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I.  SITUATION ANALYSIS

Agriculture in Ajara mirrors that in Georgia as a whole. Nationally, agriculture remains an important yet
declining sector in terms of GDP contribution1, net foreign exchange earnings, and employment. It also
provides an important safety net for the rural population, with some 50% of the labour force employed
in the sector. But 95% of farmers are small farmers, typically cultivating around 1ha of land and owning
perhaps 2 cows and, as a result, yields and output are low. The slow pace of agricultural modernization,
coupled with land abandonment, has also meant that rural poverty has proved persistent2.

Most of the Autonomous Republic of Ajara (hereinafter referred to as ‘Ajara’) is hilly or mountainous and,
outside the narrow coastal plain, there is little flat land, thereby limiting the benefits of a favourable
climate for agriculture. Partly as a result of this topography, agriculture is dominated by citrus, other fresh
fruit and vegetables, and livestock, with limited production of cereals or other field crops. There are
substantial areas planted to tea but, although there has been some rehabilitation, most tea gardens are
neglected and no longer productive. Some wine grape production, beekeeping and fish farming is also
found.

Substantial amounts of locally-produced citrus (which mainly comprises mandarins and other soft citrus)
are exported, principally to markets in Ukraine. Otherwise, agricultural production is mainly for local
markets, which are also supplied by imports, mostly from other parts of Georgia and from Turkey (with
the Turkish border only some 15km from Batumi, the capital of Ajara). Turkish products dominate supply
in the shoulder seasons and in the out-of-season market when the markets are undersupplied from local
sources. Despite this, there are reports that consumers prefer local produce and are willing to pay a price
premium over cheaper Turkish produce.

Farm sizes are small, averaging around 0.25 ha, with little evidence of land sales or rental. As a result, and
despite a free market in farmland throughout Georgia, there is no sign of growth in average farm size
from this source. As elsewhere in Georgia, banks are reluctant to lend to agriculture and generally will
not take small land parcels as collateral (and, indeed, also do not lend for working capital). There is a
substantial amount of state-owned farmland in Ajara which remains to be privatized, with some already
sold for nominal amounts on the basis of agreements on subsequent investments.

Partly in response to small farm size, a number of farmers’ associations have been formed, apparently
spontaneously. These operate according to business oriented farmers’ groups principles and are legal
entities, although do not necessarily carry the formal title or designation of ‘cooperative’ or have formal
membership structures or membership fees. All have business plans which focus on marketing and, in
the case of the Citrus Producers’ Association, this includes post-harvest handling and packing. This
association has benefitted from the presence of a citrus packing and marketing company?® in Ajara which
sells mainly in export markets.

The two Beekeepers' Associations also focus on securing markets for their members, but additionally
seek to derive economies of scale in input supply. One has benefitted from a substantial capital grant
from the Millennium Challenge Fund for the purchase of machinery for making the wax base for
honeycombs. Other associations comprise a farm machinery ‘union’ (which rents machinery to members
and is hence a service business oriented small farmers groups) and berry and potato growers’
associations.

There are also wholesalers in Ajara. They collect produce direct from farmers and are particularly
prominent in the citrus subsector. However, given topography and the likelihood of snow during the
citrus harvest season, some farms cannot be reached by wholesalers because of treacherous road
conditions and farmers are thereby sometimes unable to sell their crop. Partly in response, there is
widespread citrus storage in unrefrigerated informal cold stores which are typically built into farmers’
houses. This is also sometimes done to secure the price advantages available in the shoulder seasons.

" In 2011 agriculture accounted for 8% GDP, down from 8.4% in 2010 and 9.4% in 2009.

21t should nonetheless be noted that the last agriculture census was conducted in 2004 and is largely outdated. There are various shortcomings
in the quality of the agriculture-related statistics available, due to limited sampling and quality control of the agriculture and household
consumption/price surveys and lack of capacities to analyze existing information.

* hitp://agroexport.wordpress.com/citrus-fruit-processing-and-packing/




While, in the rest of Georgia, agro processing outside the wine industry has been slow to emerge, there
has been greater progress in this area in Ajara. This appears to be partly a result of Georgia's 2007 Free
Trade Agreement with Turkey’, as well as Ajara’s proximity to the Turkish border (with some investments
funded through Turkish foreign direct investment (FDI)). There have been other investments, both
domestic and foreign, in fruit processing and marketing and in livestock production. This has increased
the number and coverage of processors in Ajara, adding to existing processing capacity in the dairy and
wine industries.

Since 2011, agriculture has been a top development priority in Georgia, partly because of high food
prices and the increase in the inflation rate, to which high food prices are the main contributor. This new
emphasis on the sector was underlined in the 10 Points Plan 2011/2015°%, which proposes developing
commercial agriculture in addition to household production. Further, in 201 2, the Government increased
budgetary expenditure on agriculture by 60%. An Action Plan for Agriculture for 2013-2015 is in prospect
and would prospectively lead to a medium-term expenditure plan for agriculture. In parallel, an
agricultural strategy for 2012 to 2022 was adopted by the Government in March 2012’

The current European Neighbourhood Policy (ENP) Action Plan also sees agriculture as a priority for
Georgia and specifies, as one of its priority lines for action, sets out the need to ‘enhance agricultural
production and rural development'. Furthermore, modernizing agriculture is also the basis for
developing a food safety system which is, in turn, a key element in the negotiation® of the EU-Georgia
Deep and Comprehensive Free Trade Area (DCFTA)’. European Neighborhood Program for Agriculture
and Rural Development (ENPARD) was developed by EU to provide complex support to the sector in
terms of strengthening of cooperation among farmers, improving extension services to farmers,
improving performance of institutions engaged in agriculture which are the main pillars of the proposed
support. The proposal is a part of the wide range of the activities for supporting the development of
agriculture sector in Georgia, under ENPARD, in Ajara Autonomous Republic.

Under the terms of its status of autonomy as part of Georgia'’, Ajara forms its own agricultural policy.
Despite this, Ajara’s agricultural policy naturally reflects that of Georgia as a whole. There are indeed clear
overlaps between the Georgian Agriculture Development Strategy 2012-2022 and the agricultural
components of the Ajara Regional Development Strategy'’, which was approved in January 2011,

The Regional Development Strategy for Ajara'?, approved in 2011, sees strong foundations for
agricultural development based mainly on climatic advantage, favourable trade regimes for export, and
the potential for attracting FDI, particularly from Turkish companies. It is nonetheless recognised that
these advantages are offset by small farm size, limited services to farmers, the age and condition of the
fruit tree stock, and producers’ current strong orientation to local markets and hence the absence of
price and quality signals that greater export orientation would provide,

Under this strategy, the focus of policy includes development of new export markets (in terms of both
products and destinations) and actions on the rural non-farm economy, including agritourism.
Privatisation of the remaining state-owned farmland is also seen as a priority, as is improved efficiency in
farmland use which is to be encouraged through improved collection land tax collection rates.

‘ http:// rtais.wto.org/rtadocs/636/TOA/English/main%20text.doc

: http://www.mcla.gov.ge/cms/site_images/pdf/Strategic_lo_point_plan.pdf

¢ Monitoring implementation of the agriculture is made the responsibility of Agriculture Policy Commission which was established in 2011 and is led
by the Ministry of Agriculture It is composed of line ministries with an interest in the strategy, including the Ministry of Regional Development and
the Ministry of Environment.

