNHd TYNOILVNYILNI

al

and

P.

and

N is

Ds
C-

Outputg/Deliverables




NARRATIVE

OBJECTIVELY VERIFIED INDICATORS

MEANS OF

ASSUMPTIONS AND RISKS

SUMMARY VERIFICATION
|. Labour-intensive Theexact figuresfor Phase | cannot be estimated asthe component is demand-driven.
Infrastructure Progress reports Availability of local material
Development 125 km of ‘green road’ constructed (20 km of ‘green road’ constructed in Phase ). Participatory M&E Sufficient skills available to construct, operate gnd
implemented maintain infrastructure
No. and area of small-scale or micro irrigation schemes constructed/rehabilitated and Willingness of target groups to participate
‘Green road’ built between maintained. VDCs have sufficient capacity to effectively implement
Simikot and Jumla. No. of trails and bridges constructed/rehabilitated/maintained. projects
No. of community facilities (incl. storage facilities) constructed and maintained. Severe landslides do not occur in areas of infrastrugture
Rural infrastructure] No. of water supply and sanitation schemes constructed/rehabilitated and maintained development
schemes identified, builf No. of disadvantaged groups successfully expanding irrigated area, and % of irrigated area
and maintained by increased.
disadvantaged groups on|aNo. of micro-hydropower units and watermills constructed, functioning effectively | and
demand-driven basis. maintained.
70% of labour for earthworks is provided by disadvantaged groups identified by the

communities and Social Mobilizers, of which at least 35% are female.

I1. Leasehold Forestry
and NTFP production
implemented

Improved and sustaine

access of landless people

forestry resources
(leasehold);

NTFP production
developed for

commercialisation outsid
of the concerned Districts;
Business services an
market support provided t

community enterprises
(incl. NTFPs);
Strengthened institutiong

capacity and improveg
responsiveness of NGQ
and government agenciq
in forestry sector

22 500 ha leasehold forestry handed over to LFUGs (3 000 ha in Phase ).

No. of households organized into FUGs.

1000 LFUGs trained and operating successfully (135 in Phas@&Trligger Indicator for
i Phasell.

taNo. of training sessions, workshops, cross-learning and services requested from FUGs/L|

incorporated in operational plans.
No of operational plans successfully implemented.
Quantity and quality of harvest from LFUGs.
2 No. of community verification exercises of ecologically sustainable collections of N
undertaken.
d No. of local monitoring plans implemented effectively.
b No of trials of NTFPs/MAPs cultivation; no of demonstration plots; no of women run
5 nurseries; area of NTFP/MAP cultivation; species cultivated.

No. of landless households organized into leasehold groups and managing foreg
| effectively.

No. of forest enterprises established and performing effectively.
sNumber and efficacy of policy actions initiated; degree of local participation in policy prog
S

Progress report
Participatory M&E

SGs.

No. and quality of LFUG operational plans; harvesting systems (methods, season, frequency)

TFPs

ning

t areas

eSsS.

Line agencies, community FUGs and project offi
coordinate effectively to provide community fores
and/or leasehold forestry benefits to target group.
Legislation pertaining to community forestry a
commercial use of forest products is favourable for Ig
use rights.

ers
ry

nd
C
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I11. Crop and livestock
production
implemented

Phasel

Research contract to NARC implemented and number of trails undertaken

Promotion of technology through demonstrations has been initiated

Promotional material has been disseminated

Village extension specialists, village animal health workers, nursery operators, farmers,
and DADO staff trained and operating effectively.

Exposure tours undertaken

Leasehold farmers trained effectively in production of quality seed

Kitchen gardens promoted for disadvantaged groups

Nurseries established and managed effectively

Progress reports
Participatory M&E

DLSO

Progress reports
Participatory M&E

Target groups are willing to participate in and take
project activities.

Training, demonstrations and research results are rele|
Market price volatility may expose farmers to higher ri
on cash crops.

