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Negotiated financing agreement: “"Smallholder
Market-led Project”

(Negotiations concluded on 10 March 2015)

IFAD Loan Number:

IFAD Grant Number:

Project Title: Smallholder Market-Led Project (the “Project”)

The Kingdom of Swaziland (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:

Preamble

WHEREAS IFAD has agreed to extend a loan and a grant to the
Borrower/Recipient for the purpose of financing the Smallholder Market-Led Project,
on the terms and conditions set forth in this 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 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
(hereinafter referred to as “the Financing”), which the Borrower/Recipient shall use
to implement the Project in accordance with the terms and conditions of this
Agreement.

Section B

1. A. The amount of the IFAD Loan is eight million, five hundred, fifty
thousand Euro (EUR 8 550 000).

B. The amount of the IFAD Grant is three hundred and sixty thousand
Special Drawing Rights (SDR 360 000).
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2. The IFAD Loan is granted on ordinary terms and shall have a rate of interest
per annum equivalent to one hundred per cent of the variable reference interest
rate, as determined annually by the IFAD Executive Board, and shall have a
maturity period of 18 years including a grace period of three (3) years.

3. The Loan Service Payment Currency shall be EUR.
4, The first day of the applicable Fiscal Year shall be 1 April.

5. Payments of principal and interest of the IFAD loan shall be payable on each 1
June and 1 December.

6. There shall be one Designated Account, denominated in Euro to receive Loan
funds and another Designated Account, denominated in USD to receive Grant
funds. The accounts shall be for the benefit of the Ministry of Agriculture (MoA) and
held in the Central Bank of Swaziland.

7. There shall be a separate Project account, for IFAD provided funds, in local
currency for the benefit of MoA in a bank acceptable to the Fund.

8. The Borrower/Recipient shall provide counterpart financing for the Project in
the amount of six million, six hundred thousand United States Dollars

(USD 6 600 000). A separate Project bank account shall be opened for these
counterpart funds.

Section C

1. The Lead Project Agency shall be the MoA.

2. The following are designated as additional Project Parties:

A. Swaziland Water and Agriculture Development Enterprise (SWADE);
B. Swaziland National Agricultural Marketing Board (NAMBOARD);

C. Eswatini Kitchen; and
D

. Technoserve.

3. The Parties have identified Eswatini Kitchen and Technoserve as unique
service providers for the purpose of the implementation of Project activities under
Component 3.

4.  The Project Completion Date shall be the sixth 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 are designated as additional grounds for suspension of this
Agreement:

(a) Key Project Staff are appointed, transferred or removed from the Project
without the prior concurrence of the Fund;
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(b) The Project is unable to provide financial reports by expense category,

Project component and financier (including counterpart funding) on a
timely basis;

(c) Failure to act upon critical SWADE internal audit recommendations

pertaining to the Project; and

(d) The Project Implementation Manual (PIM) referred to under paragraph

6, Section II, Schedule I hereof, or any provision thereof, has been
waived, suspended, terminated, amended or modified without the prior
consent of the Fund, and the Fund has determined that such waiver,
suspension, termination amendment or modification has had, or is likely
to have, a material adverse effect on the Project.

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

(a)

(b)

(©)

(d)

(e)

The Borrower/Recipient has established within SWADE a Project
Implementation Unit (PIU) in accordance with paragraph 4, Section II,
Schedule I to this Agreement;

The Borrower/Recipient has established a Project Steering Committee
(PSC), as referred to under paragraph 2, Section II, Schedule I to this
Agreement;

An off-the-shelf accounting software has been duly implemented in
accordance with a comprehensive chart of accounts satisfactory to the
Fund;

The service agreement entered into between the PIU and the
NAMBOARD shall have entered into force; and

The Borrower/Recipient has prepared a draft PIM in form and substance
satisfactory to the Fund.

3. The following is designated as a specific condition precedent to first
replenishment by the Fund of the advance to the Designated Account: SWADE shall
have adopted a Code of Conduct acceptable to the Fund.

4, This Agreement is subject to ratification by the Borrower/Recipient.

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

For the Borrower/Recipient

Minister of Finance
Ministry of Finance
P.O. Box 443

Mbabane
Swaziland

For the Fund:
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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 six (6) original copies, three (3) for the Borrower/Recipient and three
(3) for the Fund.

