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Negotiated financing agreement: "Rural Competitiveness
Development Programme"”

(Negotiations concluded on 10 November 2015)

Loan Number:
Grant Number:

Programme Title: Rural Competitiveness Development Programme (“the Programme”)

Bosnia and Herzegovina (the “"Borrower/Recipient”)

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:

Section A

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

2.The Fund’s General Conditions for Agricultural Development Financing dated 29 April 2009,
amended as of April 2014, and as may be amended hereafter 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 and a Grant to the Borrower/Recipient (the “Financing”),
which the Borrower/Recipient shall use to implement the Programme in accordance with the
terms and conditions of this Agreement. Part A of the Project shall be carried out by the
Federation of Bosnia and Herzegovina (“the Federation”), and Part B of the Project shall be
carried out by Republika Srpska (“the RS”) (each of which is referred to as an “Entity”, and
collectively the “Entities”) and, for this purpose, the Borrower/Recipient shall make available to
the Federation and the RS the respective parts of the proceeds of the Financing upon terms
and conditions set forth in this Agreement and in accordance with the provisions of Subsidiary
Agreements between the Borrower/Recipient and each of the Federation and the RS.

Section B

1.A.The amount of the Loan is eleven million one hundred twenty thousand Euros
(EUR 11 120 000).

B.The amount of the Grant is four hundred seventy thousand Euros (EUR 470 000).
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2. The Loan shall be subject to interest on the principal amount outstanding at a rate equal to
the IFAD Reference Interest Rate, payable semi-annually in the Loan Service Payment
Currency, and shall have a maturity period of eighteen (18) years, including a grace period of
three (3) years starting from the date that the Fund has determined that all General Conditions
precedent to withdrawal have been fulfilled in accordance with Section 4.02(b).

3.The Loan Service Payment Currency shall be the Euro.
4.The first day of the applicable Fiscal Year shall be 1 January.
5.Payments of principal and interest shall be payable on each 15 February and 15 August.

6.Amounts withdrawn in advance from the Loan and Grant Accounts shall be held in
Designated Accounts denominated in Euro, which shall be opened and maintained by the
Borrower/Recipient in banks acceptable to the Fund. There shall be separate accounts for each
of the two Entities.

7.There shall be four Project Accounts denominated in local currency (separate accounts for
Loan and Grant proceeds for each of the two Entities), to be opened by the Borrower/Recipient
in banks acceptable to the Fund, which will be operated by the respective Programme
Coordination Units.

8. Counterpart financing shall be provided for the Part A of the Programme for up to a total
amount of approximately EUR 0.81 million and for the Part B of the Programme for up to a
total amount of approximately EUR 0.72 million, for payment of taxes and duties.

Section C

1.The Lead Programme Agencies shall be Ministry of Agriculture, Water Management and
Forestry in the Federation and the Ministry of Agriculture, Forestry and Water Management in
RS.

2.The Programme Completion Date shall be the fifth anniversary of the date of entry into force
of this Agreement.

Section D

The Financing will be administered and the Project supervised by the Fund.

Section E

1.The following is designated as an additional general condition precedent to withdrawal: for
Part A the Subsidiary Agreement between the Borrower/Recipient and the Federation and a
Project Agreement between the Fund and the Federation shall have been signed and for Part B
the Subsidiary Agreement between the Borrower/Recipient and the RS and a Project

Agreement between the Fund and the RS shall have been signed.

2.This Agreement is subject to ratification by the Borrower/Recipient.
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3.The following are the designated representatives and addresses to be used for any
communication related to this Agreement:

For the Borrower/Recipient:

Vice-Chairman of the Council of Ministers and Minister for Finance and Treasury
of Bosnia and Herzegovina

Trg Bosne i Hercegovine 1

71000 Sarajevo Bosnia and Herzegovina

For the Fund:
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 two (2)
original copies, one (1) for the Fund and one (1) for the Borrower.

BOSNIA AND HERZEGOVINA

Authorized Representative

INTERNATIONAL FUND FOR
AGRICULTURAL DEVELOPMENT

Kanayo F. Nwanze
President
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Schedule 1

Programme Description and Implementation Arrangements

I. Programme Description

1. Target Population. The Programme will reach out to three target groups: the very poor,
poor and borderline poor, by analysing their specific constraints and challenges to access
selected sub-sectors and in particular the constraints faced by women and youth. The
targeting strategy and efforts will respond to these challenges with specific enabling measures.
The Programme will target poor, hon-commercial farmers that are not yet (or insufficiently)
linked to market while support their insertion in rewarding supply chains in order to become
competitive commercial farmers. Direct beneficiaries will be rural poor, both women and men,
young and adults, organized in Producers’ Associations (PAs) and cooperatives active in
selected value chains (VCs).