Target groups willing to participate.
Effective service providers are easily available.
On-farm trials and research results are relevant to ta

group.

up

vant.
5ks

rget
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NARRATIVE OBJECTIVELY VERIFIED INDICATORS MEANS OF ASSUMPTIONS AND RISKS
SUMMARY VERIFICATION
V. Rural microfinance Phasel Progress reports andMarket trends and fluctuations do not adversely aff
implemented 400 COs established and managing saving and credit effectively, benefiting priority target | disbursement reports. economic viability of on- and off- farm activities.
group (at least 50% women) - Phase 1-2 trigger . Participatory M&E
800 managers/presidents trained and managing effectively. Project staff properly trained and motivated.
Increasing amount of beneficiary savings over time (by 80% by end of phase 1) - Phase 1-2
trigger. Willingness and ability of target groups to particip
40 village-level auditors trained and auditing effectively. effectively.
Amount of credit from own savings disbursed as loans to disadvantaged groups.
Amount of credit from LDFBs disbursed to disadvantaged.
Lending to women from group savingsis approx. 35% of total - Phase 1-2 trigger.
100% of COs formed have functioning savings and credit schemes within second year of
establishment and are meeting regularly.
Repayment rates (95%)Rhase 1-2 trigger .
No. of VDC-level and District-level federations established.
Jointly-produced balance sheets (savings, investments & profits etc.) at end of Phase |;
No. of association/federation links with banks established at end of Phase |l
V. Ingtitutional support Phasel Progress reports and

implemented

Project coordination an

institutional support
provided.
PCU and DTs functioning
effectively.
COs functioning

effectively at the grasst

roots level, with increasing
membership and increasin
savings per member.

The secondary-leve
association functioning
effectively at the VDC
level.

The tertiary-level
federation of DDC-level
associations emerging 4
the district level.

Rights-based issue]
mainstreamed in  the
project developed an
enforced.

Gender and poverty
concerns successfull
mainstreamed in  the

project.

PCU staffed and established at Nepalgunj.
I District resource mapping completed and action plan prepared for each district, ide
(i) the VDCs that the project will operate in; and (ii) the service providers, their expertig
strengths and weaknesses.
DTs established in four districts and functioning effectively under the LDFB Boards.
Project staff recruited and trained: one PC; Professional staff at the PCU and DTs comp
team leader, M&E officer, an accountant and selected service providers.
All coordinating committees at the district level to be included in first phase establishe
functioning effectively.
gManuals prepared.

Participatory M&E system developed and operating effectively.
| Management information system established.

Where available, NGOs contracted to provide services.

VDC and district-level federation started ufPhase 2 to 3 trigger.

All studies and evaluation reports concluded and made available to the review misg
Phase 1-2 and 2-3 trigger.

at

]

h

il

disbursement reports.
Participatory M&E

tifdogrds kept by the

e @0d
Regular documents
risnageined by the COs
and VDC-level
df esfestation.
ions

It is possible for project staff to develop a close working

relationship with the DDC, LDF Board and

ministries.

line
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COSTSAND FINANCING
Expenditure Accounts by Components

