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AGIODPROJECT NO. 497-0311
 

PROJECT GRANT AGREEIUNT 

Dated:,, July 31 1984:,
 

Between the .REPUBLIC OF INDONESIA C"Grantee".) and, theUNITED STATES 

OF AMERICA, acting through the AGiENCY, FOR INTERNATIONAL DEVELOPMENT 

("A . . .), 

Article ,!'. The Agreemont
 

The purpose ;f this Agreement is to set out the understandings
 

of the parties named above ("Parties")with respect to-the
 

undertaking by .the Grantee of the Project described below, and with
 

respect to.the financing of the Project by the Parties.
 

Article 2..TePoct
 

SECTION 2.1. Definition of Project.. The'Project wiJ.l assist
 

,the Grantee to expand and improve its institutional capacities,
 

primarily at provincial, district and farm levels, to experiment
 

with and apply alternative approaches to upland farming. Annex I,
 

attached, amplifies the above definition of the Project.,
 

Within the limits of the above definition of the Project,
 

elements of the amplified description stated in Annex I may,be
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changed by written agreement of-the authorized representa'ives of
 

the Parties named in Section 8.2, without formal amendment :of this
 

Agreement.
 

SECTION 2.2. Incremental Nature of Project.
 

(a) A.I.D.s contribution to the Project will be provided in
 

increment,iD the initial one being made available in accordance with
 

Section 3.1 of this Agxeement. Subsequent increments will be
 

subject to availability of funds to A.I.D. for this purpose, and to
 

the mutual agreement of the Parties, at the time of a subsequent
 

increment, to proceed.
 

(b) Within the overall Project Assistance Completion Date
 

stated in this Agreement, A*I..D., based upon consultation with the
 

Grantee, may specify in Project Implementation Letters appropriate
 

time periods for the utilization of funds granted by A.I.D. under an
 

individual increment of assistance.
 

*hrtile 3. Financing. 

-SECTION 3.1. The Grant. To assist the-Grantee to meet the
 

costs of carrying out the Project, A.I.D., pursuantto the Foreign.
 

Assistance Act of 1961, as amended, agrees to grant to the Grantee
 

under the terms of this Agreement not to'exceed One Million Six,
 

Hundred and Ninety Five T1housand United States ("U.S.") Dollars
 

(;l,695,000) ("Grant").
 

The Grant may be used to finance foreign excnange costs, as
 

defined in Section 6.1. and local currency costs,, as defined in
 

Section 6.2., of goods and services required for the Project.
 

..... rS
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SdETION 3.2. Grantee Resources for the Project.
 

(a)j:!Tne Grantee agrees to provide or cause to be provided for 

the Project a11 funds, in addition to the Grant, and all other 

resources-required to carry out the Project effectively and in a 

timely manner. 

(b) The resources provided by the Grantee for the Project will
 

be not less than the equivalent of U.S. $20,036,000, including costs
 

borne on an "in-kind" basis.
 

-D a te
SECTION 3.3. Project Assistance oemeetion .
 

(a) The "Project Assistance Completion Date" (PACD), which is
 

June 30, 1991, or such other date as the Parties may agree to in
 

writing, is the date by which the Parties estimate that all services
 

financed under the Grant will have been performed and all goods
 

financed under the Grant will have been furnished for the Project as
 

contemplated in this Agreement.
 

(b) *Except as A.I.D. may otherwise agree in writing, A.I.D.
 

will not issue or approve documentation which would authorize
 

disbursement of the Grant for services performed subsequent to the
 

PACD or for goods furnished for the Project, as contemplated in this
 

Agreement, subsequent to the PACD.
 

(c) Requests for disbursement, accompanied by necessary
 

supporting documentation prescribed in Project Implementatior
 

Letters, are to be received by A.I.D. or any bank described in
 

Section 7.1 no later than nine (9) months following the PACD, or
 

such other period as A.I.D. agrees to in writing. After suct
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period, A.I.D., giving notice in writing to the Grantee, may atar
 

time or times reduce the amount o2 the Grant by all or any part
 

thereof for which requests for disbursement, adcompanied by
 

-
necessary supporting documentation prescribed in Project:.
 

Implementation Letters, were not received before the expiration of
 

said period.: 

Article 4. Conditions Precedent to Disbursement.
 

SECTION 4.1." First Disbursement. Prior to the first
 

disbursement under the Grant, or to the issuance by A.I.D. of
 

documentation pursuant to which disbursement will be made, the.
 

Grantee will, except as the Parties may otherwise agree in writing,
 

furnish to A.I.D. in form and substance satisfactory to A.I.D.:
 

(a) statement of the name of the person holding or acting in
 

the office of the Grantee specified in Section 8.2, and of any
 

additional representatives, together with a specimen signature of
 

each person specified in such statement, and
 

(b) evidence that Provincial Coordination Offices and Project
 

Management Units have been established and that sufficient Project
 

staff is in place to carry out first year activities.
 

SECTION 4.2. Conditions Precedent to Disbursement for Project
 

Activities Other Than Pre-implementation Activities.
 

Prior to disbursement under the Grant, or to issuance by A.I.D. of
 

documentation pursuant to which disbursement will be made for
 

project activities other than pre-implementation activities, such as
 

studies, surveys, technical assistance, limited commoditiesf and



establishment of a management information 
system,,the Grantee shall, 

except as A.I.D. may otherwise agree in writing, furnisn-in form and 

substance satisfactory to A.I.D.: 

(a) 
evidence that the Project Executive Secr6tariat has been
 

established and is formulating appropriate guidance for Project
 

implementation, and
 

(b) eviden;e that an agreement between the Government of the
 

Republic of Indonasia and the International Bank for Reconstruction
 

and Development has been executed, which provides funding for the
 

Project in an amount and for activities anticipated in this Project
 

Agreement.
 

SECTION 4.3. Conditions Precedent to Disbursement for Project
 

Activities hfter 
 ril 1, 1985. Prior to disbursement under the
 

Grant, or to issuance by A.I.D. of documentation pursuant to which
 

disbursement will be made for project activities which take place
 

after April 1, 1985, the Grantee shall, except as A.I.D. may
 

otherwise agree in writing, furnish in form and substance
 

satisfactory to A.I.D., evidence th:st guidance has bean issued and
 

is in effect to place Project management at the provincial and
 

district levels, to unify management, and to unify budgeting,
 

SECTION 4.4. Notification. When A.I.D. has determined that the
 

conditions precedent specified in Sections 4.1, 4.2, and 4.3 have
 

been met, it will promptly notify the Grantee in writing.,
 

SECTION 4.5. TermCnal Dates fo Conditions Precedent.
 

