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EXECUTIVE SUMMARY



Introduction

The purpose of the Report is to provide an evalnatif Removing Administrative Barriers to
Investment Project — Phase II(“RABI 1lI” or the “Project”) implemented by the IE over the
2008 — 2010 period. In line with the Terms of Refee (TOR), the analysis is aimed at assessing
“both the efficacy of [the] program in achieving imgtial objectives; and the quantitative impacts
generated from program achievemén(sages 2 and 3). In particular, the exercise ive® (i) a
gualitative part focusing on the relevance, effectiveness (outpotsoutcomes), and efficiency of
the IFC intervention, and (ii) @uantitative part aimed at quantifying the impacts achieved both by
the Project as a whole (‘cross cutting’ impactsd ay specific interventions (‘product or
component-specific’ impacts).

Project Overview

Objective and Approach As indicated in the approval document, the Ptigexverall objectives

to: “support the effort of the government to work with private sector to identify and remove
barriers to investment and to promote investmeninbgrmal and formal businesses in Sierra
Leone and to profile investment opportunities faraeting new investmeht The Project was
largely conceived as a follow up initiative, aimedproviding support to and ensuring an effective
implementation of the outcomes achieved under theigus phase of the project (RABI II), i.e. (i)
the passage of a new legislation for start-up mioms and (i) the set-up of a new national
investment promotion agency, th®ierra Leone Investment and Export Promotion Agency
(SLIEPA); as well as under a separate project implged by the IFC’s PEP Africa and FIAS,
which supported (iii) the formalization of a platio for dialogue between the public and the private
sector, theSierra Leone Business Fory(8LBF)". The scope of the Project encompasses additional,
complementary activities contributing to the ackment of the overall objective, and falling under
the following areas: tax reforms, Doing-Busines®nmmas, and development of strategic sectors
(tourism and agribusiness).

Components Initially, the Project was to focus on seven ardaur covered by one single profect
(also ensuring the overall coordination), and ngm@) business start-up procedures, (ii) public-
private dialogue (PPD), (iii) Doing-Business refag;mand (iv) monitoring and evaluation. The three
remaining areas, i.e. (v) tax policy and admintgirg (vi) investment promotion, and (vii) tourism
development, were specifically addressed by seppraiectd. The split into separate projects was
due to internal management reasons, but, as faroasterparts and donors (i.e. DFID) were
concerned, there was only one IFC Investment Cénpaibject in Sierra Leone. Monitoring and
evaluation (M&E) activities were abandoned earlye do their excessively broad scope and
unrealistic institutional set-up. Project activitic¢an be grouped inteix components whose
objectives are summarized in the table below.

Project Components

Component Objectives
Implementing new organizational and proceduralrayeanents to support legislatiye
changes in the business registration regime
#2 — PPD Supporting and strengthening the SLBF as a tomhpiove the investment climate
#3 - DB Reforms Supporting the Country’s efforts towards improvidging Business rankings

Assisting the National Revenue Authority (NRA) atie Ministry of Finance td

#4 — Tax : : . .
improve tax policy and administration

#1 — Starting a Business

! The Sierra Leone Business Forum project (# 548665)

2 The SL Removing of Administrative Barriers to Istment (RABI) Ext Phase 2 project (#562368).

% The three separate projects were: (i) Sierra Léme Simplification Rollout (#561268), (i) Proniog Investment
and Export for Sierra Leone (#565247), and (iigr& Leone Tourism (#565967).



Strengthen the capacity of the SLIEPA to attragestment and implement sector-
specific proactive investment promotion program
Addressing institutional and regulatory constratotthe development of the tourism
sector

#5 — Investment Promotion

#6 — Tourism Development

Timeline and Budget The Project waapproved in February 2008ut only became operational
on December 1, 2008, with a duration of 31 mon&tsapproval, the Project had an estimated
overall budget of abowiS$ 8.8 million of which US$ 2.9 million funded by DFID. The largize

of the budget is explained by the inclusion offifiancial support to some local entities (about US$
1 million) and (ii) expensive transaction advisseyrvices to be rendered in connection with sector-
specific investment promotion initiatives (over U3%nillion). During implementation, the total
amount of funds managed by the IFC was cu/&$ 7.2 million of which US$ 2.4 million were
contributed by DFID. Such a decrease was largetgrdened by the change of the DFID grant
period, requiring all the funding to be fully contted before March 2010 and, thereby, leading to
the cancellation of some initiatives, whose imp¢ion become unfeasible within the new time
frame. Nevertheless, the Project managed to raisiti@nal contributions from local partners,
bringing the total Project size to a value simitathe original, i.e. atS$ 8.5 million

Project Environment. The Project was implemented in a country that just emerged from a
long armed conflict. Therefore, the Project hadctmfront an extremely difficult operating
environment, characterized by largely dysfunctiagg@aternment institutions, lack of knowledgeable
local counterparts, and a weak, mostly informalge sector. Weaknesses at the institutional level
were particularly severe, and this inevitably akelc Project activities, by making it unusually
difficult to translate the advice provided into cogte actions. This has obvious implications from
an evaluation perspective, as the results measiasetl on standard evaluation metrics and criteria
have to be interpreted considering the pioneeratgre of the Project.

Evaluation

Strategic RelevanceThe Project is fully aligned with the overarchingoperty reduction strategy

of the GoSL from 2008-2012i.e. the Second Poverty Reduction Strategy Pape&hich
emphasizes the importance of generating a sustainedie of economic growth through
encouraging the private sector to play a greaterirothe economy. However, the appropriateness
of some actions undertaken under the Componen@#& Isomehow doubtful due to the country’s
real conditions. The Project wéwmgely geared towards the achievement of ‘stru@ureforms,
such as the set-up of a business registry, thetutishal strengthening of brand new local
institutions, i.e. the SLIEPA and the SLBF, and #mendment of some pieces of legislation.
Comparatively smaller emphasis was placed on ‘gwaoks’, whose achievement has also been
penalized by a lack of prioritization in the Goverent agenda and excessive reliance on the SLBF
as a facilitator. The Project enjoyed backing frkey decision makers, including the country’s
political leadership howevernn many cases, theoperational cooperation with counterpart
institutions proved less than ideal'he existence of similar difficulties was fullgkamnowledged by
the Project Team since the very beginning. Howether situation proved to be more difficult than
initially foreseen and was made even more compie& bumber of changes of local counterparts
experienced during the Project implementation.

Delivery of Outputs. The Project delivered &ir number of outputs, most of them of good, if ho
excellent, quality However, this overall assessment deserves samss-component qualifications.
Almost all outputtargets included in the monitoring plans for Comgrats #4 and #5 were achieved
or overachieved. Vice versa, the prolonged resirirgy of the SLBF negatively affected the
performance of Components #2 and #3. Still, theérunsental support provided by the Project
towards ensuring a smooth restructuring of the ShB& to be mentioned, despite the fact that it
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cannot be captured by IFC standardized indicatGesmponents #1 and #6 are somewhere in
between, having contributed to the realization ome extremely positive results, such as the
introduction of transparent procedures for the avwa of concession agreements and the opening
of a Business Registration Center at the OARG, evthle delivery of some other outputs, for
instance in the land policy area, lags behind etgtens.The assistance provided by the Project is
positively assessed by counterpansth virtually all beneficiary institutions declag themselves

as highly satisfied or satisfied.

Achievement of Development Outcomes In general, the degree of acceptance and
implementation of recommendations formulated undehe Project is rather modestand
characterized by important differences dependingnughe nature of the actions. A couple of
positive outcomes were achieved as far as legalgdsaare concerned (i.e. the Companies Law and
the GST law). The acceptance and implementatiorr@mmendations came at the end of a long
and laborious process, requiring constant contaittsrelevant GoSL and other stakeholders, due
to the sensitive nature of the reforms addresseldoarthe sheer existence of large institutional
constraints at the local level. Very limited resulwere achieved in the case of administrative
reforms, as well as in the land policy and tourdewelopment areas. Nevertheless, as a result of the
reforms supported by the Project, between 2008288 Sierra Leone recorded an improvement
in DB rankings, climbing from the 168 out of 178 economies to 1#8position out of 183
economies In particular, improvements concerned the ‘stgrt@ business’ indicator but progress
has been captured by the DB 2010 survey which @Berences the ‘getting credit,” ‘protecting
investors,” and ‘paying taxes’ indicatorslowever, DB improvements should be cautiously
regarded, as limited evidence of the actual imgaeirted by some legal changes on business
operations was gathered and some inconsistenciésisaiine values were detected in the case of
business registration. On the other harmthnical assistance and capacity building prositto
SLIEPA and NASSIT produced extremely positive outoes as demonstrated by the significant
rise of investor enquiries recorded by the formed @he successful awarding of a concession
agreement for the rehabilitation, redevelopmengrajon, and maintenance of the Cape Sierra
Hotel.

Efficiency. A clear-cut assessment of the Project cost-éffmuess is prevented by the lack of
detailed and updated information on expenses asidtemns. Nevertheless, the following budgetary
and organizational aspects should be highlightesl.oAthe end of 2009, huge gap between
planned and actual expenditurewas detected (i.e. US$ 2.4 million against US$ miBion),
primarily due to operational difficulties faced dimg implementation which involved the drop of
some initially envisaged activities and significaielays in the recruitment of the local team, ia th
disbursement of financial support to local entitiese. SLIEPA and SLBF, and in the
implementation of some activities. Given the exwgmdifficult operating conditions, botthe
decision of having a strong on-the-ground preseneed the efforts deployed to maximize
synergies with other donors and international orgaations should be regarded as positive
features of the ProjectOn the negative sid¢he early abandon of the M&E componewnieprived
the management staff of an extremely useful todddil put pressure on local counterparts as well
as to promptly spot (and correct) any deviatiomfithe operational objectives.

Impact Assessment
Introduction . The impact assessment exercise focused on 7 ¢yp@pacts, namely:

» two overall impacts relevant for all components or product areaduting: (i) the aggregate
private sector cost savings, and (ii) the privatet@ investment generated,



» five product-specific impactsincluding: (i) the number of new businesses tegesl, (ii) the
number of new jobs created, (iii) the number of hmwinesses complying with the tax regime,
(iv) the tax revenue generated, and (v) the inergagrade flows.

Three methodological issues must be highlightétlebutset. First, the exercise required the use of
a variety of data, both of a micro and macro-ecaoamature, collected from a variety of sources.
Unfortunately, in a number of cases, the qualitgata is less than ideal and, therefe@metimes
only rough estimates could be produce8econd, the notion of ‘product-specific’ impace(
related to work carried out in a specific areandéiivention) is at times diminutive, as some impact
are in fact the result of more than one strand abiviies or components (as well as by other
external factors). Thereforehenever feasible, the analysis was extended tcsmhar all the main
contributing factors Third, the impact assessment exercise coverpdhed until end 2010. It is
well known that in many cases investment climafernes take time to produce effects, which
become visible only in the medium term. This istipatarly the case for impacts on investment and
employment, as economic agents tend to respond awitime lag to the opportunities created by
changes in the legislative and regulatory framewadtkerefore, it is important to stress that the
guantitative estimates provided in this Report medaly to the initial impacts of the IFC
intervention, and do not consider the effects tlwatuld materialize in the future

Private Sector Cost Savings Private sector cost savings (PSCS) are definetheassavings
accruing to private economic agents as a resukfofms in the investment climate. They include:
(i) cost savings associated with the reduction in _out of pockepemsesincurred by private
enterprises thanks to the elimination/reductionceftain fees (stamp duties, service fees, etc.)
and/or of the need to rely on service providerscintain formalities (e.g. legal advice); (iijne
savings refers to the gains in terms of opportunity costslabor resulting from regulatory
simplification and/or from the adoption of improveryanizational models for certain services; and
(i) financial savings related to the reduction in the financial burdgmouldered by private
operators as a result of changes in the paymenalitied for a certain fee or tax, with ensuing cash
flow advantages. Over the 2008-2010 period, theFP§&herated by the reforms supported by the
Project can be estimated about US$ 900,000verall, over 60% of total PSCS are connected
with just one reform, i.e. the elimination of thenewal of the business registration license. An
additional 14% of all PSCS are generated by thediiction of the GST Law.

Private Sector Investment GeneratedThe short-term impact on private investment esrésult of

the simplification of the business registrationtegs, which contributed to accelerating the process
of enterprise formation, and the implementatiors@gtor-specific investment promotion activities,
which led to the successful privatization of thep€&ierra Hotel. For the former driver, based on
average investment parameters in newly formed jenges, the value of incremental private sector
investment in some way associated with the refgonosnoted by the Project can be estimated at
between US$ 10-12.5 million for the 2008 — 2010qukrAs for the privatization of the Cape Sierra
Hotel, no official information on the amount invegdtis available, but, based on typical, sector
investment cost parameters, the value of resourt#slized thanks to the IFC assistance can be
estimated in the order of US$ 10-15 million, of whiabout US$ 5-7 million might have
materialized in 2010. As resuthe short-term impact of the Project can be asséssethe US$
15-20 million range This estimate appears fairly realistic and combpatwith overall trends in
private investment, with investments generatedheyRroject accounting for 3-4% of total private
investment. A substantially higher medium-term impact is foreseems a result of the
strengthened capacity of SLIEPA of attracting foge investment Indeed, the value of
incremental private sector investment associatetth BLIEPA activities has been tentatively
estimated at US$ 150 million for the whole peri@d 2 — 2013.




Number of New Business Registeredn Sierra Leone the pace of business registrajiookened
considerably in connection with the introductionreforms supported by the Project. Indeed, the
number of newly registered enterprises increasech fabout 1,800 per annum, a value steadily
recorded in the 2005 — 2007 period, to over 3,002008, and 3,800 in 2009. Extrapolating data for
the first six months of 2010 to the whole year, lienber of new business registrations is expected
to be in the order of 4,300 in the current year.eWfallowance is made for firms previously
operating informally, the number of new businessbsse establishment can be linked in some
way to the Project can be estimatedtund 2,200 — 2,800 for the 2008 — 2010 period

Number of Jobs Created The increase in the number of new businessesrelsgrberates on
employment levels. Based on average parametererfgloyment levels in newly established
enterprises derived from the comparative revieveaferal sources (i.e. 6 people at start-up), the
number of jobs in some way associated with thermesocsupported by the Project can be estimated
between 13,500 and 16,800 for the entire 2008 — 2010 peridd the medium term, the
employment impact of the Project is expected tthirrincrease as a result of the number of direct
jobs created in connection with investments fad#itl by the SLIEPA.

Other Impacts. Regulatory changes on the self-assessment &editand the large income tax
awareness campaign and other tax education & migrinitiatives carried out by the Project in 2009
and 2010 played an instrumental role towards istngatax compliance among the business
community. Based on some conservative assumptilo@$’roject contribution to the increase in tax
compliance was estimated at betw&&0 and 550 additional businesses paying taxestiier 2009

— 2010 periodBased on these figures and the average valugcofme tax paid by different types
of taxpayer (i.e. about US$ 2,300 for unincorpatdiasinesses and US$ 10,300 for corporations),
the tax revenue generated by the Project was estimdietiveen US$ 1.4-2.1 million for the
period 2009-2010

Recommendations

The Project is expected to be followed up by anoth#iative whose preparation is currently
ongoing. Evaluation results provide elements tlmtldt be considered in the design of the new
initiatives. In particular:

 in order to prevent excessively high expectationsd aninimize the likelihood of
underperforming, thenitial design should be informed by a realistic ppach setting a
reasonable time frame and carefully assessing ¢helacapacity and commitment of local
counterparts;

» the design should alsovoid concentrating too many activities in the hasndf a single actor.
An excessive burden, in terms of both the rangeadivities to be carried out and the
complexity of the reforms to be facilitated, wasaqdd on the SLBF. This situation is
particularly inefficient if a transition from a dorled to a fully independent, local entity is
planned;

e concerning operational aspects, tharent organizational model centered on a strong-i
country presence should be maintained,;

» regarding monitoring, an effort should be madentwease the clarity and information content
of project reportingand improve the M&E systemThe integrity and usefulness of the M&E
system could be significantly improved by cleargiting sources and assumptions underlying
the definition of baseline and target indicators.
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1 INTRODUCTION

This Sierra Leone Country Report (the “Report”the sixth deliverable to be submitted to the
International Finance Corporation (IFC) within finiemework of the “Investment Climate in Africa
Program - Four-Country Impact Assessment” (herénaktferred to as “the Assignment” or “the
Study”). The Report was prepared Bgonomisti Associatiin collaboration with theCenter for
Economic and Social ResearahdThe Africa Groupcollectively referred to as “the Consultant”.

The purpose of the Report is to provide an evalnatif Removing Administrative Barriers to
Investment Project — Phase II(“RABI III” or the “Project”)* implemented by the IFC over the
2008 — 2010 period. In line with the Terms of Refae (TOR), the analysis is aimed at assessing
“both the efficacy of [the] program in achieving imgtial objectives; and the quantitative impacts
generated from program achieveménfisage 2 and 3). In particular, the exercise imesl (i) a
gualitative part focusing on the relevance, effectiveness (outpotsoutcomes), and efficiency of
the IFC intervention, and (ii) @uantitative part aimed at quantifying the impacts achieved both by
the Project as a whole (‘cross cutting’ impactsd dy specific interventions (‘product or
component-specific’ impacts).

The Report is based on a combination of primarysswbndary sources. Secondary sources consist
of a variety of project documents including approval documents, supervision repd8f),
progress reports to donors (PR) as welkasstantive report®n various topics produced by IFC
staff or consultants during implementation. Primamformation was collected during &eld
mission carried out in July 2010 as well as on subsegtaattfinding work carried out by a local
consultant in July — October 2010. Throughout thgplementation of the Assignment, the
Consultant enjoyed thsupport of the relevant IFC staff who kindly supplied background
documents and, most importantly, provided clartfamas and contributed their views on various
aspects of Project activities.

An earlier version of this Report, submitted in Beber 2018 was subsequently commented upon
in extensive detail by the IFC staff. In some casemments were accompanied by the provision of
additional information, which had not been madeilalte at earlier stages. As a result, several
parts of the Report were extensively reworked.

The Report is structured as follows:

» Section 2 provides an overall presentation of RAB({timeline, budget, components, etc.);

» Section 3 analyzes in some detail Project actsjifiecusing on individual components;

* Section 4 provides a qualitative evaluation of fmject, focusing on issues related to
relevance, effectiveness and efficiency;

» Section 5 provides a quantification of Project'spants, looking at ‘cross cutting’ impacts as
well as some component specific impacts;

» Section 6 summarizes the key findings and formalatene recommendations.

The Report also includes four Annexes. In particula
* Annex A, listing the documentary sources used;

* Four interrelated projects have been collectivelplemented under the Sierra Leone Investment Géiraogram,
and namely: (i) SL Removing of Administrative Bams to Investment (RABI) Ext Phase 2 (#562368), Sierra
Leone Tax Simplification Rollout (#561268), (iPMromoting Investment and Export for Sierra Leor@6247), and
(iv) Sierra Leone Tourism (#565967). The projectsvealit into these components for internal managgmeasons,
but, as far as donors (DFID) and counterparts wereerned, there was only one IFC Investment Cénpabject in
Sierra Leone.

® Report #6 - Sierra Leone Country Report, Decerfb&010.