Institutional Support
Capacity
Building for
Labour-Intensive Infrastructure L easehold
Development Forestry Empower ment Physical
Resour ces Crop and L ocal
Inter-District Community And NTFP Livestock Rural Project Development and Social Contingencies
L Roads Infrastructure  Production Improvement Microfinance Coordination Fund Boards Justice Total % Amount
I. Investment Costs
A. ‘Green Road’ construction 4141 - - - - - - - 4141 10.0 414
B. Community infrastructure /a - 5030 - - - - - - 5030 - -
C. Equipment, materials & vehicles - - 434 1069 - 241 782 - 2526 - -
D. Training and workshops 6 27 473 388 98 305 732 1196 3224 - -
E. Studies and research 50 - 499 158 13 116 100 - 936 - -
F. Contract for NGO services - - 1279 - - - - - 1279 - -
G. Credit capital - - - - 4632 - - - 4632 - -
Total Investment Costs 4197 5057 2685 1614 4743 661 1613 1196 21768 19 414
I1. Recurrent Costs
A. Staff salaries 235 358 - - 1710 296 509 - 3108 - -
B. Field allowances - - 242 194 195 - - - 631 - -
C. Local TA 312 - 33 9 - 737 - - 1090 - - 2
D. Operations and maintenance 134 101 83 112 127 299 826 - 1681 - o
Total Recurrent Costs 681 458 358 316 2031 1332 1335 - 6511 - - z
Total Basdline Costs 4878 5515 3043 1930 6775 1993 2949 1196 28 279 15 414 g
Physical contingencies 414 - - - - - - - 414 - - =
Price contingencies 860 1002 484 284 402 195 456 190 3872 1.8 68
Total Project Costs 6152 6517 3527 2213 7177 2188 3404 1386 32565 15 482
Taxes 16 12 70 160 15 65 201 - 539 - -
Foreign exchange 593 639 395 721 65 295 871 139 3717 1.3 48
\a Financed 80% from IFAD loan, 10% from DDC and 10% from VDC.
Disbursement Accounts by Financiers
(USD’ 000)
L ocal Local Duties
IFAD (Loan) IFAD (Grant) WFP Private Sector  Beneficiaries Government HMGN Total For.  (Excl. &
Amount % Amount % Amount % Amount % Amount % Amount % Amount %  Amount % Exch. Taxes) Taxes
1. Civil works 4754 423 - - 4026 35.8 - - - - 1789 159 674 6.0 11243 345 1124 10119 -
2. Equipment, materials and vehicles 2458 85.8 - - - - - - - - - - 335 120 279 86 1397 1062 335
3. Transport of beneficiary inputs - - - - - - - - - - - - 73 100 73 0.2 - 73
4. Training and studies 4765 100.0 - - - - - - - - - 0 - 4765 146 476 4288 -
5. Technical assistance 790 66.6 360 30.3 - - 36 30 - - - - - - 1186 3.6 - 1186 -
6. NGO services 1498 100.0 - - - - - - - - - - - - 1498 46 - 1498 -
7. Credit 4169 90.0 - - - - - - - - - - 463 10.0 4632 142 - 4632 -
8. Salaries and allowances - - - - - - - - - - 273 6.2 4148 9338 4421 136 - 4421 -
9. Incremental operating expenses 1504 77.0 - - - - - - 78 4.0 138 7.1 232 119 1952 6.0 683 1074 195
Total 19937 61.2 360 11 4026 124 36 01 78 0.2 2201 6.8 5926 18.2 32565 1000 3681 28353 530
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INTERNATIONAL FUND FOR AGRICULTURAL DEVELOPMENT
APPENDIX V

IMPLEMENTATION ARRANGEMENTSAND RESPONSIBILITIES

Formation of Grass-Roots I nstitutions (COs)

1.  Theimplementation arrangements for social mobilization will follow the current procedures of

the PDDP. Overall responsibility for ingtitution building at the village level will rest with the project

socia mobilizers (SMs), who will encourage the villages to form COs, elect presidents and managers,

and ensure that they receive training under the project. At the same time, each SM will conduct a
socio-economic survey to identify the target group. The CO will be a male member-based, a female

member based, or a mixed male/female member-based organization. The SMs will visit the COs
regularly and attend their meetings. At these meetings, the SMs will take part in the discussions and

check the CO managers’ record keeping. The auditors recruited and trained by the project will audit
the CO accounts. Village-level specialists, trained by the line ministries and backstopped by the
project and government staff at the district level, will provide technical support to the beneficiaries.

The ‘Green Roads’ Sub-Component

2. Costs under this sub-component include provision for an initial technical feasibility study

(USD 50 000) to assess the most feasible alignment and the availability of materias, labour and costs.

