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Negotiated financing agreement

FINANCING AGREEMENT

Integrated Natural Resources and Environmental Management Project
(INREMP)

between the

REPUBLIC OF THE PHILIPPINES

and the

INTERNATIONAL FUND FOR AGRICULTURAL DEVELOPMENT

Sighed in

on

15
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LOAN NO.
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FINANCING AGREEMENT
Loan Number:
Project Title: Integrated Natural Resources and Environmental Management Project
(the “Project”)
The Republic of the Philippines (the “Borrower”)
and

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

(each a “Party” and both of them collectively the “Parties”)
hereby agree as follows:

WHEREAS, the Borrower and the Asian Development Bank ("ADB") expect to enter into a
Financing Agreement (the “"ADB Financing Agreement”) to provide financing in the
amount of one hundred million United States Dollars for the Project;

WHEREAS, the Borrower and the ADB expect to enter into a Grant Agreement (the “GEF
Grant Agreement”) to provide financing in the amount of two million five hundred
thousand United States Dollars for the Project from the Global Environmental Facility;
and

WHEREAS, the Fund has agreed to provide 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 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,
except for the provisions identified in Section E paragraph 4 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 Loan to the Borrower (the “Financing”), which the
Borrower shall use to implement the Project in accordance with the terms and conditions
of this Agreement.

Section B

1. The amount of the Loan is Thirteen Million Two Hundred and Fifty Thousand Special
Drawing Rights (SDR 13 250 000).

2. The Loan is granted on intermediate terms.
3. The Loan Service Payment Currency shall be the United States Dollar.

4, The first day of the applicable Fiscal Year shall be January 1.
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5. Payments of principal and interest shall be payable on each 1 May and 1
November.

6. There shall be two Designated Accounts in United States Dollars in a Bank
acceptable to IFAD for the benefit of each of the Municipal Development Fund Office
(MDFO) to finance rehabilitation and improvement of rural infrastructure under the
Project in Bukidnon only and the Lead Project Agency to finance agro forestry, Upper
River Basin (URB) forest conservation and protection, livelihood activities (in Bukidnon
only), land use planning, capacity building, and Project management.

Section C

1. The Lead Project Agency shall be the Department of Environment and Natural
Resources (DENR).

2. The following are designated as additional Project Parties: Department of
Agriculture (DA); Participating Local Government Units (LGUs); and MDFO.

3. The Project Completion Date shall be 30 June 2020 and the Financing Closing Date
shall be 31 December 2020, or such later date as the Fund may designate by notice to
the Borrower.

Section D

The Financing shall be administered and the Project supervised by the ADB as the
Cooperating Institution.

Section E

1. The following are designated as additional grounds for suspension of the right of
the Borrower to request withdrawals from the Loan Account: (i) the ADB Financing
Agreement shall have become liable for suspension and/or shall have become repayable
prior to its agreed maturity date.

2. The following is designated as an additional ground for cancellation of this
Agreement: (i) the ADB Financing Agreement shall have been cancelled.

3. The following are designated as additional conditions precedent to withdrawal:

(a) The ADB Financing Agreement has become effective; and

(b) The GEF Grant Agreement has become effective.

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

(a) Section 7.01 (b) (ii) and Article VIII (Implementation Reporting and
Information): the Borrower shall monitor and evaluate the progress of the
Project and prepare reports, as well as Annual Work plans and Budgets
(AWPBs), in accordance with the ADB Financing Agreement.

(b) Section 7.05 (Procurement): for purposes of this Agreement, all goods, works
and consulting services to be financed out of the proceeds of the Financing
shall be subject to Schedule 4 of the ADB Financing Agreement, as may be
amended from time to time.

(c) Article IX (Financial Reporting and Information): the financial arrangements
and reporting systems of the Borrower shall be in accordance with Section
4.05 of the ADB Financing Agreement.
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5. The following are the designated representatives and addresses to be used for any
communication related to this Agreement:

For the Borrower:

Secretary of Finance
Department of Finance
DOF Building

Roxas Boulevard
Manila, Philippines

For the Fund:
The President
International Fund for Agricultural Development

Via Paolo di Dono 44
00142 Rome, Italy

This agreement, dated , has been prepared in the (English) language in four
(4) original copies, three (3) for the Fund and one (1) for the Borrower.

REPUBLIC OF THE PHILIPPINES

Authorized Representative
Title

INTERNATIONAL FUND FOR
AGRICULTURAL DEVELOPMENT

President
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Schedule 1

Project Description and Implementation Arrangements

I. Project Description

1. The Project shall be the same as described in Schedule 1 of the ADB Financing
Agreement, as such may be amended by the Parties thereto from time to time. The IFAD
Financing shall be used to meet Eligible Expenditures in respect of the following:

(a) Civil Works in Bukidnon Upper River Basin;
(b) Vehicles (in Region X only);

(c) Conservation Forestry in Bukidnon Upper River Basin only, including Forest
Protection and Monitoring (Block Grant) and Forest Establishment and
Maintenance Costs;

(d) Livelihood Inputs in Bukidnon Upper River Basin only;

(e) Individual local consultants to be selected to work as contracted staff for the
Project management offices at the national, regional and provincial levels;

(f) Capacity Building in Region X only; and

(g) Incremental operating costs in Region X only.

