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Negotiated financing agreement: “"Transformasi Ekonomi
Kampung Terpadu - Integrated Village Economic
Transformation”

(Negotiations concluded on 5 September 2019)

Loan No:
Grant No:

Project name: Transformasi Ekonomi Kampung Terpadu - Integrated Village Economic
Transformation (the “Project”)

The Republic of Indonesia (the “Borrower/Recipient”)
and
The International Fund for Agricultural Development (IFAD)

(each a “Party” and both of them collectively the “Parties”)

WHEREAS,

- The total expected financing of the Project is one hundred four million euro
(EUR 104 000 000) which was formally requested by Borrower/Recipient to IFAD;

- Inaccordance with its rules, policies and procedures, IFAD will aim to finance an
amount up to approximately seventy three million euro (EUR 73 000 000) to fill a
financing gap, subject to (i) the confirmation of the availability of sufficient
resources under the IFAD12 replenishment cycle for the period 2022-2024;
(ii) the approval of the Executive Board; and (iii) the compliance with applicable
IFAD internal approval procedures;

- The Borrower/Recipient has requested a loan and a grant from IFAD for the
purpose of financing the Project as described in Schedule 1 to this Agreement;
and

- IFAD has agreed to provide financing for the Project;

NOW THEREFORE, 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) and the Allocation
Table (Schedule 2)

2. IFAD’s General Conditions for Agricultural Development Financing dated 29 April
2009, amended as of December 2018, 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, unless the Parties shall
otherwise agree in this Agreement.
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3. IFAD 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 twenty nine million eight hundred thousand euro
(EUR 29 800 000).

(B) The amount of the Grant is one million three hundred sixty thousand euro
(EUR 1 360 000).

2. The Loan is granted on ordinary terms and shall be subject to interest on the
principal amount outstanding of the Loan rate equal to the IFAD Reference Interest Rate,
including the variable spread, payable semi-annually in the Loan Service Payment
Currency, and have a maturity period of twelve and half (12.5) years, including a grace
period of seven (7) years, starting from the date as of which the IFAD has determined
that all general conditions precedent to withdrawal have been fulfilled.

3. The Loan Service Payment Currency shall be the Euro (EUR).
4. The first day of the applicable Fiscal Year shall be the first of January.

5. Payments of principal and interest shall be payable on each first of April and first of
October.

6. There shall be two (2) bank accounts denominated in EUR (the “Designated
Accounts”) opened by the Borrower/Recipient and maintained by the Ministry of Finance
(“MoF") in the Bank Indonesia ("BI”) or any other Bank assigned by the Ministry of
Finance and acceptable to IFAD, for the exclusive use of the Project. One (1) shall be for
the Loan and the other for the Grant.

7. The Borrower/Recipient shall provide counterpart financing for the Project in the
amount of approximately seventeen million two hundred nine thousand one hundred
thirty euro (EUR 17 209 130) in the form of taxes on project expenditure, staffing costs
and other in kind contributions. The Project will also leverage resources from the Village
Fund in the approximate amount of four hundred ninety million two hundred thirteen
thousand eight hundred euro (EUR 490 213 800). The Project beneficiaries are expected
to contribute approximately twenty four million five hundred thirty seven thousand eight
hundred euro (EUR 24 537 800) in cash and kind.

Section C

1. The Executing Agency (EA) shall be the Ministry of Village, Development of
Disadvantaged Regions and Transmigration (*MoV") through the Directorate General of
Village Development and Community Empowerment. For the purposes of this Financing
Agreement, the EA shall be construed as the Lead Project Agency defined in the General
Conditions.

2. The bodies and entities described in Part II of Schedule 1 of this Agreement are
designated as additional Project Parties.

3. A Mid-Term Review will be conducted at the end of year three of the Project and as
specified in Article VIII, Section 8.03 (b) and (c) of the General Conditions; however, the
Parties may agree on a different date for the Mid-Term Review of the implementation of
the Project.
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4. The Project Completion Date shall be the sixth anniversary of the date of entry into
force of this Agreement and the Financing Closing Date will be established as specified in
the General Conditions.