The roads will be built subject to the approval of the DDCs concerned. These environmentally

friendly ‘green roads’ start off as trails and are enlarged each year until they reach the necessary
width of 4.5 m. All work is done manually

3.  The ‘green road’ will be constructed using labour-intensive techniques. RCIW will provide
food, tools, material cash and training. The Government will provide engineering services and
construction material. The DDC will approve projects, coordinate planning, monitor implementation,
and mediate problems. Local NGOs and consultants will help to mobilize and establish the groups
and train their members. User groups (UGs), comprising food-deficit families, will implement food-
for-work projects. DDCs will maintain the ‘green roads’, with the support of VDCs and the
Department of Roads, each contributing NR 12 000/km/year towards their maintenance.

4.  The implementation of this sub-component, with the support of WFP, will follow existing
RCIW procedures. At the district level, four institutions will be involved in the execution of RCIW
activities. These are the DPSU, the DDC, the VDC and the NGO. TA to supervise and monitor the
project will be provided by an NGO. The NGO'’s obligation will be to provide TA to MOLD and
other cooperating project partners, either directly or through consultants. The NGO will advise, assist
and support project partners working at all levels in the field, and strengthen the capacity of the user
committee and the UGs. In line with present practice, the Government will establish a DPSU to store
rice (food-for-work) and supervise road construction. The DPSU will be staffed with an engineer,
three overseers, an accountant, storekeepers and security guards. The roles and responsibilities of the
various participating institutions will be as follows:

« World Food Programme. WFP’s main obligation will be to provide the specified quantity of
rice on time as well as tools for construction and some office equipment. It will also provide
funds to share the cost of storing and handling the rice on a 50:50 basis with the Government.

« DDC: At the district level, the overall responsibility for project activities will rest with the DDC,
which will ensure that the roads are built in line with the district’s plans, approve additional funds
as necessary and monitor progress.
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e DPSU. The main responsibilities of the DPSU are to: (i) carry out detailed designs, and cost and
material estimates for roads; (ii) arrange for the storage and transport of rice; (iii) facilitate the
formation of user committees; (iv) advise UGs on technica and organizational matters;
(e) measure and certify work-in-progress; and (v) monitor project performance.

e NGO technical units. The NGO will be responsible for: (i) assisting the DPSU on programme-
related matters, preparing cost estimates, organizing and conducting on-the-job training for UGs
and the committees; and (ii) assisting the DPSU in technical site preparation; and certification of
work-in-progress, which will be undertaken jointly with the DPSU.

« VDC. The VDC will facilitate project identification and provide cash for the payment of
unskilled labour used during the construction phase of RCIW projects. It will aso support the SM
to form the user committee and identify beneficiaries to be organized into UGs.

*  UGs. User groups will provide the labour and take over the management of the project by setting
up auser committee.

Small-Scale I nfrastructur e Development Sub-Component

5. The small-scale infrastructure component will be implemented through the VDCs in line with
present arrangements under the PDDP, with the support of the LDF and the DDCs.

6. Scheme selection. Beneficiary selection and the mobilization of communities will be the
responsibility of the SMs recruited by the LDFB. The SMs will motivate the COs, encouraging them

to identify their critical infrastructure constraints and prioritize them on the basis of igibility criteria.

The proposals will be discussed in the VDC, the Ilaka Committee and the DDC. Once approved by

the DDC, the overseer/DDC engineer will conduct a technical feasibility study. Once the study has

been undertaken, the project will be included in the annual work programme and budget (AWP/B) of

the district. The proposal will then be reviewed by the SM to ensure that: (i) it benefits most members

of the communities, especialy the poor; (ii) the VDC will contribute the required cash contribution

and deposit at least NPR 5.0 per day to the beneficiaries’ savings accounts; (iii) communities ensure
that the poorest members are employed once construction begins; and (iv) IFAD’s contribution to the
sub-project does not exceed USD 10 000.

