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Agroenterprise Technology Systems Project

A.I.D. Project No. 367-0160

Project Grant Agreement

Dated: SEP 24 1533
Between

His Majesty's Government of Nepal (hereinafter referred to as
"HMG/N") ;

And

The United States of America, acting through the Agency for
International Development (hereinafter referred to as "A.I.D.").

Article 1: The Agreement

The purpose of this Agreement is to set out the understandings
of the parties named above ("Parties") with respect to the
undertaking by HMG/N of the Project described below, and with
respect to the financing of the Project by the Parties.

Article 2: The Project

SECTION 2.1. Definition of Project. The Project, which is
further described in Annex 1, will strengthen the role of the
private sector in expanding markets for Nepali farmer produce and
accelerate selection and adoption of production increasing
technologies and value-added services suited to the needs of Nepal's
farmers, agroenterprises and market opportunities. The Project will
provide assistance to both private and public sector institutions,
in the form of technical assistance, training and commodity inputs
and local support costs. Annex 1, 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 1 may be changed by written agreement of the
authorized representatives of the Parties named in Section 8.3,
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
increments, the initial one being made available in accordance with
Section 3.1 of this Agreement. 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.
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(b) Within the overall Project Assistance Completion Date
stated in this Agreement, A.I.D., based upon consultation with
HMG/N, may specify in Project Implementation Letters (PILS)
appropriate time periods for the utilization of funds granted by
A.I.D. under an individual increment of assistance.

Article 3: Financing

SECTION 3.1. The Grant. To assist HMG/N to meet the costs of
carrying out the Project, A.I.D. plans to provide Twelve Million
United States (U.S.) Dollars ($12,000,000) over the life of the
project subject to the availability of funds to A.I.D. for this
purpose and to the mutual agreement of the Parties to proceed at the
time of each increment. As the first increment under the terms of
this Agreement, A.I.D., pursuant to the Foreign Assistance Act of
1961, as amended, agrees to grant HMG/N an amount not to exceed One
Million U.S. Dollars ($1,000,000) ("Grant"). The Grant may be used
to finance foreign exchange 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.

SECTION 3.2. HMG/N Resources for the Project

(a) HMG/N agrees to provide or cause to be provided for the
Project all 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 HMG/N over the life of the
Project will be not less than Eighty-Seven Million Six-Hundred
Thousand Nepali Rupees (NRs.87,600,000), the equivalent of
approximately Three Million U.S. Dollars ($3,000,000), including
costs borne on an "in-kind" basis. In addition, it is anticipated
that approximately Twenty-Nine Million Two-Hundred Thousand Nepali
Rupees (NRs. 29,200,000), the equivalent of approximately One
Million U.S. Dollars ($1,000,000), including costs borne on an
"in-kind"™ basis, will be provided to the Project from private
resources. Together these contributions equal more than twenty-five
percent of total project costs.

As a first increment, HMG/N agrees to provide One Million Eight
Hundred Thousand Nepali Rupees (NRs. 1,800,000), the equivalent of
approximately Sixty Two Thousand U.S. Dollars ($62,000) to carry out
the Project.

SECTION 3.3. Project Assistance Completion Date

(a) The "Project Assistance Completion Date" (PACD), which is
September 30, 1996, or such other date as the Parties may agree to
in writing, is the date by which the Parties estimate that all
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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 Implementation
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 such
period, A.I.D., giving notice in writing to HMG/N, may at any time
or times reduce the amount of the Grant by all or any part thereof
for which requests for disbursement, accompanied 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, HMG/N
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) A statement of the name(s) of the person(s) holding or
acting in the office of HMG/N specified in Section 8.2., and of any
additional representatives, together with a specimen signature of
each person specified in such statement;

(b) Evidence that HMG/N has appointed: (i) a qualified Project
Coordinator for purposes of overall project implementation and
coordination among project components and (ii) an Executive Director
for the National Agriculture Research Center (NARC).

SECTION 4.2 Additional Disbursements.

(a) For the Agroententerprise Component: Prior to disbursement
under the Grant, or to issuance by A.I.D. of documentation pursuant
to which disbursement will be made, for the Agroenterprise
Component, the Federation of Nepalese Chambers of Commerce and
Industry (FNCCI) will, except as A.I.D. may otherwise agree in
writing, furnish to A.I.D. in form and substance satisfactory to
A.I.D., evidence that an Agroenterprise Committee has been formed
and that adequate office space and support staff are available for
the operation of the Agroenterprise Center.
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(b) For the NARC Component: Prior to disbursement under
the Grant, or to issuance of documentation pursuant to which
disbursement will be made, for the National Agriculture
Research Center (NARC) Component, the HMG/N will, except as
A.I.D. may otherwise agree in writing, furnish to A.I.D. in
form anéd substance satisfactory to A.1.D. evidence that:

{i) the planned conversion of NARC temporary positions to
permanent positions is being implemented and

{ii) the National Agriculture Research Coordination
Committee {NARCC) has approved new rules and procedures
governing operation and accountability of the NARC. At a
minimum, these rules and procedures will authorize NARC to:

- a. implement a research planning system based on
multi-year objectives reflecting national priorities,
and the needs and priorities of farmers and
agroenterprises in station command areas;

- b. carry out lumpsum budgeting based on multi-year
program budgets at the activity, station and central
program/office levels, and the appropriate internal
financial management and accounting system;

- c. establish and manage a personnel system which
permits flexible staffing configurations, vertical
promotions, assignment and transfer authority, direct
recruitment and position creation/cancellation/
redefinition within ceilings approved by the NARCC;

