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To HMG/N:

Mail and Cable Address: Additional Sccretary
Foreign Aid Coordination Division
Ministry of Finance
His Majesty's Government
Bagh Durbar
Kathmandu, Nepal

TO A.I.D.:

Mail and Cable Address: Director
U.S. Agency For International
Development
c/0 American Embassy
Kathmandu, Nepal

All such communications will be in English. unless the parties
otherwise agree in writing. Other addriusses may be substituted
for the above upon the giving of notice.

SECTION 8.2. Representatives. For all purposcs relevant
to this Agrecement, HMG/N will be represented by the individual
holding or acting in the office of Secretary or Additional
Secretary; Ministry of Finance, and A.I.D. will be represented
by the individual holding or acting in the office of Director,
USAID/Ncpal, cach of whom, by written notice, may designate
additional represcentatives for all purposces otacr than
exercising the power under Scetion 2.2 to raevisc elements of
the amplified projecu description in Annex 1. HMG/N hereby
designates ex officio both the Sccretary of the Ministry of
Forest and Soil Conservation and the Chicf Conscrvator;
Department of Forest, as additional represcntatives of HMG/N
for this project. who may by written notice designate other
additional represcntatives. The names of the representatives
of HMG/N, with spccimen signatures, will bu provided to A.I.D..
which may accept as duly authorized any instrument signed by
such representatives in implementation of this Agreement, until
receipt of written notice oi revocation of their authority.
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The production systems to be cevaluated are:

1. Alley Cropping - A subset of agroforestry in which parallel
rows of trees arc planted along contours of hilly terrain or in
straight rows on levecl arcas. The "alleys® between rows, 2 to 6 m
wide, are planted with agricultural crops, medicinal plants or
shadc-tolerant grasscs for livestock. Due to frequent coppicing
of the trecs, the "alleys" would be useable and productive most of
the time.

2. Contour Hedgerow - A form of alley cropping but restricted to
hilly terrain. Contour "hedges” (two to three rows of trecs per
hedge) arc coppiced frequently. The material is either used for
fuel or fodder or is left in place to form barriers to downslope
soil movement. The arcas betwoeen hedges are reserved for
permanent agriculturc,

3. Ultra-Short Rotation - Plantations of closcly spaced plants
that are coppiced at six-month or one-year intervals, with plant
spacings on the order of 15 te 30 cm.

4. Short Rotation - Flantations of high-yicld tree species that
are harvested for tree products at 2-6 yecar intervals. This
system also allows for concurrent use of harvest methods such as
pollarding. lopping, and hedging. Coppicing species when
harvested at short intervals docs not requirce replanting after
each harvest,

The project will consist of cight primary tasks.
TASK 1: 3SITE SELECTION

The objective of this task is to select appropriate field sites
for the project. Site-specific factors such as climate,
topography: soil, physical and chemical characteristics, and local
needs and precferences for trec products will determine the tree
species, propagation mcthods, and management techniques to be
studied.

Demonstration sites and the ncecessary nurscry facilitics to
service the sites will be established in Sindhuli and Ramechhap
districts during tho project pecriod. Assuming technical
feasibility. thcsce two districts will be the locations for any
future plantation effort that may arisc from the project should
funding bccome availakble.

A nurscry/rescarch facility and adijacent rescarch demonstration
sitc will be selected on the basis of the technical criteria
(availability of water, suitable soils and casy accessiblility to
the project office in Kathmandu) as specificd in the Project Papor
and in consultation with the Department of Forest.

f\
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TASK 2: SOCIAL FACTORS

The objective of this task is to determine the social factors that
would affect the succese of adopting now high-yicld coppice
production systems. 1o do this, the social soundness of the
proicct will be determined. The social factors to be @valuated
include:

(A) Area of privat2 and community ownued land.

(B) ELconomic surplus of individual farms.

(C) Social structur: of the community.

(D) Role and importance of trces and roles of men and women in
the agricultural production system.

