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Commitment fee: 0.75%

Service charge: 0.0%

Financing plan (US$m):
Source Local Foreign Total

Government 108.4 0.0 108.4
IBRD/IDA 82.2 17.8 100.0
Borrower: State of Rio Grande do Sul
Guarantor: Federative Republic of Brazil
Responsible agency(ies): State Secretariat of Agriculture
Estimated disbursements (Bank FY/US$M): 1998 1999 2000 2001 2002 2003

Annual 16.9 15.9 19.4 17.9 16.1 13.8
Cumulative 32.8 52.2 70.1 86.2 100.0

Expected effectiveness date: July 1997 Closing date: June 30, 2003
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Block 1: Project Description
1. Project development objectives (see Annex 1 for key performance indicators):
The objectives of the project are to improve the management and conservation of Rio Grande do Sul's natural resources by
promoting an integrated strategy involving the adoption of sustainable land management and soil and water conservation
practices, and improving the income and living conditions of rural poor communities. This would be achieved through
actions involving (i) implementation of integrated natural resources management plans in microcatchments; (ii) supporting
poverty alleviation initiatives aimed at increasing incomes and access to basic services of rural poor communities; and (iii)
strengthening the overall capacity of public and private institutions responsible for natural resources management and
delivery of services to the rural areas.

.................. ............................................................................................................................................ ...................... .....
2. Project components (see Annex 2 for a detailed description and Annex 3 for a detailed cost breakdown):

Component Category Cost Incl. Contingencies a/ % of Total
(US$M)

Natural Resources Management Subprojects, Physical
involving demand-driven activities included in 65.2 b 31.2
proposals elaborated by beneficiary groups
within microcatchments (e.g., soil and water
conservation and improvement, erosion
control, protection of degraded and fragile
areas, and improved systems for agro-chemical
disposal)
Rural Poverty Alleviation Subprojects, Physical
comprising demand-driven small-scale social 1 03 0 b 49.5
and productive initiatives to eligible
communities (e.g., water and sanitation, social
welfare, and agricultural and non-agricultural
income-generating subprojects, including
microenterprises and economic infrastructure)
Support Services directly targeted to project Physical -Training
beneficiaries, including: (i) technical 21.9 10.5
assistance and dissemination; (ii) training; and
(iii) adaptive research, primarily through a
competitive bidding mechanism
Institutional Development, strengthening of Institution Building-
selected units within the Secretariat of Training 12.4 6.0
Agriculture (SAA) required for project
implementation, including those responsible for
Geographical Information Systems (GIS),
State parks and natural reserves, land titling,
and animal health
Project Management A Project Unit would Project Management.
be established within the SAA for: (i) overall 5.9 2.8
project coordination; (ii) supervision of sub-
project implementation; and (iii) monitoring
and evaluation
Total 208.4
a Incl. Contingencies
bDue to demand-driven nature of components, cost estimates are only indicative, based on demand projections.
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3. Benefits and target population:
Overall expected benefits would include the sustainable enhancement of the environmental, social, and productive
conditions of a considerable portion of Rio Grande do Sul's rural areas, to be achieved through:
* Improved management of the State's natural resources and increased soil productivity in an area of about 3.1 million

ha.
• Increased access to basic social and income-generating infrastructure, services and training to almost 100,000 rural

poor households.
* More effective presence of State and Municipal public institutions in rural areas, complemented by a greater

participation of the private sector in the delivery of services, and strengthened operation of selected public agencies
responsible for policy-oriented information and management of natural resources.

Project Targeting and Eligibility Criteria (See Annex 2b)
Beneficiary targeting: Rio Grande do Sul has approximately 2.1 million rural inhabitants, of which an estimated 360,000
families are small farmers, including 234,000 categorized as poor (i.e., incomes below 1.5 minimum monthly salaries
[SMM]). Of these, the project would be targeted to: (i) small farmers in microcatchments with soil limitations; and (ii)
rural poor households throughout the State. Within these two categories, the project is expected to reach a total of about
132,000 rural households, of which an estimated 98,000 would be poor and 34,000 would be small farmers.
Geographical targeting: Given that the most severe land management problems are concentrated in the northern and central
partions of the state, and in order to concentrate institutional resources, the Natural Resources Management Component
would be implemented within the boundaries of a pre-defmed priority area, representing approximately 45% of the total
area of the state. This area includes all 313 municipalities presenting the most severe soil erosion problems and the highest
concentration of small farmers. Although the majority of the state's rural poor are also located in the Priority Area, eligible
beneficiaries for poverty alleviation activities would not be restricted to the Priority Area, given that pockets of rural poor
households exist throughout the state. Based on this criteria for geographical targeting, all natural resources subprojects
and an estimated 80% of poverty alleviation subprojects are expected to be implemented within the priority area.
Eligibility Criteria: Project assistance would be provided to communities or groups of eligible beneficiaries. To be eligible
for project support, individual beneficiaries within the group would have to meet a series of easily verifiable criteria related
to holding size, living conditions and source of income. To be eligible for poverty alleviation subprojects, each household
within the group would: (i) own or farm a unit of up to one M6dulo Fiscal (MF) of land (an area ranging from 7 to 20 ha,
depending on agroecological conditions); (ii) reside permanently on the property; (iii) not require hired labor for production;
and (iv) not own powered agricultural machinery or vehicles. In the case of NRM, subprojects would be implemented
exclusively within microcatchments in the priority area. Eligible communities would be comprised of poor farmers living
within a microcatchment presenting soil degradation or erosion limitations and small farmers with a maximum area
equivalent..o 2 MFs.
4. Institutional and implementation arrangements:

Implementation period: 6 years
Executing agencies: State Secretariat of Agnrculture

Project Implementation: Assisted by a highly decentralized institutional support structure, involving councils at the
municipal level and technical staff of field offices, the SAA would establish an efficient and transparent mechanism to
channel technical and financial resources for the implementation of beneficiary-demanded investment subprojects to eligible
communities of rural poor and small farmers. The main instrument for providing financial assistance would be through
grants that would partially cover the costs of subprojects. In the case of income generating subprojects a pilot cost recovery
scheme would be tested during the first year of project implementation as part of a study on cost recovery (see Sections 8
and 20). For the natural resources management (NRM) component, subprojects would be implemented on the basis of a
package of investments identified in the Microcatchment Development Plans, prepared by all members of each
microcatchment assisted by public or private technical assistance. Poverty alleviation subprojects would be targeted to
communities of poor households, in most cases living within the same microcatchments implementing NRM subprojects.
Beneficiary group formation would be promoted and sponsored by public and private organizations, while subprojects
would be generated by demand, and prepared and implemented with support from technical assistance provided by the
project. All instutional and implementation arrangements are described in detail in the Project Implementation Manual.
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The draft version of the Manual was reviewed by the Bank at appraisal, agreement was reached during negotiations that the
Manual would not be amended without Bank approval, while the final version of the Manual, satisfactory to the Bank,
would be condition of Loan Effectiveness.
Project management: The Project Management Unit (SEP), within the SAA, would be responsible for overall inter-
institutional coordination, project administration, monitoring of project implementation, and liasion with the Bank on
operational matters.
Project oversight: At the central level, project oversight would be the responsibility of the Project Council (CSP) a policy-
oriented entity comprised of three State Secretariats (Agriculture, Planning and Finance), one representative from the
municipal governments and two representatives from private beneficiary organizations (Federations of Farmers and Rural
Workers). At the local level, specific oversight of implementation activities will be conducted by the Municipal Council,
composed of members of the local government, and of representatives of the beneficiaries, private sector and NGO
community.
Accounting, financial reports and audits: The project's draft accounting plan was reviewed at appraisal and would
constitute an integral element of the computerized Management Information System, using tailor-made software to be
developed during the initial stages of project implementation. SAA, through SEP, would submit semiannual progress
reports to the Bank, including consolidated financial data. Extemal audit reports, prepared by an independent auditor
acceptable to the Bank would be submitted annually not later than six months after the end of each fiscal year. In addition,
comprehensive physical audits of beneficiary subprojects would be conducted on a randomly selected sample of approved
subprojects by BANRISUL.
Monitoring and evaluation: A Monitoring and Impact Assessment Unit (UMA) would be established within the SEP.
Included in the semi-annual progress reports to be submitted to the Bank, SEP would include an update of the status of the
various indicators for project performance with information from BANRISUL regarding the control and supervision of
beneficiary subprojects. In addition, SAA would prepare and submit an Annual Operating Plan (POA) for Bank review in
the month of November of each year. As part of regular project supervision, joint SAA/Bank annual reviews would be
undertaken, including an in-depth Mid-Term Review, tentatively scheduled for August 2000. Independent evaluations of
the projects socioeconomic impact would be conducted jointly by the Foundation for Economic Studies (FEE) and the
Getulio Vargas Foundation (FGV).
Block 2: Project Rationale
5. CAS objective(s) supported by the project Date of latest CAS discussion: June 27, 1996

Document Number: R96-111-1
The project is fully supportive of the key objectives of the CAS, as discussed at the Board on June 29, 1995 and in the
progress report of June 27, 1996, including: (i) direct rural poverty alleviation by improving poor rural households' access
to water, sanitation and public services and ensuring a transparent resource allocation system to meet the basic needs of the
rural poor; and (ii) consolidation of natural resources management by strengthening the State's environmental capacity,
especially related to parks management, production practices, land titling; and monitoring and enforcement capabilities. To
this end, the project's key indicators would measure the impact on rural poverty alleviation and improvement in the
conditions of natural resources in the project area. While adapted to specific conditions to the State of Rio Grande do Sul,
the original concept for this project was modeled after the Rural Poverty Alleviation and Natural Resources Management
Project for the State of Parand (Ln. 4060-BR), as well as the earlier, and highly successful Land Management Project in
Parana (Ln. 3018-BR). The project, as a lending operation which was built upon prior success, is an example of a
"repeater operation", as recommended in the CAS Progress Report.

The project is also fully consistent with the Bank's strategy for direct lending to Brazilian States. Due to its present
creditworthiness status, Bank lending in Rio Grande do Sul is contingent on the implementation of the ongoing public sector
reform program initiated by the current administration, that would be supported by a Bank project (State Reform Loan
approved March 4, 1997). The proposed project would represent a direct complement to the objectives of the State Reform
Loan, as it would address social issues arising in rural areas from the measures being implemented by the reform program.
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6. Main sector issues and Government strategy:
Major issues currently confronting the State are:
* High concentration of poverty in the rural sector. More than 40% of the rural population lives in poverty, unable to

satisfy their basic needs. The majority of the rural poor are in the farm population. The incidence of rural poverty is
high and fuels the rate of rural migration which contributes to the State's metropolitan unemployment rate of 15%,
considerably higher than the national unemployment rate.
(see: "O Mapa da Fome", IPEA, Brasilia, 1993; and "Brazil: Poverty Assessment", June 1995);

* Weak competitive position of the agricultural sector, its most important sector, which together with agro-industry,
represents 45% of the State's economy. While strategically positioned to take advantage of the market potential created
by MERCOSUL, expanded growth will require a substantial improvement in competitiveness. The increasing exposure
of Rio Grande do Sul's agricultural sector to international competition, along with the gradual withdrawal of
government support programs and declining productivity, has created an urgent need for the sector to increase its
efficiency and responsiveness to the demands of the domestic and international markets. (see: "Trade, Exchange Rate
and Agricultural Pricing Policies in Brazil", Report 10185, November 1991, "Adjustment and Poverty in Mexican
Agriculture", WPS 1494, August 1995.)