- d. restructure salary scales and levels, increase
allowances for travel and field work and incentives
for field postings, and pay individual and unit
performance awards;

- e. contract out research to other organizations and
perform contract research for clients and charge and
retain income generated from service charges and other
activities; and

- interact with and borrow technologies from adjacent
Indian research programs and those of the
International Agricultural Research Centers.
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(c) For the NARC Agriculture Research Management Activity:
Prior to disbursement, or to issuance by A.I.D. of
documentation pursuant to which disbursement will be made, for
the Agriculture Research Management under NARC, HMG/N will,
except as A.I.D. may otherwise agree in writing, furnish to
A.I.D. in form and substance satisfactory to A.I.D., an
operational plan for the program including criteria for the
selection of participants, a management plan, financing plan
and implementation schedule, which HMG/N shall implement during
the applicable years of the Project.

(d) For the Research Outreach Component: Prior to
disbursement of funds, or to issuance by A.I.D. of
documentation pursuant to which disbursement will be made, for
the Research Outreach Component, HMG/N will, except as A.I.D.
may otherwise agree in writing, furnish to A.I.D. in form and
substance satisfactory to A.I.D., an operational plan for the
program including criteria for the selection of field research
sites and farmer/commodity groups, a management plan, a
financing plan, a description of major programs, and an
implementation schedule, which HMG/N shall implement during the
applicable years of the Project.

SECTION 4.3. Notification. When A.I.D. has determined
that the conditions precedent specified in Sections 4.1 and 4.2
have been met, it will promptly notify HMG/N.

SECTION 4.4. Terminal Dates for Conditions Precedent. If
all of the conditions to the first disbursement specified in
Section 4.1 have not been met within 180 days from the date of
this Agreement, or such later dates as A.I.D. may agree to in
writing, A.I.D., at its option, may terminate this Agreement by
written notice to HMG/N.
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Article 5: Special Covenants

SECTION 5.1. Project 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:

(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 of the overall development impact of the
Project.

The Project is expected to include three levels of monitoring
and evaluation, as described in Annex 1. The first will track the
year-to-year progress made in providing inputs and implementing
planned project activities. The second level will focus on the
achievement of desired institutional improvements and expected
outputs., The third will attempt to determine the magnitude of
impacts achieved within components and by the Project as a whole.

SECTION 5.2. Project Covenants. Except as the Parties may
otherwise agree in writing, HMG/N will:

(a) provide financial and other contributions to the Project on
a timely basis according to mutually agreed annual programs and
budgets and report on the status of financial contributions to the
Project at intervals and in a format to be agreed upon by Project
Implementation Letter;

(b) assign gqualified personnel to the following key positions:
Project Coordinator, Executive Director of NARC, Chief of Farming
Systems Outreach Research Division (FSORD), Chief of Socio-Economic
Research Division (SERED).

(c) establish terms of reference and a job description for the
Project Coordinator which is acceptable to the Parties; and

(d) organize on a timely basis joint HMG/N and A.I.D. Project
Review Committee meetings to review progress, provide guidance, and
forecast resources for each new fiscal year, and to approve annual
programs and budgets for the Project.
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SECTION 5.3. Performance Requirements. For each year of the
Project, the Parties will agree upon an annual action plan for
operationalizing the management system changes and implementing
research outreach activities at NARC. The NARCC and A.I.D. will
jointly assess progress on action plan implementation every six
months over the life of the Project. Decisions regarding future
obligations and commitments of funds under the Project will be based
on satisfactory performance on annual action plans.

SECTION 5.4. Grant Exempt from Contract Tax. Contracts funded
under this Project Grant Agreement are exempt from the assessment,
withholding, collection or payment of the Nepal Contract Tax under
Standard Provision B.4 of this Agreement. HMG/N will not assess,
withhold, collect or require payment of contract tax on contracts
funded under this Agreement. Further, HMG/N will include a clause
in procurement documents and contracts executed or administered by
HMG/N ministries and agencies for any contracts funded hereunder
stating that the contract is exempt from withholding, assessment,
collection and payment of Contract Tax and that contractors' bids
and vouchers shall not include amounts for the contract tax.

SECTION 5.5 Project Funded Trainees. For each HMG/N employee
trained outside Nepal under this Grant, HMG/N agrees to assign the
returned trainee to an HMG/N position which relates to the Project,
for a period of time equal to the duration of the training in order
that the trainee's skills acquired thereby will be utilized, unless
HMG/N and A.I.D. agree otherwise in writing.

SECTION 5.6. Project Funded Technical Assistance,
Formalization of this Project Agreement constitutes HMG/Nepal
concurrence with A.I.D. procurement, as per A.I.D. regulations, of

the technical assistance services spelled out in Annex 1:
Description of the Project, Prior to contracting technical services

callec for, USAID/Nepal will provide the relevant implementing
agency with a detailed written description of the work to be
performed and desired qualifications for review.

Articlie 6: Procurement Source

SECTION 6.1. Foreign Exchange Costs. Disbursements 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, other countries within A.I.D.
Geographic Code 941 of the A.I.D. Geographic Code Book as in effect
at the time orders are placed or contracts entered into for such
goods or services ("Foreign Exchange Costs"), and Nepal, except as
A.I.D. may otherwise agree in writing, and except as provided in the
Project Grant Standard Provisions Annex, Section C.l(b) with respect
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to marine insurance. Ocean transportation costs will be financed
under the Grant only on vessels under flag registry of the United
States, Nepal, or countries included in A.I.D. Geographic Code 941,
except as A.I.D. may otherwise agree in writing.

