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EXECUTIVE SUMMARY

MODERNIZATION AND IMPROVEMENTS TO DON MARTIN IRRIGATION
DISTRICT 004 IN ANAHUAC, NUEVO LEON
STATE OF NUEVO LEON

Project: The proposed project consists thie rehabilitation and
modernization of the Don Martin Irrigation District 004 (DMID or
“District”), located in Anahuac, Nuevo Leon and includes lining or
enclosing distribution infrastructure and irrigation system
improvements(the “Project”).

ProjectObjective The Project will increase water management efficiency, includin
water conservation efforts in agricultural activities through the
modernization of water distribution infrastructure and
improvements to irrigation systems, resulting in a decreiase
water extraction from the reservoir to reach a sustainable water
volume of 146.2 million cubic meters (Mmn

Expected Project The expected environmental and human health benefit expecte:
Outcomes: from the implementation of the Project is to increasater use
efficiency in the DMID to an estimated 63%.

Population Benefited: 18,480 residentg.

Sponsor: State of Nuevo Leon.
Borrower: State of Nuevo Leon.
Project Cost: Up to $647.3 million pesos (US$49.8 millidA).

! Source: Mexican National Water Commission (CONAGUA), Comprehensive Modernization Master Plan for Don
Martin Irrigation District 004Rlan Director para la Modernizacion Integral del Distrito de Rieg@084Martin),

2006, which indicates that the average efficiency of the DMID for the last 20 yearsZ@9Bphas been 41.8%. Upon
completion, the improvements within the District willgport an efficiency of 685%, allowing the local agriculture
industry to operate based on a sustainable water volume as determined by CONAGUA.

2 Source: Mexican national statistics institute (INEGI), 2010 census data for the town of Anahuac, Nuevo Leon.
®The portion of the comprehensive DMID modernization efforbe covered by the State of Nuevo Leon.

* Unless otherwise noted, all U.S. dollar figures are quoted at an exchange rate of $13.0 pesos per dollar.
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Loan Amount: Up t0$550.0 million pesos (US$42.3 millia@ut of a total loan
amount of $1,000 million pesos (US$76.9 milliofoy two
separate projects

Uses & Sources of

Funds: Project costs* $647.3 100.0
(Millions of pesos) TOTAL $647.3 100.0
Sources Amount %
NADB Loan $400.0 t0550.0 61.8—85.0%
Federal, state andsers’
funds 247.3t097.3 38.2—-15.0%
TOTAL $647.3 100.0

*Includesdesign, construction, supervision, contingencies and taxes

®The loan amount requested by the State of Nuevo Leon from NADB will be used to finance two separate projects: a)
Air Quality Improvements through Street Paving for the Monterrey Metropolitan Area and b) Modernization and
Improvements to Don Martin Irrigation District 004 in Anahuac, Nuevo Leon.
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CERTIFICATION AND FINANCING PROPOSAL

MODERNIZATION AND IMPROVEMENTS TO DON MARTIN IRRIGATION
DISTRICT 004 IN ANAHUAC, NUEVO LEON
STATE OF NUEVO LEON

1. ELIGIBILITY

Project Type
The Project falls within the eligible sector of water conservation.

Project Location

The Project will be implemented in the municipality of Anahuac, Nuevo Leon, approxi®ately
kilometers south of the U.Slexico border and within the 30km BECGIADB jurisdiction.

Project Sponsor and Legal Authority

The publiesector Project Sponsor is the State of Nuevo Leon (the “State” or the “Sponsor”), a
public entity legally constituié in accordance with Articles 40 and 43 of the Constitution of the
United Mexican States and Articles 29 and 30 of the Constitution of the Free and Sovereign
State of Nuevo Leon. The Nuevo Leon State Congress, through apgrits@014 revenue law,
authorized a debt ceiling that will partially fund the proposed Project. For 2015, the Nuevo Leon
State Congress is expected to authorize additional debt that will include the remaining funding
required for the Project.