II. Implementation Arrangements

2.  The Project shall be implemented in accordance with the provisions of Schedule 5
of the ADB Financing Agreement, as such may be amended by the Parties thereto from
time to time. In particular, physical investments during the initial phase of the Project
shall be limited to four (4) core watersheds of Bauko, Wahig-Pamaksalan, Manupali-
Kitanglad and Bubong, respectively within the Upper River Basins (URBs) of Chico River,
Wahig-Inabanga, Upper Bukidnon and Lake Lanao. At the end of the initial phase, the
Borrower, through the Lead Project Agency, (i) shall facilitate the review by the Fund
and the ADB of the trigger indicators specified in the Project Administration Manual
between the Borrower and ADB as updated from time to time ("PAM”), as pre-conditions
for commencing implementation of physical investments during the second phase of the
Project; and (ii) ensure that implementation is carried out in the prioritised watersheds
where the Local Government Units (LGUs) are in a position to provide required
counterpart funding.

3. During implementation, satisfactory arrangements shall be made to ensure that
low-income (LGUs) in the URBs effectively participate in all parts of the Project including
in respect of Component 2 (Smallholder and institutional investments in conservation
and economic productivity enhancement in the forestry, agriculture and rural
development sectors).
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Schedule 2
Allocation Table

1. 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 of Eligible
(expressed in SDR) Expenditures to be
financed
1. Civil Works (in Bukidnon 2 950 000 89% of total expenditure
URB only) claimed
2. Equipment (in Region X 100 000 88% of total expenditure
claimed
only)
3. Vehicles (in Region X 100 000 88% of total expenditure
claimed
only)
4, Conservation Forestry (in
Bukidnon URB only)
4 A. Forest Protection and 1 200 000 100% of total expenditure
Monitoring (Block Grant) claimed
4 B. Forest Establishment 2 000 000 100% of total expenditure
and Maintenance Costs claimed
5. Livelihood Inputs (in 3 850 000 89% of total expenditure
Bukidnon URB only) claimed
6. Contracted Local Staff- 800 000 88% of total expenditure
claimed
Consultants
7. Capacity Building (in 450 000 88% of total expenditure
. claimed
Region X only)
8. Incremental operating 750 000 88% of total expenditure
costs (in Region X only) claimed
9. Unallocated 1 050 000
TOTAL 13 250 000

2. For the purposes of this Schedule, the following terms have the following
meanings:

“Equipment (in Region X only)” means: Eligible Expenditures for Geographical
Information System network computer and office equipment for Region X under
Component 4.

“Vehicles (in Region X only)” means: Eligible Expenditures for vehicles and motorcycles
for Region X under Component 4.
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“Contracted Local Staff-Consultants” means: Eligible Expenditures for individual local
consultants to be selected to work as contracted staff for the Project management offices
at the national, regional and provincial levels.
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Schedule 3
Special Covenants

In accordance with Section 12.01(a)(xxiii) of the General Conditions, the Fund may
suspend, in whole or in part, the right of the Borrower to request withdrawals from the
Loan Account if the Borrower has defaulted in the performance of any covenant set forth
below, and the Fund has determined that such default has had, or is likely to have, a
material adverse effect on the Project.

1. Fraud and Corruption. The Borrower shall ensure that the Project is carried out in
accordance with the provisions of the ADB’s Anticorruption Policy, as may be
amended from time to time. For the purposes of this Agreement, a finding of
corruption pursuant to the provisions of ADB’s Anticorruption Policy shall be
deemed a finding of corruption under the “IFAD Policy on Preventing Fraud and
Corruption in its activities and operations”.

2. Environmental and Social Safeguards. The Borrower shall carry out the Project in
accordance with ADB’s Safeguard Policy Statement.
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Logical framework

Design Summary

Performance Targets and/or Indicators

Data Sources and/or
Reporting Mechanisms

Assumptions and Risks

Impact

Improved condition
of watersheds
generating
livelihood benefits in
the four URBs.

By 2025

= 220,000 household beneficiaries, 73.5% of which are IPs, with diversified and increased
income

= INREM replicated in 20 URBs across the Philippines

= Forest loss reversed and forest cover in URBs increased by 11%, from 763,000 ha in 2003 to
846,000 ha in 2025.

= DENR-RBCO reports on
adoption of INREM
approach in management of
other priority river basins.

= NSO and NSCB census and
poverty data.