SECTION 6.2. Local Currency Costs. Disbursements pursuant to
Section 7.2 will be used exclusively to finance the costs of goods
and services required for the Project having their source and,
except as A.I.D. may otherwise agree in writing, their origin in
Nepal ("Local Currency Costs").

Article 7: Disbursement

SECTION 7.1. Disbursement for Foreign Exchange Costs

(a) After satisfaction of conditions precedent, HMG/N 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 upon:

(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 HMG/N's
behalf for the Project; or

(2) by requesting A.I.D. to issue Letters of Commitment for
specified amounts directly to one or more contractors or suppliers,
committing A.I.D. to pay such contractors or suppliers for such
goods or services.,

(b) Banking charges incurred by HMG/N in connection with
Letters of Commitment will be financed under the Grant unless HMG/N
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, HMG/N may
obtain disbursements of funds under the Grant for Local Currency
Costs required for the Project, in accordance with the terms of this
Agreement, by submitting to A.I.D., with necessary supporting
documentation as prescribed in Project Implementation Letters,
requests to finance such costs.

(b) The local currency needed for such disbursement may be
obtained through acquisition by A.I.D., with U.S. Dollars by
purchase. The U.S. Dollar equivalent of the local currency made
available hereunder will be, in the case of subsection (a) above,
the amount of U.S. Dollars required by A.I.D. to obtain the local
currency.
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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 be more
specifically provided under Section 7.2, if funds provided under the
Grant are introduced into Nepal by A.I.D. or any public or private
agency for purposes of carrying out obligations of A.I.D. hereunder,
HMG/N will make such arrangements as may be necessary so that such
funds may be converted into the currency of Nepal at the highest
rate of exchange which, at the time conversion is made, is not
unlawful in Nepal,

Article 8: Miscellaneous

SECTION 8.1. Communications. Any notice, request, document,
or other communication submitted by either Party to the other under
this Agreement will be in writing or by telegram or cable, and will
be deemed duly given or sent when delivered to such party at the
following addresses:

To HMG/N:
Mail and Cable Address:
Secretary or Secretary or Exec Director
Joint Secretary Joint Secretary Nat'l Agric.
Foreign Aid Division Ministry of Agric Research Center
Ministry of Finance His Majesty's Govt (NARC)
His Majesty's Government Singha Durbar Khumaltar
Bagh Durbar Kathmandu, Nepal Kathmandu, Nepal
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 addresses may be substituted for
the above upon the giving of notice.
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SECTION 8.2. Representatives. For all purposes relevant to
this Agreement, HMG/N will be represented by the individual holding
or acting in the office of Secretary or Joint Secretary, Ministry of
Finance, and A.I.D. will be represented by the individual holding or
acting in the office of Director, USAID/Nepal, 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 1.

For approving implementation documents and for all purposes other
than revising this Agreement, HMG/N will be represented by the
individual holding or acting in the office of Secretary or Joint
Secretary of the Ministry of Agriculture and the Executive Director
of the NARC. The names of the representatives of HMG/N, with
specimen signatures, will be 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 of
revocation of their authority.

SECTION §.3. Standard Provisions Annex. A "Project Grant
Standard Provisions Annex" (Annex 2) is attached to and forms part
of this Agreement.

IN WITNESS WHEREOF, His Majesty's Government of Nepal and the
United States of America, each acting through its duly authorized
representative, have caused this Agreement to be signed in their
names and delivered as of the day and year first above written.

On Behalf of His Majesty's On Behalf of The United

Government of Nepal States of America

BY : (25| W BY: Py ;
Mohan RaJ Sharma /dulia Chang _XBloch

TITLE: Acting Secretary TITLE: Ambassador

Ministry of Finance

BY:

Kelly . Kammerer
TITLE: Director
USAID/Nepal

Funds Available:
Approp: 72-1101021
BPC: QDNA-90-27367-KG13

TM:CTRattan €74 P10-%0
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AMPLIFIED PROJECT DESCRIPTION

Elements of the following description may be changed by written
agreement of the authorized representatives of the parties named in
Section 8.2 of this Agreement without formal amendment of the
agreement, provided that such changes are within the general scope of
the project as set forth in the main text of the Agreement.

I. DESCRIPTION OF THE PROJECT

A. Qverview: This Project is built around the assumption that
agriculture sector growth requires expanded market-oriented, private
sector-driven investment activity, a more dynamic flow of
technologies, and greater entrepreneurial participation.

Accordingly, it seeks to link private agroenterprise, farmer and
public resources to achieve medium-term increases in farm incomes and
in agriculture's contribution to economic growth, by strengthening
the role of the private sector in expanding markets for Nepali farmer
production and accelerating the selection and adoption of
productivity-increasing technologies and value-adding services suited
to the needs of Nepal's farmers, agroenterprises and market
opportunities.

To achieve these objectives, the Project will:

establish a private sector support facility capable of linking
agroenterprises (e.g. producer groups, commodity associations,
farmer enterprises and firms) with sources of technical and
marketing information and services;

support the implementation of major management reforms within
the National Agricultural Research Center (NARC) to give it the
flexibility, incentive structure and decentralization needed to
make NARC more cost-effective and responsive to location-
specific needs of farmer and agroenterprise clients; and

establish a client-oriented research outreach program within
the command area of each regional NARC research station to give
Nepali farmers a greater say in the development of the NARC's
research agenda.