2. CERTIFICATION CRITERIA

2.1 TECHNICAL CRITERIA
2.1.1. Project Description

Don Martin Irrigation District 004 (DMID or the “District”) is located in the municipalities of
Juarez, Coahuila, and Anahuac, Nuevo Leon. The District starts in the state of Coahuila at the
Venustiano Carranza Reservoir (better known as the Don Martin Res&nearn the town of

Don Martin, and extends through the municipality of Anahuac in the state of Nuevo Leon. The
District comprises a total surface area of 29,615 hectares (73,190 acres), 93.5% ofswhich

® The Venustiano Carranza Reservoir is located in the municipalities of Juarez and Progreso, Coahuila, 70 km (43 miles)
to northeast of the town of Anahuac, Nuevo Leon.
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located in the state of Nuevo Lecend the remaining 6.5% in the state of Coahuila. The
proposed Project is located, in its entirety, within the state of Nuevo Leon. Figure 1 shows the
geographic location of the area included in the scope of the Projec

Figure 1
MAP OF PROJECT AREA
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Community Profile

According to the 2010 population census in Mexico, the state of Nuevo Leon has 4.65 million
residents. Between 2000 and 2010, Nuevo Leon experienced an annual growth rate of 2.16%,
which was higher than the national annual growth rate of 1/8%.

Based on the latest economic census, manufacturing constitutes the most important sector in
Nuevo Leon, generating 55.8% of its gross domestic product (GDP) and employing 29.1% of its
working population. Commerce represents the second largest sector, generatitig &.2he

GDP and employing 23.5% of tiverk force while financial services represen6.1% of the
economy and contribute with 3.2% of total employment. Because of its diverse economic,
commercial and industrial activities, in 2009, the state of Nuewan lgenerated 8.3% of the

total GDP for the countr§.

"Source: INEGI, General Population Censuis).20
8 Source: INEGI, 2009 economic census.
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The Project will primarily benefit the population of theumcipality of Anahuac, most of whom

are involved in the agriculture and livestock industries. Anahuac has a total population of 18,480
inhabitants, which represents 0.4% of the state population. Over the last 10 years, the
community experienced an annual growth rate of 0.32%, which is lower than the national
growth rate of 1.89%.

MexicanWater Management Profile

In 2012, total water demand in &kico was approximately 78,400 Mit63.5 million acrdeet),
8.3%o0f which was met by water supply from overexploited aquifers, according td/inestry

of Agriculture, Livestock, Rural Development, Fisheries and Nut(BiaGARPAJ TheMexican
National Water Commission (CONAGUA) estimates that the demand for water will increase
16.3%compared to demand in 2012, reaching almost 91,000°#4 million acrefeet) by the

year 2030. Duringhe same period, the availability of water is expected tordase by 12.9%,
leaving only 68,000 Mi(55 million acrefeet), which represents a deficit of 23,000 M(19
million acrefeet) to meet the increased demand. This anticipated growth in demand is
evidenced by water demarid 2013 which was estimated as 820 MnT (67 million acrefeet),

an increase of nearly 6% in one yéhiFigure 2 illustrates the water usageMexico.

Figure 2
WATER CONSUMPTION IN MEXICO
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Source: CONAGUA. Statistics on Water in Mexico 2011

The National Water Plan (NWP) establishesdtnategies, priorities, and regulations needid
support proper management of national water resources. It also identifies the availability, use
and application of water ahe national level. The NWP contaisx guiding principles designed

to strengthenwater management by increasing technical capacities and technology in the sector
to ensure anadequate water supply for human use and consumpti©bjectives 1, 4 and 5 of

the NWP specifically address strategiand action items for imprang water managementin

®Source: INEGI, General Population Census, 2010.
0 gecretaria de Agricultura, Ganaderia, Desarrollo Rural, Pesca y Alime(&a@ARPA).
" Source: SAGARPA, Estimate of Water Demand and Consumption, 2012.
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the agriculturalsector, which is the largest consumer of water at the national level. The Project
proposes system improvements closaligned with these objectives.

According to he NWR the main challenge in water use for agriculture, besides availability, is
inefficient water delivery systems and irrigation techniques. Timgaition districts were
designedusing gravity water delivery systemthe prevailing technology at &t time. Ths
irrigation practice uses more water than necessary by predominantly implementing surface or
flood irrigation techniques. Additionally, aging infrastructure contributes to decreased efficiency
in water management’ SEMARNAT estimates that efficiermyeraged 64%for the period
19902006.