* Natural resource degradation due to poor management which has resulted in widespread soil erosion, nutrient depletion
and fertility losses as well as water pollution due to inadequate agrochemical-chemical application and disposal.
Management limitations have contributed to the declining productivity and sustainability of the agricultural sector, as
well as increased environmental concerns. (see: "The Cost and Benefits of Soil Conservation: The Farmer's
Viewpoint", Lutz, Ernst, The World Bank Research Observer, vol. 9, n° 2 (July 1994), pp. 273-95); and

* State's fiscal imbalance, caused by increasing decentralization of the provision of public services to the state level and
swollen public payrolls. (see: "Brazil: Structural Reform and Sector Policies", Report 13913-BR, June, 1995; "Brazil:
State Debt: Crisis and Reform" Report 14842-BR, November 1996; "State Capture and Fiscal Adjustment im Brazil",
PSD Paper 22, December 1995; and "Creditworthiness of the State of Rio Grande do Sul", LAIPS, August 1996).

To address these issues, the State government:
* is promoting increased participation of municipal governments in the delivery of social services;
* has been selected by the Federal Government as a priority state for both the "Solidaridad" and the Family Agriculture

(PRONAF) Programs;
* is improving its rural technical assistance efforts, including extension and research, aimed at increasing the incomes of

small and poor farmers;
* reestablished a targeted rural finance program designed to stimulate small-scale agricultural modernization and

diversification through financing of investments proposed by groups of farmers (condominios rurais); and initiated a
progra of fiscal reform, including public payroll cuts, privatization of public enterprises and debt rescheduling.

7. Sector issues to be addressed by the project and strategic choices:
* reducing the incidence of rural poverty through targeted investments designed to increase on-and off-farm incomes,

generate employment and improve the standard of living of poor farm households;
* providing financial and technical assistance, as well as training, to small farm households to introduce sustainable

agricultural production practices, promote diversification into higher-valued crops and support investment in greater
vertical integration and new small-scale agro-industrial enterprises;

* increasing the participation of the private sector by promoting strategic partnerships between the private and public
sectors, especially in the areas of extension, technical assistance, park management, and adaptive research; and

* strengthening the State's capacity to promote both the preservation of natural resources among small and poor farmers,
oprovide effective support services in rural areas................. ..... ..................................................... ....... ............................................................................................................... ................................

8. Project alternatives considered and reasons for rejection:
Realizing that the entire target population could not be reached with the available resources, the Bank and the State of Rio
Grande do Sul agreed to apply a well-defined targeting mechanism to enhance, to the greatest extent possible, the poverty
alleviation impact of these resources. Hence, it was decided to concentrate project activities in a priority region,
characterized by its relatively high degree of rural poverty and natural resource deterioration. To fuirther strengthen the
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project's effectiveness, it was decided to focus the poverty alleviation activities on the poorest rural households living in the
project microcatchments in the priority region. This strategy would nevertheless allow the project to reach about 40% of
the target population.

Despite the State's interest in establishing an integrated strategy that would include support to social, environmental and
agricultural initiatives, the possibility of including an agricultural modernization component was discarded, given the more
urgent need to address the deteriorating environmental problems of rural areas, as a precondition to the promotion of
agricultural diversification initiatives. Instead, it was decided that project design would include small-scale diversification
initiatives, but exclusively targeted to eligible beneficiaries of the poverty alleviation component.

Given the socioeconomic conditions of potential beneficiaries, combined with the "public good" nature of most subprojects,
particularly those involving natural resources management, the alternatives of either implementing a full cost recovery
system, or providing financing to cover subproject costs only partially, were considered and eventually ruled out.
However, a cost-sharing arrangement based on a contribution of 20% of subproject costs by beneficiaries would be
required, while the operation and maintenance (O&M) costs of all types of subprojects would be fully financed by the
beneficiary communities. In addition, a comprehensive assessment of the viability of implementing a cost recovery system
would be conducted during the early stages of the project, supported by a pilot initiative involving partial repayment of
investments for imcome-generati subprojects.
9. Major related projects financed by the Bank and/or other development agencies

Project Loan No. Sectoral Issues/Comments Latest For 590
Ratings

(Bank-financed Project only)
IP DO

RGS State Reform 4139-BR State Administrative Reform, support to N/A N/A
Loan privatizations program
(US$125 million) Board approval March 4, 1997

RGS State Rehabilitation of state road network, increased N/A N/A
Highway private sector operations and investments
Management Loan negotiated March 19, 1997
Project
(US$70 million)
Parand Land 3018-BR Land management, environmental degradation, H/S H/S
Management erosion control, sustainable agriculture, community
(US$63 million) development

Loan closing March 31, 1997
Santa Catarina 3160-BR Environmental degradation, soil conservation, water S S
Land Management quality, microcatchment development
(US$33 million) Loan closing September 30, 1997

Non-Bank Financed
Pro-Guaiba Project Industrial pollution, environmental degradation and
(IDB financing infrastructure (water treatment, sewage, waste
US$132.3 million) recycling) in urban areas, including the city of Porto

Alegre
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10. Lessons learned and reflected in project design
As a result of the lessons derived from the Bank's two decades of experience in Brazil supporting rural poverty alleviation
[(POLONORDESTE (1975-84); Northeast Rural Development Program ( 1985-93); and the Poverty Alleviation Projects
(PAPPs) in Bahia, Ceara and Sergipe (since 1995)], and natural resources management (Rural Poverty Alleviation and Natural
Resources Management in Parana; and Land Management Projects in Parana, Santa Catarina, Sao Paulo and Mato Grosso), this
project has adopted: (i) a highly transparent decision-making structure, relying upon objectively verifiable beneficiary screening
criteria, beneficiary participation at all subproject stages, and investment selection criteria which emphasize economic and
environmental sustainability; and (ii) a comprehensive monitoring and evaluation system to measure and improve project
pefformance, minimize resource deviations and document project impact and lessons learned.
11. Indications of borrower commitment and ownership
The project reinforce the some of the key elements of the State's economic development strategy designed to reduce rural
poverty, protect the State's natural resource base, increase private sector participation and improve public sector efficiency.
The project would contribute to reduce the potential impact of the ongoing State Reform Program on rural communities,
and would consolidate and strengthen existing State initiatives in the rural sector. Despite its fiscal austerity program, the
State has demonstrated the priority accorded to rural development by increasing budgetary support to EMATER to improve
its rural extension work. Furthermore, financial commitment would be ensured by a series of implementation features,
including: (i) the establishment of a project account providing a readily available amount of counterpart funds; (ii) the
creation of a separate item for the project in the annual budget of the Secretariat of Agriculture and; (iii) the formal
intention of participating municipalities to contribute a significant share of the counterpart funding requirements for
subproject implementation, thus contributing to reduce the impact of the project on the State's financial resources. In
addition, the borrower has already prepared a series of key documents for project implementation, which were submitted for
Bank review and approval prior to loan negotiations, as follows:
* draft legal documents for the establishment of the Project Executive Secretariat (SEP) incorporating the structure and

job description of the main positions;
* draft agreement between SAA and BANRISUL including a detailed description of the operational procedures to be

implemented by BANRISUL for the transfer of project funds to be beneficiary communities and the subsequent
monitoring of subprojects;

* draft agreement between SAA and each participating agency, including EMATER, FEPAM, and EMBRAPA;
* final drafts of the Project Implementation Manual and Annual Operating Plan (POA) for 1997; and
* draft outline of the TOR for all evaluations to be conducted by the project (socioeconomic conditions of beneficiaries,

project impact on land and natural resources management, mid-term review) as well as consulting services and research
projects to be contracted during the first year of project implementation

12. Value added of Bank support
The Bank, with its extensive experience in poverty alleviation and natural resources management in Brazil and, most
recently, in southern Brazil, is uniquely qualified to support the Government of Rio Grande do Sul in its efforts to reduce
rural poverty by improving living conditions, stimulating the rural economy and promoting sustainable agricultural
production and agro-enterprises. The Bank's expertise in these areas contributed to the design of a highly decentralized
project based on participation of beneficiaries, who are targeted by means of simple and easily verifiable eligibility criteria
and will provide valuable guidance in project implementation and supervision. Because of its experience, the Bank advised
for: (i) subproject standardization, to facilitate the subproject cycle; (ii) cost-sharing arrangements, to ensure sustainability;
and (iii) a strong project monitoring and evaluation system.
Block 3: Summary Project Assessments (Detailed assessments are in the project file. See Annex 8)
13. Economic Assessment [XI Cost-Benefit Analysis: NPV=US$ 201.0 I I Cost Effectiveness [ Other
(see Annex 4): million; ERR=20.9% Analysis: [Specify]
Fiscal impact (*):
Taxes: US$ 38.7 million; Subsidies: US$ 56.2 million, over implementation period
(*) Excluding research, training, GIS, and studies
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Based on assumptions made of likely profiles of beneficiary demand, the internal economic rate of return (IERR) of the
project's natural resources management activities has been estimated at 21%. This rate of return is considered conservative
as it does not take into account the long-term benefits to farmers accruing from reduced soil run-off, nor does it capture the
"without-project" productivity losses due to declining soil fertility. Further, an analysis of a sample of likely off-farm
income-generating subprojects indicates that the IERRs would range from 15% to over 30%. Adequate returns from these
investments would be assured, as the project would finance only technically and economically sound proposals, i.e., IERR
exceeding 12%, the estimated opportunity cost of capital. In terms of sensitivity analysis, the calculations show that the
overall IERR of the project decreases from 21% to 16% and 16.8% when benefits fall by 10% or costs increase by 10%,
respectively. If both sensitivity analysis assumptions occured simultaneously, the project's IERR would remain at an
acceptable 11.7%.

Given the demand-driven nature of the project, estimates of the fiscal impact of the project were based on the actual taxes to
be generated by purchases made by the project. Although the cost benefit analysis results in a net fiscal loss during the
implementation period, this would be rapidly offset in the medium term by a considerable reduction in subsidies to the target
population, combined with a substantial increase in taxes generated by subproject revenues.

............................................................................. ............ ....... ... ....................................... ..............
14. Financial Assessment (see Annex 4) NPV=US$ 376.5 million; FRR= 33.3%
The overall financial rate of return (FRR) of the project's natural resources and income generation activities has been
estimated at 33.3%. Individual subprojects, selected from a sample of potential income-generation subprojects, show a
range of relatively attractive financial returns (see table in Annex 4), thus suggesting that potential beneficiaries would have
adequate financial incentives to participate in the project..... ................................................................................. ............... ..... ........................................................................................................................................
15. Technical Assessment:
The project is technically sound, given that:
* The basic constraints to improved natural resources management and the current living conditions of the rural poor have

been adequately diagnosed during preparation;and innovative and viable operational mechanisms have been selected to
address the identified constraints, both in terms of natural resources management and rural poverty alleviation.