The Project will provide assistance mainly to two institutions: the
private sector Federation of Nepal Chambers of Commerce and Industry
(FNCCI) and the public sector National Agricultural Research Center
(NARC) .
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B. Expected Outputs: It is anticipated that by the end of the
Project private agroenterprises and organizations will provide
marketing and technical information to members, have operational
links with NARC and other information sources, participate in
setting research priorities, and be more effective in presenting
and debating policy and regulatory issues.

Specifically:

(1) The FNCCI will operate an agroenterprise marketing and
technology information service and will broker assistance to
firms and producer groups; agroenterprises will be better at
obtaining technical information from NARC and other sources;
and, policies and regulations favoring private client
interests will be found in the National Agricultural Research
Coordination Committee (RCC), National Seed Board and in
requlatory bodies.

(2) NARC will implement impact-oriented and client-responsive
adaptive research through research outreach programs at major
stations. NARC will also have a more active relationship with
Indian research centers and IARCs.

(3) NARC will become better managed and more cost-effective
through internal management improvements, including more
autonomous and flexible budgetary, personnel and

admini strative practices. Without significant increases in
staff, NARC will increase the pace of technology introduction,
especially in those areas of interest to commercially oriented
producers and agroenterprises.

C. Project Components: The Project has been designed to include
the three components described below,

1. The Agroenterprise Support Component

Under this component, the Project will support the FNCCI and its 75
affiliated local chambers throughout Nepal. FNCCI has established
a permanent Agroenterprise Sub-Committee (AESC) to promote the
production, processing and marketing of high-value processed
agricultural products. The AESC, which is comprised of senior
FNCCI management and leaders from Nepal's agroenterprise community,
serves as the executive organ of the FNCCI responsible for
planning, coordinating, promoting and encouraging agroenterprises,
including commodity groups and associations.

The Project will assist the FNCCI to establish an Agroenterprise
Center (AEC) to provide or broker a variety of services, either
directly or under contract, to Nepali agricultural producers,
processors and exporters. The AEC will initially be staffed by
five permanent staff members, including a Managing Director and two
Deputies. These personnel will manage and actively promote the
provision of services to existing and new agroenterprise clients or
groups throughout Nepal.
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With assistance provided under the Project, the AEC will be able to
provide a variety of services to support private sector producers,
processors, exporters, commodity associations and agroenterprises.
Services will include procurement or brokering for information
services (e.g. marketing, prices, regulatory), feasibility studies,
training and study trips as well as other types of assistance.
Through the AEC, organizational strengthening and technical support
for farmer groups and small enterprises will be provided to help
them expand commercial activities. AEC will also support
feasibility studies for the container industry and other export
promotion activities, contract for or broker contract research and
promote dialogue between the private and public sectors on policies
that encourage agro-processing investment and export. More
detailed illustration of the types of activities to be undertaken
is contained in the ATS Project Paper.

AEC will be required to make serious efforts to ensure that
businesswomen and managers receive benefits, including expert
services, training, out-of-country study trips and information
services and to maintain gender-disaggregated data.

Support for the AEC will be provided through an A.I.D. grant or
cooperative agreement to FNCCI, to cover direct operational costs
and specialized services and contracts. The Project will also fund
the services of a senior Nepali manager to organize, promote and
manage the AEC for up to six years, supported during the first four
years of the Project by an expatriate international marketing
specialist experienced in planning and implementing promotional and
international marketing activities. Office equipment will also be
funded under the Project and procured for FNCCI by A.I.D.

Service charges and other fees recovered by the AEC will be used
partly to meet the costs of the AEC during the Project period and
partly to build up a rotating fund which the AEC will use to
continue scaled-back services once the Project is over, under terms
to be set forth in A.I.D.'s grant or cooperative agreement with
FNCCI. Only services for which full operating costs can be
recovered will be continued by the AEC.

Selected research and small pilot studies will be commissional by
USAID/Nepal, after discussion with the HMG/N and/or FNCCI, to
examine cross-cutting marketing issues and to test technologies and
organizational approaches suited to the special needs of Nepali
small farmers and firms.

2, Agricultural Research Support Component

This component will assist the National Agricultural Research
Center (NARC) in restructuring its procedures and orientation and
the management of the research system to make it more responsive to
the needs of market-oriented clients and more cost-effective.

e,
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As a condition to initiation of this Project, the National
Agricultural Research Coordination Committee (RCC) was given power
to establish new rules and regulations regarding personnel,
financial management, administration and research planning and
prioritization, The RCC currently sets research policy and
approves proposed changes in the NARC structure and function, while
NARC articulates and executes these changes.

With outside consultant assistance provided under A.I.D.'s on-going
Agricultural Research Project, NARC will prepare detailed rules and
procedures required to structure an autonomous and decentralized
research and development organization. Actual changes to be
implemented at NARC include changes in organization and structure ,
budgetary and financial systems, personnel management, and
development and monitoring and evaluation., These are described in
more detail in the AST Project Paper. Once proposed changes have
been formally accepted by RCC, funds will be made available under
this Project component to finance system-wide implementation of the
changes, including additional up-front costs incurred to initiate
implementation and a portion of NARC's annual recurring costs
resulting from the changes., The latter support will decline over
the life of the project and full HMG/N funding will be sustained,
at project completion, at the levels required to operate the
restructured NARC.

