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Appendix I

Updated logical framework incorporating the additional financing

EB 2023/LOT/P.1

Results hierarchy Indicators Means of verification Assumptions/notes
Name Baseline Midterm Original New End | Source Frequency Respon
(December end target sibility
2022) target
Outreach Apex Bank progress | Quarterly NPCU Rural communities
reports, NPCU participate actively in
Number of persons receiving 70,000 174,268 285,000 324,496 Impact studies the activities of the
project services (men and programme
women) (Cl. 1)
Women (At least 40%) 69,707 129,798
Youth (At least 30%) 52,280 97,348
Corresponding number of 42,000 174,268 285,000 324,496
households
reached (Cl. 1a)
Estimated corresponding total 252,000 1,045,608 | 1,710,000 | 2,109,224
number of households members (Cl.
1b)

Project/programm
e goal

Rural poverty and household food i

nsecurity reduced on a su

stainable basis through access to rural finance

for 285,000 households

Reduction in the prevalence of child 34.10% 28.80% 31.30% 31% VAM, UNICEF, Baseline, Income from economic
malnutrition (stunting), by gender AHTS, WFP, reports | and activities will be used
completion on household
improvement
Number of households with 0 100,000 285,000 300,000 Household and Baseline, NPCU
improvement in household assets impact surveys Midterm and
ownership index, based on Completion
additional assets
Development Access to rural financial services is improved, enabling development of the agricultural sector
objective
Number of households reporting 70,000 174,268 285,000 324,496 e Rapid Baseline, NPCU, Rural communities
using rural financial services (Cl assessment Midterm and | Apex participate actively in
1.2.5) e Household and | Completion Bank the activities of the
impact surveys programme
CB/FSA shareholders/ depositors 7,000 70,000 105,000 195,000 Apex annual Annually Apex
receiving agricultural loans reports Bank
Increase in farm incomes through N/A 350 350 350 Household and Baseline, NPCU,
agricultural financial products impact surveys Midterm and | Apex
(US$/ha) Completion Bank

Component 1: Consolidation of the rural finance system
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Sub-component 1a: Sustainable and autonomous rural financial institutions (CBs, FSAs and the APEX)
1.2.7 Partner financial services Apex annual and Bi-annually NPCU . Rural financial
providers with operational self- external audit reports | and annually | and institutions operating
sufficiency above 100% Apex sustainably
FSAs | N/A 29 59 59 Bank e Government
monetary and fiscal
CBs | N/A 12 17 17 policies and macro-
Percentage of partner financial 74% 85% 100% 100% Outcome surveys Mid-term economic environment
service providers expressing and endline conducive for rural
satisfaction with services of the financial institutions
Apex Bank operations
Average in share capital of FSAs Apex annual and Bi-annually
until completion (share value external audit reports | and annually
adjusted to reflect the current
Outcome 1 inflation)
Establishment of a
viable and FSAs | $24,338 $30,000 $70,000 $40,000
sustainable rural CBs | $44,199 $55,000 $85,000 $70,000
financial system Percentage of partner financial APEX annual reports | Annually
institutions fully compliant with and BoSL annual
BoSL's regulation of minimum reports
capital requirements
FSAs | 3% - 2 out 10% 100% 20%
of the 59
CBs | 35% - 6 out | 50% 100% 60%
of 17)
Percentage of partner financial
service providers (RFIs) with
PAR 230 days below 5% (CI 1.2.6) APEX annual reports
and BoSL annual Annually
FSAS | 149 30% 60% 100% reports
CBs | 129 30% 60% 100%
Output 1.1 1.1.6 Financial service providers 49 77 77 77 APEX and project Quarterly
supported in delivering outreach reports
strategies, financial products and
services to rural areas
Outcome 2 Component 1: Consolidation of the rural finance system
Agricultural finance Sub-component 1b: Promotion of agricultural financial products
facility (AFF) and _ _ _ _ —
CB capitalization Yields/ha or percentage increase in 1.68 2MT/Ha AMT/ha 3MT Outcome & HH Bi-annually/ NPCU Beneficiary
fosters agricultural yields/ha (rice) MT/Ha surveys Annually and communities  access
Govern and utilize agricultural
ment loans
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production and Percentage of rice production 35% 40% 30% 50% Outcome and Bi-annually/ NPCU
commercialization commercialised household surveys Annually
Percentage in gross agricultural APEX annual reports | Bi-annually/ NPCU Rur_al ﬁnancial _
loan portfolio and BoSL annual Annually |nst|tqt|ons operating
reports sustainably
FSAs | 4.30 4.30 45 45 Government monetary
CBs | 16 16 20 45 and fiscal polici_es and
macro-economic
Output 2.1 Number of persons in rural APEX annual reports | Quarterly NPCU environment conducive
Accessibility of areas accessing'financial services 245,920 279789 285,000 324,496 and project reports and annually | and for r_ura}l financial _
developed (savings, credit, insurance, Apex institutions operations
agricultural financial | remittances) (Cl 1.1.5) Bank
products Number of persons in rural project 1,194 90,000 150,000 200,000 APEX reports and Quarterly NPCU e Rural
areas trained in financial literacy Program monitoring and annually | and communities willing to
and/or use of financial products and reports Apex participate in the
services(Cl 1.1.7) National Statistics Bank trainings
Women (At least 40%) 36,000 80,000 e RFIs are able
to provide training to
rural communities
Youth (At least 30%) 27,000 60,000
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Updated summary of the economic and financial analysis