7 http://typo3.fao,crg/ﬁIeadmin/user_upload/eufac—f5i4dm/doc—training/AgriculturaI_development_strategy.pdf

8 http://eeas.europa.eu/delegaticns/georgia/dccuments/eu__georgia/dcftaZOlZ_Ol_en.pdf

® The thinking behind the notion of a ‘deep’ agreement is that whereas a free trade agreement, adding only the elimination of tariffs on trade in
goods to WTO provisions, is the most easily feasible option, they yield only modest benefits for the beneficiary country. By contrast, a ‘deep’ free
trade agreement (or 'FTA+) with the EU, while posing more difficult issues of feasibility, could be a centerpiece of an economic strategy leading to
rapid growth. An FTA+ with the EU would entail an extensive, yet still selective, alignment of the beneficiary country’s external and internal market
laws and standards with those of the EU. To make the agreement deep and comprehensive, they would, for example, harmonize trade-related
policies in areas, such as technical barriers to trade, trade in services, or state aid to enterprises.

' The status of the Autonomous Republic of Ajara is defined by Georgia's Law on Ajara and the region's constitution. The local legislative body is
the Parliament. The head of the region's government—the Council of Ministers of Ajara—is nominated by the Georgian President, who also has
powers to dissolve parliament and government and to overrule on issues where the constitution of Georgia is contravened.
Yhttpy//www.iia.ge/en/index.phploption=com content&view=article&id=234:regional-development-strategy-of-autonomaus-republic-of-
ajara-was-approved&catid="1:news&itemid=12

' www.ajara.gov.ge/acg/files/Adjara-Development-Strategy. pdf




Agricultural services are to be strengthened while improving the business environment for agriculture is
also seen as essential.

There are some publically-funded services to agriculture in Ajara. Artificial insemination (Al) is provided
by the Ministry of Agriculture at subsidised prices (currently around €14 per treatment) but, despite this,
uptake is low. Animal health services are provided by a limited liability company recently founded by the
Ajarian government and partially funded from the Ajara budget. This company has a number of
veterinarians on its staff and their services are provided to farmers at subsidised prices.

There was until recently no extension service in Ajara, but an Agro-service Centre has recently been
established as a budgetary-funded organisation with its headquarters in Kobuleti District. The extension
is the Centre’s core function. It has substantial lands at its disposal (nearly 25 ha) and a trialling and
multiplication service for saplings for citrus, grapes and other types of tree fruit has been established and
is operational. Certified saplings are produced in insufficient volume to meet demand in Ajara and, given
the average age and condition of fruit trees and the consequent scale of replanting needs, existing
nurseries reportedly cannot meet the volumes demanded by farmers. In addition, seedlings for new
varieties of vegetables and fruits will also be trialled and multiplied.

There has been little external support specifically to Ajara in agricultural development. Some assistance
has been provided by the European Union in collaboration with the State of Jersey and Oxfam to rural
livelihoods and employment in Western Georgia as a whole (including Ajara and Samegrelo). This
addressed, as one element, intensification of smallholder food and cash cropping. In addition, a total of
33 Farm Service Centres were opened across Georgia, funded by Millennium Challenge Georgia, of which
one is in Ajara, with branches in Batumi and Kobuleti. These Centres sell inputs and provide machinery
hire services to farmers.

UNDP has provided support in Ajara over a number of years in business development. Based on
assessments of business support services and opportunities for economic diversification, UNDP assisted
in the preparation of a local development strategy and creation of a business incubator in Batumi'®. This
is now fully operational and, in addition to offering space for young businesses, it also provides business
consulting services. The Government of Ajara reportedly has plans to open two further incubators.

Focusing mainly on agriculture, on-going UNDP-implemented support to trade development aims at
facilitating access to local and international markets for agricultural and food products through
improved post-harvest handling and management, including produce consolidation arrangements. In
addition, it has the objective of establishing supply chains using unutilized niches for food products,
including those in the tourism industry. As one element, assistance will target the further development
of the Batumi Business Incubator, which currently is a major provider of business development services
in Ajara.

Trade-related services are provided to farmers and SMEs through a Trade Promotion Centre based in the
Batumi Business Incubator. Services include assessment of marketing opportunities for agricultural
products and assisting clients of the Agroservice Centre in preparing business and marketing plans and
in developing supply chains. The Centre will also enable access to information on export opportunities
and organize periodic seminars and training for farmers and others working in the agricultural industry
on trade-related issues.

Il. STRATEGY
Objective

The main objective of the support is facilitate the implementation of the national sector strategy and
strengthening small farmers' organizations in Ajara Autonomous Republic.

As such, the proposed assistance is consistent with the European Neighbourhood Programme for
Agriculture and Rural Development (ENPARD Georgia) which, as noted, is designed to enhance

¥ hitpy//www.bbi.ge/en/




agricultural production and rural development'. Specifically the proposed assistance is designed to
ensure achieving the ENPARD's results, namely: strengthening co-operation amongst small farmers,
improving access to extension services by farmers and better performance of the institutions engaged in
agriculture. It supports the implementation of the national agriculture strategy and strengthens small
farmers’ associations. It is also important in terms of helping to improve food safety systems within the
country, especially in prospect of a Deep and Comprehensive Free Trade Area.

Proposed approach

In the course of achieving these objectives, and in responding to the priorities set out in the Ajara
Regional Development Strategy, support will be provided under three components (which in turn reflect
the objectives and content of the ENPARD Programme for Georgia):

1. Increasing and improving services to small farmers;

2. Development of business oriented small farmers groups, associations and other forms of profit-
based collaborative actions between farmers; and

3. Institutional development of the Ministry of Agriculture of the Autonomous Republic of Ajara.

1. Increasing and improving services to small farmers

As noted, has until recently been no extension service available to farmers in Ajara. This constrained
agricultural development and meant that the growth that could potentially take place in the agriculture
sector was held back, with both yield gains and diversification thereby limited. It also meant that the
poverty reduction effects of rural sector growth could not take full effect. Ajara and indeed Georgia as a
whole has considerable scope and incentives to increase the provision of agricultural services, not least
because virtually all agricultural services are ‘green box’ measures in World Trade Organisation
agreements and hence there is no constraint on public expenditure in this area'.

While it is anticipated that the Agro-service Centre will be the principle provider of agricultural services in
Ajara, it is also expected that its services will be complementary to any future private provision and
hence that there may be various actors in extension provision (as, internationally, is now the norm).
While already established as a legal body, the Agro-service Centre is at an early stage of development
and its remit and tasks are still being finalised. The time is therefore ripe to work with the Centre and the
Ministry of Agriculture in designing and operationalizing the services that it will provide to farmers and
others,

UNDP has been supporting the 'Agro-Service Centre’ since 2011 where it has developed a scheme of
extension services to small farmers, consolidation and market promotion services with low cost
processing and storage facilities for provision of the services to small farmers. There is a strong
commitment from the Government of Ajara that the ‘Agroservice Centre’ will provide services to small
farmers not excluding mid and high size farmers though.

