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Negotiated financing agreement

(Negotiations concluded on 26 August 2009)

Grant Number:

Project Title: Revitalizing the Sudan Gum Arabic Production and Marketing Project (the
“Project)

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

and

the Republic of The Sudan (the “Recipient”)

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

hereby agree as follows:

WHEREAS, the Recipient and the International Development Association (“"IDA"), acting
as administrator of the Multi-Donor Trust Fund for the Sudan, have entered into a Grant
Agreement dated 20 August 2009 (the “IDA Grant Agreement”) to provide financing for

the Project; and

WHEREAS, the Recipient has requested the Fund to provide additional financing for the
Project.

Section A

1. The following documents collectively form this Agreement: this document, the
Project Description and Implementation Arrangements (Schedule 1), the Allocation Table
(Schedule 2), and the Special Covenant (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
except for the provisions identified in Section E paragraph 3 below. 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 Grant to the Recipient (the “Financing”), which the
Recipient shall use to implement the Project in accordance with the terms and conditions
of this Agreement.

Section B

1. The amount of the Grant is one million nine hundred thirty two thousand Special
Drawing Rights (SDR 1 932 000).

2. The first day of the applicable Fiscal Year shall be 1 January.

3.  There shall be a Project account in Sudanese Pounds for the benefit of the Forests
National Corporation in the Central Bank of Sudan.
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4, The Recipient shall provide counterpart financing for the Project to reimburse all
taxes paid by the Project. The estimated amount of counterpart funds is USD 380 000.
Section C

1. The Lead Project Agency shall be the Forests National Corporation of the Ministry of
Agriculture and Forests.

2. The following are designated as additional Project Parties: the Ministry of Finance
and National Economy and the Ministry of Agriculture and Forests.

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

Section D

The Grant will be administered and the Project supervised by IDA as the Cooperating
Institution.

Section E

1. The following is designated as an additional ground for suspension of this
Agreement: the IDA Grant Agreement shall have been suspended.

2. The following are designated as additional grounds for cancellation of this
Agreement:

(a) the IDA Financing Agreement shall have been cancelled;

(b) the trigger indicators stipulated in Schedule 1 (I. Project Description),
paragraph 3.1 have not been achieved at the end of Phase One of the Project.

3. The following provisions of the General Conditions shall not apply to this
Agreement:

(a) Section 7.05 (Procurement): all goods, works and consulting services to be
financed out of the proceeds of the Grant shall be subject to the IDA Grant
Agreement, as such may be amended from time to time.

(b) Section 2.01 (General Definitions): the Project Implementation Period shall
begin on the latter of: (i) the date of entry into force of this Agreement; and
(i) the Effective Date of the IDA Grant Agreement.

4, 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 Awad Al Gazz
President Ministry of Finance and
International Fund for Agricultural Development National Economy

Via Paolo di Dono 44 POBox 298

00142 Rome, Italy Khartoum, The Sudan

10
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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

11
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Schedule 1

Project Description and Implementation Arrangements

I. Project Description

1. Target Population. The Project shall benefit the smallholder producers of Gum Arabic
who own less than 50 feddans and are members of the Gum Arabic Producers Associations
(GAPASs), share croppers of Gum Arabic gardens, and women and seasonal labourers. The
target population resides in El-Dilling, Talodi and Abu Jabaiha localities in South Kordofan
State; Um Rawaba En-Nahud and Bara in North Kordofan State; Al-Dali locality in Sennar
State; Baw, Boutt and Gaisan localities in Blue Nile State; and Tendalti locality in White
Nile State.

2.  Goal. The goal of the Project shall be to increase the production and income of
small-scale gum producers in selected areas of the gum belt through improved
performance of the production and marketing systems.

3. Outcomes. The key outcomes of the Project shall be: increase in the income of
beneficiary smallholder households from Gum Arabic activities after Project intervention;
increased number and percentage of GAPAs with effective saving and credit systems;
increased percentage of the FOB price received by small-scale gum producers after
Project intervention.

3.1 Phasing of the Project. The Project shall have a phased implementation arrangement.
Under Phase One (two years), the Project shall focus on preparatory activities to guide the
sector policy reform initiatives, training and capacity building efforts to the market actors -
including the GAPAs - to benefit from a liberalized market. Under Phase Two, the Project
shall monitor the sector reform process and expand the support to GAPAs. The progress of
the Project from Phase One to Phase Two is conditional on the achievement of the following
trigger indicators.