The updated economic and financial analysis is presented in two parts: [1]Brief on
additional finance investments and their potential impact on project objectives; and [2]
Updated summary of RFCIP II economic and financial analysis.

[1] Brief on Additional Financing investments and impact on project objectives

A main outcome of RFCIP II is to develop financial services to foster agricultural production
and commercialization in Sierra Leone, and up to a third of the rural poor would have access
to rural finance services; in so doing, farmers will be able to improve their agricultural
production potential as they have the financial resources to buy inputs that will lead to
increased production output'®.

AF Investments and Implementation Strategy: To achieve its objectives, the
Programme developed a strategy of capacitating and resourcing intermediary rural financial
institutions, that is, the CBs and FSAs under the auspices of an apex bank(as is best
practice), to improve access to finance to target beneficiaries. This is operationalized by (i)
providing on-lending funds to support farming and related activities and rural micro and
small enterprise activities, and (b) by improving the operating efficiencies and the
technology-induced or digitalized value proposition of rural financial institutions to be better
placed to serve their rural clients sustainably.

Thus, the additional financing has allocated funds (of up to US$4.59 million) to partially
address unmet demand from the on-lending and agricultural financing facility (AFF)!1.

The other major allocation of the additional financing is towards digitalizing the rural financial
institutions network to better serve the needs of the RFCIP II target group.

Rationale for Digitalization: Emerging trends reinforce the catalytic effects of digitalizing
the rural finance network in the country!2. Indeed, various IFAD missions have observed that
digitalizing the rural finance network will enable them to cost effectively deepen their rural
outreach in the medium term, and significantly increase the competitiveness of the RFIs by
expanding the range and quality of services to the rural beneficiaries thereby mitigating the
risk of losing clientele and their relevance in rural areas.

In recognition of the need for a core banking application to anchor its digitalization drive,
the CBs and FSAs acquired the Bank Manager software to enable the network to derive the
significant benefits of digitalization!3; whilst this modest investment started to contribute to
the creditable performance of the RFIs, the limitations of the Banking Manager software
including proprietary and performance issues, constrained implementation. Hence, the need
to make the requisite level of investment in good quality and more complete digitization to
achieve the required levels of performance with a wider range of good quality services for
the rural customers.

Scope of Digitalization: The additional financing will fund a tested and reliable core
banking application (user licences) to replace the defunct Bank Manager software, hardware
(computers, laptops, printers), local area networks, wide area network to interconnect CBs,
FSAs, Apex Bank and their respective branches to access primary and secondary data centres
(a shared service with economies of scale benefits). In addition, the RFIs will be connected
to the national switch at the central bank through the Apex Bank to enable the CBs and FSAs
to participate in the national payment system. These investments will enable first class

RFCIP2 PDR.