While it will also work with larger farmers, it is apparent that the Centre will need to provide services that
address small farmers' needs and that services, extension packages and methods of extension delivery
will be need to be designed accordingly. This is important since delivery methods are significantly
different for small farmers than for larger farmers and, mainly for reasons of cost, focus on group
methods. There is also evidence from elsewhere in Georgia that, because small farmers’ methods tend to
be markedly sub-optimal, the production response from extension is greater for small farmers than for
larger farmers, at least in the early years after farmers become clients of the extension service'®. This of

" http://europa.eu/rapid/pressReleasesAction.do?reference=IP/12/919&format=HTML&aged=0&language=EN&guilanguage=en
** http://www.wio.org/english/tratop_e/agric_e/ag intro03 domestic_e.htm
'8 Results from an analysis of the impact of services provided by the agricultural extension centre at Kachreti suggest major gains in individual
crop and livestock gross margins and resulting substantial increases in whole farm gross margins. In most cases, this was due to yield increases
and, only in some cases, to cost reductions. In addition, in no cases were examples of diversification found. Yield gains were very high for some
crops, although still within technically feasible bounds. This sharp bounce in yields seems to be because crop and animal husbandry was
previously poor in the region and hence extension made a major impact on adopters. This was welcome, but it was recognised that future yield
gains would be tess marked. Significantly, the gains to small farmers were substantially higher than those to larger farmers. This is because the
biggest increases in gross margins were in cucumbers and tomatoes which are proportionately more important in small farmers’ cropping
patterns. in contrast, gross margin gains in cereals tended to be lower, particularly for larger farmers.
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course means that there are incentives to making sure the largest numbers of small farmers possible
become clients of extension,

The principle activities under this component are set out below.

Strengthening the role of the Agro-service Centre in extension. Increasing concern about the
effectiveness of public extension systems means that governments and the development partners are
grappling with the question of how to deliver extension which not only addresses the information needs
of small farmers, but also provides value for money. In addition, since extension provision now often
involves private actors there is typically a need to redefine the role of public extension. Input suppliers
have traditionally been a source of extension advice since they provide recommendations on input
packages and doses in respect of the products they sell. Private extension companies have also emerged
in many countries, offering a range of business and agronomic services.

But while as noted a multiplicity of providers in extension supply is now the norm, international
experience suggests that there is an attendant danger of variation in the nature of the advice and
information available to farmers. This can lead to farmers being offered and adopting sub-optimal
techniques and production approaches, most markedly in input mixes and livestock feeding regimes.
One objective will therefore be to ensure that farmers receive advice that is both consistent and sound in
agronomic and financial terms.

It is planned that the Agro-service Centre will be mainly concerned with extension and related services in
Ajara that private providers are unlikely to support, either now or in the future. This includes varietal
trialling, group extension based on farmer field schools (and other approaches for farmers unable to
afford or identify suitable private extension), specification of standardized feed rations by livestock type
and breed, and determination of standardized input regimes by crop. Conversely, it is expected that
private providers will increasingly be able to support farm business planning and management, advice
on farm buildings and equipment, and provide individualised production advice. These individualised
services will typically be for those farmers willing and able to pay, whereas poorer farmers will mainly
resort to public extension for these services.

The model of developing a geographically evenly accessible services to small farmers with coordinated
by a central branch responsible for quality assurance of the services and serving as a resource provider to
the branches. This approach is in line with the Sector Policy Support Programme of the EU. The
document prioritizes ‘organization of the extension system for the agriculture sector, based on district
level consultation & information centres’ under the result area of access to capacity building by small
farmers".

Therefore, the services to be offered by the Agro-service Centre will rest in part on its capacity for
outreach. Given Ajara’s topography and the long travel times that this imposes, it is infeasible for
extension advisers to travel from Kobuleti to meet farmers or farmers’ groups at distant locations. This
precludes the use of mobile extension teams and, instead, branches of the Agro-service Centre will be
established in each municipality in Ajara: 1 in Kobuleti, 1 in Qeda, 1 in Khelvachauri, 2 in Shuakhevi and 2
Khulo municipalities. The relationship and division of responsibilities between the Agro-service Centre
headquarters and the branches will be defined, together with the buildings and other facilities needed at
branch level.

The Project will ensure coherence and synergy of the model of extension services in Ajara and with the
rest of Georgia. The MoA of Georgia intends to develop a network of municipal extension service centres.
Thus, in addition to 6 initially established ones, there will be new 54 centres, staffed by MoA of Georgia.
Based on the consultations with the Government of Ajara the agreement is reached that the ‘Agroservice
Centre’ with the guidance of MoA of Ajara will coordinate the operations of new branches to be
established with the technical support of the Project in the above mentioned areas in compliance with
the nation-wide approach to the development of public extension services.

It is planned that the buildings for the branches (which are expected to be small and, in most cases, to
amount only to one room) will have a common design in order to establish an extension brand for Ajara.

7 Annex ii to financing agreement n° ENPI/2012/23280; 2012, P.3



Buildings will be provided by the Government and local authorities of Ajara while, for the duration of the
assistance, staff and operating costs will be jointly funded from the assistance and the Ajarian budget.
The maintenance and operational costs of these branches will be taken over by the Agro-service Centre.,

UNDP will promote and advocate the model of extension services at the national level meaning
involvement of policy makers and service providers as well. The model of extension services with clearly
identified role of the public services and provided in tailored manner for the clients from remote areas
will be promoted through various joint missions and meetings with the aim of sharing experience with
other public and private extension service providers from around the country and the region as well.

Development of extension packages. One effect of the transition in the former socialist world has been
loss of national capacities in agricultural research and, in turn, for the translation of findings into
extension packages for farmers. Recommendations are informed by national institutions, such as
Agricultural Academies or Agricultural Universities, which provide the research basis for extension
recommendations through their own work and/or through adaptation of the findings from international
agricultural research organisations or other countries. Extension advisers are nonetheless often forced to
rely on their own knowledge and experience, sometimes with updates from the internet. Clearly, in these
circumstances, ensuring consistency of, and a sound basis for, recommendations is problematic.

The Agro-service Centre will also be able to draw on extension packages prepared for, or by, extension
providers elsewhere in Georgia, although these will not always be relevant to crops or conditions in
Ajara. It is anticipated that an important source will be the Kachreti Agricultural Extension Centre in
Kakheti Region, which has been supported by UNDP for several years. Extension packages have been
drawn up for the principle crops and livestock in Kakheti Region and can prospectively be adapted to the
different agro-climatic and topographical conditions in Ajara. In addition, extension packages will be
required for citrus and other crops not produced in Kakheti and, partly in response, there will also be
links to other potential providers of extension recommendations, including the Agricultural University
and the Academy of Sciences. In all cases, support will be given to the adaptation of extension packages
to conditions in Ajara, working as appropriate with local agronomists and livestock specialists.

Development of extension delivery methods. While earlier thinking on extension in transitional
countries saw a trade-off between efficiency and costs (given the difficulty of providing the one-to-one
advice from extension agents to farmers that has characterised extension in Europe and North America),
in practice this has not proved problematic. Group training and demonstration has become the norm
and any losses in efficiency from the unaffordability of one-to-one advice appear limited. As a result, and
while not precluding some limited one-to-one advice, support will be given to the Agro-service Centre in
designing and implementing group extension methods. These will include classroom training,
demonstration plots and farmer field schools.

