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Negotiated financing agreement: “"Tonga Rural
Innovation Project — Phase II (TRIP II)”

(Negotiations concluded on 8 June 2017)

Loan Number:
Grant Number:

Project Title: Tonga Rural Innovation Project — Phase II (TRIP II) (“the Project”)
The Kingdom of Tonga (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
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, 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 Project in
accordance with the terms and conditions of this Agreement.

Section B

1. (a) The amount of the Loan is one million ninety thousand Special Drawing Rights
(SDR 1 090 000).

(b) The amount of the Grant is one million ninety thousand Special Drawing
Rights (SDR 1 090 000).

2. The Loan is granted on highly concessional terms and shall be free of interest but
bear a service charge of three fourths of one per cent (0.75 per cent) per annum and
have a maturity period of forty (40) years, including a grace period of ten (10) years.

3. The Loan Service Payment Currency shall be the United States dollar (USD).

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

5. Payments of principal and service charge shall be payable on each 01 February and
01 August
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6. There shall be one Designated Account denominated in US dollars opened by the
Ministry of Finance and National Planning (MFNP) at a commercial bank, through which
the proceeds of the Loan and the Grant will be channelled. A project account in local
currency will be opened at a commercial bank by MORDI TT to finance project activities.

7. The Borrower/Recipient shall provide counterpart financing for the Project in an
approximate amount of two million seven hundred thousand United States dollars
(USD 2 700 000) to cover participating government staff salaries, duties and taxes.
Section C

1. The MFNP will formally represent the Borrower/Recipient.

2. The Lead Project Agency shall be the Mainstreaming of Rural Development
Innovation Tonga Trust (MORDI TT).

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

Section D
The Loan 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) MORDI TT is not appointed by the MFNP as the Lead Project Agency (LPA);
(b) MORDI TT is wound up;

(c) The Project Implementation Manual (PIM), 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; and

(d) Key managerial staff as described in Schedule 1 paragraph 9.1 are appointed
transferred or moved from the Project Management Unit (PMU) without the
prior concurrence of the Fund.

2. The following are designated as additional conditions precedent to withdrawal:
(a) A Memorandum of Understanding (MoU) has been signed between MFNP and
MORDI TT in order to appoint MORDI TT as the LPA for the implementation of
the project;

(b) MFNP has duly opened a Designated Account and MORDI TT has opened a
Project Account as specified in Section B, paragraph 6 above;

(c) PMU within MORDI TT shall have been established and key Project staff, as
defined in Schedule 1, shall have been appointed to the satisfaction of IFAD;

(d) MORDI TT has prepared a draft PIM as described in section II of Schedule 1,
in form and substance satisfactory to the Fund.
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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:

Minister

Ministry of Finance and National Planning
Taufa’ahau Road, Tungi Colonade Building,
Nuku‘alofa,

Kingdom of Tonga

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 two (2)
original copies, one (1) for the Fund and one (1) for the Borrower/Recipient.

THE KINGDOM OF TONGA

(Authorised Representative)
Minister of Finance and National Planning

INTERNATIONAL FUND FOR
AGRICULTURAL DEVELOPMENT

Gilbert F. Houngbo
President
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Schedule 1

Project Description and Implementation Arrangements

I. Project Description

1. Project area. The Project will have a national geographic focus with only large urban
communities and those with very few households excluded and shall benefit 122 rural
communities (the “Project Area”).

2. Target population. The project shall focus on poor women, men and youth living in
rural communities with an estimated target of 28,650 people.

3.  Goal. The goal of the Project is to contribute to improved and resilient livelihoods for
Tonga’s rural population.

4, Objectives. The development objective of the Project is to enable communities to
plan and manage resilient infrastructure and livelihood activities.

5. Components. The Project shall consist of the following Components:
Component 1. Community Development. This component will aim at increasing

community capacity to manage resilient infrastructure built to required standards. This will
be achieved through the following sub-components:

(@) Sub-component 1.1. Community Development Plans (CDPs). Activities under
this sub-component will support development of CDPs in target communities;
and from which target communities select and develop (with Project
support) priority economic infrastructure.

(b) Sub-component 1.2. Development of resilient community infrastructure based
on CDPs. Activities under this sub-component will focus on the construction,
operation and maintenance of priority small-scale economic infrastructure.

Component 2. Sustainable economic livelihoods. This component will aim at increasing the
resilience of economic livelihoods based on climate smart agriculture production systems,
and agro-forestry based handicrafts. This will be achieved through the following sub-
components:

(@) Sub-component 2.1. Support to Community Agricultural Development Plans
(CADPs). Activities under this sub-component will support the development
of CADPs, which reflect activities to address climate change and natural
disasters and communities’ expressed wishes for support to improve their
economic livelihoods.

