- transportation costs and low agn'cultural pro&iuctiVity The Program is fully consistent with, and
directly supports, the Objectives of raising agncultural productivity and reducing transportation
costs.

2. Overview.

(a) Program Objectives. The Program involves a series of specific and
complementary interventions that the Parties expect will achieve the Agricultural Objective and
the Transportation Objective and advance the pro gress of Honduras towards the Compact Goal

particularly in rural areas.

(b} Projects. The Parties have identified, for each Objective, Projects that they
intend for the.Government to implement, or cause to be implemented, using MCC Funding, each
. of which is described. in the Schedules to this Program Anriex. The Schedules to this Program
Annex identify the activities that will be undertaken in furtherance of each Project (each, a
" “Project Activity”). Notwithstanding anything to the contrary in this Compact, the Parties may
agree to amend, terminate or suspend these Projects or create a new project by written agreement
signed by the Principal Representative of each Party without amending this Compact; provided,
however, any such amendment of a Project or creation of a new project is (i) consistent with the
Objectives; (ii) does hiot cause the amount of MCC Funding to exceed the aggregate amount
specified in Section 2. 1(a) of this Compact; (iii) does not cause the Government’s responsibilities
o contribution of resources-to'be less than specified in Section 2.2 of this-Compact or elsewhere -
in this Compact; and (iv) does not extend the Compact Term. -

() Beneficiaries. The intended beneficiaries of each Project are described in the
: respectlve Schedule to this Program Annex and Annex I to the extent identified as of the date

T .'hereof

(d) - Civil Soc1e§z Civil society shall partlmpate in overseemg the melementatlon of ;

L the Program through its representation on, and as Observers to, the Board, as provided in Section
" '3(d)-of this Program Annex. In addition, the Work Plans or Procurement Plans for each Project

_ shall note the extent to which civil society will have a role in the implementation of a particular
- Project or Project Activity. Finally, members of civil society may be recipients of training or
other public awareness programs that are integral to the Project Activities.

(e) Monitoring and Evaluation. Annex III of this Compact generally describes the .
plan to measure and evaluate progress toward achievement of the Compact Goal and Objectives
of this Compact (the “M&FE Plan™). As outlined in the Disbursement Agreement and other -
Supplemental Agreements, continued disbursement of MCC Funding under this Compact
(whether as MCC Disbursements or Re-Disbursements) shall be contingent, among other things,
on successful achievement of targets set forth in the M&E Plan.
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3. Implementation Framework.

THe implementation framework and the plan for ensuring adequate governance, oversight,
managenient, monitoring, evaluation and fiscal accountability for the use of MCC Funding is
summarized below and in the Schedules attached to this Program Annex, or as may otherwise be

agreed in writing by the Parties.

(a)-  General. The elements of the implementation framework will be further
described in relevant Supplemental Agreements and in a detailed plan for the implementation of
the Program and each Project (the “Implementation Plan”), which will be memorialized in one
or more documents and shall consist of a Financial Plan, Fiscal Accountability Plan,
Procurement Plan, Prograin and Projéct Work Plans, and M&E Plan. MCA-Honduras shall
adopt each component of the Implementation Plan in accordance with the requirements and
timeframe as may be specified in this Program Annex, the Disbursement Agreement or as may
otherwise be agreed by the Parties from time to time. MCA-Honduras may amend the
Implementation Plan or any component thereof without amending this Compact, provided any
. material amendment of the Implementation Plan or any component thereof has been approved by

MCC dnd is otherwise cotisistent with the requirements of this Compact and any relevant
Supplemental Agreement between the Parties. By such time as may be specified.in the
- Disbursement Agreement or as may othérwise be agreed by the Parties from time to time, MCA-
Honduras shall adopt one or more work plans for the overall administration of the Program and
. .for each Project (collectively, the “Work Plans”). The Work Plan(s) shall set forth the details of
each activity fo be undertaken or funded by MCC Funding as well as the allocation of roles and
responsibilities for specific Project activities, or other programmatic guidelines, pérformance
requirements, targets, or other expectations for a Project.

® - Governmen_t.'

(i)  The Government shall pronlptly take all necessary and appropriate, actions
to carry out the Government Responsibilitiés and other obligations or responsibilities of the
Government under and in furtherance of this Compact, including undettaking or pursumg such
legal, legislative or regulatory actions, procedural changes and contractual arrangements as may
be necessary or appropriate to aehleve the Objectives, to successfully implement the Program,
and to establish a legal entity, in a form mutually agreeable to the Parties (“MCA-Honduras”),
which shall be responsible for the oversight and management of the implementation of this
Compact on behalf of the Government. The Government shall promptly deliver to MCC
certified copies of any documents, orders, decrees, laws or regulat1ons evidencing such legal,

- legislative, regulatory, procedural, contractual or other actions.

(11) Dunng the Compact Term, the Government shall ensure that MCA-
Honduras is duly authorized and organized and sufficiently staffed and empowered to fully carry
out the Designated Rights and Responsibilities. Without limiting the generality of the preceding
- sentence, MCA-Honduras shall be organized, and have such roles and responsibilities, as
-described in Section 3(d) of this Program Annex and as provided in applicable law and in _
govemance regulations promulgated in furtherance thereof (“Governance Regulations™), which
shall be in a form and substance satisfactory to MCC ; provided, however, the Government may,
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out by MCA-Honduras and described in Section 3(d) of this Program Annex or elsewhere in this
Program Annex, applicable law, the Governance Regulations, or any Supplemental Agreement
prior to and during the initial period of the establishment and staffing of MCA-Honduras, but in
no event longer than the earlier of (i) the formation of the Board and the engagement of each of
the Officers and (ii) six months from the Entry into Force, unless otherwise agreéd by the Parties

in writing.
(c) ‘ MCC.