In addition to physical infrastructure, a strong institutional structure is also important for proper
water management.To ensure decentralized and participatory management of water resources
nationwide, a series ofggmanentagenciehave been set up by CONAGatAlifferent levels in
Mexica These entities include 18/er basinorganizations, 25iver basincouncils, 21 iver basin
commissions, 25 iver basin committees, 78 technical groundwater committees, and 85
irrigationdistricts.

The irrigation districts havearious types of infrastructure to manage the water resources used

in agriculture, such as reservoirs, storage basins, pumping stations, wells, canals access ways,
etc. The irrigation districts were camgcted, operated and managed by theederal
government until 1990, when management was transferred to the irrigation district users. By
the end of 2011, more than 99% of the total surface area of the irrigation dishiasbeen
transferred to user ass@tions However, a portion of the infrastructure continues to be
managed by thedtleralGovernment and all irrigation districts are regulated by CONAGUA.

Don Matrtin Irrigation District004 (DMID)

Of the 85 irrigation districts in Mexico, two are located in the state of Nuevo Leon: Don Martin
Irrigation District 004DMID) and Las Lajas Irrigation Distl8tlL. The DMID, also known as
District 004, is located in CONAGUA Region VI (the Rio Brawn)regfhin the BraveConchos
Watershed. The water source for the DMID is the Venustiano Carranza Reservoir, which has a
surface area of 19,800ektares(49,000 acres) and a capacity of 1,358 Min1 million acre

feet), with an average volume of 281 MnThe reservoir also serves as the source of water
supply for Anahuat!

The DMID ign important agricultural area in the state of Nuevo Leon.mlé&n crops include

basic grains, such as corn, wheat and sorghum. Since the early part ®®3bs, beforethe
prolonged drought begarits production represented 13% of total staproduction. The DMID
began operating in 1931 with a total area of over 60,0@@tares(148,000 acres). In 1941, a
presidential decree was issued reducing its surface area due to water supply problems. As a

12 Efficient water use for irrigation considers several factors from storage to conveyance systems and parcel irrigation,
including evaporation in storage systems, seepage in the conduction system, lack of accuracy in measurement, and
water losses through @potranspiration of crops.

B source: CONAGUA, National Water Information System, 2012 Digital Water Atlas in Mexico.

“Source: CONAGUA, Comprehensive Modernization Master Plan for Don Martin Irrigation District 004 (DMID Master
Plan).
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result of this resizing, thBistrictcurrently coversjust over 29,600 actares(73,000 acres)with
irrigation system infrastructure consisting of 756 km (470 miles) of irrigation cdriflskm (74
miles) of main distributionanals and 637 km (396 miles) of secondary distribution canals.

Currently, the DMID has a deficient operation due to the water losses caused by obsolete and
deteriorated infrastructure, as well as the inefficient operation of both the main and the
secordary canal systems. This condition has hindered the feasibility of planting crops, other
than basic grains. Additionally, poor crop yields and the complete abandonment of agricultural
land by some of the land owners have negatively impacted the agricuitghestry in the
northern part of the state of Nuevo Ledf.

Although the DMID does not have a metering system in place to be able to measure the amount
of water provided to each user, CONAGUA estimated that the average efficiency in the District is
41.8% due to water losses in the conveyance systems and the practice of flood irrigation. Figure
3 shows the estimated average efficiency in the DMID for the agricultural years from 1984 to

2005.

Figure 3
ESTIMATED EFFICIENCPNIP (19842005)
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Source CONAGUAMID Master Plan

Theoperation of the DMID is also affected by the climate of the regidrere wide variations in
water availability due to long periods of droughtvearesulted in effective irrigation ionly
three of the last ten yearS. Due to droughtsind watershortages over the last 20 years, the
average area irrigated has been 10,02®tares (24,767 acrgsr only 34% of the land.

> Source: Web pagef the State Information System for the Sustainable Development of Rural Nuevo Leon.
1% Source CONAGUAFinal design for Resizing and Modernizing Don Martin Irrigation District 004.
Y Source CONAGUAOMIDMaster Plan.
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Forthe above reasongonditions need to be created that will assure DMID users wraéer will

be available for irrigationby promoting longerm modernization and rehabilitation measures
that will allow for theeffective and sustainable use of the available wafeBecause of this
need,in 2006, CONAGUA initiat¢lde planning studies needed to achea more efficient use
of water resources, sufficient water supply and increased agricultural productio®N&D
users. Thse studies includd the Comprehensive Modernization Master Plan for Irrigation
District 004 Don Martin (Master Plan), which contaamsanalysis of the sustainable volume of
water in the Venustiano Carranza basin and resefVokdditionally, theDMID Master Plan
proposes resing the DMID surface areto 14,881 lectares (36,770 acrg@and implemening
infrastructure improvements to increase efficiency and water availability.