KINGDOM OF SWAZILAND

Authorized Representative
Title

INTERNATIONAL FUND FOR AGRICULTURAL DEVELOPMENT

Kanayo F. Nwanze
President
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Schedule 1

Project Description and Implementation Arrangements

I. Project Description

1. Target Population. The Project will target poor, smallholder farmers that are (i)
food deficient living at a subsistence level and (ii) economically active and are able to
sell surplus production. The farmers will be assisted to increase productivity and
production of their farms through access to irrigation, inputs, training and access to
services. Economically active farmers will sell surplus production to wholesalers to
increase income. Along selected value chains, employment opportunities will be
created for the youth, for example in managing collection and information centres.
The activities are tailored to the capacities of the smallholders including women and
families that are affected by HIV/AIDS. The target population lives in approximately
25 rain-fed Middle-and Lowveld chiefdoms in the Shiselweni and Lubombo Region.

2. Goal. The Project’s goal is to reduce poverty and contribute to national rural
poverty reduction.

3. Objectives. The development objective is to enhance food and nutrition
security and incomes among smallholder producer families through diversified
agricultural production and market linkages.

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

Component 1: Chiefdom development planning. In each Project supported
chiefdom, community-based development planning will be the starting point to
identify and direct development activities to the targeted households. To this end, an
institutional framework supporting decision-making by the traditional leadership will
(where needed) be established and strengthened. Community development
committees (CDCs) will be assisted to process information on the chiefdom’s resource
base, on its population, on bottlenecks and opportunities and on development options
and priorities into a chiefdom development plan.

Component 2: Infrastructure for soil and water conservation. Investments in
soil and water conservation at sub-catchment and homestead-levels will help harness
irrigation and drinking water resources for both, enhanced subsistence and market-
led agricultural production. The infrastructure will be designed for erosion control and
water catchment to improve and safeguard productive land. The main interventions
will focus on preventing the silting-up of the water reservoirs and by harnessing run-
off for agricultural production. This component will comprise erosion control, the
rehabilitation of approximately 18 existing and the construction of approximately two
(2) new small earth dams and the installation of rainwater harvesting equipment.

Component 3: Market-led smallholder agriculture. The Project will support
smallholder farmers to enhance their crop and livestock production through improved
access to efficient technical advice, agricultural technology including post-harvest
processing and storage, farm inputs and irrigation. In addition to reaching higher
productivity especially for the food deficient farm households, economically active
households will be linked to markets, including small local traders and larger
wholesalers like the NAMBOARD and Eswatini Kitchen, a private company.
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II. Implementation Arrangements

1. Lead Project Agency

1.1 The MoA will be the Lead Ministry for the Project and it shall delegate Project
implementation and coordination to the PIU. To this end, the MoA will (i) assign a
senior staff to coordinate Project preparation and start-up activities on behalf of the
Ministry; and (ii) will convene a quarterly PSC and technical committees for
exercising oversight throughout the implementation period.

1.2 The Ministry of Finance (MoF) will be responsible for the flow of IFAD, other co-
financing and counterpart funds to the Project in line with national regulations.

2. Project Steering Committee

2.1 Establishment and Composition. The MoA will establish a Project Steering
Committee (PSC) with structure, functions and responsibilities in accordance with
the PIM and acceptable to the Fund. The PSC will be chaired by a senior official of
the MoA and will comprise representatives that may include: Ministry of Natural
Resources and Energy, Ministry of Economic Planning and Development and MoF,
NAMBOARD, the Swaziland Environment Authority, the Chief Executive Officer of
SWADE, the Swaziland National Trust Commission and Ministry of Tourism and
Environmental Affairs. The PSC shall meet at least once a year and as often as
required and the National Project Director shall act as the meeting’s secretary, and
shall ensure that adequate documents and proposals are prepared ahead of each PSC
meeting.

2.2 Responsibilities. The PSC is responsible for Project oversight and to ensure
alignment of the Project to ongoing programmes and activities, as detailed in the
PIM, including (i) provide strategic guidance to the Project management; (ii) approve
the Annual Work Plan and Budget and Procurement Plan, financial and technical
progress reports; and (iii) initiate follow-up actions on lessons and findings from the
Project.

3. Technical Committee

3.1 Establishment and Compositions. The Borrower/Recipient shall establish two
technical Committees, one for Chiefdom Development Plans and infrastructure
(TCCDP), and another for Market-led Agriculture (TCMLA), both with structure,
functions and responsibilities in accordance with the PIM and acceptable to the
Fund. The TCCDP will be chaired by the MoA and may comprise senior
representatives of the Ministry of Tinkhundla, the Swaziland Environmental Agency,
SWADE, relevant divisions of MOA, and the PIU, who acts as secretary to the
Committee.