(a) If all of the conditions specified in Section 4.1 have not'
 

been met within 90 days from the date of this Agreement, or such
 



later date as A.I.D. may agree to in writing, A.I.D*, at its option#
 

may terminate this Agreement by written notic, to.Grantee.
 

(b) If all of the conditions specified in Section 4.3. have not
 

been met by April 1, 1985, or such later date as'A.I.D. may
 

otherwise agree in writing, A.I.D, 
at its option# may cancel the, 

then undisbursed balance of the Grant, to the not irrevocablyextent 

committed to third parties, and may terminate this Alreementby
 

written notice to the Grantee.
 

Article 5. Secial Covenants. 

SECTION 5.1. Projact Evaluation. The Parties agree to
 

establish an evaluation program as part of the Project. Except as
 

the Parties otherwise agree in writing, the program will include,
 

during the implementation of the Project and at one or more points
 

thereafter: (a) evaluation of progress toward attainment of the
 

objectives of the Project; (b) identification and evaluation of
 

problem areas or constraints which may inhibit such attainment; (c)
 

assessment of how such information may be used to help overcome such
 

problems; and (d) evaluation, to the degree feasible, of the overall
 

development impact of the Project.
 

SECTION 5.2. Additional-Special-Covenant_.
 

Except as A.I.D. may otherwise agree in writing, the Parties
 

agree to the following additional special covenants:
 

(a) the Grantee agrees to provide sufficient staff for Project
 

activities as described in the staffing pattern included in Annex I,
 

and
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b the Grantee agrees that the funding mechanism for the
 
Project will provide for local government responsibility and
 

authority under the Project.
 

Article 6: Procurement Source.-


SECTION 6.1. 
 Foreign Exchange Costs. Disbursemen s pursuant to 
Section 7.1 will be used exclusively to finance the costs of goods 
and services required for the Project having, with respect to goods, 
their source and origin, and with respect to services their
 
nationality in the United States (Code 000 of the A.I.D. Geographic
 
Code Book as in effect at the time orders are placed or contracts
 
entered into for such goods and services) ("Foreign Exchange
 
Costs"), except as A.I.D. may otherwise agree in writing, and except
 
as provided in the Project Grant Standard Provisions Annex, Section
 
C.1 (b) with respect to marine insurance. Ocean transportation 

costs will be financed under the Grant only on-vessels under the
 
flag registry of the United States, except as A I..
D. may otherwise
 

agree in writing.
 

SECTION 6.2 Local ^. 
 yosts. Disbursements pursuant to
 

Section 7.2 will be used exclusively to finance the ofcosts goods 
and services required for the Project having their source and,
 
except as A.I.D. may otherwise agree in writing, their origin in the
 
Republic of Indonesia ("Local Currency Costs"), 
 To the extent
 
provided for under this Agreement, "Local Currency Coats" may also
 
include tne provision of local currency resources required for the
 

Project.
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Article'7. Disbursements.
 

SECTION 7.1. Disbursement for Foreign-Exchange Costs.
 

(a) After satisfaction of conditions preceddnt, the Grrtee may
 

obtain disbursements of funds under the Grant for the Foreign
 

Exchange Costs of goods or services required for the Project in
 

accordance with the terms of this Agreement, by such of the
 

following methods as may be mutually agreed upons
 

(1) by submitting to A.I.D. with necessary supporting
 

documentation as prescribed in Project Implementation Letters,
 

(A) requests for reimbursement for such goods or services, or (B)
 

requests for A.I.D. to procure commodities or services on the
 

Grantee's behalf for the Project; or
 

(2) by requesting A.I.D. to issue Letters of Commitment
 

for specified amounts (A)to one or more U.S. banks, satisfactory to
 

A.I.D., committing A.I.D. to reimburse such bank or banks for
 

payments made by them to contractors or suppliers, under Letters of
 

Credit or otherwise, for such goods or services, or (B)directly to
 

one or more contractors or suppliers, committing A.I.D. to pay such
 

contractors or suppliers for such goods and services.
 

(b) Banking charges incurred by Grantee in connection with
 

Letters of Commitment and Letters of Credit will be financed under
 

the Grant unless the Grantee instructs A.I.D. to the contrary. Such
 

other'charges as.the Parties may agree to may also be financed under
 

the.Grant.
 

SECTION 7.2. Disbursement for Local Currency Costs
 

(a) After satisfaction of conditions precedent, the Grantee may
 

obtain disbursements of funds under the Grant for Local Currency
 

Costs required for the Project in accordance with the terms of this
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Agreement by sUbmitting to A.'vID.#,withnecessary supporting
 

documentation as prescribed in Project Implementation Letters,
 

requests to finance such costse
 

(b) The local currency needed for such disbursement may be
 

obtained& 
 (1) by aquisition by A.I.D. with U.S. Dollars by
 

purchase or from local currency already owned by the U.S.
 

Government, or 
 (2) by A.I.D. requesting the Grantee to make
 

available the local currency for such costs, and thereafter
 

reimbursing an amount of U.S. Dollars equal.to the amountiof.l0cal
 

currency made available by the Grantee.
 

The U.S. dollar equivalent of the local currency made available
 

hereunder will be the amount of U.S. dollars required by A.I.D. to
 

obtain the local currency.
 

SECTION 7.3. Other Forms of Disbursement. Disbursements of the
 
Grant may also be made through Such other means as the Parties may
 

agree to in writing.
 

SECTION 7.4. Rate of Exchange. 
Except as may more specifically
 

be provided under Section 7.2, if funds provided under the Grant are
 
introduced into Indonesia by A.I.D. or any public or private agency
 

for purposes of carrying out obligations of A.I.D. hereunder, the
 
Grantee will make such arrangements as may be necessary so that such
 

funds may be converted into currency of the Republic of Indonesia at
 
the highest rate of exchange which, at the time the conversion is
 

made, is not unlawful in Indonesia.
 