11 The unvetted collated list of unmet loan applications from all CBs and FSAs amounted to $12.25 million as at
February 2023. It is estimated that at least a third of this amount could meet the credit approval threshold of the RFls
and be eligible for disbursement.

12 June 2022 Supervision mission report.

13 June 2022 Supervision mission report.
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payments, money transfers, cheque clearing, the deployment of more and appropriately
tailored savings, credit and other products and services to the rural clients to support their
agricultural and micro and small business activities. It will provide a robust platform for the
delivery or digital financial services which leverage technology to deliver cost effective
financial services to underserved and unbanked rural communities.

Digitalization Costs and Benefits: The digitalization strategy has four cost centres, to be
funded from additional financing and/or by the RFIs themselves; (i) procurement of
hardware and systems (additional financing), the core banking application and other
software (additional financing), installation and deployment of hardware and software
(additional financing), and (v) recurrent costs (additional financing during the project phase,
and from CBs and FSAs thereafter). These are captured in the RFCIP II additional cost tables.

The benefits of the digitalization, whilst not immediately quantifiable, can be presented
qualitatively as follows:

Stakeholder Selected Potential Benefits

Project Target Groups + Wider range of products and services (credit, savings, payments and

(farmers, MSMEs, rural remittances, insurance, etc) with efficiency enhancing and fraud-
community members minimizing technology-enabled front and back-end features.

who are also « Technology-enabled tailor-made products which may be difficult to
shareholders of CBs and deploy and track manually such loans with intermittent multi-payment
FSAs, other CB and FSA amortization/repayment plans.

clients) « Availability of digital financial services (DFS), emerging cost effecting

channels for reaching under-served communities cost-effectively.

» Access to the national switch and interoperable systems to participate
in account to wallet and wallet to account, cross country remittances
via multiple channels.

- Last mile benefits to overcome the hitherto truncated funds transfer
services whereby funds remitted to beneficiaries have to be cashed by
CB and FSA managers from the nearest commercial bank to be
physically/manually paid to target beneficiaries in rural communities.

» Digitalized CBs and FSAs increase in value for shareholders (target
group members) thereby attracting more investments from them and
attracting new shareholders and depositors. This will increase the
capitalization of the CBs and FSAs for sustainable and increase services
to the communities.

RFIs (CBs, FSAs, » Technology-enabled efficiency gains and minimization of fraud due to

Apex Bank) the effective capture of transactions

» Technology-based platforms such as available with interconnectivity
other RFIs and participation in the national payment systems (national
switch and interoperable systems) will facilitate several fee-based
income activities to improve profitability, growth in networth and
greater likely of meeting central bank regulatory capitalization
thresholds. Such growth in the capital base of the RFIs will enhance
their sustainability.

[2] Summary of the Economic and Financial Analysis

Financial Cashflow Models: Six individual financial models were developed to represent
the project intervention in the target area. These include three (3) agricultural models i.e;
Nerica rice production, Paddy rice production & Cocoa production and three business
enterprise models derived from investment to Community banks (CBs), Financial Service
Associations (FSAs) and Apex bank network. The models have been adopted and updated
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for RFCIP scaling up and have been found financially viable to be able to seek for additional
funds. The table below summarizes the financial viability assessment for RFCIP.

Table A
Financial cash flow models
A) i PRODUCTION
Farm models'net incremental benefits
Agricultural models (in SLL 000) Financial institution models (USD)

(i) Rice production | (ii) Rice production (iii) Cocoa Apex bank Community bank FSAs finacial model