(i) Notwithstanding Section 3.1 of this Compact or any provision in this
Program Annex to the contrary, and except as may be otherwise agreed upon by the Parties from
time to time, MCC must approve in writing each of the following transactions, activities,
agreements and documents pnor to'the execution or carrying out of such transactlon activity,
. agreement or document and prior to MCC Disbursements or Re- Disbursements in connection

therewith:
(1) MCC Disbﬁrsements;
(2)  The Financial Plan and any amendments and supplements theretfo;

: (3)  Agreements (i) between the Government and MCA-Honduras, (ii) -
between the Government, MCA-Honduras or other Government A ffiliate, on the one hand, and
.any Provider or Affiliate of a Provider, on the other hand, which require such MCC approval
under applicable law, the Governance Regulations, Procurement Agreement, Procurement
Guidelines or any other Supplemental Agreement, or (iii) in which the Government, MCA-
-Honduras or other Government Afﬁhate appoints, hires or engages any of the followmg in

fuﬁherance of thls Compact
(A)  Auditor and Reviewer;

(B)  Fiscal Agent;

HataR

(©) Bank;

(D)  Procurement Agent and Procurement Supervisor;
(E)  Outside Project Manager;

(F) Implemgnting E.nt'ity; and

(G) Direofor, Observer, Officer and/or other key employee ot
contractor of MCA-Honduras, including any compensation

for such person.
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(Any agreement described in clause (i) through (iii) of tnis
Section 3(¢)(1)(3) and any amendments and supplements
thereto, each, a “Material Agreement™;

k)

(4)  Any modification, termination or suspension of a Material
Agreement, or any action that would have the effect of such a modification, termination or
suspension of a Material Agreement;

‘ ‘ ‘(5) Any agreement that is (i) not at arm’s length or (i1) with a party
related to the Government, including MCA-Honduras, or any of their respective Afﬁliates;

o (6) Any Re- Dlsbursement (each, a “Mater. ial Re—Dszursement’ } that
requires such MCC approval under applicable law, the Governance Regulatlons Procurement
- Agreement, Procuremient Gmdehnes ot any Supplemental Agreement;

. (7)  Anyterms of reference for the procurement of goods, services or
works that require such MCC approval under applicable law, the Governance Regulations,
Procurement Agreement; Procurement Guidelines or any Supplemental Agreement (each, a

“Material Terms of Reference”)

A (8) The - Implementation Plan, including each component plan thereto,
and any material amendments and supplements to the Implementation Plan or any component
thereto;

- (9) - Any pledge of any MCC Funding or any Prog;rarn Assets or any
guarantee d1rect1y or 1nd1rect1y of any 1ndebtedness (each, a “Pledge”);

(1 0) Any decree, legislation, regulanon contractual arrangement or
other docurnent estabhshmg of governing MCA-Honduras, including the Governance
Regula‘uons and any. disposition (in whole or in part), liquidation, dissolution, winding up,
reorganization or other change of (A) MCA-Honduras, including any revocation or modification
of, or supplement to any decree, legislation, contractual arrangement or other document
establishing MCA‘-'Honduféls,.'or (B) any subéidiary or Affiliate of MCA-Honduras;

(11)  Any change in character or locetion of any Permitted Account;

{ 12) Formanon or aequlsmon of any subsidiary (direct or indirect} or
other Afﬁhate of MCA-Honduras; :

(13) A_ny (A) change of a Director, Observer, Officer or other key
employee or contractor of MCA-Honduras, or in the composition of the Board, including _
approval of the nominee for Chairman, (B) filling of any vacant seat of the Chairman, a Director -
or an Observer or vacant position of an Officer or other key employee or contractor of MCA-
Honduras, or (C) change of the D1rector of the Fondo Nacional de Desarrollo Rural Sostenible
(F ONADERS) '
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(14)  The management information system to be develop-ed and _
maintained by the PMU of MCA-Honduras, and any material modifications to such system;

, (15) Any decmon to amend, supplement replace, terminate or
otherwise change any of the foregoing; and

(16)  Any other activity, agreement, document or transaction requiring

. the approval of MCC in this Compact, applicable law, the Governance Regulations, Procurement.
Agreement, Procurement Guidelines, Dlsbursement Agreement, or any other Supplemental
Agreement between the Parties.- - .

‘The‘Chairman of the Board (the “Chairmim”) and/or the General Director of MCA-Honduras
(the “Gegzer{al Director”) or other designated officer, as provided in applicable law and the
Governance Regulations, shall certify any documents or reports delivered to MCC in satisfaction
of the Government’s reporting requirements under this Compact or any Supplemental Agreement

between the Parties (the “Compact Reports™).

(i)  MCC shall have the authority to exercise its approval rights set forth in
this Section 3(c) in its sole discretion and independent of any participation or position taken by
the MCC Representative at a meeting of the Board. MCC retains the right to revoke its approval

of any matter, agreement or action if MCC concludes, in its sole discretion, that its approval was

issued on the basis of ificotiplete, inaccurate or misleddifip inforifation fufhished by the.
Government or MCA-Honduras. Notwithstanding any provision in this Compact or any
Supplemental Agreement to the contrary, the exercise by MCC of its approval rights under this
- Compact or any Supplemental Agreement shall not (1) diminish or otherwise affect any
obligations.or responsibilities of the Government under this Compact, (ii) transfer any such
Government obligations or reSp0n31b1I1t1es to MCC or (111) otherw1se subject MCC to any

'llablhty T LT L

. (_d) MCA-Honduras. :

(1) General. Unless otherwise agreed by the Parties in writing, MCA-
'Honduras shall be responsible for the oversight and management of the implementation of this
"Commpact. MCA-Honduras shall be governed by tlie terms and conditions set forth in applicable
law and in the Governance Regulatmns based on the followmg prmc1p1es

)] The Government shall ensure that MCA-Honduras shall not assign,

" dele gate or contract any of the Designated Rights and Responsibilities without the prior written
consent of the Government and MCC. MCA-Honduras shall not establish any Affiliates or
subsidiaries (direct or indirect) without the prior written consent of the Government and MCC.