2.The Programme will directly target 16,000 beneficiaries through the implementation of
Business Proposals (BPs). Over the Programme lifetime, 3,150 jobs would be created at post-
harvest level (minimum 20% of jobs created for women). Indirect beneficiaries will benefit
from thriving VCs and private agribusiness investments, improved subsector governance and
upgraded collective marketing infrastructure. The estimated number of indirect beneficiaries is
minimum 5,000 (about 30% of the total nhumber of beneficiaries).

3.The Programme will initially focus on the fruits, vegetables and Non Timber Forest
Products (NTFP) and, no later than one year after project effectiveness, additional
sector with potential for poverty reduction and growth will be considered, e.g. livestock. In
order to achieve the necessary structural changes for sustainable subsector development, the
Programme is designed as a long-term intervention, to be implemented in two cycles of five
years each. Prior to the end of the first cycle, an Inter-cycle Review Mission (IRM) will assess
progress (against specific performance 'triggers') and prepare the next cycle.

4.The Programme will be implemented at national level through value chain clusters. Initially,
twelve clusters have been pre-identified thus constituting the Programme area for its first
cycle. No later than one year after project effectiveness, additional livestock clusters from the
potential sub-sector will be considered to ensure the coverage Given the focus on supporting
the most vulnerable groups (poor farmers, women and youth) the programme will foster the
inclusion of poor municipalities in the context of larger municipal clusters. Typically, these
municipalities will either be close to the areas currently active in the selected value chains or
municipalities where important 'poverty pockets' still subsist. Clusters will be identified on the
basis of common characteristics in terms of socio-economic and institutional potential.

5. Goal. The goal of the Programme will be to contribute to sustainable rural poverty reduction
in Bosnia and Herzegovina.

6. Objective. The Programme development objective is to enable smallholders to take
advantage of fruits, vegetable, non-timber forest products and other potential subsector
development for the sustainable improvement of their social and economic conditions and
those of other poor rural groups.
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7.Components. The Programme shall consist of the following Components:
Component 1: Enabling Environment for Inclusive Subsector Development

The Outcome of Component 1 will be: “The improved policy and institutional environment
attracts smallholders and investors to the selected subsectors.” Five elements of the subsector
development approach of the Programme will be implemented through the component: (i)
subsector governance by all concerned private and public stakeholders through consultations
and joint strategic planning of interventions; (ii) developing relevant institutions’ capacities in
the subsectors to ensure adequate supply of specialized services; and (iii) an enabling policy
framework in order to tackle the related trade, policy and institutional issues and promote local
economic development, (iv) subsector performance monitoring and accountability, and
(v) strengthening relevant institutions capacities.

The expected results are the following: (i) stakeholder's platforms at cluster level and
subsector level improve value chain coordination and subsector governance, orient public
policies and investments in order to warrant long term subsector competitiveness; and (ii)
appropriate technical and business development services are made available at local and entity
level.

Public funds will be used to leverage investments from the private sector in a win-win
partnership allowing agribusinesses to expand their activities and a higher number of small-
scale producers to expand their production while improving its profitability. As part of the
efforts to create an enabling environment for inclusive and sustainable subsector development,
the Programme will help to ensure adequate supply of specialized support services, public and
private.

Component 2: Sustainable inclusion of smallholders in the thriving/successful value
chains

The Outcome of Component 2 will be the “Sustainable inclusion of poor smallholders and
vulnerable groups in selected subsectors” The expected results are the following: (i) inclusive
business proposals developed and implemented; and (ii) very poor and poor farmers, women
and youth have successfully integrated into competitive and rewarding value chains.

This Component is intended to: (i) help improve the livelihood of small scale producers and
poor collectors through sustainable and profitable farming; (ii) consolidate their organisations
and their capabilities to identify forthcoming business opportunities (in terms of markets,
marketing channels, new products etc.) to expand their business; and (iii) have a voice and
play an active role in the multi-stakeholders coordination platforms, both at cluster level and at
subsector level. The Programme will take advantage of existing value chain dynamics in
selected value chains in which the private sector (i.e. agro input dealers, collectors,
processors, traders, wholesalers, retailers) is actively engaging with smallholders, either
organised or individually.

