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INTERNATIONAL FUND FOR AGRICULTURAL DEVELOPMENT

APPENDIX I
COUNTRY DATA
ZAMBIA

Land area (km’ thousand) 2002 1/ 743 GNI per capita (USD) 2002 1/ 340
Total population (million) 2002 1/ 10.24 GDP per capita growth (annual %) 2002 1/ 1.6
Population density (people per km?) 2002 1/ 14 Inflation, consumer prices (annual %) 2002 1/ 22
Local currency Kwacha (ZMK)  Exchange rate: USD 1 = ZMK 4 700
Social Indicators Economic Indicators
Population (average annual population growth rate) 2.0 GDP (USD million) 2002 1/ 3697
1996-2002 1/ Average annual rate of growth of GDP
Crude birth rate (per thousand people) 2002 1/ 39 1982-1992
Crude death rate (per thousand people) 2002 1/ 23 1992-2002
Infant mortality rate (per thousand live births) 2002 1/ 102
Life expectancy at birth (years) 2002 1/ 37 Sectoral distribution of GDP 2002 1/

% agriculture 22
Number of rural poor (million) (approximate) 1/ n/a % industry 26
Poor as % of total rural population 2/ n/a % manufacturing 12
Total labour force (million) 2002 1/ 4.39 % services 52
Female labour force as % of total 2002 1/ 45

Consumption 2002 1/
Education General government final consumption expenditure (as 12
School enrolment, primary (% gross) 2002 1/ 79 a/ % of GDP)
Adult illiteracy rate (% age 15 and above) 2002 1/ 20 Household final consumption expenditure, etc. (as % of 84

GDP)
Nutrition Gross domestic savings (as % of GDP) 4
Daily calorie supply per capita, 1997 2/ n/a
Malnutrition prevalence, height for age (% of children 47 a/ Balance of Payments (USD million)
under 5) 2002 1/ Merchandise exports 2002 1/ 970
Malnutrition prevalence, weight for age (% of children 28a/  Merchandise imports 2002 1/ 1270
under 5) 2002 1/ Balance of merchandise trade -300
Health Current account balances (USD million)
Health expenditure, total (as % of GDP) 2002 1/ 6a/ before official transfers 2002 1/ -585 a/
Physicians (per thousand people) 2002 1/ n/a after official transfers 2002 1/ -553 a/
Population using improved water sources (%) 2002 3/ 64a/  Foreign direct investment, net 2002 1/ 122 a/
Population with access to essential drugs (%)1999 3/ 50-79
Population using adequate sanitation facilities (%) 2002 78a/  Government Finance
3/ Overall budget deficit (including grants) (as % of GDP) n/a

2002 1/
Agriculture and Food Total expenditure (% of GDP) 2002 1/ n/a
Food imports (% of merchandise imports) 2002 1/ 14 Total external debt (USD million) 2002 1/ 5969
Fertilizer consumption (hundreds of grams per ha of 70 a/  Present value of debt (as % of GNI) 2002 1/ 121
arable land) 2002 1/ Total debt service (% of exports of goods and services) 27
Food production index (1989-91=100) 2002 1/ 109 2002 1/
Cereal yield (kg per ha) 2002 1/ 1413

Lending interest rate (%) 2002 1/ 45
Land Use Deposit interest rate (%) 2002 1/ 23
Arable land as % of land area 2002 1/ 7 a/
Forest area as % of total land area 2002 1/ 42 a/
Irrigated land as % of cropland 2002 1/ la/

a/ Data are for years or periods other than those specified.