= (Nerica) (Paddy) production financial model model
| PY1 1,287 199 -1,875 (927,000) -19,430 (18,311.6)
2 PY2 1,287 199 -1,875 (569,000) -8,095 (11,712.0)
N PY3 1,287 199 -1,875 (106,000) 2,518 (2,466.2)
c PY4 1,287 199 -1,275 88,000 20,154 11,950.8
I PY5 1,287 199 -1,113 96,800 48,600 25,481.2
A PY6 1,287 199 390 106,480 48,600 25,481.2
L PY7 1,287 199 390 117,128 48,600 25,481.2
PY8 1,287 199 390 128,841 48,600 25,481.2
A PY9 1,287 199 390 128,841 48,600 25,481.2
N PY10+ 1,287 199 390 128,841 48,600 25,481.2
R PY11 1,287 199 390 128,841 48,600 25,481.2
L PY12 1,287 199 390 128,841 48,600 25,481.2
Y PY13 1,287 199 390 128,841 48,600 25,481.2
S PY14 1,287 199 390 128,841 48,600 25,481.2
' PY15 1,287 199 390 128,841 48,600 25,481.2
S PY16 1,287 199 390 128,841 48,600 25,481.2
PY17 1,287 199 390 128,841 48,600 25,481.2
PY18 1,287 199 390 128,841 48,600 25,481.2
PY19 1,287 199 390 128,841 48,600 25,481.2
PY20 1,287 199 390 128,841 48,600 25,481.2
NPV (USD) 10,955 1,698 -4,384 -682,550 251,008 116,147

Project Costs and Log Frame Targets: Table B provides overall project costs by
components and beneficiaries. The total project costs have been estimated at US$ 107.1
million over a ten-year project implementation period. The cost per beneficiary has been
estimated at US$ 246 and cost per household has been estimated at US$ 1,450. It is
estimated that up to 73,875 households will be impacted by the project implementation
(equivalent to 435,862 beneficiaries). The following table summarizes the expected
outcomes of the project interventions and indicators linked to Log-frame targets.

Table B: Project costs and log-frame indicators
PROJECT COSTS AND INDICATORS FOR LOGFRAME

TOTAL PROJECT COSTS (in 000 USD) 60,008 | Base costs
Beneficiaries 2,019,939 people 336,656 Households
Cost per beneficiary 29,708 USD x person 178,247 USD x HH
Components and Cost (USD 000) Outcomes and Indicators
Strengl thening & 51,748
Expanding the Rural
Project Management & 8,260

Main Assumptions and Shadow Prices: Table C provides the expected yield per hectare
for the agricultural models used to estimate the project viability. As part of the AF
analysis, these have been validated. It also summarizes some of the main input prices
included in the models.

Table C: Main assumptions and shadow prices

MAIN ASSUMPTIONS & SHADOW PRICES*

Output Yields/ trading targets Price (in SLL) Input prices Price (SLL)

Rice 3,220 2,321 Rice seeds 3200

\V\’ cocoa 534 12,500 Ferterlizer 3,600

e(’ Maize 313 6,000 Unskilled labour 15000
Q\ev

[ ]

Q Exchange rate (OER) 7,529 Discount rate (opportunity cost of capital) 10%

O® Proxy for WOP hh income Social Discount rate 8%

Oé < Output conversion factor 1]
<&
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Beneficiary Adoption Rates and Phasing: Table D below summarises beneficiary
phasing year after year cumulating up to 336,656 by the last year of the project.

Table D: Beneficiary adoption rates and phasing
= _ [(n | wx | ww ]
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Economic Cash Flow: Table E below presents the net incremental benefit of the project,
including all project costs. The scaling up analysis shows that the project has the capacity
to generate a high Economic Rate of Return (ERR) of 21 per cent with a positive Net Present
Value (NPV) of US$27.6 million compared to the projection at design of 17% and US$14.9
million respectively.

Table E: Overall Economic Analysis
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Sensitivity Analysis: Table F below presents a sensitivity analysis that has been carried out
to test the robustness of the above analysis. The outcomes are presented in table below.
The sensitivity analysis investigates the effect of fluctuations in project costs, benefits
and delays in implementation on the NPV and EIRR. It also shows the economic impacts
that a decrease in project benefits of up to 30 per cent will have on the project’s viability.
A sensitivity analysis shows that the EIRR drops to 18 per cent with a 20 per cent
increase in project costs. A 10 per cent increase in costs yields a high EIRR of value 19
per cent, and a delay of project aggregated benefits by one to two years still yields a
high ERR of 18 per cent and 15 per cent respectively. The overall analysis shows that the
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economic viability of the project remains attractive by preserving positive NPV and EIRR
in each case.