Technical assistance for this Project component will be provided by
both Nepali and expatriate specialists. A senior expatriate
Agricultural Economist/Research Planning Specialist will be funded
for 48 person months to act as Team Leader of the prime TA
contractor and to work closely with the Executive Director, NARC,
in the coordination and implementation of Project supported
activities throughout the NARC system. A second long-term
expatriate Research Management and Administration Systems
Specialist will be funded for 26 person months to support
system-wide implementation of the new rules and regulations in
NARC; assist NARC in organizing an intensive training program for
reorientation of NARC staff; and help NARC prepare six month
reviews of the implementation of the new management system and
problems encountered for RCC and A.I.D. Both specialists will be
assisted by long-term Nepali professional staff and both will draw
on a pool of short-term consultants, expatriate and Nepali, to
assist in specific tasks.

Major training activities under this component involve NARC staff
reorientation and training in new rules and procedures, and
follow-up training at local institutions.

Limited commodities will be provided to NARC Headquarters under
this component, including at least four FAX machines and four
computers with printers and necessary software for the management
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information systems. The Project will also support the preparation
of detailed manuals and training materials outlining the new rules
and requlations. Lastly, the component will accelerate contacts
between NARC and international agricultural research organizations
such as IRRI, CIMMYT, ICRISAT, ISNAR, and AVRDC, through small
grants. Modest support will also be provided to the Ministry of
Agriculture for sector marketing policy analyses.

3. Strengthening Research Outreach Programs

To strengthen research outreach, and help close the gap between
research system capacity and farm-level problems, this component
will provide technical assistance, training, commodities and local
cost support to eight major NARC research stations and related
command areas., Assistance will enable the stations and NARC to:

(a) conduct command area strategy reviews;

(b) strengthen the planning and conduct of research outreach
activities;

(c) make station diagnostic services more responsive to outreach
and to users; and

(d) ensure reliable back-up for stations from FSORD and SERED.

a. Command area strategy reviews will be conducted by station
staff, NARC central office and program representatives and
technical assistance team members, including a contracted WID
Advisor. Reviews will entail close consultation with farmer
groups, including women and resource poor farmers, agro-processors
and marketing firms, donor and NGO supported development projects
in the command area, and appropriate HMG/N line agencies. Reviews
will form the basis for establishing five-year programs for each of
the eight stations and command areas and specific plans for on-farm
and on-station research, staffing, diagnostic support, budgets,
facilities/logistics and other minimum requirements for achieving
the objectives and impacts. Annual command area workshops will
provide a forum for joint assessment and planning discussions.

b. Research Outreach will be supported through problem-oriented
experiments based on results of command area reviews. Trials will
be conducted, with the active participation of farmer and resident
extension personnel, in carefully selected clustered farm sites in
one or two districts per year. 1In addition, NARC will assign two
or three full-time core research outreach staff to each of the
eight research stations. Core research outreach staff will work
closely with other station scientists, station diagnostic services
and the station socio-economist. Professional skills in research
problem definition, trial design and analysis, and the
communication of results will be strengthened. A Project-funded
WID Specialist will provide orientation to stations and on-farming
researchers about the role of women farmers.
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c. Diagnostic Services will be improved through frequent short-term
training workshops for diagnostic and service staff and follow-up
visits by technicians assigned to the Disciplinary Divisions in
Kathmandu and other Nepali specialists. In addition, NARC will
adopt new rules which will allow the diagnostic laboratories to
charge for services. Stations will use these revenues to expand
diagnostic activities, repair or replace equipment and to contract
for maintenance services. The diagnostic laboratories will
continue to receive a base operating budget, primarily to cover the
costs of analyses performed for the research station and for
low-income farmers whose requests are forwarded through the
extension program. Farmers engaging individually or collectively
in cash crop production, private agroenterprises and special
development projects will be expected to pay the full cost of
services, excluding salaries but including a ten percent service
charge which will be distributed as a performance bonus to all
laboratory staff at the end of each fiscal year. A.I1.D. and HMG/N
will agree by separate project implementation letter on specific
details of deposit and disbursement of service revenues and their
use for mutually agreed purposes.

d. The Research Outreach Component will also assist NARC to provide
Intensive Training and Backstopping through: formal orientation
courses and workshops for personnel at all levels and sustained
monitoring and consultation by a select group of experienced
officers reporting to the NARC Executive Director's office. This
group--the Support Team for Agricultural Research Stations (STARS
Team)--will spend 50% or more of their time visiting research
stations, discussing and clarifying questions on procedures and
substance with station personnel, assisting with the development of
clear station-level research program objectives and indicators, and
reviewing the organization and implementation of research outreach
activities. The core members of the STARS Team will include at
least one FSORD Officer, one SERED Officer, and one station
research management specialist, Auxiliary members may be included
from key disciplinary divisions and commodity programs to provide
specific expertise to stations. Long-term and short-term
expatriate and Nepali technical assistance will be integrated into
the STARS Team.

Commodity support for the Research Ourreach Component is expected
to include pick-up trucks and motorcycles for outreach teams at
each of the eight research stations; bicycles for participating
extension staff; data measurement and analysis equipment for
measuring outreach trial yields distributed to each station (e.g.,
measuring tape, scales, moisture meters, calculators); five field
vehicles for long-term expatriate specialists., 1In addition, where
practical, each of the eight stations will be provided with a Fax,
two computers with UPS systems with printers and appropriate word
processing and statistical analysis software, and programmable



ANNEX 1: Page 7

calculators. The STARS Team and counterpart field based TA Team
will be provided laptop computers with battery packs, printers, and
relevant software.