In addition, ‘lead farmer’ methods will be used, in conjunction with demonstration plots - an approach
that has been used successfully by the Kachreti Extension Centre. Lead farmers tend to be innovators,
and hence are well placed to be demonstrators. Demonstration plots at farm level, which are normally
cheap to establish and maintain, have proved to be an effective device in convincing neighbouring
farmers of the benefits of good agricultural practices. The extension service package will be designed in
the way which will encourage regular relations and cooperation among farmers in ‘farmer-to-farmer’
related to operational, marketing and other issues, thus contributing to development of the culture of
farmers cooperation.

Leaflet-based approaches to extension will also be trialled. These have been shown to be effective with
the most commonly produced crops and livestock and can be a way of reaching large numbers of
farmers at low cost. There have been successes in making them available at input suppliers’ premises,
with higher outreach achieved in this way and with farmers’ trust in input suppliers thereby increased
through their availability at the time of purchasing inputs.

The set of TV extension programs will be developed and broadcasted to local population in Ajara to
provide useful information for wider population on the new technologies, experience of successful
farmers, and new technologies. At the same time the TV programs will serve as a good format for public
dialogue on the important topics related to agriculture development in Ajara. The programs will be



developed in close cooperation with the Ministry of Agriculture, the Agro-service Centre, farmers
community and local public broadcasting company.

Assessment of feasibility other services to be provided by the Agro-service Centre. While extension
for smallholder farmers will remain the core of the Agro-service Centre’s task, it will also offer other
services. Support will therefore be given to assessing the demand for, and feasibility of providing, such
services, although without prejudicing its central function in extension. These services comprise:

trialling, multiplication and sales of seedlings and saplings to farmers;
animal health services and artificial insemination;

plant health services;

produce consolidation services; and

agricultural equipment for training and rental purposes.

Trialling, multiplication and sales of seedlings and saplings to farmers. As noted, the Agro-service Centre
already operates, and plans to start sales from, a nursery and this could potentially be expanded in terms
of volumes and varieties. This is desirable in meeting the expected high level of demand from farmers.
Care will nonetheless be taken not to discourage private sector provision and, accordingly, an
assessment will be made of private nurseries’ capability to meet demand in the medium term.

Animal health services and artificial insemination. Given that the Ajara Ministry of Agriculture already
offers animal health and artificial insemination (Al) services, it is not expected that these will immediately
fall under the purview of the Agro-service Centre. Indeed, there are plans in the medium term to privatise
these services. However, given travel times and limited demand for Al, it is not certain whether this will
be successful and, if so, livestock producers would be prospectively left without Al services. In this case,
possible transfer to the Al service to the Agro-service Centre may be contemplated, although a publicly-
funded subsidy would be needed if the Agro-service Centre were to continue to provide Al at subsidised
prices.

Consolidation centres help overcome the disadvantages of small farmers vis-a-vis wholesalers. In areas
where wholesalers do not collect produce or use monopoly positions to force down prices, small farmers
have little choice but to sell in a buyer’s market. In these circumstances, consolidation centres provide a
counterweight in that farmers deliver produce to the consolidation centre, with sales then made on their
behalf. Typically, a margin is retained for cost recovery, with the balance returned to the farmer. The
consolidation centre can also sort and grade, with ensuing benefits in price differentiation and grading
out substandard produce which, if included amongst higher quality produce, would otherwise depress
price as a whole. The consolidation centres will be affiliated with 'Agroservice Centre’ and provide their
services to small farmers and profit oriented farmers groups. The ‘Agroservice Centre’ with assistance of
UNDP has already launched small scale processing and consolidation services for fruit producers'® . The
same model of operational and institutional affiliation with the ‘Agroservice Centre’ will be applied with
due consideration of the sustainability and effective targeting the target groups.

Agricultural tools for training and rental purposes. The Agro-service Centre will train farmers in the use of
agricultural equipment. Farmers have faced difficulties in efficiently using equipment, including that
rented from machinery rings. The Centre will therefore buy a range of agricultural machinery both as a
basis for training farmers in its use and for farmers for hire.

A key consideration in the assessments of feasibility will be the financial feasibility of continued service
provision after completion of the assistance as set out in this document. The fact that the Agro-service
Centre is a budgetary-funded institution offers encouragement that it can continue to provide extension
and other services in the future, some of them of a partial- or full cost recovery fee rate. It should,
however, be noted that, internationally, the track record of extension centres in selling services and
products to farmers has been patchy, with few able to raise significant revenue from this source. As a
result, extension is unlikely to be a source of revenue, which will otherwise mainly come from plant sales,
machinery hire and the consolidation centre.

*® This component was implemented under the project ‘Support to Trade Development in Ajara Autonomous
Republic’ with financial support of the Government of Finland, Government of Ajara and UNDP under UNDP regional
project Aid for Trade project ‘Wider Europe: Aid for Trade for Central Asia, South Caucasus and Western CIS’.



Vocational education in agriculture. The series of vocational retraining courses will be provided to local
farmers in the vocations of Fruits and Vegetables Processing, Veterinary Nursery Specialist and
Technicians in Plant Protection - which are the most demanded professions in the agriculture sector of
Ajara. The local public vocational education service provider (college ‘Black Sea’) which was supported by
the UNDP with the aim of developing its capacities in delivery of market demand oriented vocational
training and retraining which is envisaged to be partner - service provider for UNDP, which has
capacities of management of high quality of re-training courses.

The vocational education, especially re-training is perceived as the best quick tool for developing and
upgrade the skills which in most cases those involved in necessity farming lack. On the other hand the re-
training will improve the equality of the supporting services to farmers provided by the private sector
form community member farmers involved in veterinary, plant protection and others which influence
the quality and effectiveness of the farming activities. The vocational courses will be beneficial for the
local labour force as well. They will support both: to growing employability of unemployed and
increasing effectiveness and efficiency of self-employment - the dominating type of employment in
Ajara. The vocational re-training groups will be formed through an outreach campaign which will be
implemented by the college and ‘Agroservice Centre’. The primary consideration will be given to those,
having affiliation with the ‘Agro-service Centre’s’ services. The cooperation between extension service
providers and vocational colleges is also important to be developed to position the ‘Agroservice Centre’
as a supporter of the quality of farming and farming related services.

Support to delivery of extension and other services. Once the scope and coverage of services has
been defined and agreed, assistance to the delivery of extension and other services will be provided. This
will include both technical assistance and grants. The technical assistance will be primarily in the delivery
of the agreed services and will include training staff and working with them on-the-job in the delivery of
services, Grants will support equipment, machinery and materials for the Agro-service Centre. There will
also prospectively be grants to farmers for establishing demonstration plots, although assistance could
also be given in kind in the form of improved seeds, varieties and other inputs that the farmer might not
necessarily otherwise use,

The various analyses as set out above will be done during an extended inception phase, prospectively of
3 months. This inception phase and the results of the analyses is intended to allow final design of actions
prior to the start of implementation.

2. Development of business oriented small farmers groups, associations and other forms of
profit-based collaborative actions between farmers

Many of the conventional reasons for agricultural cooperation are pertinent in Georgia. Thus, business
oriented small farmers groups can serve as vehicles for reducing transaction costs and facilitating
farmers’ access to, and improved prices in, input and product markets.