On Juwe 25, 2012, theSate of Nuevo Leon, SAGARRXONAGUA and the usassociations of
the DMID of theSate of Nuevo Leon signed a coordination agreement for the Modernizatio
and Rehabilitation of Don Maim Irrigation District 004tke “CoordinationAgreement”). The
purpose of the Coordination Agreement is to confiime organizations commitmento
participate in the execution of the necessary technical activities and praid funding
necessary tanodernizeand improve the DMID.

Scope and Design

Based on theCoordinationAgreement, the investments committed by the State of Nuevo Leon
are expected to fund up to 28% of the following infrastructure improvements:

X Liningof up to 110 km (69 miles) of the main distribution canal;

X Enclosing up to 310 km (193 miles) of secondary canals and installation of metering
systems to measure the water volume delivered to the usansi

X Modernizingirrigation systems, supporting conversion from traditional surface or flood
irrigation practices to more efficient irrigation technologies.

In addition to the investments by the State of Nuevo Leon, funding will be provided by
CONAGUA, SAGARPA and IMID users to implementall of the proposd infrastructure
improvements. Subject to the availability of funds, all the Prajetivities included in the DMID
modernization and improvement project are expected to be completathin four years.
Figure 4 shows the location of thmain and secoraty canals as well aghe location of the
expected works.

¥ Source: Ibid.

¥ For CONAGUA, sustainable water use is achieved when its use generates social wellbeing, facilitates economic
development, angreservesadequatequality and quantitiesfor currentandfuture generationsaswell asfor the

flora andfaunaof the region.Cffice of the President, 2014ttp://www.presidencia.gob.mx/usesustentabledel

agua/
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Figure 4
IRRIGATION DISTRICT INFRASTRUCTURE

Source: State of Nuevo Leon 2014 presentation

CONAGUA is responsible for developingfthal designs for all infrastructure tasks. According
to the information provided by the Sponsor, investments related to the proposed improvements
beganin 2012. In 2013, approximately 7.5 km (4.7 miles) of the main canal had been
rehabilitated and 61 kn{37.9 miles)of pipelinehad beeninstalled to enclose the secondary
canal systenf’ Tablel shows the status of key tasks for the implementation of the Project.

Tablel
PROJECT MILESTONES
Procurementproceses Ongoing
Environmental athorizationclearance Not applicabl&
Rightsof-way Complete
Waterrights Complete

* According to CONAGUA's official letter No. BOO.821.DR.@IBL(14) dated September 9, 2014, which
references conclusions of the Master Plan.

2 5ource: State of Nuevo Leon, presentation on resizing and modernizing Don Martin Irrigation District 004, June
2014.
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The agencies involved in this comprehengvaect have committed to form a followp group
to evaluate theprogress of works, ensure project completion and determine the outcomes and
water savings after all investments have been completed.

2.1.2. Technical Feasibility

Selected Technology

CONAGUAand the State of Nuevo Lex through its agricultural development agency,
Corporacion para el Desarrollo Agropecuario de Nuevo (GI3ANL)and the Nuevo Leonater
institute, Instituto del Agua de Nuevo Le6hARLD, have developed varioustudies, needs
assessment@and designs fothe DMID agriculturalvater infrastructure for the purpose of
establishinghe best design parameters for the optimal use of the water available. These studies
include

x Comprehensive ModernizatioMaster Plan forlrrigation District 004 Don Martin
(August 2006)This study developed by CONAGUA includes the following elements: 1)
modernization ofthe DMID, 2) determination of sustainable irrigation flayand 3)
district resiing. It specifieghe need fora geographic information system (GISttdlect
information on the parcels of land and provide a tool to follow apthe operation of
the District. The study also determined thahe sustainable water voluméor the
irrigation district is approximatelft46 MnT per year which represents a reduction of
nearly 30%over the current volume pumpedrom the reservoirwhich averags 191
Mm? per year.