Technical assistance for this component will include two long-term
specialists: a Research Outreach Specialist (48 person-months) who
will work with FSORD and SERED in coordinating and backstopping
research outreach, farming system research, and socio-economic
activities at the on-farm research sites and a Station Research and
Management Specialist (26 person-months) to assist station
scientists and technicians to improve research problem-orientation
and strengthen skills in research design, analysis, interpretation
and communication of findings. Both of the expatriate specialists
will be supported by long-term Nepali specialists and short-term
consultants.

The Project will also fund local support costs under the Research
Outreach Component. Once NARC has created and placed officers in
permanent outreach positions at each station and provides a core
support staff of four to six officers to both FSORD and SERED,
A.I.D., and NARC will agree on annual local budget support for
research stations, to be provided on a declining basis, through the
end of the Project's sixth year. The amount of assistance will be
calculated based on prior year expenditures and depend upon the
government's meeting its commitment to increase its budget share.
Local support costs will include operating costs of the research
outreach programs, including command area workshops; pre-and
post-training workshops for participating extension agents;
salaries for two years to contract socio-economists for stations
(with the expectation of future NARC hiring for these positions);
and increased daily allowance costs for officers working at field
sites. The Project will also provide declining support for the
operating costs of the STARS Team and for travel and improved daily
allowances for division and commodity program back-up support for
station outreach programs.

The Project will fund costs of training two Ph.Ds in the U.S. and
two M.Sc, degree candidates per year in eligible regional
institutions during the first four years of the Project. It will
also fund short-term training for qualified staff and individual
researcher professional travel to research programs, events and key
institutions in Nepal and India. The Project will support the
costs of in-country workshops and training activities focusing on
the design, conduct, analysis and interpretation/communication of
on-farm and back-up on-station research, and travel within the
region to observe farmer-~interactive research programs and research
management innovations.

Lastly, it is anticipated that the Project will fund some support
for Peace Corps Volunteers who work in connection with components
of the Project, by funding travel and daily allowances, in-service
training, household rent and utilities, and purchase of special
tools and equipment necessary to performance of duties,
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II. RESPONSIBILITIES OF THE PARTIES

A. HMG/N Entities: The NARC will be the lead HMG/N agency for the
research components under the Project. NARC will assure
coordination of research activities through: performance reviews
which it will direct as Secretary for the HMG/N Inter-Ministerial
National Agricultural Research Coordination Committee; semi-annual
meetings of the project committee to review Action Plan progress,
provide management guidelines, review and approve allocations.
NARC will also provide program gquidance and management support for
central, district and farm/station implementation activities
through the Office of the Executive Director. NARC will provide
offices and support staff at NARC for prime TA and other contractor
staff as necessary.

B. FNCCI: Under the Agroenterprise Support Component of the
Project, the FNCCI will act as a clearinghouse for information and
provide an extensive package of services to Nepali firms and
private individuals on demand through subcontracts with local
firms, FNCCI's responsibilities will be specifically described in
a Cooperative Agreement which it will sign with A.I.D. Reqular
coordination between the FNCCI and NARC components will be
maintained through a Project Steering Committee composed of HMG/N,
private sector, USAID and other interested donor representatives,
as agreed upon by the principal parties to the agreement. 1In
addition, FNCCI will participate on the RCC and in periodic Project
reviews.

C. A.I.D.: A.I.D., through a designated Project Officer, will
oversee the delivery of Project inputs (e.g., technical assistance,
participant training, commodities, and operational support costs);
monitor and evaluate project performance and outputs with the HMG/N
through the semi-annual Project reviews; and the performance and
impact evaluations. The Project officer will engage in regular
informal meetings with NARC personnel, make periodic site visits,
and participate in annual budgeting, programming and review
processes.

Formalization of this Project Agreement serves as GON authorization
for A.I.D. to contract directly with qualified firm(s) to provide
required technical assistance services following U.S. Government
Federal Acquisition Regqulations. Prior to contracting external or
local technical assistance USAID/Nepal will review the scopes of
work with the implementing agency. A.I.D., will also negotiate and
execute a Cooperative Agreement with PNCCI to establish and operate
the AEC. A.I.D. will be responsible for procuring all project
vehicles and certain commodities for FNCCI, including computers,
printers, FAX machines, and other office equipment. A.I.D. will
also arrange "buy-ins" to appropriate AID/Washington central
projects, under the Agroenterprise Support Component., It is also
expected that A.I.D. will award small value grants to international
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agriculture research centers. A.I.D. will be responsible for
direct contracting for external evaluation and audit services as
well as for commissioning, in consultation with the relevant HMG
and/or private concerns, special marketing studies, action research
or small pilot interventions. :

D. Prime Contractor: Technical assistance for the FNCCI and both
NARC components will be provided by a U.S. contractor. The scope
of work will involve provision of five long-term, expatriate
advisors and other long-term, local professional staff, as
described in preceding sections. The technical assistance team
(expatriate and Nepali) will work in direct contact with the NARC
Executive Director, the designated NARC counterpart staff and FNCCI
personnel.

The contractor will provide all administrative and logistical
support to its team members and to key Project-related staff at
NARC, such as the Support Teams for Agriculture Research Stations
(STARS) Team, with the exception of office space and support staff
to be provided by NARC. The contractor will be responsible for all
project procurement except that which has been specified as
A.I.D.'s responsibility. The contractor will also arrange, with
contract funds, special training in research skills and processes
and travel to professional events and other relevant programs.

It is anticipated that the contractor will sub-contract with a
Kathmandu-based firm or firms to provide service/maintenance for
project computers and other office equipment at NARC and FNCCI, and
for provision of local consulting services.