(E) Past cxpericnce of the community in adopting ianovations.
Diffcrential acceptance of innovation by social class and
gender.

(F) Existing social cleavages.

(G) Extent of animal ownership and importance of animals.

(H) Reguirements and prefcronces of the community {or (orayc,
fuclwooa and otner trew proaucts.

Bascline social data will be collected after site selection.
Social analyses will be performed throughout the project period.

TASK 3: SPECIES SELECTION.

The objcctive of this task is to purform a preliminary screening
of spccics from a preparcd list of 91 potential candidates.
Specics from the initial screcning will he ficld tested. A firal
sclection of spoecics o be used in the production systems will be
bascd on ficld trials andg will take intc account the variability
in local poloronoes among rural peonle in “he mid-hills.

The Department ol Forest and AWL have mutually agreed upon 15
species to include in the preliminary scrocning.  The primary
criterion considercd was adaprability to the mid-hills region and
to an vlevation range of 1200 wo 1800 meters. ‘The species chosen
are:

Native Specices Exotic Spccies

Alnus Ncpalensis S5alix specices

Artocarpus lokoocha Populus deltoides

Ficus roxburghii Populus hybrids

Ficus rc¢moralis Eucalyptus comaldulensis
Ficus cunia Robkinla wvsecudoacacia
Ficus lacur Platanus occidizntalis

Ficus claveta
Melia azcdarach
Prunus cerosoides

Additional specics may be included for field trials depending upon
unique site characteristics and/or local prefercnces that may
occur in the specific arcas selected for the project.



Al-4

TASK 4: HURSERY/RESEARCH FACTLITY

Tne objcctive of this task is to establish a pcrmancent tre-
nursery facility with provision for conducting speciues=-s * 2oning
studics and other applied roescarch. Other temporary nurscc:es may
be cstablished. if necossary.

The facility will include (1) a small greenhouse; (2) a headhouse
for storagu: soil analyscs, sced preparation. germination tests,
etc.; (3) a shadchouse and an open arca for growing nurscry stock;
(4) scedbeds for the production of planting stock; (5) a
Cultivatud area for screuning promising specics and clones; (6) a
simplce mateorological station for measuring precipitation.
¢vaporation, tempurature, and humidity; (7) an office; (&) a small
classroom, and {9) an ar.a for future expansion. The facility
will require an arca of 4 to % hectarcs and will be designed for
an initial produ.tion capacityv of 100.000 scedlings and cuttings
per year, this capacity will cventually b expanded.

3
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SK 5. RESBARCH/DEMONS TRATIGCH FACILITY
Subtask 1: Euscarssh Plots

The objectives of this task are to (1) determine speclies-site
intceractions. (2) evaluate management methods for different
production syst.me. (3) determine fucelwood and fodder yiclds as
related to specics and siiwiculture. (4) analyse cconomics of
production systums. (5) analyze social implications of adopting
high-yicl? trew production systems, and (o) analvze onve. onmental
cffects,

This facility is cypected to k. located on or adjaccent te tho
permancnt nurscery sitoe. It will e uszed ve wvaluate and
demonstrate promising production systums tor salected sdzdics.
The produciicn svstems studicd will roflooy +he ncthods ~ost
likely to be used by farmers. private landowners. and lo~al
panchayats.

Subtask 2. Docmonstration Facility

PThe demonstration component of chis task will estaklish a
community coppice production systom to cvaluate social acceptance
and the impacte and Lencefits for a typizal mid-hills comrunity.

This cffort includes (1) social surveys and analyscs, (27 project
design and organization. (3) initiation of community contracts,
(4) procurcment of matorials. (5) pruparation of plant's, arcas,
(6) plantirg, (7) supplcmental planting as nceoded. (8) monitoring,
(9) data analysis, and (10) report preparation.
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TASK 6: APPLIED RESEARCH STUDIES AND MONITORING

The objective of this task is to conduct applied research on
coppicc culture and short rotation production systems at each of
the field sites. Data wiil be gencrated that is appropriate for,
and can be used in; the tcchnology transfer component of the
project. The research will includc arcas such as species
evaluation and spacings appropriate for various production
systems. Harvesting frequency, harvest methods, and site
fertility will also be studied.