X Geographic Information System Model®dn Martin Irrigation Distct 004 (December
2008) This study was developed by CONAGUA to determine the toeaddate the
user database and recordas well as to implement a GlStle District. The study also
identified geographic areas where thaoil is not suitable for the eablishment of
agricultural cropsas well as vegetated and unused parcelsich for various reasons
and especially the lack ad steadywater supply, have been left unirrigated. The study
concluded that there is a need to resize the District.

x Flagship Project “Sustainable Water ManagemeriDan Martin Irrigation District 004"
(June 2009)This study developed by CONAGUA describes detailed actions for the
sustainablewater management in the DMID. Some of thecommendations deriving
from this dudy include works to rehabilitate and modernize theéransmissionand
distribution infrastructure as well as eliminat approximately 14,700 hectares (36,411
acres) from the DMID boundaries.

Based on the results of these studies, CONAGUA and the State of Nuwevaldfmed the
infrastructure improvement strategies presented in this Project.
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2.1.3. Land Acquisition and Right-of-way Requirements

CONAGUA, in compliance with the Mexid&ational Water Act, grants DMIBsers water rights
as well as the right to use irrigation infrastructiffeThe Project will be developed within areas
and rightsof-way of the District. No land acquisition or additional rigbtavay are necessary.

As specified in the Coordination Agreemethie user associationBave agreed to allow access
to any land or areas where thmain and secondary canals or pipeline routes locatedfor the
construction of works,without any compensation for suclkccess. Additionally, the user
associations will manage and facilitate access to material banks during constiction.

2.1.4. Management and Operations

According to the CoordinatioAgreement, DMID users are responsible for the operation,
maintenance and administration ¢fie main and secondaryrigation canalsystemsas well as

for drainage and roads. Tapordinake operation and maintenance activitiethe District users
created aimited liability company,Unién de Asociaciones de Usuarios Anahuac, S.R.L. de I.P. de
C.V. The purpose of the compaisysign anchmend any contracts concerning the management,
operation, conservation and maintenanoé the water infrastructure as well as fousing the
proceeds ofloans obtained by users to coveperation maintenanceand improvement needs
related tothe waterinfrastructure and anwssigned equipmerft The sers cover the costs of
operation and maintenance with the income generated by crops.

To reduce the DMID users’ investment, the Nuevo Leon State Government offered economic
support in addition to that offered by the Federal Government tioee development of the
project to modernize the DMIB. Moreover, the CoordinationAgreement indicates that the
users’ associations will receive training and support in the use of pressurized irrigation systems,
development ofprofitable lowwater-use crops, marketing of agricultural products and gaining
access to thegricultural loans providedy SAGARPA and the State of Nuevo Leon.

2.2 ENVIRONMENTAL CRITERIA
2.2.1. Compliance with Applicable Environmental Laws and Regulations

Applicable Laws and Regulations

The modernization and rehabilitation of the DMID will occuareas withirthe District that are
subject to the jurisdiction of CONAG\U#ave been impacted since 1930, and are not part of
protected natural areas or regions considered a priority Bdodiversity. Based on these

L Source: CONAGUA, DMID Master Plan.

2 30urce: Agreement between SAGARPA, CONAGUA, the State of Nuevo Leon and the DMID user associations in
Nuevo Leon dated June 25, 2012, Tenth Clause.

% Source: Incorporation document of the company of the Don Martin Irrigation District 004 User Associations in
Coahuila and Nuevo Leon dated November 17, 2003.

*SourceCONAGUA, DMID Master Plan.
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characteristics, thdMID Master Plan determined that an environmental authorization would
not be required to implement the Project. CONAGUA confirmed this thr@ifitial Letter No.
BOO0.821.DR.004:081(14) dated September 9, 2014.

The Project will support compliance with the following environmental laws and regulations
related to water management

X Mexican National Water Law which provides the legal framework for water
management in Mexico. It states that the use of the nation’s water or the right to
discharge wastewater will be carried alwroughconcessions.

x General Law of Ecological Balance and Environmental Protection (LGBERA)
establishes the environmental relgory framework, expands the strategic vision and
conveys specific powers and duties to the states and municipalities, so that
environmental problems can be addressed directly.