ITI. MONITORING, EVALUATION AND AUDIT

A. Monitoring and Evaluation: The Project will include three
levels of monitoring and evaluation. The first will track the
year-to-year progress made in implementing planned project
activities and inputs. The second level will focus on the
achievement of desired institutional improvements or outputs. The
third will attempt to determine the magnitude of impacts achieved
within components and by the Project as a whole.

Year-to~year progress evaluations will be based on six-month
reviews for both the agroenterprise and research components.

During the first two years, the review will also be used to assess
the collection of suitable baseline data for subsequent impact
assessments. Should reviews reveal that agreed programs are not
being effectively pursued, the USAID may curtail or reallocate
planned support at the site, activity or even component level until
improvements are forthcoming. Through a review currently scheduled
between 1992 and 1993, HMG/N and A.I.D. will mutually determine
whether the long-term expatriate TA services will be required up to
forty-eight months.



ANNEX 1: Page 10

In addition, for NARC, annual action plans will be established by
appropriate NARC staff and technical assistance team members and be
submitted for RCC approval and A.I.D. concurrence., Action plans
and subsequent reviews will be used as an oversight device for RCC
and A.I.D., to determine if NARC is systematically implementing the
new rules, procedures and authorities granted to it. USAID/Nepal
will also review the utilization of Project support, and especially
local budgetary support. The reviews will be conducted by a team
composed of RCC, A.,I.D., and others.

Performance or output evaluations will, in the case of NARC, assess
improvements in NARC performance resulting from the implementation
of systemic management changes and client-oriented activities. Key
performance indicators described in the Project Paper will be set
out in a separate implementation letter. Performance reviews,
which are anticipated in 1992 and 1994, will be conducted by third
party external evaluators and will provide the basis for making
mid-course adjustments of activities and for fine-tuning
performance indicators.

Beginning with the 1994 Performance Evaluation, but culminating in
1996, assessments will be conducted to determine the impact of
increased commercial agro-based activity on sectoral performance
including the value of exports; impacts of increased market
production on farm income and employment; the increase in organized
farmer groups and agro-associations and their impact on commercial
agricultural activity, including promotion of favorable policies
and regulations; the degree and impact of greater client
involvement in setting and assessing research agendas; and the
likelihood that project stimulated initiatives in agroenterprise
and research strengthening will be carried on once the project is
over. Impact evaluations will be conducted by external consultants
and Nepali counterparts, with results presented first to A.I.D.,
RCC and the FNCCI, and then to a broader HMG/N, private sector and
other donor audience.

B. Audits

Two types of audit activities will be supported under the project.
In support of the RCC, which is accountable to HMG/N for NARC
financial management, the Project will fund both audit and
accounting training for NARC staff and specific station or unit
audits at the request of RCC. Annual audits of the AEC will be
supported under the project on behalf of FNCCI. A separate audit
of the grant provided to FNCCI will be conducted in 1995, Most
audits will be performed by locally recognized auditing firms as
non-£federal audits.
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IV. ILLUSTRATIVE FINANCIAL PLAN

The attached financial plan is illustrative. Changes may be made
to the plan by representatives of the Parties named in Section 8.2
of this Agreement without formal amendment of the Agreement,
provided that such changes do not cause the amount of A.I.D.'s
contribution to exceed the amount specified in the basic text of
the Agreement or HMG/N's contribution to be less than the amount
specified in the text of the Agreement. Future obligations are
subject to the availability of funds and mutual agreement of the
parties to proceed.

Agroenterprise and Technology System Project
Grant Agreement

Illustrative Financial Plan
(000 U.S. Dollars)

AID FY* AID* HMG/N Private LOP
Catagory 90 91 LOP LOP LOP Total

Technical Assistance 160 640 3,337 - 3,337
Institutional

Support

A. FNCCI 161 - 460 911 1,371

B. NARC 650 - 2,600 2,760 9 5,369
Training and

Services 500 2,956 - - 2,956
Commodities 29 571 803 - - 803
Evaluation - 270 - - 270
Audit - 100 - - 100
Inflation - 895 - - 895
Contingency 150 579 240 80 899
Total Project Cost 1,000 1,861 12,000 3,000 1,000 16,000

* Provision of subsequent increments of funding after FY 90 is
subject to the availability of funds and to the agreement of the
parties to proceed.

—

”
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AEC
AESC
AID
ARD
ARP
ATSP
CIMMYT
EXO
FNCCI
FSORD
HMG/N
IARC
IBRD
ICRISAT

ICARDA
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IESC
IRRI
ISNAR
LOP
MOU
NARC

NARCC/RCC
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PP
PROC
SERED
STARS
UNDP
Us
USAID/N
WID

Page 12

GLOSSARY

Agroenterprise Center

Agroenterprise Sub-Committee

Agency for International Development (U.S.)