1/ World Bank, World Development Indicators, CD ROM 2004
2/ UNDP, Human Development Report, 2000
3/ UNDP, Human Development Report, 2004



PREVIOUS IFAD LOANS TO ZAMBIA

Disbursed
. Initiating Cooperating Lending Loan Current Closing Loan Approved Loan | Amount (%)
Project Name Institution Institution Terms Board Approval Effectiveness Date Acronym Amount as at 15 Sep
2004
Eastern Province Agricultural Development World Bank: | (14 Bank: TBRD I 22 Apr 81 11 Mar 82 30 Jun 88 L-1-66-ZA SDR 9 000 000 100.00
Project IBRD
Er‘g; tweswm Province Area Development IFAD World Bank: IDA HC 14 Sep 82 03 Mar 83 31 Jul 92 L-1-104-ZA SDR 11 950 000 100.00
HC 09 Sep 87 15 Apr 88 31 Dec 95 L-1-206-ZA SDR 9 100 000 100.00
Smallholder Services Rehabilitation Project IFAD World Bank: IDA
HC 09 Sep 87 27 Apr 88 31 May 96 L-S-7-ZA SDR 7 100 000 100.00
North Western Province Area Development FAD UNODS HC 11 Dec 91 26 Jun 92 31 Dec 00 L-1-293-ZA SDR 9 250 000 100.00
Project Phase 11 HC 09 Sep 87 26 Jun 92 31 Dec 00 L-S-28-ZA SDR 2 750 000 100.00
Southern Province Household Food Security IFAD UNOPS HC 05 Dec 94 28 Mar 95 30 Jun 03 L-1-368-ZM | SDR 10 400 000 95.11
Programme
Smallholder Irrigation and Water Use World Bank: UNOPS HC 12 Apr 95 09 Apr 96 31 Dec 02 L-1-377-ZA SDR 4 300 000 91.64
Programme IDA
Forest Resource Management Project IFAD UNOPS HC 09 Dec 99 26 Jun 02 31 Dec 08 L-1-520-ZM SDR 9 150 000 30.00
Smallholder Enterprise and Marketing IFAD IFAD HC 09 Dec 99 07 Nov 00 30 Jun 08 L-I-521-ZM | SDR 11 550 000 39.45

Programme
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LOGICAL FRAMEWORK

Objective Hierarchy

Target Indicators

Monitoring Mechanisms and Sources

Assumptions

DEVELOPMENT GOAL

Improved livelihoods of rural
households

- Increase in social and productive assets of rural households

- Reduction in child malnutrition prevalence (weight for age)

- Sample household surveys (baseline, mid-
term, end of project)

- Impact monitoring reports

- Analysis of relevant government statistics

- Programme benefits are not offset by declining
government services and social benefits

- Health and economic impact of AIDS is reduced

OVERALL OBJECTIVE

Increased use of sustainable
financial services in rural areas

- Number of rural households financing consumption and
productive activities with loans

- Number of additional rural households using savings
accounts or services

- Sample household surveys (baseline, mid-
term, end of project)

- Government regulations and policies allow for the
continued growth and stability of the financial sector

Stability in the macroeconomic climate allows for the
continued viability of the financial sector

OUTCOMES

1. Rural households using
expanded and sustainable
community-based financial
services

2. Households, groups and
enterprises in rural areas using
banking services

3. Production by smallholders
and other small-scale
producers increased

4. New financial products
mainstreamed and additional
services operating sustainably
in rural areas

5. More conducive policy &
institutional framework in
place for rural finance

- Number of regular savers

- Number of current borrowers

- Number of low income rural households as active clients of
NSCB

- Number of new smallholders and other small-scale producers
involved in new or intensified contract production schemes

- Total volume and value of inputs procured during the period
for smallholders and other small-scale producers by
outgrower companies

- Number of new rural products mainstreamed and additional
clients reached

- Portfolio at risk (>30 days) of borrowers using new services

- Number of rural households actively using financial services
- Number of viable rural financial service providers

- Profits generated by financial institutions in rural areas

- Financial and loan portfolio records of CBFI,
compiled by CBFI promoters

- Quarterly monitoring reports by CBFI
promoters to the PMU

- Evaluation studies by PMU

- Quarterly monitoring reports by NSCB to the
PMU

- Evaluation studies by PMU

- Quarterly monitoring reports by DBZ to the
PMU

- Records of producer credit disbursed by
participating outgrower companies

- Evaluation studies by PMU

- Evaluation studies by PMU

- Regular reports from the Rural Finance Unit

- Evaluation studies by PMU

Internal technical capacity of CBFIs is sufficient to
ensure viability without dependence on external
assistance