10



* Annex B, listing the persons and entities intenaevduring fieldwork;

* Annex C, providing a detailed analysis of one af tmpacts analyzed, the so called private
sector cost savings;

* Annex D, providing a detailed analysis of the otingpacts.

The Report was written by Enrico Giannotti (Senkbraluator) with substantial support from
Roberto Zavatta (Team Leader) and research assesteam Tommaso Grassi (Senior Evaluator)
and Elena Esposito (Research Assistant). Factnigndiork in Sierra Leone was carried out by
Roberto Zavatta, with the assistance of Braima Rokmargbo(Local Consultant). As indicated
above, the Consultant greatly benefited from ingusvided by IFC staff involved in various
capacities in the Project. However, as it is custgnior consulting reports, especially in the cake
independent evaluation assignments, the views sgpdein this Report are those of the authors
only and should not be attributed in any way to #B€, its staff and, in general, the World Bank
Group.
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2 PROJECT OVERVIEW
2.1 Background, Objective, Timeline and Scope

Background. Since early 2005, FIAS has been engaged, in cobperaith the DFID, in Sierra
Leone. After an initial phase (RABI 1), aimed atilding analytical foundatiorfs a second,
implementation phase (RABI IlI) was carried out betw September 2005 and September 2007.
During RABI 1l some of the priorities identified dragreed upon with local stakeholders were
addressed to remove obstacles to business formiatizand barriers to private investment. In
particular, key achievements included: (i) the pgssof new legislation for start-up procedures;
and (ii) the set-up of a new national investmeonmotion agency, th8ierra Leone Investment and
Export Promotion Agenc{SLIEPA). Between March 2007 and the end of 20@@psrt for the
formalization of a platform for dialogue betweese thublic and the private sector, tBierra Leone
Business Forun{SLBF), was provided by the IFC’'s PEP Africa and% with DFID funding
under a separate project.

Objective. Following the successful implementation of RABArd I, a third-phase extension was
launched in February 2008. RABI Ill is one of tmitiatives of the Investment Climate Advisory
Services (IC) program of the World Bank Group, whprovides technical assistance and advice to
countries seeking to improve their investment ctemat approvdl, the Project’s overall objective
was to: support the effort of the government to work wiih private sector to identify and remove
barriers to investment and to promote investmeninbgrmal and formal businesses in Sierra
Leone and to profile investment opportunities faraeting new investmeht The Project was
largely conceived as a follow-up initiative, aim&idensuring the full materialization of the impacts
associated with previous achievements, with theusien of additional, complementary activities,
further contributing to the achievement of the allerobjective. As a result, the Project
encompassed a wide range of initiatives, charaet@rby the adoption of different approaches and
time frames. Following discussions with both thelFand the Government of Sierra Leone
(GoSL), the decision was, therefore, taken to SRMBI Il into four interrelated, but separate
projects (see below).

Timeline. RABI 1l closed in September 2007. The launchifidr@BI 11l was envisaged in early
2008. Indeed, DFID and IFC signed a Memorandum ridddstanding to extend the RABI project
for two years (RABI Ill) inFebruary 2008 However, some delays were experienced in actually
initiating operations and the Project implementatgiarted only on December 1, 2008. During
implementation, the anticipated completion time tioe RABI, Ext Phase Il project was moved
from June 2011 to December 2010, but the completada of some of the separate projects jointly
implemented under the coordination of RABI Il atdl set for June 2011, as illustrated in Table
2.1. Therefore, the total duration of the Projext be set &81 months

Table 2.1 RABI Timeline

Projects Start Date Completion Date
# 561268 (Sierra Leone Tax Simplification Rollout) April 2008 June 2010

# 562368 (SL Removing of Administrative Barriers, December 2008 December 2010
Ext Phase I)

#_565247 (Promoting Investment and Export in June 2009 June 2011
Sierra Leone)

# 565967 (Sierra Leone Tourism) January 2009 June 2011

® Key activities conducted during RABI | includeddmgnostic study of administrative barriers to istveent, and an
institutional assessment of the agency responfibli@avestment promotion and export developmentgBIC).
" Reference is made to the TASS — PDS Approvaljme®, dated April 27, 2009.
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Components Initially, the Project was to focus on seven ar€g business start-up procedures, (ii)
public-private dialogue (PPD), (iii) doing businesforms, (iv) monitoring and evaluation (all
these four areas fall under one single project afssuring the overall coordination of RABI III),
(v) tax policy and administration (under a sepagai@ect), (vi) investment promotion (under a
separate project), and (vii) tourism developmentd@r a separate project). Monitoring and
Evaluation (M&E) activities were abandoned earlyedio their excessively broad scope and
unrealistic institutional set-up. The M&E systemsnactually meant to encompass all private sector
development dimension indicators and its daily ngan@ent was entrusted to Ministry of Trade and
Industry, which lacked the required resources armhkhow. Project activities can be grouped into
six componentswhose objectives are summarized in Table 2.2/kelo

Table 2.2 RABI IIl Components

Component Objectives

#1 — Starting a Implementing new organizational and proceduralreyeaents to support legislative
Business changes in the business registration regime

#2 — PPD Supporting and strengthening the SLBF as a towhpwove the investment climate

#3 - DB Reforms | Supporting the Country’s efforts towards improvidging Business rankings
Assisting the National Revenue Authority (NRA) ahd Ministry of Finance to

#4 — Tax . ; . :

improve tax policy and administration
#5 — Investment Strengthen the capacity of the SLIEPA to attragestment and implement sectorr
Promotion specific proactive investment promotion program
#6 — Tourism Addressing institutional and regulatory constratotthe development of the tourism
Development sector

2.3 Organization and Budget

Project Counterparts. Project documents indicate the Ministry of Tr&lédustry as the Project

‘client’. However, in line with its very broad scepwhile being implemented the Project interacted

with a variety of government and private sector countans. Key counterparts include:

* the Ministry of Finance and the National RevenuehAtity, regarding work on tax policy and
administration;

* the Ministry of Tourism and National Social Secyréand Insurance Trust (NASSIT), with
reference to tourism development activities;

* SLIEPA, in relation with investment promotion adties;

» State House, with reference to both DB reformsiamestment policy.

Project Organization & Budget. The recruitment of on-the-ground workers stane®008, but an
office was finally established in Freetown in Ma@0® only. Thein-country team has been
constantly expanded over time. When short-term witengts (with a 150 day contract maximum)
and one part-time staff member are included, theoimtry team consists 8f professionals based

in Sierra Leone The core team was supplemented by IFC staff frarfous specialized units, who
would visit the country on short term missionscéntain cases, reliance was also made on the work
of consultants, mainly for fact finding work.

Based on the information included in the PDS Appfalocuments for all four sub-projects, the
overall Project budget is estimated @8$ 8.8 million The large size of the budget is partly
explained by the inclusion of (i) financial supptotsome local entities (i.e. about US$ 1 millidn o
‘development grants’ to support operational aaggitof SLBF and SLIEPA) and (ii) significant
costs of transaction advisory services to be restlar connection with sector-specific investment
promotion initiatives (i.e. more than US$ 2 milljo\ccording to the information provided by the
last SR available for all four projects, during ieypentation, the amount of total funds managed by
the IFC decreased 19S$ 7.2 million of which US$ 2.4 million were contributed by DFEIDhis
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budget decrease was determined by the fall of tiiesiB Pound and, even more importantly, by the
change in the commitment of the funds schedul&wpéie DFID® As a result, the US$ 2.3 million
budget initially envisaged for the SLIEPA projecasweduced by about US$ 1 million, due to the
infeasibility of preparing the groundwork for tragsion advisory services to the government
(estimated around US$1.2-1.5 million) before Ma&®il0. However, the Project managed to
mobilize additional contributions from local courgtarts? When these contributions are taken into
consideration, the total Project size is increased value similar to the original, i.e. @68$ 8.46
million. The breakdown of funds for financially separatgjgxts is provided in Table 2.3.

Table 2.3 Project Budget

Component IFC-managed Additional Total
Budget Contributions Budget

Removing of Administrative Barriers, Ext
Phase Il (including business start-up, 1,549,000 30,000 1,579,000
PPD, DB-reforms, overall management)
Tax Simplification Rollout 2,050,000 450,000 2,500,000
Promoting Investment and Export in
Sierra Leone (SLIEPA) 1,632,050 450,000 2,082,050
Tourism 1,999,500 303,000 2,302,500
Total 7,230,550 1,233,000 8,463,550

8 While leaving the team till June 2011 to implemte projects, DFID required all the funding tofally committed
before March 2010

° Additional contributions include: (i) a US$ 300008uccess fee to be paid the GoSL through NASSiTrémsaction
advice related to the privatization of Cape Siefiiaa US$ 450,000 government contribution to SRAoperational
budget, and (iii) some US$ 30,000 to account ferNtinistry of Trade and Industry staff time dedezhto DB reforms
and the management of the M&E system. No detailémiration on the nature of the US$ 450,000 couteth under
the tax component could be retrieved in the Prajecuments.
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3 PROJECT ACTIVITIES
3.1 Component #1 — Starting a Business

At the approval stage, this component aimed atlitaglsome of the key obstacles to business
formalization by providing follow up assistance togs the streamlining of the different aspects of
business start-up, and namely (i) simplifying basi registration, (ii) streamlining municipal
licensing, and (iii) merging work and residencenpies. Advisory and financial supportwvas indeed
provided to the Office of the Administrator and R#igir General (OARG) to effectively implement
a new, streamlined registration process in linehwite legislative changesindertaken in 2007,
based on IFC recommendations provided under thevique phase of RABI Il. Key
recommendations incorporated in the General Lavsifiass Start-Up Amendment) Act 2007 and
the Registration of Business Act 2007 included: tig elimination of the exchange control
requirement, (ii) the elimination of the obligatanwolvement of a solicitor in the preparation of
memorandum and articles of association, (iii) themieation of the advance tax payment system,
(iv) the elimination of the annual renewal of besia registration license, and (v) the combining the
work and residence permits into a single permit.

Thanks to the assistance provided by RABI llI, Basiness Registration Center at the OARG was
fully refurbished and opened to the public in Feloyu2009. The National Revenue Authority
(NRA) is now co-located in the office of the OAR®hich creates ane-stop shop for business
registration, leading to a reduction of time and cost assodiatéh registering a business in Sierra
Leone. Additional useful support provided by RABI under this component included the
implementation of atwo-month long advertising campaigto inform the business community of
the improved registration process.

Some other activities included in the initial desigand namely the strategic review and
decentralization of the OARG as well as the digidlon of registry procedures, were taken over
by a comprehensive project implemented by the kmvest Climate Facility for Africa (ICF)
starting from mid-2009. Other initially identifiedreas of assistance, i.e. the streamlining of
municipal licensing and the provision of assistatecéhe Ministry of Labor and the Immigration
Department to combine the process of getting warll eesidence permits, were abandoned,
reportedly due to problems of securing commitmeotnf local stakeholders. In particular, the
initiative of merging work and residence permitssvazopped following the change of the Minister
of Immigration.

3.2 Component #2 — PPD

The Sierra Leone Business Forum, a public-privééogue platform, was established in 2005 by
the IFC and the DFID as a light mechanism involimggular meetings with ad-hoc participation
from government and private sector representatiVég. formalization of the Forum has been
accomplished within the framework of a Memorandunaoderstanding between DFID and IFC
dated August 28, 2006, which provided support fog establishment and funding of a small
secretariat and technical assistance in capacitgibg and activities planning and delivery until
July 31, 2008.Until mid-2008, the Forum managed to attract largeaterest from local
stakeholderswith representatives from both government andapei sector actively participating in
the meetings of established working groups (WG) plaged a key role towards the adoption of
some legal changes.
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These positive results were duly highlighted byratependent assessment of the Forum conducted
in August 2008, which, however, pointed out several operatiosaliés, such as the lack of a
tracking system, a limited prioritization of the W&@enda and the small amount of policy analysis,
as well as some inefficiency in terms of local gonace and operational structure. Based on the
recommendations provided by this assessment arldwiof the resignation of the Project
Manager,a restructuring of the SLBF was undertakem agreement with all the stakeholders,
starting from November 20Q8This transition towards a fully independent, logatity took longer
than envisaged and negatively affected the levelctiVities actually implemented by the Forum.
Assistance provided by RABI 1l largely focused emsuring a smooth transition, and included the
set-up of an appropriate financial management awgumting system and of a new governance
structure, managed by a seven person board anbai@d by the Ministry of Commerce and the
head of the Chamber of Commerce. The recruitmerg sfiitable candidate for the top position
carried out by the Board proved a very difficulteesise, and a new deputy director was only
appointed in January 2010. Following the definitafna grant agreement to fund the Forum work
plan, the Project provided financial support (U29,800) to cover SLBF operational expenditures
till March 2012",

3.3 Component #3 — DB-Reforms

This component was specifically aimed at supportefgrms that would improve Sierra Leone’s
ranking in terms of DB indicators, following a rexpt of assistance received from the GoSL after
the launch of the Doing Business Report in Septerdb88. The Doing Business Reform Mefho
was presented to the Government by the Doing Bssifeform Unit (DBRU), in collaboration
with IFC. The Government created two inter-ministecommittees to promote the adoption of the
recommended short- and long-term reforms. Suppooviged by RABI Il included the
appointment of a DB Consultant and the recruitnodrd lawyer to facilitate the activities of the
committees. In 2009he committees’ activities resulted in the enactrhamd/or the amendment

of three main pieces of legislatiomamely: the Companies Act, the Payment Systemsafd the
Bankruptcy Act®.

On the other hancho administrative reform was introduceduring the period of analysts.To
address this negative situation, in early 2010 Rt@ect further reinforced its support to GoSL, by
sponsoring the participation of three governmeptagentatives in the Doing Business Peer to Peer
Learning event in Port Louis, placing a newly réed DB consultant in the Office of the
President, to provide technical assistance to thate sector advisor, and developing the Doing
Business Tracker, which provides a monthly updatthé Sierra Leone President on areas where
the GoSL is performing well and areas where they fatling behind. As a result, positive
achievements are expected by the end of the yednding the creation of a credit reference bureau

10 Adam Smith InternationalReview of Current Arrangement of Support to therr&iéeone Business Forum
September 2008.

A first tranche of US$ 300,000 was disbursed imilA2010, and the second and final tranche of U8$,000 was
released in mid-2010, following the agreement ef$h.BF work plan.

2 Doing Business in Sierra Leone: Reform Meiovember 2008. It is a very detailed documerdiuiding numerical
examples of how the adoption of various reformdaémprove the country’s ranking in terms of DB oepindicators,

and distinguishing between short-terms measurkgjuely easy to implement and able to yield somgck wins’, and

medium-term measures, requiring more time to bdampnted.

13 A fourth law, the Goods and Services Act, was @isacted and facilitated by the Project, but we deékl with it

under the tax component.

14 According to updated information provided by theject Team after the submission of the Draft Repsosme

positive results were actually achieved in the &0, namely: (i) the lift of the moratorium omthtransfers, and (i)
reforms in the construction permits (as reflectethe Doing Business Report 2011).
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(in collaboration with the World Bank), the intradtion of fast-track commercial court and the
streamlining of import / export procedures.

3.4 Component #4 — Tax Simplification

This component started in April 2008, in responsetspecific request for assistance from the
GoSL to assist the Ministry of Finance towards shreplification of the tax policy and to provide
advisory services to the National Revenue Authantthe implementation of some specific parts of
its large Modernization Program Plari.e. on tax process simplification and taxpayguaation).
Work on tax policy simplification focused on (i) the provision of capacity buildit the Tax
Policy Unit, (ii) consolidating all amendments madethe Income Tax Law since 2000 into one
single document, (iii) supporting, in collaboratianth IMF and DFID, the introduction of the
Goods and Services Tax (GST) law, which repealedrsexisting but outdated tax&sand (iv)
supporting the reform of the Investment IncentilRegime with the development of draft
regulations based on a preliminary technical reView

Work on tax administration simplification was aimed at devising solutions to reduce tax
compliance costs. In particular, activities focusan (i) supporting the introduction of self-
assessment for taxes through assistance for lagabe® and the conduct of taxpayer outreach and
taxpayer education and assistance, (ii) expandiadax payment options, including downloadable
forms from the NRA website, payment through mololgerators and regular electronic bank
transfer channels for tax payments, and (iii) atedy work aimed at increasing administrative
efficiency, transparency, and accountability of 1tax revenue.

Work on theSME taxation regimeentailed fact finding work, including an SME taaygrs survey.
Findings were consolidated in a regdend a series of recommendations were present&o$h.

in November 2009. Finally, this component inclu@edimportanteducation and communication
element, involving (i) the organization of seveaepayer workshops for large and small businesses
aimed at assisting them to comply with their taabliities, (ii) the activation of the Tax Payer
Education and Assistance Unit in the NRA, and {hg preparation of the Communication Strategy
for the NRA.

3.5 Component #5 — Investment Promotion

Under this component, two sets of actions have lomapiemented with the final aim of increasing
the level of investment in the country, and focgsion: (i) institutional strengthening of the
SLIEPA, involving the provision of technical asaiste and operational support (i.e. a US$ 500,000
grantf’; and (ii) sector-specific initiatives, aimed aisiag the tree-crop sub-sectors attractiveness
to potential investors. Work on this componenttsthmwith the preparation of a corporate strategy

> DFIF has committed a total £ 16.4 million to theplementation of the NRA Modernization Program oaefour-
year period. Under DFID funding, Crown Agents waseded an important and wide-ranging contract twvigle the
NRA with technical assistance. In 2007, the NRAaleped a Modernization Plan aimed at transformiivgginstitution
into a more modern and effective vehicle.

16 An important role towards the introduction of thasv was surely played by the Project through thsistance and
awareness campaign, still the credit for this meftias to be shared with Crown Agents and IMF.

" FIAS, Summary Analysis and Proposals for Reform of Imvest Incentive Regimédraft) May 2009.

18 Finance Act 2009: Amendments made regarding ssssment provision to article 104A.

¥ FIAS, Small Business Taxation in Sierra Leqoadated).

% Sierra Leone National Revenue Authority ModerrigratProgramme - Communications Strategy (prepasethe
International Finance Corporation-Foreign Investtweavisory Service) (undated).

2L This grant is to supplement the government’s douiion to operational budget, and, more specifjcab cover for
staff salary and specific investment and exportriion programs.
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document for the 2008 — 2010 period and the conoluattree-crop sector review. Despite the need
to recruit a new CEO, following the resigning oé threvious one at the end of 2008, the provision
of institutional strengthening activitiesprogressed rather smoothly, including capacitydmng
initiatives, such as training for investment promotstaff on strategies for promoting foreign direc
investment, building an effective image and benaking investor aftercare, as well as the
development of promotional tools, such as investnguides, a website, fact-sheets, sector
opportunities and case histories of successfulsimrent projects.

As for sector-specific initiatives some relevant changes compared to the initiaigdewere
introduced as a result of initial fact finding worle. the substitution of cocoa with sugar asrgeta
sub-sector and the dropping of the plan to develapear concession policy and framework. A
detailed investment promotion package for sugar@ahpalm was prepared and used at the Trade
and Investment Forum (TIF), held in London in Nowem2009. Additional practical assistance
was provided by the Project in connection with Titigluding the development of a country brief,
and the management of website and communicatiovitees. Activities continued in the first half
of 2010, including regular coaching, assistancé w&ipolicy advocacy role (with a presentation on
policy recommendations to improve the tree-crogasgcsupport for a sector outreach campaign
(detailed reports on four pre-identified sites, tpar product, were prepared), and the provision of
operational support, with the disbursement of ti%$800,000 grant.