ArticleS. Miscellaneous
 

SECTION 8.1. Communications. 
 Any notfce, request, document,
 

or other communication submitted by either Party to the other under
 



this greement will be in writing orF 
Dy telegram or 	cables.and will
 

be deemed duly 	given or sent,when delivered to i(c i party at the"
 

following addresses:
 

To the Grantee:
 

Mail Address: 	 Ministry of Home Affairs.
 
J1. Medan Merdeka Utara 7,
 
Jakarta Pusat
 
Indonesia
 

To A.I.D.:
 

Mail Address: U.S. Agency for International Development'
 
American nmbassy

Jl. Medan Merdeka Selatan 5
 
Jakarta, Indonesia
 

Alternate address for telegrams: USAID AMEMB JAKARTA
 

All such communications will be in English, unless the Parties
 

otherwise agree in writing. 
Other addresses may be substituted for
 

the above upon 	the giving of notice.
 

SECTION 8.2. Representatives. For all purpcses relevant to
 

this Agreement, the Grantee will be represented by the individual
 

holding or acting in the office of Director-General for Regional
 

Development, Ministry of Home Affairs, and A.I.D. will be
 

represented by the individual holding or acting in the office of
 

Mission Director, A.I.D. Mission to Indonesia, each of whom, by
 

written notice, may designate additional representatives for all
 

purposes other than exercising the power under Section 2.1 to revise
 

elements of the amplified description in Annex I. The names of tne
 

representatives of the Grantee, with specimen signatures, will be
 

provided to A.I.D., which may accept as duly authorized any
 

instrument signed by such
 



representatives in implemetation o this Agreement, until receipt
 

of writen notice of revocation of their authority.,
 

SECTION';8.:3. Standard Provisions Annex. A "Project,'Grant
 

StandardProvisions Annex" (Annex II) is attached to andiforms part
 

of this Agreement.
 

IN WITNESS WHEREOF, the Republic of .Indonesia and the United
 

States of America, each acting throughits duly authorized
 

representative, have caused this-Agreement to be signed in their
 

names and delivered as ofthe day and year first above written.
 

UNITED STATES OF AMERICA REPUBLIC OF INDONESIA
 

Wiliam P. l Dr:,. Atar Sioero 
Director Director General 
USAID/Indonesia for Regional Development 

Ministry of Home Affairs
 



ANNEX I 

A1PLIFIED PROJECT DESCRIPTION
 
UPLAN1D A T 1~ h F R J C 

I. ProtGoal adu 2ose -

The goal of the Upland Agriculture and Conservation Project is to
 
increase farm production and incomes, while minimizing soil erosion, in
 
densely populated upland areas of Java by improving farming systems,

technologies and management. The rroject's specific purpose is to expand

and improve institutional capacities, primarily at provincial, district
 
and farm levels, to experiment with and apply alternative approaches to
 
upland farming. The Project is a joint effort of AID, the IBRD and the
 
Government. IBRD wupport is being provided through a separate agreement
 
with the Government.
 

The establisbment of a Manaement Information System (NIS) at the
 
beginning of the Project is essent:ial to evaluation later of whether and
 
to what degree the Project Goal and Purpose are met. An HIS is required

for adequate planning and doy-to-day wanagem.nt. The Project will
 
emphasize the continuing use of KS techniques. The Project includes
 
funds for studies to provide Project Managers with information relevant
 
to project performance. Basic H4S activities may include:
 

(a). Technical and agro-economic profiles that will be carried out
 
in target areas to describe the pre-project physical, environmental,
 
social, institutional and agro-economic situation.
 

(b) Regular data generation related to implementation performance
 
to ascertain project status, e.g., hectares of expansion completed,

distribution of inputs (seed, fertilizer, trees, grass) and research
 
results.
 

In addition, funds will be available for special studies through

appropriate local institutions or consultants. As a general rule these
 
studies will be short-term, not exceeding three months, so that their
 
findings can be applied to the planning and implementation process

without delay. 
AID funds will be available for technical assistance,
 
operating cost and equipment for MIS, as needed.
 

1I. Location of Project
 

Initially the Project will be implemented in two districts in
 
Central Java within the Jratunseiuna Watershed and two districts in East
 
Java within the Brantas River Watershed. The decision to expand project

activities to four or more additional districts will be made jointly by

the Government, IBRD and AID based on periodic assessments of field
 
performance, evidence that effective provincial and district planning and
 
management systems are functioning and that the capacity exists to expand
 
project activities without adversely affecting overall project management.
 

http:wanagem.nt
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II ProJect.Acti-vities
 

To avoid duplication and to allow the Project to function as a 
pilot project, the Government will separate the activities of other 
goverment programs providing similar or competing services to the same 
beneficiaries. Appropriate official guidelines Uill be issued to assure 
that other government programs work in harmony with the experimental
 
aspects of the Project, especially In the project activities cited below.
 

Especially esaential are the guidelines regarding activities of the
 
Kinistries of Agriculture and of Forestry, who have primary

responsibilities for the success of the SUPS component. 
Their guidance

will include the following directions to assure the Project is distinct
 
from other activities:
 

1. new activities initiated in the Project areas that fit within
 
the Project concept will only be done under the unified management and
 
unified budget of the Project;
 

2. activities currently underway in the Project areas that fit
 
within the Project concept will be absorbed by the Project;
 

3. agriculture and soil conservation activities that do not fit
 
within the Project (e.g., check dams) will be coordinated with Project

activities through the district and province planning mechanisms; and
 

4. activities that support the Project (e.g., credit, marketing)

will also be coordinated with Project activities through the district and
 
province planning mechanisms.
 

To strengthen institutional capacity and to test possible
 
approaches to improve farming systems, technologies and management, the
 
Project will include five components: A) Applied Research;

B) Sustainable Upland Farming Systems Pilot Project; C) Human Resources

Development; D) Access Roads; E) and a Project Innovation Fund.
 