Business Proposals (BPs), allowing business partners (producers and agribusiness) to plan,
coordinate and carry out mutually benefiting investments, will be one of the main Programme
instruments under Component 2. The BP will be the main instrument of the business partners
(small-scale producers and collectors and their organisations, agribusiness companies) to
foster the sustainable development of their joint businesses in the selected sub-sectors and
value chains. BPs will also frame partners’ needs in terms of capacity development and the
part of the investments to be addressed by public (project) funds.
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II. Implementation Arrangements

8.Lead Programme Agencies. The Lead Programme Agencies shall be the Federal Ministry of
Agriculture, Water Management and Forestry and the Ministry of Agriculture, Forestry and
Water Management of RS. Programme coordination as well as fiduciary management will be
entrusted to the existing Agricultural Programme Coordination Unit (APCU) in RS and
Programme Coordination Unit (PCU) in the Federation. With the view to promoting structural
change and sustainable sub-sector development, a rigorous outcome and impact-monitoring
and evaluation (M&E) system will be developed, for which Programme stakeholders will bear
shared and joint responsibility; the APCU and PCU will however, besides overall programme
coordination, maintain their ultimate responsibility for M&E. Furthermore, the demand-driven
nature of the Programme as well as its participatory approach will ensure that beneficiaries
take the lead in selecting, following-up and assessing performance of service providers. This
requires that Producer Associations (PAs) and cooperatives members become part of the M&E
process of the Programme.

9. Programme Steering Committee ("PSC”).

9.1 The Ministry of Finance and Treasury (MOFT) will coordinate with the entity Ministries of
Finance to ensure the smooth implementation of the programme.

9.2 A Programme Steering Committee (PSC) chaired by the entity Ministry of Agriculture or
its designated representative will be set up in each Entity to provide overall guidance to
the Programme at Entity level. The PSC will meet once or twice per annum. Each PSC
will: (i) ensure that Programme activities are in compliance with the Government and
IFAD strategies and policies Programme goals and objectives defined at Programme
design; (ii) endorse strategic orientations taken up by the Programme (iii) review
Programme Entity-level Annual Work Plans and Budgets (AWPB); (iv) oversee the
transparent selection of service providers and partner institutions; (v) ensure that
Programme interventions are coordinated with other development programmes and
projects and (vi) ensure adherence to the highest standards of financial management and
audit. The PSC shall, to the extent possible, invite representatives from the private, PAs
and cooperative sectors to join the Committee.

9.3 A yearly inter-entity workshop will assess the 'state of play' of the Programme in
particular as regards sustainable subsector development, performance and governance
with aim to exchange the experience and learn from each other.

10.APCU and PCU.

10.1 The APCU and PCU are already established and are implementing other IFAD-funded
projects in the country. Both APCU and PCU are headed by Directors nominated by the
respective entity Minister of Agriculture, and appointed by the Entity Government, and
their appointment has been acceptable to IFAD. In each Entity, the APCU and PCU will be
responsible for Programme coordination and liaison with municipalities, clusters and
implementing partners, overall programme management and monitoring, organizing
start-up and annual workshops, preparation of AWPBs, and fiduciary management. These
units will as well, demonstrate a clear orientation towards and renewed emphasis on
targeting and social inclusiveness. In particular, the APCU and PCU Directors will also be
tasked with policy dialogue and process facilitation at the Subsector Stakeholder
Platform.

10.2 Strengthened coordination function. As the Programme requires substantial field
presence with strong capabilities in facilitation, follow-up and impact monitoring, both
APCU and PCU will be required to develop new partnerships with state and non-state
service providers and facilitators while building up their management capacity in several
areas. The APCU and PCU will strengthen their coordination functions, and engage
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10.3

11.

service providers and implementation partners to support delivery of Programme
activities and services. The APCU and PCU will recruit, through a competitive process, the
following: Business Facilitation Partners (BFPs); technical advisory services; business
development services and organizational development services; and establish a roster of
service providers which will then be made available to all Business Proposals (BPs)
partners through a public Website or equivalent platform. BPs’ partners will select and
enter into agreements with service providers of their choice.

Staffing. Salaries of the staff of both Units are partly financed by other IFAD funded
project and will be for the next four years; only supplementary staff specifically hired to
carry out specialized functions for RCDP will be funded through the Programme.
Performance of APCU and PCU staff will be assessed annually against their terms of
reference.