3.6 Component #6 — Tourism Development

At PDS-Early Review stage, this component was tooempass two sets of actions aimed at
contributing to an increase in investments and jolibe tourism-related sector in the country, and
focusing on: (i) developing a regulatory and ingignal framework for improved access to land for
tourism investments; and (ii) developing a tourgnchor site in the Western Peninsula. The initial
design had to be significantly revised as a resuikome unforeseen events, such as changes of
local counterparts and the shortening of the DFt@ngperiod. Major changes introduced can be
summarized as follows: (i) the possibility of sussfelly developing an anchor project from scratch
was regarded as an unfeasible deliverable, andaeglwith the development of a tourism anchor
concept to be submitted to the Government; (ii)d_&mformation System related activities were
scaled down, and the budget saved was allocatedh@o implementation of a strategic
communication campaign for the TIF; and (iii) follmg the identification of a few government-
owned business hotels as suitable possibilities afochors in Freetown, transaction advisory
services were added as an integral part of thigooment.

In the first half of 2009, a workshop, co-chaireg the Ministry of Tourism and the National
Tourist Board (NTB), was facilitated to address kssues fotourism development in the Western
Peninsulg such as land titles, need for tourism planning arfrastructural and environmental
concerns. In this context, presentations were nigda consultant retained by the IFC outlining
options for potential tourism sites. A 2-day Toari8Vorkshop, attended by some 150 participants,
was facilitated in September 2009 to discuss arulata the tourism strategy developed with
UNDP funding. In addition, a conference of potdniievestors was carried out by the Tourism
Team at TIF.

Initiatives aimed atmproving land policyexperienced a cumbersome path. After the conduat o
legal review of access to land in the Western Aamd the facilitation of a training session on
geographical information system and land informatwanagement programs for the Ministry of
Lands and selected private surveyors, activitiesedi at addressing land management issues were
put on hold due to the change of the Minister afidssand cash-flow problems experienced by the
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Project?. Land policy-related initiatives re-started in da?009 and recommendations on
amendment of the land survey laws were providedth®y Project Team to the Government
following the participation in a round table dissios in early 2010. However, this did not translate
into any progress on the Government side so far.

After initial difficulties, an agreement was readhwith NASSIT? that the IFC will provide
transaction advisory services for the privatizatioof the Cape Sierra Hotel The IFC’s
infrastructure advisory team provided the NASSITthwpractical assistance in identifying an
investor/operator and adopting a transparent, cttivyee tender process for awarding the
rehabilitation, redevelopment, operation, and nemance of the Cape Sierra Hotel under a twenty-
one year concession agreement. After a first fdidddue to unrealistic conditions set by NASSIT,
the tender process was successfully closed in @id2when the UK-based IDEA Group won the
concession.

22 SR#1: “Just after the legal analysis for land waspleted, the Minister of Lands changed. The némister has not
responded to our call for meeting yet...” (page &) SR #3: “After some dormant period due to castv fiwoblem of
the Project, the land component was re-launchegage 2).

Z NASSIT is a Statutory Public Trust establisheddeninister a social security scheme and a sodiefysaet. In early
2009, NASSIT acquired interest in the Cape SieroéeHthrough a 25-year lease agreement with theLGagh an

option to renew for another 25 years in considenatdbr NASSIT to renovate and operate the Capa&ldotel.
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4 PROJECT EVALUATION
4.1 Introduction

This Section is devoted to the ‘qualitative’ pafrtlee Assignment, i.e. the evaluation of the Prbjec
in terms offour evaluation criterig namely: (i) strategic relevance, (ii) delivery aiftputs, (iii)
achievement of development outcomes, and (iv) ieffity. The aspects to be analyzed for each
evaluation criterion (the so called “evaluation spiens”) are listed in Box 4.1 below.

Box 4.1 Evaluation Question¥

Strategic Relevance

e Did the intervention fit the country’s political dreconomic conditions? Was the right timing sekéc
for the program’s start?

e Did the program address the most acute problerhasimess environment or has selected “low-hanging
fruits™?

e Were the right partners selected given programotivgs?

—

e

Delivery of Outputs:
e Were key outputs of the appropriate quality anctjndelivered?
e To what extent were clients satisfied with the stasice received?

Achievement of Outcomes

* Did the various government agencies implement g@®mmendations provided? Did the government
pass new laws/regulations recommended by/draftddassistance from the project?

 How did the recommendations implemented/new lavepted translate into effective improvements
the investment climate and/or in other relevantaldes (e.g. increased capability of entities ndoei
support)?

n

Efficiency:

* How reasonable were costs vs. benefits?

* How economically were funds, expertise, time, esed?
e Were there less costly ways to achieve objectives?

The aspects relevant to the above evaluation ierisee analyzed in the following four sections,
while a fifth section summarizes the key resultwoTaspects are worth highlighting at the outset.
First, the Project was implemented in a country that jnatiemerged from a long armed conflict.
Therefore, the Project had to confront an extrenadfycult operating environment, characterized
by largely dysfunctional government institutionack of knowledgeable local counterparts, and a
weak, mostly informal, private sector. WeaknesséBainstitutional level were particularly severe,
and this inevitably affected Project activities,hgking it unusually difficult to translate the acky
provided into concrete actions. This has obvioydlitations from an evaluation perspective, as the
results measured based on standard evaluation ceednd criteria have to be interpreted
considering the pioneering nature of the Proj8eicond given the complex nature of the Project,
encompassing a wide range of actions in severalsamghenever warranted and feasible, general
considerations regarding the Project as a whole@rglemented with a more detailed analysis for
specific components. For each evaluation critertbe, analysis of findings is accompanied by an

2 A list of standard evaluation questions was predith the TOR. The list presented here is an ataptaf what was
found in the TOR, to reflect the nature of the pobjunder consideration (e.g. elimination of questirelated to capital
investment, addition of reference to capacity boddactivities, etc.).
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assessment, inspired by the approach used by IH icase of Project Completion Reports, which
involves the use of a four-level rating systemgiag from ‘excellent’ to ‘unsatisfactoryy.

4.2 Strategic Relevance

Strategic relevance refers to theality of project design at the moment of approad well as to
the ability to adjust to changing circumstancei this context, three aspects are of particular
importance, namely: (i) the appropriateness of ititervention to country conditions, (i) the
balance between ‘quick wins’ and structural refoetffiorts, and (iii) the appropriateness of
institutional arrangements. The analysis of thésgnes is complemented with some component-
specific considerations.

Appropriateness to Country Conditions The Second Poverty Reduction Strategy Paper (PRSP
II), which represents the overarching poverty réiducstrategy of the GoSL from 2008-2012,
emphasizes the importance of generating a sustainedie of economic growth through
encouraging the private sector to play a greater irothe economy. Attention is also paid to the
preconditions for encouraging increased privateosqgarticipation, including endeavoufs.:] to
removebarriers to investment through improving the phgbkimfrastructure, strengthening the
legal and regulatoryframework, promoting business support services amgroving access to
finance, especiallfor Small and Medium EnterpriseAs private sector growth depends crucially
on the existence of a conducive business envirofrttfemoverall relevance of the IFC intervention
can be hardly disputed. In additioe]Jevance to country priority needs of differentroponents is
reinforced by the findings achieved from other comepensive studiege.g. support to investment
promotion and the identification of both tree-crapxl tourism as a key driver for private sector
development were reported by the 2005 Diagnostadldrintegration Study - DTISs well as by
their compliance with development plans endorsedlbgal beneficiaries as in the case of the
Modernization Plan adopted by the NRA. Howevkere are doubts about the appropriateness of
a few specific actions, which do not seem realljuatd with the country’s real conditionsThis is
especially the case of some initiatives undertabeder Component #6, which seemed to be
somehow premature given the existing local ingthaél constraints, and, to a lesser extent, of some
specific reforms targeted under Component #1. Soonsiderations in this respect are provided in
Box 4.2 below.

Box 4.2 Appropriateness to Country Conditions — Sektted Issues

Component #1 — Starting a BusinesdNo doubts can be raised about the importanceufisg busines
formalization in a country where the share of infal businesses was set as high as 66% by Census of
Business Establishments carried out in 2005 anddeet 40% and 80% by the Informality Survey carried

out in 2006. However, contradictory indications\pded by different surveys raise some concerns
actual relevance of some of the measures impleme¢oteackle the informality phenomenon. The Cersfus
Business Establishments 2005 identified the higlt obregistration (official fee plus ‘brown envphls) and
lengthy registration period as key reasons forc& &f formalization, and the Informality Survey falithat
one quarter of completely informal businesses datke formalize because of expensive and complicated
procedures and lack of information. Thereby, thegvjgle supporting evidence on the importance of
streamlining the business registration process dsvar for business formalizatiéh Opposite indication
were provided by the Baseline Survey carried ol2d66, which found that the average number of days

% For a summary presentation of the rating systemLsiba Shara, “How to Improve the Quality of Pcoje
Completion Reports”, presentation at a PCR traimmgkshop, Johannesburg, July 27, 2009.

% Actually less clear-cut evidence is provided bg thformality Survey, according to which businesdesided to
operate informally in Sierra Leone due to licens{@§%) and tax issues (75%), in addition to thé latinformation
(75%).
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complete business registration procedures wasshait (3.6 days) and that, despite the legal otiigeof
involving a solicitor in the preparation of memaodam and articles of association, the share of lessies
making recourse to lawyers was minimal (11%), thereuggesting that both length and cost of thénless
registration process did not represent major oletadherefore, even if the positive role of thesferms is
unquestioned, some doubts remain about the fatttliey addressed particularly pressing needs off the
business community.

Component #6 — Tourism DevelopmentAs stated above, tourism was indicated as aifyrisector with
substantial potential to contribute to private sectevelopment in Sierra Leone by the DTIS as waslby
other studies, such as Corporate Social RespansibilMining and Tourisrfi. However, with the benefit af
hindsight, doubts about the appropriateness of nieklag some tourism development actions arise. [The
existence of important institutional constraint§i{& generally weak capacity within the governmerairry
out reforms and investment generation activitiegineed under this program poses another riskigre duly
acknowledged in the PDS approval document. Stig &ctual implementation of activities aimed| at
generating tourism in the Western Peninsula prornece complex than expected, requiring constantgdsin
of the initial design and leaving uncertainties atttbhe appropriateness of the timing and the adeqgeas of
the approach adopted, as clearly summarized irS&@2: ‘The lack of vision and leadership to develop
tourism is severely hampering the impact we coe#vé behind. With the existing team of the Minisfry
Tourism, any further assistance seems to yieldfgignt results”

Balance between ‘Quick Wins’ and Structural ReformEfforts. On the whole, the Project was
largely geared towards the achievement of ‘stru@lreforms’, such as the set-up of a business
registry, the institutional strengthening of bramelw local institutions, i.e. the SLIEPA and the
SLBF, and the amendment of some pieces of legislaRather surprisinglyg lack of application

on achieving ‘quick wins’can be ascribed to the Project. Support was peovid the Government

in raising the understanding of DB methodology aetling up an action plan with clear milestones
for each topic, but a lack of prioritization of taedministrative reforms to be introduced seems to
characterize the GoSL’s agenda. Indeed, the focuDB improvements has been changing
overtime, encompassing several areas, from ‘ragigtgroperty’ to ‘construction permits,’ from
‘access to finance’ to ‘enforcing contracts’ tcade logistics® This bias is also reflected by the
activities implemented by the SLBF, which tendedfdous on high level reforms, such as the
financial sector reform and the land reform, whiam hardly be addressed by a similar structure.
Similar considerations are also reported by thepetident assessment of the Forum, which stated:
“Generally speaking, the initial focus on legislatiper se (and review of 8 separate pieces of
legislation) is a concern. This is not the typéafick win” that a PPD forum can typically deliver,
and land reform is typically fraught with complés# and sensitivities. Several persons interviewed
do understand the benefits of focusing first on iatstrative reforms before legal reforfndwVith
specific reference to the land reform, the eff@pldyed to tackle such a structural reform should
be definitely regarded as commendable and relegiaen the number of government initiatives
dealing with it, such as the Land Reform Commisdexh by the Vice President and the Land
Legislation Committee at the Attorney General’'si€¥f However, taking into consideration the

2" FIAS, Competitiveness and Corporate Social Responsibilitgierra Leone - Industry Solutions for Tourismda
Mining, August 2006.

% SR #1: “Two Government-led committees were createich reviewed the Doing Business Reform memo and
focused on four key areas for reform (businesg sfarregistering a property, access to financemaying taxes). SR
#2: “the Doing Business Committee, with supportifrthe DBRU, will focus on improvements in the follog areas —
Starting a Business, Construction Permits and Rergiig Property and Enforcing Contracts” (pageSR.#3: “Trading
Across Borders: streamline documents required ridiig, reduce the number of agencies involvechendlearance
process, complete ASYCUDA, eliminate unnecessa¥ (ieage 5).
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extremely sensitive issue at stake, as duly ackeayed in the Project documefifsthe design
could have been less ambitious.

Appropriateness of Institutional Arrangements. The Project enjoyed backing from key decision
makers, including the country’s political leadepshHowever,the operational cooperation with
counterpart institutions proved rather cumbersomeé @ number of occasionsThe Ppolitical
uncertainty regarding the extent of the commitmehthe new governmentind the lack of
capacity within the government to implement reformere qualified as key risks in the PDS
approval for RABI Ill. To mitigate these risks aofgct coordinator was placed in the Ministry of
Trade and Industry, but this measure did not pifollg effective. This situation was made even
more complex by th@umber of changes of local counterpartexperienced during the Project
implementation for a variety of reasons, rangingnfrthe suspension of the head of the tax
authority due to allegations of corruption, to treplacement of some key ministries, to the
resignation of the CEO of SLIEPA and the Programmager of SLBF. It is difficult to tell what
type of countermeasures could have been adoptatlindieed, even when ad-hoc committees were
set up, as in the case of the DBRC, their effenttgs remained largely questionable: DBRC'’s
traction at high level is reportedly judged ratherdest, and this committee stopped operating fairly
early. Finally, one additional aspect that does segm entirely convincing refers to thegh
concentration of Project activities on the SLBRecipient of assistance under Component #2 and
extensively involved in Component #1, the SLBF va#és0 appointed as the key counterpart for
DB-reform activities under Component #3, and enédisvith the management of the Monitoring &
Evaluation system. Such a workload looks hardly gatible with the small, overstretched staff and
the not entirely efficient operational structuretbé SLBF. Obviously, this situation became even
more complex following the restructuring of the &or, which reduced its level of operations for a
significant period of time.

Overall Assessment Overall, the strategic relevance of the Projeah de considered as
satisfactory This should be considered an ‘average’ assessmdtit the variations across
components, with the Components #1, #2, #4 andsfBaying an excellent/good performance and
less positive performances observed in the caS®wofponents #3 and #6.

4.3 Delivery of Outputs

This section reviews thgquantity, quality and timeliness of the deliverableoroduced by the
Project A quantitative overview of Project outputs isided from the analysis of the indicators
presented in the Supervision Reports. This is cemphted by an assessment of the quality and
timeliness of the main outputs, whenever feasifide,the various components and by a brief
discussion of client satisfaction.

Component-Specific ConsiderationsOutput indicators included in SR are expressetlimerical
terms and refer to various typologies of deliveeablsuch as the number of reports produced, the
number of proposals made, the number of entitissi@sl and so ofPrima facie data suggest that
the Project achieved a fairly positive performandsevertheless, this overall assessment requires
some cross-component qualifications, which aregntesl in Table 4.1 below.

% The sensitiveness of the issue at stake was teayly reckoned in the PDS approval documefihé land issues are
often very sensitive for the local communities abthe targeted sites, and an extensive stakehdidérgue needs to
be a very integral part of the implementation ptdrihe project).
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Table 4.1 Delivery of Outputs — Component-Specifi€onsiderations

Component

Description

Component #1 —
Starting a
Business

The number of output indicators included in the SR is very limited, thre¢
only. This reflects the fact that some of the initidthyeseen activities were eithe

taken over by the ICF (e.g. support to OARG deadimaation) or dropped in du

course (such as the assistance to be providedetdthistry of Labor and th¢

Immigration department to combine the processegetiing work and residend
permit), and related indicators were therefore nedofrom the monitoring
reports.

Two out of three indicators did not yet achieve ithiarget, and namely (i) thre
procedures/policies/practices/standards were peapofor improvement o
elimination in association with the redesign busseegistration procedurs
against a target of four, and (ii) the strategicie® of OARG has not bee
accomplished. As for the former indicator, it hasbe mentioned that the SR 3
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not particularly clear in identifying the naturetb® outputs actually achieved, ahd

whether it includes the opening of the Businessstggion Center at the OARG

Component #2 —
PPD

As a result of the restructuring of the SLBF, a m@dimited number of outputs
were delivered compared to initial targets and stamgial delays were
experienced Indeed, indicators measuring the ‘number of pagrdints in
workshops, training events, seminars, conferene&s, and the ‘number @
procedures/policies/ practices/standards propazeidiprovement or eliminatiory
both fall below expectations. It is not entirelyeat what the former indicatg
refers to, as a couple of WGs actually met duriregreporting period, i.e. on T4

and Trade Facilitation, and included a fairly langember of members from

different entities (NRA, exporters association,...).
Some negative outputs, not captured by standardizeticators, include the
downward revision of the amount of activities disiged by the SLBF which
no longer includes the management of both the M&mmonent and the Doin
Business Reform program. On the other hahnejnstrumental support provideg
by the Project towards ensuring a smooth restrudtgy of the SLBF(e.qg. for the
set-up of a financial management and accountingsyshas to be mentioned.

=R

r
X

Component #3 —
Doing Business
Reforms

A Doing Business Reform Memorandum was developea itimely fashion and
presented to the GoSL and the DBRC was swiftly lelished however ng
indicator reflects the fact that the DBRC disconéid its activities fairly soon.
Three indicators were added in due course to caphe provision osupport to
the drafting of three pieces of legislatiorHowever, these indicators seem
overrate the Component performance, as the Pramaoglly contributed to th
enactment of one Act only (i.e. the Companies Rct)

In the supervision report, the number of outputs/deed aimed at supporting th
introduction of administrative reforms as measurkg the ‘number of
procedures/policies/practices/standards proposeninforovement or elimination
indicator, is mistakenly set at zero against a target of témdeed,
recommendations for administrative reforms weréuhed in theDoing Businesy
in Sierra Leone: Reform Menamd in the following updated action pfan

19%

% Indeed, there seems to be some confusion abouictal support provided by the Project under thisiponent.
Project documents mention not less than 4 piecésgidlation (e.g. in the key highlights sectiolR 2 states:Doing
Business: At the end of June, the SL parliamensquh$hree major laws - the Bankruptcy Law, the Rayn®ystems
Law and the Companies Ldly.but, then, while commenting upon the Draft vensof the Report, the Project Team
downplayed its actual roleThe report attributes the Payments Systems AcBaméruptcy Act to DBRA. We were not
involved in the Payment Systems Act. Our involveimehe Bankruptcy Act was limited to communicgtine reform.
DBRA was heavily involved in the reform of the Canigs Act for aspects that are relevant to thetstgra business
and protecting investor indicatof’s.