A. Al1ed Research Activities
 

The purpose of the research component is to develop the capacity
 
to produce technologies thaL will increase farm production and incomes
 
and promote soil conservation. A field headquarters with research 
facilities will be established by the Agency for Agricultural Research
 
and Development (AARD) within one of the target basins in a location
 
representative of a major ecological zone. The preferred location is
 
within a radius of 20 km from Ungaran or Salatiga, in Central Java. This
 
facility also will serve as a research headquarters for the upland

research conducted in the Jratunseluna Watershed and will provide

communication and logistic support to the field research and support

staff. Similar facilities will be established in the Brantas Watershed,
 
preferably.in Malang. In addition to the headquarters and research
 
facilities, approximately eight on-site research plots will be
 
established in areas representative of the conditions found in both
 



watersheds. Staff for the combined headquarters and field laboratory

will include five full-time scientists and other field technical staff,

while staff at the other facilities will include two full-time scientists
 
and other technical staff.
 

In addition to supporting the staff and development of these
research sites, funds will be available for research. Research will be

conducted in a number of areas including the following subject areas:

socio-economic evaluation, crop and livestock systems, treecrops and

silvipasture, soil and water management. 
These studies will be
 
integrated with the project field demonstration and expansion program

(described next) to insure feedbnack of empirical data on the performance

of different varieties and farming systems and on rates of adoption.of

recommended technology.
 

AID funds will be available for training equipmenta vehicles, and
 
research costs, including travel, per diem and operating costs. IBRD

will finance local currency investment coats and a portion of the
 
research budget.
 

B. Sustainable Upland Farmin Systems Pilot Project (SUPS) 

This is an effort to improve on-farm trials and diffusion of

improved technologies and management relevant to upland areas. 
SUPS will

include support for nursery development, food-crop seed production and

distribution, demonstration farms and expansion areas and subsidies.
 
Each of these components is described below.
 

(1) Nurseries. A network of approximately ten nurseries (at

least one per district) will be established under Government auspices to
 
manage the production and distribution of large volumes of

grasses/legumes for use in stabilizing terraces or in the introduction of

silvipasture on steeper slopes. 
The nurseries will be established on
fertile soil with year-round access to water and will probably require at

least 3 hectares of irrigated land. To the greatest extent possible,

nurseries will be located on a main road as close to the general target

area in each district as possible. The Government will purchase or lease
 
and develop the land, including irrigation facilities, and fund the
 
operating costs. Approximately one nursery per district will be
 
established during the initial project year in districts Boyolali and

Semarang in Central Java and Malang and Blitar in East Java. 
AID funds

will finance vehicles and equipment for this component.
 

(2) Upland Food Crop Seeds. The Project will support the
 
production and/or procurement, processing, storage and distribution of
 
the secondary crop planting material required for both demonstration
 
farms and expansion areas and, in addition, for the expected follow-on

seed demand generated by the Project. Approximately between three
 
thousand and five thousand tons of certified rice, maize, soybean and
 
peanut seed will be required. 
Budgets for planting material development

will be made available one year ahead of the season in which the seeds
 
will be needed, to allow for the purchase of stock seed, seed
 

http:adoption.of
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multiplication, and their timely delivery to expansion areas. AID funds
 
vii be available for ve~dcles, equipment and operating costs, including
 
procuring and processing of plant material for this component.
 

(3) Tree Crop Seedlings. Tree seedlings will be provided free
 
of charge to farmers willing to put their land under permanent vegetation
 
or follow sound soil aud water conservation practices. Seedlings will
 
likely be purchased from existing, privately owned nurseries in the
 
project area. When improved tree seeds are available from AARD, AARD
 
will make arrangements to supply nursery contractors the improved seed
 
stock along with the specific management recommendations from appropriate
 
AARD staff. AID funds will be available for the purchase and
 
distribution of seedlings.
 

(4) Demonstration Farms and Expansion Areas. Within identified
 
areas, demonstration farms will be established as the principal activity
 
for technology demonstration and dissemination under the SUPS pilot
 
project. In addition to farming systems technologies, two types of
 
conservation technology will be demonstrated initially: bench terraces
 
with grasses planted to stabilize the soil, and grass strips, lamtoro or
 
other appropriate legume tree/shrubs to form a barrier to soil erosion.
 
If acceptable to the ownero, marginal lands or lands with low
 
productivity and high erosion risk wl be planted to silvipasture with
 
cash crop trees ard forage grass/legumes for livestock feed. Farmers
 
with steep and marginal lands will be encouraged and assisted to change
 
from annual food crop production to permanent or mostly permanent
 
vegetative cover. Approximately 72 demonstration farms will be
 
established under the Project; over the life of the Project 23,000
 
hectares will be treated. AID funds will be available for technical
 
assistance, equipment, commodities, vehicles, and operating costs under
 
this component.
 

(5) Subsidies. Farmer adoption of improved farming systems
 
technology will require incremental inputs in the form of labor,
 
fertilizer, pesticides, planting material and other items, above the
 
levels presently applied under traditional farming practices. The
 
Project will fund direct subsidies in the form of materials or farm
 
inputs for participating upland farm communities for an initial period of 
their participation in the program. Specific requirements will vary from
 
area to area. Project officials will have the authority to adjust the
 
subsidy package to insure that it is appropriate to farmer needs in any
 
given locality.
 

In introducing subsidies, adherence to certain criteria will be
 
required. First, farmers in a contiguous area must organize themselves 
into farming units and formally request government support for their
 
unit. The farming group will be provided the necessary materials to
 
undertake farming and conservation measures under the guidance of a
 
qualified technician. After completion of initial activities, such as
 
construction of bench terraces, participating farmers will be provided
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with necessary matit'ials (such as grasses, seed, fertilizer and
 
pesticide) for the initial year's production. Appropriate inputs will be
 
provided during the second year according to the needs of the farming
 
system the farmers adopt. Subsidies will be provided for approximately
 
two years with funding for farm inputs after the initial subsidy period

will be in the form of credit from other sources. The Parties to this
 
Agreement will focus their credit activities on the project areas and on
 
the problem of upland management.
 

AID funds nay be used for equipment and farm inputs, and other 
approved local currency costs. The IBRD will also finance a portion of
 
local costs for this component.
 