The support to development of business oriented small farmers’ groups is of high priority in the ENPARD
for Georgia which is oriented on comprehensive support to the development of these groups via Non
State Actors (NSAs) to be selected through a competitive process. The EU in cooperation with the
Ministry of Agriculture of Georgia under ENPARD aims at supporting the establishment of business-
oriented small farmers' groups through a set which will provide support in developing a number of
business oriented farmers’ groups'. EU and UNDP have been cooperating in developing new legislation
and amendments to the existing laws and regulations to create favourable legislative environment for
establishing and operation of business oriented farmers’ groups. EU expects that the Ministry of
Agriculture will promote, amongst the small farmers, in a pro-active manner, the advantages of
establishing business-oriented farmers' groups?.

Small-scale farmers have limited access to factors of production, credit and information, with market
access often constrained by high marketing costs. Such costs, including the costs of information and
those associated with the search for trade partners, the distance to formal markets, and contract
enforcement difficulties, are detrimental to the efficient operation of markets for inputs and products
and may serve to limit farm incomes.

b Annex i to financing agreement n° ENPI/2012/23280; 2012, P.3
20 Annex il to financing agreement n® ENP1/2012/23280; 2012, P.2



Deficiencies in the supply chain for fruit and vegetables and other agricultural products are also common
in transition countries. Thus, products entering local markets and sometimes even export markets are
often ungraded or inadequately packed, with resulting high spoilage rates and consequent reduced
prices and returns. Overall, there is a lack of knowledge about the post-harvest technology and
management required to deliver high quality products, with the result that spoilage can be as much as
20%-30% of volume?'. Quality standards and better sorting, grading and packing could potentially be
addressed by wider use of contract farming, but this is rarely found in Georgia and hence farmer business
oriented small farmers groups or associations are often regarded as being part of the answer.

Despite this, the successes in agricultural cooperation in former socialist countries have not been as
marked as expected, apparently both because of farmer reluctance to form business oriented small
farmers groups and high mortality rates. The former is widely regarded as a historical legacy of enforced
cooperation during the socialist era.

An alternative explanation is that business oriented small farmers groups of small farmers are too small
to achieve economies of scale in input supply or output marketing. In other words, the volume of inputs
and outputs that business oriented small farmers groups sell and buy may still be too small to make a
significant difference to the prices they achieve. Further, the costs associated with the formation and
management of a business oriented small farmers group must be paid from any surplus. And, under
current Georgian tax law, the profit tax levied on business oriented small farmers groups above a
threshold turnover (currently about €100,000 equivalent) mean that farmer members are often brought
into the tax net. In contrast, many individual farmers do not reach this threshold turnover and hence are
untaxed. In practice, however, recent studies by UNDP show that selected existing business oriented
small farmers groups are both profitable and solvent and, by virtue of the input and sales price gains
they are able to achieve for members, participating farmers’ gross margins are greatly increased relative
to those for farmers outside the business oriented small farmers group.

In addition to the particular problems of business oriented small farmers groups in transitional countries,
it is also likely that they face challenges endemic to business oriented small farmers groups elsewhere,
These include free-riders?, different horizons? in decision-making, and portfolio problems*. The lesson
from this is that business oriented small farmers groups are complex business structures which can pose
problems which individual farmers would not encounter. Farmers may, rationally, choose to trade-off the
benefits of cooperation against avoidance of these problems?,

?* Small farmers are often at a particular disadvantage in this respect since, partly because their production volumes are low, they may not be
aware of grading or quality standards. In addition, applying grades and standards requires investments in training, equipment, infrastructure
and monitoring systems, which may only be affordable by larger farmers. Further, to the extent that they transport produce to market
themselves, farmers’ means of transport may be rudimentary, thereby contributing to high spoilage rates. Accordingly, business oriented small
farmers groups are seen as one way of addressing this problem and, when combined with improved input and output prices through purchase
and sale of greater volumes, tilting the balance more favourably in the direction of the small farmer. See:
www.ageconsearch.umn.edu/bitstream/10124/1/46020219.pdf
#2 Non-members who receive benefits of the business oriented small farmers groups, such as favourable prices, without contributing equity to
the business oriented small farmers groups are referred to as external free riders. A member who temporarily stops patronizing the business
oriented small farmers groups to pursue a better deal benefits by the existence of the infrastructure that they are not currently supporting is an
internal free rider.
2 The 'horizon’ problem is the tendency to emphasize current cash flow at the expense of future earnings. A business oriented small farmers
group may have a horizon problem when some members pressure management to increase the proportion of business oriented farmers
group’s current payments to members relative to their investment or to liquidate the farmers’ group’s assets, in whole or in part.
* A portfolio problem within an agricultural farmers’ group’s arises as a result of a farmers’ group’s property rights structure. As members’
investment is proportionally tied to volume of patronage, they are prevented from adjusting their farmers’ group’s investment to reflect their
appetite for risk. If members develop differing preferences as to how the farmers’ group’s should best invest their capital, then conflict between
sub-groups of members may develop as to which forms of farmers’ group’s investment are preferred.
* Management needs and potential problems become more acute if business oriented small farmers groups are so-called 'New General
Cooperatives’ (NGC) which go beyond input supply and output marketing and aim at value-added®. The NGC is not a specific legal structure,
but rather the term is used to describe how the farmers’ group’s operates, the relationship between the farmers’ group’s and its members, and
how the farmers’ group’s is financed. Unlike traditional farmers’ group’s, in which start-up expenses are minimal and growth is financed through
members’ retained earnings, permanent equity to fund NGC start-up and growth is financed through the sale of delivery rights. Delivery rights
involve a right and an obligation to deliver. Once members contribute equity toward the NGC, they receive the right, and the obligation, to
deliver a specific quantity of a given commodity each year. If they cannot deliver that amount or if the commodity does not meet the quality
standards set out in the marketing agreement, the farmers’ group’s will often have the right to buy the commodity on the producers' behalf and
charge for the difference in price. The ¢ farmers’ group’s, in turn, is required to pay members a pre-specified price for the commodities delivered
{usually a formula price based on spot market prices at a specified exchange rate, with additions or subtractions based on quality). The farmers’
group’s also is required to return any profits to members on a pre-specified schedule determined by the board of directors. The point is that
such farmers’ group’s involve a significantly more complex business model than farmers’ group's aimed at getting members better prices for
inputs and outputs by, respectively, buying and selling in bulk. The New Generation Cooperatives will usually require a full-time manager and,
often, a board of directors. Accordingly, the need for external support to help them work effectively becomes all the more apparent.
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Despite the disappointments, there have nonetheless been some successes and, as noted, some of the
successes are found in Ajara, particularly in the citrus and honey subsectors. In practice, however, lack of
knowledge about the benefits of private agricultural cooperation, coupled with lack of understanding of
how they are managed, the bureaucratic requirements surrounding their formation and an unfavourable
tax environment may also be constraints. In consequence, a methodology and process of supporting
business oriented small farmers groups’ formation has emerged as a standard approach. Given the
evidence that business oriented small farmers groups and associations can be financially feasible®, and
following expected changes in the legislation on business oriented small farmers groups, this will
prospectively be used in modified form in supporting business oriented small farmers groups formation
in Ajara and will comprise the following steps:

¢ Publicisation of the form and benefits of cooperation. Experience suggests that many farmers
are unaware of the benefits that private cooperation could provide and, indeed, this is one area
where the heritage of enforced cooperation in the socialist era may still have effects. The
intention is thus to show that business oriented small farmers groups can offer commercial gains
and hence demonstrate that farmers can expect benefits in terms of farm income. One outcome
of this is normally formation of so-called ‘initiative groups’, which are groups of farmers
interested in exploring and specifying the way they might cooperate prior to formal constitution
of a business oriented small farmers group;

