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Negotiated financing agreement
"Agriculture Modernization, Market Access and Resilience Project"

(Negotiations concluded on 4 July 2014)

Loan Number: [ ]

Project Title: Agriculture Modernization, Market Access, and Resilience (the
“Project”)

Georgia (the “Borrower”)

and

The International Fund for Agricultural Development (the “Fund”)
(each a “Party” and both of them collectively the “Parties”)

hereby agree as follows:

WHEREAS, the Fund has agreed to extend a loan to the Borrower on the
terms and conditions set forth in this Agreement;

WHEREAS, the competent authorities of the Borrower have applied for a grant
(the "GEF Grant") from the Global Environment Facility ("GEF”) approximately in
the amount of five million three hundred thousand United States dollars
(USD 5 300 000) to partially finance the Project, on terms and conditions to be set
forth in a grant agreement between the Borrower and the Fund (the "GEF Grant
Agreement");

NOW THEREFORE, the Parties hereto hereby agree as follows:
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 as specified in Section E.5 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 Eight million six hundred and ten thousand Special
Drawing Rights (SDR 8 610 000).
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2. The Loan is granted on blend terms and shall be subject to interest at a fixed
rate of 1.25 per cent in addition to a service charge of 0.75 per cent per annum on
the principal amount outstanding and shall have a maturity period of twenty-five
years, including a grace period of five years, starting from the date of approval by
the Executive Board.

3. The Loan Service Payment Currency shall be the currency of the United States
of America (USD).

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

5. Principal, interest and service charge shall be payable on each 15 February
and 15 August.

6. There shall be a Designated Account in USD maintained by the State Treasury
within the Treasury single FX account held in the National Bank of Georgia from
which payments shall be made to cover Eligible Expenditures under the Project in
both USD and in Georgian Lari (GEL). In addition, each of the entities selected to
implement activities related to grants under the Irrigation and Agricultural Value
Chain Investment Component (Component 1) of the Project shall maintain a
separate account to receive Project funds, in a bank acceptable to the Fund or at
the State Treasury as appropriate.

7. The Borrower shall provide counterpart financing to cover taxes and duties for
the Project, estimated at USD 1 800 000.

Section C

1. The Lead Project Agency shall be the Ministry of Agriculture through its Rural
and Agriculture Development Fund (RADF).

2. The following are designated as additional Project Parties: (i) the entity(ies)
selected to implement activities related to grants under the Irrigation and
Agricultural Value Chain Investment Component (Component 1) of the Project; and
(ii) such other party(ies) as may be agreed by the Fund and the Borrower.

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

Section D
The Loan shall be administered and the Project shall be supervised by the Fund.
Section E

1. The following are designated as additional grounds for suspension of this
Agreement:

(i) The right of the Borrower to withdraw the proceeds of the GEF Grant
under the GEF Grant Agreement, to the extent this has entered into
force, has been suspended;

(ii) The Project Implementation Manual (PIM) referred to under paragraph
7, Section II of Schedule 1 hereto or any provision thereof has been
waived, suspended, terminated, amended or modified without the prior
agreement of the Fund and the Fund, after consultation with the
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(iii)

Borrower, has determined that such waiver, suspension, termination,
amendment or modification has had, or is likely to have, a material
adverse effect on the Project, and the Borrower has not taken any
measures to remedy the situation; and

The Investment Guidelines to be prepared by the RADF and adopted by
each of the entities selected to implement activities related to grants
under the Irrigation and Agricultural Value Chain Investment Component
(Component 1) of the Project or any provision thereof has been waived,
suspended, terminated, amended or modified without the prior
agreement of the Fund and the Fund, after consultation with the
Borrower, has determined that such waiver, suspension, termination,
amendment or modification has had, or is likely to have, a material
adverse effect on the Project, and the Borrower has not taken any
measures to remedy the situation.

2. The following is designated as additional grounds for cancellation of this
Agreement: The right of the Borrower to withdraw the proceeds of the GEF Grant,
under the GEF Grant Agreement to the extent this has entered into force, has been

cancelled.