(a) establishment and operation of a reliable market information system;

(b) implementation of incentive packages to encourage the export of processed
gum (e.g., tax holiday for investors engaged in spray dry processing);

(c) export licenses made available to union of GAPAs at State level irrespective of
their holding size, and investors with 20,000 feddans of gum Arabic garden;

(d) reform of the tax and VAT systems of the Gum Arabic sector; and

(e) removal of the floor price policy.
Non fulfillment of these trigger indicators will lead to cancellation of this Agreement.
4, Components. The Project shall consist of the following three Components:
4.1. Component 1: Gum Arabic Sector Reform and Support. The desired result from this
component shall be equal opportunity and competition for all market actors. The
component includes the following activities: (i) analytical studies and Gum Arabic

promotion activities; (ii) establishment of a market information system and website; and
(iii) matching grants to strengthen Gum Arabic quality, marketing and promotion.
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4.2. Component 2: Institutional Capacity Building and Support to Gum Arabic Producers
Associations. The desired results from this component shall be organized and empowered
GAPAs with established linkages to higher value markets. This component includes the
following activities: (i) capacity building support to GAPAs; (ii) matching grants to GAPAs
composed of seed capital to the saving and revolving credit scheme of GAPAs; as well as
support to economic infrastructure for GAPAs. It also includes provisions for institutional
support to the Forests National Corporation for outreach and for nurseries’ development.

4.3. Component 3: Project Management and Supervision. The desired results from this
component shall be a well managed and coordinated Project at the national, state and
locality/county levels through the institutional structure of the Forests National
Corporation. This component includes the following activities: the establishment and
operation of the Project Coordination Unit (PCU) and the Locality/County Project
Coordination Units.

II. Implementation Arrangements

1. The Recipient shall establish and thereafter at all time maintain until completion of
the Project, a Project Steering Committee (PSC), with composition, staffing, functions
and resources acceptable to IDA.

2. In order to streamline its decision making process, the PSC shall form a Technical
Committee chaired by the General Manager of the Forest National Corporation (FNC) or
his delegate and composed of: (i) the Director of Technical Affairs — FNC; (ii) the
representative of the Gum Arabic Board; (iii) the Director of the Forestry Research
Centre,Agriculture Research Corporation; (iv) the representative of the Gum Arabic
Producers Union; (v) the Head of Gum section- Sudanese Standard and Metrology
Organization; and (vi) the representative of the Ministry of Agriculture and Forests.

3. The terms of reference of the Technical Committee shall be as follows:

(a) Review and provide technical advice to the PSC on the annual work plan and
proposed budget of the Project;

(b) Review and provide technical recommendations on grant proposals for product
promotion, market access, research and development;

(c) Provide technical recommendations to address implementation hurdles for
smooth implementation;

(d) Review and monitor agreed studies and analytical work and that they are
completed as planned, provide comments and suggestions on the studies,
ensure that recommendations of the studies are used to rehabilitate the
sector, and facilitate dissemination of main findings of the studies; and

(e) Provide technical advice on details of the policy reform package and its
implementation.

4, The management and implementation responsibility of the Project shall rest with
the FNC through a dedicated PCU. At the headquarters’ level, FNC will recruit a Project
Coordinator (PC) and other members of the PCU, including a credit and marketing
specialist, a procurement specialist, a financial management specialist, and a monitoring
and evaluation officer, on a competitive basis for the duration of the Project. The terms
of reference and the selection committee reports for each position shall be reviewed and
cleared by IDA. The Project Coordinator will report to the Director General of FNC and
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represent the Project in the PSC meetings and provide feedback on implementation
progress of the Project.

5. Locality/county Project Coordination Units (LPCU) shall be established at locality or
county levels to provide support to the GAPAs under Component 2. Each LPCU shall be
composed of a coordinator, a forestry extension officer and a financial management
officer who will be recruited on completive basis. The LPCUs shall report to the State
Director of FNC, with copy to Assistant Manager of the FNC locality/county office.

6. Component-wise Implementation Plan. Studies under Component 1 shall be
implemented by individual consultants and/or consulting firms contracted by FNC with
the endorsement of the PSC. Facilitation and operational support will be provided by the
PCU. The implementation of the communication plan and the promotion campaign shall
be tendered out by FNC to a reputable international public relations or advertising firm.
The tendering, selection and management of the contracts shall follow IDA guidelines.

7. Activities under Component 2 shall be managed by the PCU and LPCUs in
consultation with the FNC and its line offices at State and Locality/county levels. The
savings and credit scheme will be contracted out to a reputable Microfinance Institution
selected on a competitive basis.

8. Monitoring. The monitoring system of the Project shall collect and report on the
distribution of Project benefits by the poverty level of the beneficiaries as well as on the
results of the Project taking into consideration the Result and Impact Measurement
System of the Fund. In the event that the benefits accruing to the smallholders are
limited, appropriate corrective measures shall be introduced to improve the Project
poverty targeting measures.