5. Procurement of goods, works and services financed by the Financing shall be
carried out in accordance with the provisions of the Borrower/Recipient’s procurement
regulations, to the extent such as are consistent with the IFAD Procurement Guidelines.

Section D

IFAD will administer the Financing and supervise the Project, and the Borrower/Recipient
through EA will implement and conduct its own administration and joint supervision of
the Financing and the Project.

Section E

1. The following are designated as additional grounds for suspension of the right of
the Borrower/Recipient to request withdrawals from the Loan and Grant:

(a) Any transfer of key staff in the Project Management Unit ("PMU"”), namely;
Project Manager/Director, Financial Officer, and Monitoring and Evaluation
Officer has not been communicated to IFAD; and

(b) The Project Implementation Manual (*PIM”) and/or any provision thereof, has
been waived, suspended, terminated, amended or modified without the prior
agreement of IFAD and IFAD, after consultation with the Borrower/Recipient,
has determined that it has had, or is likely to have, a material adverse effect
on the Project.

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

a) The IFAD no objection to the PIM shall have been obtained;

b) PMU and the key staff in the PMU, namely: Project Manager/Director,
Financial Officer, and Monitoring and Evaluation Officer shall have been
appointed; and

C) The Designated Accounts shall have been duly opened and the names of the
authorized signatories shall have been submitted to IFAD.

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

For the Borrower/Recipient:

Director General of Budget Financing and Risk Management
Ministry of Finance

Frans Seda Building, 2nd Floor

Jalan Dr. Wahidin Raya No.1

Jakarta 10710, Indonesia

For Correspondence:

Attn: Director of Loans and Grants
Frans Seda Building, 6th Floor
Jalan Dr. Wahidin Raya No.1
Jakarta 10710, Indonesia
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Tel: (62-21) 3458289, 3865330
Fax: (62-21) 3812859

For Disbursements and Payments:

Attn: Director of Evaluation, Accounting and Settlements
Frans Seda Building, 7th Floor

Jalan Dr. Wahidin Raya No.1

Jakarta 10710, Indonesia

Tel: (62-21) 3864778

Fax: (62-21) 3843712

Email: deas@kemenkeu.go.id

For IFAD:

President

International Fund for Agricultural Development
Via Paolo di Dono 44

00142 Rome, Italy

This Agreement has been prepared in the English language in two (2) original copies, one

(1) for IFAD and one (1) for the Borrower/Recipient and shall enter into force on the date
of countersignature.

REPUBLIC OF INDONESIA

Luky Alfirman
Director General of Budget
Financing and Risk Management

Date:

INTERNATIONAL FUND FOR
AGRICULTURAL DEVELOPMENT

Gilbert F. Houngbo
President

Date:
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Schedule 1

Project Description and Implementation Arrangements

I. Project Description

1. Target Population. The project will target smallholder farming households, micro-
entrepreneurs as well as households in coastal communitiesinvolved in fisheries and in the
production of marine products. Primary beneficiaries will mostly be semi-subsistence
households with a minimum range of assets and resources. Service providers extending
production, business development and financial services to village producers will be
considered secondary beneficiaries.

2. Project Area. TEKAD will focus on five (5) Eastern Indonesian provinces: Papua, West
Papua, Maluku, North Maluku and East Nusa Tenggara. Four out of these five provinces
have the country’s highest poverty rates, present with low literacy rates, high malnutrition
rates and are amongst Indonesia’s most vulnerable areas to climate change.

3. Goal. TEKAD's overall goal is that empowered village communities contribute to rural
transformation and inclusive growth in Eastern Indonesia by leveraging the potential of the
Village Law and the Village Fund.

4. Development Objective. The project development objective is to enable rural
households to enhance participatory, inclusive, and effective utilization of the village funds
for the purpose of social and economic development.

5. Components. TEKAD shall consist of three (3) Components: (1) Village Economic
Empowerment; (2) Partnerships for Village Economic Development; and (3) Innovation,
Learning and Policy Development.