(2)  Unless otherwise agreed by the-Parties in writing, MCA-Honduras

shall consist of (a) an independent board of directors (the “Board”) to oversee MCA-Honduras’
responsibilities and obligations under the this Compact (including any Designated Rights and
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Responsibilities) and (b) a management team (the “Program Management Unit® or “PMU”) to
have overall management responsibility for the implementation of this Compact.

(i)  Board.

_ (D Formation. The Government shall ensure that the Board shall be
formed, constituted, governed and operated in accordance with applicable law and the terms and
conditions set forth in the Govemance Regulations and relevant Supplemental Agreements.

(2)  Composition. Unless otherwise agreed by the Pames in ertlng,
the Board shall consist of (i) five voting members, one of whom shall be appomted the Chairman
. as provided in applicable law and the Governance Regulations and (ii) non- Votmg observers (the
“Observers”).

(A)  The voting members shall be as follows, provided that the
Government members identified in subsections (i} - (iii)
below (the “Governinent Board Members”) may be
replaced by another government official, subject to
approval by the Government and MCC:

() The Secretary of State of the Office of the
Presidency of Honduras;

- (ii)  The Secretary of State of the Office of Finances of
HonduraS'

(i) The Secretary of State of the Office ofIndustry and’ LT

Commerce and

_(iv)  Two Civil Observers (each, a “Civil Boam'
Member™).

(B)  The Observers shall be:

1) A representative (the “MCC Representative”)
appointed by MCC;

(i1) A representative (each, a “Government Observer”)
appoiiited by each of the following Goveriment -
ministries:

a. The Secretary of State of the Office of
Agriculture and Livestock (“SAG”);




b The Secretary of State of the Office of
Public Works, Transportation and Housing
(“SOPTRAVT?;

c. ‘The Minister of thé Honduran Social
Investment Fund (“FHIS”); and

d..  The Secretary of State of the Office of
Natural Resources and Environment
(::SERNAM);

- (i) - A representative (each, a “Civil Observer”) A
g : _ o appointed by each of the following Honduran civil
' - society organizations: S '

a. National Anticorruption Council (Consejo
Nacional Anticorrupcion - CNA);-

b. National Convergence Forum (Fero
Nacional de Convergencia - FNC);

C. Poverty Reduction Strategy Consultative
Council (Consejo Consultivo de la
Estmtegza de la Reducczon de Pobreza -
CCERP)

d B ‘Honduran Council for Private. Enterprise *
. (Consejo Hondureno de la Empresa Przvada
- COHEP); and -

R -_ such ot_her organizations to which the Parties
~ mutually agree.

~ (C) '. Each Government Board Member position shall be filled by
- theindividual then holding the office identified and such
individuals shall serve in their capacity as the applicable
Government official and not in their personal capacity.

(D) Subject to applicable law and the Governance Regulations,
the Parties contemplate that the Secretary of State of the
Office of the Presidency of Honduras shall initially fill the

seat of Chairman.
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()

(F)

' Bach Observer shall have rights to aitend all meetings of

the Board, participate in the discussions of the Board, and
receive all information and documents provided to the
Board, together with any other rights of access to records,
employees or facilities as would be granted to a member of

- the Board under apphcable law and in the Governance
Regulations -

The Chairman, in the presence of the other Government
Board Members and the MCC Representative, shall choose
by lot the initial two (2) Civil Board Members from among
the four (4) Civil Observers who shall serve as voting

" members of the Board for two non-consecutive terms of

fifteen (15) months edch beginning on the Entry into Force
and the day following the 30-month anniversary of the
Compact, respectively. The remaining two (2) Civil
Observers shall serve as voting members of the Board for
two non-consecutive terms of fifteen (15) months each

* beginning on the day following the expiration of the 15-

month anniversary of the Compact and the 45-month
anniversary of the Compact, respectively. This Compact,
applicable law, the Govemnance Regulations and relevant

‘Supplemental Agreements between the Parties shall govern

the terms and conditions of the participation of the Civil
Observers on the Board. For purposes of this paragraph, a
“15-month” term shall equal 457 days for terms land 2
and 456 days for terms 3 and 4

Role and Responsibilitieé. o

(A)

®)

©

The Board shall oversee the PMU,'fhé-'Q\?éi'lel -
implementation of the Program and the performance of the -
Designated Rights and Responsibilities. -

Certain actions may be taken, and certain agreements and
other documents may be executed and delivered, by MCA-
Honduras only upon the approval and authorization of the
Board as provided under applicable law and in the
Govemance Regulations, including each MCC

Disbursement Request, selection or termination of certain

Providers, any component of the Implementation Plan,
certain Re-Disbursements and certain terms of reference.

The Chairman shall certify the approval by the Board of all
Compact Reports or any other documents or reposts from
time to time delivered to MCC by MCA-Honduras
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.

.. that no fiduciary duty to MCA-Honduras is owed by the MCC Representative. In matters arising

mr report through the General D1rector or other Officer as designated in applicable law and the
7' Goverhance Regulations; directly fo the Board and shall have the composition, roles and .
B respon51b111tles described below and set forth more partlcularly in apphcable law and’ the
== Governance Regulatlons ST e

o f_Honduras shall be normnated by the Board after an open and competitive selection process,
. -‘.whlch nomination shall be subject to MCC approval and appointed by the Pres1dent of the
.. 'Repubhc of Honduras

Honduras shall be appointed by the General Director after an open and competitive selection

(whether or not such documents or reports are required to
be delivered to MCC), and that such documents or reports
are true, accurate and complete.

(D)  Without limiting the generality of the Designated Rights

' . and Responsibilities, and subject to MCC’s contractual !
rights of approval as set forth in Section 3(c) of this
Program Annex or elsewhere in this Compact or any
relevant Supplemental Agreement, the Board shall have the
exclusive authority as between the Board and the PMU for -
all-actions defined for the Board under applicable law and -
in the Governance Regulanons and which are expressly

designated therein as respons1b1ht1es that cannot be
delegated further

)] Indemnification of MCC Representative. Pursuant to Sectlon 55
and Section 5.8 of this Compact, the Government and MCA-Honduras shall hold harmless the
MCC Representative for any liability or action arising out of the MCC Representative’srole as a
non-voting observer on the Board. The Government hereby waives and releases all claims
related to any such liability and acknowledges that the MCC Representative has no fiduciary
duty to MCA-Honduras. MCA-Honduras shall provide a written waiver and acknowledgement

under or relating to the Compact, the MCC Representative is not subject to the jurisdiction of the
courts or other body of Honduras.