* Business advisory support to initiative groups and young business oriented small farmers
groups. As with other business start-ups, business oriented small farmers groups and
associations will often look for support in forming and developing their business. This may be in
a range of areas, including further development of the cooperation concept, interpreting and
applying business oriented small farmers groups law, preparing a business plan, loan
applications, accounts and tax submission, and meeting labour law. In other words, business
oriented small farmers groups may need much the same support as any other small business,
albeit with tailoring to the specifics of business oriented small farmers groups’ governance and
operation. The provision of such support can be offered by the small business advisory services,
including that available to clients of the Batumi Business Incubator. These services are aimed
principally at business start-ups and grow-ups, but could equally serve the needs of business
oriented small farmers groups, particularly if a staff member were trained in specialist
knowledge of the business oriented small farmers group sector and business oriented small
farmers groups’ business development needs; and

* grant support for capital investments. As is the case with new and early stage private
companies, young business oriented small farmers groups often have difficulty in obtaining a
bank loan. This is because their trading record is short and/or they have little collateral to offer.
Grants will therefore be to co-finance business oriented small farmers groups’ investments,
with members making cash contributions, perhaps over a period of years as the business
oriented small farmers group achieves commercial success and expands. Various options will be
considered in inception phase for their disbursement and they could, for example, be made
available on a challenge basis, with applications according to pre-defined criteria. There would
accordingly be no entitlement to a grant, with applications judged on merit against gatekeeper
criteria. Overall the intention would be to support business oriented small farmers groups
which have a robust business plans which demonstrates that the business oriented small
farmers group can survive commercially.

Given the limited progress associated with cooperation by small farmers not only in Georgia but
throughout the former socialist countries, the potential for forms of collaboration between farmers will
also be investigated. This includes contract farming. There is already an example of contract farming in
salad leaves and high value salad vegetables in Ajara, with the contractor supplying hotels, restaurants
and retailers in Batumi and surrounding areas. Given the success of this arrangement and, in particular,
the willingness of farmers to abide by contractual arrangements, this appears to offer potential. Contract
farming in other sub-sectors, including meat and livestock, is also potentially feasible, would help to raise

% It should however be noted that evidence for financial feasibility is based on a small sample of farmers’ group’s and hence caveats on these
findings are in order.

11



quality and, through an assured market, may lead to diversification which has largely been absent from
Ajarian agriculture.

3. Institutional development of the Ministry of Agriculture of the Ajara AR

The autonomy that Ajara enjoys in respect of agricultural development means that a strong and effective
Ministry of Agriculture (MoA) is essential. At the heart of this requirement is the need for capability in
policy analysis such that, on an on-going basis, the Ministry can formulate, analyse and take informed
decisions on agricultural policy. The need for this capability is apparent, but also stems from concerns
that recommended policies or those advocated by the development partners may not always be well
understood and hence may not lead to the outcomes expected. Putting the MoA in control of policy on
an informed basis is thus essential?.

A focus on policy analysis is increasingly defining the role of sector ministries and hence the Ajarian
MoA's prospective embrace of this function at the centre of its remit would put it in line with thinking on
the role of line ministries. This is appropriate since Ajara has a range of policy options for agricultural
development, most if not all of which have not yet been subject to the modelling that characterises
policy analysis. Indeed, the Ministry of Agriculture for Georgia as a whole does not yet have full capability
in this area.

In practice, the installation of capability for policy analysis is demanding and takes time to become

embedded and operational. This is because, while procedures and data are important, success rests

primarily on skills in this area. Analytical capability is essential and policy analysis requires skills and

abilities that public sector institutions often find hard to obtain and retain. A typical remit for policy

analysis might be as follows:

» identifying key policy issues and advising the Minister of Agriculture as a basis for selection of areas
or topics for policy analysis;

e studying the content, alternative approaches, and impacts of different policy options and, as
appropriate, modelling outcomes for each alternative;

* on the basis of this analysis, make recommendations to the Minister on the policies to pursue,
backed by synopses of findings and evidence; and

e coordinating on-going policy-related research and data collection such that up-to-date and
information is available as required.

The capacity building of the national policy making institutions is a high level priority under the overall
UNPARD with the aim of strengthening policy making, donor coordination, policy monitoring and
evaluation, structural development and other measures to be identified by FAO - the implementing
partner of EU in the MoA's capacity development component. The capacity development of Ajarian MoA
will be implemented in close cooperation with FAO and EU to ensure integrity and effectiveness of the
policy making institutions.

The focus of support to institution building in the Ajarian MoA will therefore be on equipping the MoA to
undertake robust and effective policy analysis. This requires a combination of staff capability in policy
- analysis and data to support the analyses. Actions will therefore be in the following areas:

* Implementing Agriculture Development Studies for identifying the existing baseline, impeding
factors, SWOT analysis of the sectors, export potential and potential for attracting and activation of
private investment. The finding of the study will be discussed widely by the stakeholders and will help
the Government in identifying the long-term development policy, developing investment and export
promotion policy. The team of international and national experts and consultants implementing the

7 Ministries will often establish dedicated Policy Analysis Units for this purpose. The intention is that this task is taken out from other line
- departments, such that policy analysis can be independent and unbiased. This also helps to unlock estabiished thinking which may hold back
policy development, critical thinking and innovation. Moreover, since major policy reform is closely linkad to either changes in government or
the predominant public philosophy, traditional decision- or policy-making mechanisms in line ministries may lag behind or be inappropriate to
the policy change task, As a consequence, some governments have opted for the creation of new arenas of decision-making on important policy
matters, often using the Policy Analyses Unit at line ministry level as the arena. These units frequently become prominent and highly visible
actors, not only as key advisors on policy issues, but also as participants in shaping policy reform through the proactive identification of policy
options,
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studies will provide workshops and seminars to the MOA and other agencies’ staff for presenting the
results of the studies and introduce them good international practice.

* Review of the organisational structure and responsibilities of the Ministry of Agriculture. While,
as noted, there is a tendency to create specialised policy analysis units, this is not always essential and
policy analysis capability can instead be embedded within existing organisational structures. In other
cases, the creation of a specialist unit helps ensure objectivity and promotes innovation. In order to
select the best locus for policy analysis, a review of the MoA's organisational structure will be
undertaken and proposals made on where policy analysis should be located.

* Training MoA staff in policy analysis. Given the importance of personnel to effective policy analysis,
training will be provided for those responsible for policy analysis. In the case of English speakers,
consideration will be given to sending them on short training courses overseas in order to get cutting
edge training in policy analysis. For others, locally delivered training will be offered, with periodic
short top-up or subject specific training as required. In addition, for all staff working in this area, a
substantial period of on-the-job training in policy analysis will be encouraged and will include hands-
on involvement in policy analyses, probably based on mentoring.

¢ Development of a common computerised information system. The aim will be to assemble
information for policy analysis which is not available, or not available in sufficiently disaggregated
form, from the National Statistics Office (GeoStat®®). The focus will thus be on supplementing data
available from GeoStat and avoiding duplication. Data needs will defined during the inception phase,
but is likely to embrace land use, soil types, agrochemical and groundwater pollution levels,
production levels and gross margins. Note that time series information on gross margins will also be
essential, particularly in assessing the gains to extension.

