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Negotiated financing agreement

(Negotiations concluded on 10 August 2009)

Loan Number:

Programme Title: Smallholder Agri-business Promotion Programme (the “Programme”)
The International Fund for Agricultural Development (the “Fund” or “IFAD")

and

the Republic of Zambia (the “Borrower”)

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

hereby agree as follows:

Section A

1. The following documents collectively form this Agreement: this document, the
Programme Description and Implementation Arrangements (Schedule 1), the Allocation
Table (Schedule 2), and the Special Covenants (Schedule 3).

2. The Fund’s General Conditions for Agricultural Development Financing dated

29 April 2009, as may be amended from time to time (the “General Conditions”) are
annexed to this Agreement, and all provisions thereof shall apply to this Agreement. For
the purposes of this Agreement the terms defined in the General Conditions shall have
the meanings set forth therein.

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

Section B

1 The amount of the Loan is twelve million nine hundred thousand Special Drawing
Rights (SDR 12 900 000).

2 The Loan is granted on highly concessional terms.
3. The Loan Service Payment Currency shall be the US dollar.
4, The first day of the applicable Fiscal Year shall be 1 January.

5. Payments of principal and service charge shall be payable on each 1 June and 1
December.

Section C

1. The Lead Programme Agency shall be the Ministry of Agriculture and Co-operatives
of the Borrower.

2. Additional Programme Parties include but are not limited to service providers and
institutions mentioned in Schedule 1.
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3. The Programme Completion Date shall be the seventh anniversary of the date of
entry into force of this Agreement.

Section D
The Loan will be administered and the Programme supervised by the Fund.
Section E
1. The following is designated as an additional ground for suspension of this
Agreement: the Programme Coordinator shall have been removed from the Programme
without the prior concurrence of the Fund.
2. (@) The following is designated as an additional general condition precedent to
withdrawal: the Borrower shall have opened a Designated Account in a bank acceptable
to the Fund for the purpose of receiving Loan proceeds.

(b) The following is designated as an additional specific condition precedent to
withdrawal: disbursement under Category III will commence only once Eligibility

Guidelines and Procedures satisfactory to the Fund have been prepared.

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

For the Fund: For the Recipient:
Kanayo F. Nwanze Situmbeko Musokotwane
International Fund for Agricultural Development Minister of Finance and
Via Paolo di Dono 44 National Planning

00142 Rome, Italy PO Box 50062

Chimanga Road
Lusaka, Zambia

This Agreement, dated , has been prepared in the English language in six
(6) original copies, three (3) for the Fund and three (3) for the Borrower.

For the Fund For the Borrower
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Schedule 1
Programme Description and Implementation Arrangements
1. Programme Description

1. Target Population. The Programme shall benefit 24 000 small-scale farming
households in Zambia (the “Programme Area”).

2. Goal. The goal of the Programme is to increase the income levels of poor rural
households involved in production, value adding and trade of agricultural commodities.

3. Objectives. The objective of the Programme is to increase the volume and value of
agribusiness based on output of small-scale producers.

4, Components. The Programme shall consist of the following Components:

4.1 Component 1: More Efficient Value Chains

4.1.1 Sub-component 1.1: Agribusiness Value Chain Analysis

a) Small-scale agribusiness sector review and commodity selection;
b) Rapid value chain mapping and analysis; and
C) Formulation of value chain Intervention Plans.

4.1.2 Sub-component 1.2: Agribusiness Value Chain Interventions

a) Publicity and awareness campaigns in focal areas;

b)  Sensitisation and capacity building for farmer groups;

C) Managerial and technical capacity building of value chain operators;
d) Improvements to the regulatory framework and codes of practice;
e) Support for trade associations;

f) Formation and strengthening of commodity task forces;

g) Improving linkages to financial services; and

h) Matching grants for investments in value addition and up-scaling.

4.2 Component 2: Enabling Environment for Agribusiness Development

4.2.1 Sub-component 2.1: Ministry of Agriculture and Cooperatives (MACO)
Capacity to Support Agribusiness Development

a) Part-time Organisational Development Facilitator;

b)  Formulation of a comprehensive agribusiness development framework;
C) Improvement if agribusiness trade and policy analysis competencies;
d) Refinement of policies, legislation and regulations;

e) Capacity building of ABM at provincial and district levels; and

f) Improving knowledge and partnership management.