(b) Sub-component 2.2. Support to Farmers engaged in sustainable economic
livelihoods. Activities under this sub-component will support farmers
engaged in sustainable economic livelihoods through improved and climate
resilient practices to: (i) improve agro-forestry based food production
systems on tax allotments and demonstration farms; (ii) manage more
productive homestead gardens; (iii) support agro-forestry production for
handicraft raw material production; and (iv) construction of multipurpose
weaving halls for women.
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Component 3. Project management. This component aims at enhancing project
management capacity for implementation and monitoring of project activities. MORDI TT
will be appointed by MFNP on a sole source basis, through a MoU to be signed between
both parties, to implement the Project. MORDI TT will establish a PMU and recruit staff as
needed. The Project Manager will have overall responsibility for implementing the Project
and for building and maintaining strategic partnerships, including proactively working to
further institutionalize the Project approach and processes into formal Government
procedures.

II. Implementation Arrangements
A. Organisation and management
6. Ministry of Finance and National Planning (MFNP)

The MFNP will be responsible for the financing of the Project and more specifically for the
receipt and disbursement of funds from IFAD and monitoring budget finance.

7. Lead Project Agency (LPA).

MORDI TT shall be the LPA and shall have overall responsibility for the implementation of
the Project. MORDI TT shall report to the MFNP on all matters related to the Project
implementation.

8. Project Advisory Committee (PAC)

8.1 Establishment and composition: A PAC shall be established and maintained
throughout the entire Project Implementation Period. The membership of the PAC
will be defined in the PIM.

8.2 Responsibilities. PAC will advise in areas of governance, policy, networking with
other organisations and strategic project overview. Among other activities, the PAC
will: (i) review the Annual Work Plan and Budgets (AWPBs) approved by MORDI TT
Board Approval prior to transmittal to IFAD for no objection; (ii) oversee six-
monthly reviews in cooperation with joint supervision missions; (iii) promote
cooperation and coordination between regional and national Government and non-
government agencies; (iv) identify evidence based policy issues for dialogue
amongst partners; and (v) ensure Project management transparency and
accountability.

9. Project Management Unit (PMU)

9.1. Establishment and composition: MORDI TT shall establish a PMU headed by a
Project Manager and composed of, but not limited to, the following key staff
recruited according to the Borrower/Recipient applicable procedures, to the extent
these are acceptable to the Fund: (i) an Administrator; (ii) a Finance and
Procurement Manager; (iii) an M&E and Knowledge Management (KM) Coordinator;
and (iv) two Component Coordinators. These senior staff will manage smaller teams
with the specific skills and experience as required for the Project implementation.

9.2. Responsibilities: The PMU key functions will relate to planning, coordination,
facilitation and brokerage of partnerships, and monitoring and evaluation. The PMU
will also be responsible for implementing all operational-level fiduciary functions to
ensure that the financial and administrative management of project resources is in
line with the IFAD Financing Agreement and IFAD policies. This will include: (i)
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preparation of the AWPB and procurement plan, (ii) submission of application to
withdraw funds from the Loan and Grant Account; (iii) preparation of financial
reports; and (iv) coordination of audit processes.

10. Strategic partnerships. MORDI TT will build strategic partnerships with external
service providers, and also with a number of agencies and organisations inter alia, with
the (i) MFNP and, (ii) MAFFF; (iii) Ministry of Internal Affairs; (iv) Ministry of
Meteorology, Energy, Information, Disaster Management, Environment and Climate
Change; and (v) Ministry of Revenue and Customs.

11. Project Review and Appraisal Committee (PRAC)
11.1 Establishment and Composition: Membership of the PRAC will be defined in the PIM.

11.2 Responsibilities: PRAC overall purpose shall be to provide an executive
management function for the Community Economic Infrastructure Grant Proposals
(CEIG) and the Community Economic Livelihood Grant (CELG) and will interface
with MORDI TT. PRAC will screen, discuss and report results of the CEIG and CELG
proposals as defined in the PIM.

12. MORDI TT specific tasks. MORDI TT will have specific tasks, further defined in the
PIM, inter alia: (i) to train, and supervise PMU staff, in the use of participatory learning,
action and planning methods, and in Project implementation practices, (ii) to lodge
consolidated CDPs and CADPs, (iii) to disburse approved CEIGs and CELGs, (iv) to
monitor and evaluate Project performance, including collecting impact data; and (v) to
identify evidence-based policy issues for dialogue through the PAC.

B Mid-Term Review

13. The LPA and the Fund shall jointly carry out a review of the Project Implementation
at the end of project year three (the "MTR"”) based on the terms of reference prepared by
the LPA and agreed to by the Borrower/Recipient and the Fund.