(m) PMU Unless otherwise agreed'in wntmg by the Parties, the PMU shall

(1) Appomtment of General Director. The General Ditector of MCA-

' (2) Appointment of Other Officers. The other Officers of MCA-

process, which appointment shall be subject to Board and MCC approval.

(3) - Composition. The Government shall ensure that the PMU shall be
composed of qualified experts from the public or private sectors, including such offices and staff
as may-be necessary to carry out effectively its responsibilities, each with such powers and
responsibilities as set forth in applicable law and the Governance Regulations and from time to
time in any Supplemental Agreement, including without limitation the following: (i) General
Director; (ii) Administration and Finance Director; (iif} Monitoring and Evaluation Director; (iv)
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Environmental and Social JImpact Director, (v} Rural Development Project Director; and (vi)
Transportation Project Director (the Rural Development Project Director and the Transportation
Project Director are each, a “Prgject Director”) (the persons holding the positions in sub-clauses
(i) through (vi) shall be collectively referred to as “Officers”). The Parties contemplate that for
purposes of the initial period of operations, and in no event longer than six months, MCA- .
Honduras may appoint an acting General Director, subject to the prior approval of MCC;
provided, during such period, the Board shall ratify the actions of such acting General Director
and MCA-Honduras shall select a permanent General Director through a competitive selection
process and subject to MCC prior approval in accordance with this Annex I.

* (4)~. Role and Responsibilities.

" {A) - The PMU shall assist the Board in overseeing the
-~ . implementation of the Program and shall have principal

responsibility (subject to the direction and oversight of the
Board and subject to MCC’s contractual rights of approval
as set forth in Section 3(c) of this Program Annex or

il : elsewhere in this Compact or any relevant Supplemental

{ ‘ Apgreement) for the overall management of the

implementation of the Program.

(B)  Without limitation of the foregoing general responsibilifies - - yy .
- or the generality of the Designated Rights and

' _ Responsibilities, the PMU shall develop the components of
the Implementation Plan, oversee the implementation of the '
Projects, manage and coordinate momtormg and _
evaluation, maintain internal accounting records, conduct. .

- and oversee certain procurements, and perform such other

: respon51b111t1es as set forth in applicable law and the

- - Govemance Regulatlons or delegated to the PMU by the ~

. Board from tlme to tlme ' o :

(S The PMU shall ha_ve'the obligation and right to approve
.. ¢ertain actions and documents or agreements, including

" certain Re-Disbursements, MCC Disbursement Requests,

- Compact Reports, certain human resources decisions, and
certain procurement actions, as provided in applicable law
and the Governance Regulations and the Procurement
Guidelines. ' ‘

(e) Outside Project Manager. The PMU shall have the authority to engage
qualified entities to serve as outside project managers (each, an “Outside Project Manager”) in
the event that it is advisable to do so for the proper and efficient day-to-day management ofa -
Project; provided, however, that the appointment or engagement of any Outside Project Manager
after a competitive selection process shall be subject to approval by the Board and MCC prior to
such appointment or engagement. Upon Board approval, the PMU may delegate, assign, or
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o,

contract to the Outside Project Managers such duties and responsibilities as it deems appropriate -
with respect to the management of the Implementing Entities and the implementation of the
specific Projects; and provided, further, that the PMU and the relevant Project Director shall

. remain accountable for those duties and responsibilities and all reports delivered by the Qutside

Project Manager notwithstanding any such delegation, assignment or contract. The Board may,
independent of any request from the PMU, determine that it is advisable to engage one or more
Outside Project Managers and instruct the PMU or, where appropriate, a Procurement Agent to
commence and conduct the competitive selection process for such Outside Proj ect Manager.

) Implemenﬁng Entities. Subject to the terms andcoﬂdiﬁbns of this Compact and -
any other Supplemental Agreemeént between the Parties, MCA-Honduras may provide MCC

"Funding, directly or indirectly through an Outside Project Managgr, to one or more Government

agencies or to one or more nongovernmental or other public- or private-sector entities or persons
to implement and carry out the Projects or any other activities to be cartied out in furtherance of
this Compact (each, an “Implementing Entity”). The Government shall ensure that MCA-
Honduras (or the appropriate Outside Project Manager) enters into an agreement with each
Implementing Entity, in form and substance satisfactory to MCC, that sets forth the roles and
responsibilities of such Implementing Entity and other appropriate terms and conditions, such as

. payment of the Implementing Entity (the “Implementing Entity Agreement”). An Implementing

Entity shall report directly to the relevant Project Director or Outside Project Manager, as
designated in the applicable Implementing Entity Agreement or as otherwise agreed by the
Parties.

(g) Fiscal Agent. The Government shall ensure that MCA-Honduras engages one or
more fiscal agents (each, a “Fiscal Agent”), who shall be responsible for, among other things, (i)

ensuring and certifying that Re-Disbursements are properly authorized and documented in

* accordance with established control procedures set forth in the Disbursement Agreement, the

Fiscal Agent Agreement and other relevant Supplemental Agreements, (11) Re-Disbursement and |

" cash management, including instructing a Bank to make Re-Disbursements ffom a Permitted

Account (to which the Fiscal Agent has sole signature authority), followmg apphcable e

certification by the Fiscal Agent, (iii) providing applicable certifications for MCC Dlsbursement e

Requests, (iv) maintaining proper accounting of all MCC Fundmg financial transactions and -
certain othet accounting functions, (v) producing reports on MCC Disbursentents and Re--
Disbursements (including any requests therefore) in accordance with established procedures set
forth in the Disbursement Agreement, the Fiscal Agent Agréement or any other relevant
Supplemental Agreements, and (vi) funds control. Upon the written request of MCC, the

‘Government shall ensure that MCA-Honduras terminates a Fiscal Agent, without any liability to

MCC, and the Government shall ensure that MCA-Honduras engages a new Fiscal Agent,
subject to the approval by the Board and MCC. The Government shall ensure that MCA-
Honduras enters into an agreement with each Fiscal Agent, in form and substance satisfactory to

'MCC, that sets forth the roles and responsibilities of the Fiscal Agent and other appropriate terms

and conditions, such as payment of the Fiscal Agent (“Fiscal Agent Agreement”).