9. Project Implementation Manual. The FNC shall prepare a Project Implementation
Manual (PIM) that shall detail the procedures to be used in all aspects of implementation
of the Project. The PIM shall be used by the Project Coordination Unit at National level,
the Locality/ County Project Units, the Project Steering Committee and any other
relevant actors in the implementation of the Project. The guidelines and procedures laid
out in the PIM shall reflect the terms and conditions set out in the Final Project Proposal
(FPP) dated May 2009 of the World Bank, the IDA Grant Agreement and the subsidiary
Agreement between the Ministry of Finance and National Economy and the Forests
National Corporation. The PIM shall be approved by the PSC within one month of the
beginning of the Project Implementation Period and submitted for no objection to the IDA
and the Fund.
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Schedule 2

Allocation Table

Galdl

Allocation of Grant Proceeds. The Table below sets forth the Categories of Eligible
Expenditures to be financed by the Grant and the allocation of the amounts of the Grant to
each Category and the percentages of expenditures for items to be financed in each

Category:
Category Grant Amount %o of eligible
Allocated expenditures to be
(expressed in SDR) financed
I. Civil works 302 000 100% net of taxes
II.  Vehicles and Equipments 77 000 100% net of taxes
ITI. Technical Assistance/Training 284 000 100% net of taxes
and Workshops
IV. Rural Credit/Grants 277 000 100%
V. Recurrent Costs
a) Technical Assistance Fees 610 000 100% net of taxes
for Staff and Consultants
b) Allowances 64 000 100%
c) Operation and maintenance/ 125 000 100% net of taxes
Other recurrent costs
VI. Unallocated 193 000
TOTAL 1932 000
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Schedule 3

Special Covenant

1. Tax Exemption. The Recipient shall, to the fullest extent possible, exempt the
proceeds of the Grant from all taxes. Any taxes which the Project is nonetheless obliged
to pay shall be promptly reimbursed by the Recipient and the amount so reimbursed shall
be credited against the counterpart financing obligation of the Recipient set forth in

paragraph B4 hereof.
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Key reference documents

Country reference documents

Comprehensive Peace Agreement between the government of Sudan and The Sudan
People Liberalisation Movement, 2004

The Agricultural Revival Programme, April 2008
Sector Policy Note: Export Marketing of Sudanese Gum Arabic, MDTF, 2008

IFAD reference documents

IFAD Project Concept Note and Key Files, October 2008
Project Implementation Manual (PIM), June 2009
Result-Based COSOP, April 2009

Administrative Procedures on Environmental Assessment

Other miscellaneous reference documents
World Bank Final Project Proposal on a Proposed Grant to the Government of National

Unity for a Revitalizing The Sudan Gum Arabic Production and Marketing Project, May
20009.

Sudan Joint Assessment Mission Report, by the World Bank, the United Nations, GoS and
SPLM, March 2005.



Logical framework

Project Development Objectives

Outcome/impact indicators for the PDO

Means of verification

Assumption

Increase the production and income of
small scale gum producers in selected
areas of the gum belt through improved
performance of the production and
marketing systems.

Household asset index (RIMS)

Prevalence of malnutrition in children under 5 (RIMS)
Percentage change in the income level of beneficiary
households from Gum Arabic production after project
intervention;

Percentage of the FOB price received by small scale gum
producers after project intervention.

Socio-economic surveys;
baseline survey, evaluation
reports at mid-term, project
completion and 4 years after
project termination.

Political and
macro-economic
stability.

Natural condition
remains conducive.

Intermediate results by component

Result indicators for each component

Means of verification

Component one: Gum Arabic Sector
Reform and Support

Equal opportunity and competition to all
market actors

Implementation of the agreed-on sector reform packages
within two years of project effectiveness and open up the
market for potential market actors;

Value Chain, International Market structure and demand
analysis, standards and quality of products at Auction
markets, and socioeconomic studies discussed; finalized
and shared with major stakeholders;

Amount of Marketing Capacity Improvement and Product
Promotion Matching Grant disbursed;

Government decisions and
directives;

Auction markets records;
National gum export records;
Project socio-economic
surveys.

Government
committed to
reform policies.

Component two: Support to GAPAs
Organized and empowered GAPAs
Market conditions improved

Environmental degradation issues in
target areas addressed

Number and % of GAPAs in target localities® directly selling
their product to processors and exporters;

Number and % of GAPAs who received improved
production, agro forestry and quality maintenance
trainings;

% change in production of Gum Arabic by GAPAs after
project intervention;

New GAPAs formed and registered with significant
representation of women and poor producers;

% of women and poor GAPA members receiving revolving
funds;

% change in Community Capability Index (CCI);

% of GAPA members borrowing money from (sheil) local
traders to finance production and marketing costs;

% repayment rate of GAPAs loans from the revolving
credit system;

Project reports and surveys;
FNC reports;

Lending banks records;
Records and reports of the
General Secretariat for
Cooperative;

Auction Markets reports.
State Ministries of Finance
(Markets Administration)
reports.

Gum production
conditions remain
conducive.

Component three: Project Management

The project is well managed and
coordinated at the National, State and
Locality levels through the existing FNC
institutional structure.

The Project Steering Committee is fully operational with
regularly scheduled meetings;

Project Monitoring and Learning System established,
sharing forums at different levels of project management;

Frequency of steering
committee meetings;

Project reports and evaluation
(at mid-term & at completion);
GACC reports;

FNC fully committed
to smooth running of
the project
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