4.2.2 Sub-component 2.2: Programme Management
a) Procurement and contract management;
b)  Annual work plan and budget;

c) Monitoring, financial management and reporting mechanisms; and
d) Coordination and information exchange.

10
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II. Implementation Arrangements

5. The Programme shall be executed within the Ministry of Agriculture and
Cooperatives (MACO), with implementation carried out by a partnership of public service
management and technical units, private sector entities, and farmer organisations. In its
capacity as Lead Programme Agency, MACO shall have overall responsibility for the
implementation of the Programme and for the establishment of the Programme Steering
Committee.

6. The Programme Steering Committee (PSC) shall be established and will be chaired
by the Permanent Secretary of MACO or his/her nominee. The PSC shall include
representatives of the relevant MACO departments; Ministry of Finance and National
Planning; Ministry of Commerce, Trade and Industry; Zambian National Farmers Union
and Industry Organisations relevant to the selected commodities or sectors. The PSC
shall meet at least quarterly and its duties shall include providing general oversight
including: (a) ensuring that necessary enabling environment (including policies,
regulations/legal framework, strategies, and guidelines) is in place for effective
implementation; (b) reviewing and approving Annual Work Plan and Budget (AWPB) and
ensuring timely submission to IFAD; (c) reviewing and approving progress reports
including financial reports, M&E reports, audit reports, Mid-Term Review report, and any
special reports before forwarding to IFAD; (d) reviewing and approving guidelines and
procedures for matching grants; and (e) reviewing and approving selection of
commodities and focal areas of operation, Intervention Plans, and activities/projects to
be financed through matching grants.

7. Responsibility for implementation shall rest with a SAPP Office which will be located
within the Policy and Planning Department (PPD) of MACO. The SAPP Office will be made
up of a Programme Coordinator, Financial Controller, Contracts and Procurement Officer,
Monitoring and Evaluation Officer, support staff and a Technical Support Team. The
Programme Manager will report to the director of PPD. The SAPP Office staff shall have
qualifications and experience satisfactory to the Fund. Staff shall be appointed by MACO,
subject to prior approval by the Fund, for an initial one-year period with possibility of
renewal subject to satisfactory performance evaluation by MACO and the Fund. All staff
shall be recruited through a competitive process conducted in accordance with
procurement guidelines, with posts open to highly qualified candidates from the public
and private sector. If a civil servant is selected, he/she should either resign or obtain a
leave without pay from the Government and be hired on a contract basis through direct
recruitment following open competition procedures.

8. MACO shall procure the services of a consulting company to provide a Technical
Support Team for SAPP Office, to undertake value chain mapping and analysis and the
design of Intervention Plans for selected commodities. Depending on the outcome of the
value-chain analysis, the Intervention Plans may be implemented with the support of
service providers to be sub-contracted. Following approval of the Intervention Plans by
the PSC and IFAD, the Technical Support Team will be given responsibility for
implementing the Intervention Plans including the right to sub-contract specialised
service providers and procure necessary goods and services on a reimbursable basis on
behalf of Government. Contracting of consultants will be on a rolling annual basis,
subject to annual performance assessment by the PSC and IFAD, with payments linked
to agreed milestones or outputs. The Technical Support Team shall be authorised to
carry out specific procurement actions as agreed with MACO Procurement and Supplies
Unit. To accelerate the transfer of responsibility for value chain analysis to local
associations/institutions, the consultants’ contracts shall include a phase out schedule
and specific arrangements for strengthening the capacity of these local institutions and
their participation in the design activities at the earliest possible date.
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9. Matching grants. There shall be provision for matching grants to approved
applicants, for the purposes of promoting agricultural commercialisation. The grants may
support activities in the selected priority commodities as defined in Intervention Plans, or
activities designed to address deficiencies in the enabling environment for agribusiness
development. The matching grants shall be used to encourage strategic investments to
scale up existing agribusiness activities and/or develop new products and markets. The
grant mechanism is intended to provide “seed capital” and a means of reducing the risks
of innovations that might otherwise not take place. The financial limits applied to each of
the three windows may be reviewed from time to time as the Programme progresses.
Eligibility Guidelines and Procedures will be included in the Programme Implementation
Manual (PIM).