(Ii) " Auditors and Reviewers. The Government shall ensure that MCA-Honduras
carries out the Government’s audit responsibilities as provided in Sections 3.8(d), () and (f} of

this Compact, including engaging one or more auditors (each, an “Auditor”) required by Section
- 3.8(d) of this Compact. As requested by MCC in writing from time to time, the Government
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- consistent with the procuréement plan (the “Procurement Plan”) adopted by MCA-Honduras,

- shall ensure that MCA-Honduras shall also engage an independent (i) reviewer to conduct

reviews of;perforrnance and compliance under this Compact pursuant to Section 3.8(f) of this
Compact, which reviewer shall (A) conduct general reviews of performance or compliance, (B)
conduct environmental audits, and (C) have the capacity to conduct data quality assessments in
accordance with the M&E Plan, as described more fully in Annex III, and/or (ii) an independent
evaluator to assess performance as required under the M&E Plan (each, a “Reviewer”). MCA-
Honduras shall select the Auditor(s) or Reviewers in accordance with the Governance
Regulations or relevant Supplemental Agreement. The Government shall ensure that MCA-
Honduras enters into an agreement with each Auditor or Reviewer, in form and substance

. satisfactory to MCC, that sets forth the roles and responsibilities of the Auditor or Reviewer with

~ respect to the andit, review or evaluation, including access rights, required form and content of

. the applicable audit, review or evaluation and other appropriate terms and conditions such as
payment of the Auditor or Reviewer (the “Auditor / Reviewer Agreement”). In the case of a

financial audit required by Section 3.8(f) of this Compact, such Auditor / Reviewer'Agreement
-shall be effective no later than 120 days prior to the end of the relevant fiscal year or other period -
' to be audited; provided, however, if MCC requires concurrent audits of financial information or
reviews of performance and compliance under this Compact, then such Auditor / Reviewer
Agreement shall be effective no later than a date agreed by the Parties in writing. '

(1) Procurement Agent. [frequested by MCC, the Government shall ensure that
MCA-Honduras engages one or more procurement agents (each, a “Procurement Agent”) to
carry out and/or certify specified procurement activities in furtherance of this Compact on behalf
of the Govérnment, MCA-Honduras, ariy Qutside Project Manager or Implementing Entity. The

- role and responsibilities of such Procurement Agent and the criteria for selection of a

. Procurement Agent shall be as set forth in the applicable Implementation Letter or Supplemental |
Agreement The Govemnment shall ensure that MCA-Honduras enters.into an agreement with -
- the Procurement Agent, in form and substance satisfactory to MCC, that sets forth the roles and-

: - responsibilities of the Procurement Agent with respect to the conduct, monitoring and review of o

procurements and other appropriate terms and conditions, such as payment of the Procurement
Agent (the “Procurement Agent A greement’ ). Any Procurement Agent shall adhere to the ;
procurement standards set forth in the Procurement Guidelines and ensure procurements are -

whrch plan shall forecast the upcoming eighteen month procurement act1v1tles and be updated

,‘l_‘ every six months.

) Procurement Supervisor. Ifrequested by MCC, the Government shall ensure‘

- that MCA-Honduras engages one or more procurement supervisors (each, a “Procurement

Supervisor”} to supervise specified procurement activities in furtherance of this Compact on
behalf of the Government, MCA-Honduras, any Outside Project Manager or any Implementing
_Entity. The role and responsibilities of such Procurement Supervisor and the criteria for selection
of a Procurement Supervisor shall be as set forth in the applicable Implementation Letter or
Supplemental Agreement. The Government shall ensure that MCA-Honduras enters into an
agreement with the Procurement Supervisor, in form and substance satisfactory to MCC, that
sets forth the roles and responsibilities of the Procurement Supervisor with respect to the
conduct, monitoring and review of procurements and other appropriate terms and conditions,
such as payment of the Procurement Supervisor (the “Procurement Supervisor Agreement”).
Any Procurement Supervisor shall ensure that the procurement standards set forth in the
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Procurement Guidelines are adhered to and ensure procurements are consistent with the
Procurement Plan.

4. Finances and Fiscal Accouotabﬂity.

(a) Financial Plan.

- @) Mu1t1—YeaI Financial Plan. The muIt1 year financial plan for the Program
and for each PrOJect (the “Multt-Year Financial Plan”) is summanzed in Annex ]I to this -

. Compact

.. (ii). Spending Plan. During the Compact Term, the Government shall ensure.
that MCA-Honduras delivers to MCC timely financial plans that specify, respectively, the annuat
- and quarterly detailed spending requirements for the Program and each Project (including - o
monitoring, evaluation and administrative costs), projected both on a commitment and cash
requirement basis (each 2 “Spending Plar”). Each Spending Plan shall be delivered by such
time as specified in the Disbursement Agreement or as may otherwise be agreed by the Parties.
The Multi-Year Financial Plan and each Spending Plan and each amendment, supplement or
other change thereto are collectively, the “Fi inancial Plan” : :

(111) 'Expenditures. No financial comqutj:_qet_lt involving MCC Funding st shall be
made, no obligation of MCC Funding shall be incurred, and no Re-Disbursement shail be rmade
or MCC Disbursement Request submitted for any activity or expenditure, unless the expense is
provided for in the apphcable Spending Plan and unless uncommitted funds exist in the balance

, of the Spendmg Plan for the relevant penod or unless the Partles othermse agree in wntmg .