Agriculture and Rural Development

Agriculture Research and Production

Agroenterprise and Technology Systems Project
International Center for Improvement of Maize and Wheat
Executive Office (USAID)

Federation of Nepal Chambers of Commerce and Industry
Farming Systems Outreach Research Division

His Majesty's Government (Nepal)

International Agricultural Research Center
International Bank of Reconstruction and Development
International Crops Research Institute for the Semi-Aird
Tropics

International Center for Agricultural Research in Dry Areas
International Development Research Centre

International Executive Services Corps

International Rice Research Institute

International Service for National Agricultural Research
Life of Project

Memorandum of Understanding

National Agricultural Research Centre

National Agriculture Research Coordination Committee
Non-Governmental Organization

Project Advisory Committee

Project Activity Completion Date

Project Paper

Procurement Office (USAID)

Socio Economic Research Extension Division

Support Team for Agricultural Research Stations

United Nations for Development Program

United States of America

United States Agency for International Development
Women in Development
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Project Grant Standard
Provisions Annex

Definitions: As used in this Annex, the "Agreement" refers to
the Project Grant Agreement to which this Annex 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 Nepal (HMG/N) in the
implementation of the Project, A.I.D., from time to time, will
issue Project 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 the implementation of this
Agreement. Project Implementation Letters will not be used to
amend the text of the Agreement, but can be used to record
revisions or exceptions which are permitted by the Agreement,
including the revision of elements 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
either, will exchange views on the progress of the Project, the
performance 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. HMG/N will:

{(a) <carry out the Project or cause it to be carried out
with due diligence and efficiency, in conformity 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 experienced 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 territory
of Nepal.

(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 commodity procurement transaction
financed under the Grant, are not exempt from identifiable
taxes, tariffs, duties or other levies imposed under laws in
effect in the territory of Nepal, HMG/N 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, Inspections, Audit,
HMG/N will:

(a) furnish A.I.D. such information and reports relating
to the Project and to this Agreement as A.I.D. may reasonably
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 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,
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(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. HMG/N
confirms:

(a) that the facts and circumstances of which it has
informed A.1.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 circumstances 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 materially
affect, or that it is reasonable to believe might so affect,
the Project or the discharge of responsibilities under this
Adreement,

SECTION B.7. Other Payments. HMG/N affirms that no
payments have been or will be received by any official of HMG/N
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 Nepal.

SECTION B.8. Information and Marking. HMG/N will give
appropriate publicity to the Grant and the Project as a progranm
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.

Article C: Procurement Provisions

SECTION C.1. Special Rules

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

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

(c) Any motor vehicles financed under the Grant will be
of United States manufacture, except as A.I.D. may otherwise
agree in writing.
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(d) Transportation by air, financed under the Grant, of
property or persons, will be on carriers holding United States
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. Eligibility Date. No 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 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) HMG/N will furnish to A.I.D. upon preparation,

(1) any plans, specifications, procurement or
construction schedules, contracts, or other documentation
relating to goods or services to be financed under the Grant,
including documentation relating to the prequalification and
selection of contractors and to the solicitation of bids and
proposals; (Material modifications in such documentation will
likewise be furnished to 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.)

(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 Uniteé States standards and measurements;

(¢) contracts and contractors financed under the Grant
for engineering and other professional services, for
construction services, and for such other services, equipment
or 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,
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(d) <consulting firms used by HMG/N 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 HMG/N for the
Project but not financed under the Grant, shall be acceptable
to A.I.D.

SECTION C.4. Reasonable Price. No more than reasonable
prices will be paid for any goods or services 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. To
permit all United States firms to have the opportunity to
participate in furnishing goods and services to be financed
under the Grant, HMG/N will furnish A.I.D. such information
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 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 935 as
in effect at the time of shipment, or (2) on an ocean vessel
which A.I.D., by 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 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 Exchange Costs," without
prior written A.I.D., approval or on a non-U.S. flag air carrier
if a U.S. flag carrier is available (in accordance with
criteria which may be contained in Project Implementation
Letters) without prior written A.I.D. approval; or (2) on an
ocean vessel which A.I.D., by written notice to HMG/N, 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 available 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)
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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, and transported to the territory of Nepal 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 sub-section 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. 1Insurance

(a) Marine insurance on goods financed by A.I.D. which
are to be transported to the territory of Nepal may be financed
as a Foreign Exchange Cost under this Agreement provided (1)
such insurance is placed at the lowest available competitive
rate, and (2) claims thereunder are payvable in U.S. dollars or,
as A.I1.D. may agree in writing, in the currency in which such
goods were financed or in any freely convertible currency. 1If
HMG/N by statute, decree, rule, regulation, or practice dis-
criminates 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 Nepal 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.

(b) Except as A.I.D, may otherwise agree in writing,
HMG/N 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
insurance will be issued on terms and conditions consistent
with sound commercial practice and will insure the full value
of the goods. Any indemnification received by HMG/N 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
HMG/N 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 provisions of the Agreement,

SECTION C.8. U.S. Government-Owned Excess Property.
HMG/N agrees that wherever practicable, United States
Government-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.
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Article D: Termination; Remedies

SECTION D.l. Termination. Either Party may terminate
this Agreement by giving the other Party 30 days written
notice. Termination of this Agreement will terminate any
obligations of the Parties to provide financial or other
resources to the Project pursuant to this Agreement, except
forpayment which they are committed to make pursuant to non-
cancellable commitments entered into with third parties prior
to the termination of this Agreement. 1In 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
goods are from a source outside Nepal, are in a deliverable
state and have not been offloaded in ports of entry of Nepal.

SECTION D.2. Refunds

({a) In the case of any disbursement which is not
supported 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., notwithstanding the
availability or exercise of any other remedies under this
Agreement, may require HMG/N 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 HMG/N to comply with any of its
obligations under this Agreement has the result that goods or
services financed under the Grant are not used effectively in
accordance with this Agreement, A.I.D. may require HMG/N 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,.
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(e) Any interest or other earnings on Grant funds
disbursed by A.I.D. to HMG/N 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 HMG/N.

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. Assignment. HMG/N agrees, upon request, to
execute an assignment to A.I.D. of any cause of action which
may accrue to HMG/N 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.

-