3.2 The TCMLA will be chaired by NAMBOARD and may comprise senior
representatives from the business development service providers like TechnoServe,
relevant divisions of MoA, Eswatini Kitchen, SWADE, Micro Finance Unit, Swaziland
National Agricultural Union, and the PIU who acts as secretary to the Committee.
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3.3 Responsibilities. Both Technical Committees will provide technical guidance and
oversight to the Project. They will report regularly to the PSC and advise the PIU and
they shall endeavour to meet at least once every three months.

4. Project Implementation Unit

4.1 Establishment and Composition. The PIU shall be established within SWADE,
with structure, functions and responsibilities acceptable to the Fund and in
accordance with the PIM. Qualified staff including, inter alia, a National Project
Director, a Project Finance Manager, a Procurement Officer, a Planning, Monitoring
and Evaluation Officer and a Subject Matter Specialist for each of the Project
Components 1-3 (collectively “"Key Project Staff”) shall be selected according to the
Borrower/Recipient's applicable procedures acceptable to the Fund and hiring and
termination of the contracts shall be subject to the Fund's no-objection. The PIU will
set up an office in the Project area in or near to a Rural Development Area at a
central location.

4.2 Responsibilities. The PIU is responsible for overall Project implementation and
coordination, including, inter alia: (i) preparation of the Annual Work Plan and Budget
(AWPB); (ii) financial management; (iii) procurement; (iv) project monitoring and
evaluation; (v) knowledge management; (vi) preparation and consolidation of
Statement of Expenditures, financial statements and withdrawal application; (vii)
Project reporting; and (viii) of coordination of all Project implementing partners.

5. Project Assignment letters and Service Agreements

5.1 In order to facilitate Project implementation, MoA will issue an assignment
letter to SWADE to establish the PIU and undertake specific responsibilities for
Project implementation in form and substance acceptable to the Fund. The PIU will
enter into service agreements with NAMBOARD, Eswatini Kitchen and Technoserve
and other service providers for specific project activities and in form and substance
acceptable to the Fund. NAMBOARD, a specialised parastatal agency dedicated to
improve farmers’ access to markets, will engage to provide guidance to market
linkage activities for the project target group. The Project will invest in marketing
infrastructure and capacity development. NAMBOARD will, in return dedicate capacity
to the Project area and to value chains to be developed therein. The continuation of
each of the service agreements will be subject to regular review and satisfactory
performance.

5.2 The PIU will enlist other professional services for planning, design and
supervision of infrastructural works and will engage experienced contractors for the
technical implementation. Contracts and procurement will adhere to international
engineering procurement standards.

6. Project Implementation Manual

6.1 The Project shall be implemented in accordance with the approved AWPB and
Procurement Plan and the PIM, the terms of which shall be adopted by the Lead
Project Agency subject to the Fund'’s prior approval. The PIM shall include, among
other things: (i) terms of reference, implementation responsibilities and appointment
modalities of all Project staff and consultants; (ii) Project operating manuals and
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procedures; (iii) monitoring and evaluation systems and procedures; (iv) a detailed
description of implementation arrangements for each Project component; (v)
modalities for the selection of service provider(s) and Project Parties to be based on
transparent and competitive processes; and (vi) financial management and reporting
arrangements including accounting, approval of payments, financial reporting,
internal controls, fixed asset management, as well as internal and external audit
arrangements.
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Schedule 2
Allocation Table
1.  Allocation of the Financing. (a) The Table below sets forth the Categories of

Eligible Expenditures to be financed by the Financing and the allocation of the
amounts of the Financing to each Category.

Loan Amount Allocated Grant Amount Allocated
Category

(expressed in EUR) (expressed in SDR)

I Consultancies 3 850 000 360 000
II Equipment and materials 950 000
III  Goods, Services and Inputs 940 000
IV Works 1050 000
\Y Operating costs 910 000

Unallocated costs 850 000

TOTAL 8 550 000 360 000

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

(i) “Consultancies” includes Studies, Technical Assistance and Training; and
(ii) “Goods, Services and Inputs” includes vehicles.

(c) The percentage of expenditures for items to be financed in each Category shall
be 100% net of taxes, contributions of government and beneficiaries.