7. Once the funding for the proposal has been evaluated, construction will be undertaken by UGs
with the support of the overseer and engineers in the DDC office, who will organise UGs and help

them select a user committee with the assistance of the SM. The user committee will be trained by the
sub-overseers and commence work under the guidance of the overseers.

8. Operation and maintenance. Each CO will arrange to collect infrastructure maintenance
charges from members. Each community will be required to maintain its facilities from these funds.
The LDF overseer or the district engineer will train the COs in facility maintenance techniques.

L easehold Forestry and NTFP Production Component

9. The DFOs, who will receive annual allocations from LDF to implement the agreed programme,
will implement this component. The DFOs will prepare operational plans for demarcating the areas
involved or contract an NGO to undertake these functions. The mobilization and training of LFUG
leaders will be undertaken by the project SMs or an NGO contracted by DFOs. DFOs, who will also
train the LFUG and its members in conservation-based forestry practices, will provide technical
training for LFUGs. The NGO will organize the groups, prepare operational plans and arrange for
them to be approved by the DFOs. Once the plans are approved, they will demarcate the LFUG lands.
LFUG members will secure credit from the COs. NGOs will ensure that NTFP production follows
conservation-based practices and that the benefits are distributed equally among members.
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10. Nurseries. The project will establish one nursery for every LFUG within the land leased. This
sub-component, which is targeted at women, will be implemented by an NGO with support from the
private sector. In order to be eligible to enter into contracts as village nursery operators, women will
be required to: (i) be heads of households; (ii) be CO members with access to credit; (iii) have
experience or be trained in NTFP production; and (iv) be willing to grow species that can be
propagated locally and provide a holding area for those that will only be provided by the private
companies. These nurseries will be managed as follows: (i) the NGO will identify five women for
training in nursery management; (ii) the women will construct and prepare seedbeds with the help of
the NGOs; (iii) the private company will train the women at District headguarters; and (iv) the women
will maintain the nurseries and sell the plants at a profit. Theinitial planting material will be provided
in the form of a grant and any subsequent purchases will be made on credit.

11. Private sector. Liaison with private-sector companies will be maintained by the PCU
marketing specialist, who will also be responsible for forming trader groups and ensuring that price
information is available to the beneficiaries on timely basis. The private companies will be
responsible for: (i) providing planting material at cost; (ii) training beneficiaries, DFO and NGO staff;
(iii) occasionaly supervising production; and (iv) purchasing produce at a stipulated floor price. The
farmers will be free to sell to whomever they wish.

12. Research on domesticated NTFP production. The project is expected to finance research on
additional plants that can be domesticated. The following procedures will be followed in granting the
contracts: (i) the PCU will shortlist selected companiessNGOs that have both experience and a ready
source of planting material for research purposes; (ii) short-listed companies will be invited to submit
technical and financial proposals; (iii) bids will be evaluated by a tender committee; (iv) the results of
that evaluation will be made available to the cooperating institution; and (v) once approved, the
contract will be awarded.

Crop and Livestock Improvement Component

13. Designation and responsibilities of project parties. The LDF Boards will implement this
component, with support from DADO and DL SO staff. The component will provide a comprehensive
programme for promoting integrated farming through training and extension, demonstrations,
research, supplies of planting material, improved animal health and nutrition and breed improvement.

14.  Training. Training will be provided to line ministry staff, village specialists and persons
involved in demonstrations. (i) DADO and DLSO staff will be trained by local TA recruited by the
PCU, in accordance with the curricula drawn up by the training advisor with the help of the research
advisor; and (ii) village speciaists, who will be identified by the VDCs, will be trained by DADO and
DL SO staff in sustainable agriculture farming, composting, forage production in the terrace risers and
edges, and improved livestock husbandry practices, including animal health management.