: . (1v) Mod1ﬁcat1ons to Financial Plan Notw1thstand1ng anythmg to the contrary
" in this Compact MCA Hotiduras may amend or supplement the Financial Planor any

. component thereof w1thout amendmg this Comipact, provided any mateérjal amendment or
~ supplement has been approved by MCC and is otherwise consistent with the requirements of this

Compact and any relévant Supplemental Agreement between the Part1es

(b) . Disbursement and Re~Disbursement. The Disbu_rsement Agreement (and
disbursement schedules thereto), ds amenided from time to time, shall specify the terms,
conditions and procedures on which MCC Disbursements and Re-Disbursements shall be made.
The obligation of MCC to make MCC Disbursements or approve Re-Disbursements is subject to
the fulfillment, waiver or deferral of any such terms and conditions. The Government and MCA-
Honduras shall jointly submit the applicable request for an MCC Disbursement (the “MCC
Disbursement Request”) as may be specified in the Disbursement Agreement. MCC will make
MCC Disbursements in tranches to a Permitted Account from time to time as provided in the
Disbursement Agreement or as may otherwise be agreed by the Parties, subject to Program
requirements and performance by the Government, MCA-Honduras and other relevant parties in
furtherance of this Compact. Re-Disbursements will be made from time to time based on
requests by-an authorized representative of the appropriate party designated for the size and type
of Re-Disbursement in accordance with the Governance Regulations and Disbursement
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Agreement; provided, however, unless otherwiseagreed by the Parties in writing, no Re-
Disbursement shall be made unless and until the written approvals specified herein or in the
Governance Regulations and Disbursement Agreement for such Re-Disbursement have been
obtained and delivered to the Fiscal Agent.

(c) - Fiscal Accountability Plan. By such time as specified in the Disbursement
Agreement or as otherwise agreed by the Parties, MCA-Honduras shall adopt as part of the
.. Implementation Plan a fiscal accountability plan that identifies the principles and mechanisms to
ensure appropriate fiscal accountability for the use of MCC Funding provided under this -
Compact, including the process to ensure that open, fair, and competitive procedures will be used
.in a transparent manner in the administration of grants or ¢cooperative agreements and the  °
procurement of goods and sexvices for the accomplishment of the Objectives (the “Fiscal
Accountability Plan™). The Fiscal Accountability Plan shall set forth, among other things,
requirements with respect to the following matters: (i) funds control and documentation; (ii)
separation of dutiés and internal controls; (iii) accounting standards and systems; (iv) content and
timing of reports; (v) policies concemning public availability of all financial information; (vi)
cash management practices; (vii) procurement and contracting practices, including timely
payment to vendors; (viii) the role of independent auditors; and (ix) the roles of fiscal agents and

procurement agents.

(d) Permitted Accounts. The Government shall establish, or cause to be established,
such accounts (each, a “Permitted Account,” and collectively “Permitted Accounts™) as may be
agreed by the Parties in writing from time to time to receive MCC Disbursements, including:

A (1) Either (A) a single, completely separate non-interest bearing account at the
Honduran Central Bank, or (B) a single, completely separate U.S. Dollar interest-bearing account
at a commercial bank that is procured through a competmve process wh1chever bank offers -

- terms that are the most econoxmcal to MCC; _ SRR S

' (11) Ift necessary, an 1nterest beanng local currency of Honduras account (the .
“Lacal Account”) at the bank sclected under Section 4(d)(i) above to which the Fiscal Agent -
- may authorize transfer from any U.S. Dollar Permitted Account for the purposo of makmg Re—
- Disbursements payable in local currency; and . Do

(iii)  Such other mterest—beanng accounts to receive MCC D1sbursements in
such bank as the Parties mutuaIly agree upon in writing. - - :

No other funds shall be commingled in a Permitted Account other than MCC Funding and

Accrued Interest thereon. All MCC Funding held in an interest-bearing Permitted Account shall

earn interest at a rate of no Iess than such amount as the Parties may agree in the respective Bank

Agreement or otherwise. MCC shall have the right, among other things, to view any Permitted

Account statements and activity directly on-line or at such other frequency as the Parties may
otherwise agree. By such time as shall be specified in the Disbtuirsement Agreement or as

. otherwise agreed by the Parties, the Government shall ensure that MCA-Honduras enters into an

agreement with each Bank, respectively, satisfactory to MCC, that sets forth the signatory

~ authority, access rights, anti-money laundering and anti-terrorist financing provisions, and other

ANNEX I-16




e

termns related to the Permitted Account, respectively (each a “Bank Agreement”). For purposes
of this Compact, any bank holding an account referenced in Section 4(d) of this Program Annex

‘are each a “Bank” and, are collectively teferred to as the “Banks.”

{(e)  Currency Exchange. The Bank shall convert MCC Funding to the currency of
Honduras at a rate to which the Parties mutually agree with the Bank in the Bank Agreement.

5. Transparency; Accountability.

Transparency and accountability to MCC and (o the beneficiaries aré importaﬁt aspects of the
Program and Projects. Without limiting the generality of the foregoing, in an effort to achieve
the goals of transparency and accountability, the Government shall ensure that MCA-Honduras:

“(a) ~ Establishes an e-mail suggestion box as well as a means for other written

.. comments that interested persons may use to communicate ideas, suggestions or feedback fo
" MCA-Honduras; :

(b) Considers as a factor in its decision-making the recommendations of the
Observers, particularly in MCA-Honduras’s deliberations over pending key PMU decisions and
key Board decisions as shall be specified in applicable law and the Governance Regulations;

(c) Develops and maintains a website (the “‘MCA-Hondums Website™) in a timely,
accurate and appropriately comprehensive manner, such MCA-Honduras Website to include

- postings of information and documents in English and Spanish; and

(d)" ' Posts on the MCA-Honduras Website' a.nd OthGI’WISG makes pubhcly available

'-ﬁom timé to, tlme the following documents or mformauon including by postmg on the MCA- -~
Honduras Web51te with links to and from the official website of the Government | i
U (www.casapresidencial.hin) and the website of the Embassy of Honduras in the United States
SR '(http //WWW hondurasemb org), from time to time: '

o - 7 .(i)_: . All minutes of the meetings of the Board;