%1 No detailed information on the number of revisetica plans was received by the Consultant.
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Component #4 — | «  Several deliverables were delivered in a timelyhias, including (i) a series of
Tax policy paper and draft regulations for improving thvestment incentives regime,
Simplification (i) the consolidated income tax act 2000, (iiijtady on SME taxation, and (iy)

the taxpayer communication strategy for public iedfaand taxpayer educatign

unit. In addition, several workshops and training seminars were orgeaed
cumulatively attended by about 5,000 people. Asesult, almost all output
indicators overachieved targets

* The timeliness of the sensitization activitieand the production of thie
consolidated income tax were largely praised bgllstakeholders.

* In comparative termssmaller results were achieved in the tax adminisioa
simplification areag but activities are still ongoing, and the implernaion of a
Risk Based Audit (RBA) system was dropped due stititional constraints &
the NRA.

* Thesedelays can be regarded as acceptaldspecially given the operational
difficulties entailed by the suspension of the Cassioner General, and the
following recruitment of an Acting Commissioner @eal, who has beeh
reportedly busy with many other problems and laclledision-making powey
(and who always had to refer to the State Houséaodnsultative groups).

Component #5— | «  Practically all envisaged outputs under this compori were delivered in &

Investment timely manner

Promotion e Sub-sector reports and promotional tools to be u$edthe oil palm and sugat
outreach campaigr(including PPT presentations, list of potentialastors, list of
policy recommendations, and practical information otential inventors on the
existing process to acquire land, detailed repontst pre-identified sitesyere
delivered in a timely fashionThese materials are of high quality and proy
SLIEPA with comprehensive and practical tools forestment promotion.

* In the same veimeports (strategic plan and investment guide)d operational
tools (i.e. financial management system, investor tragld§ystem, and websit
aimed at strengthening the investment promotioraciap of the SLIEPAwere
developed as projected

Component #6 — | « A mixed situationemerges from the review of outputs indicatdtsy outputs|

Tourism were delivered with reference to tourism developtehWestern Peninsula an

Development the privatization of Cape Sierra Hotelincluding (i) the introduction of
transparent procedure for awarding a concessiareawgnt, (ii) the facilitation
workshops aimed at raising local awareness on &ayisim issues as well @s
attracting the interest of foreign investors (atiesh by a number of participants
largely exceeding initial expectations), and (iije preparation of some kgy
reports (i.e. two anchor investment projects, & ¢ potential investors an
consolidated tourism strategy).

* On the other handjery limited progress was recorded in the land pgliarea
with almost all related performance indicators rdow no progress.

—
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Client Satisfaction. The quality of the assistance provided by thgdetowas one of the topics
discussed during interviews with counterparts. dherall assessment is definitely a positive pne
with all beneficiary institutions declaring themsed as highly satisfied or satisfied. Comments
were particularly positive in the case of Comporih{‘IFC provided instrumental and punctual
assistance to tackle a structural reform. They héeen extremely pushy to get the reforms
enacted), Component #5 (FC is the reason why we are here! All needs ofERPIA have been
adequately addressed by the Project and all IFCsattants did a great jdB, and, with reference
to timeliness, in the case of Componen{(*#8C intervention was timely, at the revamping gain
2008, when public officers were recruited
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Rather unsurprisinglykey concerns focused on the drying out of IFC suppim the near future

For instance, an OARG representative stated ttie funds secured from the Government are
barely enough to cover the current structure, leasde the foreseen extension to country
provinces. They are likely to lack funds to covgunipment maintenance expendituregiile the
SLIEPA Director of Investment Promotideared that the end of the IFC funding could neghi
affect the effectiveness of future activitiesie' are still in an infant stage and do not haveugio
successes to advocate for more funding vis-a-\vesGbvernment. Without additional financial
support, we won’t be able to fully exploit all éxig opportunities and to aggressively sell Sierra
Leone as required

Overall AssessmentThe Project delivered a fair number of substhmtidputs, most of them of
good, if not excellent, quality and were usuallymitted in a timely manner. Performance was
particularly positive in the case of Componentsa#td #5, whereas smaller results were achieved
under Component #2 and #3. Overall, considering #is views expressed by interviewees, the
performance of the Project in terms of deliverypuofputs can be regardedsagisfactory

4.4 Achievement of Development Outcomes

The evaluation of development outcomes refers & abhievement of the intended short- and
medium-term effects. In practice, the analysis $asu onthe level of acceptance of the
recommendations providedin terms of laws passed or amended, adminis&rafivocedures
reformed or eliminated, improved organizational eiedadopted and the like) and bow the
recommendations accepted translated into concret@rovements in the business climateg. in

a reduction of the time required and/or expensesriad to complete a certain procedure).

Acceptance and Implementation of Recommendations ©verview. In generalthe degree of
acceptance and implementation of recommendationsnfolated under the Project is rather
modest although there are important differences dependipon the nature of the actions.
Somewhat counter-intuitiveljthe success rate was somewhat higher in the caséegislative
reforms, with two major pieces of legislation passed andfoended with support from the Project.
At the end of June 2009, the parliament passe@tmepanies Law, while the GST Law was finally
introduced on January 1, 2010. The implementatiae@mmendations came at the end of a fairly
long and laborious process, requiring constant amstwith relevant GoSL entities and other
stakeholders. In particular, in the case of the AQ%W, the limited willingness of the new
Government to introduce a new tax and the resisténoen the import and traders association, fully
aware of the need to keep better accounting regordsler to make GST claims (and, therefore, to
declare higher annual incomes), proved big obstaolée overcome. In this respect, the extremely
useful role played by the SLBF Tax WG in ‘stabiigi the business community was largely
recognized by both public and private stakehold®tker recommendations for regulatory changes
have not been accepted yet. In some cases (i.etbstment incentive regirffeand land policy),
the process was made cumbersome by strong opprsisdhe legislative reforms proposed by the
Project were sensitive, encroaching on powerfultatesnterests. In other cases, i.e. SME tax
regime, the Project was simply confronted with lingted capacities available at the local level,
which translated into long time lags for the inwotlon of reform.Very limited success was
achieved in the case o&dministrative reforms.Instead,technical assistance and capacity
building actions achieved extremely positive outasnwith the SLIEPA taking full advantage
from the operational tools developed by the Projetich as the website and the financial
management system) and the NASSIT fully benefitirgn the transaction advisory services
received.

%2 Based on updated information provided by the Rtojeeam, the Investment incentive regime law hasnbe
introduced in the Parliament in December 2010.
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Improvement in the Business Environment Between 2008 and 2010, Sierra Leone recorded an
improvement in DB rankings, climbing from the 166ut of 178 countries ranked to #4Bosition

out of 183 countries ranked. As shown in Table 4h2 most significant improvements were
recorded for the Starting a Businesadicator, largely improved as a result of ledisia changes
and other structural reforms (i.e. the establisitroéa one-stop-shop) facilitated by RABI.three
other areas, Getting Credit, Protecting Investoes)d Paying Taxes, some progress was captured
by the DB 2010 surveymainly as a resubdf the above described legislative changes suppdye
RABI. Indeed, according to the DB 2010 Report, iekev Company Act was meant, among others,
to strengthen investor protections by enhancingctiar liability and improving disclosure
requirements and making it easier for companiegetacredit by providing for the use of fixed and
floating charges over company assets. However, liraried evidence of the actual implementation
of this new piece of legislation was collected aadsingle indicator aimed at measuring its actual
impact on business operations was identified anditoi@d by the Project stdff The introduction

of both the consolidated income tax Act and the @8Il supported by the Project, were mentioned
in the DB 2010 Report as among the key measuresriaide it easier to pay taxes, and at the basis
of the reduction in the number of hours per yeaessary to prepare and file tax returns and to pay
taxes and mandatory contributions.

Table 4.2 Progress Achieved in DB Rankings

. DB 2008 DB 2009 DB 2010
Il Ranking Ranking>* Ranking
Starting a Business 94 58 (53) 58
Dealing with Construction Permits 171 168 (169) 171
Employing Workers 173 167 (173) 166
Registering Property 175 165 (163) 175
Getting Credit 141 147 (145) 127
Protecting Investors 49 53 (53) 27
Paying Taxes 154 162 (160) 160
Trading Across Borders 133 135 (132) 137
Enforcing Contracts 139 144 (141) 144
Closing a Business 144 147 (145) 147
Ease of Doing Business 160 156 148

Component-Specific Considerations From a comparative review of development outcomes
achieved by the various componentsulastantial improvement clearly linked to Projecttavities
was recorded in the tax simplification and investntegeneration areasThe Project is deemed to
have contributed to widening the tax base andmgisax compliance through the facilitation of
some legislative changes (introduction of the G&Ww land of amendments regarding self-
assessment provision in the Finance Act 2009) armligh the implementation of the awareness
and education campaign. Smaller results have bebiewed with regard to tax administration
simplification, with activities aimed at raising ywaent options for taxpayers still ongoing, and
some key performance indicators, such as ‘redudidhe number of tax payments’ and ‘reduction
in the time to file taxes’ lagging behind expeaat. Efforts aimed at strengthening the SLIEPA
yielded extremely positive results, as clearlystrated by the overachievement of a number of
performance targets. The TIF was attended by o@@rparticipants and in its aftermath investors’
interest in the country increased remarkably, agllyi demonstrated by the increase in the number

% Outcome indicators included in the SR only momitbthe reduction of time and cost of starting d@rmss. However,
improvements for these indicators seem to be éntmompted by the legislative changes undertake2007 and the
establishment of a one-stop-shop. Indeed, no pssgoé ‘starting a business’ indicators were recdrtg the DB
survey in 2010, following the enactment of the Camips Act.

3 Doing Business 2009 rankings have been recalcltateeflect changes to the methodology and thétiaddbf two

new countries. Previous ranking are reported ickets.
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of investor inquiries to 232 against a target ofBd the 129 active leads recorded in the seven
months after the Forum.

Project achievements fall behind expectations inethDB-reforms, PPD and Tourism
Development areasThe performance of the first two components wasahegly affected by the
prolonged reorganization of the SLBF, and, astitaied above, their contribution to the enactment
of legislative and, to a larger extent, administeateforms was fairly limited. On the positive sjd
the achievement of some ‘soft’ outcomes, such asirtbreased private sector participation in
government decision making or the social capitalt doy informal private sector associations
achieved through the SLBF, were naturally not aagatuby monitoring systems, but are worth
mentioning. As for tourism development, positiveammes were concentrated on the assistance
provided to NASSIT, which led to the introductiof @ transparent tendering process and the
awarding of a concession agreement for the relatoln, redevelopment, operation, and
maintenance of the Cape Sierra Hotel. No outconseaghieved with reference to the generation of
tourism investment and land policy, mainly due he fimited responsiveness and lack of pro-
activeness of local counterparts.

Finally, a fairly mixed picture emerges with the referenteebusiness registrationAs a result of
legislative changes introduced in 2007, followingB® recommendations, Sierra Leone climbed 41
positions in the DB ranking under the starting asibess stage between 2008 and 2009, froth 94
out of 178 economies to $3ut of 181 economies. However, this jump was lgrgesoretical, and

its actual materialization has been spurred undeBIRII, following the set-up of a one-stop-shop
and a two-month advertising campaign. Altogethdresé initiatives are deemed to have
significantly reduced both the time, from 26 tod&s, and the cost, from 1,180.7% to 118.8% of
income per capita, to register a business. Howehkerreliability of these figures is questioned by
the Baseline Survey, which reported much lower Ibas&alues. According to this survey, in 2006,
the average number of days to complete businesstra@n procedures was 4, and only a tiny
minority of entrepreneurs made recourse to soliittn addition, a number of uncertain outcome
indicators were included in the SR, with neithdrageline or target value and for which no changes
were tracked overtime (e.g. number of OARG trains@ff, number of recommended
laws/regulations/ amendments/codes enacted asamdiservices provided to OARG).

Overall AssessmentOnce again there are major variations across oaergs, with Components
#4 and #5 performing very well, and some othergeéslly Components #3 and #6, displaying a
much lower level of effectiveness. Overall, thefpenance of the Project in terms of development
outcomes can be consideredsatisfactory

4.5 Efficiency

Methodological issuesEfficiency measures the extent to which tegources devoted to a certain
initiative are reasonable vis-a-vis the results a@eWed In principle, the analysis of efficiency
would require the calculation of cost effectivenesigos comparing the outputs delivered/outcomes
achieved with the associated expenditures. Howenehe case under consideration this type of
analysis is precluded by several methodological@adtical limitations. First, project expenditures
are neither budgeted nor tracked by component tivitgcstream. Second, information was only
received about the amount of actual expenditurebdend of 2009, which represents a third of the
total IFC-managed budget. Under these conditiong,cemparison between results achieved and
resources disbursed would be incorrect. The tiserdpancy between funds and results is further
compounded by the case of SLIEPA and SLBF, whicenty received financial support by the
Project to finance their operational plan, but whashievements have not yet been realized. Third,
some of the achieved outcomes, especially by Coemen#l and #5, are also the result of
activities implemented under previous phases of RiMBose budget should therefore be taken into
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account. Finally, these problems are further aneglifoy the heterogeneity of output/outcome
indicators, reducing the comparability of cross-poment considerations. Under these conditions,
the analysis can only be carried out at a more rgétevel, focusing on selected budgetary and
organizational aspects.

Budgetary Aspects As of the end of 2009, Project actual expend#uataled about US$ 2.4
million, i.e. about half of the planned budget (aetUS$ 4.6 million). Thiswuge gap between
planned and actual expendituregflects a possible initial over-budgeting, espkgias far as pre-
implementation activities are concerned (indeednenof the US$ 300,000 allocated to pre-
implementation activities were actually disbursdddwever, this deviation is primarily explained
by a series obperational difficulties faced during Project impieentation which lead to: (i) the
cancellation of some initially envisaged activit{ssch as the set-up of an M&E system), (ii) delays
in the recruitment of the local team, (iii) delapsthe disbursement of financial support to local
entities, i.e. SLIEPA and SLBF, and (iv) delaystire implementation of some activities. In
particular, amounts allocated under two specifistaiems were only recently disbursed, namely:
(i) over US$ 1 million of ‘other expenses’, whichimarily account for the IFC Corporate
Infrastructure Advisory staff time, travel and cohliants mobilized in connection to the provision
of transaction advisory servic&sand (i) about US$ 1 million of ‘development grsiniaimed at
supporting operational activities to be implemertigdhe SLBF and SLIEPA.

Additional indications regarding the efficiency the use of resources can be derived from the
analysis of the Project cost structure. The butigedkdown by main cost items is shown in Table
4.3, which presents data for both planned experadiéind actual expenditures as of the end of
2009°°. Thecost structure is somehow atypicajiiven the sizable incidence of the above mentioned
‘other expenses’ and ‘development grants’, cumudyi accounting for about 30% of the total
budget. Once these costs items (and pre-implemem&tpenditures) are removed, #taicture of
costs looks fairlybalanced with consultants, travel, staff costs accountiegpectively for 42%,
28% and 17% of planned expenditures.

Table 4.3 Project Cost Structure, End 2009

Cost Items Budget Actual Difference
Expenditure (B-A)

US$ % (A) uUss$ % (B) %
Pre implementation 300,000 7% 0 0% -1%
Staff Costs 500,830 11% 401,713 17% 5%
» IFC Staff 445,337 10% | 383,587 16% 7%
« Extended Term Consultants and Temps 55/493 1% 18,126 1% 0%
Consultants 1,224,248 27% 1,038,209 44% 47%
Communication and IT Chargeback 67,739 1% 60,394 3% 1%
Contractual Services 267,860 6% 106,879 5% 1%
Office Equipment 22,10( 0% 20,916 1% 1%
Staff Representation and Hospitality 476 0% 520 0% 0%
Travel Costs 820,35 18% 633,258 27% D%
Other Expenses 647,416 14% 90,609 1% -10%
Development Grant (Grants, Donations &
Ext Participant Cost) 705,312 15% C 0% -15%0
Contingency 28,682 1% 0 0% -1po
Total 4,585,080 100% 2,352,498 100%

% The allocated amount definitely looks significaahd more aligned to market advisory prices thamcessional
support. Still, given the positive achievemenths supported transaction and its estimated vake $ection 5.3), the
cost-effectiveness of this initiative looks positiv

% The table is the result of the consolidation otadincluded in the SR for projects #561268 (Tax |&l
Simplification), # 562368 (RABI 1ll), # 565247 (SEPA), and # 565967 (Tourism) made available toQbasultant.
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Management and Organizational AspectsGiven the existing strong operational and instnal
constraints, ensuring permanent contacts with l@takeholders can be regarded as a vital
precondition for an effective implementation of tReoject. Thereforethe decision to have a
strong on-the-ground presence from the start wassalotely correct Another positive element
concerns the high level of donor coordination aefieby the Project. Indeedpmplementarities
with the vast array of donors and international caigizations were taken into consideration and
synergies maximizedincluding (i) the synergic collaboration estabéd with IMF and Crown
Agents in the tax area, (ii) the cooperation initheestment promotion area with the World Bank,
which funded SLIEPA, (iii) the cooperation with théNDP in the tourism sector, and (iv) the
transfer of some business registration activitiethe Investment Climate Facility for Africa (ICF).
On the negative sidghe early abandonment of the M&E component has te mentioned
According to the initial design, an M&E Unit was be set-up at the Ministry of Trade and
Industry, and a budget of US$ 50,000 was allocatethe SLBF to supervise it. However, the
devised structure of this management informatiostesy, encompassing all components of PSD
support, was too ambitious, especially when conédrwith the limited budget allocated, the
narrow capacity available at the local level and #mall SLBF staff. In the end, one single
guarterly report was published, and the componeastabbandoned. This is likely to have negatively
affected the implementation of the Project, depgvihe management staff of an extremely useful
tool to both put pressure on local counterparts @nodhptly spot (and correct) any deviation from
the operational objectives.

Overall Assessment The lack of detailed and updated information @pemses and cost items
prevents a clear-cut assessment of the cost-eféeess of the Project. Therefore, the efficiency of
the Project canot be assessed

4.6 Summing Up

A summary assessment of the Project is providetable 4.6 belowOverall, the Project can be
regarded as satisfactorywith the same rating attributed to the four crite The rating is
accompanied by some comments regarding the varauoross the various components.

Table 4.6 Summary Evaluation

Evaluation Criteria Summary Comments

Assessment
Strategic Relevance Satisfactory | Performance was positive in the case of some Cosamisn
Delivery of Outputs Satisfactory | (#1, #4 and #5), which could be rated as good/&eelvith
Achievement of . reference to all evaluation criteria. Comparativdss
Development Outcomes Satisfactory positive performances were observed in the case of
Efficiency Not assessed| Components #2, #3 and #6.
Overall Assessment Satisfactory
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5 PROJECT IMPACT
5.1 Introduction

This Section is devoted to the ‘quantitative’ paftthe Assignment, i.e. the assessment of the

impacts achieved by the Project. In accordance thighTOR, the exercise focuses on 7 types of

impacts, namely:

* two overall impactsrelevant for all components or product areaduding: (i) the aggregate
private sector cost savings, and (ii) the privatet@ investment generated,

» five product-specific impactsincluding: (i) the number of new businesses tegesl, (ii) the
number of new jobs created, (iii) the number of lmwBinesses complying with tax regulations,
(iv) the tax revenue generated, and (v) the inergagrade flows.