TASK 7: TRAINING AND TECHROLOGY TRANSFER

The objectives of this task are to (1) conduct training courses on
high-yield coppice production systems at the technical and
professional level and (2) arrange training visits to the U.S.
and/or other countries to study such systems. Three, two-week
short course/workshops will be given in Nepal. The instructors
will be Nepalese professionals and tcachers supplemented by
experts from the region and U.S. professionals. The participants
will bc professional and technical foresters/agricultural
scientists,; extension workers, and administrators. Topics to be
covered include:

(A) Biology and ecology of high-~yield species and multipurpose
production systoems.

(B) Species selection.

(C)} Plant propagation and nursery practices.

(D) Plantation establishment, management and maintenance.

(E) Tree product utilization.

(F) Social aspzcts of high-yicld production systems.

(G) Soil and watcr conservation relationships.

(H) Worldwide case studies.

(I) Field demonstrations.

Approximately five, short-term training visits to the United
States and other countrics by seleccted personnel will be arranged
by ANL in consultation with HMG. Sglection will be made among
those who will contributc¢ to increasing production of tree
products through short-rotation and copplce tree culture. The
visits will includé tours of sites where such culture is practiced
and of institutions that develop and manage these systems.

TASK 8: EVALUATICN

All components of the project will be evaluated by comparing goals
with accomplishments. Evaluation c¢fforts will be rigorous and
will focus on the following:

(A) Evaluate the survival, growth; and production of plantings
and potential costs under normal (nonresearch) operations.

(B) Determine social preference of selected specices and
production systems within the project districts.
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(C) Establish coppice production systems in terms of Nepalese
needs and preferences.

(D) Analyze alternative methods of propagation and evaluate
future costs of these methods.

(E} Establish cost of producing planting stock.

(F) Determine effectiveness of the training program in terms of
number of trainees participating., evaluation of courses by
trainees and observers.

(G) Determine level of interest shown by local farmers and
panchayats in acquiring planting stock from the project
nursery.

(H) Evaluate participation by private farmers in the use of
fodder produced by the project. Evaluation parameters will
include level of interest in the results of feeding trials
and assistance in data gathering.

(I) Evaluate quality of fodder in terms of general effects on
health, weight of livestock, and milk production by those
animals lactating during the feeding trials.

ADMINISTRATION, COORDINATION, AND REVIEW

The Department of Forest is responsible for overall guidance to
ensure maximum benefit from the project in accordance with
national planning and in particular with the Master Plan of the
Forestry Sector. The Department of Forest is also responsible for
carrying out, with technical assistance from ANL, training
sessions for professional and technicians on coppice forestry.

ANL is recsponsible for implementing and managing the project under
a Participating Agency Service Agreement (PASA) between AID and
the U.S. Department of knergy.

A Project Coordinating Committee comprised of representatives Ffrom
HMG/N. AID, Department of Forest, and ANL will be the central
point for administrative coordination and key decisions on project
directions and priorities. The committee will meet annually.

The project will also be coordinated on a day-to-day basis between
the Department of Forest and ANL by the in-country ANL project
manager. Quarterly reviews of the project components will be held
between the Department of Forest and ANL. Both organizations will
make prescentations at the annual project coordination and policy
direction meeting.