Sufficient external credit is available to allow CBFTIs to
expand and graduate

Government supports NSCB and meets its proposed
financial obligations

- An increasingly independent board eliminates the risk
of political interference

Government refrains from interference in agricultural
input and output markets

Creation of an effective legal system including fast-
track local courts

- Marketing systems are in place to handle increased
rural production

Institutional capacity exists to mainstream piloted
products

- MFNP makes the necessary commitment to develop
rural finance and provides the budget and technical
support for the effective operations of the RFU

- Adequate counterpart funds available

2 Where possible, indicators will be disaggregated by gender and by HIV/AIDS affected households.
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Objective Hierarchy

Target Indicators

Monitoring Mechanisms and Sources

Assumptions

oOUTPUTS

Development of Community-
Based Financial Institutions

1.1. New CBFIs established

1.2. Existing CBFIs improved

1.3. Knowledge and capacity
of MFIs/NGOs increased

2. Promotion of Rural
Banking Services

2.1. NSCB well managed and
financially viable

2.2. Financial services by
NSCB more readily available

- Number of CBFIs operating independently (>75%)
- Number of new CBFIs established

- On-time repayment rate (>~90%)

- Profit of CBFIs (positive)

- Number of CBFIs audited on-time

- Number of members (25,000)

- Savings rate (USD 2/person/month)

- Number of loans outstanding

- Principal balance of loans outstanding

- Number of CBFIs independently operating (>75%)
- Number of existing CBFIs supported (300)

- On-time repayment rate (>90%)

- Profit of CBFIs (positive)

- Number of CBFIs audited on-time audits

- Number of members (5,000)

- Savings rate (USD 2/person/month)

- Number of loans outstanding

- Principal balance of loans outstanding

- Number of new studies produced and disseminated

- CBFI promoters applying new methodologies

- Profitability of operations (reached in 2005, then gradually
increasing)

- Solvency as defined by BoZ (reached in 2005, then gradually
improving)

- Share of non-performing loans of portfolio (throughout the
period, not more than 5%)

- The number of operational NSCB branches, sub-branches
and money windows (target by 2010: 84, covering a large
majority of districts)

- Financial and loan portfolio records of CBFI,
compiled by CBFI promoters

- Quarterly monitoring reports by CBFI
promoters to the PMU

- Number of regular savers

- Number of current borrowers

- Financial and loan portfolio records of CBFI,
compiled by CBFI promoters

- Quarterly monitoring reports by CBFI
promoters to the PMU

- Evaluation studies by PMU

- Quarterly NSCB monitoring reports to PMU

- Audited accounts and financial management
reports of NSCB

- Quarterly monitoring reports by NSCB to the
PMU

- Sufficient experienced CBFI promoters available to be

contracted to support the targeted number of CBFIs

- Sufficient experienced CBFI promoters available to be

contracted to support the targeted number of CBFIs

- CBFI promoters are willing and able to support
existing CBFIs

- NSCB able to attract/maintain professional
management and recruit well qualified personnel to
staff its rural branches

- Sufficient demand for services in proposed rural
branches

I XIANAddV
LNIWJdOTIATA TVIALTADIYODY Y04 ANNJ TVNOILVNIITLNI




Objective Hierarchy

Target Indicators

Monitoring Mechanisms and Sources

Assumptions

in rural areas

Credit Facility for
Contracted Small Scale
Production

3.1. DBZ operating as a viable
management agency

3.2. Outgrower companies
accessing credit for
smallholders and other small-
scale producers

Innovation and Outreach
Facility

4.1. New products successfully
tested

4.2. Additional financial
services operating in new areas
and vulnerable households
participating

Policy, Institutional and
Management Support

5.1. Rural finance unit
operating effectively

5.2. Programme Management
Unit operating effectively

- The number and type of rural products and services
developed and offered from rural branches

- The volume of deposits and number of savings accounts
(2010: USD 50 million, 260,000 accounts)

- Total and rural portfolio growth (2010: total portfolio USD
30 million)

- Number and volume of loans financed/repaid by the facility

- Number of loans disbursed by the banks
- Volume of loans disbursed by the banks

- Recovery status and arrears position of the loans issued by
banks to outgrower companies