C. Human Resources Development
 

This component includes workshops, intensive technical courses,
 
newsletters, technical visitations, demonstration visits and handbooks
 
for extension workers, farmers, community leaders and cechnical and
 
managerial staff. in addition, approximately 40 field extension agents

(PPLs) will receive diplomas in Upland Farming Extension and Soil
 
Conservation from Indonesian schools; 20 project personnel will be
 
trained in upland management and farming systems to the M.S. level at
 
Indonesian universities and 16 project personnel will be trained abroad
 
to the M.S. level. During the first year of the Project an assessment
 
will be made of skills needed. At the same time, a personnel management
 
system that maintains up to date information on individuals' experience

and training will be instituted. 

Training will emphasize practical applications of technology and 
wili utilize field exercise as the primary instruction mode. The 
training effort will be implemented by utilizing existing facilities, 
experienced staff and trainers, and on-going programs when possible. The 
Project also includes support for these elements if necessary. IBRD 
funds will be used for this activity. 

D. Conservation Access Roads
 

Access roads are required to facilitate the movement of
 
materials into demonstration farms and expansion areas, and the movement
 
of farm production out of these areas to markets. Approximately 475
 
kilometres of access roads will be constructed or upgraded in the eight

project districts during the life of the Project. The location and rate
 
of construction of access roads in the designated areas will depend on 
the rate of development in these areas. In addition to construction 
within the project areas, the Project includes funds to link the 
expansion area roads to the existing road net and to upgrade sections of 
the existing road net that inhibit movement from expansion areas to 
markets. 

Construction will utilize labor-intensive methods when
 
possible. Roads will have a waterbound macadam surface constructed
 



according to standards acceptable to the Government and AID. The concern
 
for soil conservation may require a higher standard and higher cost per

kilometer than is customary with conventional labor-intensive methods.
 
AID funds will be used to provide technical assistance ahd logistics

support for this component, while IBRD support will be for road
 
construction,
 

E. Project Innovation Fund
 

The purpose of the Project Innovation Fund (PIP) component is to
 
provide a flexible source of financing for studies, small pilot projects,

field tests or other initiatives not otherwise funded under the Project

but which will contribute to the Project's purpose. Funds for these
 
activities will be made available to non-governmental institutions, such
 
as local universities, foundations or private sector organizations, as
well as for experimental activities sponsored by government
 
institutions. 
Specific criteria for selecting PIF Initiatives will be
established by the Governaent and AID during the first year of the

Project. 
By the end of the Project, each participating district should

have an active portfolio of such activities. The initial results of
 
these will be evaluated for broader application within the Project. 
AID
 
funds will be available for this activrty.
 

-IV. Implementation (See Organization Chart p.7 and Staffing Chart p.8)
 

Prior to April 1, 1985, the Government will issue appropriate
 
instructions to effect collaboration and coordination among the
participating ministries as required (1) for effective implementation of
 
the project components; and (2) for the Project to meet its goals and
 
purposes. Because of the involvement of many Government agencies and the
 
need for local level planning and implementation, the lead agency for the
Project will be the Ministry of Home Affairs (MHA); the Ministries of
 
Agriculture and Forestry will be the primary technical agencies. 
MHA

will approve the overall annual plans and budgets, which will be
 
submitted to AID for approval.
 

The Governors of Central and East Java, or their designees, will be

the principal decision-makers responsible for overall project direction
 
and performance, except for the research and training components of the

Project. The provincial level administration will be responsible for

assisting district level governments to plan, manage and monitor field
 
programs in upland agriculture development and for establishing standards

for district performance, and will also help district agencies strengthen
 
capacities accordingly.
 

To facilitate the efficient execution of the Project, the Governors

of Central and East Java will be authorized to create and staff a Project

Coordination Office. 
Each governor will appoint a full-time provincial

Project Coordinator to provide overall pzoject leadership. Each Project

Coordinator will be supported by a full-time staff composed of a planning 
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officer, a monitoring and evaluation officer, a finance officer and
 
supporting administrative staff. Each participating provincial technical
 
agency will appoint a staff member to be responsible for that agency's
 
technical input into the Project. These line agency project
 
representatives will work closely with the Project Coordination Office
 
staff to ensure that overall project planniug and implementation is fully
 
synchronized and integrated. Technical Assistance financed tinder the
 
Project will work under the direction of the provinclal Project
 
Coordinator.
 

The district chiefs of each participating district will be
 
responsible to their provincial governor for overall planning and
 
coordinated implementation of the Project in their respective districts.
 
Appropriate authorities will be delegated to participating district
 
chiefs to ensure the effective administration of project activities at
 
the district level.
 

The governor of each province will appoint, on the advice of the
 
district chief in each participating district, a full-time Project
 
Manager and supporting staff and authorize the creation of a Project
 
Management Unit (PMU) for each district. The Project Manager will be
 
responsible for overall project direction. Each project component (e.g,
 
the SUPS pilot project and access roads) will be planned ard implemented
 
by the appropriate technical line agency(ies) under the overall direction
 
of the district chief and the Project Manager. Each project component,
 
with the ezception of the training component and the Project Innovation
 
Fund, will be under the direct day-to-day management of a line agency
 
sub-project manager who, for purposes of this Project, will report to the
 
Tespective district Project Manager.
 

The District Forum for Coordination of Agriculture Extension (FKPP)
 
will be responsible for the direction and performance of the Sustained
 
Upland Farming Sy3tem (SUFS) component of the Project. A senior
 
professional from one of the four participating technical services will
 
be appointed by the district chief to serve as the sub-project manager
 
for the SUPS component. The FXPP will meet at least quarterly to review
 
project performance, and to agree on plans and budgets for the SUPS pilot
 
project.
 

To ensure the unified execution of the Project and efficient
 
financial management, it is anticipated that the project budget will be
 
disbursed under the direction of each provincial Project Coordinator, who
 
will suballocate funds to the respective district Project Managers.
 
District Project Managers will, in turn, authorize disbursement to the
 
responsible sub-project component managers responsible for field
 
implementation.
 

The extension of services to the farmers will be through a unified
 
extension system centered at and managed from the GOI's network of rural
 
extension centers (REC) in the project area. The Ministry of Agriculture
 
will issue the necessary instructions to its personnel and various
 
elements to effect this unified extension management at the REC level.
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Primary responsibility for implementation of Conservation Access
Roadsp and Sustained Upland Farming Systems pilot projects (SUFS) will
rest with the concerned technical agencies, namely the Ministries of

Public Works, Agriculture and Forestry.
 