The two overall impacts are analyzed, respectivalygections 5.2 and 5.3, while other impacts are
discussed in Section 5.4. The approach adopted siimaing impacts builds upon the
methodological work done in the earlier stageshaf Assignment and presented in a separate
report. This Section also takes into account theerous studies and methodological documents
developed recently by the IFC.

A few methodological and practical aspects are lwhighlighting at the outsefirst, in principle,
the analysis would require the comparison of sibmat ‘without and with’ the intervention.
However, as recognized by the TOR, in the casaipivérsally based interventions such as IFC'’s
[investment climate] programisthe recourse to control groups is generally asiiele. Therefore, it
was accepted that the exercise would rely on aesasgent of ¢hanges in business environment
before and after each projédfTOR, page 6)Second as already mentioned in previous Sections,
in some cases the reforms promoted by the Projert also supported by other donor initiatives or
were influenced by other factors. Under these dandi, as again acknowledged by the TORis*
difficult to determine the impact of reforms onvate sector that can be attributed solely to TFC
Again, efforts were made to isolate the effecté=@-supported reforms from concomitant factors,
but, in general, this was possible only in the ca@rivate sector cost savings, for which the
linkage between cause and effect is easier tordeter In the case of other impacts, the various
donor initiatives were so intertwined that theiieets could not be estimated separatdifird, the
analysis of impacts focuses primarily on the 20820 period, using the year 2007 as a baseline.
However, it is acknowledged that in many casesstment climate reforms take time to produce
effects. An attempt was made to assess to likelgiume term evolution of impacts, but in general
this could be done only in qualitative terms. There, it is important to stress that the quantreti
estimates provided in the Report refer primarilyvizat could be regarded as the initial impacts of
the Program, which represent only part of the tmgdacts. Fourth, the exercise required the use
of a variety of data, both of a macro and microneeoic nature, collected from a variety of sources.
Unfortunately, in a number of cases, the qualitgata is less than ideal and, therefore, only rough
estimates could be produced.

5.2 Private Sector Cost Savings

Definitions and Methodology: Private sector cost savings (PSCS) are definesh@sags accruing

to private economic agents as a result of reformthe investment climate. These reforms may
concern a wide range of themes, ranging from thmpl#ication of procedures to obtain a certain
permit or authorization to the elimination of cantéees or taxes. For the purposes of this exercise
three types of PSCS can be identified, namely:

31



e cost savings associated with the reduction in out of pockepemsesincurred by private
enterprises thanks to the elimination/reductiorcetain fees (stamp duties, service fees, etc.)
and/or of the need to rely on service providersctain formalities (e.g. legal advice);

» time savingsreferred to the gains in terms_of opportunityt@idaborresulting from regulatory
simplification and/or the adoption of improved angational models for certain services;

» financial savings related to the reduction in the financial burdemouldered by private
operators as a result of changes in the paymenalitied for a certain fee or tax, with ensuing
cash flow advantages.

PSCS were estimated based anethodologyinspired by the guidelines recently developedHhsy t
IFC to quantify the savings associated with investmclimate operatiod§ The information
required was retrieved from a variety of primaryl @a®condary sources. In the case of the latter,
reference was made to official statistics and meseaeports of various origins. In some cases,
reference was made to data published in the DB e@md/or produced by the Project. Data
retrieved from secondary sources were extensivatyptemented and augmented with information
collected through interviews with a wide range abjects (private firms, lawyers, accountants,
public officials, etc.). The methodology and theirees used are illustrated in detail in Annex C,
while a summary presentation of key aspects isigeavin Box 5.1 below.

Box 5.1 - Estimating PSCS: Key Methodological Aspés

In essence, estimating PSCS involves the multijidioaof a ‘price element’, i.e. the savings achotue one
particular case, multiplied by ‘quantity elememn®, the number of relevant observations.

The nature of therice elementdepends upon the type of reform under consideratiothe case of cost
savings benefits can generally be measured directly (begregistration fee is reduced from X to Y). e |
case of time savingshe value to be considered is itself the resulbe multiplication of the amount of time
saved (typically, expressed in hours) multiplied the relevant unit labor costs. Finally, in the ecad
financial savingsreference is made to the value of payments posthdo the duration of the postponement,
and to the relevant interest rate that measuresgpertunity cost of capital.

The quantity elementalso varies depending upon the nature of the mefnsidered. In most of the casges,
reference is made to the number of enterprisestafieby the reform (e.g. number of enterprisesttirgji
from the simplification of registration procedure$) other cases, reference is made to the number o
transactions facilitated by the reform.

PSCS are calculated for the entire life span ofRttegect. As benefits may occur at different pointéime,
in order to properly aggregate annual values itesessary teompound taking the terminal year of the
Project as reference point. This is done usingdhevant real interest rate.

Sources of PSCSPSCS have been achieved thanks to reforms ukdartithin the framework of
two Project componenisconcerning business registration and tax admatish. The reforms
generating PSCS considered in the analysis are adzed in Table 5.1.

37 IFC, Guidelines for Aggregate Cost Savings templatei¢has.d. (but August 2010), hereinafter referred dathe
‘IFC Guidelines'.
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Table 5.1

Summary of Reforms Generating PSCS

Reform

| Specific Measures Generating PSCS

Timing

Component #1 — Business Registration

Business e elimination of the obligation that the Memorandunda All reforms introduced
Registration — Articles of Association be prepared and signed bgliitor | in late 2007, with the
Corporations « elimination of the renewal of the business regiiralicense | exclusion of the one-
« elimination of the need to obtain an Exchange Qintr stop center, created in
Permission mid-2009
» elimination of the tax advance payment
» improvement of services through the establishméatane-
stop-shop structure
Business  elimination of the renewal of the business regiralicense | All reforms introduced

Registration —
Sole Proprietorships
/ Partnerships

elimination of the tax advance payment
improvement of services through the establishméatane-
stop-shop structure

in late 2007, with the
exclusion of the one-
stop center, created in

mid-2009

Component #4 — Tax Administration

Introduction of the | «  replacement of seven different taxes by the GST January T, 2010
Goods and Services

Tax

Not all the reforms introduced during the period Prfoject implementation were taken into
consideration. This is particularly the case of @@mmpany Act enacted by the Parliament in 2009,
whose drafting was supported Bypmponent #3of the Project. According to the DB report, this
piece of legislation was supposed to generate ipesgffects on the business environment,
especially with reference to ‘protecting investoesid ‘getting credit’ indicators. However, the
actual implementation of this latvas remained limited, and no impacts in terms dticed time
and/or costs for businesses were identified in eotion with this reform (and indeed, no similar
outcome indicators are included in the SR), themgigyenting the quantification of related private
sector cost savings

Quantification of PSCS Over the 2008 — 2010 period, the PSCS generayethd reforms
supported by the Project can be estimaedbout US$ 900,0Q00expressed in 2010 value. The
results of the exercise, with the breakdown by comept/reform and type of savings, are
summarized in Table 5.2 below.

Table 5.2 Summary of PSCS Generated (US$, 2010 vaju
Reform Cost Time Financial | Total Comments
Savings Savings Savings PSCS
Component #1 — Business Registration
e The assessment of cost savings is

rather hypothetical, due to the lack
of precise information on the actual

Business reduction in the recourse to lawyer

Registration — 189,253 56,137 7,694 253,12( services

Corporations Possible overestimation of PSCS
attributable to the elimination of the
renewal of the business registratign
license

Business Possible overestimation of PSCS

Registratio_n - 342,727 165,706 8.363 516,79% attributable to the glimination of t_he

Sole Proprietorships renewal of the business registratign

/ Partnerships license

3 According to comments received on the draft versibthe Report, the Company Act is associateti¢éaeduction of
the procedures, time and cost of starting a busindewever, no evidence of similar impacts wasiee¢d by the
Consultant and reported in the DB surveys.
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Component #4 —Tax Administration

*  The amount of time saved is taker
GST Introduction 0 121, 920 0 121,020/  fromthe DB 2010, but it does not
refer exclusively to the introduction
of GST
Total 531,980 343,799 16,057 891,836

Overall, over 60% of total PSCS are connected with just améorm, the elimination of the
renewal of the business registration license. Aditemhal 14% of all PSCS are generated by the
introduction of the GST. It is important to noteatHor both reformsresults are influenced by
uncertainties regarding some key parametehs particular, for the elimination of the renewdl
the business registration license, the numberlefaat transactions is likely to be overestimate,
the yearly amount of registered businesses wasulatddl by adding the number of new
registrations with OARG to the initial, 2007 stoekithout introducing any adjustments to account
for both firms’ death rate and a compliance ratidhe legal provision likely to be below 100%. In
the case of the time savings related to the inttdn of the GST Law, the value for the reduction
of time necessary to prepare and file tax retuetaimed for the analysis is based on information
provided by DB 2010. However, this value does neasure exclusively the impact induced by the
replacement of seven taxes as a result of thedutteon of the GST Law, but also other factors,
such as the improved efficiency of the tax autiorit

Quantification of Future PSCS The possible value of future PSCS due to thermescsupported

by the Project can only be guess estimated, dtigetexistence of too many variables. On the one
hand, the value of PSCS is expected to increase th# progressive implementation of IFC
supported legal reforms. Additional savings may gaas a result of the future achievement of the
currently addressed reforms, including the passdgbe Credit Reference Act and the Customs
Act, the establishment of the credit reference stegi the digitization of the land records, and
establishment of commercial courts. On the othadh#ollowing the approach adopted by the IFC
Guidelines, the impacts associated with the earBéwrms should be gradually eliminated from
calculations, the rationale being that, after davemumber of years, the reforms would have been
implemented even without IFC support. Based oneth@mnsiderations, it seems reasonable to
conclude that over the 2011 — 2013 period, thd t@tae of PSCS attributable to the Project could
be assessed at a valw®adly similarto the one estimated for the 2008 — 2010 period

5.3 Private Investment Generated

Background. In Sierra Leoneprivate sector investment is fairly lgvat around 8% of the GDP,
compared with an average of about 15% for Sub-&ahafrica (2008 data). The value of private
investments displays a fairly stable trend overl#s¢ five years, oscillating between US$ 150 and
170 million. Private investments slightly declineetween 2007 and 2009, from US$ 165 million to
US$ 151 million. In relative terms, this meant &lae from 9.9% to 7.7% of the GDP. Private
investment is expected to rise in 2010, reachi®go/of the GDP. According to IMF projections,
the trend is expected to remain positive in futyears, but with a rate of growth only marginally
higher than that of the GBP Trends in private investment are summarized inlel&.3.

39 All data are taken from IMF publications. See artizular IMF, Sierra Leone - Staff Report for the Third Review
Under the Three—Year Arrangement Under the Poveeguction and Growth Facility, Financing Assuran&aiew,
and Requests for Waivers of Non-observance of Pegioce Criteria, Augmentation of Access, and Modifon of
Performance Criterion January 2009; and IMFSierra Leone - Staff Report for the Sixth Reviewdddnthe
Arrangement Under the Extended Credit Facility, &exj for Waiver for No observance of a Performa@céerion,
Request for a Three-Year Arrangement Under therigei@ Credit Facility, and Financing Assurances BReyiJune
2010.

34



Table 5.3 Trends in Private Investment

Recent Evolution (US$ million, current prices) Recent Evolution and Projections (as % of GDP)
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Project Impact. The private sector investment generated falls the category of the so-called
‘overall impacts’, in the sense that initiativesdertaken under various components may concur to
increase investment levels. In the case of theePrajnder consideration, three main types of action
appear to have a more direct potential influence private investment, namely: (i) the
simplification of business registration proceduteglertaken as part of Component #1, and (ii)
general investment promotion activities carried under Component #5 (i.e. assistance provided to
SLIEPA), and (iii) sector-specific investment prama activities performed under Component #6
(i.e. advisory services for the privatization of tBape Sierra Hotel). In particular:

Simplification of Business Registration Proceduress illustrated in detail below (Section
5.4), the simplification of business registratioqedures contributed to quicken the pace in
enterprise formation, and this, in turn, appearkaee contributed to an increase in investment
levels. A simple measure of the impact achievedbmobtained by multiplying the number of
newly formed enterprises by the average initialesttnent. The number of new businesses
whose formation can be attributed to the reformspstted by the Project can be estimated at
about 2,200 — 2,800. The average investment cagstimated based on data on the net book
value of assets owned by businesses provided bWibréd Bank Enterprise Survey (WBES),
which suggest an average initial investment on dhder of US$ 4,600. Based on these
parameters, the value of incremental private seictigstment associated in some way with
business registration reforms promoted by the Brajen be estimated in the region of US$ 10
to 12.5 million for the whole period 2008 — 2013 which US$ 2.5-3 million in 2008, US$ 3.9
— 4.9 million in 2009, and US$ 3.7 — 4.6 million2010;

Assistance to SLIEPAUNnder Component #5, the Project has provided cehgmsive technical
and financial assistance to strengthen SLIEPA dapsc especially in the investment
promotion and facilitation area. After the Sierraohe Trade and Investment Forum, which
took place in mid-November, 2009, and thanks toatgressive sugar & oil palm investment
outreach campaign carried out, investors’ intemeshe country has remarkably risen. This is
vividly demonstrated by the 129 active leads reedrith the seven months after the Forum (i.e.
until June 30, 2010), half of which converted isite visits (65). Unfortunately, due to the
recent launching of SLIEPA investment promotionivdgiiés, no deal has been closed yet.
However, based on the information collected dufialglwork, about 6-7 deals are expected to
be finalized soon. More precisely, according to ERA staff, two initiatives in the sugar
(ethanol), with a volume of investments associatethe US$ 100-200 million range, three
investments of the same size in oil palm ventures asmaller investment (US$ 5 million) in
cocoa will be closed by the end of 2012, with altestimated value of investments facilitated
of some US$ 500 million. This figure appears somelaptimistic’ when confronted with total
annual private investment recorded in recent ygafierra Leone, ranging between US$ 150
and 170 million per year. On the other hand, tHegees look consistent with those displayed
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by the Addax Bioenergy sugarcane ethanol projebichvis about to be launched in Mak€ni
Based on the conservative assumption that a sisighglar project will actually materialize in
the next three year-period, the value of increngmi@ate sector investment associated with
SLIEPA activities can be estimated_at US$ 150 onillfor the whole period 2011 — 2Q1&n
extremely important increase compared to the cutesel, largely attributable to the Project;

* Assistance for the privatization of Cape Sierra lbtUnder Component #6the Project
provided transaction advisory services for the agiraation of the Cape Sierra Hotel. In
particular, support was provided to the NASSITdertifying potential investors/operators and
in preparing a transparent, competitive tendergsecThe second tender was successful and in
mid 2010 a group of investors was awarded a twengy/year concession agreement for the
rehabilitation, redevelopment, operation, and nesaahce of the hotel. No official information
is available regarding the amount to be investeowéVver, based on typical investment cost
parameters in the hotel industry, the value of ueses mobilized thanks to the IFC assistance
can be tentatively estimated in the order_of US$-1%0 million, of which about US$ 5 — 7
million might have materialized in 2016

AssessmentBased on the abovie short-term impact of the Project can be assésisethe US$

15 — 20 million range.These figures appear significant when compareti wiends in private
investment. In particular, private investments gatezl by the Project are assessed to account for
about 3-4% of total private investment, and up-&%&in 2010, in connection with the privatization
of Cape Sierra Hotel. In principle, the medium-tampact could be estimated using the same
approach, but this would require strong assumptimgarding the growth in newly formed
businesses and the rate of mortality among exigirtgrprises. In general, it seems reasonable to
envisage a progressive stabilization in the pattdrbbusiness formation, although this could be
compensated by a higher investment rate. On théewhaod in purely subjective terms, a figure in
the order of US$ 4 - 5 million/year for the nexupte of years appears reasonable. When the value
associated to foreign investments expected to ©ktdded by the SLIEPA in the next years is taken
into account, thenedium-term impact can be grossly estimated atringch higher figure of USS
160-170 million over the 2011-2013 period

5.4 Product-Specific Impacts

Number of New Business Registeredrhis product-specific impact is linked to theaieh of the
business registration system undertaken as pa@oafiponent #1 As illustrated by Figure 5.1
below, which depicts the evolution over time of iness registrations with the Administrator and
Registrar General Office, a clear change of tremérges starting from 2008. In the 2005 — 2007
period, the number of newly registered enterprigas largely stable, at about 1,800. This value
significantly increased starting from 2008, whernotal number of more than 3,000 businesses
registered. This rising trend continued in 200%hwhe total number of registrations overcoming
3,800, and in 2010, when more than 2,100 businessgstered in the first six months.
Extrapolating this figure to the whole year, in 20the number of new business registrations is
expected to be in the order of 4,300.

“0 Addax Bioenergy, a division of the Swiss-basedrgneorporation Addax & Oryx Group (AOG), is deveiog a
Greenfield integrated agricultural and renewablergy project in Sierra Leone, consisting of a sogae plantation,
ethanol distillery and biomass power plant andteelanfrastructure. The total investment valuedsneated at about
US$ 270 million and workforce to exceed 2,000 diexaployees.

“1 The Cape Sierra Hilton will be redeveloped intd-star hotel, part of the Hilton network, with apgimately 200
rooms. Hotel development costs for upscale/luxwtels are in usually in the US$ 150 — 200,000 penr, inclusive
of the cost of land. Considering the relatively dagructural conditions of the building, refurbisémb costs can be
estimated at about US$ 75 — 100,000 per room. tmezgs are expected to be spread over the secdfmaf B810 (one
third of the total value) and the first three qaestof 2011 (two thirds).
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Figure 5.1  Trends in Business Registrations
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The impact actually exerted by the Project on #useleration of the registration pace cannot be
guantified precisely. However, the number of bustnegistrations attributable to the reforms can
be estimated by comparing the 2007 value (befa@erdforms) with values actually recorded in the
following years based on the following considenasio (i) the growth in business registrations
started after the introduction of reforms faciktatby the Project (in 2008), (ii) some of the key
obstacles to business registration, i.e. the exypersd complicated procedures and the lack of
information on the registration process, have lseyuately addressed by the Project, and (iii) no
additional measures directly aimed at positivefgetfng the registration pace, such as a reduction
of the tax burden or of the cost of licenses, wet®duced by the Government. This yielded a total
of more than 5,600 additional registrations for the @@ — 2010 periodHowever, it is important to
note that the increase in business registratioes dot necessarily translate into an increaseen th
number of new businesses in operation, as a stgnifishare of newly registered businesses are
entities that previously had been operating infdiynarhe Informality Survey assessed this
proportion at about 50%. Once a similar propori®maken aside, the number of new businesses
whose establishment can be in some way linked @or¢forms promoted by the Project can be
grossly estimated abme 2,200 — 2,800 for the 2008 — 2010 period

Number of Jobs Created The number of jobs created is regarded by the BORx ‘product-
specific impact’, logically linked to the reform ddbor legislation, which, by making the labor
market more flexible, is expected to contributdrhte growth in the number of jobs. However, this
appears to be rather diminutive, as the numbeplo$ can also be affected by other investment
climate reforms. In this respect, the number ofjobeated is conceptually not too different from
other ‘overall impacts’, namely the value of prvahvestment generated. Therefore, despite the
fact that no single reform addressing labor legmehas been facilitated by the Project, the inhipac
of job creation associated with the creation of teisinesses has been estimated, following a logic
similar to the one used above for estimating tlinape investment generated, i.e. by multiplying the
number of newly formed enterprises by the averagml@yment at start-up. Based on the
comparative review of data on the average numbenyfloyees per business collected in different
years by several souré8sthe average workforce size of a formal businésgaat-up was set at 6
peoplé®. Using these parameters, the number of jobs somebsociated with business registration

2 Sources reviewed include the Baseline SurveyStHBA surveys, the Census of Business Establishsremd the
World Bank Enterprise Survey. For more informatiplease refer to Annex D.4.
“3 For more information, see Annex D.
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reforms promoted by the Project can be estimateatiénorder o0f1l3,400 to 16,800 for the whole
period 2008 — 2010In the medium term the employment impact of the Project is expected to
further increase as a result of the number of ditgobs created in connection with investments
facilitated by the SLIEPA

Number of Businesses Complying with Tax Regulationand Tax Revenue GeneratedThese
two product-specific impacts are in principle lidkeith reforms supported by the Project in two
areas, namely: (i) the reform of tax administrasapported by Component #4, and (ii) the reform
of business registration procedures under CompotiéntRegarding thewumber of businesses
complying with tax regulationsdata provided by the NRA show a positive trendrdythe period

of analysis, with an overall increase in the numifesictive taxpayers from about 3,400 in 2007 to
5,000 in the first quarter of 2010. In addition,eo\,700 businesses registered for GST (with a
submission of return rate just over 70%) in thetfiiour months of 2010. The overall trend is
illustrated in Table 5.4 below.