- Number of tested new rural products assessed as successful
- Number of additional clients reached by the new products

- Number and type of additional clients using newly
established rural services

- Total savings balance of the additional savers

- Rural finance strategy drafted and agreed (indicating gender
and HIV/AIDS provisions/sub-strategies)

- Projected results and impact being met on a timely basis

- Projected disbursement rate being achieved

- Audited accounts and financial management
reports of NSCB

- Quarterly monitoring reports by DBZ to PMU

- Quarterly monitoring reports by DBZ to the
PMU

- 1&O facility records

- 1&O0 facility records

- Regular reports from the Rural Finance Unit

- Regular reports from the PMU

- NSCB able to attract/maintain professional
management and recruit well qualified personnel to
staff its rural branches

- Commercial banks find the credit facility attractive

- Programme credit is used for intended purposes

- Interest in the 1&O facility by financial institutions

- Interest in the 1&O facility by financial institutions

- Rural finance sub committee operational

- Funds disbursed by IFAD in a timely manner

- Review committee meets on a regular basis
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PROGRAMME COSTS AND FINANCING

Table 1: Expenditure Accounts by Components — Base Costs (USD °000)

Development . Credit . Policy,
of Promotion Facility for Tnnovation Institutional Physical Contingencies
. of Rural and
Commun'lty- Banking Contracted Outreach and Total
Bas.ed Fln. Services Small Sc'ale Facility Management % Amount
Institutions Production Support
I. Investment Costs
A. Civil Works - 217 - - - 217 - -
B. Vehicles - 638 - - 70 708 0.5 3
C. Equipment, Software and Material
1. Equipment and Materials for New NSCB - 1336 - - - 1336 - -
Branches
2. Other Equipment, Software and Material - 1 064 - - 60 1124 0.3 3
Subtotal Equipment, Software and Material - 2 400 - - 60 2 460 0.1 3
D. Workshops - - - 20 214 234 5.0 12
E. Technical Assistance and Training
1. Local Technical Assistance and Training 100 191 - 75 1 540 1 906 - -
2. International Technical Assistance - 372 248 - 970 1590 - -
Subtotal Technical Assistance and Training 100 564 248 75 2510 3496 - -
F. Matching Grants /a - - - 1 400 - 1400 - -
G. Service Contracts /b 2200 - 300 - - 2 500 - -
H. Onlending Funds - - 4 000 - - 4000 - -
I. Government Debt Swap - 1128 - - - 1128 - -
Total Investment Costs 2300 4947 4 548 1495 2 854 16 143 0.1 18
II. Recurrent Costs
A. Allowances - - - - 101 101 - -
B. Staff Remuneration - - - - 137 137 - -
C. Operating & Maintenance - - - - 381 381 5.0 19
Total Recurrent Costs - - - - 619 619 3.1 19
Total Baseline Costs 2300 4947 4548 1495 3473 16 762 0.2 37
Physical Contingencies - - - 1 36 37 - -
Price Contingencies 215 16 37 115 247 630 0.4 3
Total Programme Costs 2515 4963 4585 1611 3756 17 429 0.2 40
Taxes 22 816 - 19 506 1363 0.5 7
Foreign Exchange 22 1448 258 322 1 605 3 655 0.3 11
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PROGRAMME COSTS AND FINANCING

Table 2: Disbursement Accounts by Financiers (USD *000)