The Agency for Agricultural Research and Development (AARD) will be
responsible for formulating and coordinatin8 
agriculture research policy
under the Project with the Ministry of Home Affairs and other relevant
agencies. AARD will be supported in formulating its research priorities
by Directorates General within the Ministry of Agriculture, the Ministry
of Forestry's Directorate General for Land Rehabilitation and
Conservation, and selected agriculture colleges.
 

V. Financial Plan
 

A. Budget Source
 

The Project has been developed on the basis of three operatingprinciples: decentralization, unified management and unified budgeting.With respect to unified budgeting, project funds will be provided onlythrough the DUP/DIP process and through Inpres Dati I. 

For loan funded procurement, goods and services will be
solicited from firms or individuals in Code 941, Indonesia and the United
States. 
 For grant funded procurement, goods and services will. be
solicited from firms or individuals in Indonesia and the United States.
Goods and services funded by the project budget will be procured on a
competitive basis, and advertised in Indonesia as well as abroad for
international procurement. 
 Indonesian firms will be eligible to bid for
all local and international procurement.
 

B. ProJect, Activities!-/ 

a. Techiical Assistance. 
All technical assistance costs will be
financed by AID and the Government. Agreements will be executed with
three organizations to provide technical assistance for the Project. 
One
agreement will be in the form of a PASA with the USDA/Soil Conservation
Service for technical services at the central level. 
 A contract will
support two field technical teams located in the project areas in East
and Central Java. 
 Joint venture arrangements or sub-contracts with
qualified Indonesian consulting firms will be encouraged. The project
will enter into an arrangement with one or more of the international
agriculture research centers, to support the collaborative research
 
program with AARD.
 

SReferences to IRD refer to project contributions which are
anticipated from IBRD by the Parties to this Agreement.
 



Other contracts, generally under $1O0,000, for management information and 
evaluation studies and for other activities supporting project
 
implementation will also be required. 
The project may also contract with
 
Indonesian-based financial consultants to assist in the development of
 
appropriate financial management systems and to carry out training of
 
project staff in the application of these systems.
 

b. Commodities. Commodities such as office equipment, data
 
processing equipment, agriculture processing equipment, vehicles, etc.
 
will be financed by AID.
 

c. Training. Training, both in-country and international, will
 
be financed by the IBRD according to IBED financial procedures.
 

d. Construction. All in-country construction for facilities
 
associated with the Farming System Research and Sustainable Upland

Farming Systems components will be financed by the IBRD and the
 
Government, and will follov applicable IBRD financial procedures. In
 
addition, the Conservation Access Road component will be financed by the
 
IBRD and the Government. Road construction will be pre-financed by the
 
Government. It is anticipated that up to 60% of costs will be reimbursed
 
by the IBRD. 

e. Joint IDRD/AID Local Currency Financin. Local currency
 
costs for two project components, Farming System Research and the
 
Sustainable Upland Farming System pilot projects, will be jointly

financed by AID, IBRD and the Government. These costs are for salaries
 
and local support costs. The financial management procedure to be
 
applied for each component is described below.
 

(1) Farming Systems Research. AID and IBRD will collectively

finance 69% of the annual operational research budget for this project
 
component. AARD will 100% pre-finance the annual research budget which 
will subsequently be reimbursed up to 691 of actual cost by both AID and 
IBRD. 

(2) Sustainable Upland Farming System Pilot Projects (SUFS).
AID and IBRD will jointly finance the annual subsidy provided for 
demonstration farms and expansion activities under the SUPS component on
 
a reimbursement basis.
 

f. Project InnovationFund (PIF). AID will finance the PIF
 
costs on a grant reimbursement basis. Disbursements under the PIP will
 
be made upon certification by the AID project officer. Separate accounts
 
will be maintained by recipient institutions in a manner acceptable in 
form and content to AID and the GOI. 

B. Budget
 

The following is an illustrative financial plan. Adjustments 
may be made between line items by the representatives of the Parties 
named in the text of the Agreement without formal amendment of tlrtd 
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Agreement so long as (a) the Borrower/Grantee's contribution as stated In
 
the text of the Agreemant is not decreased and (b)AID's contribution as
 
stated in the text of the Agreement is not increased. Future
 
contributions by A.I.D. are subject to the availability of funds and the 
mutual agreement of the Parties to proceed. Adjustments between line 
items greater than 20% must be agreed to by the parties in writing. 

#1299P
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ANNEX 2
 

Project Grant Standard Provisions Annex
 

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

Article A: 
 Pr2jct Imlementation Letters. 
To assist Grantee
in hesmlen n
io jct', A.I.D., from time to time,
will issue Proiect Implementation Letters that will furnish
additional information about matters stated in this Agreement,
The parties may also use jointly agreed-upon Project Implementation Letters to confirm and record their mutual understanding
on aspects of Ehe implementation of this Agreement. 
Project
Implementation Letters will not be used to amend the text ofthe Agreement, but can be used to record revisions or exceptionswhich are permitted by the Agreement, including the revision ofelements of the amplified description of the Project in Annex 1. 
Article B: 
 General Covenants
 

SECTION B.1. Consultation. 
The Parties will cooperate to
assure 
that the purpose-o7-1- Agreement will be accomplished.
To this end, the Parties, at the request of either, will exchange
views on the progress of the Project, the periformance of obligations under this Agreement, the performance of any consultants,
contractors, or suppliers engaged on the Project, and other
matters relating to the'Project.
 

SECTION B.2. Execution of Project. 
The Grantee w1ll:
 

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

Agreement; and
 

(b) provide qualified and experience management for,
and train such staff as may be appropriate for the maintenance and operation 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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SECTION 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 used
to promote or assist a foreign aid project or activity

associated with or financed by a country not included in

Code 935 of the A.I.D. Geographic Code Book as in effect
 
at the time of such use.
 

SECTION B.4. Taxation
 

(a)This Agreement and the Grant will be free from Any

taxation or fees imposed under laws in effect in the ter
ritory of the Grantee.
 