15. Extension. Thiswill be undertaken at demonstration sites and through farmer-to-farmer visits.
Ten demonstration sites will be set up in each VDC. These sites will consist of forage and agricultural
crops to show the benefits of integrated farming systems. The COs will identify farmers to establish
and operate demonstration plots. The DADO and DL SO staff will train the farmers at the sites. The
project will provide seed for demonstration in the form of grants. In certain cases, such as replication
of the existing legume-cereal mixed cropping practices, DADO and DLSO saff will organize
exposure tours. The TA research advisor in the PCU, with inputs from DADO staff, will prepare
extension material and review the materials after the adaptive trials have been conducted. The
material will be distributed by the LDFB to the junior assistants, junior technical assistants, village
specialists and the village health workers (VAHWS).
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16. Planting material will be provided through nurseries. One multipurpose nursery will be
established for each VDC. To be €eligible to enter into a contract as a village nursery operator, women
will be required to: (i) be heads of households; (ii) be CO members with access to credit; (iii) have
experience or be trained in NTFP production; and (iv) be willing to grow species that can be
propagated locally and provide holding areas for those that can only by provided by the private
companies. In consultation with the COs, the project will select two poor women or dalits for
management of the nurseries. The nurseries will be managed as follows: (i) the identified women will
be trained in nursery management; (ii) the women will build and prepare seedbeds with the help of the
JTAs; and (iii) DADO and DL SO staff will train the nursery operators.

17.  Provision of animal health services will be the responsibility of VAHWS, two of which will
be trained in each VDC at the regional training centre of the district livestock service. Once these
VAHWSs have been trained, they will receive a start-up kit as a grant. Any subsequent replenishment
of the medicine supply will be the responsibility of the VAHWS, who will be eligible to receive credit.

18. Adaptive research trials will be conducted by the National Agricultural Research Council
(NARC) under a contractual agreement. These trails will be conducted on blast-resistant rice and hay
cropsin Jumlaand on true seed potatoe production in both the hills and high-hill districts. NARC will
provide seed, supervisetrials and prepare periodic reports and afinal report.

19. Breed improvement will be initiated by the project by supporting an ongoing programme for
supplying breeding male goats and buffaloes. With respect to sheep, the project will improve local
breeds by introducing private stud farming on a pilot basis. This will be implemented as follows.
NARC will be contracted to execute this component. As part of the contract, NARC will train
farmers; select the stock with the assistance of DL S staff; develop breeding plans; and supervise the
farmers.

Rural Microfinance Component

20. This component will be implemented by the LDF Boards, savings and credit facilitators
(SCFs), SMs, COs and auditors, in line with PDDP procedures. SMs will mobilize and support COsin
the target villages. COs will retail credit to their members, with CO managers maintaining records and
granting loans after training. Technical support and training will be provided through trained village
specialists and by staff of line agencies (DADO, DL SO, district forestry office and NGOs). Auditors
will be recruited and trained to audit CO records and accounts. LDF will provide credit to each of the
COs for on-lending to CO members. The amount of funds released to the LDF will be based on the
AWP/B. Funds will be released as part of the genera disbursement of the Village Development
Programme from MOLD. The funds will be available to the LDF on a grant basis and will be
deposited in an interest-bearing account that will be managed by the team leader. The interest accrued
will remain in the credit account.

21. Credit organizations. COs will be established in the VDCs. COs may be formed according to

gender or with mixed membership, but at |east 50% of the members will be women. LDF will provide

credit to eigible COs based on credit plans prepared by COs and recommended by the SM/SCF. It is

not required that CO should have legal status to be eligible for loans under the component. COs will

be €ligible to receive credit from LDF if, inter alia, they: (i) are at least six months old, with an

excellent record in managing members’ savings (ii) maintain a recovery rate of 95%; (iii) hold regular
meetings attended by 90% of their members; (iv) have a manager and president who are both trained
and have demonstrated capacity for maintaining accounts and book-keeping; and if (v) each
prospective member borrower of such COs are permanent residents of the villages and save regularly.