(ii) The M&E Plan, as amended from time to time, along with i)eriodio reports

.on Program performance;

(i)  All relevant Environmental Impact Assessments and supporting
documents; ‘ :

(iv)  'Such financial information as may be required by this Compact or as may

~ .otherwise be agreed from time to time by the Parties;

(v)  All Compact Reports;
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(vi) - All audit reports by an Auditor and any periodic reports or evaluations by
a Reviewer; :

(vii) A copyofthe Disbursement Agresment, amended from time to time;

(viii) A copy of the Procurement Agreement (including Procurement
Gmdehnes) each Procurement Plan, as amended from time to time, all procurement agreements
(including policies, standard documents, procurement plans and requn‘ed procedures), bid

’ requcsts and awarded contracts; and

(ix) . A copy. of any legislation and other documents related to the formation,

e orgémzatlon and govemance of MCAuHonduras including the Governance Regulations, and
o any amendments thereto
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- 2 A._Summary of Project Activities.

" The Rural Development Proj ect is designed to increase the produet1v1ty and nnprove the -

SCHEDULE 1 to ANNEX 1

RURAL DEVELOPMENT PROJECT

This Schedule 1 generally describes and summarizes the key elements of a rural development
Project that the Parties intend to implement in furtherance of the Agricultural Objective and
Transportation Objective (the “Rural Development Project’). Additional details regarding the
implementation of the Rural Development Projéct will be included in the Implementat1on Plan

and in relevant Supplemental Agreements.

1. B ackground.

Honduras en3 oysa comparatlve advantage in horticulture given 1ts rich growmg conditions, year-
- long growing season, and close proxuruty to the U.S. market. Desplte this advantage, Honduran
farmers predominantly grow basic grains becanse horticultural crops require more sophlshcated
- techniques‘and infrastructure for both their production and marketing. In addition, lack of access
to credit makes it more difficult for farmers to meet the higher working capital requircments of
horticultural crops and poor transportation infrastructure increases the costs of getting crops to
market dnd inputs to the farm-gate. To help producers to diversify into high-value horticultural
crops and to increase their productivity and competitiveness, the Honduran PRS contemplates
providing them with better access to market-support services throughout the production cycle
- (&g, technical assistance in market research, production, post-harvest support and processing),
~ financing (e.g., increase credit from financing sources), technology (e.g., help producers obtain
and use on-farm irrigation systems), and infrastructure (e.g., build and maintain rural roads,

- improve the efficiency of property registries).

o _'_'"-f':-_f‘competltlveness of owners, operators and employees of small- and medium-size farims covered
" by the Program (“ngmm Farmers ). The key activities of the Rural Development Pro;ect o

R include:

(a) Farmer Trainine and Development, The provision of techmeal ass1stance in the
. production and marketing of high value horticultural crops. ' '

(b) Farmer Access to Credit. The provision of technical assistance to financial
institutions, loans to such institutions and support in expanding the na_tional lien registry system_. :

(c) Farm to Market Roads. The construction and 1mprovement of feeder roads to
connect farms to markets.

(d)  Agticultural Public Goods Grant Facility. The provision of grants to fund

agﬁculfura} “public goods” projects that the private sector cannot provide on its own.




The following summarizes the contemplated Rural Development Project Activities. The M&E
Plan (described in Annex III) will set forth anticipated results and, where appropriate, regular
benchmarks that may be used to monitor implementation progress. Performance against the
benchmarks and the overall impact of the Rural Development Project will be assessed and
reported at the intervals to be specified in the M&E Plan or as otherwise agreed by the Parties -
from time to time. The Parties expect that additional benchmarks will be identified during the
implementation of the Rural Development Project. Estimated amounts of MCC Funding for
‘each Project Activity for the Rural Development Project are identified in Annex II of this’

- Compact. Conditions precedent to each Rural Development Project Activity and sequencing of
“the Rural Development Project Activities shall be set forth in the Disbursement Agreement or

-..other relevant Supplemental Agreements.
(@) . Actiﬁfty: Farmer Training and Development

MCC Funding will fund training provided by one or more service providers (“Agribusiness
" Service Providers”) with proven experience in prowdmg market-oriented technical assistance
(“Agribusiness Assistance”) that combines training in agronomy and small business skills
relevant to small- and medium-sized farms. Specifically, the Agribusiness Service Providers

- will:

() Identify existing market demand for commercial crops that Program
- Farmers can supply;

R (ri) Identify Program Farmmers who are willing and able to supply such
. l_démaild' o o : : \

L (111) Develop busmess plans that enable Pro gram Farmers to meet such

" demand ‘ '

PN (1v) Work W1th Iendors suppliers and customers of Pro gram Farmers to ensure
tnat such busmess plans are reahsnc

£,

_(V)-—\_ DeVelop instruments (e.g., purchase contracts) and market-based support
~ services (e.g., farmer associations, processing arrangements) to help Program Farmers to
successtully execute thelr busmess plans; :

(vi)  Help Program Farmers obtain credit to finance their business plans;

(vii) * Provide agronomic and business assistance to Program Farmers, including
training in complying with sanitary and phytosanitary standards, for a périod of up to three years
to help them to successfully execute their business plans;

(viii) Ensure that Program Farmers employ environmentally sustainable
agricultural practices; and
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_improve access to credit by farmers a.mong others P e

Y

- (ix)  Certify thatno crops éupported by the Rural Development Project will
substantially displace U.S. production.