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

(i)

(i)

The Designated Account referred to in Section B.6 above shall have
been duly opened; and

The Project Implementation Manual (PIM) referred to under paragraph
7, Section II of Schedule 1 hereto shall have been adopted by the RADF.

4, The following are designated as additional specific conditions precedent to
withdrawal:

(i)

no withdrawals shall be made in respect of expenditures for smallholders
and agribusiness grants under Category III (Grants and Subsidies) of
the allocation table set forth in paragraph 1 of Schedule 2 hereto until:

(a) The RADF shall have entered into a subsidiary agreement
acceptable to the Fund with each of the entities selected to
implement activities related to grants under the Irrigation and
Agricultural Value Chain Investment Component (Component 1) of
the Project covering, among other things, budgeting, flow of funds,
accounting, financial reporting, internal controls and external audit
arrangements;

(b) The Investment Guidelines to be prepared by the RADF and
adopted by each of the entities selected to implement activities
related to grants under the Irrigation and Agricultural Value Chain
Investment Component (Component 1) of the Project shall have
been approved by the Fund; and

(c) Any one of the entities referred to in Section B.6 above shall be
maintaining a separate account to receive Project resources at the
State Treasury or in a bank acceptable to the Fund, as appropriate,
and shall have communicated to the Fund the names and titles of
the persons authorised to operate such account.
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5. As an exception to Section 7.05 (Procurement) of the General Conditions, the
procurement of goods, works and services financed by the Financing shall be
carried out in accordance with the provisions of IFAD's Project Procurement
Guidelines.

6. This Agreement is subject to ratification by the Borrower and shall enter into
force on the date the Fund receives an instrument of ratification.

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

For the Borrower:

Minister of Finance

Ministry of Finance

16, Vakhatang Gorgasali Street
0114, Tblisi, Georgia

For the Fund:

The President

International Fund for Agricultural development
Via Paolo di Dono, 44

00142 Rome, Italy

This Agreement, dated [ 1, has been prepared in the English language in six
(6) original copies, three (3) for the Fund and three (3) for the Borrower.

GEORGIA
[ ]
[ ]

INTERNATIONAL FUND FOR
AGRICULTURAL DEVELOPMENT

Kanayo F. Nwanze
President
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Schedule 1

Project Description and Implementation Arrangements

I. Project Description

1. Project Area. The Project shall be implemented throughout the Borrower's
territory while the actual geographical focus shall be determined by its climate
change vulnerability and supported value chains. Priority shall be given to poor
rural populations in areas where there is agricultural and irrigation development
potential.

2. Target Population. The primary target group of the Project shall be the
productive poor smallholder farmers. The secondary target group for the Project shall
be other value chain actors including agribusinesses, cooperatives, or service
providers.

3. Goal. The overall goal of the Project is to sustainably increase incomes and
reduce poverty for women and men in rural Georgia.

4, Objective. The development objective of the Project is to stimulate investment
in climate smart agricultural value chains to increase incomes and strengthen
resilience of smallholder farmers.

5. Components. The Project shall have three Components: (1) Irrigation and
Agricultural Value Chain Investment; (2) Climate Smart Agriculture and Value Chain
Development; and (3) Project Management.

5.1. Component 1: Irrigation and Agricultural Value Chain Investment. This
Component shall support investment in secondary/tertiary off-farm irrigation and
value chain infrastructure (Sub-component 1.1). Moreover, the Component shall
stimulate private investment by smallholder farmers and agribusinesses in climate
smart production methods and value chain activities through a partial matching grant
scheme (Sub-component 1.2). Investments under this Component shall primarily be
driven by a participatory approach with smallholder farmers and agribusinesses
through multistakeholder processes.