22. Risk fund. Individual borrowers under the CO will be required to contribute 1.5% of the spread
on the funds managed, whether under the project or from their own funds generated from savings.

10
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These funds will be set aside as a loan-loss provision and congtitute the risk fund. No collateral other
than CO joint liability will be required for loans to members.

23. Credit by-laws. The PCU will prepare draft credit by-laws for the component as soon as
practicable but no later than 12 months after the project loan becomes effective. The credit by-laws
will set forth procedures for lending within COs and will include, inter alia, (i) member eligibility
criteria for receiving loans; (ii) lending ceilings for individuals and groups; (iii) loan approval and
disbursement mechanisms; and (iv) information on the distribution of income received from loans.
The PCU will submit the draft credit by-laws to the PSC for approval. Once approved by the PSC, the
PCU will submit the draft credit by-laws to IFAD and the cooperating institution for comment and
approval. The PSC will adopt the credit by-laws, substantially in the form approved by IFAD, for
application to all credits extended to project beneficiaries that are financed (directly or indirectly) by
the loan. The PCU will provide copies thereof to IFAD and the cooperating institution promptly after
adoption.

24.  Equity fund. In consultation with the cooperating institution, LDF will establish and maintain
an equity fund and deposit therein all interest earned. The fund will be deposited in an interest-bearing
account and will be available as equity capital to district-level federated bodies, provided all member
COs have reached at least 95% of the members in their communities.
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ORGANIZATIONAL CHART

Chart 1: WUPAP - Institutional Framework
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Chart 2: Organization Structurefor Green Roads under RCIW
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FLEXIBLE LENDING MECHANISM AND CONDITIONS

FOR SUBSEQUENT LENDING

1 Flexible Lending Mechanism. The project will be funded under the FLM. As such, it is

divided into three distinct phases: (i) an initial phase of four years to establish the institutions and
procedures, when activities will start in at least four Digtricts; (ii) an expansion phase of four years

(PY 5-8); and (iii) a fina phase of three years (PY 9-11), which will focus on consolidation and
institutionalization of project gains. Under the FLM, a series of so-called ‘triggers’ or preconditions
for deciding whether or not to proceed with, delay or cancel the subsequent phases of the project, have
been developed. A joint review by the Government, IFAD and village stakeholders at the end of PY 4
and PY 8 will determine whether or not the preconditions have been met and recommend an
appropriate course of action. The reviews will also recommend, where appropriate, under which
disbursement or other conditions a subsequent phase should be undertaken. The decision to proceed to
subsequent phases will, however, rest with IFAD management and will be a disbursement condition
for all expenditures in subsequent phases.

2. First-phase activities. The first four years (PY 1-4) of the project will focus on: setting up the
PCU, the LDFs and grass-roots-level institutions; developing the M&E system; testing the procedures
for operations; training project staff and sensitizing all DDC and VDC staff and village-level
specialists; establishing nurseries and distribution mechanisms; initiating NTFP production and
leasehold forestry in four Districts; contracting NARC to initiate research; starting work on the
Simikot-Jumla ‘green road’; and, where requested, building village infrastructure works.

3. Triggersfor proceeding from Phase | to Phase |1 (assessed at the end of PY 4), include:

(i) forest leases will have been made available in a timely manner and on at least 3 000 ha of land for
leasehold forestry(ii) the project will have operated on target and reached beneficiaries as planned
(440 COs and 135 LFUGs formediiji) the project will have maintained loan recovery rates of 95%;

(iv) 20 km of ‘green roads’ will have been built; (v) 75 small-scale infrastructures will have been
constructed; and (vi) all studies and evaluation reports will have been concluded to IFAD'’s
satisfaction and made available to the review mission in RPfidrity will be given to women and

dalits to train as Social Mobilizers, Village Specialists, office holders and project staff, with a target
of 35% women and 15%glitsin each position by the end of the first phase.