The Project will support the implementation of environmental legislation Base improved
water management,as well as help preseevthe quality and quantityof water for its
comprehensivesustainabledevelopment, as indicated in tHdexicanNational Water Law.

Environmental Studies and Compliance Activities

Based on the general characteristics of the Project, an environmental clearance study and
authorization is not required for itsonstruction.Because the Project is located in a previously
disturbed area, only minimal temporary impacts are anticipated, primarily, associated with
construction. In accordance with the practices recommended by fédueral environmental
authorities, mitigation measures to address the temporary environmental effects of
construction will be carried out.

Pending Environmental Tasks and Aotizations

There are no pending environmental tasks or authorizations.

Compliance Documentation

CONAGUALetter No. BOO0O.821.DR.004a81(14) dated September 9, 2014 satisfies the
compliance documentation required for the Project.

2.2.2. Environmental Effects/Impacts

The DMID has existed since the 1930's and is one of the oldest irrigation districts in the country.
The land served by the District has been predominantly used for agricultural productivity and is
considered previously impacted. For thesasson, no significant negative impacts on the natural
resources of the area are foreseen in relation to the activities included in the Pr@jadhe
contrary, the purpose of the Project is to allow for more efficient management of water
resources,by reducing the volume pumped from the reservoir, maintainitige sustainable
volume necessanfor annualagricultural activities and improving efficiency in the watsed

for irrigation. The infrastructure will reduce water lost to evaporation and filtratiore do
unlined canals and surfadgigation techniques, therebyncreasng the systenis efficiencyto
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60%. Additionally, improweents in the water distribution system wpkeventlossescausedby
weeds and other foreign objects in the canal system, which rediater flow and capacity’

In addition to the capital improvement project, other operational strengthening activities are
expected to be implemented in accordance with the Agreement. For example, land that is
currently abandoned and has not beenltarated will be eliminated from the District and
reclassified for better use as rangeland for livestock. The DMK associations will also
receive training from SAGARPA and tteteSof Nuevo Leon ithe proper use and application of
chemical productssuch as fertilizers, which will contriteito the prevention and mitigation of
environmental impacts and health problems related to the indiscriminant use of such products.

Existing Conditions and Project ImpadEnvironment

As water becomes scancend more costly, implemennhg measures that promote a more
efficient use of water in agriculturis crucial.Traditional sirface or flood irrigation techniques
cause excessive water consumption. Environmental concerns related to this irrigation practice
include depletion of water sources (falling water tables or reduced water levels in streams and
reservoirs) soil erosion de to overapplication, runoff and leaching of chemigadalinization of

the soil (saltbuildup), and harmful minerals and nutrients in return flothat drain from the
irrigated areas.

As previously mentioned, the operatialhconditionsin the DMID havebeen affected in recent
years by wateshortagesand uncertainty regarding the watesupply for agriculture. In addition,
the poor conditions of the infrastructure for water transmissiand distribution have further
impacted the availability of water fdrrigation. As a resultthe land has been underusexhd
productionhas been meager, which in turn hgiven rise to a viciousycle where thdarmers
do not have sufficientesources for theadequate operation and maintenance of the existing
infrastructure, which again affects production opportunities.

Mitigation of Risks

The Project will be carried out in compliance with CONAGUA design craadahe oversight
provided by the followrup group will esure theuse of best management practices to avoid
unnecessary impacts to the environment. Additionally, as part of the modernization efforts, the
DMID will support the following activities to mitigate environmental and health impacts related
to agricultural activities within the District:

x Ensure that alproducers have adequate equipment to apply agrochemjcalsh as
fertilizers, herbicides, fungicides and insecticides, and have access to specific advice
about when and how to apply the recommended products.

X Regularmonitoring to detect any change ordrease in soil salinity levels amgply
preventive measures, if necessary.

X Regulamonitoring of soil compaction and content levels of agrochemicals in the water
table.

% CONAGUAletailed action plan for the Project, Sustainable Water Management in Don Martin Irrigation District
004,20009.
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x Promote cultivation practices to prevensoil erosion, promote soil recovery, conser
soil humidity and incorporatorganic matter into the topsoil.