5.2. Component 2: Climate Smart Agriculture and Value Chain Development. Main
activities to be implemented under this Component for the benefit of investments
under the entire Project shall include: (i) an initial value chain screening and
prioritization process; (ii) an ongoing multistakeholder process of value chain
facilitation in each value chain to identify critical constraints thereof and ways to
remove such constraints; and (iii) climate-smart good agricultural practices and
technology transfer, training and promotion including practical field training at small-
scale technology plots.

5.3.__Component 3: Project Management. Project management shall be the
responsibility of the Ministry of Agriculture, through the RADF.

II. Implementation Arrangements

6. The Rural and Agricultural Development Fund (RADF)

6.1. The RADF shall select and appoint such technical staff or contract local service
providers, as required, to:

(i) provide expertise on climate smart agriculture promotion and
landscape restoration;

(ii) facilitate local multistakeholder processes in each value chain;
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(iii) provide monitoring and technical back-stopping for farmers' training
and technology plots;

(iv) advise farmers on farm plans;

(v) conduct follow-up meetings with farmers who are recipients of
grants made available under the Project;

(vi) act, or designate the Agriculture Project Management Agency
(APMA) and/or any other entity(ies) acceptable to the Fund to act,
as small grants administrator and manage the small grants scheme
for smallholders under Window 1 (Climate Smart Primary
Production) of Sub-component 1.2 of the Project;

(vii) act, or designate APMA and/or any other entity(ies) acceptable to
the Fund to act, as large grants administrator and manage the large
grants scheme for agribusinesses and cooperatives under Window 2
(Value Chain Development) of Sub-component 1.2 of the Project;
and

(viii) enter into a subsidiary agreement, as appropriate, with APMA
and/or any of the entities referred to in sub-paragraphs (vi) and
(vii) above setting forth the terms of the implementation of the
activities in respect of the Window under Sub-component 1.2
respectively assigned thereto.

7. Project Implementation Manual

7.1. The Project shall be implemented in accordance with the PIM, the terms of
which shall be prepared and adopted by the RADF in the form substantially non-
objected to by the Fund. The PIM shall include, among other things:

(a) Terms of reference, implementation responsibilities and appointment
modalities of all Project staff and consultants;

(b) Project operating manuals, investment guidelines and procedures;
(c) Monitoring and evaluation systems and procedures;

(d) A detailed description of implementation arrangements for each Project
component;

(e) Selection criteria for investments under Component 1;

(f) Modalities for the selection of service provider(s) and Project Parties to
be based on transparent and competitive processes; and

(g) Financial management arrangements including flow of funds, reporting
arrangements, accounting, approval of payments, internal controls,
fixed asset management, as well as internal and external audit
arrangements for the entire Project.

8. Mid-Term Review. The Lead Project Agency and the Fund shall jointly carry out
a review of the Project implementation during the third year of Project
implementation (the “Mid-Term Review”). Among other things, the Mid-Term Review
shall consider the performance and financial management of contracted
implementing partners, the efficacy of technical assistance and capacity building
activities, the overall achievement of Project objectives and the constraints thereon
and recommend such reorientation as may be required to achieve such objectives
and remove such constraints within the agreed timeframe.
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Schedule 2

Allocation Table

Allocation of Loan Proceeds.

(a) 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  per cent of Eligible Expenditures
Allocated in SDR to be financed
I. Works 4 645 000 100 per cent net of Government

Contributions in the form of
duties and taxes, Co-financing
and beneficiaries' contributions

II. Consultancies 60 000 100 per cent net of Government
Contributions in the form of
duties and taxes, Co-financing
and beneficiaries' contributions

III. Grants and Subsidies 2 605 000 100 per cent net of Government
Contributions in the form of
duties and taxes, Co-financing
and beneficiaries' contributions

IV. Operating Costs 440 000 100 per cent net of Government
Contributions in the form of
duties and taxes, Co-financing
and beneficiaries' contributions

Unallocated 860 000

TOTAL 8 610 000

(b) The terms used in the Table above are defined as follows:

Category I "Works" means Eligible Expenditures related to: i) Irrigation and ii)
Value Chain infrastructure including infrastructure design and supervision.