Financial Duties
IFAD Institutions Beneficiaries Government Total For. (Excl. And
Amount % Amount % Amount % Amount % Amount % Exch. Taxes) Taxes
A. Civil Works for New NSCB Branches 184 85.0 - - - - 33 15.0 217 1.2 - 184 33
B. Equipment, Software, Materials and Vehicles
gg‘;{lﬁm’ Materials and Vehicles for New NSCB 1136 57.5 - - - - 839 425 1974 113 383 1187 405
Other Equipment, Software, Materials and Vehicles 750  68.0 - - - - 353 320 1103 63 662 88 353
Subtotal Equipment, Software, Materials and Vehicles 1886 61.3 - - - - 1192 38.7 3078 17.7 1045 1275 758
C. Training, Workshops and Short-term TA 718 832 - - - - 145 16.8 864 5.0 229 489 145
D. PMU Management Contract and Long-term TA 3220 895 - - - - 377 10.5 3597 20.6 2047 1173 377
E. Matching Grants 1078 714 431 28.6 - - - - 1509 8.7 302 1207 -
F. Service Contracts 2588 947 - - 144 53 0 - 2732 157 - 2732 -
G. Onlending Funds 4000 100.0 - - - - - - 4000 229 - 4000 -
H. Government Debt Swap - - - - - - 1128 100.0 1128 6.5 - 1128 -
1. Salaries, Allowances, Operating and Maintenance 136 447 - - - - 169 553 305 1.8 31 223 50
Total Programme Costs 13811 79.2 431 25 144 0.8 3043 175 17429 1000 3655 12411 1363

Al XIANHddV
LNIWJdOTIATA TVIALTADIYODY Y04 ANNJ TVNOILVNIITLNI




a

INTERNATIONAL FUND FOR AGRICULTURAL DEVELOPMENT
APPENDIX V

IMPLEMENTATION ARRANGEMENTS AND RESPONSIBILITIES

l. This Appendix provides some additional information about implementation arrangements for
individual programme components.

Development of Community-Based Financial Institutions

2. Within the framework of terms of reference, the approach adopted will be based on those
approaches that the tendering NGOs/MFIs have found to be most successful in Zambia. The service
providers will be contracted following a transparent tender and selection process in which experienced
NGOs and MFIs, or other suitably qualified contractors, will be shortlisted. The initial contracts will
be for three years, with subsequent contracts based on performance. Field implementation will
commence in the second half of the first programme year.

Promotion of Rural Banking Services

3. The NSCB will implement the component. Implementation will be based on two documents:
(1) the Institutional Development Plan; and (ii) the MoU between NSCB and BoZ.

4. Institutional Development Plan. An Institutional Development Plan (IDP) prepared by NSCB
has been reviewed by BoZ and MFNP and comments and recommendations have been incorporated.
A final version approved by NSCB’s management is available. The IDP will be the base document for
implementation of the component. It also sets out NSCB’s objectives and details how performance
will be monitored. Specifically, it covers:

a) the planned expansion of bank branches, sub-branches and money windows in rural areas
specifying the phasing and locations though 2010;

b) the recapitalization of the bank by: (i) the government debt swap of ZMK 5.3 billion by the
end of 2004; (ii) a government cash injection of ZMK 5.8 billion in 2005, to be inscribed
in the 2005 government budge, with the funds transferred to NSCB by 30 June 2005; and
(iii) additional capital resources made available through IFAD financing in 2005 and 20006,
totalling ZMK 10.4 billion equivalent;

c) continued growth in savings so that NSCB will not require funds from wholesale sources
and on the assets side expansion of the loan portfolio from 13% of deposits in 2003 to 60%
of incremental annual savings, plus continued growth in guaranteed employment loans
with ZMK 7.5 billion as an annual target;

d) installation and operation of a new MIS/accounting system by mid-2005; and
e) sale of NSCB building in Lusaka by the end of 2006.

5. Memorandum of Understanding. The BoZ will prepare a draft MoU to be signed between
NSCB and BoZ. The MoU will spell out the responsibilities of the NSCB during the period before it
comes fully under the Banking and Financial Services Act (BFSA). The intention is to harmonize
procedures with those of the BFSA. Included will be a requirement that NSCB has a professional
board operating without political influences and that NSCB meets full prudential requirements like
commercial banks operating under the BFSA.

Credit Facility for Contracted Small Scale Production

6. An Operations Manual laying out terms and framework conditions, procedures and criteria is
being prepared by DBZ.
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7. Start-up. At programme start-up, a MoU will be signed between MFNP and DBZ detailing the
rights and obligations of DBZ as the management agent of the RFP credit facility. The MoU will
outline the tasks of DBZ in the operation of the facility and define the method for calculating DBZ’s
management fee. It will also refer to the planned process that will take place to convert the initial
‘agency arrangement’ to an on-lending agreement (with DBZ assuming the on-lending responsibility
and thus bearing the risk), in the event the scheme success and the institutional strength of DBZ as
assessed during the Mid Term Review justifies a change of this type.