Programme Implementation Manual (PIM). The Lead Programme Agencies shall each
prepare a draft PIM no later than six months after the entry into force of this Agreement.
The draft PIMs shall include 3 volumes:

Volume 1: the Operations Manual. The Operations Manual shall include among others:
(i) the implementation arrangements and modalities for all programme components;
(ii) the terms of reference and implementation responsibilities of all Programme staff;
(iii) the target groups selection criteria and targeting mechanisms; (iv) the modalities for
selection of service providers and their draft terms of reference; and (v) model
agreements for BP financing; the eligibility criteria and operation modalities.

Volume 2: the Financial and Administrative Procedures Manual.

Volume 3: the Monitoring & Evaluation Manual. The Monitoring & Evaluation Manual shall
describe, among others: (i) the Programme cycle and logical framework; (ii) the baseline
situation and monitoring indicators; (iii) the M&E system and; (iv) guidelines.

The Lead Programme Agencies shall submit the PIM to the Fund for non-objection. The
PIMs may be amended or otherwise modified only with the prior consent of the Fund.
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Schedule 2
Allocation Table

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

Percentage of

Loan Amount Grant Amount Expenditures to be
Category Allocated Allocated Financed (all net of tax
(expressed (expressed and Government and
in EUR) in EUR) beneficiaries’

contributions)

A. Part A of the Project in the Federation

1. Goods, services and inputs 5 035 000 100%
2. Consultancies 465 000 270 000 100%
3. Equipment 70 000 100%
4. Operating costs 545 000 100%
Unallocated 325 000

B. Part B of the Project in the RS

1. Goods, services and inputs 3 620 000 100%
2. Consultancies 345 000 200 000 100%
3. Operating costs 480 000 100%
Unallocated 235 000

Total 11 120 000 470 000

(b) The terms used in the Table above are defined as follows:
(i) “Goods, services and inputs” includes the financing of Business Proposals.

(ii) “Consultancies” encompasses the institutional agreements and service contracts
and workshops.

(iii) “Operating costs” includes salaries for project staff at the coordination units. In
case of Part A this includes salaries for calendar year 2020 and beyond.

2.Start-up Costs. Withdrawals in respect of expenditures for start-up costs included in
Consultancies Category incurred before the satisfaction of the general conditions precedent to
withdrawal shall not exceed an aggregate amount of EUR 25 000 for each part of the Program.



Logical framework

Narrative Summary

‘ Key Performance Indicators®

Means of Verification

Assumptions (A) / Risks (R)

Impact. The effective incorporation of smallholders in dynamic fruit, vegetable and non-timber forest products subsectors has durably improved economic and social perspectives of rural areas in BiH.

Goal: Contribute to rural poverty reduction
in selected subsectors of BiH economy

- Direct beneficiary households reporting increase of at

least 20% in HH asset ownership within 5 years of
project support, as compared to baseline (RIMS)

- Baseline and impact survey
- RIMS survey

Project Development Objective. To enable
smallholders to take advantage of fruits,
vegetable and non-timber forest products
subsector development for the sustainable
improvement of their social and economic
conditions and those of other poor rural
groups

16,000 additional producers ((corresponding to
equivalent number of HHs) receive project services and
are sustainably and profitably involved in the selected
subsectors.

Additional volume of produce exported :100% increase
over current exported volumes

Minimal additional revenues at HH level: USD 3,000 for
berries (2 dunum), USD 1500 open field vegetables (1
ha), USD 4000 (600m2 greenhouse)

Minimally 30% participation of women and youth
participation in the VCs

- Baseline and impact survey (resp:
AIPCU?)

- Export & production statistics

- Monitoring reports of facilitators

- M&E reports (Resp: A/PCU)

- Survey on inclusiveness of rural poor
(Resp: A/IPCU)

Component 1. Enabling Environment for Inclusive Subsector Development

Outcome 1: The Improved policy and
institutional environment attracts
smallholders and investors to the selected
subsectors

USD 29 million private investments leveraged in selected
subsector pro-poor development

Subsector stakeholder platforms generate 3 subsector
policy development proposals with their corresponding
regulatory framework

- Baseline and impact surveys®
- Monitoring reports of facilitators

(A) Willingness of National and Entity
stakeholders to cooperate and to create an
enabling environment for selected
subsectors

(A) Demand for subsector development

Result 1: Smallholders Platforms at cluster
and subsector levels improve VC
coordination and subsector governance,
inform public policies and orient investments
in order to warrant long-term subsector
competitiveness

At least 12 Cluster stakeholder platforms [8 by FY4]*
established and in operation

Three Subsector Stakeholder Platforms established and
in operation at county level