Natural Resources Conservation

The purpose of the proposed Project is focused on conservation of an essential natural
resource—water. Based on the DMIBlaster Plan, the implementation of ¢hProject willhelp
reduce the volume of water currenthpumped from the Venustiano Carranza Reservoir. The
Project is expected to achieve delivery and irrigation efficiencies sufficient to eliminate the
withdrawal of approximately 40 Mireducing the extraction rate from approximately 191 fm

per year to 146 Mrhper year, in order to maintain the sustainable water levels at the water
source®®

No Action Alternative

The no action alternative woulturther exacerbate the problem of water shortagead the
abandonment of land for agricultural activities, resulting in a negative effect on a local economy,
which depends on this industry. Implementation of the Prgjest well as additional effort®
strengthen the capacity of the agriculture users, will promote improved practices ateat
expected to result in better production, opportunities for higher yield crops and greater
preservation of natural resources.

Existing Conditions and Project ImpacHealth

Access to sufficient quantities of safe water lomestic use, as well as for commercial and
industrial applications, is critical to health and wedling and offers the opportunity to achieve
human and economic development. The Project will promote a more efficient use of water, a
reduction in ovefextraction from available water sources, as well as the protection of water
guality and the environment by instituting better management practices relatedrigation
techniques and the use of fertilizeand pesticidesProjects to protect water resources help
improve the community’s public health.

Transboundary Effects

No significant transboundary impacts or negative effects have been identiiet none are
anticipated as a result of the development of the Project. The Project has the potential to
provide a positive transboundary impact based on anticipateder savings as a result of the
proposed works. Maintaining sustainable water levels at the Venustiano Carranza Reservoir will
support reliable supplies to other streanssich as the Salado Riverich provides water to the

Rio Grande.

Other Local Benefits

According to he DMID Master Plandeveloped by CONAGUAhe Project will benefit
approximately 18,480 residents idinahuac, Nuevo Leormplementation of the Project is also
expected totrigger economic development activities in the region thataddition to the DMID

% CONAGUA developed a detailed analysis based on historical data as far back as 1930 to determine the sustainable
water supply volume from theeservoir.
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users,will also benefitother sectors such transportation, commeraguipment and material
supply.

2.3 FINANCIAL CRITERIA

The State of Nuevo Leon has requested a loan for up to $1,000.0 million pesos from NADB to
complete the financing of two separate projects: Basic Urban Infrastructure for the Monterrey
Metropolitan Area; and Modernization and Improvements to the Don Matrtin Irrigation District
004 in Anahuac, Nuevo Leon, together the “Projects”. The Nuevo Leon State Congress through
the authorization of its 2014 revenue law has authorized a debt ceiling which will partially fund
the proposed Projects. For 2015, the Nuevo Leon State Congress is expected to authorize
additional debt levels that will include the remaining funding requirements for the Projects. This
Project is estimated to cost up to $647.3 million pesos. Up to $550.0 million pesos of the loan
could be used to pay related costs, such as design, construction, and supervision if necessary.
The NADB loan will complement other sources of funds.

The repayment source for the NADB loan will come from the State’s federal tax revenue derived
from the General Fund. The State has pledged a portion of its current and future General Fund
revenue into a Master Trust, which will serve as the payment mechanism. The pledge has been
made in accordance with Article 9 of thederal Fiscal Coordination Law. The pledge instruction

is irrevocable, and the trust will repay the loan automatically, thus ensuring that payments are
made in full and in a timely manner.

NADB performed a financial analysis of the State of Nuevo Lémncdsh flow projections
indicate that the State of Nuevo Leon has the capacity to meet all its financial obligations,
including those related to this loan, without adversely affecting the normal business operations.
In line with these conclusions, HR Rgt, Standard & Poor’s and Fitch Ratings have rated the
State of Nuevo Leon HR, imx A and BBB+, ion a local scale, respectively.

Considering the Projects’ characteristics and based on the foregoing financial and risk analysis,
the proposed Projects arfinancially feasible and present an acceptable level of risk. Therefore,
NADB proposes providing a markate loan of up to $1,000.0 million pesos to the State of
Nuevo Leon, for the construction and related costs of the Projects, of which up to $550.0 million
pesos could be used for the Project described herein.
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3. PUBLIC ACCESS TO INFORMATION

3.1. PUBLIC CONSULTATION

BECC released the Draft Project Certification and Financing Proposal foday 3ublic
comment period beginning September 19, 20I#he following Project documentation was
made available for public access:

x Plan Director para la Modernizacién Integral del Riego del Distrito 004 Don Martin
(ComprehensiveModernization Master Plan for Don Martin Irrigation District 004
(August2006).