(b) To the extent that (1) any contractor, including

any consulting firm, any personnel of such contractor

financed under the Grant, and any property or transaction
relating to such contracts and (2) any cormodity procure
ment transaction financed under the Grant, are not exempt

from identifiable taxes, tariffs, duties or other levies
imposed under laws in e-ffect in the territory of the Grantee,

the Grantee will, as and to the extent provided in and
 
pursuant to Project Implementation Letters, pay or reimburse
the same with funds other than those provided under the
 
Grant.
 

SECTION B.5. Reports, Records , Insections, Audit. 

The Grantee will:
 

(a) furnish A.I.D. such information and reports relating

to the Project and to this Agreement as A.I.D. may reason
ably request;
 

(b)maintain or cause to be maintained, in accordance
with generally accepted accounting principles and practices

consistently applied, books and records relating to the

Project and to this Agreement, adequate to show, without

limitation, the receipt and use of goods and services
 
acquired under the Grant. 
Such books and records will be
audited regularly, in accordance with generally accepted

auditing standards, and maintained for three years after
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SECTION B.5..(b)
 

the date of last disbursement by A.I.D.; such books and

records will also be adequate to show the nature and
 
extent of solicitations of prospective suppliers of goods

and services acquired, the basis of award of contracts and

orders, and the overall progress of the Project toward
 
completion; and
 

(c) afford authorized 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 books, records, and other documents relating to

the Project and the Grant.
 

SECTION B.6. 
 Completeness of Information. The Grantee
 
confirms:
 

(a) that the facts and circumstances of which it has

informed A.I.D., or cause A.I.D. to be informed, in the
 
course of reaching agreement with A.I.D. on the Grant, are
accurate and complete, and include all facts and circum
stances that might materially affect the Project and the
 
discharge of responsibilities under this Agreement;
 

(b) that it will inform A.I.D. in timely fashion of
 any subsequent facts and circumstances that might material
ly affect, or that it is reasonable to believe might so

affect, the Project or the discharge of responsibilities

under this Agreement.
 

SECTION B.7. Other Payments. Grantee artirms that no
 
payments have been or will -e received by any official of
 
the Grantee in connection with the procurement of goods or

services financed under the Grant, except fees, taxes, or

similar payments legally established in the country of the
 
Grantee.
 

SECTION B.8. Infoy.mnation and Marking. The Grantee will

give appropriate publicity to the Grant and the Project as
 
a program to which the United States has contributed,

identify the Project site, and mark goods financed by A.I.D.,
 
as described in Project Implementation Letters.
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Article C: Procurement Provisions
 

SECTION C.I. Special Rules.
 

(a)The source and origin of ocean and air shiping;
will be deemed to be the ocean vessel's or aircraft s
coutury of registry at the time of shipment.
 

(b)Premiums for marine insurance placed in the
territory of the Grantee will be deemed an eligible
Foreign Exchange Cost, if otLerwise eligible under
 
Section C.7(a).
 

(a)Any motor vehicles financed under the Grant will
be of United States manufacture, except as A.I.D. may other
wise agree in writing.
 

(d)Transportation by air, financed under the Grant,
of property or persons, will be on carriers holding UnitedStates certification, to the extent service by such carriers is available. Details on this requirement will be
described in a Project Implementation Letter.
 

SECTION C.2. Eligbility Date. 
No goods or services may
be financed under the Grant wicF are procured pursuant to orders
or contracts firmly placed or entered into prior to the date of
this Agreement, except as the Parties may otherwise agree in

writing.
 

SECTION C.3. Plans, Specifications, and Contracts. 
 In
order for there to be mutual agreement on the following-matters,
and except as the Parties may otherwise agree in.writing:
 

(a)The Grantee will furnish to A.I.D. .upon preparation,
 

(1) any plans, specifications, procurement orconstruction schedules, contracts, or other documentationrelating to goods or services to be financed under theGrant, including documentation relating to the prequalification and selection of contractors and to the solicitation of bids and proposals. Material modifications insuch documentation will likewise be furnished A.I.D. on

preparation;
 

(2) such documentation will also be furnished to
A.I.D., upon preparation, relating to any goods or services,
which, though not financed under the Grant, are deemed by
A.I.D. to be of major importance to the Project. Aspects
of the Project involving matters under this subsection (a)
(2)will be identified in Project Implementation Letters;
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SETION C.3.
 

.(b) Documents related to the prequalification of
 
contractors, and to the solicitation of bids or proposals

for goods and services financed under the Grant will be
approved by A.I.D. in writing prior to their issuance,

and their terms will include United States standards and
 
measurements;
 

Cc) Contracts and contractors financed under the Grantfor engineering and other professinnal services, for construction services, and for such other services, equipmentor materials as may be specified in Project Implementation
Letters, will be approved by A.I.D. in writing,prior to
execution of the contract. 
Material modifications in such 
contracts will also be approved in writing by A.I.D. prior

to execution; and
 

(d)Consulting firms used by the Grantee for the

Project but not financed under the Grant, the scope of
their services and such of their personnel assigned to the
Project as A.I.D. may specify, and construction contractors
 
used by the Grantee for the Project but not financed under
 
the Gra.t, shall.be acceptable to A.I.D.
 

SECTION C.4. Reasonable Price. 
No more than reasonable
prices will be paid for any goons or servicas financed, in whole
 or in part, under the Grant. Such items will be procured on a
fair and, to the maximum extent practicable, on a competitive

basis.
 

SECTION C.5. Notification to Potential Suppliers. Topermit all United States firms to have the opprtunity to participate in furnishing goods and services to be financed under the
Grant, the Grantee will furnish A.I.D. such infoiation with

regard thereto, and at such times, as A.I.D. may request in
 
Project Implementation Letters.
 

SECTION C.6. Shipping.
 

(a) Goods which are to be transported to the territory

of the Grantee 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 935 as in effect at the time of shipment,

or (2)on an ocean vessel which A.I.D., by written notice
to the Grantee has designated as ineligible; or (3)under
 
an ocean or air charter which has not received prior A.I.D.
 
approval.
 

2;?
 



SECTION V.6. 

(b)Costs of ocean or air transportation (of goods or
 
persons) and related delivery services may not be financed
 
under the Grant, if such goods or persons are carried:
 
(1)on an ocean vessel under the flag of a country not,
 
at the time of shipment, identified under the paragraph of
 
the Agreement entitled "Procurement Source: Foreign Ex
change Costs," without prior written A.I.D. approval; or
 
(2)on an ocean vessel which A.I.D., by written notice to
 
the Grantee, has designated as ineligible; or (3)under an
 
ocean vessel or air charter which has not received prior

A.I.D. approval.
 