Component 1: "“Village Economic Empowerment” will be rooted in the Village Law and
will aim at strengthening village governance and developing village economic initiatives.
This component will improve the abilities of village governments and communities to
promote inclusive and sustainable economic development, building on the local potential
and using resources from the Village Fund and from other sources. The expected
outcome is that village communities implement profitable economic initiatives, prioritized
through participatory planning to ensure that strategic choices rest on broad participation
of social and economic groups. Most of the activities under this component will take place
at village level and will be complementary to others implemented at district and
provincial level.

Component 2: “Partnerships for Village Economic Development” will promote an
enabling environment for inclusive and sustainable local economic development, by
facilitating access of village households and economic organizations to production support
services, markets and commercial financing necessary for their economic initiatives. This
component will: (1) strengthen the capacities of districts and sub-districts to provide
support services to village governments and better integrate village needs into district
economic development planning; (2) promote villagers’ access to qualified technical and
business development services; (3) support linkages with financial services providers, so
that villagers access financing to complement public resources. Component 2 will have a
key role in ensuring that, by the end of the Project, villages keep accessing services,
markets and financing to ensure profitable and sustainable economic initiatives.

Component 3: “Innovation, Learning and Policy Development” will promote
evidence-based learning, policy development and institutional strengthening in support of
village economic development by: (1) documenting innovative practices and
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achievements from TEKAD implementation, and generating replicable models based on
successful experiences; (2) providing evidence-based information to support the
consolidation of the policy and regulatory framework for village economic development,
and (3) strengthening capacities of the Ministry of Villages to promote village economic
development, taking advantage of the positive environment set by Village Law and the
Village Fund. The expected outcome is that an enabling policy and institutional
environment facilitate village economic development.

II. Implementation Arrangements
1. Implementation Period. The Project will be implemented over six (6) years.

2.  Project Steering Committee. The Project Steering Committee (PSC) will be set up at
the national level to provide overall guidance and oversight, ensure that TEKAD is aligned
to national priorities, offer a venue for sharing TEKAD good practices, and channelling
policy issues to the appropriate policy making bodies. The PSC will be led by the Ministry
of Village, Development of Disadvantaged Regions and Transmigration and it will include
representatives from Ministry of Finance, Ministry of Agriculture, Bappenas, Ministry of
Home Affairs.

3.  Executing Agency (EA). The EA will be the Ministry of Village, Development of
Disadvantaged Regions and Transmigration (MoV) and, as such, will be responsible for
the overall project management, coordination and oversight. Within the Ministry, the
Directorate General of Village Development and Community Empowerment will have
direct responsibility for the project implementation, with the support of a Project
Management Unit.

4.  Project Management Unit (PMU). A PMU will be established under the authority of
the MoV; it will be responsible for the day-to-day project management and
implementation, and for the operational coordination with government and non-
government agencies participating in the project. The PMU will be headed by a full-time
National Project Manager.

5. Provincial Project Implementation Units (PPIU). A PPIU will be established in every
target province within the Dinas Village and Community Empowerment, to coordinate the
project implementation at the provincial level, provide technical assistance to district
units and ensure knowledge management across the province. PPIUs will be under the
direct supervision of the PMU Director and will provide guidance, management support
and technical assistance to District Project Implementation Units (DPIUs) for the
implementation of Component 1 and for jointly implementing Component 2.

6. District Project Implementation Units (DPIU). A District Project Implementation Unit
(DPIU) will be established in every target district to coordinate the implementation of
activities at district and village level. DPIUs will be responsible for implementing
Component 1 and for participating in the implementation of Component 2 along with
PPIUs.

7.  Project Implementation Manual (PIM). The Borrower/Recipient shall prepare the
PIM in accordance with terms of reference acceptable to IFAD. The PIM shall include the
following arrangements among others: (i) institutional coordination and day-to-day
project implementation; (ii) project budgeting, disbursement, financial management,
procurement, monitoring, evaluation, reporting and related procedures; (iii) detailed
description of implementation arrangements for each Project component; and (iv) other
administrative, financial, technical and organizational arrangements and procedures as
required by the Project.

The PMU shall forward the draft PIM to IFAD for comments and approval. The PMU shall
adopt the PIM, substantially in the form approved by IFAD, and the PMU shall promptly
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provide copies thereof to IFAD. The Recipient shall carry out the Project in accordance
with the PIM and shall not amend, abrogate or waive the aforementioned manual, or any
provision thereof, without the prior written consent of IFAD.