10. The Agribusiness and Marketing Department of MACO will take the lead in the
planning and implementation of sub-component 2.1.

11. Programme Implementation Manual. The SAPP Office shall finalise the PIM,
including a Financial Management Manual. The SAPP Office shall submit the PIM to the
PSC for approval. When so approved, the Director PPD shall forward the PIM to the Fund
for comments and no objection.
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1.

Schedule 2

Allocation Table

Galal

Allocation of Loan Proceeds. The Table below sets forth the Categories of Eligible

Expenditures to be financed by the Loan and the allocation of the amounts of the Loan to
each Category and the percentages of expenditures for items to be financed in each

Category.
Category Loan Amount Allocated Percentage
(expressed in
SDR’'000)
I. Vehicles, equipment and materials 535 100% net of taxes
II. Business development service 1240 100% net of taxes
providers
III. Grant financing of intervention 4 810 100% net of private
plans sector contribution
a) Small Grants Facility 1 650
b) Medium sized Grants Facility 1765
C) Competitive Large Grants 1 395
Facility
IV. Training, workshops, studies and 2 245 100% net of taxes
technical assistance
V. SAPP Office technical support team 1495 100% net of taxes
VI. SAPP Office salaries & allowances 1775 100% net of taxes
and operating costs
Unallocated 800
TOTAL 12 900
2. Start-up Costs. Withdrawals in respect of expenditures for start-up costs in

Categories I, II, IV, V and VI incurred before the satisfaction of the general conditions
precedent to withdrawal shall not exceed an aggregate amount of SDR 260 000.
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Schedule 3
Special Covenants

1. Gender. The Borrower shall ensure that women are represented in the organisation
and management of the Programme. The Borrower shall also ensure that women
beneficiaries shall be represented in all Programme activities and that they receive
appropriate benefits from the Programme outputs.

2. Tax Exemption. The Borrower shall, to the fullest extent possible, exempt the
proceeds of the Loan from all taxes. Any taxes which the Programme is nonetheless
obliged to pay shall be promptly reimbursed by the Borrower.
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Key reference documents

Country reference documents
Republic of Zambia (2006) Fifth National Development Plan 2006-2010

Republic of Zambia (2008) Agriculture Commercialisation: Lessons Learnt from SHEMP,
Ministry of Agriculture and Cooperatives

Republic of Zambia (2008) Programme Completion Report of SHEMP, Ministry of
Agriculture and Cooperatives

IFAD reference documents

Programme design document and key files
IFAD (2004) Zambia: Country Strategic Opportunities Paper (COSOP)



Logical framework

Hierarchy of Objectives

Indicators

Means of Verification

Assumptions

Overall Goal: Increase the income levels of poor
rural households involved in production, value
adding and trade of agricultural commodities.

Up to 24,000 small-scale agricultural households (80% of the core target group) achieve at
least one of the following by programme completion:

. Increase in household assets ownership (R3).

. Increase in household savings.

. Reduction in prevalence of child malnutrition (R3/FNDP).

. Reduction in food insecurity (R3).

LCMS / DHS / MDG reports for
baseline data.

SAPP beneficiary sample
surveys for impact data.

Limited effects of economic
downturn (relatively stable
prices)

Objective/Purpose: Increase the volume and
value of agribusiness based on the output of small-
scale producers.

. At least 24,000 small-scale producers have increased the volume sold, by commodity
(m/f)

. Increase in the volume of sales by small-scale producers for selected commodities (25%
by programme completion).

. At least 5,000 small-scale producers have increased the price for at least one commodity
due to value-adding (m/f)

. Increase in the prices received by small-scale producers for selected commodities (20% in
real terms due to value adding).