- Monitoring reports of facilitators
- M&E reports

- Business proposals

- Minutes of CSP/SSP meetings

(A) Readiness of local authorities and of
private sector actors to play a lead role in
efforts to improve inclusiveness and
coordination along the value chain

Result 2: Appropriate technical and
business development services are made
available at local and entity levels

60 public extension staff with updated skills and
competencies

Quality and outreach of advisory services locally provided
responds to requirements of BPs

[A voucher scheme for BDS, organizational and technical
advisory services has been set up and in operation by
FY3]

- Extension staff competence gap
analysis for each subsector and
training planning

- Reports of PAs and cooperatives on
the performance of BDS services

- Monitoring reports on the quality of the
service providers

- M&E reports / MIDCA®

(A) willingness of development partners
and professional bodies to participate

(A) Existence of private and public advisory
services that respond to the current needs
of the sector

(R) Classic procurement and financial
management system might create delays.

Component 2: Sustainable inclusion of smallholders in the thriving/ successful value chains

! Gender and age disaggregated data.

2 Setup and management of a robust and effective M&E and reporting system is the responsibility of the (Agriculture) Project Coordination Unit (A/PCU) — yearly analytical reporting on progress

towards project targets is expected.

® M&E 'baseline’ policy, legal and institutional assessment (both at national and cluster level) as related to the selected subsectors (source EU sector studies preparing accession) *final; policy, legal
and institutional assessment (source: EU and WB policy and institutional monitoring
* Triggers aimed at assessing programme's progress against set targets — decision points to proceed with the second phase of the project [highlighted]
® The Integral model of Diagnosis for Co-operatives and Associations (MIDCA) is a flexible tool that can be used to define, diagnose, and evaluate a cooperative organization or affiliation
http://www.progresonetwork.org/media/docs/MIDCA%20Manual.doc.
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Narrative Summary

Key Performance Indicators®

Means of Verification

Assumptions (A) / Risks (R)

Outcome 2: Sustainable inclusion of
poor smallholders and vulnerable
groups in selected subsectors

- 16,000 smallholders involved (corresponding to
equivalent number of HHs) in VCs [4,000 by FY4], out of
which minimum 30% are women and youth

- Over the project lifetime, 3,150 jobs created at post-
harvest level (minimum 20% of jobs created for women)

- Minimum 10% increase of final price/value accruing to
smallholders

- Baseline and impact surveys

- Participatory monitoring of smallholder
participation in selected VCs

- M&E reports

- Update of financial models

(A) Willingness of VC actors to
improve the coordination along the VC
(A) Poor farmers’ and vulnerable
groups’ interest and readiness to
coordinate within the selected VCs

Result 1: Inclusive business proposals
developed and implemented

- 140 Business Proposals (BPs) [60 by FY4] between
smallholders and other value chain actors have been
facilitated, implemented and remain in operation

- Minimum 60 PAs and cooperatives received BDS and
specialised extension services

- Minimum 60 PAs and cooperatives benefitting from
productive/value adding assets supported over the life of
the project

- Minimum 20% increase in product added value

- 5,000 smallholder farmers adopt climate-friendly
technologies

- [Minimum 20% annual increase in sales (volume and
value) during the first 3 years of farmers newly involved
(through their BPs) in selected value chains]

- Survey of inclusiveness of rural poor

(A) Willingness of PAs, cooperatives
and municipalities to reach out to
rural poor people.

(A) Necessary BDS clearly defined
and focused on increasing VC
competitiveness

(A) Private and public value chain
stakeholders are willing to leverage
public funding that will be provided.
(R) Classic procurement and financial
management system might create
delays.

Result 2: Poor farmers, women and
youth have successfully integrated into
competitive and rewarding fruit,
vegetable and NTFP value chains

- At least 30% of new farmers of the core project target
group (women, youth, rural poor) are durably generating
income from their activities in the selected value chains

- 140 BPs adopt pro-poor inclusive measures

- Minimum 20% of youth and women in decision making
positions in the PAs/Coops trained in management-

- Measurable improvement of FO performance (based on
MIDCA assessment)

- Reports from sector stakeholders on
the relevance and appropriateness of
the acquired value added assets

- Monitoring reports of facilitators and
M&E

- Reports of service providers

- Reports from vulnerable groups

- Monitoring reports of service providers

- M&E reports

(A) Smallholder farmers have access to
agri-business services and information

(A) Sound criteria for targeting are defined
(A) Willingness of key actors to adopt an
inclusive approach
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