(c) Unless A.I.D. determines that privately owned
 
United States-flag commercial. ocean vessels are not avai
lable at fair and reasonable rates for such vessels, (1)
 
at least fifty percent (50%) of the gross tonnage of all
 
goods (computed separately for dry bulk carriers, dry
 
cargo liners and tankers) financed by A.I.D. which may be
 
transported on ocean vessels will be transported on
 
privately owned United States-flag commercial vessels,
 
and (2) at least fifty percent (50%) of the gross freight 
revenue generated by all shipments financed by A.I.D. atd
 
transported to the territory of the Grantee on dry cargo
 
liners shall be paid to or for the benefit of privately

owned United States-flag commercial vessels. Compliance

with the requirements of (1)and (2)of this subsection
 
must be achieved with respect to both any cargo transported
 
from U.S. ports and any cargo transported from non-U.S.
 
ports, computed separately.
 

SECTION C.7. Insurance.
 

(a)Marine insurance on goods financed'by A.I.D. which
 
are to be transported to the territory of the Grantee may
 
be financed as a Foreign Exchange Cost under this Agreement

provided (1). such insurance is placed at the lowest avai
lable competitive rate, and (2) claims thereunder are
 
payable in the currency in which such goods were financed
 
or in any freely convertible currency. If the Grantee
 
(or government of Grantee), by statute, decree, rule,
 
regulation, or practice discriminates with respect to
 
A.I.D.-financed procurement against any marine insurance
 
company authorized to do business in any State of the 
United States, then all goods shipped to the territory of
 
the Grantee financed by A.I.D. hereunder will be insured
 
against marine risks and such insurance will be placed
 
in the United States with a company or companies authorized
 
to do a marine insurance business in a State of the United
 
States.
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SECTION C.7. 

(b)Except as A.TI.'. tay otherwise agree in writing,
 
the Grantee will insure, or cause to be insured, goods
 
financed under the Grant imported for the Project against
 
risks incident to their transit to the point of their use
 
in the Project; such insurances will be issued on terms
 
and conditions consistent with sound commercial practice
 
and will insure the full value of the goods. Any indem
nification received by the Grantee under such insurance
 
will be used to replace or repair any material damage or
 
any loss of the goods insured or will be used to reimburse
 
the Grantee for the replacement or repair of such goods.
 
Any such replacements will be of source and origin of
 
countries listed in A.I.D. Geographic Code 935 as in effect
 
at the time of replacement, and, except as the Parties may
 
agree in writing, will be otherwise subject to the provi
sions of the Agreement.
 

SECTION C.8. U.S. Government-Owned Excess Property. The
 
Grantee agrees that wherever practicable, United States Govern
sent-owned excess personal property, in lieu of.new items
 
financed under the Grant, should be utilized. Funds under the
 
Grant may be used to finance the costs of obtaining such property
 
for the Project.
 

Article D: Termination; Remedies.
 

SECTION D.l. Termination. Either Party may terminate this
 
Agreement by giving He other-arty 30 days written notice.
 
Termination of-this Agreement will terminate any obligations of
 
the Parties to provide financial or other resources to tho Pro-

Ject pursuant to this Agreement, except for payment which they
 
are committed to make pursuant to noncancellable commitments
 
entered into with third parties prior to the terinination of
 
this Agreement. In addition, upon such termination A.I.D. may,
 
at A.I.D.'s expense, direct that title to goods financed under
 
the Grant be transferred to A.I.D. if the good are from a
 
source outside Grantee's country, are in a deliverable state
 
and have not been offloaded in ports of entry of Grantee's
 
country.
 

SECTION D.2. Refunds.
 

(a) In the case of any disbursement which is not sup
ported by valid documentation in accordance with this
 
Agreement, or which is not made or used in accordance
 
with this Agreement, or which was for goods or services
 
not used in accordance with this Agreement, A.I.D.,
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notwithstanding the availability or exercise of any other
 
remedies under this Agreement, may require the Grantee to
 
refund the amount of such disbursement in U.S. Dollars to
 
A.I.D. within sixty (60) days after receipt of a request

therefor.
 

(b) If the failure of Grantee to comply with any of
 
its obligations under this Agreement has th& result that
 
goods or services financed under the Grant are not used
 
effectively in accordance with this Agreement, A.I.D. may

require the Grantee to refund all or any part of the amount
 
of the disbursements under this Agreement for such goods
 
or services in U.S. Dollars to A.I.D. within sixty days

after receipt of a request therefor.
 

(c) The right under subsection (a)or (b) to require
 
a refund of a disbursement will continue, notwithstanding
 
any other provision of this Agreement, for three years

from the date of the last disbursement under this Agreement.
 

(d) (1) Any refund under subsection (a) or (b), or (2) 
any refund to A.I.D. from a contractor, supplier, bank or
 
other third party with respect to goods or services financed
 
under the Grant, which refund relates to an unreasonable
 
price for or erroneous invoicing of goods or services, or
 
to goods that did not conform to specifications, or to
 
services that were inadequate, will (A) be made available
 
first for the cost of goods and services required for the
 
Project, to the extent justified, and (B) the remainder,

if any, will be applied to reduce the amount of the Grant.
 

(e)Any interest or other earnings on Grant funds
 
disbursed by A.I.D. to the Grantee under this Agreement

prior to the authorized use of such funds for the Project

will be returned to A.I.D. in U.S. Dollars by the Grantee.
 

SECTION D.3. Nonwaiver of Remedies. No delay in exercising 
any right or remedy accruing to a Party in connection with its 
financing under this Agreement will be construed as a waiver of 
such right or remedy.
 

SECTION D.4. 4s4gpmnt. The Grantee agrees, upon request, 
to execute an assignement to A.I.D. of any cause of action which 
may accrue to the Grantee in connection with or arising out of 
the contractual performance or breach of performance by a party
to a direct U.S. Dollar contract with A.I.D. financed in whole or 
In part out of funds granted by A.I.D. under this Agreement. 