Table 5.4 Trend in Tax Compliance

Years Active Active GST
Taxpayers Taxpayers registered

(unincorporated | (corporations)
businesses)

2007 2,864 513

2008 3,081 545

2009 3,410 654 .
2010* 4,212 808 1,700
* Data refer to the first quarter only.

Source: NRA

In general, developments in tax compliance appeabd unrelated to the reforms aimed at
supporting business registration procedures undemp@©nent #1. Indeed, the number of
incremental taxpayers is much lower than new regisns, especially in years 2008 and 2009,
which seems to imply a marginal impact of businesgstration reforms. Vice versa, activities
undertaken under Component #4, and in particutar large income tax awareness campaign and
other tax education & training initiatives carriedt in 2009 and 2010 played an instrumental role
towards increasing tax compliance among the busimesnmunity. Based on the conservative
assumption that these initiatives generated bet@8&étmand 40% of the increased number of active
taxpayers recorded in 2009 and 2010, the Projettibation to the increase in tax compliance was
estimated at betweel®50 and 550 additional businesses paying taxed which 70-100
corporations and 280-450 unincorporated businesses.

As for tax revenue generateda positive impact can be noticed in Sierra Leargarding both
direct and indirect taxes. As for direct taxes, plesitive influence of tax awareness campaigns on
tax compliance is estimated to have resulted imarease in tax revenue generated by the Project
between Le 5.3 million and Le 8 million (i.e. betere US$ 1.4 and 2.1 million) for the period
2009-2016% In the case of indirect taxes, the GST signifitanontributed to increase revenue
from 4.4% of GDP in 2009 to a projected 5.1% in@0h particular, in 2010, GST is projected to
yield revenue in the order of US$ 62 million, comgghwith the US$ 56 million raised in 2009
through the seven taxes that were abolished byakeeform, with anncremental revenue of
about US$ 6 million However, the merit of this incremental revenuesthe shared with the IMF
and the DFID.

4 Estimate achieved by multiplying the incremengaipayers registrations credited to the Project 850-550) by the
average value of income tax paid by different typlesaxpayer (i.e. about US$ 2,300 for unincorpedadbusinesses and
US$ 10,300 for corporations), calculated based B Mata for 2009.
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5.5 Summing Up

A summary presentation of the Project impacts awided in Table 5.6 below.

Table 5.6 Summary of Impacts

Type of Impact Short Term Prospects for Medium Term Impact (3-4 years horizoh
Impact

Overall Impacts

Private Sector Cost About US$ . . .

Savings 900,000 Medium term impact (3-4 years) expected to remtsibls

Private Investment US$ 15-20 Medium term impact (3-4 years) expected to largely

Generated million increase, due to foreign investments facilitateGbhiEPA

Product Specific Impacts

Number of New 2,200-2,800 No estimate for medium term impacoisspble

Businesses Registered

Number of New Jobs
Created

13,400-16,800

Medium term impact (3-4 years) expected to increassa
result of jobs created in connection with the matieation
of foreign investment facilitated by SLIEPA

Number of Businesses

Complying with Tax 350-550
Regulations

Us$1.4-2.1
Tax Revenue Generated million

No estimate for medium term impact is possible
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6 CONCLUSIONS AND RECOMMENDATIONS
6.1 Summary Assessment

The Project is widely regarded as a fairly sucedssiitiative and positive comments are
formulated by stakeholders and observers. The pealeeviewed in this Report broadly confirms
this positive assessment, although with some qcatibns.

The simplification of the business registrationteys the elimination of the tax advance payment

system and the awareness campaign on the requioeddures promoted by the Project largely

contributed to accelerate the enterprise formapoocess and through this exerted a positive
influence on private investment and job creatidme fiumbers resulting from the impact assessment
exercise definitely look positive.

Progress in DB-ranking recorded by Sierra Leona&eh 2008 and 2010, moving from the 160
to 148" position, were largely spurred by the above refoas well as by the enactment of two
pieces of legislation. However, the small impaceréed by these regulatory changes in reducing
time and costs to perform business operationstiiegevith a lack of achieved quick-wins, limited
the size of savings accruing to private economentsy

Successful assistance was provided in the fieldgnwéstment promotion and tax policy and
administration. Investment promotion activities fpamed by SLIEPA managed to attract
significant foreign investor interest in the coyntfFhese activities have not produced a quantiiabl
impact yet, but prospects for the near future ldelinitely promising. In tax areas, a positive
contribution of the Project to raise tax compliaacel widen the tax base was detected.

Less successful was the assistance provided ifielldeof tourism development. While the attempt

of the Project to address the extremely complex sewsitive land policy issues is definitely

commendable, an initial overestimation of the lazgdacity and willingness to provide the required
contribution seems present. On the positive sidejgortant impact was exerted by the Project
through the instrumental support provided for timalfzation of the concession agreement for the
Cape Sierra Hotel.

The achievement of positive outcomes required ddteffort and flexibility from the IFC staff,
which had to cope with a number of changes innk#tutional settings and, more generally, to deal
with an extremely difficult environment. It suffiseo think how hard it might be to raise tax
compliance in a country where the national revesut@ority has been repeatedly discredited over
the last couple of years by a number of corrupsoandals and the Commissioner General was
suspended.

The Project is definitely expensive, and when tm@ant of expenses incurred is compared with the
estimated impacts a fairly mixed picture arisese Tdck of administrative reforms introduced as

well as a purely structural aspect, i.e. the siia## of the Country, inevitably reduce the amount o

PSCS achievable. On the other hand, when Projepadta on employment and investment

generation are taken into consideration, the veduenoney appears definitely higher, especially in

the medium-term.
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6.2 Recommendations

Recommendation #1 — Adopt a realistic initial desigOverambitious assumptions in the initial
design of some of the components seem to be &iasie of both smaller performances compared to
initial targets and the abandonment of some ams:/iin some cases (e.g. the drop of the activities
aimed at merging work and residence permits ofttatge reshuffling of the tourism activity plan),
problems were largely determined by the lack of maiment from/capacity of local counterparts
that could not be fully assessed beforehand as agllby several changes of institutional
counterparts, which took place during implementatio other cases, delays in achieving expected
results were recorded even when the local countsrp@oked collaborative, simply because the
introduction of some sensitive regulatory changéeiently requires time, as clearly stated by Mr.
Carew, the Minister of Trade and Industrgveén in the case of the least successful caseddpdy
reform), the IFC approach was correct. Simply, #wehievement of similar reforms should have
been projected over a longer period of time, awas known since the very beginning that these
reforms were not easily achievable8etting a more realistic time frame, which beiteorporates
the likelihood of an unstable political environmegpical of post-conflict countries, and that
carefully assesses the actual capacity and commitro€ local counterparts would prevent
excessively high expectations and reduce the fikelil of underperformance.

Recommendation #2 — Avoid over-reliance on a singletor. The capacities of IFC-supported
tools should also be carefully assessed duringeBrdesign. The PPD platform demonstrated itself
to be an extremely useful tool for building trusdaunderstanding among dialogue participants, to
increase private sector confidence in governmemivities and facilitate the introduction of
regulatory reforms. However, over reliance uporhsai instrument to address such a wide range
of activities and to tackle sensitive and complésuctural reforms should be avoided. This
recommendation should particularly be adhered toerwa transition of the PPD forum from a
donor-led to a fully independent, local entitynseinded, which is likely to be a slow process.

Recommendation #3 — Maintain the organizational meddcentered on a strong in-country
presence.The huge weaknesses on the Government side cleanlstituted the major obstacle
slowing down the reform process. However, the ahipiroject implementation arrangements, with
IFC consultants not locally available when needadde things even more complicated. The
subsequent change of the organizational model,Nimg the setting up of a large permanently
based team is definitely regarded as a positiveeldpment. In the same vein, placing of
consultants directly in the beneficiary office,rasently done with the DB Consultant sitting in the
State House, could regarded as a wise move, whithllew an improvement in the understanding
of operational issues and keep continuous pressumeliver, as confirmed positive by some
positive initial moves, such as the starting ofadagdjue to streamline import/export proceduress It
important that new proposed operations build ugo® tecent positive experience and do not
disperse the wealth of experience that has beemadated over the years.

Recommendation #4 - Set-up an adequate M&E systé&n. M&E system is a crucial tool

providing Project management and local stakeholdérsindications of progress and achievement
against expected results as well as progress imgheof allocated funds. The set-up of an M&E
system was initially foreseen under RABI lll, btitwas abandoned. Given the local conditions,
characterized by limited information and serioustitotional constraints, this decision seems
premature and more effort should have been deploytds direction. Indeed, the importance of an
appropriate M&E system can hardly be overestimaasdt will allow for the preparation of clear,

results-based monitoring reports that could helputting pressure to deliver on local counterparts
and in keeping people constantly informed. Comvectictions in this direction have already been
taken by the Project, as witnessed by the recesation of a DB tracker providing weekly update to
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the President on ongoing activities (credit refeeemact, customs act, credit reference registry,
digitization of land records, and establishment@hmercial courts).

Recommendation #5 — Enhance the clarity and inforieen content of supervision reports
Supervision reports do not always provide a clégtupe of ‘who did what, when and why’. Efforts
should be deployed to enhance the clarity of thiegeiments. A logically separate, but practically
linked problem is related to the M&E indicators disen supervision reports. Formulating
recommendations on possible improvements in thedieators clearly goes beyond the mandate of
this Assignment. However, even within the limits thfe existing system, a key suggested
improvement consists of clearly stating sources assumptions underlying the definition of
baseline and target indicators. In a number ofGd8€ staff admitted that initial targets, espkgia
for impacts, were set on the basis of fairly gemassumptions. This appears fairly evident looking
at impact indicators for the investment generatomponent, with a value of financing facilitated
by advisory services set at US$ 5 million, or thierism component, expecting to generate PSCS in
the order of US$ 10,000. These extremely low vatlearly reflect a prudent attitude determined
by limited preliminary knowledge, but also a lindtarticulation of theories linking interventions to
impacts. As for baseline values, a better use efatalytical work carried out in the initial phase
(e.g. the baseline survey) and a clear identibcatf the sources of information used will enhance
the integrity of the exercise.
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ANNEX A — DOCUMENTARY SOURCES

Project Files — Approval, Supervision and ProgresReporting

RABI Ext Phase I

Sierra Leone RABI Ext Phase 2 — TAAS PDS EarlyiBe\version dated November 2, 2008)
Sierra Leone RABI Ext Phase 2 — TAAS PDS Approvaltgion dated March 27, 2008)
Sierra Leone RABI Ex Phase 2 — TAAS PDS Approvatgion dated April 20, 2010)

Sierra Leone RABI Ext Phase 2 — Advisory ServideDS Approval (version dated April 27,
2009)

Sierra Leone RABI Ext Phase 2 — Advisory Servicupervision #1

Sierra Leone RABI Ext Phase 2 — Advisory Servicupervision #2

Sierra Leone RABI Ext Phase 2 — Advisory Servicupervision #3

Sierra Leone RABI- Phase 2 Extension — Progranphime Report — February 2008
RABI - Programme Report — September 2008

RABI - Programme Report — November 2008

RABI - Programme Report — January 2009

RABI - Programme Report — March 2009

RABI - Programme Report — May 2009

RABI - Programme Report — September 2009

RABI - Programme Report — October 2009

Sierra Leone: RABI (Phase 2) — Progess ReportuiyrDecember 2009 (undated)
Sierra Leone: RABI (Phase 2) — Progess Report émeimber-July 2009 (undated)

Sierra Leone RABI — Phase 3 Extension — Memoranoiuonderstanding between the
Government of the United Kingdom of Great BritamdaNorthern Ireland and IFC — February
2009

SLBF

Sierra Leone Business Forum — TAAS PDS Approvalay K008

Sierra Leone Business Forum — Memorandum of Unaledgtg between the Government of the
United Kingdom of Great Britain and Northern Iredaacting through DFID, and the IFC —
August 28, 2006

Sierra Leone Business Forum — Progress Reporty-Dkdember 2009 (undated)
Sierra Leone Business Forum — Progress Report -AlereJuly 2009 (undated)

Tax Administration

Sierra Leone Tax Simplification Rollout — TAAS PB®proval — (version dated March 7,
2008)

Sierra Leone Tax Simplification Rollout — TAAS PB®proval — (version dated April 21,
2008)

Sierra Leone Tax Simplification Rollout — AdvisdBgrvices Supervision # 4 (undated)

Government of Sierra Leone, National Revenue AittheiPreliminary Mission Findings:
Non-Tax Revenues (NTR), December 2008

NRA-IFC — Memorandum of Understanding, June 2008
Achievements of the Sierra Leone Tax Simplificattneagram (undated)
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e Sierra Leone Tax Simplification Program: Achievemsesf FY09 (undated)
¢ Sierra Leone Tax Simplification Briefing Note - Zacber 2008
e Sierra Leone Tax Simplification briefing note: Miegtwith DFID — November 2008

SLIEPA

* Promoting Investment and Export for Sierra LeoAelvisory Service - PDS Early Review
(version dated November 2, 2008)

* Promoting Investment and Export for Sierra LeoAelvisory Service — PDS Approval (version
dated June 25, 2010)

* Promoting Investment and Export for Sierra LeoA&lvisory Service — Supervision #1
¢ Promoting Investment and Export for Sierra LeoAe&lvisory Service — Supervision #2

Tourism

e Sierra Leone Tourism - Advisory Service — PDS Appidversion dated December 18, 2009)
e Sierra Leone Tourism - Advisory Service — Supeons¥l

e Sierra Leone Tourism - Advisory Service — Supeons#2

Project Files — Substantive Matters

¢ Sierra Leone — Diagnostic Study of the Investmdith&te and the Investment Code, May 2004
e Sierra Leone — Administrative Barriers Study - $tha, March 2005

e Sierra Leone — Administrative Barriers to InvestinerPhase 2 — Analysis of the Institutional
Framework Underpinning Investment and Private Sda&velopment, April 2005

* FIAS - Sources of Informal Economic Activity in ®i@ Leone — Part I: Survey Report
(Informality Survey), June 2006

* FIAS - Survey Analysis Report of Sources of Informal EaomoActivity in Sierra Leone —
Part II: Annexes (Informality Survey), June 2006

* FIAS - Business Problems for Operations and GrowntiSierra Leone (Baseline Survey
Report), 2006

* FIAS - Sierra Leone Monitoring and Evaluation ofvBre Sector Development, June 2006

¢ Administrative Barriers to Investment Project - mtoring and Evaluation — Quarterly Report,
June 2007

* Doing Business in Sierra Leone: Reform Memo, Noven#908

* Logical Framework for Private Sector DevelopmentSierra Leone through FIAS/DFID
Interventions (undated)

* Memorandum of Understanding between Republic aff&ieeone and IFC, June 2008
* Report on Baseline data for the RABI Program (uedat
* Sierra Leone M&E: Phase Il (undated)

¢ Adam Smith International, Review of Current Arrangmt of Support to the Sierra Leone
Business Forum, September 2008

¢ Sierra Leone Investment and Export Promotion AgestyEPA) - Business Plan 2008 — 2010
(undated)

e |FC Executive Brief - Event: Sierra Leone Trade dndestment Forum, November
2009

* FIAS — Small Business Taxation in Sierra Leone aied)
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* Sierra Leone Indigenous Business Association (fwidncial support from the IFC) - Survey of
Business Establishments in Sierra Leone — DrafoR€BLIBA Survey) (undated)

e Sierra Leone National Revenue Authority Modern@atiProgramme - Communications
Strategy (prepared by the International Financep@maition-Foreign Investment Advisory
Serviceg (undated)

* National Revenue Authority of Sierra Leone - TaxgrayEducation Strategies for Small and
Medium Taxpayers — Presentation (undated)

* Investment Incentives Policy, October 2009
e Suggested Administrative Mechanism for Investmanehtives: A Flow Chart

* FIAS, Summary Analysis and Proposals for Reformneestment Incentive Regime, (draft)
May 2009

* The Investment Incentives Regulations, 2010

e Discussion Paper for the introduction of GST, Goadsl Services Tax — Draft GST
Regulations, May 2008

¢ Deputy Financial Secretary — Tax Policy - Goods 8@advices Tax (GST) — Letter, May 2008

¢ Selection Memo: STC for David Hollinrake for Sietraone Tax Simplification Program, July
2007

e Sierra Leone Tax Rollout - Preparing Sierra LeareSkelf-Assessment. March-April 2009

e Sierra Leone Tax Simplification Project - Electorind Mobile Tax Payment Options - Tax
Filing Simplification

* National Revenue Authority of Sierra Leone - Opersl and Service Standards Manual

Guidelines and Procedures for the Enforcement a@r&@jonal and Service Standards in Income
Tax Administration, November 2009

e Cost and Benefit Analysis of Non Tax Revenue Ctilbec— Table
* Business Landscape Study Sierra Leone — Tradenaredtment Forum, November 18, 2009

Methodological Documents

* |FC, Guidelines for Aggregate Cost Savings templatei¢has.d. (but August 2010)
* SCM Network,International Standard Cost Manydk.d.)

e Shara, Luba “How to Improve the Quality of Proj€ampletion Reports”, presentation at a
PCR training workshop, Johannesburg, July 27, 2009.