Category II "Consultancies" means Eligible Expenditures related to Technical
Assistance, Staff Training, Project Audit and other advisory services under the
Project.

Category III "Grants and Subsidies" means Eligible Expenditures related to i)
Smallholder grants and ii) Agribusiness Grants, incurred in accordance with the
Investment Guidelines, as approved by the Fund.

Category IV "Operating Costs" means Eligible Expenditures related to i) recurrent
costs including Travel and Logistics under the Project, ii) salaries of Project staff
hired by the RADF and iii) Office and Information Technology equipment, as well as
furniture under Component 3.
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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. Taxes. The Borrower shall ensure that all goods, civil works, and services
procured are exempt from duties, exercise taxes, and value added taxes (VAT). Any
duties, exercise taxes, VAT which the Project is obliged to pay shall be promptly
reimbursed by the Borrower.

2. Insurance of Project Personnel. The RADF shall insure Project personnel
against health and accident risks to the extent consistent with its customary
practice in respect of its national civil service.

3. Fraud and Corruption. The Borrower shall promptly bring to the attention of
the Fund any allegations or concerns of fraud and/or corruption in relation to the
implementation of the Project of which it has knowledge or become aware.

4, Gender Focus. The Borrower shall ensure that the Project benefits poor rural
women by providing them with opportunities to express their development priorities
and putting in place mechanisms to monitor the impact of the Project on poor rural
women's incomes and assets. The Borrower shall ensure that: (i) poor rural women
are sensitized about the goal and objectives of the Project provided in Schedule 1 of
this Agreement; (ii) poor rural women shall participate in the Project's Annual
Stakeholder Review and Planning Workshops; (iii) women shall have a 30 per cent
minimum representation in all Project activities.

5. Resource Protection. The Borrower shall take all reasonable measures to
ensure that existing laws are enforced to safeguard water, forest and wildlife
resources in the Project Area. The Borrower shall take all measures to ensure
sustainability of the Project without any detriment to the environment and shall
promote natural resources’ sustainability.

6. Use of Project Vehicles and Other Equipment. The Borrower shall ensure that
all vehicles and other equipment transferred to or procured under the Project are
dedicated solely to Project use.

7. External Auditors. The Borrower, through the RADF, shall appoint independent
auditors acceptable to the Fund, under terms of reference cleared by the Fund
annually and in line with the IFAD Guidelines for Project Audits. An audited annual
consolidated financial statement for the entire Project, together with a management
letter on audit observations on internal controls, shall be submitted to the Fund
within six (6) months of the end of the Fiscal Year.

8. Audit of the entities selected to implement activities related to grants under
the Irrigation and Agricultural Value Chain Investment Component (Component 1)
of the Project. The Borrower shall ensure that the subsidiary agreement entered
into by the RADF with each entity selected to implement activities related to
Irrigation and Agricultural Value Chain Investment Component (Component 1) of
the Project shall specify that independent auditors are required to provide a specific
opinion on the procedures employed by such entity, the adequacy of the
documentation in support of relevant fund transfers, and whether Project resources
have been used in accordance with the Investment Guidelines as approved by the
Fund.
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Logical framework

Narrative Summary

Key Performance Indicators
(All household/farmer level indicators to
be disaggregated by gender and age)

Means of Verification

Assumptions (A) / Risks (R)

Goal:

Sustainably increase incomes and
reduce poverty for women and men
in rural Georgia

Project Development Objective:

Stimulate private investment in
climate-smart agricultural value
chains to increase incomes and
strengthen resilience of smallholder
farmers in selected project areas.

Outcome 1:

Rural population agricultural
livelihoods improved and their
resilience to climate-change
enhanced

= 10,000 supported households increase
their asset index by at least 10 per cent

= Increase of more than 20 per cent of
real net household farm income for at
least 80 per cent of the 10,000
supported households

More than 20 per cent increase in total
value (relative to reference market
prices) of surplus agricultural production
of targeted products sold by
participating producers, traders and
agribusinesses Climate-smart
agricultural production practices are
adopted by 50 per cent of trained
smallholder farmers.