In each November of the project (prior to the project coordination
annual meeting), a jeoint review team comprised of a representative
each from the U.S. and Nepal will conduct an in-depth field review
of the project. Data gcnerated from the project monitoring and
evaluation system will bc made available to assess project
performance. This evaluation will also consider the question of
additional donor funding to support high priority national
reforestation efforts. ANL will work closcly with the Department
of Forest in actively secking the additional funding for this
effort.
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Dollars
Foreign Local
Category Exchange Currency
Personnel
Professional/Technical -—— 117,200
Nontechnical/labor - 212,490
Technical Assistance
Salaries 426,020 —-—-
Fringe 117,000 ——
Capital
Vehicles, Equipment, etc. 66,500 5,100
Furnishing -—- 5,000
Structures - 40,000
Rental - 17,500
Training 123,000 48,560
Materials and Supplies
Supplies --- 22,000
Planting Stock 5,000 100,000
Utilities and Operation -—- 30,000
Travel
International 90,000 ———
Local 15,000 19,500
Per diem 182,000 44,500
Project Evaluation - 10,000
Management Overhead 238,000 —-——
Contingency 106,000 82,630
TOTAL * 1,308,520 754,480

* Budget Total for project implementation plus $157.000 project
development cost totals $2,280,000 Life of Project Funding.
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Project Grant Standard
Provisions Annex (Amended)

Definitions: As used in this Annex, the "Agrecment" refers to
the Agreement to which this Anncx is attached and of which this
Annex forms a part. Terms used in this Annex have the same
meaning or reference as in the Agreement.

Article A: Project Implementation Letters

To assist His Majesty's Government of Mepal (HMG/N) in the
implementation of the Project: A.I.D., from time to time, will
issuc Project Implementation Lettcrs that will furnish
additional information about matturs stated in this Agreement.
The Parties may also use jointly agreed-upon Prcject
Implementation Letters to confirm and record their muatual
understanding on aspects of the implemencation of this
Agreement. Project Impleméntation Lettors will not be used to
amend the text of the Agreenent, but can be used to record
revisions or exceptions which are permitted by the Agreement,
including the¢ revision of ¢lements of the amplified description
of the Project in Annex 1.

Article B: General Covenants

SECTION B.l. Consultation. The Parties will cooperate to
assure that the purpose of this Agreement will be
accomplished. To this end, the Parties. at the request of
gither; will exchange views on the progress of the Project, the
paerformance of obligations under this Agreement. the
performance of any consultants, contractors, or suppliers
engaged on the Project, and other mattcrs relating to the
Project.

SECTION B.2. Exccution of Project. HHMG/N will:

(a) carry out the Project or cause it to be carried
out with due diligence and e¢fficiency, in conformity with sound
technical, financial, and management practices, and in
conformity with those documents, plans, spccifications;
contracts, schedules or other arrangements, and with any
modifications therein, approved by A.I.D. pursuant to this
Agreement; and

(b) provide qualified and experienced management for,
and train such staff as may be appropriate for the maintenance
and opecration of the Project, and, as applicable for continuing
activities, cause the Project to be operated and maintained in
such manner as to assure the continuing and successful
achievement of the purposes of the Project.
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SECTICH B,3. Utilization of Goods and Services.

(a) Any resources financed under the Grant will, unless
otherwise agreed in writing by A.I.D., be devoted to the
Project until the completion of the Project, and thereafter
will be used so as to further the objectives sought in carrying
out the Project.

(b) Goods or services financed under the Grant, except
as A.I.D. may otherwise agree in writing, will not be usced to
promote or assist a foreign aid project or activity associated
with oo financed by a country not included in Code 935 of the
A.I.D. Geographic Code Book as in cffect at the time of such
use.

SECTION B.4. Taxation.

(a) This Agrecment and the Grant will be free from any
taxation or fees imposed under laws in <ffect in the territory
of Nepal.

(b) To the extent that (1) any contractor, including any
consulting firm, any personncl of such contractor financed
under the Grant, and any property or transaction relating to
such contracts and (2) any commodity pro-urement transaction
financed under the Grant,; are not exempt from identifiable
taxes. tariffs. dutiecs or other levies imposed under laws in
effect in the territory of Nepal, HMG/W will, as and to the
éxtent provided in and pursuant to Project implementation
Letters, pay or reimburse the same with funds other than those
provided under the Granc.