Various technological options exist for obtaining this data. This includes use of satellite images capable
of differentiating between different crops®. With the potential for rapid estimation of cropped areas, this
approach is obviously attractive, but it is less effective in terms of estimating livestock numbers (and
indeed this is largely infeasible). It also does not yield farm business information.

An alternative is to adopt an approach similar to the EU’s Farm Accountancy Data Network (FADN)*, This
is an instrument for evaluating the income of agricultural holdings and is based on a yearly sample
survey. The advantage is that methodology, procedures and questionnaires are available and, with
possible modifications to meet local conditions, could be adopted in Ajara. Indeed, it is possible that
Eurostat®, the body responsible for FADN, could be commissioned to carry out the first survey.

The constraint is that a survey of this nature would require an agricultural census to provide the
sampling frame. The last agriculture study in Ajara was conducted in 2010 and hence the sampling frame
is out of date and a FADN-style survey could not be conducted until the sampling frame was updated.
One alternative is a simple questionnaire-based survey of the farming population using only box
responses. This would be capable of being read by recognition software and would potentially produce
base data and a sampling frame.

A key task in the inception phase will therefore be to review the Ministry of Agriculture’s data needs and
tailor approach, technology and financial implications (both capital and operating costs) to these needs.
This would be done during the inception phase and possible solutions subsequently proposed. This will
take account of the need, as specified in ENPARD Georgia, for the agricultural census to be updated
(which is in turn to be linked to ‘improvement of the methodology and sampling of the agriculture
surveys and capacity building activities to assist the agriculture-related academic institutions’.

Sustainability

The proposed support will be ensured by a mix of relevant approaches contextualised for the planned
activities.

** hitp://www.geostat.ge/index.php?action=0&lang=eng

» See for example: hitp://www.eng.dicam.uniboe.it/Research/Projects-and-activities/Land-Su rveying-and-Geomatics/Cartography-GlS-and-
digital-image-progessing/Procedure for recognition of agricultural crops using satellite data htm.
Also: http://www.ecognition.com document/development-agricultural-gis-shonai-area-northeast-japan-using-satellite-data

*® http://ec.europa.eu/agriculture/rica/

*' hitpi/epp.eurostat.ec.europa.eu/portal/page/portal/eurostat/home/

13



Adequate institutional affiliation of the project operations, capacity development of the partner entities,
as well as various surveys and business plans serving for assessing the long-term financial sustainability
of the projects’ activities will be utilised for ensuring sustainability of the projects activities.

A key consideration will be given to the assessments of financial feasibility of continued service provision
after completion of the assistance as set out in this document. The fact that the Agro-service Centre is a
budgetary-funded institution offers encouragement that it can continue to provide extension and other
services in the future, some of them of a partial- or full cost recovery fee rate.

The improvement of services to farmers and farmers association (agriculture extension and business
development services for farmers’ associations) are considered to be implemented by already operating
and capable entities - Agro-Service Centre and Batumi Business Incubator.

The proposed support will ensure diversification of the sources of incomes of the main extension services
provider in Ajara -~ Agroservice Centre through developing post-harvest consolidation and sales services
of processed products the incomes from these services will be used for subsidizing the extension
services. Relevant action plan for achieving financial sustainability in mid- and long-term for Agro-Service
Centre,

Relevant capacity development measures of the staff of public entities engaged, based on the needs
assessment, will be performed to ensure high quality of the services. The mentioned institutions’
development and guaranteed financing for ensuring provision of continuous services to the selected
target groups are ensured from the budget of Ajara. Moreover, the mentioned entities have gone
through the UNDP supported skills development and proved their ability of implementing highly
effective measures for supporting farmers.

The support to development of farmers associations will be performed based on relevant business plans
assessing the feasibility of the relevant support - grant schemes, infrastructure development and so on.

Environmental impact

The proposed support will be implemented with the due consideration of impact on environment
having in mind it's institutional, policy and operational aspects.

The policy institution will be provided with technical assistance on following good practice of
implementing environmentally sustainable policy through incorporating these aspects in the agriculture
development studies and study tours proposed by this initiative.

Relevant trainings and capacity development measures will be implemented for the staff of
implementing partners and farmers and their organisations with special emphasis on impact on
environment of the farming practice, equipment, inputs and so on. The proposed support will promote
sustainable natural resources management in agriculture (soil, water) through relevant training of
farmers and public entities’ staff.

UNDP and implementing partners will ensure compliancy of the equipment and other inputs procured
with the internationally recognised environmental standards.

Gender

The proposed support will ensure proactive participation of women in the activities proposed - training
and consultancy to farmers and support to farmers associations.

High share of women beneficiaries will be supported through promoting equality of opportunity at each
stages of implementation of the project. The women headed household farms will be prioritised while
selecting the beneficiaries of the planned support.

The project management will ensure tracking of the participation of women in the planned activities
through maintaining relevant statistics and monitoring the project activities.
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V. IMPLEMENTATION ARRANGEMENTS

The project will be implemented under the National Implementation (NIM) modality under which the
Government of Ajara AR through the Office of the Chairman of the Government will serve as
implementing partner, while UNDP will provide support for the execution of project activities and
provision of inputs,

Project Manager will be recruited by UNDP according to UNDP rules, regulations and procedures as part
of UNDP support requested hereby by the Office of the Chairman to manage the project on a day-to-day
basis. His primary responsibility will be, jointly with the project team, to ensure that the project achieves
results that are capable of delivering the outputs described in this document. The Project Manager will
be in charge of requesting funds to cover project-related expenses. Project Manager will be reporting
periodically to UNDP on the implementation of the project.

Project team will consist of Project Manager, Agribusiness Advisor, Monitoring/ Financial-Administrative
Assistant. Technical support will be provided by driver and cleaner. Consultants will be recruited as
required for provision of high level expertise in agriculture extension service management, modern
methods of artificial insemination, planning of post-harvest consolidation services to be provided to
farmers, as well as for implementing of agriculture development studies, provision of technical expertise
to Ministry of Agriculture of Ajara Autonomous Republic in various aspects of agriculture development
policy, assessment of capacity development needs of the Ministry’s staff and development of common
information system of agriculture and others.

Project activities will be managed as close to the grass root level as is feasibly possible, in close
cooperation with the regional/local administrations and private sector representatives. Namely close
partnerships will be established with Ajara AR Ministry of Agriculture, Ministry of Economy and Finance,
Agro-service Centre, Batumi Business Incubator and others.

UNDP will provide operational support to the project in the following areas: human resources
management services, financial services, procurement and contracting services, as well as with logistics
and administration. UNDP will be responsible for the provision of all project inputs upon a formal
request from the Project Manager. The Project Manager will provide UNDP with the necessary
documents authorizing payments to be made in connection with project activities. Official summary
records of all transactions will be provided by UNDP to Project Manager who will in turn keep
appropriate and complete records for future project auditing.

in accordance with standard UNDP procedures, all resources/equipment gained through project support
remains the property of UNDP until project closure when a decision will be taken as to how to dispose of
these resources. It is standard practice to leave resources with the implementing partner after project
closure as a contribution to the development of national capacity.

Following standard UNDP procedures, an internationally recognized auditing firm, contracted by the
UNDP will carry out annual auditing of the project. The purpose of the audit is to certify that
disbursements were made by UNDP in accordance with the activities specified in the project document;
disbursements by UNDP are supported by adequate documentation; appropriate management
structure, internal controls and record keeping within UNDP is maintained.