* Proven packages of appropriate technologies are readily available to project beneficiaries.
* An effective network of support services from public and private sources, operating predominantly at the local level

would be established and strengthened.
The compliance of individual beneficiary subprojects with adequate technical and operational standards would be ensured
by a combination of factors, including technical support in the identification, preparation and implementation of proposals,
as well as the establishment of a comprehensive monitoring and evaluation system, primarily based on a "physical and
technical audit" mechanism that would cover a representative sample of subprojects
16. Institutional Assessment:
Despite the inherent risks of the highly decentralized nature of the two main components, the project is institutionally sound,
based on the following features:
* Effective implementation of beneficiary subprojects would be ensured by the coordinated participation, particularly at

the local level, of three key entities: the Municipal Council (promotion and prioritization), EMATER (technical
support), and Banrisul (financial management and monitoring of subproject implementation). EMATER and Banrisul
currently maintain a network of adequately-staffed local offices in all municipalities of the State. Both institutions
would provide not only operational support to Municipal Councils and subproject beneficiaries at the field level, but
also direct linkage and managerial feedback to the Secretariat of Agriculture (SAA), through a well structured reporting
system to the Project Management Unit (SEP). The roles and responsibilities of each of the institutions participating in
the subproject cycle have been clearly defined during preparation, and described in detail in the Project Implementation
Manual, developed with the active participation of each agency.

* Current weaknesses in the capacity of institutions involved in various aspects of natural resources management and
environmental issues would be addressed as part of the project. The project would strengthen the operation of selected
units within SAA, including the Natural Resources Department (DRNR). With regards to the management of selected
state parks and reserves; the Cadastre Department (DACC), to improve existing land titling operations; the agricultural
information system and GIS; and the Animal Health Department (DPA), to improve monitoring and inspection of



Project Appraisal Document Page 9
Country: Brazil Project Title: Natural Resources Management and Rural Poverty Alleviation Project

l livestock subprojects financed by the project. In addition, FEPAM, the State's Environmental Protection Agency,
would be supported to facilitate their role in the environmental screening of subprojects and training of project staff on
environmental issues.

* Effective overall administrative and institutional coordination of the project would be provided by a Project
Management Unit, Secretaria Executiva do Projeto (SEP), which would be staffed by a team of highly qualified
professionals in managerial, technical and administrative disciplines. The core staff of the SEP would be sourced form
the Project Preparation Unit, thus ensuring adequate understanding of both project design and implementation

.requirements. At appraisal, the job descriptions for all managerial position e SEP were reviewed by the Bank.
17. Social Assessment:
The project is expected to directly reach about 40% of the 234,000 poor smahllolder families, the State's target population.
Many of those not directly serviced by the project would benefit indirectly through greater rural economic activity and
employment opportunities, as well as improved soil and water conditions. However, once this project has been implemented
successfully, the government could consider expanding coverage to reach the entire target population (see Section 20:
Sustainability). While women are expected to participate in every project phase and component, specific training activities
have been tailored to accommodate their special logistic constraints.

An estimated 16,00 indigenous people are included among the rural poor in Rio Grande do Sul. These indigenous people
belong to two distinct ethnic groups, the Kaingang and the Mbya-Guarani, and scattered in some 30 communities, mostly
located in the northern area of the state. The Federal Government's Foundation for Amerindian Affairs (FUNAI) was
consulted on project design and agreed to provide the necessary support to ensure access and participation of indigenous
communities in project activities. A satisfactory Indigenous Participation Plan was designed and incorporated into the
Imleetation Manual.
1 .E v r n e t lA s s m n :E v r n e t lC t g r[I A[ I B1.............................................................................................................................................................................................................................................18. Environmental Assessment: Environmental Category [ I A [X] B [1] C
Because of its strong natural resource management orientation, the project is expected to yield major direct and explicit
environmental benefits, particularly in soil conservation, and park and natural reserve protection. The project would not
involve: (i) deforestation; (ii) threat to biodiversity; (iii) construction of new roads or large water control works; or (iv)
negative impacts on ethnic groups. NGOs, regional commissions and state agencies, assembled in August 1996, concluded
that the project was environmentally sound. The environmental screening criteria for subprojects would be incorporated
into the Project Implementation Manual and reviewed by the Bank prior to loan effectiveness. The procedures for
incorporating environmental dimensions into the subproject cycle would vary with the subproject depending upon: (i) the
expected change in land use, with particular reference to rural roads; (ii) the degree of rehabilitation needed within
microcatchments; and (iii) the potential for the generation of point-source pollution. Federal and state legislation, applicable
to the project area, provides adequate environmental safeguards, applying environmental quality standards which meet Bank
requirements. Enforcement of environmental laws and regulations has been effective. Operational support to FEPAM and
EMATER, the agencies directly related to environmental assessment and management, is provided for in the project's
train.i and institutional stren th components...... ..................................................................................................................trainin.and.institutional..t.en.........com.onen
19. Participatory Approach: Identification/Preparation Implementation Operation

Beneficiaries/community groups IS/CON/COL IS/CON/COL IS/CON/CO
L

Intermediary NGOs IS/CON ISICONICOL ISICOL
Academic institutions IS/COL IS/COL CON/COL

Local government IS/CON/COL IS/CON/COL CON/COL
Information Sharing (IS); Consultation (CON); and Collaboration(COL)
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The preparation team designed the project with substantial input from discussions held with representative communities
concerning the socioeconomic needs and goals of the project's target population. The project would be primarily driven by
the beneficiaries, who would participate in the identification, preparation and implementation of subprojects. Beneficiaries
and their representatives would participate in the Municipal Council deliberations determining the subproject portfolio. In
addition, throughout project implementation, selected target communities would be monitored by means of participatory
rapid rural appraisals (RRA) to determine project progress and interim effects, and provide valuable feedback to improve
project performance. By requiring a high degree of beneficiary participation, an indirect project gain would be the
consolidation of civil society among the poorer segments of the rural sector. A comprehensive participation plan was
developed and incorporated in the Implementation Manual.
20. Sustainability:
The project would be fiscally, economically and environmentally sustainable. The comprehensive targeting mechanism
utilized during project preparation, the resulting eligibility criteria developed to screen project beneficiaries, combined with
the establishment of a rigorous individual graduation mechanism, and the expected substantial overlap of land management
and poverty reduction interventions, would ensure the overall sustainability of project actions. Based on estimates of the
State Reform Loan, the State's fiscal situation is expected to be sound enough to fully cover the loan's financial obligations.
In terms of replicability, the project is sustainable since expanding project coverage to the entire target population would
require an estimated US$550 million equivalent to about 1% of the State GDP (US$50 billion). The project would be
economically sustainable as only income generating subprojects with an IERR exceeding the opportunity cost of capital
would be considered for project financing. Furthermore, a cost recovery system could be introduced for income generating
subprojects, provided that a viable and sustainable mechanism can be identified during the initial stages of project
implementation. The draft TORs for a study on cost recovery options, combined with an assessment of the existing rural
finance system in the State were prepared and agreed upon during negotiations. By introducing sustainable natural
resources management practices, environmental sustainability would be a direct and explicit project benefit.
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21. Critical Risks (see fourth column of Annex 1):
Risk

Risk Rating Risk Minimization Measure
Project Outputs to Development
objectives
Impact of subprojects on beneficiary
incomes and agricultural productivity is Low to Proven natural resources management practices are available.
lower than estimated moderate Transparent procedures, clearly defined eligibility criteria and

intensive monitoring ensures project resources reach target
population.
Quality and sustainability of projects would be ensured by
standard designs, technical assistance in design and
implementation, and cost-benefit analysis requirement in
proposals

Although highly qualified in dissemination
of agricultural technologies, EMATER-RS Low The project would rely substantially on private technical
staff might not have the capacity to provide assistance and would train EMATER staff in social aspects,
adequate technical support to the poverty including participative methods and preparation and appraisal
alleviation component. methods for social infrastructure and small-scale non-agricultural

subprojects.

Project Components to Outputs
The project's decentralized nature and the Low to The project, while decentralized, is strongly based upon the
limited organizational capacity of the target Moderate commitment of municipal governments and local organizations, as
population could delay subproject well as the efficient networks of EMATER-RS and BANRISUL.
implementation. In addition, the project would provide technical assistance as well

as a comprehensive dissemination and training program to field
staff, local private organizations and beneficiaries, to ensure
adequate awareness of the terms, conditions, and procedures for
implementation of subprojects.

To further minimize the chance of a slow project start-up, the
Borrower would be required to prepare a minimum of 100
Microcatchments Development Plans, as a condition for loan
effectiveness.

Adequate and timely provision of Moderate The establishment of a project account would ensure availability
counterpart funds and other assistance of counterpart funds for subproject financing. In addition, the
could be impeded by budgetary and State budget for 1997 includes adequate funding of activities
logistical constraints. included in the project's Annual Operating Plan (POA).

Overall project risk rating Low Given the government's commitment, the high caliber of its
staff, and the clearly defined criteria, rules and procedures for
subproject implementation at the local level, there are
reasonable probabilities of a successful implementation.
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22. Possible Controversial Aspects:
No controversal aspects are envisaged given that all potentially conflicting issues have been adequately addressed during
preparation, including:

* Elimination of potential overlaps with activities of the IDB-financed Pro-Guaiba Project.
* Participation of indigenous people in project implementation.
* Role of NGO's in: (i) supporting project promotion, (ii) providing assistance to beneficiary communities, and (iii)

contributing to periodic assessments of implementation mechanisms.
Block 4: Main Loan Conditions
23. Effectiveness Conditions

* establish the SAA Project Account and make initial deposit of US$1.5 million equivalent;
* adopt the Projcct Implementation Manual, acceptable to the Bank;
. establish the SEP, the SEN, the Project Council and a minimum of 30 (thirty) Municipal Councils;
. present a minimum of one hundred (100) Microcatchment Development Plans, acceptable to the Bank, located

in the project's priority region;
* present the POA for the project's first year, acceptable to the Bank; and
* make effective and furnish to the Bank the agreement between SAA and BANRISUL.

24. Other
* Conditions of disbursement would be the approval of the first five subprojects of each type (natural resources

management, infrastructure and income generation). Not later than 90 days after Loan Effectiveness, the Borrower
would establish, to the Bank's satisfaction, the Project Monitoring System (SMG).

Block 5: Compliance with Bank Policies
[XI This project complies with all applicable Bank policies.

Task aar: i C rroll Country Director: Gobind T. Nankani
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Natural Resources Management and Rural Poverty Alleviation Project

Project Design Summary

Narrative Summary Key Performance Indicators L' Monitoring and Supervision Critical Assumptions

CAS Objective Reduce incidence of rural poverty Socioeconomic Evaluations
in the project priority area by

Poverty Alleviation 40% by Project Completion. Mid-Term and Final Project
Evaluations

Project Development Average beneficiary's household Beneficiary surveys (Development Objectives
Objectives income increased 15% by Project to CAS Objective)

Completion. Rapid Rural Appraisals
Protection and (RRA) and Participatory Government maintains its
conservation of natural Crop yields increased by Project Rural Appraisal (PRA) commitment to the
resources Completion reduction of rural poverty.

