LOCAL FINANCE INITIATIVE

Aeyosag qoy ¥ enjwep auljenboep
:S1IP8Jo 010yd



Unlocking Public and Private Finance for the Poor
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There is no lack of entrepreneurial spirit in Tanzania. What keeps many dreams from coming true is lack of financing for
local development projects and the complex process required to transform dreams and ideas into reality.

The need for investment in developing economies is well known, but current levels are too low — especially in local
economies — and financial markets are often less mature.

The Local Finance Initiative (LFI) is a flagship United Nations Capital Development Fund (UNCDF) programme playing
a vital role in overcoming these obstacles. LFl uses targeted seed capital investments and technical support to reduce
the risks for private investors, such as local banks, to fund essential economic infrastructure and basic services at the
local level.

LFI in Tanzania

LFI Tanzania (LFI-T) supports both public and private project developers in local communities to prepare and structure
feasible, credit-worthy investment pipelines and demonstrates how such projects can yield both financial and social
economic returns. Well-designed, investments in small-scale infrastructure — agro-processing, hydro-power for rural
electrification, transportation hubs and markets for public service delivery, and telecommunications — are having a
transformational impact on communities across Tanzania, supporting food security, women’s and youth empowerment,
job creation, climate change and clean energy.

At its core, the Local Finance Initiative aims to ensure that people in all regions and locations can benefit from and
contribute to a nation’s growth. Re-investing domestic resources back into local economies helps to retain their value
and build inclusive, productive and resilient local economies that become dynamic contributors to growth. In addition,
our work with local governments aims at enhancing their capacities to develop such projects as part of their annual
budget and investment plans. As a result, Local Government Authorities (LGAS) are able to access new sources of
capital from the private sector and domestic capital markets and increase revenues from quality public services. Other
important results are more robust local economies and more self-sufficient local governments that are less dependent
on the central government for financial resources.

LFI Approach & Process Flow

The LFI Technical Team follows a disciplined investment process

driven by a simple, but tested internal review and approval Transaction Structure: Special Purpose Vebhicle,
mechanism. The team carefully manages each phase of the process Public Private Partnerships,
i.e. project screening, due diligence, and the transaction phase. Small and Medium Sized Entrepreneurs
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Since its launch in 2012, LFI-T has supported more than 30 local development projects in Tanzania as they
advanced from the planning to the investment-ready stage, working closely with the Prime Minister’s Office -
Regional Administration and Local Government (PMO-RALG) and financial institutions. LFI-T supports projects in
18 regions, spread across several sectors — food security, climate resilience and clean energy, women economic
empowerment and local economic development including public service delivery infrastructure. Some examples of

this work are described below.

Rural Electrification/Clean
Energy:

Five private sector project developers
are working to introduce small-scale
hydro-electric power plants (in Iringa,
Njombe and Mbeya) to improve
access to electricity for businesses,
health facilities, schools and
households. Among the main benefits
are cheaper and more reliable energy
for small businesses, freeing women
and children from collecting firewood
and allowing for refrigeration of food.
The projects will also help to create

a cleaner, healthier environment by
reducing deforestation and the use
of charcoal for heating and cooking.
LFI-T provided seed capital and
technical expertise to make these
projects bankable and investment-
ready. As a result of our work, these
initiatives have unlocked additional
performance grants from Tanzania’s
Rural Electrification Agency, hydro-
mechanical equipment from the UN
Industrial Development Organization
and loan commitments from a
commercial bank.

Agriculture: A cashew farming
cooperative (TANECU) wants to
build a processing plant in Mtwara
to provide a stable market for its
members — all small-scale farmers,
mainly women — leading to increased
productivity and income. The project
will also create new jobs, contribute
to revitalizing the rural economy and
boost foreign exchange income.
LFI-T is providing technical expertise
and seed capital, additional financing

All projects: Distribution of projects by sector and location
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is expected to come the National
Social Security Fund and the Tanzania
Investment Bank.

Public Service Delivery: Many
local governments want to build
economic infrastructure for quality
public service delivery in their
localities, but must wait for limited
transfers from central government.
LFI-T helps local governments to
meet their goals by leveraging private
capital. Kibaha Town Council (Pwani
Region) has received technical
support from LFI-T and others to
develop a modern market and

bus terminal that will serve local
consumers and 60,000 passengers
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daily; provide small-holder farmers
and traders (mainly women) access

to a clean, protected and centralized
market for their agricultural produce,
and open up space for establishing
small businesses. LFI-T worked
closely with Kibaha Town Council

to strengthen its proposals to meet
bankability standards of private sector
lenders, and in addition provided seed
capital as part of the capital structure
to unlock the loan. As a result, the
Tanzania Investment Bank agreed to
provide loans covering around three-
fourths of the cost of the two projects.
Increased taxes, levies and fees from
these projects will allow the Town
Council to repay the loans.



LFl Case Study:

Kibaha modern market

Overview:
Sector: Public service delivery

Project: modern market

Location: Kibaha District, Pwani Region

Cost: USD 10.1 million; bank loan USD 7.6
million

UNCDF contribution: seed capital USD
252,160 & technical support
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Existing market at Maili moja, Kibaha Kibaha proposed modern market structure

The total project cost of the Kibaha modern market is approximately USD 10.1 million. LFI provided technical expertise
to confirm commercial viability and USD 252,160 in seed capital to meet the gap in the project’s capital contribution of
Kibaha Town Council. This contribution, combined with that of others, will unlock domestic capital, including a USD 7.6
million loan, representing three-fourths of the total investment cost, from Tanzania Investment Bank.

“We have no market in our town just small stalls and we only have a small bus terminal which is not
enough to meet the demand - this has been a major challenge for us for over ten years. Our town is
growing and we now need modern facilities. The loan agreement from Tanzania Investment Bank was a
result of much technical support from UNCDF, especially when talking to the bank. Every meeting we had
with the bank they were with us to ensure smooth and successful discussions. We really thank UNCDF
for all their support. The Kibaha Town Council has a responsibility to provide service delivery and the new
modern facilities will help to increase revenue for Kibaha.”

Kibaha Town Council Executive Director, Ms. Jenifa Omolo.

LFI-T will continue operating in Tanzania until 2019. The Government of Tanzania has already expressed an interest
in applying LFI’s techniques and strategies in all local governments throughout the country. LFI programmes were
launched in Uganda in October 2015 and Benin in November 2015.
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