8.  Monitoring and Evaluation (M&E). The Project will set up an integrated M&E and
knowledge management system aimed at: (i) guiding project implementation;
(ii) sharing knowledge and scaling up good practices; and (iii) supporting decisions and
policymaking. The M&E system will collect, process and report information on the Project
implementation progress, on specific indicators disaggregated by gender, and will
integrate physical and financial progress.

9. Supervision. The Project will be directly supervised by IFAD. An annual supervision
mission will be undertaken, complemented by implementation support missions as
needed. The IFAD Country Office will provide continuous supervision as required.
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Schedule 2
Allocation Table

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

Loan Amount Allocated Grant Amount Percentage (net of

Category (expressed in EUR) Allocated Government and
(expressed other
in EUR) contributions)
. Works 630 000 100%
II. Goods, Services and

Inputs 4 150 000 100%

ITI. Consultancies 15 680 000 100%

IV. Consultancies 1 360 000 100%

V. Training 4 820 000 100%

VI. Operating Costs 4 520 000 100%
Total 29 800 000 1 360 000

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

“Works"” under Category I, shall mean eligible expenditures incurred related to
farmer owned technology centers under the Component Village Economic
Initiatives and up -calling Facility.

“Goods, Services and Inputs” under Category II, shall eligible expenditures
incurred related to goods, service and inputs to the project including also
(i) equipment and material (ii) Project Vehicles /motorcycles.

“Consultancies” under Category I11-a- shall mean eligible expenditures related
to consultancies service financed from the Loan

“Consultancies” under Category I11-b, shall mean eligible expenditures from the
Grant incurred related to International and national consultancies, studies
under the component 2.2 Economic Services, 3.2 Policy Development and
Institution Building and component 4 Management of the Project.

“Training” under Category IV, shall mean eligible expenditures related to
training, workshop for the project.

“Operating Cost” under Category V shall mean eligible expenditures related to
recurrent costs under the Project.

59. 2. Start-up Costs. Withdrawals in respect of expenditures for start-up costs
(project start-up expenditures) incurred before the satisfaction of the general
conditions precedent to withdrawal and after the entry into force of the Financing
Agreement shall not exceed an aggregate amount of three hundred thousand Euro
(EUR 300 000) from the Loan, and one hundred thousand Euro (EUR 100 000) from
the Grant. Activitiesto be financed by Start-up Costs will require the no objection
from IFAD to be considered eligible, such as finalising the Project Implementation
Manual, preparation of Annual Work Plan Budget, training, start up workshops,
establishment of PMU and other project related activities to start the project.



Logical framework

' Indicators’ Means of Verification Assumption
Results Hierarchy S/Risks
Name Baseline Mid-Term | End Target Source Frequency Responsible
Outreach ¢ Number of persons receiving 0 247,392 824,640 Project M&E Annual PMU
services promoted or system
supported by the project (Cll)2
e Corresponding number of 0 123,696 412,300
households reached (Clla)
e Estimated corresponding total
number of household 0 618,450 1,855,350
members (Cllb)
e Number of villages receiving
services supported or 0 680 1,720
promoted by the project
Goal
Empowered village % of households receiving Project M&E Mid-term PMU
communities contribute to | services promoted by TEKAD system review and
rural transformation and increase: project end
inclusive growth in e Real income in at least 30% 0 30% 60%
Eastern Indonesia e HH asset ownership index 0 30% 60%
(Cl1 and COSOP)
Development Objective
Enable rural households e 9% of villages where 0 20% 70% Project M&E Mid-term PMU Limited
to develop sustainable smallholders' farm and off- system review and internal or
livelihoods, taking farm businesses supported by project end external
advantage of the Village Fund and by the shocks to the
strengthened village and Project are functioning economy

district level governance.

effectively

! Indicators will be disaggregatedbygender and age where relevant.
2 Cl refers to IFAD Corporate Indicators.
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. 1
Indicators