8. At the beginning of implementation, DBZ, with assistance from the technical advisor within
DBZ and the Programme Manager of the PMU, will make the potential implementation partners and
borrowers aware of the availability of the facility. First, DBZ will organise a round of negotiations
with the commercial banks, inform them about the rules and conditions of the scheme and solicit their
interest to participate. DBZ will review the financial condition of the interested commercial banks and
with the support of the BoZ’s assessment of the banks, select those that qualify to participate. With
each of the participating banks, DBZ will sign a Framework Lending Contract defining the rules and
conditions of the financing arrangements as detailed in the Operations Manual. The financing of each
sub-loan to will fall under this Framework Lending Contract.

9. DBZ will also organise a national start-up workshop for agro-marketing and processing
companies and other related organisations and programmes to inform them about the facility. The aim
will be to inform the potential market of the benefits that the new financing window could provide to
companies aiming at the intensification and expansion of existing or establishment of new operations
for contracted small-scale production. During programme implementation, DBZ and the Facilitator
will be in continuous contact with the potential borrowers to keep the market well informed about the
improved business opportunities created by the new financing window. An especially important area
for this proactive work will be to assist in linking the numerous rural marketing and business support
programmes that are working with smallholders with such agro-companies that could, with the
funding from the new credit window, expand their operations into areas where these programmes are
training farmers’ groups and associations.

10. Based on the Operations Manual, DBZ will provide participating commercial banks with
guidelines on how to operate the scheme. As onlending will largely follow the standard lending
practices of each commercial bank they are likely to find that using the RFP credit line will be
relatively straightforward. However, each participating bank shall assign one person to be responsible
for the facility operations in the bank, as previous experience has shown that without this
arrangement, commitment by the commercial banks to this type of credit windows can be difficult to
sustain. Companies involved in contracted small-scale production could apply for loans from any of
the participating commercial banks. As the banks will carry the full credit risk on the loans, they will
evaluate the applications using their standard criteria when assessing the project viability and risk and
when defining the terms and conditions and collateral requirements. If the review process leads to a
positive decision by the commercial bank, it will approve the loan on the condition that it will be
refinanced from a RFP credit line facility. As the commercial banks carry the full credit risk, the main
task of DBZ will be to verify that the proposed project fulfils the key eligibility criteria of the scheme
and is aimed at intensification or expansion of small-scale contracted production.

11. Interest Rate Structure. The interest rate structure will reflect both the developments in the
macro-economic situation in the country and various factors internal to the scheme. The commercial
banks will be provided with a borrowing rate that will allow them a sufficient interest rate spread to
adequately hedge against possible loan defaults in their on-lending operations and will provide an
incentive for the commercial banks to get involved financing smallholder-based production activities.

12.  Loans will be available both in USD and in local currency. When the commercial banks borrow
from the facility, the interest rate for their USD loans will be 1%-1%2%. At August 2004 rates, they
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will lend the USD funds to companies at 6%-7%. It has been confirmed by commercial banks that the
resulting spread (5% to 5.5%) provide adequate incentive to participate in the scheme and sufficient
compensation for their operational costs and credit risk. The interest rates for local currency-based
lending will be determined at programme start-up. During programme implementation, the
appropriateness of the lending rates will be periodically reviewed. Based on their interactions with
commercial banks, and to reflect changes in the financial market, adjustments in interest rates will be
made. Any change in interest rates will be approved by the Quarterly Review Committee.

13.  Use and Eligibility. The question of limits and loan exposure for borrowing companies will be
detailed in the Operations Manual. The main guideline for use of the RFP credit line financing will be
that the projects financed lead to an expansion or intensification of smallholder-based contracted
production activities. The intention is to provide stability to the financing of such activities by
stressing the long-term development perspective that the credit facility provides for participating
companies. One of the crucial tasks of DBZ will be to monitor the progress of each financed
outgrower operation and critically assess the impact they have on the intensification of the activities
of participating small-scale producers and on the expansion of contract farming schemes. The results
of these on-going field visits and reviews will determine whether financed companies qualify for
follow-on loans under the facility.