Other Documents

¢ [Institutionalising Public-Private Dialogue as Newwv@rnance Mechanism for Post-Conflict
Private Sector Development — A Political EconomyalAsis of the Sierra Leone Business
Forum, October 29, 2009

e Sierra Leone Poverty Reduction Strategy | — 2008320
* Public-Private Dialogue - PPD Initiative: The Sgetreone Business Forum (SLBF) — (undated)

e Sierra Leone-European Commissi@uquntry Strategy Paper and National Indicative
Programme for the Period 2008-20{t;hdated)
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DIFD, Sierra Leone - Annual Review of Private Sector @raent Strategy Programme
(PSDSP) and Project Completion Report for Reduéidministrative Barrier to Investment
Project (RAB), July 2010

IFAD, Sierra Leone Country Strategy Opportunities ProgmanApril 2010

Evaluation Report EV69Evaluation of DFID Country Programmes: Sierra LepBeptember
2008

GST Policy Paper to the Honourable Minister of Rre Development and Economic Planning
1 (undated)

GST Policy Paper to the Honourable Minister of Rirey Development and Economic Planning
2 (undated)

GST Policy Paper to the Honourable Minister of Rirey Development and Economic Planning
3 (undated)

United Nations|nvestment Policy ReviewSierra Leone, 2010

IMF Country Report No. 09/%ierra Leone - Staff Report for the Third Revievdéirthe
Three—Year Arrangement Under the Poverty ReduetehGrowth Facility, Financing
Assurances Review, and Requests for Waivers obhNsgrvance of Performance Criteria,
Augmentation of Access, and Modification of Pertomoe Criterion January 2009

IMF Country Report No. 10/17@&ierra Leone - Staff Report for the Sixth Reviewddithe
Arrangement Under the Extended Credit Facility, iResq for Waiver for No observance of a
Performance Criterion, Request for a Three-YeawmAgement Under the Extended Credit
Facility, and Financing Assurances Revjewne 2010

FIAS, Competitiveness and Corporate Social Respditgi in Sierra Leone — Industry
Solutions for Tourism and Mining, August 2006

IFC, Doing Business 2009 — Sierra Le2908

IFC, Doing Business 2010 — Sierra Leqi2809

IFC, Doing Business 2011 — Sierra Leg2810

World Bank,Enterprise Surveys Country Profile — Sierra Le@@)9

Statistics Sierra Leon2008 Annual Economic Survéylarch 2009

Statistics Sierra Leon&eport of the Census of Business Establishment 2p0il 2006

Statistics

2009 Real Gross Domestic Product (RGDP) Estimdt&seora Leone — (undated)

Bank of Sierra Leond3alance of Payments and International Investmeisitiem, 2007-2009
OARG, statistics on enterprise registrations

NRA, statistics on taxpayers registration, comp&grmpayments
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ANNEX B — PERSONS AND INSTITUTIONS INTERVIEWED

Institution Name Position

Ministry of Trade & David O. Carew Minister of Trade and Industry
Industry

SLIEPA Raymond Kai Gbekie Director of Investmentidotion
SLBF Franklyn Williams Deputy Director

Ministry of Finance &
Economic Development

Alimamy Bangura

Director, Economic Policy and Resbka
Unit

NRA

Samuel S. Jibao

Deputy Director MRP

NRA Ibrahim Sorie Kamara Acting Commissioner, Inemax
Dept.

NRA Alfred I. Akibo-Betts Assistant CommissionerSGE Unit

NRA John Ansumana Collector, File Registry & Data
Collection Unit

OARG Joseph Fofanah Deputy Administrator & Regisfra

General

State House

Oluniyi Robbin-Coker

Presidential Adrifrivate Sector

Bank of Sierra Leone

I.K Lamin

Director of Finarididarkets

Freetown Nominees

Edith Chaytor

Acting ManagingeDior

Fitz Graham & Associates

Len Gordon-Harris Jnr

rBtar & Solicitor

KPMG

Claudius Williams-Tucker

Partner, Tax, PeoglRegulatory
Services

Crown Agents

Dr Charlie Jenkins

Team Leader, NRAdBtaization
Support Project

DFID Kate Orrick Programme Manager, State Building
World Bank Yusuf Bob Foday Country Economist

IMF Mathew Sandy Economist

IFC Mary Agboli* Advisory Services Coordinator

IFC Peter Nuamah RABI Program Manager

IFC Marianne Kargbo Trade and Investment Coordinato
IFC Marisa Zawacki Reform Communication Officer
IFC Buffy Bailor Consultant (Tax)

IFC Dr. Dheerjay Bhatnagar Consultant (Tax)

IFC Alice Cowan Consultant (Doing Business)

IFC Julien Haarman Consultant (SLIEPA)

IFC Seabastian James*, and Consultant (Tax)

Umar Tulanbaevich Shavurg

\

Cotton Tree Foundation
Sierra Leone

Michael Momodu Kamara

Founder and CEO

Sierra Leone Chamber of
Commerce, Industry &
Agriculture

Mohamed Tunde-Cole

Chairman/Managing Director Neio
Petroleum Company Ltd

Sierra Leone Indigenous,
Commercial & Petty
Traders Association

Ibrahim Sesay

Financial Secretary

National Tourist Board Cecil I. Williams General Mager
Mabanja Enterprise Ibrahim Sow Manager
Tanue International Adema Shall IT officer
Moreska Shelm Bernjnce Accountant
CEG LS Ltd Vijay Manager

W.F. Construction Alusine Shaben Manager
Company Ltd

Yatman Cyber Computech| Ivan Pratt Manager
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Prem Enterprirses

Rrem

Sales Manager

W.M. Bah Enterprises

Cherinor Bah

Sales Manager

Aboud Tofi & Sens Ltd

Francis Charley

Sales Manager

Chimok Investment

Okoli Stanley

Director

* Telephone Interview

In addition to the above, during fieldwork, inteewis were held with other counterparts in the peissctor

who asked that their name be kept confidential.
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ANNEX C — IMPACT ASSESSMENT — PRIVATE SECTOR COST SAVINGS
C.1 Introduction

In this Annex, we provide detailed presentatiorih&f data used and the approach adopted for the

estimate of Private Sector Cost Savings (PSCS) AfRmex is structured as follows:

» Section C.2 briefly recaps the methodological appino

» Section C.3 presents some general parametersmugieel analysis;

» Sections C.4 through C.7 present the calculatibi®S&S for, respectively, Components #1 and
#4.

The detailed calculations for the various typeBP8LCS are presented in a separate spreadsheet.
C.2 Methodology

Overview. The methodology adopted for estimating PSCS builobn the preparatory work done
in the earlier stages of the Assignment and presieinta separate repSttThe approach presented
here also takes into account the work done by IRCthe refinement of M&E indicators for
investment climate projects and, more specificalhe methodology developed for estimating
aggregate cost savings accruing to private opefatdm this connection, it is worth noting that the
IFC methodology is developed in an ex-ante fram&wahereas this exercise adopts an ex-post
perspective. As shown below, this involves someifitadions in the definition of variables and in
calculation procedures.

Taxonomy of PSCS Three types of PSCS can be identified, namely:

* reduction inout of pocket expenseassociated with the abolishment/simplificationceftain
procedures (“cost savings”);

* reduction in theiime spent by private operatoia dealing with certain procedures that have
been abolished/simplified (“time savings” or “saysnn the opportunity cost of time”);

* reduction in thefinancial burden related to changes in the payment profile for asert
procedures (“financial savings” or “savings in tigoortunity cost of money”).

Cost savinggefer to two items, namely: (i) the eliminatiorduetion of certain fees (stamp duties,
service fees, etc.) and (ii) the elimination/reduttof the need to rely on service providers for
certain formalities (e.g. elimination of the obliga to hire a solicitor to prepare and sign the
Memorandum and Articles of Association).

Time savingsrefer to the gains in terms of opportunity costlaifor resulting from regulatory
simplification and/or from the adoption of improvedganizational models for certain services.
This is, again, relevant for a wide range of adaatervention, from business registration (egaa
result of the establishment of one stop facilitims}axation (e.g. reduced number of tax forms to
file).

Financial savingsresult from the reduction in the financial burddmuldered by private operators
as a result of changes in the payment modalitiesdatain fees or taxes. For instance, in Sierra
Leone, following IFC recommendations, the governmeecided to eliminate the tax advance

> Report #2 — Methodological ReppAugust 12, 2010.
“® IFC, Guidelines for Aggregate Cost Savings templatei¢has.d. (but August 2010), hereinafter referred dathe
‘IFC Guidelines'.
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payment system for newly registered companies,thisdprovides some cash flow advantages to
tax payers.

Estimating PSCS In analytical terms, estimating PSCS is quitdraightforward exercise, as it
essentially involves the multiplication of a ‘priecdement’, i.e. the savings achieved in one
particular case, times a ‘quantity element’, itee humber of relevant observations, referred to as
‘transactions’.

The nature of th@rice elementdepends upon the nature of the reform under ceratidn. In the
case of_cost saving®.g. the elimination of a certain fee or tax, thmpact can generally be
ascertained quickly. However, when the fee or ta@xipressed iad valoremterms it is necessary
to make reference to the value of the goods on lwthe fee or tax is levied. The value of time
savingsis the result of the multiplication of the timeved thanks to a certain reform (expressed in
terms of hours) times the unit value of labor (egged in hourly total labor costs, i.e. inclusive o
benefits, social security, and taxes). Finally, thdue of financial savingss determined by
multiplying the amount of the payment deferred #sato a certain reform by the relevant interest
rate.

The nature of thguantity elementi.e. the number of transactions, also differseteling upon the
nature of the reform considered. In certain caseg, the registration of newly established
businesses, the number of transactions coincidéstiaé number of economic agents affected by a
certain reform. In other cases, e.g. the paymei@®T, the number of transactions is the result of
the multiplication of the number of economic ageimtges the number of times these agents have to
undergo a certain procedure.

Two further aspects are worth highlighting:

* PSCS are calculated for the whole life of the Ritojas benefits may occur at different points
in time, in order to properly aggregate annual @alit is necessary fwoceed to compounding
taking the terminal year of the Project as refegepaint. This is done using the relevant real
interest raté;

« Some costs incurred by private operators (e.g. &w®b taxes on specific transactions) are
deductible for profit tax purposes, and this reduttee burden of complying with regulations.
Therefore, in order to calculate the net impactedbrms, it is necessary taljust the savings
considering the relevant profit tax rateHowever, this does not apply to economic agents
paying a personal tax for unincorporated businesseslving the payment of turnover taxes.

Practical Issues While the method of calculating PSCS is relagvaeimple, significant practical
problems arise due to various reasons. This isceseevident in the case of cost savings and time
savings. In particular:

» Cost SavingsThere are two main issues related to this typoldfd®SCS. First, sometimes data
for the baseline situation refer only to partialglevant situations. For instance, in the case of
the registration of businesses, the benchmarkgemsded by the DB Reports refer to the case
of a limited liability company. However, in Sierta&one the large majority of newly-formed
enterprises are sole proprietorships. This meaatsbéseline data for enterprises not adopting a
corporate form had to be reconstructed. Seconckritain cases fees are merely theoretical and
do not actually accrue to businesses. An exampbeagided by the hypothetical cost savings
accruing to private entrepreneurs following thengliation of the obligatory involvement of a
solicitor in the preparation of memorandum andches of association during the business

*" This represents a departure from the IFC Guidsimich recommend the discountinfsavings to the baseline
year. The difference is obviously due to differpetspectives adopted, which is ex ante in the Ik@i&ines and ex
post in this exercise.
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registration process. The actual size of savingsh@adly be assessed as recourse to lawyers
was reportedly limited even before the reform tqgakce, on the one hand, and some
entrepreneurs still prefer to use legal servicaghe other hand. In these cases, an attempt must
be made to ascertain the effective degree of agipit of the relevant savings, and calculations
are inevitably approximate;

» Time Savings In this case, baseline data are usually misdiig) Reports typically record the
delays, not the time spent in performing the vaidasks) and reconstructing the baseline
situation after 3 to 5 years is made difficult lging memories. Data obtained from companies
and professionals are often at odds, and widelyabla. This means that calculations are
inevitably based on fairly rough estimates. In &ddito this, coherent data on labor costs are
also difficult to gauge, given the huge differencesvage levels across the various types of
businesses. In principle, there is also a concéptoalem is determining the hourly wage of an
entrepreneur, who ‘by definition’ is not gettingvage. But this is largely a theoretical problem,
because in the countries covered most of the aweimeprs are merely ‘survivalist
entrepreneurs’, whose income is often lower thah o employees in the formal sector.

C.3 Basic Assumptions and Key Parameters

Baseline Year and Reference PeriadThe baseline year B007. The reference period for the
calculation of PSCS 8008 — 2010

Profit Tax Rate. The standard corporate tax rate in Sierra Lesr39%. However, the majority of
firms pay a personal tax for unincorporated busiagswhich involves a flat tax on turnover.

Exchange Rate and CompoundingAnnualexchange ratego transform Le values in US$ terms
are taken from the Bank of Sierra Leone dataset. réhl interest ratesused for compounding
purposes were calculated as the difference betwez@average nominal annual lending overdraft
rate and the annual inflation rate. In this cas¢a @re taken from the Bank of Sierra Leone (landin
rate) and IMF (inflation rate). Data are presentedable C.1 below. Values for 2010 refer to the
first six months.

Table C.1 Exchange Rates and Real Interest Rates

Year | Exchange Rate | Lending Rate | Inflation Rate Real Interest Rate
(A) (B) (A-B)

2007 2984.96 28.0%* 11.7% 16.3%

2008 2984.59 27.7%* 14.8% 12.9%

2009 3026.21 25.7%* 9.2% 16.5%

2010 3896.82** 25.3%** 15.5%*** 9.8%

*Lending rate given in range (average mid-poinetak **First six months, ***Projected

Time Savings For the calculation of time savings, references waade to the key parameters
indicated in the IFC Guidelines, namely: (i) 250rking days per year, and (ii) 8 working hours per
day.

Unit Value of Labor. Four professional profiles were considered, ngmel
* high level staff (management);

* medium level staff (office manager/secretary);

* low level staff (newly recruited clerk);

* independent small trader.
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The unit value of labor is expressed in terms airlyogross wage/earnings, inclusive of income
taxes and social security contributions (when apaplie). Estimates of the value of labor fagh,
medium and low level staffire based on the comparative analysis of diffesentces, namely:

World Bank Enterprises Surve@WBES) carried out in 2008. The WBES collected informatio
on employment levels, and of particular interestthie data on: (i) the ‘number of permanent,
full-time employees (all employees and managersidex)’ (question L.1); (ii) ‘the number of
full-time seasonal/temporary workers employed’ &ion L.6); (iii) ‘the average length of
employment of all full-time temporary employees (months)’ (question L.8); and (iv) ‘the
value of total annual cost of labor (including wsgsalaries, bonuses, social payments)’
(question N.2). All data refers to fiscal year 200Te total level of employment per business
was first calculated by summing up the number ofmament employees and the temporary
workers expressed in terms of their full-time ealént®. Then, the total annual labor cost per
employee was calculated for each business by diyithe total level of employment by the
value of the total annual labor costs. Since theyeaof variation of data is extremely high,
reference was made to the adjusted average, vatalitinination of outliers;

Survey of Business Establishments in Sierra Leprmmmissioned by the Sierra Leone
Indigenous Business Association (SLIBA), and comeldicin January 2009, with financial
support from the IFC. Information collected inclddie value of the average salary/wage bill
as well as the number of paid employees. Basecheraverage values per sector (only data
available), the labour cost was calculated asdhe between the total wage bill and the average
number of workers (divided by 12). Data refer te fiscal year 2008.

Data retrieved from these two sources are sumnthard commented in Table C.2 below.

Table C.2 Labor Cost, 2007 - 2008 (US$)
Source Monthly Labor Cost Comments
WBES Mean value (all sectors): Small sample (150 businesses), which coyers

Le 197,000 (US$ 66)

Median value (all sectors):

Le 142,157 (US$ 48)
Mean/median value (retail trade):
Le 166,064 (US$ 55)

formal enterprises with at least 5 employ

PesS

only. The exclusion of micro-businesses could

lead to an increase in the estimated valug
labor costs;

b Of

Likely overestimation due to the fact that mgre

than half of surveyed businesses (51%) werg
able to provide information on the number
seasonal/temporary workers employed. Indg
when only data for enterprises providi
information on temporary staff are consider
the mean and the median values decreag
US$ 60 and US$ 37 respectively.

not
of
ped,
g
ed,
e to

SLIBA
Survey

Mean value: Le 56,280 (US$ 20)
Median value: N/A

Mean value (retail trade):
Le 33,853 (US$ 11)

Larger sample (605 establishments), cove
SME (1-49 employees) only. The exclusion
large-scale corporations is likely to reduce
estimated value of labor costs.

ing
of
the

The comparison of the above values with the vafudae@ minimum monthly wage in the formal
sector set under collective agreements at about USth 22007 (the statutory minimum salary
was about US$ 16) as well as with the values of @dtlcapita (US$ 280 in 2007 and US$ 320 in
2008) suggests that a tendency to understate iyuee$ is largely present among the business

8 This was simply done by dividing the product o thumber of temporary workers and the average heofjtheir
employment by 12 (months).
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community®. Based on these considerations as well as omiafibon retrieved during interviews
with local entrepreneurs, thmonthly salary for medium level staff was assess¢dhe WBES
mean value, i.e. Le 200,000.e. about 2.9 times GNI p.c. and minimum montk&jary). The
reference value for high and low level staff watcudated as the double and half of the value
retained for medium level staff. Data are summalrireTable C.3 below

Table C.3  Monthly Total Labor Cost, 2007 (Le)
Professional Monthly Times of
Profile Labor Cost GNI p.c.

High Level 400,000 5.7
Medium Level 200,000 2.9

Low Level 100,000 14

In the case oindependent small tradergrofits were estimated based on information ctdlé by

the SLIBA Survey The profit for SME operating in the trade sedias been estimated as the
difference between the average value of monthlgmaes (about Le 3.2 million) and the average
value of total monthly costs (some Le 2.5 millioithe estimated average monthly profit was
therefore estimated at Le 670,000 (US$ 220). Howehke size of SME covered by the survey was
fairly large, having a workforce of about 8 peopbe, average. Therefore, based on information
collected in the field, the unit labor cost for @pendent trader was set at a substantially smaller
value, i.e. Le 200,000.

The above values refer to the year 2007 and 2008rder to estimate values for all the covered
years, these values were inflated using coeffisibaised on the annual average of consumer price
(IMF data) for the relevant years (2008: 14.8; 2082; 2010: 15.5). The hourly rates retained for
the analysis are presented in Table C.3 below.

Table C.4 Unit Cost of Labor — Data Retained for tle Analysis (Le/hour)
Professional Profile 2008 2009 2010
High Level Staff 7,175 7,835 9,050
Medium Level Staff 3,588 3,918 4,525
Low Level Staff 1,794 1,959 2,262
Independent Trader 3,588 3,918 4,525

C.4 Estimate of PSCS for Component #1 — Business dgr&tration

In the case of Component #1, PSCS have been daldulath reference to the reform of business
registration procedures, with separate calculationscorporations and for sole proprietorships /
partnerships.

Reform of Business Registration — Corporations This is a composite reform, involving the
adoption of a series of successive legal, admatige and organizational measures and entailing:
() the simplification of registration requirementsith the elimination of certain steps and the
concentration of responsibilities in a newly essi#d one-stop-shop type of structure, and (ii) the
reduction of other out-of-pocket costs, and (hi¢ generation of financial savings.