4.  Triggers for proceeding from Phase Il to Phase |11 (assessed at the end of PY 89). It is
premature to specify quantitative figures for triggers from phases Il to lll. However, indicators may
include: (i) leases having been made available in a timely manner to at least ---- COs and --- LFUGs;
(i) the project having operated on target and reached beneficiaries as planned; (iii) all studies and
evaluation reports having been concluded to IFAD’s satisfaction and made available to the review
mission in PY 8 and the project having operated on target and reached beneficiaries as planned (-----
CO and --- LFUGs formed); (iv}-% women and --%lalits trained as SMs and village specialists,

and ---% recruited under the project; (v) project maintaining loan recovery rates of 95%; (vi) all
studies and evaluation reports concluded to IFAD’s satisfaction and made available to the review
mission in PY 4; and (vii) there is a favourable impact on beneficiaries, especially wonuzhitand
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ECONOMIC AND FINANCIAL ANALYSIS

1 IFAD does not require a detailed economic and financial analysis for FLM projects, and for
obvious reasons. The nature of the project, with its emphasis on demand-based provision of services,
precludes such analysis, which is problematic even for the major productive components. Activitiesin
the crop, livestock, NTFP and informal sectors have been identified and their financial viability
assessed. However, there is no sound basis for aggregating these models as the mix of activities will
be demand-driven. This inhibits financial and economic analysis of these component and, thereby, of
the project asawhole.

2. Agricultural enterprises. The livestock activities to be promoted under the project are
profitable and their desirability is underlined by the large demand for credit to undertake these
activities. Goat production seems to have given returns of less than one United States dollar per day.
However, it is widely known that households in the project area find this activity attractive and most
households have successfully borrowed for goat breeding under LGP and PDDP. The additiona
financial incentives necessary to encourage families to invest in honey production will derive from the
incremental output of crops and fruit resulting from improved pollination.

3. NTFP production. A financial analysis has been undertaken for the cultivation of medicina

and aromatic plants, which are traditionaly collected as NTFPs. The models show that the
domestication of NTFP gives attractive returns to both capital and household labour. Asthe market is

assured and large, and as the risks are low, there is reason to believe that the farmers will adopt
domesticated NTFP production despite the high investment cost of NPR 9 500 per ropani (0.05 ha).

The attractiveness of the investment is enhanced by the relatively low-level requirement — about 23
labour days peropani.

4, Microenterprise activities. Sample models have been derived for some off-farm activities
appropriate for landless persons. These income-generating activities are diverse and not easily
comparable. In most cases, the activities are short-term in nature and sometimes seasonal. They
include trading, weaving and portering. It has been assumed that financing will be provided at the
prevailing interest rate of 18%. The models indicate that all identified activities will be financially
profitable with benefit/cost ratios ranging from 2.1 to 8.9 (calculated as the ratio of net annual income,
including finance charges, to the initial investment).

5. Financial impact on LFUGSs. A financial analysis was conducted based on detailed analysis of
data derived from the ongoing Hill Leasehold Forestry and Forage Development Project. The
investment costs of USD 6 242 and USD 8 452 per LFUG in the mid- and high hills, respectively, are
high and include all the incremental establishment costs (incurred by the project). Nevertheless the
financial internal rates of return have been estimated at 35% and 28%, respectively.

6. Viability and sustainability of the project. Sustainability is a key project objective. An
analysis of the Dolpa District, which is the remotest and least populated part of the project area,
indicates that the costs of all the credit staff and administration should be covered by PY 11, with only
65% of the VDCs covered by the project in the District. There is little doubt that any proposed CO
federation would be viable if it expanded its operation to cover the entire District. In any event, there
is room for any emerging federation to increase its charges if the interest income from credit does not
cover the operating costs. Sensitivity analysis indicates that the break-even year may change from
PY 11 to PY 16 if the expenses increase by 50%, but the viability is not in doubt. However, to ensure
sustainability, the project allows for the build-up of the capital fund of NR 6.6 million, to cushion the
emerging organization against unforeseen events.
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