= DENR and NAMRIA updates
on forest cover.

= DENR-RBCO reports on
adoption of INREM
approach in management of
other priority river basins.

Assumptions

= Economic growth of the
country remains steady and
moderate.

Risks

= Political instability or partisan
rivalry in sub-Project sites.

Outcome

Increased rural
household incomes
and LGU revenues in
selected watersheds
in the four URBs.

By 2019

= Rural HH incomes in project areas increased by 30 % from 2009 levels (P60,000-90,000 per
annum).

= 81LGU and PO/IPO based watershed enterprises generating revenues from livelihood
investments, biodiversity protection and PES.

= 8 million person days of wage generating opportunities created from small holder/institutional
investments and PES.

= Income Class ranking of
river basin LGUs and HH in
IPO areas.

= BLGF’s income classification
of LGUs (every 4 years).

= NSO and NSCB census and
poverty data.

= DENR-RBCO and NEDA
annual reports.

= Project monitoring reports
generated under RBCO
management system.

Assumptions

= GOP’s timely approval of land
use assessments/ and zoning
plans.

= Appropriate GOP directives
enabling convergence of
respective institutional
mandates.

Risks

= Delays in approval of
management plans for
selected URBs.

= Revenue streams from REDD
and local PES mechanisms
not realized.

= Extreme weather events
impact negatively on
ecosystem services.

= Outputs

1. River
basin/watershed
management and
investment plans
developed to place
1.13 million hectares

By 2019:

= Supportive policy and regulatory framework in place.

= River basin “indicative development plans” and watershed management plans adopted in four
Project sites covering 1.13 million ha in total.

= 4 updated URBs land use plans delineated and mapped with effective zoning ordinances

= 81 Watershed management and investment plans established.

= Women's representation during consultations and assessment (30%).

= Committees to be established to comprise at least 30% women.

= DENR and NEDA annual
reports.

= Satellite imageries/maps
from NAMRIA and other
sources.

= LGU Comprehensive/ Forest
LUPs and Investment Plans.

Assumptions

= GOP counterpart inputs are
provided on time and are
adequate.

= Target LCO/IPO beneficiaries
are able to effectively
participate in training
programmes

¥1°d/L07/¢T0C 93

g



Design Summary

Performance Targets and/or Indicators

Data Sources and/or
Reporting Mechanisms

Assumptions and Risks

under improved
management.

2. Smallholder, and
institutional
investments
increased in
conservation and
economic
productivity
enhancement in the
forestry, agriculture
and rural
development
sectors.

= 231,580 ha protected.

=" 94,010 ha rehabilitated.

= 5,370 ha of sustainable forest management.
= 24,450 ha of agro-forestry.

= 5,950 ha of commercial plantation.

= 14,350 ha of conservation farming.

= 560 km of rural access infrastructure, 85 km of foot trails, and 1 provincial trading center.

= 3,040 ha of improved Communal Irrigation Systems

= 275 of Potable Water Supply units.

= $10,000 seed fund established in each of the four Project sites.

= 35% local labour for infrastructure construction 75% of household beneficiaries for field
investments are IPs

= For infrastructure construction, at least 35% of local labour reserved for rural women.

= DENR watershed reports
and management plans.

= River Basin Development
and Management Plans.

= Project baseline surveys
and Project RME reports.

= Review Mission reports.

= Project progress reports.

= Project completion report.

= Infrastructure investments
improve support for intensive
agriculture by communities
and reduce transaction costs
of access to public services.
Potential negative climate
change impacts are
appropriately addressed and
can be mitigated.
Communities see sufficient
incentives in diversification of
agricultural techniques.
Delays in government
procurement can be
minimized.

Risks

= High staff turn over

= GOP budgetary support
dwindles.

= Armed conflict (political and
tribal) persists.

= L COs/IPOs are not willing to
cooperate / IPOs.

= L COs ban access of surveyors
and officials to CAD-T areas.

3. River basin and

= 9,000 local beneficiaries trained on: (i) land use assessment and URBMP; (ii) Technical

watershed extension and information communication (TE-IC); (iii) project management, accounting/

management procurement; (iv) REDD technical capacity; (v) institutional & policy support to LGUs and

capacity and related DENR; and (vi) rural infrastructure maintenance.

governance = 1,332 barangays capacitated in developing land management systems to reduce CO,

mechanisms emissions.

strengthened. = 23 Community Watershed Protection Brigades organized with at least 30% comprised of
women.

4. Project = 1 PMO and 4 PIUs established by 2011.

management and
support services
delivered.

= Project M&E, including GIS-based database established with a national hub and provincial and

watershed-level nodes by 2015.

= Community based environmental monitoring of PES by 2019.

= GAP implementation and reporting on gender related achievements reflected in quarterly
progress reports to AsDB.

¥1°d/L07/¢T0C 93

g