X Modelo de Sistema de Informacion Geografica del Distrito de Riego 004 Don Martin
(Model Geographic Information System for Don Martin Irrigation District (@2tember
2008).

x Proyecto Emblematico “Manejo Sustentable del Agua en el Distrito de Riedoof04
Martin” (Flagship Project “Sustainable Water Management in Don Martin Irrigation
District 004 j (June 2009).

X Analysis 6the Water Management and Use in the Agricultural Sector of Nuevo Leodn
(October 2011).

x CoordinationAgreementbetween the &te of Nuevo Leon, SAGARFRZONAGUA and
the DMID userssociationsn Nuevo LeonJuly 2012).

x CONAGUSficial Letter No. BOO.821.DR.004{181(14). (September 2014).

The public comment period ended on October 19, 2014, with no comments received.

3.2. OUTREACH EFFORTS

As part of development of the Flagship Project “Sustainable Water Management in Don Martin
Irrigation District 004'in 2009, several government officials and representatives of the users’
associations were interviewed order to collectinformation related to the use of water in the
DMID.According to he study the people interviewed saw the study as a genuapportunity

for moderniing the District andbelieved that this type of project could activate the economic
sector.

The study also included interviews with farmers that currently grow crops and those that have
abandoned this activity within the DMID. Throudtetinterviews it was found that in some
cases people were elderly, parcels had been completely abandpeeg)e were disouraged

and uninterested in getting organized, and others thatl abandoned farminfpr a different
activity. The interview process also made it possible to identify allstakeholders involved in

the Project,such as the users’ associations.
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In orde to define the strategic actions, the Projegdasor, in coordination with CONAGUA and
SAGARPAorganized two working sessions with the DMiBers to develop theactivities
necessary fomodernizingthe District. The first session was held on May 26 2@gd2009, in

the town of Anahuac, Nuevo Leon. The second meeting was held in June 2009 in the same place.
During the working session, th@@sor and stakeholders discussed the objectives, background

of the existing infrastructure, existing agricultural conditions and prepared outreach materials.
Promotional videos were also developed to promote field visits among stakeholders. Project
information is also posted on the web page of the State of Nuevo Leon.

BECC conducted a media search to identify paaénpublic opinion about the Project.
References to the Project were found on several internet sites. Mb#te information found
highlights the benefits of the Project.

X Sexenio(September 26, 2012)Reconstruyen zona de riego de Andhuagc, KCheyare
reconstructing the Irrigation district in Anahuac, NL) Nuevo Leon State Government
initiated the modernization of Don Matrtin Irrigation
District. http://www.sexenio.com.mx/nuevteon/articulo.php?id=10229

x El ReqigApril 11, 2014).Supervisan producciéon ganadera y agricola en AndhTéey
are supervising livestock and agricultural production in Anahudw. State governor
and the $cretary of Agriculture, Livestock, Rural Development, Fishand®utrition
supervised activities for modermig Don Martin Irrigation District.
http://elregio.com/local/9075%supervisarmroducci%C3%B3yanaderay-
agryeC3%ADcoEr-an%C3%Alhuac.html

x Inforural (March 25, 2013jRevisan avances en Programa de Modernizacién del Distrito
de Riego 004 Don Martfin(Progress on the modernization of Don Marin Irrigation
District 004 reviewed). The General Director of the Nuevo Leon agricultural
development agency CDANL, and the Deputy Manager of lIrrigation Districts for
CONAGUreviewedprogress orthe modernizatiorof the Don Martin Irrigation District.
http://www.inforural.com.mx/revisanavancesn-programaede-modernizaciordel-
distrito-de-riego-004-don-martin/

As reflected in the articles abovand in compliance withBECGCcertification requirements
Project information has been made available to the general public, and the Sponsor and
organizations involved have participated in the development of strategieded to the scope

and implementation of the ProjectThe Project Sponsor has demonstrated a willingness to
address comments and continues to work to satisfy information requirements.
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