Recordings from
Increased income and Improved soil and water microcatchment monitored Macroeconomic and trade
standard of living of the conditions by Project Completion extension sites and reference policies are stable.
rural poor (moisture retention increased by farms

5% and solid materials reduced No major deviation from
by 10%) EMATER Reports average climactic

conditions

Project Outputs Social infrastructure subprojects Monthly records of (Outputs to Development
implemented (3,700) BANRISUL Objectives)

Improved social
infrastructure Income-generating projects Monthly reports of Improved agricultural

implemented (31,000) EMATER-RS project practices and small-scale
Increased income- activities income-generating
generating activities and Natural resources management activities significantly
employment subprojects implemented (900) Rapid Rural Appraisal increase the income levels
opportunities in rural of rural poor households.
areas Park and natural reserves Project Progress Reports

rehabilitated (20,000 ha) Improved resource
Natural resources Subproject physical audits management increases
management practices Municipal Councils established agricultural productivity
adopted by farmers (350) and reduces environmental

degradation.
Improved delivery of
basic social and Subproject implementation
productive services to is adequately supported by
the rural sector public and private technical

assistance.

1/ Project Implementation Manual includes a comprehensive list of indicators to be monitored. The supplemental letter to the loan
agreement contains specific impact indicators with quantifiable benchmarks.
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Narrative Summary Key Performance Indicators Monitoring and Supervision Critical Assumptions

Project Components US$65.2 million are allocated for Project MIS (Components to Outputs)
microcatchment development

Natural Resources subprojects over the life of the Disbursement Records Counterpart funding would
Management project be made available on an
Subprojects Audit Reports adequate and timely basis.

US$103 million are allocated to
Social Infrastructure social infrastructure and income The subproject approval
and Income-Generation generating subprojects over the cycle is not affected by
Subprojects life of the project decentralization or

organizational limitations
Support Services US$21.9 million are allocated to of the target population.

technical assistance,
Institutional dissemination, training and
Strengthening adaptive research

US$12.4 million are allocated to
strengthen the operation of
selected departments within SAA
and FEPAM
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Natural Resources Management and Rural Poverty Alleviation Project

Detailed Project Description

1. Natural Resources Management - US$60.6 millien

This component would be targeted to small and poor farmers living within microcatchments located in the project priority
area. The purpose of the component would be to reduce land degradation and natural resources management introducing
sustainable soil and water conservation practices to groups of eligible farmers organized within the microcatclment. Based
on tentative demand projections, the component would directly benefit about 112,000 rural households in over 1,000
microcatchments, by providing grants to finance subproject proposals included in the Microcatchment Development Plan,
an integrated plan to be prepared by the group of beneficiaries in each microcatchment, with technical assistance from
EMATER-RS or professionals from private organizations (cooperatives, NGOs, universities, etc.). The main elements
expected to be included in the subprojects would include soil conservation infrastructure (terracing and contours, subsoil
ripping, gully control, vegetative strips, etc.), small farm equipment (direct planting machinery, minimum tillage
implements, subsoil plows, and inputs (lime), improvement and/or rehabilitation of roads within assisted microcatchments,
forestation of degraded areas and river banks, agro-chemical mixing and disposal facilities, and technical assistance.

2. Poverty Alleviation - US$96.4 million

This component would provide grants to finance up to 80% of the costs of social infrastructure and income-generation
subprojects targeted to groups of rural poor households predominantly living in the municipalities and microcatchments of
the project's priority area. It is estimated that poverty alleviation activities would reach about 85,000 poor families.
Eligibility of groups and individual households would be determined through a screening process, utilizing a set of poverty-
linked objectively verifiable criteria, conducted by local EMATER staff, and validated by the Municipal Councils. To
ensure that, despite the demand-driven nature of the project, the subprojects are adequately linked to project objectives, a
series of mechanisms for subproject selection, based on beneficiary and subproject eligibility, have been developed. The
component would finance subproject proposals prepared and presented by beneficiary groups, with assistance from public
or private sponsors. EMATER's field staff of EMATER would review proposals to ensure their technical, economic and
environmental soundness. The proposals would subsequently be presented to the Municipal Council which would confirm
the proposals for financing and submit them to the SEP, which would instruct BANRISUL to transfer the approved funds to
the beneficiaries.

Social Infrastructure subprojects would help improve the standard of living of rural poor families. According to
demand projections, the subprojects are expected to benefit more than 43,000 poor households by financing
investments in social infrastructure through grants, including installment of connections to provide household
electricity, improvement in residential water and sanitation services, and provision of community facilities.
Income-generation subprojects would help to increase household earnings, diversify income sources and provide
rural employment. The sub-component would benefit some 42,000 beneficiaries, and would finance on- and off-
farm subprojects involving diversification of production systems (small-scale livestock production, fish farming,
greenhouses, etc.) and establishment of cottage agroprocessing industries, craft and textile manufacturing facilities.
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3. Support Services - US$20.1 million.

This component is designed to achieve the short-term objective of ensuring effective project implementation by providing
adequate support to subproject beneficiaries, as well as the longer-term objective of improving the performance of public
institutions and the participation of the private sector, in the delivery of support services to the rural sector. Activities to be
supported include:

Adaptive Research - US$3.0 million

This sub-component would finance research activities under direct-contract and competitive bidding mechanisms.
EMBRAPA, the national research organization with two centers located in Rio Grande do Sul, would be allocated
about 40% of the research budget to validate and transfer cost-effective production and soil conservation
technologies through a network of reference farms, representative of the project's target agro-ecological conditions
and beneficiaries. The remaining 60% of the adaptive research budget would be awarded through competitive
bidding to finance demand-driven proposals to other research agencies to investigate income generation and natural
resource conservation issues, according to the priorities identified by project beneficiaries.

Training - US$11.7 million

This sub-component would provide a comprehensive training program to both project beneficiaries and staff of
institutions involved in project implementation. Training for beneficiaries would be coordinated by EMATER,
while the training programs for executing agencies would be implemented by the Foundation for Human Resources
Development (FDRH). With regards to project beneficiaries, the training program would be complementary to the
extension activities envisaged, and would include the diverse elements of the subproject cycle (identification,
preparation and implementation), as well as addressing technical and social skill gaps needed for overall
improvement of quality of living and generation of income. The training activities are expected to be delivered both
on-site and residentially, depending on the nature of the specific training event and the constraints of beneficiaries.
For the residential portion of the program, the project would help to improve the infrastructure and specialized
equipment of existing training centers within the project priority area. The training component would involve an
estimated 3,600 on-site and 1,800 residential training events, involving about 54,000 and 26,000 beneficiaries,
respectively. Once the training centers are fully operational, the SAA plans to transfer the management and
administration of facilities to qualified local institutions, such as community organizations or farmer cooperatives.

Technical Assistance - US$5.4 million

In order to ensure adequate technical input in the identification, preparation and implementation of subprojects, the
project would provide technical assistance to beneficiary groups. This would involve the recruitment of locally-
based private consultants or institutions, as well as the support to be provided by public institutions, particularly
EMATER. In addition to private consultants, the component would finance the operational upgrading of
EMATER's field offices in the project priority area, including computers, office equipment, and vehicles, aimed at
supporting the various stages of the subproject cycle, providing technical support to the Municipal Councils, and
delivering improved extension services to project beneficiaries.

4. Institutional Development - US$11.5 million

Agricultural Information System - US$0.5 million

The project would support the establishment and dissemination of a comprehensive data base containing
information on agricultural production, producer and market prices, production cost, trade, as well as local and
intemational market demand.
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Institutional Strengthening- US$3.3 million

This sub-component would strengthen the operation of selected departments within SAA with direct responsibility
in project execution such as DACC, DPA, and SEN and of the State Environmental Protection Agency (FEPAM).
Specifically, the project would provide the necessary equipment to assist DACC in delivering land titling and GIS
services, DPA for the improvement of monitoring and inspection duties regarding livestock subprojects involving
livestock and SEN for the promotion of non-traditional exports among project beneficiaries. Support to FEPAM
would be aimed at the agency's participation in the environmental screening of subprojects as well as the
coordination and delivery of environmental training to project staff working in the field (EMATER extensionists,
municipal technicians, etc.).

Parks and Natural Reserves - US$4.3 million

This sub-component would provide support to DRNR aimed at improving the administration and management of
five of the State's parks and natural reserves (Espigdo Alto, lbirapuitO Litoral Norte, Rondinha, and Turvo). In
particular, the project would assist in the development and implementation of management plans for selected parks,
reclaim several hundreds of ha of "protected" land under effective protection and establish sustainable fee revenue
sources for park administration by attracting visitors with improved facilities.

Studies - US$1.0 million

The project would finance a series of studies that would contribute to the sustainability of project activities and the
improvement of the State's knowledge base for defining sectoral policies, as well as improving operational and
technical strategies in support of the rural community. Specifically, the need has been identified to conduct studies
in the areas of rural finance, cost recovery mechanisms, role and alternatives of small-scale farming within
Mercosul, and improvement of socioeconomic data collection and analysis on rural poverty.

Geographic Information System (GIS) - US$2.4 million

This sub-component would finance the hardware and software, as well as training of staff, necessary for the
establishment of a GIS, to strengthen Government capacity to monitor changes in natural resources use and
management.

5. Project Management- US$5.4 million

Project Executive Secretariat - US$3.3 million

Although the irnplementation of the project involves a limited number of institutions, the highly decentralized nature
of the project calls for the need to establish a unit responsible for coordination of project implementation and
administration, particularly to ensure adequate technical and institutional linkage in the operation of the subproject
cycle. The Project Management Unit (SEP) would be established within the Secretariat of Agriculture, reporting
directly to the Secretary, and would be comprised of a small group of highly qualified professionals in charge of
coordinating the delivery of project components, providing quality control and feedback, as well as a team of
experienced administrative staff, who would maintain and consolidate project finances and accounts, as well as
supporting all stages of the procurement process for the works, goods and services to be purchased under the
project. The core staff of the SEP would be sourced form the Project Preparation Unit, thus ensuring adequate
understanding of both project design and implementation requirements. At appraisal, the job descriptions for all
managerial positions within the SEP were reviewed by the Bank.
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Through a combination of direct assistance, training and supervision, the SEP would ensure compliance by all
participating institutions with the procedures specified in the Project Implementation Manual, timely delivery of
project resources and services to beneficiaries, and adequate utilization of administrative, financial, procurement,
and reporting procedures. Given the State's limited experience with Bank operations, it is envisaged that
comprehensive training on Bank procedures for procurement and disbursements will be required for SEP's
managerial and administrative staff. With the exception of purchases for beneficiary-demanded subproject, the
SEP would be responsible for preparing the majority of bidding documents for the project and will also be
responsible for assisting staff of other participating agencies in the elaboration of all documentation required for
procurement of goods works and services under the project.

Monitoring and Evaluation - US$2.1 million

In order to provide adequate supervision of project implementation, as well as an assessment of the impact of
project interventions on beneficiaries, a comprehensive Monitoring and Evaluation System (M&E) would be
established and operated by the Monitoring and Impact Assessment Unit (UMA) within the Project Management
Unit. The MIA would be responsible for standardizing, coordinating, processing, consolidating and reporting on
the input and output data generated by the individual agencies, involved in project implementation. The most
critical aspect of the M&E system will involve the adequate monitoring of those components providing direct
assistance to beneficiaries (i.e. Natural Resources Management and Rural Poverty Alleviation). Given the
operational features of the subproject cycle (decentralized decision-making and implementation, direct financing of
beneficiary investments), Banrisul would be required to combine its role as financial agent responsible for
transferring funds to project beneficiaries with the monitoring of subprojects. The design of the comprehensive
monitoring system is based on a periodic inspection by a qualified team from Banrisul of a randomly-selected
sample of approximately 10% of approved subprojects. For each subproject selected, Banrisul would conduct a
detailed technical audit, involving on-site verification of, and/or compliance with, a series of key subproject
features, including: (i) beneficiary eligibility criteria; (ii) procurement procedures followed, and purchases made in
accordance with specifications of subproject proposals; (iii) sourcing and allocation of financial resources; and (iv)
assessment of subproject establishment and operation.