Innovation and Outreach Facility
14.  The Facility will be administered by the PMU, which will:

a) develop the working practices and procedures for the Facility and document them in a
detailed Operations Manual, including developing the criteria for reviewing and
approving/rejecting the proposals;

b) actively promote the Innovation and Outreach Facility and its services among financial
sector stakeholders;

¢) provide direct support and/or organise required external resources to assist the financial
sector operators in the preparation of proposals for support from the Facility;

d) review the proposals against the agreed criteria and present them with recommendations of
approval or rejection to an I&O Screening Committee;

e) perform the functions of contract management and accounting; and

f) actively follow-up/monitor the progress in the implementation of the assisted projects/
activities.

15. Operations Manual and Approval Criteria. This manual will be the reference document for
the PMU in managing the Facility. It will be developed by the PMU at the beginning of the
programme and discussed in an open forum with the main stakeholders — the prospective financial
intermediaries. During this session the detailed criteria for reviewing and approving/rejecting
proposals by the Facility will be discussed and a draft version of the criteria agreed. The Operations
Manual will be approved by the Quarterly Review Committee. For those activities eligible for support
under the Facility aimed at developing innovative financial products and their delivery mechanisms,
criteria will be included to ensure that the applicants could demonstrate that:

a) the products/projects have a clear rural relevance;
b) they are innovative in their conception or geographic/social application;

¢) each product will have the potential to respond to the demand of a large number of rural
clients;

d) the delivery of the product has the potential to become profitable in the foreseeable future;
and

10
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e) the applicant has the intention and capacity to carry out the project and to integrate a
successfully tested product into its mainstream operations.

16.  For proposals to be considered for eligibility that aim to increase the outreach of the financial
institutions in rural areas, the following information will be needed:

a) acomprehensive business plan for the proposed expansion, including a detailed budget and
cash flow projections for the proposed investment;

b) realistic calculations showing that operational sustainability could be reached in the
foreseeable future in the new areas of operation;

c) evidence of the rural dimension of the expansion (area coverage, clientele profiles, etc.);

d) detailed reports on the investing institution’s operational and financial status using
standard accounting, financial and performance indicators of the industry; and

e) information on potential commitments of additional financial and technical support to the
expansion plan, from own resources or from other sources.

17.  For the special window for vulnerable clients, it will be necessary in addition to demonstrate
that the products/services are targeted clearly at identifiable and particularly vulnerable sections of the
rural population and that the submitting financial institution has the capacity to work effectively with
such clients and include them in their regular operations if the project is successful.

18. Screening Committee and Application Approval Process. An I&O Screening Committee
will be set up at the beginning of the programme. It will consist of: representatives of the MFNP, the
Association of Microfinance Institutions of Zambia, the Zambian Bankers Association, and two
additional persons to be appointed by the Committee who have an in-depth knowledge of the sector.
The Committee will meet at least quarterly to review applications against the agreed criteria. Upon
approval, a contract will be prepared between the PMU and the recipient and funding made available
in tranches based on implementation performance and achievement of targets detailed in the contract.

Policy, Institutional and Management Support

19. For the management of the Support for Rural Finance sub-component, the PMU together
with MFNP will identify potential candidates for the Rural Finance Unit (RFU) once the loan has
been signed so as to allow time to find the appropriate high-level officers and ensure that they will be
able to work with the PMU after the programme has been launched. They will work as an integral part
of the PMU for the first few years as the strategic framework for rural finance is being developed and
the follow-up actions to implement the agreed policy initiatives are developed. The work involves
organization of policy user response dialogues and a Rural Finance Forum. During the first year, one
responsibility of the unit will be to establish working relationships with the main government partners,
including BoZ, MACO and other ministries concerned. The work of the unit will be closely aligned
with that of the FSDP and the work of the Rural Finance Sub-Committee and the other committees
involved in the definition, elaboration and execution of policies for the financial sector.

20. The key to the effectiveness of the second sub-component, Programme Management, is the
PMU. The PMU with contracted staff will be established within MFNP.
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