C. Project Implementation Manual

14. Preparation. The LPA shall prepare a consolidated draft PIM acceptable to the Fund.
The PIM shall include among other arrangements: (i) institutional coordination and day-
to-day execution of the Project; (ii) Programme budgeting, disbursement, financial
management, procurement, monitoring and evaluation, reporting and related
procedures; (iii) detailed description of implementation arrangements for each Project
component; and (iv) such other administrative, financial, technical and organizational
arrangements and procedures as shall be required for the Project.

15. Approval and Adoption. The LPA shall forward the draft PIM to PAC for comments
and to the Fund for no objection. The LPA shall adopt the PIM, substantially in the form
approved by the Fund, and the LPA shall promptly provide copies thereof to the Fund.
The Borrower/Recipient shall carry out the Project in accordance with the PIM and shall
not amend, abrogate, waive or permit to be amended, abrogated, or waived, the
aforementioned manual, or any provision thereof, without the prior written consent of the
Fund.
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1.

Allocation of Proceeds.

Schedule 2

Allocation Table
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(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 and the percentages of expenditures for items to be financed in
each Category:

Loan Amount

Grant Amount

Percentage
(net of tax,

Allocated Allocated ) .
Category . . co-financiers and
(expressed in (expressed in benefici
SDR) SDR) eneticiary
contributions)
L. Works 380 000 380 000 100%
II. Equipment & materials 30 000 30 000 100%
ITII. Training & Workshops 130 000 130 000 100%
IV. Goods Services & 80 000 80 000 100%
Inputs
V. Consultancies 80 000 80 000 100%
VI. Recurrent costs 280 000 280 000 100%
Unallocated 110 000 110 000
TOTAL 1 090 000 1 090 000
(b) The terms used in the Table above are defined as follows:
“Equipment & materials” under Category II, shall mean eligible expenditures
also for vehicles.
“Works” under Category I, shall mean eligible expenditures incurred related to
community infrastructure under Sub-component 1.2.
“Recurrent costs” under Category V, shall mean eligible expenditures for
operating costs, salaries and allowances.
2. Start-up Costs. Withdrawals in respect of expenditures for start-up costs (in

Categories II, III, IV, V and VI) incurred before the satisfaction of the general
conditions precedent to withdrawal, shall not exceed an aggregate amount of

USD 120 000.
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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
from the Loan Account and the Grant Account 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. The Borrower/Recipient shall ensure that appropriate measures will be
taken in order to support women and youth inclusion.

2. Social, Environmental and Climate Assessment Procedures. The Borrower/Recipient
shall ensure that appropriate measures for screening community and livelihood
investments are built into the Project in compliance with the Environmental Impact
Assessment requirements of the Ministry of Meteorology, Energy, Information, Disaster
Management, Environment and Climate Change.

3. Taxes. The Borrower/Recipient shall ensure that Project is granted with a tax
exempt status and that the proceeds from IFAD financing are not be used to pay taxes.
As mentioned in paragraph 7 above, all taxes and duties related to the Project will be
considered counterpart financing.



Logical framework

id- End Assumptions (A),
Results Hierarchy Key Performance Indicators Baseline MTlir;eéT T ; Means of Verification Frequency Responsibility Ri i ®) )
arge isks
Goal: = Improvement in household assets Tbd n/a Thd RIMS impact surveys Beginning and | Project Mgmt. | ® (A) No major changes in
Contribute to improved and ownership index 2016 HIES End of Project | Unit (PMU); Government of Tonga’s
. o = Increased ability of people to EOP surveys (EOP) Strategic Development
resilient livelihoods for manage environmental and Focused group discussions Government Framework (2015 - 2025
Tonga’s rural population A 9 viron! u group discussi of Tonga work ( . )
climate-related risks (FGDs) (Government)
= Number of persons receiving Case studies
services promoted or supported
by the project (RIMS)
Development Objective: = Number / % persons/ HHs Thd n/a Thd Construction supervisionand | gop PMU * (A) Communities are willing to
Communities are enabled to reporting adoption of inspection reports participate in innovative forms
i environmentally sustainable and Mid-term and EOP surveys of planning and support, and to
plan and manage resilient climate resilient technologies and Thd Thd Thd FGD ntribute to their development
infrastructure and livelihood practices (RIMS) ’ Casesstudies C(i)nfrastlrfctzre :md ﬁvzlﬁs)ogs
activities (includin -
addressin(g food Sgcurity and FFS Project Reports = (A) MAFFF is prepared to
- = No/ % of persons/households i
nutrition) o p cooperatg: w!th TRIP_II at
reporting improved access to central, district and village
land, forests, water or water levels
bodies for production purposes
Outcome 1 = 9% of persons/ hhs reporting 0 80% 80% Mid-Term and EOP surveys Annual and PMU G M!A and MAFFF officials and
Increased community |mprkoved physical accesds to SSES (rgee';?;; Mid-term and te;;:nl(;:l ::Zg::’]'”mg to support
capacity to manage resilient mart gts, processing, and storage 99 g_ ) EOP plan prep -
. . . facilities (RIMS) Case studies (A) Communities prepared to
infrastructure built to required Gender studies on participate in planning
standards ) ) o L
community planning. (A) Communities willing to make
Study on youth inclusion. in-kind and/or cash contributions
Outputs: * Number people trained in 0DOs 15 DOs 15 DOs Project/training records Biannual PMU fOff development of economic
1.1 Community Development community managem}ent' topics 0TOs 62 TOs 62 TOs Genderﬁ study' t(? tra}ck in rastructurg . -
Plans (CDP) (RIMS) - Town and District women’s participation. (A) Communities willing to
Officers (TOs, DOs), Committee 0CMs 300 CMs | 620 CMs Survey on youth inclusion. maintain economic infrastructure
Members (CM), and Community 0CFs 62 CFs 62 CFs (A) Communities willing to
Facilitators (CF) participate in self-monitoring and
= Number of CDPs formulated 0 40 62 Project Records Biannual PMU reporting activities
Published CDPs
1.2 Resilient community = Number of market, processing or 0 30 62 Mid-Term and EOP surveys Biannual PMU
infrastructure based on CDPs storage facilities constructed / CDPs
rehabilitated (RIMS) Detailed grant applications
Construction supervision and
inspection reports
Assessments as required by
Mol
= Number of community 0 30 62 Mid-Term, EOP Reports Annual and PMU