In response to its dual role within the M&E system, Banrisul would provide SAA with regular reports required for
the project's financial management, as well as specific reports on the physical audits conducted. Eventual
adjustments to subproject implementation procedures and/or specific actions resulting from the audits would be the
responsibility of SAA/SEP, in consultation with the Bank when changes to the Implementation Manual are
involved.

The evaluation of the overall performance and impact of the project will be coordinated by the SEP, and would
involve standard evaluation procedures complemented with beneficiary assessments. Operationally, the evaluation
of socioeconomic aspects of the project would be conducted by a specialized team sourced from two independent
institutions: the locally-based Foundation for Economic Studies (FEE) and the Getulio Vargas Foundation (FGV),
with extensive relevant experience nationwide. In addition, a more technically focused evaluation of the impact of
project interventions on natural resources would be conducted by EMBRAPA through the compilation and analysis
of the evolution of key soil and water indicators in microcatchments assisted by the project. Specific TOR for both
evaluations have been prepared while the implementation procedures would be fully described in the
Implementation Manual.
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Annex 2b
BRAZIL/Rio Grande do Sul

Natural Resources Management and Rural Poverty Alleviation Project

Targeting and Eligibility Cnrteria

Beneficiary targeting: The total rural population of Rio Grande do Sul is approximately 2.1 million inhabitants, of which
an estimated 360,000 families are small farmers, including 234,000 categorized as poor (i.e., incomes below 1.5 minimum
monthly salaries [SMM]). Of these, the project would be targeted to: (i) the small farmers living in microcatchments
featuring soil limitations and located within the priority area; and (ii) rural poor households throughout the State.
Consequently, the project is expected to reach a total of about 132,000 rural households, of which an estimated 98,000
would be poor and 33,000 would be small farmers. In terms of eligibility, small farmers would only benefit from soil and
water conservation investments within microcatchments, while poor households would be eligible for support for both
natural resources subprojects (if residing within an eligible microcatchment) and poverty alleviation subprojects.

Based on the available official demographic data, the proportion of small and poor farmers within representative
microcatchments surveyed during preparation, and the participatory assessment of expected beneficiary demand for
subprojects, the following breakdown of beneficiaries by component is estimated:

Component Poor Households Small Farmers Total

Poverty & NRM 66,000 66,000

NRM 13,000 34,000 46,000

Poverty 19,000 - 19,000

TOTAL 98,000 34,000 132,000

Geographical targeting: Given that the most severe land management problems are concentrated in the northem and central
partions of the state, and in order to concentrate institutional resources, the Natural Resources Management Component
would be implemented within the boundaries of a pre-defined priority area, representing approximately 45% of the total
area of the state. This area presents the most severe soil erosion problems and the highest concentration of small farmers.
Although the majority of the state's rural poor are also located in the priority area, eligible beneficiaries for poverty
alleviation activities would not be geographically restricted, given that pockets of rural poor households exist throughout
the state.. The priority area covers a total of approximately 14.5 million ha comprising five agroecological regions, 313
municipalities and about 68% of the rural population of Rio Grande do Sul. Due to the criteria utilized for geographical
targeting, all natural resources subprojects and an estimated 80% of poverty alleviation subprojects are expected to be
implemented within the defined priority area.
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Eligibility Criteria: Project assistance would be provided to conmmunities or groups of eligible beneficiaries in the form of
subprojects financed on a grant basis with the exception of a pilot rural finance scheme, involving partial cost recovery for
income-generating subprojects. To be eligible for project support, individual beneficiaries within the group would have to
meet a series of easily verifiable selection criteria related to holding size, living conditions and source of income. Regarding
size, eligible holdings would be screened using the M6dulo Fiscal (A47), a unit determined for each municipality, based on
the particular agroecological conditions of the area. In the project area, one MF ranges between 7 and 20 ha. To be eligible
for poverty alleviation subprojects, each household within the community or group would: (i) own or farm a unit of up to
one MF; (ii) reside permanently on the property; (iii) not require hired labor for production; and (iv) not own powered
agricultural machinery or vehicles. In addition to beneficiary eligibility, subproject eligibility would be determined, based
on a comprehensive set of criteria contained in the Project Implementation Manual (a condition of loan effectiveness),
including subproject size, amount requested by beneficiary, cost sharing contributions, utilization of standard designs for
infrastructure and absence of non-eligible features (i.e. land acquisition, road construction, destruction of forests). In the
case of NRM, subprojects would be implemented exclusively within microcatchments located in the priority area. Eligible
communities would be comprised of individual beneficiaries of the microcatchment, who would be: (i) poor farmers living
within a microcatchment presenting soil degradation or erosion limitations; and (ii) small farmers with a maximum area
equivalent to 2 MFs.
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Annex 3
BRAZIL/Rio Grande do Sul

Natural Resources Management and Rural Poverty Alleviation Project

Estimated Project Costs

Project Component Local I Foreign Total
---------------------US $ million------------------

Natural Resources Management 57.7 2.9 60.6
Poverty Alleviation 86.4 10.0 96.4
Support Services 18.1 2.0 20.1
Institutional Strengthening 10.1 1.5 11.6
Project Management 5.1 0.3 5.4

Total 177.4 16.7 194.1

Total Baseline Cost
Physical Contingencies 2.1 0.1 2.2
Price Contingencies 11.1 1.0 12.1

Total Proiect Cost 190.6 | 17.8 208.4
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Annex 4
BRAZIL/Rio Grande do Sul

Natural Resources Management and Rural Poverty Alleviation Project

Cost Effectiveness Analysis Summary

(US$ million as of July 1996)

Present Value of Flows Fiscal Impact"'
Economic Financial
Analysis Analysis Taxes 2' Subsidies 2J

Benefits 1,170.1 1,305.2 38.7 56.2

Costs 969.1 908.7

Net Benefits: 201.0 396.5

IRR: 20.9% 33.3%

I/ Excluding research, training, GIS and studies.
2/ Figures refer to the implementation period only.

Main Assumptions:

1. Given the demand-driven nature of investments to be made by project beneficiaries, it is not possible to determine a
prion the axact composition of the overall investment program to be fimanced by the project. Some working hypotheses
of likely beneficiary choices were developed to estimate the intemal economic rate of return of the project's natural
resource management and income generating activities. Illustrative farm models and microcatchment areas were
developed to arrive at the estimated rate of return of natural resources management activities. As only activities identified
and presented by potential beneficiaries would be considered, an ex-ante determination of costs and benefits of income
generating investmrents would not be feasible. Consequently, economic return estimates for income generating activities
were based on a sample of investment sub-projects likely to be demanded by beneficiaries following the results of
participatory preparation work. Economic return calculations included the cost of incremental on-farm expenditure for the
adoption of improved natural resources management and sustainable agricultural production systems, the cost of
incremental investment in income generating subprojects, improved roads within selected micro-catchments, incremental
technical assistance to farmers, institutional strengthening, and the Project Executive Secretariat. The benefits considered
included increased production, lower farm costs, increased market sales, and reduced transport spoilage plus such benefits
as reduced road maintenance and water treatment costs. The intemal economic rate of return thus estimated (20.9%) is
conservative, since it does not take into account the long-term benefits to farmers accruing from reduced soil run-off and
erosion, nor does it capture "without project" productivity losses due to declining soil fertility. Regarding the project's
activities that would favor very poor farmers through basic infrastructure improvement, no rate of retum was calculated.

2. Poor farmers benefittng from both natural resources management and poverty alleviation activities (about 2/3 of poor
project beneficiaries) would have at least a two-fold increase in their income, which would bring them above the poverty
line. Poor household that would demand only natural resources management activites, are expected to generate an income
above the poverty line with their farming activites. The situation of poor households demanding only income generating
sub-project is uncertain, as the results will depend on the sub-project chosen. But, the demand-driven approach adopted
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by the project, combined with strict criteria to assess the technical and economic viability of beneficiaries' proposals,
would ensure that the best investment alternatives are chosen for financing. Moreover, the analysis of a sample of likely
off-farm projects indicated that intemal economic rates of return for these investments would range from 14% to over
35%. Adequate retums from these investments would be assured as the project would finance only technically and
econornically sound proposals, i.e., those with internal economic rates of return (IERR) exceeding 12%, the estimated
opportunity cost of capital.

3. Pricing Assumptions: Price contingencies were excluded and base costs plus physical contingencies less taxes were
used for the IERR. The rate of exchange of the Brazilian Real is currently determined in the open market. Furthermore,
given the policy reforms and the opening of the economy that has been taking place in the last two years, trade restrictions
have been gradually lowered and domestic prices tend to correspond much closer to border economic values. For the
purposes of economic analysis, border prices were estimated for main tradable produced by the project, based on World
Bank projections. A conversion factor of 0.90 was used for rest of tradable and machinery and fertilizers, with the
exception of urea for which specific conversion factor of 0.82 was used. While the project would increase on-farm and
off-farm employment in the priority areas, unemployment and under-employment would not be eliminated. Therefore,
shadow prices for unskilled labor were estimated at 80% of the market wage rate, while for skilled labor, the market rate
was assumed to reflect its opportunity cost.

Switchin2 values of critical items:
Sensitivity Analysis: Analyses performed to measure the sensitivity of the IERR to the estimated benefits and costs of the
natural resources management activities indicated that if benefits were to fall by 10% from their expected estimates, the
IERR would be 16%. Similarly, were costs to exceed their expected values by 10%, the IERR would be 16.8%. Finally,
if both situations were to occur simultaneously, the IERR would fall to 11.7%. Furthermore, the IERR would exceed
12%, the assumed opportunity cost of capital, even if benefits were 17% below their expected value or costs were to
exceed their expected value by 20%. Were the stream of benefits to occur one or two years later than expected, the IERR
would be 14.7% and 11%, respectively.