Means of Verification

Results Hierarchy Q/SF;sil;rl?Sptlon
Name Baseline Mid-Term | End Target Source Frequency Responsible
Outcome 1
Village communities plan At least 30% of Village Fund 5% 15% 30% Village Fund, Annual PMU, district Economic
and implement profitable (DD) and District Village village plans and village development
economic initiatives taking Allocation (ADD) budgeted for and records on authorities is not
advantage of village economic development District Village considered a
resources % of HH reporting increasein | O 20% 70% Allocation Annual PMU priority for
production (CI 1.2.4) Project M&E Village Fund
Average 30% increase in system and
marketed volume and value of | O 10% 30% Village Annual PMU Crop failure
sales of agricultural/marine Information due to
products (COSOP)3 System weather
events or to
lack of market
opportunities
Outputs 1
1.1 Governance and Number of persons engaged
capacities of village in village governance and 0 6,880 8,600 Project M&E Semi-annual PMU
communities to administration receiving system
envision, plan and capacity-building for preparing In preparing
implement village and implementing village
resources improved development plans (COSOP) development
plans prevails
1.2 Village households Number of villages receiving 0 688 1,720 Project M&E Semi-annual a short term
enabled to develop capacity building for economic system vision not
economic initiatives initiatives inclusive of
Number of village Thd at 688 1,720 Village Fund Annual economic
development plans including project and village development
activities and resources in start-up plans

support to economic activities

® COSOP refers to Indonesia COSOP Strategic Framework indicators.
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. 1
Indicators

Means of Verification

Results Hierarchy Qf;;?spt'on
Name Baseline Mid-Term | End Target Source Frequency Responsible
Outcome 2
Villages households Number of districts integrating | tod 10 20 District plans Annual PMU BDSPs and
sustainably access investment financing for target agribusiness
markets and public and villages in district plans interested in
private services in support % of households reporting tbd 30% 70% Project M&E Annual partnering
to their economic adoption of improved inputs, system, Village with villages
initiatives technologies and/or Information
production practices (Cl 1.2.2) System Internet
% of households satisfied with | tbd 20% 80% ldem Annual coverage on
the relevance, quality and target area
accessibility of extension
services provided by public
and private sector (COSOP)
% of households reporting thd 20% 60% ldem Annual
access to adequate financial
services (COSOP)
Outputs 2
2.1 District and sub- Number of district 0 10 25 Project M&E Semi-annual PMU
district capacity administrations receiving system and reports
strengthened to capacity-building for Village
extend technical supporting economic activities Information
services in support to (COSOP) System for all
village economic Number of households tbd 123,500 329,840 indicators
development benefiting from financial
education (Cl 1.17 and
2.2 Access to markets COSOP)
and business Number of persons accessing tbd 80,000 206,150
development services financial services (Cl 1.1.5)
for village-based Number of households
prOducerS |mpr0ved receiving services from tbd 80,000 206,150
BDSPs
2.3 Access to financial Number of financial service
services by Village- providers supported in
based producers 0 2 5

improved

delivering outreach strategies,
financial products and
services to rural areas (Cl
1.1.6)

II xipuaddy

€1'd/1071/6T0C 93



[

. 1
Indicators

Means of Verification

Results Hierarchy ?f;;?sptlon
Name Baseline Mid-Term | End Target Source Frequency Responsible
Outcome 3
Enabling policy and Policy analytical documents 0 3 6 Project reports, | Annual PMU jointly with | Continuous
institutional environment prepared and disseminated, Policy briefs MoV support from
facilitate village economic and regulatory instruments and proposals MoV
development that builds proposed to policy makers
on local opportunities and Number of Districts applying Project M&E
leverages the Village replicable models developed 0 8 20 system
Fund resources by TEKAD for supporting
village economic development
leveraging Village Fund and
village resources.
Outputs 3
3.1 Innovation, learning Number of policy-relevant 0 3 6 Project M&E Annual PMU jointly with
and knowledge being knowledge products system, District MoV
documented and completed (CI Policy 1) MIS, MoV
promoted Number of districts with MIS
3.2 Increased impact of and KM systems operational 0 10 25
Village Law and (COSOP)
Village Fund on Functioning multi-stakeholder
viIIage economic p|atf0rms Supported 0 8 20
transformation
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