SECTION B.5. Reports, Records. Inspections, Audit.
HMG/N will:

(a) furnish A.I.D. such information and reports relating
to the Project and to this Agreeoment as A.I.D. may reasonably
reguest;

(b) maintain or cause to be maintained. in accordance
with generally accepted accounting principles and practices
consistently applicd, books and records rclating to the Project
and to this Agreement, adeguate to show, without limitation.
the receipt and usc of goods and scrvices acqulired under the
Grant. Such books and records will be audited regularly, in
accordance with gencrally acaepted auditing standards, and
maintained for threc years afcer the date -f last disbursement
by A.I.D.; such books anad reccords will also be adeguate to show
the nature and extent of solicitations or prospective suppliers
of goods and services acguired, the basis of award of contracts
and orders, and the overall progress of the Projcct toward
complcetion; and
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(c) affonrd authcrized representatives of a Party the
opportunity at all reasonable times to inspect the Project, the
utilization of goods and services financed by such Party; and
bookes, records, and otheir documents relating to the Project and
the Grant.

SECTION B.5. Completeness of Information. HMG/N
confirms:

{a) thet the facts and circumstances of which it has
informed A,I1.D., or ceuscd A.Z.D. to be informed, in the course
of rcachinc agrecment with A.I.D. on tihe Grant, are accurate
and complete, and include 21l facts and circumstances that
might materially aficct tihe Project and the discharge of
responsibilities under this Agreement;

(b) +that it will inform A.I.D. in timely fashion of any
subsequaent facts and circumscances that might matcerially
affect, or that it is rcasonable to believe might so atfect,
the Project or the discharge of responsibilities under this
Agreenent.

SECTIONW B.7. Other Peyments. HMG/! afiirms that no
payments have deen or wiil be received by any official of HMG/N
in connectihn with the procurement of gecods or scrvices
financed under the Crant, except fees; taxes, or similar
payments lecally established in the country of Wepal.

SECTIuN B.8. Infeormation and Marxing. HHMG/N will give
appropriate publicity to the Grant and the Project as a program
to which thc United Statwes has contributed, identify the
Project site. and marl goods financed by A.I.D., as described
in Project Implementation Tetters.

Article C:; Procurement Provisicns

CRCTIO C.L). Tevaoi = Tles,

(a) The sourcce and origin <f ocean and air shipping will
be decmed to be the ocean vassel's or aircraft's country of
registry at the time of shipment.

(h) Premiums for marine insurance placed in the
te rrltorj of NupaL will be decmaed an e¢ligible Foreign Exchange
Cost, 1f otherwise eligible under Section C.4(a).

(c) Any motor vcéhicles financed under the Grant will be
of United Statcs manufacture, except as A.I.D. may otherwise
agree in writing.

(d) Transportation bv air, financed under the Grant, of
property or persons, will be on carriers holding Unit d States
certification, to the cxtent gervice by such carriers 1is
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avallable. Details on this requirement will be described in a
Project Implemantation Letter.

SECTION C.2. Eligibility Date. Mo goods or services may
be financed under the Grant which are procured pursuant to
orders or contracts firmly placed or entered into prior to the
date of this agreement; except as the Parties may othcrwise
agree in writing.

SECTION C.3. Shipping.

(a) Goods which arc to be transported to the territory
of Nepal may not be financed under the Grant if transported
either: (1) on an ocean vessel or aircraft under the flag of a
country which is not included in A.i.D. Geographic Code S35 as
in effect at the time of shipment: or (2) on an occan vessel
which A.I.D., Yy written notice to HMG/N. has designated as
ineligible; or (3) under an ocean or air charter which has not
received prior A.I.D. approval.

(b) <Costs of occan or air transportation (of goods or
persons) and related delivery scervicoes may not be financed
under the Grant. it such goods or persons are carricd: (1) on
an ocean vessel under the flag of a country not  at the time of
shipment, identificed uander tne paragrach of the Agirecment
entitled "Procurcent source:  Forelgn Bxchange Costs; " without
prior written A.I.D. approval or on a non-U.5. flag air carrier
if a U.S. flag carrier is availablc (in accordance with
criteria which may be containcd in Projact Implementation
Letters) without prior written A.I.D. approval; or (2) on an
occan vessel wnich A.L.D., by written noticc to HMG/N, has
designated as incligible; or (3) undeér an ocean vessel or air
charter which has not rcceived prior A.I.D. approval.