Main Switchina Values at 12%

Main Categor Percentage Chanae

Benefits:
Total Benefits -17.2%
Milk -71.2%
WMeat -102.4%
Rest of agricultural products -29.1%

Costs
Total Costs 20.7%
Agncultural Production Costs 21.1%
Other costs over 100.0%
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Financial Rate of Returns

Illustrative Subprojects

Income-Generating Investment Beneficiar Investmentl Production Gross FRR
Sub-Projects Costs y Groups .1 Farmer Costs Income (%)

(US$) (US$) (US$) (US$)

Fishpond 1,035 3 345 438 1,875 >35

Swine Production 13,325 10 1,333 4,850 8,900 23

Greenhouse 7,772 5 1,554 2,481 4,416 20

Drier/storage 7,500 10 750 100 4,400 15

Collective Soy Drier 106,000 80 1,325 9,600 144,000 23

Grain Storage 4,300 3 1,433 86 2,862 14

1/ Illustrative number of members
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Annex 5
BRAZIL/Rio Grande do Sul

Natural Resources Management and Rural Poverty Alleviation Project

Financial Summary

Years Ending December 31
(US$ million)

Implementation Period
1997 1998 1999 2000 2001 2002

Project Costs

Investment Costs 32.1 29.6 38.0 34.8 31.0 20.7

Recurrent Costs 2.1 3.9 3.5 3.9 4.2 4.4

Total 34.2 33.5 41.5 38.7 35.2 25.1

Financing Sources
(% of total project costs)

IBRD/IDA 55 53 52 51 51 55

Government 45 47 48 49 49 45

Total 100 100 100 100 100 100
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Annex 6
BRAZIL/Rio Grande do Sul

Natural Resources Management and Rural Poverty Alleviation Project

Procurement and Disbursement Arrangements

Procurement

Procurement methods: All procurement for the implementation of subprojects for natural resources and rural
poverty would be undertaken directly by the beneficiaries, while procurement for participating institutions would be
concentrated in the SEP. Specific procurement arrangements summarized in Table A, are as follows:

a) Contracts for goods estimated to cost US$350,000 equivalent or more, and contracts for works estimated to cost
(US$5.0 million equivalent or more would be procured through ICB procedures in accordance with Bank
guidelines.

b) Contracts for goods estimated to cost between US$100,000 and US$350,000 and contracts for works estimated
to cost between US$50,000 and US$5.0 million would be awarded through NCB procedures using standard bidding
documents (SBD) satisfactory to the Bank.

c) Contracts for the procurement of computers and vehicles estimated to cost less than US$ 100,000 equivalent per
contract up to an aggregate amount of US$300,000 equivalent, may be awarded on the basis of international
shopping procedures.

d) Contracts for goods (other than computers and vehicles) estimated to cost less than US$100,000 would be
procured through local shopping up to an aggregate amount of US$43.0 million; small works under Income
Generating, Land Management or Social Infrastructure Subprojects costing US$50,000 or less, not exceeding
US$94.0 million in the aggregate, would be procured under lumpsum contracts awarded on the basis of at least
three quotations from qualified contractors in response to written invitations.

(e) Consultant Services would be contracted in accordance with the provisions of the Guidelines for the Use of
Consultants by World Bank Borrowers, dated August 1981.

Prior review thresholds (Table B): All contracts for goods estimated to cost US$100,000 equivalent or more, and
all contracts for works estimated to cost US$50,000 equivalent or more would be subject to the Bank's prior review
of all documentation (LOI, TORs, proposals, evaluation reports and contracts). Bank prior review will not apply to
all documentation related to contracts for the employment of consulting firms and of individual consultants valued
at less than US$100,000 and US$50,000 respectively. These exceptions to Bank's prior review will not apply to
TOR's for such contracts sole-source selection of consulting firms, assignments of critical nature and amendments
to contracts for the employment of consulting firms or individual consultants, raising the contract value of
US$100,000 equivalent or more, and to US$50,000 equivalent or more respectively.
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Table A: Project Costs by Procurement Arrangements

(in US$ million equivalent)

Expenditure Category Procurement Method Total Cost
(including

ICB NCB Other Consulting N.B.F contingencies)
Services

1. Works 24.1 93.8 12.8 130.7
(12.0) (45.8) (57.8)

2. Goods 3.1 6.6 42.7 52.4
(1.8) (3.4) (16.9) (22.1)

3. Services 16.8 16.8
(13.5) (13.5)

4. Miscellaneous
Training Services 6 .6v 6.6

(4.2) (4.2)

Recurrent Costs 1.1 0.8 1.9
(0.6) (0.6)

Total 3.1 30.7 137.6 23.4 13.6 208.4
(1.8) (15.4) (63.3) (17.7) (0.0) (100.0)

Figures in parentheses are the amounts to be financed by the Bank loan.

Notes: N.B.F. = Not Bank-financed
1/ Fixed-price lumpsum (three quotations) for subproject works, local shopping for subproject goods, and recurrent

costs (travel ,perdiems, office maintenance and supplies) for the SEP.
2/ Includes consultant services (individuals and firms), technical assistance to beneficiaries, and subproject

administration fees
3/ Includes local shopping, direct contracting and consultant services for training activities.



Project Appraisal Document Page 28
Country: Brazil Project Title: Natural Resources Management and Rural Poverty Alleviation Project

Table B: Thresholds for Procurement Methods and Prior Review

Expenditure Type of Prior
Category Procurement Review

WNorks

UlS$50,000 Three Quotations None
$S50,000 -- US$5,000,000 NCB All

':,oods

< US$100,000 Local Shopping None
US$100,000 -- US$350,000 NCB All
> US$350,000 ICB All

3. Services
(a) Individual

US$50,000 Consultant Guidelines TOR
* US$50,000 Consultant Guidelines All

(b) Firns
< US$100,000 Consultant Guidelines TOR l/
* US$100,000 Consultant Guidelines All

1/ Except for simple source selection of consultants, assignments of a
critical nature and amendmnents to contracts raising the original contract
value above the threshold.
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Disbursements:

Table C: Allocation of Loan Proceeds

Expenditure Category Amount in Financing
US$ million Percentage

(1) Goods, Works and Services under
(a) Land Management Subprojects 22,800,000 50%
(b) Social Infrastructure Subprojects 19,500,000 50%
(c) Income Generating Subprojects 19,000,000 50%

(2) BANRISUL Fees 700,000 100%
(3) Works and Services for Road Rehabilitation 8,500,000 34%
(4) Support Services & Institutional Strengthening

(a) Goods 5,400,000 60%
(b) Works 3,200,000 50%
(c) Services 12,200,000 100%

(5) Operating Costs 750,000 75% up to US$250,000
50% up to US$500,000
25% thereafter

(6) Unallocated 7,950,000

Total 100,000,000

Special Account

In order to facilitate disbursements, a special account in an amount of US$7,000,000 will be opened in
BANRISUL to be operated by SAA under terms and conditions satisfactory to the Bank. The Bank would
make an initial deposit of US$3,000,000 until withdrawals from the loan have reached US$12,000,000.
SEP would submit replenishment applications for the Special Account on a monthly basis, or when 20%
the authorized allocation has been used, whichever occurs first. The replenishment applications will be
supported by the necessary documentation: a bank statement of the Special Account and a reconciliation of
the Special Account against Bank's records. Replenishment of the Special Account would follow Bank
procedures. The Special Account would be audited annually by independent auditors acceptable to the
Bank. Retroactive financing would be provided up to US$5,000,000 equivalent for eligible expenditures
made after December 16, 1996 or a date twelve months before the date of the Loan Agreement, whichever
is later.
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Annex 7
BRAZIL/Rio Grande do Sul

Natural Resources Management and Rural Poverty Alleviation Project

Project Processing Budget and Schedule

A. Project Budget (US$000) Planned Actual

N/A (110,600)

B. Project Schedule Planned Actual

Time taken to prepare the project (months) 11 months 15 months
First Bank mission (identification) October 1995 October 1995
Appraisal mission departure September 1996 January 1997
Negotiations October 1996 February 1997
Planned Date of Effectiveness January 1997 July 1997

Prepared by: Project Preparation Unit in the State Secretariat of Agriculture in collaboration with
staff of the State Secretariat of Planning

Preparation assistance: FAO/CP

Bank staff who worked on the project included: Michael Carroll (Task Manager), Peter
Wittenberg (Procurement Specialist), Estanislao Gacitua (Sociologist), Alberto Ninio (Lawyer)
and Ranji Rudran (Staff Assistant). In addition, the project team included Edgardo Floto, Vittorio
Silvestri, Sergio Figueroa, Michael Raczynski, Fernando Rodriguez and Anne del Castillo
(FAO/CP); and Luis Requeijo, Francisco Hoyos and Neil Thomas (Consultants). Peer reviewers
were Isabel Valencia (AFTE1), Charles Ameur (MN1NE), David Rosenblatt (LAIC2) and Johan
van Zyl
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Annex 8
BRAZIL/Rio Grande do Sul

Natural Resources Management and Rural Poverty Alleviation Project

Documents in the Project File

A. Project Implementation Plan
B. Bank Assessments

Rural Poverty Assessment
Natural Resources Assessment
Institutional Structure
Poverty Alleviation Component
Natural Resources Management Component
Roads Sub-Component
Research Component
Economic and Financial Analysis
Enviromnental Assessment
Monitoring and Evaluation System

C. Project Implementation Manual
D. Other

List of documents prepared by the Project Preparation Unit
Doc. 01 - Documento Basico
Doc. 02 - Marco Institucional
Doc. 03 - Diagn6stico Participativo/Pesquisa de Campo
Doc. 04 - Alivio a Pobreza e Viabiliza,co
Doc. 05 - Gera,ao e Melhoria de Renda
Doc. 06 - Manejo e Conserva,ao de Recursos Naturais
DoC. 07 - Pesquisa
Doc. 08 - Profissionaliza,ao de Pequenos Produtores Rurais
Doc. 09 - Titula,co de Terras
Doc. 10 - Unidades de Conservacao Estaduais - Parques e Reservas
Doc. 11 - Assistencia Tecnica Extensao Rural
Doc. 12 - Secretaria Executiva
Doc. 13 - Capacita,ao dos Executores e Co-Executores
Doc. 14 - Avalia,co e Monitoramento do Pr6-rural 2000
Doc. 15 - Sistemas de Gera,co de Informa,ces Agricolas
Doc. 16 - Plano de Comunica,ao e Divulgacao do Pr6-Rural 2000
Doc. 17 - Fortalecimento Institucional
Doc. 18 - Aspectos Ambientais
Doc. 18 - Aspectos Ambientais (Anexos)
Doc. 19 - Manualiza,ao
Doc. 20 - Subsidios para Avalia,ao Econ6mico-Financeira
Doc. 21 - Documentos Legais
Doc. 22 - Controles, Auditorias e Desembolso
Doc. 23 - Licitacoes e Contrata,ces
Doc. 24 - Plano de Execu9ao do Programa
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Annex 9
BRAZIL/Rio Grande do Sul

Natural Resources Management and Rural Poverty Alleviation Project

Statement of Loans and Credits
A. Statement of IBRD Loans and IDA Credits in Brazil (as of December 31, 1996)

Difference
Original Amount in US$ Millions Between actual

Project Loan Fiscal and expected
ID No. Year Purpose IBRD IDA Cancellations Undisbursed Disbursements a/