Table F: Sensitivity analysis

Yoar 1 2 3 4 S e 7 L] 9 10-Yr26
e remn andin | e reiilie 518,420 2373 347945 480438 1200228 2529853 4481198 6072170 8327190 10,526,600
boatdle +1D% - M2 - 328D - BM2HD RES1 120350 AEROYE EALUIET QHREOE HEED2MD
boatdle +20% - 213 - M2MB .- 417534 BER5 1HMLES RNTAE IBESM RQE2828 L ESIDD
L ooyt - PIR@D - F2T8 - MIMb BANYD 12028 AMBINE AN21ID A8S17E2 DESMD
Ry (el iy - PIRQD - FH2T8 - MIMb V2T 132028 ABIINE AN21ID XINOBET8 DERSSD
High achaduity - BIRQD - M1iE8 - ¥NMX©H1 V2T 132028 IEB4AED LR4AS4DES JXNBIs DERSMD
18031268 5435588 5589735 6,122781 6802228 1.473,583 890,308 340,835 535695
coala +1D0% 17300 BPERMT AMETMD ATLRIT 7482460 120M1 R0 A TEE BR286 -
coala *20% 1RET1 SRS AMIE2 IMINM3 E¥2&S 1\BEX0 1DBEXD 4DE, B34 M2B34 -
coala +30% 2IB4ADE4 TODSAX4 THMASES TIRAED EM2EE 1PMEREE 1167400 442 004 DEAD4 -
[T
Dk ety = 221648 - 5737081 - RIBTMD - EM2DS - R0 1HBAYD 3IEOED LRTAID 7HARE DERSMD
coala +1D% - 2158 - B B1LERD - B4 - D400 - £B2223 Dapi1 D LETADS 737026 DERSMD
coala $20% - 24211 - SERAIND - TR 2T - AMAES - ARB2M5 LS 341280 LKRMS33SS 784358 DERSA0
coala +30% - 22483 - THMEST - TH4AE1 - TANH2 - THM288 M4AXDE RIS LKREN28T T OSOTES DERSMD
boatdla +1D% =237 -5 BAES - L2470 - AEAED - LE1LIET 1005 ADBADID ARSI EE24214 HEDMD
boaelda +20% - 22020 - BIRCS - ADT 28D - RHASS - R1B4 1B23D AS7TD AMLRIDD RQR4EEESS 310D
bhasida -1D% = 2648 - 5IDI.724 - KIBT, M0 - RT3E411 - REM2AMO 1 HAND XM2TD RKIFAIF ARANGT DERSMD
batile -20% =211 68 - BDT724 - LIBT 8D - KBNS - RE2IM0 106AXND 3XM2LTID ARTAID 2MR1B1 DERSSD
beatdle -3D% -2\ 68 - AT AS - L2 S - LEBNES - RE2IM0 1068XD 28481 LKA 27MR1B1 DERSSD
=108 - GIFADS - GE2DS - BONS - 21700 - HFXNF 18085 4 MODS ELRES4TF BXR7.E0
-1 D8 - bALES - A DETED - BT - THOTS - EXMb DAED 280268 IMLEDS BI21UD
2\ Discount rats 10%
Sensitivity Analy als Ba®e case Costs increase increase of Bansfits Decreass of Bansfits Deiay of1
+10% «20% +3W0% +10% +20% -10% 200 -0% 1year
= ars 19 1% 19% n 20% 2% 19 1% Y%
[ WS WHE 2 )27, 52 | M.76044 | 21BN | BOITHM | SIIMEN | WEM 3B | W 20108 | DFSOW | TAWSD | MO1OF
Year 1 2 3 4 5 6 7 8 9 10-Yr20
Incremental Benefits -577,759  -255,648  -302,467 654,473 1,608,406 2,934,858 4,511,734 6,585,102 9,765,638 10,055,201
benefits +10% - 635,534 - 281,213 - 332,714 719,921 1,769,247 3,228,343 4,962,908 7,243,613 10,742,202 11,060,721
benefits +20% - 693,310 - 306,778 - 362,961 785,368 1,930,087 3,521,829 5,414,081 7,902,123 11,718,766 12,066,241