(c) Unlcss D.O.E. and/or Argonna determine that
privately ownoed United 5tates-flag commercial ocean vessels are
not available at fair and reasonable rates fer such vesscls,

(1) at lecast fifty percent (50%) of the gross tonnage of all
goods (computed separately for dry btulk carriers, dry cargo
lincrs and tankars) finanzed by ».1.D. which may be transported
on ocean vessels will be trancportzd on privauely owned United
States-tlag commorcial vessels. and (27 at least fifty percent
(50%) of the gross freight cevenue generataed by all shipments
financed by A.L.D. and transportod to the territory of Wepal on
dry cargo liners shall i:2 paid to or for the bencefit of
privately ownoed United States-~flag commeroial vessels,
Compliance with the rogquivements of (1) and (2) of this
sub-sccticn must be achieved with respect o both any cargo
transported from U.S, ports anc¢ any cargo transportoed from
non-U.S. ports, computed separately.
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SECTION C.4. Insurance.

(a) Marine insurance on goods financed by A.I.D. which
are to be transported to the territory of Nepal may ke financed
as a Foreign Exchange Cost under this Agreement provided (1)
such insurance is placed at the lowuest availabic competitive
rate; and (2} claims thereunder are payable in U.S. dollars or,
as A.i.D. may agree 1n writing. in the currency in which such
goods were financed or in any frecly convertible currency. If
HMG/N by statute. dccrce, rule, requlaticn. or practice dis-
criminates with respect to A.T.D.-financaed procurcment against
any marine insurance company authorizad to do business in any
State of the United States, then all goods shippzd to the
territory of Hepal financed by iA.I.D. hercunder will be insured
against marine risks and such insurancc will be placed in the
United States with a company or companics authorized to do a
marine insurance business in a State of the United States.

(b) Except as ALiL.D. may ctherwise agree in writing;
HMG/i# will insurc, or causc to hc insured, goods financed under
the Grant imported for uvhe Project against risks incident to
their transit to the point of their use in the Project; such
insuranc< will be issucd on terms and conditions consistent
with sound commercial practice and will insure the full value
of th. goods. Any indemnification received by HMG/N under such
insuranc. will bo used to roeplace or repair any mat-:rial damage
or any loss of tht agoods insured or will be used vo reimburse
HMG/U for th.e replacemenc or repalr of such goods. any such
replacements will be of source and ovigin of countriecs listed
in A.I.D. Geographic Codv 93% as in .ffcct at the time of
replacement, and, cxceptb as the Partics may agree in writlng,
will be otherwise subicct to the provisions of tho Agreement.

SECTION C.5. U.5. Governmenc-Owned Bxeess Property.
HMG/N agrces that wherever practicabl., United States
Government-owned ¢xcess personal vroperty. in lieu of new items
financed undcr the Grant. should be utilized. Funds under the
Grant may oe uscd to finance the costs of obtaining such

property for the Project.

Article D: Termination; Remedics

SECTION D.l. Termination. Either Party may terminate
this Agrcement by giving the other Party 30 days written
notice. Termination of this Agrocement will terminate any
obligations of the Parties to provide financial or other
resources to thoe Project pursuant to this Agrecement, cxcept for
payments which they are committed to make pursuant to non-
cancellable commitments entered into with third partics prior
to the¢ termination of this Agreoment. 1In addition, upon such
termination A.I.D. may, at A.I.D.'s cxpcense, direct that title
to goods financed under the Grant be transferred to A.ILD. if
goods arve from a source outside Nopal. are in a deliverable
state and have not been offloaded in ports of entry of Nepal.
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