Number of Closed Loans/credits: 184

BR-PE-6367 L26810 1986 SALVADOR METRO DEVT 55.00 0.00 18.39 3.19 21.58
BR-PE-6392 L28640 1987 LVSTK DISEASE CNTL 51.00 0.00 10.00 0.00 10.00
BR-PE-6431 L28100 1987 SKILLS FORMATION 74.50 0.00 58.90 .78 59.68
BR-PE-6360 L29500 1988 IRR SUB-SECTOR 195.00 0.00 26.00 4.55 30.55
BR-PE-6407 L31020 1989 WATER SCTR SAO PAULO 280.00 0.00 0.00 12.83 12.83
BR-PE-6414 L30430 1989 NTRL GAS DIST 94.00 0.00 0.00 21.92 21.92
BR-PE-6448 L30180 1989 LND MGMT I-PARANA 63.00 0.00 0.00 1.38 1.38
BR-PE-6370 L30130 1989 NE IRRI JAIBA 71.00 0.00 0.00 8.09 7.43
BR-PE-6446 L31730 1990 NAT ENVIRONMT 117.00 0.00 0.00 43.02 43.02
BR-PE-6453 L31700 1990 NE IRRIG I 210.00 0.00 69.00 72.48 141.48
BR-PE-6473 L31600 1990 LND MGMT II-S. CATAR 33.00 0.00 0.00 10.01 8.81
BR-PE-6403 L31350 1990 NE BASIC HLTH SRV II 267.00 0.00 50.00 36.01 86.01
BR-PE-6442 L28831 1990 ITAPARICA 100.00 0.00 0.00 6.60 38.60
BR-PE-6492 L33760 1991 HYDROCARBN TRNSP/PRO 260.00 0.00 0.00 62.04 62.04
BR-PE-6364 L33750 1991 INNOV BASIC ED 245.00 0.00 0.00 121.94 116.68
BR-PE-6505 L34920 1992 MATO GROSSO NAT RES 205.00 0.00 0.00 117.05 105.39
BR-PE-6495 L34800 1992 NATL IND POLLUTN 50.00 0.00 0.00 17.79 17.79
BR-PE-6379 L34570 1992 METRO TRANSP.SPAULO 126.00 0.00 0.00 32.27 32.27
BR-PE-6454 L34440 1992 RONDONIA NTRL RES. M 167.00 0.00 0.00 53.57 44.23
BR-PE-6368 L34420 1992 WATER SECTOR MODERNI 250.00 0.00 0.00 123.76 104.i6
BR-PE-6547 L36330 1993 METRO TRANSP. RIO 128.50 0.00 0.00 69.87 60.53
BR-PE-6427 L36040 1993 NE BASIC EDUC II 212.00 0.00 0.00 96.66 52.95
BR-PE-6540 L35540 1993 WTR Q/PLN(MINAS GERA 145.00 0.00 0.00 85.89 84.13
BR-PE-6378 L35480 1993 STATE HWY MGMT 38.00 0.00 18.00 12.69 -7.31
BR-PE-6378 L35470 1993 STATE HWY MGMT 50.00 0.00 0.00 15.83 8.24
BR-PE-6541 L35050 1993 WTR Q/PLN(SP/PARANA) 117.00 0.00 0.00 73.78 71.88
BR-PE-6541 L35040 1993 WTR Q/PLN(SP/PARANA) 119.00 0.00 0.00 66.57 64.60
BR-PE-6541 L35030 1993 WTR Q/PLN(SP/PARANA) 9.00 0.00 0.00 7.51 7.42
BR-PE-6522 L37670 1994 ESP.SANTO WATER 154.00 0.00 0.00 125.60 65.66
BR-PE-6558 L37660 1994 PARANA BASIC EDUC 96.00 0.00 0.00 78.19 28.45
BR-PE-6543 L37330 1994 M. GERAIS BASIC EDUC 150.00 0.00 0.00 120.29 42.29
BR-PE-6555 L37150 1994 STE HWY MGT II 79.00 0.00 18.00 43.27 -17.73
BR-PE-6555 L37140 1994 STE HWY MGT II 87.00 0.00 0.00 25.73 -61.27
BR-PE-6555 L37130 1994 STE HWY MGT II 54.00 0.00 18.00 25.85 19.25
BR-PE-6452 L36630 1994 NE BASIC EDUC III 206.60 0.00 0.00 132.39 67.37
BR-PE-6546 L36590 1994 AIDS CONTROL 160.00 0.00 0.00 47.44 -.06
BR-PE-6524 L36390 1994 MINAS MNC.DEVELOPMT 150.00 0.00 0.00 92.29 49.29
BR-PE-38885 L39190 1995 RURAL POV.-SERGIPE 36.00 0.00 0.00 27.38 1.12
BR-PE-38884 L39180 1995 RURAL POV.- CEARA 70.00 0.00 0.00 65.80 11.96
BR-PE-35717 L39170 1995 RURAL POV. (BAHIA) 105.00 0.00 0.00 81.46 5.80
BR-PE-6564 L39160 1995 BELO H M.TSP 99.00 0.00 0.00 92.17 20.01
BR-PE-38882 L39150 1995 RECIFE M.TSP 102.00 0.00 0.00 100.98 22.98
BR-PE-6436 L37890 1995 CEARA UR.DV/WATER CO 140.00 0.00 0.00 121.35 40.35
BR-PE-37828 L40600 1996 (PR)R.POVERTY 175.00 0.00 0.00 175.00 16.66
BR-PE-6554 L40470 1996 HLTH SCTR REFORM 300.00 0.00 0.00 292.04 17.04
BR-PE-40028 L40460 1996 RAILWAYS RESTRUCTURG 350.00 0.00 0.00 226.17 -7.17
BR-PE-6512 L39240 1996 ENV/CONSICVRD) 50.00 0.00 0.00 37.34 -.54
BR-PE-6562 L41400 1997 BAHIA MUN.DV 100.00 0.00 0.00 100.00 0.00
BR-PE-39196 L41390 1997 RGS ST.REFORM 125.00 0.00 0.00 125.00 0.00
BR-PE-42566 L41220 1997 R.POVERTY(PE) 39.00 0.00 0.00 39.00 0.00
BR-PE-43871 L41210 1997 (PIAUI)R.POVERTY 30.00 0.00 0.00 30.00 0.00
BR-PE-38896 L41200 1997 R.POVERTY(RGN) 24.00 0.00 0.00 24.00 0.00

Total 6,613.60 0.00 286.29 3,406.82

Active Loans Closed Loans Total
Total Disbursed (IBRO and IDA): 2,920.49 14,337.45 17,257.94

of which has been repaid: 406.27 11,195.68 11,601.95
Total now held by IBRD and IDA: 5,921.03 3,210.56 9,131.59
Amount sold 0.00 45.83 45.83

Of which repaid : 0.00 45.83 45.83
Total Undisbursed : 3,406.82 68.79 3,475.61

a/ Intended disbursements to date minus actual disbursements to date as projected at appraisal.
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B. Statement of IFC's Committed and Disbursed Portfolio (as of February 28, 1997)

C--- tted Diaburm*d
r ------------ C rc------------- ------------IrC-------------

Approval Conpaxy Loan Squity Quasi Partia Loan aquity QuOi Partic

1966 Celucat 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
1969 Celucat 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
1973 CODEMIN 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
1975 Oxiteno NE 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
1978 CODEMIN 0.00 3.94 0.00 0.00 0.00 3.94 0.00 0.00

1980 DENPASA .29 1.00 0.00 0.00 .29 .96 0.00 0.00

1980 Ipiranga 0.00 5.32 0.00 0.00 0.00 5.32 0.00 0.00

1980 OPP 0.00 1.64 0.00 0.00 0.00 1.64 0.00 0.00
1981 Brasilpar 0.00 .04 0.00 0.00 0.00 .04 0.00 0.00
1981 COBRAPE .35 0.00 0.00 0.00 .35 0.00 0.00 0.00

1982 Cimento Caue 0.00 3.26 0.00 0.00 0.00 3.26 0.00 0.00

1982 PISA 0.00 2.50 0.00 0.00 0.00 2.50 0.00 0.00

1993 CODEMIN 0.00 .40 0.00 0.00 0.00 .40 0.00 0.00
1983 SOCOCO 0.00 0.00 2.50 0.00 0.00 0.00 2.50 0.00

1984 PISA 0.00 1.40 0.00 0.00 0.00 1.40 0.00 0.00
1986 Cimento Caue 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00

1986 PISA 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
1987 Duratex .28 0.00 0.00 .70 .28 0.00 0.00 .70
1987 Ipiranga 0.00 1.00 0.00 0.00 0.00 1.00 0.00 0.00
19B7 MBR 1.43 0.00 0.00 0.00 1.43 0.00 0.00 0.00
1987 Perdigao 0.00 10.00 0.00 0.00 0.00 10.00 0.00 0.00
1987 SP Alpargatas 3.20 0.00 0.00 .80 3.20 0.00 0.00 .80
1988 OPP 1.87 0.00 0.00 .80 1.87 0.00 0.00 .80

1988 Unibanco 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
1989 Celucat 2.31 0.00 0.00 0.00 2.31 0.00 0.00 0.00
1989 COPENE 13.64 0.00 0.00 0.00 13.64 0.00 0.00 0.00

1989 ELUMA 2.00 0.00 5.00 0.00 2.00 0.00 5.00 0.00
1989 Politeno 4.50 0.00 0.00 0.00 4.50 0.00 0.00 0.00

1990 Bahia Sul 22.86 15.00 0.00 0.00 22.86 15.00 0.00 0.00
1990 ENGEPOL 1.97 0.00 0.00 0.00 1.97 0.00 0.00 0.00
1990 Ripasa 8.57 5.00 0.00 0.00 8.57 5.00 0.00 0.00

1991 Bahia Sul 0.00 5.97 0.00 0.00 0.00 5.97 0.00 0.00
1991 Bradesco-AL 26.03 0.00 0.00 0.00 0.00 0.00 0.00 0.00
1991 Bradesco-Bahia 6.75 0.00 0.00 0.00 6.75 0.00 0.00 0.00
1991 Bradesco-Eucatex 7.50 0.00 0.00 0.00 7.50 0.00 0.00 0.00
1991 Bradesco-Petrofl 7.50 0.00 0.00 0.00 7.50 0.00 0.00 0.00
1991 Bradesco-Romi 3.18 0.00 0.00 0.00 3.18 0.00 0.00 0.00

1991 Rhodia-Ster 12.86 5.95 0.00 0.00 12.86 5.95 0.00 0.00
1992 Bahia Sul 0.00 0.00 0.00 20.00 0.00 0.00 0.00 20.00

1992 Brazil Inv. Fund 0.00 3.00 0.00 0.00 0.00 3.00 0.00 0.00
1992 CRP-Caderi 0.00 2.00 0.00 0.00 0.00 .75 0.00 0.00
1992 DENPASA .15 0.00 .12 0.00 .15 0.00 .05 0.00
1992 MBR 16.43 0.00 10.00 20.57 16.43 0.00 10.00 20.57
1992 TRIKEM 0.00 12.86 0.00 0.00 0.00 12.86 0.00 0.00
1993 BACELL 13.50 10.70 0.00 30.60 13.50 10.70 0.00 30.60