PSCS relate to both cost and time savings. Inqudati:

9 This phenomenon has been clearly highlighted leylttiormality Survey conducted in 2006, accordiogwthich
more than half the businesses surveyed were bdlieveeport less than half of their workers, andwb60% of
formal/partially formal businesses indicate thatestbusinesses in their area of operation repest tlkan 50% of the
salaries of their employees for taxes and contiobst
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Cost savingsefer to:

o the elimination of the obligation that the Memorandand articles of Association is prepared

and signed by a solicitor, which, in principle, altbenable businesses to save out-of-pocket
(legal) fees. This results in a cost savings of3LE million per business registratigne. the
average lawyer’s fee), starting from 2008

o the elimination of costs related to the annual wexief the business registration license, with

a cost savings of Le 60,000 starting from 2008
Time savingsnclude:

o the elimination of the need to go to the CentralniBaand to prepare the required

documentation to obtain an Exchange Control Peramssvith a savings of 3 hours starting in
2008

o the reduction in the time required to interact wothsiness registration services, thanks to the

creation of the one-stop center, with a savings2ofiours from mid-20Q9

o the elimination of the need to go to the OARG toefe the business registration license, with

a savings of 2 hour starting in 2008

The number oftransactions generally refers to the total number of businesbed actually
registered as corporations between 2008 and 20XQvetkr, two exceptions have to be
highlighted:

In the case okliminating the renewal of the business registratidicense time and cost
savings occur for allegistered corporations, not only to the newlyisisged. The total number
of registered businesses was set at 875 in,2@5€d on the information taken from the Annual
Economic Survey. In the following years, this figure increased twthe number of newly
registered corporations, based on data providatidPARG. However, this procedure is likely
to generate an overestimation of the PSCS attieit this reform, as it does not take into
account firms’ mortality and likely limited comphiae with the legal provision during the
analyzed period;

As for theelimination of the obligation to hire a solicitora prepare the Memorandum and
Articles of Association the situation is a bit ambiguous. First, despgite mandatory
involvement of a solicitor for company registratidhe baseline surveyed conducted in 2006
revealed that only a minority of incorporated comipa hire outside help, such as lawyers, to
complete their registration process, i.e. about 18Pw@ll surveyed companies. Secondly,
gualitative evidence collected during interviewshaiocal barristers and lawyers suggests that
the impact of this reform has been fairly modestfag with most of the interviewees
acknowledging only a marginal decrease in the @iroi legal services. Our conservative
estimate sets the share of relevant transactiorsorae_5%of the total number of newly-
registered companies.

A summary presentation of key parameters is pravidd able C.2 below.

Table C.5 Reform of Business Registration for Corp@tions — Parameters
Years Business Registration Business Registration License renewal
(Legal fees)
Transactions | Cost Transactions | Time Transactions | Cost Time

Savings Savings Savings Savings
(Le) (hours) (Le) (hours)

2008 42 3,500,000 843 5 1,718 60,00¢ 2

2009 43 3,500,000 861 11 2,579 60,00( 2

2010 35 3,500,000 690 17 3,269 60,00( 2

%0 Statistics Sierra Leone, 2008 Annual Economic 8yrivarch 2009.
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Financial savings With the enactment of the new Registration ofiBess Act, 2007, the legal
basis for the advance payment system for newlysteigid businesses was eliminated. As a result,
the first quarterly instalment has been postpongdab least, three months, thereby generating
financial savingsfor newly registered businessdhe number otransactionsis set equal to the
number of new corporations complying with tax regians, i.e. 32 in 2008, 109 in 2009 and 154 in
2010 based on the information provided by the NRA. €smate of financial savings is based on
three parameters, namely: (i) the average valeach transaction, (ii) the duration of the payment
postponement, and (iii) the relevant interest rate average value per transactiois estimated at

Le 2,900,000based on the information provide by the NRAThe duration of the payment
postponemenis 120 days The reference interest rateés the deposit rate, which measures the
interest income earned as a result of the postpenerm payments. As indicated by Central
Statistics, the three six-month deposit rate avestasy 9.7%, 9.1% and 9%, in 2008, 2009 and the
first six months of 2010.

Reform of Business Registration — Sole Proprietorsps / Partnerships This concerns the
registration of enterprises not having a corporfaten, in practice sole proprietorships and
partnerships. Registration procedures for thesesfiwere reformed in parallel with those used for
incorporated companies, although the scope of mefeas more limited. Indeed, the discernible
impacts derive from: (i) the reduction in the timequired to go through some steps of the
registration process (i.e. name search and malaygent) following the creation of the one stop
center, with an overall time savimmg 12 hours from mid-20Q9ii) the reduction in time (2 hours)
and costs (Le 30,000associated with the elimination of the annualeveal of the business
registration license, starting in 2Q08nd (iii) the financial savings arsing from thergnation of
tax advance payment.

As for cost and time savingsstimations, the relevant number tadnsactionsvaries depending
upon the type of reform. The number of enterpribas registered with OARG as proprietorships or
partnerships between mid-2009 and 2010 is consldereneasure the impact associated with the
creation of a one-stop-shop. To assess the impgabecelimination of the annual renewal of the
business registration license, the total numbeegistered business in 2007 was again taken from
the Annual Economic Survey. However, in this cdke,total number of sole proprietorships and
partnerships (8,100) was revised downward to irelbdsinesses registered with the OARG only
(i.e. 87.4% of all establishments). As a resultptal of 7,080 unincorporated, formal businesses
was retained as the initial value.

A summary presentation of key parameters is pravidd able C.3 below.

Table C.6 Reform of Business Registration for SolRroprietorships — Parameters

Years Business Registration License renewal
Transactions | Time Savings (hours) | Transactions | Cost Savings | Time Savings
(Le) (hours)
2008 2,251 . 9,331 30,000 2
2009 2,964 6 12,295 30,000 2
2010 3,586 12 15,881 30,000 2

Financial Savings The same procedure adopted for incorporated comepavas followed. The
number oftransactionswas set equal to the number of new unincorporatities complying with

°1 According to the NRA, the upfront payments to bedeéy corporations were decreased from Le 3 millmhe
100,000.
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tax regulations, i.e. 217 in 2008, 329 in 2009 884 in 2010 Theaverage value per transactios
estimated at Le 700,008ased on information provided by the NBAOther parameters are the
same as in the case of corporations, i.edtiration of the payment postponemeist120 daysand
thereference interest rateare 9.7%, 9.1% and 9%, in 2008, 2009 and thedixsmonths of 2010.

C.5 Estimate of PSCS for Component #3 - Improving Bsiness Tax Administration

Introduction of GST. This refers to the recent introduction of the GBI taxpayers with a
turnover higher than Le 200 million, and repealsgyen taxes (i.e. Import Sales Tax, Domestic
Sales Tax, Entertainment Tax, Restaurant and FaadMessages Tax, Hotel Accommodation Tax
and Professional Services Tax). In many documéhis,reform is deemed to involve significant
time savings The DB 2010 estimated a reduction of time necgdsaprepare and file tax returns
and to pay the corporate income tax, value addedstdes tax or goods and service tax and labor
taxes and mandatory contribution from 399 to 35drsi0This 42-hour reduction is reportedly
induced by the fact thait*has become easier to pay taxes because of ligdteing and equipment

at the tax authority, a consolidated income tax acid a new value added tax that replaces four
sales taxé€s The reliability of such an estimation looks d&dide as: (i) the introduction of GST
actually replaced 7, not 4, taxes, and (ii) a majoare of this reduction is actually generated by a
decrease of time required to comply with socialusé&e contributions (from 192 to 168 hours).
However, given the countervailing nature of theeces, this 42-hour reduction was retained as a
measure of the time saved per company generattdtebgtroduction of the GST.

As for thenumber of transactionsit corresponds to the number of businesses pagiad, i.e.
about 2,000 in accordance with estimation maddénGST Policy Pap&t The reliability of this
estimate is further corroborated by informationereed from the NRA, which reported that over
1,700 businesses registered for GST in the fitst foonths after the introduction of the fdw

The key parameters are summarized in Table C.wbelo

Table C.7 Introduction of GST— Parameters (Time Sawngs)

Years Transactions | Time Savings (Hours)
2008 ..
2009 .. ..
2010 2,000 42

52 According to the NRA, the upfront payments to belenhy sole proprietorships were decreased from00080 to
Le 100,000.

3 In the GST Policy Paper to The Honorable MinisieFinance, Development and Economic Planning (\plthe
number of taxpayers expected to register for GShatelatively high set registration threshol@éssimated to fall into
the 1,500 to 2,000 range.

*¥ This represents a major deviation for the apprdakén by the IFC team, which estimated the vafueSCS for the
tax component at some US$ 250,000, by multiplying value of the time saved by the total numberegistered
businessefl 2,000 businesses, based on FIAS survey of msesablishments).
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ANNEX D — ESTIMATES OF OTHER CATEGORIES OF IMPACTS
D.1 Introduction

In this Annex, we provide detailed presentatiorih&f data used and the approach adopted for the
estimate of impacts other than the PSCS. In péaticu

» Section D.2 deals with the estimate of newly esthbt businesses;

» Section D.3 analyzes the impact of the formatione# businesses on investment;

» Section D.4 does the same with respect to jobiorgat

» Section D.5 reviews the evidence regarding redistravith tax authorities.

D.2 Estimate of Newly Established Businesses

Data on business registration were provided byQifice of the Administrator and Registrar
General and concern the number of registrations of compmra and sole proprietorships /
partnerships for the years 2005 through 2009 anth®operiod January 1 — June 30, 2010. Data for
the whole year 2010 were estimated by extrapoldtiegrend recorded in the first six months. Data
are shown in Table D.1 below.

Table D.1 Data on Business Registrations
Sole Proprietorships/

Years Partnerships Corporations| Total
2005 1,309 471 1,780
2006 1,210 553 1,763
2007 1,235 629 1,864
2008 2,251 843 3,094
2009 1,309 861 3,825
January — June, 2010 1,793 345 2,138
2010 (estimate) 3,586 690 4,276
Total 12,555 4,047 16,602

According to thelnformality Survey, the high cost and burden of licenses (86%), #xeburden
(75%) and the lack of information (75%) represém main obstacles faced by businesses willing
to formally register themselves. In addition, owerquarter of completely informal businesses
previously attempted to become formal, but failedlcduse of expensive and complicated
procedures and lack of information. Some of thebstazles (i.e. registration procedures and
information) were adequately removed by reformdifated by the Project, whereas no initiatives
aimed at addressing other major obstacles (i.&. abBcense and tax burden) were introduced
during the period of analysis. Therefore, we edsttidhe number of new registrations attributable
to the Project by comparing the baseline valueb thibse actually recorded in the following years.
The results of the exercise are presented in Taiddelow.

Table D.2  New Business Registrations — Project Impa
Sole Proprletqrshlps/ Corporations Total
Partnerships

Years | Baseline| Actual | Variation | Baseline| Actual | Variation | Baseline| Actual | Variation
2008 1,235 2,251 1,016 629 843 214 1,864 3,094 1,230
2009 1,235 2,964 1,729 629 861 232 1,864 3,825 1,961
2010 1,235 3,586 2,351 629 690 61 1,864 4,276 2,412
Total 3,705/ 8,801 5,096 1,887 2,394 507 5,592| 11,195 5,603
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Not all the newly registered enterprises attriblgab Project reforms involved the creation of a
new business. In fact, many newly registered bgsie® are entities that previously had been
operating informally. According to the Informaliurvey, half the businesses surveyed operated in
the informal economy before moving to the formadtse Assuming that the share of businesses
formalizing is included betweeb0% and 60% of total registrationghe total number ohewly-
established businesses can be estimated at som@02;2 2,800for the 2008-2010 period.
Calculations are shown in Tables D.3 below.

Table D.3  Estimate of Newly Created Businesses
Years | Newly Low Case High Case
Registered| 60% Previously Newly 50% Previously Newly
Entities Operating Established Operating Established
(A) Informally (B) Businesses (A-B)|  Informally (C) Businesses (A-C
2008| 1,230 738 492 615 615
2009 1,961 1,177 784 981 981
2010 2,412 1,447 965 1,206 1,206
Total 5,603 3,362 2,241 2,802 2,802

D.3 Estimate of Investment Associated with Establisnent of New Businesses

The impact on private sector investment associatiidl the growth in enterprise formation was
estimated on the basis of the net book value ofntiaehinery, vehicles, equipment, land and
buildings at the end 2007, provided Wjorld Bank Enterprises SurvefWBESY>. The mean and
the median values are set at Le 125 million (alus$ 42,000) and Le 18 million (i.e. about US$
6,000), respectively. Given that (i) the range afiation of data is extremely high, (ii) the WBES
only covers firms with more than 5 employees, amddata do not refer to the initial investment,
but to the current value of depreciated assetsrerte was made to a downward revision of the
median value.The initial investment value has been estimatedla 15 million (about US$
4,600) Based on these parameters, the value of incraprivate sector investment somehow
associated with business registration reforms ptechby the Project can be estimated inltbe84

to 42 billion range (i.e. about US$ 10 — 12.6 nolfi) for the period 2008 — 201@alculations are
shown in Tables D.4 and D.5 below.

Table D.4 Estimate of Investment in Newly Created Bsinesses — High Case Scenario
vears New Average Total Exchange | Total Investment
Businesses | Investment (Le) | Investment (Le) | Rate Le /US$ (US$)
2008 615 15,000,00¢ 9,225,000,000 2984.59 3,090,871
2009 981 15,000,000 14,715,000,000 3026.21] 4,862,518
2010 1,206 15,000,000 18,090,000,000 3896.82 4,642,247
Total 2,802 42,030,000,000 12,595,641
Table D.5 Estimate of Investment in Newly Created Bsinesses — Low Case Scenario
vears New Average Total Exchange | Total Investment
Businesses | Investment (Le) | Investment (Le) | Rate Le /US$ (US$)
2008 497 15,000,00¢ 7,380,000,000 2984.59 2,472,701
2009 784 15,000,000 11,760,000,000 3026.21 3,886,049
2010 9645 15,000,000 14,475,000,000 3896.82 3,714,567
Total 2,241 33,615,000,000 10,073,314

* In principle, data on assets owned by enterprigere also collected by the Informality Survey, the main text
(volume 1) does not provide any information in ttéspect, and volume 3, including frequency tafidesll questions,
was never made available to the Consultant.
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D.4 Estimate of Employment Associated with Establienent of New Businesses

The impact on employment creation associated widn growth in enterprise formation was
estimated on the basis of the average number ofogegs per business, exploiting data collected
from several sources. THgaseline surveycollected data on the total number of employeeb- (f
time and part-time employees) in ranges. Therefive,average number of employees in a range
was set to the mid-point. This procedure is basedth® strong assumption that mid-points
adequately represent average values, which magentite case, especially for ranges further away
from the middle. This issue is more severe forhighest range, which is simply defined as “over
20 employees”. In this case, two scenarios werertaito consideration, with an average
workforce equal to 35 and 60 people. The averafjeevaf initial workforce was then estimated at
9.4 and 12.3 people, respectively. Calculationsshoavn in Tables D.6 below.

Table D.6 Estimate of Average Number of Employee§ormal Businesses

Initial Investment # of High Case Low Case
jobs Workforce assumption Workforce assumption
(mid-point of the range) (mid-point of the range)
<3 111 15 15
3-4 113 3.5 3.5
5-8 107 6.5 6.5
9-20 82 14.5 14.5
Over 20 55 35 60
Total 468
Average Number of Employees 9.4 12.3

Source: Baseline Survey

The estimated values look consistent with infororatiollected by th&LIBA survey which set the
average number of workers at 10.8 people. Howdhegse figures look excessively high and may
well represent an overestimation, given that bativesys refer to the current, not the initial number
of employees. In fact, much smaller figures werlected in 2005 by th€ensus of Business
Establishmentsestimating the average workforce per busineSsGapeople (and at 2.6 people for
trading businesses). However, these figures aetylio underestimate the true value, as, firstuabo
two thirds of covered establishments were operatifgrmally, and, secondly, data refer to year
2004. As a result of these contrasting indicatidhs,average value finally retained for estimating
the employment impact associated with the growtbniterprise formation was people per formal
business The value retained appears to be in line WMBES results, where the adjusted average
(one outlier excluded) value of the level of empi@nt at the moment of start up for businesses in
the trade sector was 5.86. This value was thenepf the number of newly registered businesses
whose creation can be attributed to the reformpaued by the Project. Based on this procedure,
the incremental employment somehow associated twé&hncreased pace on enterprise formation
can be estimated in the regionld,400 to 16,800 for the whole period 2008 — 20C@alculations
are shown in Table D.7.

Table D.7 Estimate of Employment in Newly Created Bsinesses
Years| Average Low Case High Case

Employment| Number of Estimated | Number of | Estimated

at Start-up Businesses | Employment| Businessey Employment
2008 6 492 2,952 615 3,690
2009 6 784 4,706 981 5,883
2010 6 965 5,789 1,206 7,236
Total 2,241 13,447 2,802 16,809
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D.5 Estimate of Businesses Complying with Tax Regations and Tax Revenue Generated

Based on the information provided by the NRA, aitpas trend in the number of businesses
complying with tax regulations was recorded betw2887 and 2010, as illustrated in Table D.8
below. In particular, an exceptional increase im@peegistered in 2010, when the number of
businesses complying with tax regulations incredsedbout twenty-five percent in the first four
months only. No major differences in the growtherdtetween corporate and unincorporated
businesses are discernible.

Table D.8  Active Taxpayers for Income Tax Purposes

Registration Regime 2007 | 2008 | 2009 | 2010
Income tax - self employed 2,8643,081| 3,410, 4,212*
Income tax - corporate entities 513 545/ 654/ 808*
Total 3,377| 3,626| 4,064 5,020*

* Data refer to the first quarter only.

The Project could have contributed to this positread through two types of activities, namely: (i)
the simplification of business registration proced and therefore, the increased pace in enterpris
formation, and (ii) the implementation of activggispecifically aimed at raising the tax compliance
rate, such as the organization of the education iaftmation campaign about taxes and the
facilitation and introduction of amendments regagdself-assessment provision to article 104A
Finance Act 2009. As for the first driver, the lagka clear link seems to emerge and the poor
comparability of data provided by the NRA and thAR® prevents meaningful quantifications.
Vice versa, the latter set of activities undertakgrthe Project in 2009 and 2010 definitely played
an instrumental role in raising the number of basses complying with tax regulations. However,
given the novelty of this impact, and the limiteaformation basis available, a very rough
guantification of this impact can be achieved.

Based on the conservative assumption that betws#nathd 40% of the increased number of active
taxpayers recorded in 2009 and 2010 is promptetidyProject, its contribution towards increasing
business tax compliance can be grossly quantifistvden350 and 550 additional businesses
paying taxes for the period 2009 - 2016f which 70-100 are corporations and 280-450 are
unincorporated businesses. Finally, based on tbeage value of income tax paid by different types
of taxpayers in 2009 (i.e. Le 9 million for uninporated businesses and Le 40 million for
corporations), thedditional tax revenue generated by the Project dam estimated between Le
5.3 and Le 8 million(i.e. between US$ 1.4 and 2.1 million) for theip&r2009-2010.
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