The expected results from, and the key benchmarlcs to measure progress on, these activities are
set forth in Annex II1: :

() Activity: Faﬁner Acoess to Credit

- MCC Fundmg will fund the following actlvmes to increase the supply of credit to rural .
, borrowers mcludmg farmers and other agnbusmess borrowers : :

‘ (1) Technical ass1stance to help ﬁnanc1a1 institutions better analyze credit rlsk
and adnnmster cred1t in rural communmes ‘

(11) Loans in an aggregate prmcrpal amount of up to $6 million that MCA-
Honduras will make to regulated financial institutions to either lend directly to Program Farmers
or on-lend to a rural financial institution that, in turn, will lend to Program Farmers. The
Government shall ensure that all such loans mature no later than six months prior to the

expiration of the Compact Term,;

(i)  The.expansion of the'national property registration.system. to.include a.
new registry of movable property and liens, interconnecting this new registry with the land title
registry and commercial (mercantile) registry, and connoctmg registry system offices with each
other and key clients; and L

(iv)  Technical asswtance to develop collateral-based credlt produots that W111

- -L

Loan repayméhts from ﬁnan'cial instituﬁoris to MCA—Hondﬁasﬁay be 'iiéed: to fund Rural
‘Development Project Activities in the following order as spec1ﬁed in the Flnanolal Plan or as

otherwise agreed by the Parties:
@ $1 million to fund theAAgriouIturél Pﬁblic.(_}oods Grant Facility;
‘ (i)  $3 million to fund the Farmer Training and Development Project
Activities; and : ' ' : .

(i) 32 million in grant funding to augment the capital base of non-profit
financial institutions that successfully manage the loans to Program Farmers described above.

The expected results from, and the key benchmarks to measure progress on, these activities are
set forth in Annex I1I. :
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(c)  Activity:” Farm to Market Roads

MCC Funding will find the construction or improvement of approximately 1,500 kilometers of
rural roads to improve the access of rural communities (including Program Farmers) to markets
and to social services. Specific roads will be funded in two phases: (i) a pilot phase that will use
approximately 30% of the total funds allocated to the Farm to Market Roads Project Activity;
and (i) a second phase that will use the balance of such funds to build the roads that MCA-

Honduras selects.

Subjcct to the prior approval of MCC MCA- Honduras w111 select Farm to Market Roads among
the range of proposed rural roads that promise the highest economic rate of return among such
roads (12% minimum rate of return), subj ect to the condltlons that each selected: road must

" e—... ()  Conform to the Environmental Guidelinés’;

(ii)  Conform to the World Bank oolicy on Involuntiry Resettlement, where '
relevant; ' .

(iii)  Be fully designed to the satisfacﬁoﬁ of MCA-Honduras and MCC;

: (iv)  Be properly documented to the satisfaction of MCA-Honduras and MCC,
including having an agreement in which the applicable municipality agrees to assume the cost of
permanently maintaining the road and to pay 20% of the cost of upgrading the road to a

. Pernntted Account; and :

e T

v (V) Have been approved by a rural road supervisory ﬁrm and the rural roads

,-‘_,'I_._-..};:;The expected Fesults from, and the key benckmarks fo measure progress on, these actxvmes are - —
o set forth in Annex II. o

n_ (d) 3 -‘Activity: Agricultural Public Goods Grant Facility

MCC Funding will fund a small competitive grants facility that will provide funding to support -
{ .projects that enhance and accelerate the development of market-based commercial agriculture,
particularly the horticultural sector. The Parties expect that these grants will fund two types of

projects:

(1) Pure Pubhc Goods. Examples of pure public goods™ include
development of improved crop germ plasm or animal genetics in sub-sectors with competitive
potential. Support to such initiatives may be granted without any reqmrement for repayinent,
sub} ect to demonstrating that the benefit stream will surpass the cost; and
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_ (i)  Quasi-Public Goods. Examples of “quasi-public goods” include collective
infrastructure projects that benefit groups of producers but cannot be financed by individual -
farmers, such as upgrades or extensions-to district irrigation systems, construction of primary
power supply lines, collective cold storage and packing facilities, area pest or disease control
measures, and other similar investments. Cost-sharing may be appropriate for some categories

~of investments.

“The faciiity will be 'x'nanaged by the Rural Development Project Director within the PMU,

subject to oversight by a committee (the “Grant Committee”) consisting of the Rural
Development Project Director, a representative from SAG, and three representatives from civil
society, whose selecti_on and compensation must be approved by MCC. :

Inv1tat10ns to submlt proposals for up to $1 million per grant will be publicly posted. The
facility’s operatmg rules, subject to the prior approval of the Board and MCC, shall ensure fair -
and iransparent selection criteria and procedures and shall conform to the Environmental
Guidelines and other limitations on the use of MCC Funding. The Parties expect that a total of
up to $9 million in grants of MCC Funding will be made during the Compact Term, subject to
receiving sufficient satisfactory proposals. Funding decisions will be taken by a majority of the
members of the Grant Committee, subject to the approval of MCC. '

The expected results from, and the key benchmarks to measure progress on, these activities are

..set forth in- Anpex 111,

3. Beneficiar’ies.

The pnnmpal beneﬁcmnes of the Rural Development Project are expected to be: (1) Program
Farmers, due to 1mprovements in the productivity and business skills of such producers; (ii) the

'commumtles of the Program Farmers, due to 1ncreased employment and reduced transportation .

costs to markets and social service dehvery points (e.g., hospitals, schools); and (iii) the

: agricultural Sectors, due to public goods and quasi-public goods funded by the Agricultural
~ Public Goods Grant Facility.. Wher MCA- Honduras identifies potentlal areas where the Farmer
--Training and Development Agncultural Pubhc Goods Grant Facility and Farm to Market Roads

may be provided, the Government shall ensure . that MCA-Honduras provades to MCC
information on the population of such areas, dlsaggrega,ted by gender, income level and age,
where possible. After such areas have béen selected: (i) the Government shall ensure that MCA-
Honduras presents to the Board and MCC (a) a detailed description of the intended beneficiaries
and (b) the methodology used to determine the intended beneficiaries within thirty (30) days
after the selection of such areas and completion of the analysis of the intended beneficiaries
therein, disaggregated, to the maximum extent practicable, by income level, gender, and age; (it)
the Parties shall agree upon the description of the intended beneficiaries; and (iii) the Parties will
make publicly available a more detailed description of the intended beneficiaries of the Program,
including publishing such description on the MCA-Honduras Website.
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