At least 4750 farmers have improved
soil conditions and/or on farm water
availability

Diversification of farming systems is
increased by at least 3000 farmers, with
20 per cent increase over baseline in
farmers practicing appropriate crop
rotation, inter-cropping or similar
soil/nutrition enhancement systems

= Baseline survey & Impact
Assessment
= Project completion

= Baseline & Impact Surveys

= Government data

= Value chain interviews/focus
groups

= RIMS surveys

= M&E reports

= Baseline & Impact survey

= Interviews/focus groups

= Studies and surveys

= RIMS surveys

= M&E reports

» Government Data (GEOSTAT)
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= Continued political stability
(A)

= Marco-economic conditions
remain stable or improve to
promote investment(A)

= Global prices for agricultural
commodities and food do not
decline significantly (R)

Policies and programmes for
agricultural development and
rural finance allow to operate
efficiently (A)

Sufficient numbers of farmers
are willing to be involved in
value chain development
activities (A)

Smallholders are willing to
engage in value chain
development activities (A)
= Farmers are willing to engage
in efficient water/ land
management techniques (A)
= Aging farming population (R)
= Climatic changes are in line
with current predictions (A)
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Narrative Summary

Key Performance Indicators
(All household/farmer level indicators to
be disaggregated by gender and age)

Means of Verification

Assumptions (A) / Risks (R)

Outputs:

1.1 Productive infrastructure
rehabilitated/constructed
1.2.Management and operation
arrangements for the rehabilitated
infrastructure set-up

1.3. Landscape restoration (LR)
plans developed and implemented
where needed for rehabilitated
irrigation schemes.

1.4. Training programmes on CSA
designed and delivered to farmers
and farmer groups.

1.5. On-farm demonstration sites
set-up where efficient irrigation and
CSA production systems are
validated and promoted.

Outcome 2

Inclusive climate-smart value chains
(VCs) are expanded providing
improved market opportunities for
smallholders

Outputs

2.1. Climate-smart value chain
screening and prioritization
conducted

2.2. Strengthen commercial
linkages facilitated between
smallholders and agribusinesses.

= At least 4750 ha receiving reliable
irrigation water supply from properly
maintained and rehabilitated irrigation
schemes. Up to 10 VC related
infrastructure constructed.

Up to 150 landscape restoration plans
implemented on irrigation scheme

Up to 1000 small grants made to
farmers and at least 30 grants made to
agribusinesses and processors in target
value chains

Private investment in inclusive VC
reaches USD 9 million for farmers,
agribusinesses and service providers
The volume of services and inputs from
private service providers and used by
farmers in target VC clusters increases
by 20 per cent over current levels

25 VC facilitation events held with a
total of over 1000 farmers,
agribusinesses and input/service
providers participating

Up to 3000 smallholder farmers trained
in CSA technology options and practices
50 staff of local service providers and
regional MOA officers receive
ToT/refresher training on CSA for target
VC production

= Infrastructure completion/ status
survey reports

= Interviews/focus groups

= RADF/supervision mission
reports

= Training reports

= Studies and reports

= Financial institutions reports

= Studies and survey

= RIMS surveys

= M&E reports

= Interviews/focus groups

» Lending reports from partner FIs

= Grant monitoring reports

» Value chain interviews/focus
groups

= Project progress and activity
reports

= Grant monitoring reports M&E
reports

= RIMS surveys

= Lack of funding to operate and
maintain productive public
rural infrastructure (R)

= Agricultural products are
competitive (A)

= Willingness of farmers to
participate/ contribute to
matching grants scheme (A)

= Difficulties in implementing
the restoration plans (R).
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= Market options foster
profitable partnership
between farmers and
contractors (A).

= Lack of qualified service
providers to act as
intermediaries for the
project (R).

= The quality of agriculture
practices and output meet
minimum Good Agricultural
Practices (GAP) standards
(A).
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