2. Start-up Costs. Withdrawals in respect of expenditures for start-up costs

incurred before the satisfaction of the general conditions precedent to withdrawal
shall not exceed an aggregate amount of EUR 400 000.
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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/Recipient to request
withdrawals if the Borrower/Recipient 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. Gender, Youth and HIV/AIDS. The Borrower/Recipient shall ensure that
women and youth are given equal opportunities to be represented in the
organization and management of the Project. The Borrower/Recipient shall also
ensure that women, youth, and beneficiaries affected by HIV/AIDS shall be
represented in all Project activities and that they receive appropriate benefits from
the Project outputs.

2. Operation and Maintenance. The Borrower/Recipient shall ensure that
adequate human and financial resources are provided to support the operation and
maintenance of Project-financed investments and the recurrent costs of the Project
operations both during and after the Project Implementation Period, at least for the
useful life of such investments.

3. Counterpart Funds. The Borrower/Recipient shall ensure that counterpart
funds are clearly identifiable in the financial management system and in all financial
statements and that said funds are made timely available in the relevant Project
account.

4, Land rights. The Borrower/Recipient shall ensure that smallholder farmers
have full access to improved, irrigated Swazi Nation Land for sustainable crop and
livestock production as per approved Chiefdom Development Plans.

23



Logical framework (excerpt)

Narrative Summary

Key Performance Indicators

Means of Verification

Assumptions (A) / Risks (R)

Goal:

Contribution to the national goal of
reduced rural poverty (SNAIP,
2014)

Project Development Objective:

Smallholder producer households in
the Project chiefdoms enhance food
and nutrition security and incomes
from diversified agricultural
production and market-linkages

Outcome 1:
Effective planning and decision-
making by the Project chiefdoms

20% reduction in number of
households below national poverty
line in the Project chiefdoms

10% reduction in child
malnutrition (RIMS level III)

4000 households with a 20%
improvement in household assets
ownership index (RIMS Level III)

5500 households with increased
incomes by 15% or more above
baseline (by wealth category,
male/female headed, youth
headed HH)

50% reduction in households
classified as food deficit (above
baseline)

9,900 direct project beneficiaries

25 CDPs having a completion rate
of 50% or more

25 effective advisory services
programmes coordinated with CDC
approach

= Project baseline survey and follow-

up surveys
= Periodic reports Swaziland
Statistical Office
= Health clinic data recording
= RIMS survey data
= RCT outcomes

= Project baseline survey and
surveys

= Mid-term and end of Project
evaluations

= Project monitoring reports

= Data on participation and
perception

= Meeting minutes and records

= Chiefdom records

= Letters of Consent

* (A) Demand for food does not
outstrip production of a
marketable surplus

= (A) economic and fiscal policies
remain favourable to small
producers

» (A) No major natural disaster
affects the Project Area

= (A) Additional funds / co-funding
for expansion of the Project to
new chiefdoms in rain-fed areas
available

= (A) CDPs are endorsed by chiefs,
communities and national
government

T'A34/6°d/LO71/STOC 93
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Narrative Summary

Key Performance Indicators

Means of Verification

Assumptions (A) / Risks (R)

Outcome 2:

Soil and water resources are
sustainably managed for market-led
smallholder agriculture in the
Project chiefdoms

Outcome 3:

Smallholder producers in the Project
chiefdoms supply crop- and
livestock products to market
partners

= 550 % increase, above baseline,
of crop production from the
command area of the dams

70 groups effectively maintaining
irrigation commands and erosion
control areas

= A total increase of SZL 43.3
million in the annual farm gate
value of traded volumes by year
6; across chiefdom and selected
value chains over baseline

= Project monitoring reports

= CDC records on registry and
annual review of water user and
erosion control groups

= Annual infrastructure inspections
by Land Use Department

= Production data from MoA
livestock and crop surveillance
system

= Data from MoA honey certification
system

= Market surveys

= Project monitoring reports

= NAMBOARD, Eswatini kitchen etc.
periodic reports

= (A) Sustainable land use practices
are disseminated and adopted
widely

= (A) Groups benefiting from erosion
and irrigation infrastructure are
supported by Government

= (A) Consumers demand for local
produce increases

* (A) Wholesalers access finance for
business development

= (A) Selected value chains remain
viable for the smallholder producer

T'A84/6°d/LO71/STOC 93
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