. Improved performance of service providers (R2)

. Number of producers benefiting from improved access to markets (R2) (m/f)

. % of marketing groups formed/strengthened and sustainable at project end (R2).

FSRP data plus supplementary
survey - baseline data.

SAPP decentralized M&E
system to collect data through
service providers and directly
from small-scale producers.

Sustained growth in demand for
agricultural produce and
products.

Conducive framework for
agribusiness and “public good”
service delivery at district level.

Outputs: Component 1: More Efficient Value Chains

1. Small-scale producers who are better able to . 1,200 marketing groups formed/strengthened (R1/MACO).
respond to market demand and opportunities. . 10,000 people trained in post-production, processing and marketing (R1) (m/f).
. 20,000 people trained in business and entrepreneurship skills (R1) (m/f).
. 15,000 people accessing development funds created under the project (R1) (m/f).
. 300 processing facilities constructed/rehabilitated (R1).
. 300 storage facilities constructed/rehabilitated (R1).
. Value of matching grants disbursed (US$1.8 million).
2. Capacity of value chain operators to engage in . 150 people trained in post-production, processing and marketing (R1) (m/f).
sustainable agribusiness activities enhanced. . 400 people trained in business and entrepreneurship skills (R1) (m/f).
3. Commercial relations and coordination among . 20-30 apex organizations formed/strengthened (R1).
value chain stakeholders and support services . 100 input suppliers with outreach of services to community level.
improved. . 600 contracts between small-scale producers and market operators.
. Number and value of matching grants disbursed (70 / USD 0.7 million).
4. Value adding capacity to make more existing and | e 225 people accessing development funds created under the project (R1).
new agricultural products available to the market . Processing facilities constructed/rehabilitated (R1 - 50).
increased. . Marketing facilities constructed/rehabilitated (R1 - 50).
. Storage facilities constructed/rehabilitated (R1 - 125).
. Value of matching grants disbursed (USD 4.0 million).
5. Access to market information by producers and . 20,000 people accessing advisory services facilitated by project (R1) (m/f).
value chain operators improved. . 800 groups accessing SMS services.
. Market information radio broadcasts (MACO).
. Market information publications produced and disseminated (MACO).

SAPP decentralized M&E
system to collect data through
implementing partners and
directly from beneficiaries
(value-chain operators and
enterprise groups).

FSRP data plus supplementary
survey - baseline data.

Financing constraints for
smallholders and SMEs are
addressed.

Sufficient high quality matching
grant applications are
forthcoming.

Outputs: Component 2: Enabling Environment fo

r Agribusiness Development

6. Policies and practices that promote viable
agribusiness as a poverty reduction strategy
enhanced.

15 Government officials and staff trained (R1/MACO).
Policies and legal instruments developed or improved (MACO).

7. Capacity to deliver “public good” support services
to small-scale farmers and to other value chain
operators increased.

5-10 value chain task forces established and engaged at the end of the project.

20-30 Government officials and staff trained (R1/MACO).

. 40-60 District marketing officers and district cooperative officers performing an effective
support and regulatory role in programme areas.

8. Effective implementation capacity, knowledge
management, programme coordination, results
measurement and reporting.

Consultative and knowledge management activities organized.
28 steering committee meetings held.

. System for orderly collection of quantitative and qualitative information on physical
progress operational.
. System for maintaining accurate accounts and replenishing programme funds operational.

. 21 AWPBs, progress and audit reports submitted on time.

. 3 baseline and impact assessment reports completed (3).

SAPP decentralized M&E
system to collect data through
MACO and service providers.

Clear and appropriate division of
responsibilities (public goods,
private sector and public-private
partnerships) is respected for
agribusiness development.
Continued commitment of MACO
to facilitate a private-sector
driven approach to poverty
reduction through
commercialization of small-scale
farmers.

Recruitment of provincial ABM
staff and district marketing
officers completed.

(R1/2/3) refers to the IFAD RIMS indicators (level 1, 2 and 3); (FNDP) means there is an equivalent indicator in Government’s Fifth National Development Plan; (MACO) means Ministry of Agriculture and Cooperatives has an
equivalent indicator to monitor sectoral progress under FNDP.
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