As per UNDP internal procedures and requirements, project activities will be steered by the Project
Board, which will be the ultimate decision-maker for it. It will ensure that the project remains on course
to deliver the desired outcomes of the required quality. The Project Board will review and clear Annual
Work Plans (AWP) and annual progress achieved by the project through Annual Project Reviews based
on the approved annual work plans. The Project Board will meet on a bi-annual basis (more often if
required). Prior to the meetings, the Project Manager will duly submit the progress report on the
previous period and the plan for the next one. The Board will evaluate submitted documents and be in
charge of approving plans and budgets. In addition, the Project Manager will report regularly on an
informal basis to the Ministry of Agriculture of Ajara to ensure that there is full transparency and effective
fiaison between the project and the Ministry.

The Project Board will contain the roles of executive, senior supplier and beneficiaries.



The Executive is ultimately responsible for the project, supported by the Senior Beneficiary and Senior
Supplier. The Executive's role is to ensure that the project is focused throughout its life cycle on
achieving its objectives and delivering outputs that will contribute to higher level outcomes. The
Executive has to ensure that the project gives value for money, ensuring a cost-conscious approach to
the project, balancing the demands of beneficiary and supplier. For the project purposes, the Office
Government of Ajara AR will assume the Executive Role in the Board.

The Senior Beneficiary is responsible for specification of the needs of all those who will be primarily
using or benefiting from the project outputs, for user liaison with the project team and for monitoring
that the solution will meet those needs. The Senior beneficiary role commits user resources and monitors
project outputs against agreed requirements. The Ministry of Agriculture of Ajara and Agro-service
Centre will be the main beneficiaries of the project under the Project Board.

The Senior Supplier represents the interests of those committing resources either financial or human to
the project. The Senior Supplier is accountable for the quality of the outputs delivered by the supplier(s).
The Senior Supplier role must have the authority to commit or acquire supplier resources required. EU
and Ajara AR Government together with UNDP will perform the role of the Senior Supplier
representing the interests of the parties concerned, provides funding and technical expertise to the
project, skills and guidance to produce the project output.

Project Assurance is one of the key roles in the project management structure. It supports the Project
Board by carrying out objective and independent project oversight and monitoring functions. The
Project Assurance will act as an objective quality monitoring agent, avoiding the potential “self-serving
bias”. In addition, the project assurance will verify the products’ or outputs’ quality. UNDP Economic
Development Team Leader and Programme Associate will play the Project Assurance role.

Detailed project organization structure is presented in the chart below.

Composition of the Project Board

g an s | ' Project Board
Executive
Senior Supplier Office of the Chairman of Beneficiaries
EU Delegation to Georgia The Government of Ajara Ministry of Agriculture of Ajara
UNDP AR Agro-service Centre of Ajara
Government of Ajara

Quality Assurance by Project Manager

UNDP Economic Agri-business Advisor

Development Team Leader Monitoring/Admin-Finance Assistant

Programme Associate Driver and Cleaner

UNDP and Ajara Ministry of Agriculture will be the members of the Steering Committee of the ENPARD
program, which will serve as the platform to ensure coherence amongst the various components of
ENPARD. The steering Committee will organise sector coordination meetings at least three times a year
involving the EU Delegation and tihe Ministry of Agriculture, to assess progress in the implementation of
the ENPARD programme.

V1. MONITORING AND EVALUATION

The monitoring, evaluation and review processes represent an on-going effort in order to answer the
questions: “How are we doing?” and “What can we do better?” Monitoring will be carried outon a regular
basis by the UNDP Programme Team.
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Work Plan: the project work plan will be used to set targets for the delivery of outputs and to develop a
strategy for ensuring the achievement of project objectives and the work plan will be reviewed and
updated regularly by the Project Manager in cooperation with key stakeholders. Performance measures
will be identified to evaluate progress in implementing the project and measures will assess the
effectiveness of the Project in meeting the objectives of promoting socio-economic development, rural
revitalisation and poverty reduction.

Quarterly Progress Reports will be produced by the Project Manager for presentation to the UNDP
Country Office and the Project Steering Group. The Progress Reports will be drafted which will reflect
progress towards results, factors contributing to or impeding achievement of results and lessons learnt.

Terminal Project Report: the report will be prepared at the end of the period of implementation and
will include an assessment and analysis of project performance over the reporting period, including
outputs produced, constraints, lessons learnt and recommendations for avoiding key problems in future
projects.

Preparation of the monitoring, evaluation and review is the responsibility of the UNDP Programme Team.
The Programme Team will devise the system for project monitoring, review and evaluation. They will also
allocate sufficient resources to this task and will invite outside parties to conduct the mid-term review
and final evaluation.

V. VISIBILITY

A key to the success of the proposed support is a wide public support of the proposed interventions
which will be achieved by the projects’ activities with sufficient media visibility. From the very start of the
implementation, an outreach plan will be worked out and agreed upon with the EU Delegation in
Georgia in order to plan outreach events and promote media coverage at important delivery points. At a
minimum, the plan will satisfy the visibility requirements of EU-supported activities and will be
developed in close collaboration with the communications officer of the EU Delegation in Tbilisi.

The signing ceremonies of the project document, cooperation agreements with implementing partners,
launching of trainings to farmers, etc. will be properly highlighted and communicated to local and
national media.

Each entity and facility engaged into the implementation of the proposed activities will have a sign
naming the donor and implementer logos and names. Presentations and public coverage will ensure
where special attention will be given to the role of the EU in developing relevant institutional capacities
and supporting measures for farmers.

The equipment, as well as relevant teaching and training materials, as well as certificates for graduated
students will have EU insignias.

The project manager will be primarily responsible for ensuring the distribution of press statements to the
media, organizing open days and other outreach activities, thus guaranteeing proper visibility of the EC
as the main donor of this project. The project will also receive support from the UNDP communication
officer in promotional activities.

VIil. LEGAL CONTEXT

This document together with the CPAP signed by the Government and UNDP which is incorporated by
reference constitute together a Project Document as referred to in the SBAA and all CPAP and CPD
provisions apply to this document.

Consistent with Article Ill of the Standard Basic Assistance Agreement, the responsibility for safety and
security of the implementing partner and its personnel and property, and of UNDP's property in the
implementing partner’s custody, rests with the implementing partner.
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The implementing partner shall:

a) put in place an appropriate security plan and maintain the security plan, taking into account the
security situation in the country where the project is being carried;

b) assume all risks and liabilities related to the implementing partner’s security, and full implementation
of the security plan.

UNDP reserves the right to verify whether such a plan is in place, and to suggest modifications to the
plan when necessary. Failure to maintain and implement an appropriate security plan as required
hereunder shall be deemed a breach of this agreement.

The implementing partner agrees to undertake all reasonable efforts to ensure that none of the UNDP
funds received pursuant to the Project Document are used to provide support to individuals or entities
associated with terrorism and that the recipients of any amounts provided by UNDP hereunder do not
appear on the list maintained by the Security Council Committee established pursuant to resolution
1267 (1999). The list can be accessed via http://www.un.org/Docs/sc/committees/1267/1267ListEng.htm.
This provision must be included in all sub-contracts or sub-agreements entered into under this Project
Document”.

IX. ANNEXES:
1/ Risk Log

2/ Work-plan
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