infrastructure management
committees trained

Detailed grant applications
Construction supervision and
inspection reports

Mid-term and
EOP
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. . . Mid-term End - - Assumptions (A),
Results Hierarchy Key Performance Indicators Baseline Target Target Means of Verification Frequency Responsibility Risks (R)
Outcome 2: = Number / % of 0 500 1,260 Mid-Term and EOP surveys | annual and PMU (A) MIA and MAFFF officials and
Increased resilience of persor‘ns/househglds report_ing Projec_ts Records (FFS Mid-term  and technical staff are wiIIing to
economic livelihoods based adoption of new/improved inputs, Coordinator Reports) EOP support CADP preparation
on climate smart and technologies or practices (RIMS) (A) _Cpmmtj_nities pr_epared to
nutrition-sensitive agricultural ?:)mcctl)’?ﬁt:;igleasnvryiﬁ% g to make
production systems. in-kind and/or cash contributions
Outputs: = Number of people trained in Officials Officials Officials Annual Project Reports Biannual PMU for the development of economic
2.1 Community Agricultural climate changg risks and 0 800 800 Mld'-Term and EOP sqr\{eys livelihoods
Development Plans (CADPs) res'p'onses' for |npreased FFS FES FFS Projects Records (Training (A) Communities willing to
- reflecting climate resilient resilience in agricultural systems Records) o maintain_ th.eir ?nvestments in
agricultural systems 0 600 1,200 Periodic economic I'V?l_'hOOd_S_
- . (A) Communities willing to
= Number of revised/updated Thd, current 60 60 Projects Records Biannual PMU participate in in self-monitoring
village maps including data from no, not Physical count of maps and reporting activities
village surveys, and included in known (A) Farmers willing to attend and
CADPs participate in structured FFS
2.2 Improved practices for = Number of persons/ groups 0 600 1,200 Projects/training records Biannual PMU activities
increased climate resilience supported to sustainably manage Focused group discussions (A) MAFFF significantly
of agroforestry systems on natural resources and climate- Case studies Periodi increases travel allowances
households’ tax allotments related risks (RIMS) Participatory end of FFS er?o fC beyond current levels
cycle evaluations Periodic (R) MAFFF has further
disaggregated by gender Periodic reductions in operational funding
Number of hectares of land Model 50 ha 100 ha Project records (village Biannual PMU
brought under climate-resilient Farms: Oha maps)
management (RIMS) Cluster 900 ha 1900 ha Mid-Term and EOP surveys
Farms: 0 ha
2.3 Improved practices for = Number of persons trained in 0 400 900 Projects/training records Biannual
increased climate resilience production practices and/or PMU
of homestead gardens technologies (RIMS)
= Agricultural production facilities 0 30 60 Project records (village Biannual PMU
with increased water availability maps, procurement records)
(rainwater tanks for 60 FFS Mid-Term and EOP surveys
model gardens)
= Number of persons/households 0 0 0
provided with targeted support to
improve their nutrition
2.4 Improved agro-forestry- = Number of processing facilities 0 20 60 Project records (village Biannual PMU
based production and constructed or rehabilitated for maps, procurement records)
processing centres (weaving cyclone proof weaving sheds Mid-Term and EOP surveys
sheds) for handicrafts
= Number of women benefiting 0 400 900 Mid-Term and EOP surveys Biannual PMU

from cyclone-proof weaving
sheds

FGDs
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