Mild scenario - 577,759 - 230,083 - 302,467 523,579 1,608,406 2,934,858 4,060,561 6,585,102 7,812,510 10,055,201
Medium scenario - 577,759 - 230,083 - 302,467 261,789 1,608,406 2,934,858 4,060,561 6,585,102 3,906,255 10,055,201
High scenario - 577,759 - 204,518 - 272,220 261,789 1,608,406 2,934,858 3,609,387 5,926,592 3,906,255 10,055,201
Project Costs 1,603,126 5,435,588 5,589,735 6,122,761 6,802,228 1,473,583 890,308 340,695 535,695 =
costs +10% 1,763,439 5,979,147 6,148,709 6,735,037 7,482,450 1,620,941 979,339 374,765 589,265 =
costs +20% 1,923,751 6,522,706 6,707,682 7,347,313 8,162,673 1,768,300 1,068,370 408,834 642,834 -
costs +30% 2,084,064 7,066,264 7,266,656 7,959,589 8,842,896 1,915,658 1,157,400 442,904 696,404 -
Net cash flow
base scenario - 2,180,885 -5,691,236 -5,892,202 -5,468,288 -5,193,822 1,461,275 3,621,426 6,244,407 9,229,943 10,055,201
costs +10% - 2,341,197 -6,234,795 -6,451,176 -6,080,564 -5,874,044 1,313,916 3,532,395 6,210,338 9,176,374 10,055,201
costs +20% - 2,501,510 -6,778,354 -7,010,149 -6,692,840 -6,554,267 1,166,558 3,443,365 6,176,268 9,122,804 10,055,201
costs +30% - 2,661,822 -7,321,912 -7,569,123 -7,305,116 -7,234,490 1,019,200 3,354,334 6,142,199 9,069,235 10,055,201
benefits +10% - 2,238,660 -5,716,801 -5,922,449 -5,402,840 -5,032,981 1,754,760 4,072,600 6,902,918 10,206,507 11,060,721
benefits +20% - 2,296,436 -5,742,366 -5,952,696 -5,337,393 -4,872,140 2,048,246 4,523,773 7,561,428 11,183,071 12,066,241
benefits -10% - 2,180,885 -5,665,671 -5,892,202 -5,599,182 -5,193,822 1,461,275 3,170,253 6,244,407 7,276,815 10,055,201
benefits -20% - 2,180,885 -5,665,671 -5,892,202 -5,860,972 -5,193,822 1,461,275 3,170,253 6,244,407 3,370,560 10,055,201
benefits -30% - 2,180,885 -5,640,106 -5,861,955 -5,860,972 -5,193,822 1,461,275 2,719,079 5,585,897 3,370,560 10,055,201
benefits delayed 1 year - 1,603,126 -6,013,347 -5,845,383 -6,425,228 -6,147,754 134,823 2,044,550 4,171,039 6,049,407 9,765,638
benefits delayed 2 years - 1,603,126 -5,435588 -6,167,494 -6,378,409 -7,104,695 - 819,110 718,098 2,594,163 3,976,039 6,585,102
a\ Discount rate 10% |
Sensitivity Analysis B Costs Increase Increase of Benefits Decrease of Benefits Delay of Benefits
+10% +20% +30% +10% +20% -10% -20% - 30% 1year 2 years
IRR 20% 18% 17% 16% 21% 23% 19% 17% 16% 17% 14%
NPV (USD) '000 23,362,097 |20,674,665]17,987,233] 15,299,801 | 28,385,739 | 33,409,381 20,241,478 15,744,093| 13,941,815 | 16,969,689 | 11,160,106