1993 CEBRACTEX 3.00 4.00 0.00 0.00 3.00 4.00 0.00 0.00
1993 CEVAL 25.93 10.00 0.00 1.57 25.93 10.00 0.00 1.57
1993 Macedo Alimentos 20.83 0.00 0.00 0.00 20.83 0.00 0.00 0.00
1993 TRIKEM 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
1993 Votorantim 18.14 0.00 0.00 1.57 18.14 0.00 0.00 1.57
1994 CHAPECO 10.00 0.00 0.00 0.00 10.00 0.00 0.00 0.00
1994 GAVEA 10.94 0.00 5.50 0.00 10.94 0.00 5.50 0.00
1994 GP Capital 0.00 19.51 0.00 0.00 0.00 18.22 0.00 0.00
1994 Para Pigmentos 30.00 9.00 0.00 35.00 25.50 8.14 0.00 29.75
1994 Portobello 17.00 5.00 0.00 0.00 14.00 5.00 0.00 0.00
1994 S.A.I.C.C. 0.00 5.00 0.00 0.00 0.00 4.85 0.00 0.00
1994 Sadia 26.00 10.00 0.00 1.86 26.00 10.00 0.00 1.86
1994 Unibanco 25.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
1995 Bradesco-Hering 7.50 0.00 0.00 0.00 7.50 0.00 0.00 0.00
1995 Brahma - BRA 35.00 0.00 0.00 110.70 35.00 0.00 0.00 110.70
1995 Cambuhy/MC 26.25 0.00 0.00 0.00 26.25 0.00 0.00 0.00
1995 Globocabo 35.00 10.00 0.00 118.00 35.00 10.00 0.00 108.00
1995 Lojas Americana 28.00 0.00 5.00 20.00 28.00 0.00 5.00 20.00
1995 LATASA - Brazil 19.67 0.00 0.00 4.50 19.67 0.00 0.00 4.50
1995 Politeno Ind. 19.00 0.00 0.00 0.00 19.00 0.00 0.00 0.00
1995 Rhodiaco/PTA 30.00 0.00 0.00 30.00 30.00 0.00 0.00 30.00
1995 Sadia 0.00 0.00 0.00 56.36 0.00 0.00 0.00 56.36
1996 Banco Liberal 10.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
1996 CEVAL 35.00 0.00 10.00 130.00 35.00 0.00 10.00 130.00
1996 CHAPECO 15.00 0.00 0.00 5.00 15.00 0.00 0.00 5.00
1996 Duratex 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
1996 Globocabo 0.00 8.06 0.00 0.00 0.00 8.06 0.00 0.00
1996 Lightel 25.00 10.00 0.00 0.00 25.00 10.00 0.00 0.00
1996 Mallory 8.00 3.96 0.00 0.00 8.00 3.96 0.00 0.00
1996 MBR 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
1996 Oxiteno NE 30.00 0.00 0.00 0.00 30.00 0.00 0.00 0.00
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B. Statement of IFC's Committed and Disbursed Portfolio (as of February 28, 1997)
(Continued)

Committed Disburs-d
FY ------------ YC------------- ------------lFC-------------

Approval Company Loan Zquity Quasi Partic Loan Zquity Quasi Partic

1996 Perdigao 35.00 0.00 0.00 20.00 35.00 0.00 0.00 20.00
1996 S.A.I.C.C. 0.00 2.85 6.87 0.00 0.00 2.85 6.87 0.00
1996 TIGRE 25.00 0.00 5.00 0.00 0.00 0.00 0.00 0.00
1997 Duratex 22.00 0.00 0.00 78.00 22.00 0.00 0.00 78.00
1997 Sadia 30.00 0.00 10.00 160.00 30.00 0.00 10.00 160.00
1997 Sucorrico 15.00 0.00 0.00 0.00 15.00 0.00 0.00 0.00
1997 SP Alpargataa 25.00 0.00 5.00 0.00 0.00 0.00 0.00 0.00

Pending Commitments
1996 AGUAS LIMEIRA 17.00 1.00 0.00 23.00
1997 BOMPRECO 25.00 0.00 5.00 0.00
1996 BRADESCO CL 40.00 0.00 0.00 60.00
1996 * CTBC 25.00 0.00 0.00 0.00
1996 * GLOBOCABO II 0.00 0.00 0.00 38.00
1997 IPIRANGA RI 0.00 .32 0.00 0.00
1997 NOVA DUTRA 35.00 0.00 0.00 70.00
1997 SAMARCO 23.00 0.00 0.00 16.00
1997 SP ALPARGATAS II 0.00 0.00 0.00 30.00
1997 WENTEX 15.00 10.00 0.00 20.00
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Annex 10

Brazil at a glance
POVUftTY and SOCIAL ...e....a midd.le-.. ..........

.......... *l Crb.Ivcmt Development diamond'

POPLulation mid-1998 :tltl)1616.6 480 440.:
GNP per calpita 199 US ,20 330 43 Life expectancy
GNP 1995 (billions US$) :584.5 1 584 :1,892
Average annual growth 1I9a 95

Pouation (~)17 18 17 GNP Gross
Labor force pr6) .9 2ar2.

per I-~ rrir
Most recent estimate (leWt etyoo 811 010 an1989) capita enrollment

Povorty: headowunt.indexf% 0(060fpepUlh) .1

Urban populaltion ( 606o 1 otlpopeai o6n) ::::78: :74: 74
Life expectanicy gat birth (years) 67 ... 68 69s
Infant moftalIty (per 1,00(11/e bkfi.a 66 41 3 Access to sate voler
Child malnutrition (19 Vofhikken undler.5)
Access to safe waler (V6oirpopuation) 92 el .89
Illiteracy (%of popt4atlonag 090 ) Bra13zil

roassprimnary einrollment A(% of school-ege~popltlotno) :111:. .. A10. .. 107
Male Upper-mlddle-lncorm group
Femnale. .. 

KEY ECONOMIC RATICO$ ind LONd-TfRM TRENDS.

GDP (b/f lons U1$). 121.7 1 222.9 664 67S0 EcnmI to
Gross, domisstic investment/GOP 26. 92 08 2.9
export oa goods antd non-facto Aervices/G000 22 . . Openesfecom
Gross :d msiWcsavn4l P229 244 22. 21.1
Gross national savinga/DIP 214 19.0. 20.6 .19.4:

Current accouht baltanue/GOP. 46.8 -0.2l 402 -2.0 /
lntisseI paym6nts/GDP 1.7 .3. 0.9 .12 Savengs Investment
Total debt/GDP: 22.6 47.2 272 23.3
Total debt service/exports 43.5 :39.1 31,8 40.7
Present value of debtlGOP . . 2.
Present value of debt/expot . . 270.3Idetdn1

1975-64 1 986-9. 944966960
(ateiage annual gImwtl) - Brazil
GDP 3.0 1.8 5..8 4.2: 6.3 pe-cn-nomgru
GNP per capita 0,2 401 37.7 .
Exports of god adns0.4 8.2 7. A-.4 0.2

STRUCTURE of the ECONOMY

(16 ot GDP) 17 19 99 19 Growth rates of output and Investment %
Agriculture 12.1 11.5 12.7 12.8 10
Industry 40.2 45.3 38.7 38.4 s

Manufacturing 30.3 33.7 25.2 24.8 
Services 47.7 43.1 48.7 488 04

Private consumption 66.5 65.8 61.1 62. 1 .io

General government consumption 10.6 9.9 16.5 18.8GDGP
Imports of goods and non-factor services 11.5 7.1 6.5 7.6 - O 0-O

1976-64 1986-96 1994 1996
(average annual growth) Growth rates of exports and Imports(%
Agficulture 4.2 2.3 7.6 5.9 40
Industry 3.0 -0.5 7.1 2.0

Manufacturing 2.6 -0.9 5.5 16 6 0
Services 2.9 3.0 4.4 5.7

Private consumption 4.3 1.9 7.2 7.9 0I 3 9
General government consumption 0.8 2.3 -1.0 2.4 N' 93 
Gross domestic investment -3.2 0.2 8.5 9.2 .30

Imports of goods and non-factor services -3.7 9.0 15.4 373 3xot iprr
Gross national product 2.5 1.7 6.2 3.8EPOt Im rt

Note: 1995 data are preliminary estimiates.
The diamonds show four key indicators in the country (in bolco compared with its income-group average. If data are missing, the diamrond vWll
be incomplete.



Project Appraisal Document Page 36
Country: Brzil Project Title: Naturml Resourcs Management and Rural Poverty Alleviation Projed

Brazil

PRICES and GOVERNMENT FINANCE
1975 1965 1964 1995 Inftion

Donwsdt pc , nlto %
(X chang oo '.et
Consumer prires 29.1 226.9 2,568.6 8 6. 0 66
Implcit GDP deflator 33.9 231.7 2,284.0 67.4

Govoimnent ffames
(XdFGOP) o 
Curren renue'.. . 24.6 29.7 o *1 2 3 94 es
Current budget balance' .. .. 5.2 0.4 -ODP dd. -O CPI
Overall surplusldeflcit .. .. 1.3 -5.0

TRADE

(imillioJns JSS) 197S 1#5 i99 1#S Export and Import lwels (mill. USS
Total exports (fob) 25638 43,563 46,506 60000

Coffee 2,607 1,942 2,850
Otlherfood 2,545 1,851 2,100
Manufactures 13,356 26,844 27,081 _ n _

Total imports (ON) 13,153 33,133 49,663 2,0
Food .. 4,740 7,500
Fuel and energy 6,176 4,695 5,103
Capital gooda 2,480 11,906 18,200 

Exportpriceindex 1987=100) . 97 116 121 n oo S 52 53 64 56
importprieindex(1987-100) .. 79 139 148 0 Eporut 13 mPohl
Termsoftrade(1987100) .. 123 84 82

BALANCE of PAYM EITS
1975 1985 1994 1995

(millions USS) Currant aceount balance to GDP ratio (%)
Exports of goods and non-factor semeces 9,418 27,713 44,966 47,846 2
Importsofgoodsandnon-facbrservces 14,323 15,928 36,187 53,516
Resource balance -4,905 10,785 8,779 -5,670
Net factor income -2,106 -11.213 -12,580 -15,246 o 0f, - I, , ,
Net currert transfers 0 0 2,597 3,513 n # 56

Current account balance, -2
before official transfers -7,011 -428 -1,2C3 -17,404

Financing items (not) 5.948 1,842 8,203 30,450
Changes in net reserves 1,065 -1,414 -7,000 -13,046 -4

Memo:
Reseees includng gold (mill. USA) 4,166 11,618 39,463 53,704
Conyersion rat (ocsaWSS) 3.OE-12 2.3E-09 0.6 0.9

EXTERNAL DEBT and RESOURCE FLOWS
1975 1965 1994 1998

(millions USS) ComposttIon of total debt, 1095 (mill. USS)
Totaldebtoutstandingand disbursed 27,329 105,187 151,104 157,397 A C

IBRD 1,045 5,274 6,311 6,038 GM 142 D
IDA 0 0 0 0 0

3589 2676 E
Total debtservice 4,319 11,471 16,114 21,199 20419

lBRD 98 796 1,883 1,868
IDA 0 0 0 0

Composdion of net resoarce flows
Official grants 9 34 69 65
Official creditors 1,059 935 .2,116 -1,181
Privete creditors 4,213 149 3,717 867
Foreign direct Investment 1,302 1,348 3,072 3,100 F
Portfolio eqlity 0 0 5,082 2,976 8ss26

World Bank program
Commitments 538 1,525 1,024 404 A - BD E -Silr
Oisbursenents 249 765 640 838 3 - IA D - Ohr muets1er F - PrTtte
Pnncipal repayments 26 405 1,346 1,377 c - IF G - s¶rt-twlm
Net flows 224 359 -706 -539
Interest payments 72 391 537 491
Net transfers 152 -32 -1,243 -1,030

Intemaboral Economics Department 8120156

Tax revenue.
Primary budget balance.
Operatonal budget balance.
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