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Preface

In 1998, the Cabinet Development Committee (CDCjloesed theManual on Project
Planning and Programmings the basis for ensuring that Government mingstied agencies
adopted a common approach to project planning angramming, and to the presentation of
project and programme proposals. The manual aksatifted the roles and responsibilities of
agencies involved in various stages of the prajgcke, and provided guidelines on how project
planning is integrated into the budget cycle. Thienate aim was to promote an efficient use of
scarce resources in achieving national developmigjectives presented in ti8trategy for the
Development of Samoa

In the eleven years since the manual was introduitede has been a major restructuring of
government (2003), and various modifications toddministrative procedures followed in the
project cycle have been made, particularly in rddarmproject appraisal. This update revises the
original manual to reflect these changes.

The 2009 update maintains a focus on the followsoghponents of project planning and
programming:

» project identification

* project formulation

e project appraisal

* project implementation monitoring
* project evaluation

The Manual also specifically refers to the respilii of the various ministries and agencies
in project planning and programming.

The aim of the manual is to provide general “hamfs-guidance on project planning and
programming. Applications of the guidelines muspractice take into account the specific and
different characteristics of each sector.

It is suggested that the 2009 Manual should be witats frequently as a guide to project
analysts and planners in all government agencies.
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1.0 Introduction

The successful implementation and ongoing operaimmhmanagement of projects are
critical components in the development process.takk of identifying, preparing and
implementing sound projects must be thought ouéfally. If projects are not well
planned from the inception and selection stage, déeelopment process and the
sustainability of economic growth will be affected.

Furthermore, it is important to institutionaliseetfoles and the responsibilities of the
various agencies within the Government which avelired in the management of the
related stages of the project cycle. This Manuabduces all phases of the project
cycle, addressing Project Planning and Programii#i®g) with the following scope:

» project identification

» project formulation

* project appraisal

* project implementation monitoring
* project evaluation

It is the aim of the Manual to provide common PRRIglines for the related stages of
the project cycle. This will facilitate a uniformrparoach and presentation of PPP
throughout the various ministries and agencieshef Government of Samoa and
improve the consistency of the quality of PPP thimut these ministries and
agencies. In this context, the Manual facilitateoeganised planning system to utilise
scarce resources to achieve the development olsati the Government.

Furthermore, the Manual identifies the roles anspoasibilities of the individual
ministries and agencies involved in PPP. This \akilitate a clear allocation of
responsibility and the use of resources.

Although every effort has been made to provide tsaon” guidance on project
planning and programming, the different charadiedsof each sector are far too
diverse to allow a simple mechanical approach tatbepted. Project planners and
analysts should bear this in mind when applyingginelelines to the related sectors.



2.0 Framework for Project Planning and Programming

This chapter provides an overview of the contehth® manual. It covers the concept
of a development project, the project cycle, thecpdures for project submission, the
public sector investment programme, and the irtgtital framework that defines the
roles and responsibilities of Government agenaigscammittees.

2.1 The Concept of a Development Program/Project

The term “development program” is defined withie fbollowing context:
* it is a separate identity which can be distinguisirem other programmes or
activities
» ithas broad and long term development object)ve(s
* it operates on the basis of annual/multi-annudgets
it has a number of interrelated activities/projegthich collectively are
designed to reach the broader programme objesjive(

The term “development project” is defined withir ttollowing context:

* it is a separate identity which can be clearlyidigiished from other projects
or activities.

» it has clearly defined development objectives alhiifiable costs and benefits

* it has a defined and limited implementation period

* itis a complete project i.e. it incorporates Ak tomponents needed to obtain
the project benefits and achieve the stated denedapobjectives

» there is a clear allocation of responsibility farplementation and the use of
resources

The above definitions of a programme and a prajétfacilitate the application of an
organised programme/project planning system iruteeof scarce resources. This will
help to maximise the achievement of the developmebjectives through
programme/project identification, formulation, apisal and monitoring. It will also
assist in the evaluation of programmes and prajects

In order to focus attention on programmes/projestsch are important for the
economy and the development process, only prografpnogects above a certain total
cost will be required to follow the procedures m#t in this Manual on PPP. For this
purpose a programme/project cut-off size of SAT$A00 has been proposed
Although programmes/projects below this cut-offdewill in principle have to follow
the same PPP steps, the scrutiny of applicatioth®eviess detailed.

It is important that any programme/project be idesdt on the basis of established
national and sectoral policies and strategies, rasepted in theStrategy for the
Development of Sam@&DS) and specific sector plahs.

The following can be noted:

1 This cut-off level applies to the initial capitadst requirement or an annual recurrent cost remént.

2 Cf. Sector Planning Manual for Samoa: 2009 Edition



» clearly defined sectoral policies and strategiesemsential components for the
identification of better and more relevant projedtds often very difficult to
justify a project in the absence of an overall seot sub-sector plan.

» the planning process is not just a one way prodassiost cases, the policies
percolate down into strategies which in turn aa@sfated into programmes and
projects. In this process it is important to dedegdback mechanisms to allow
for policies to be reviewed and if necessary chdnge a result of detailed
project planning and implementation.

In the subsequent text, a programme/project wilsyas@onymous and will be referred
to as a project. Projects may be capital investnmnjects, technical assistance
projects or human resource development projects.

2.2 The Project Cycle

Consistent progress of the development processndespamong other things, on the
implementation of an inter-related series of depelent projects. A thorough

understanding of the role, procedures and methédkeoPPP concept is therefore
essential for those responsible for planning, irm@eting and managing development
projects. To clarify the procedures, methods amnerr@tives relating to the planning
and management of projects, it is necessary to kafimmework of the elements
involved in project planning.

A project has (i) an objective or goal to achiefig,an investment of resources for
future benefits, (iii) a definite time limit andvfia specific physical boundary. Projects
having such characteristics undergo several staggshases of activities, which take
place between project conception and project caiople The stages or phases
constitute a specific sequence of activities wigcbyclical in nature and is referred to
as the project cycle.

As all the phases of the project cycle are consexw@nd interrelated activities, the
framework adopted is based on the concept of ttegtated Project Planning Cycle
(IPPC). The IPPC is a conceptual tool which inctid# the elements that constitute
the life of a development project from its conceptio evaluation after completion.
The IPPC has been adopted to illustrate the stegppppeocedures of PPP. Figure 2.1
shows the IPPC divided into four major phases kevis:

Phase | - Identification, formulation and appadi
Phase Il - Approval, funding and detailed design
Phase IIl - Implementation, monitoring and comioissg

Phase IV - Evaluation and review

Although a project will normally emanate from thational policy framework and the
related sectoral development strategy, the proskegsoject implementation is in the
hands of the project management. It is thereforeerdgml to have a two-way
communication system between the policy decisionkersa and the project
management. This is achieved through the estabéishmf a Project Co-ordinating
Committee (PCC) which must be established to ernthatethe outcome of the project
is in line with the related Government policies atidtegies. This is illustrated by the

3



two way information and authority flow in Figurel2and ensures that all phases
involve detailed consultations among all partiesossned.

Figure 2.1: Integrated Project Planning Cycle: 4 Phses

— | |dentification, Formulation & Appraisal

Evaluation & Review

Approval, Funding & Design

A
v

(oo
\

Implementation, Monitoring & Commissioning

2.3 Project Submission

Following the nature of the project cycle, projeatdi be identified and formulated
into Project Proposals (PPs) by line ministriesf@ges on the basis of national
policies and sectoral strategies. The PP is toopeulated according to guidelines
shown in Annex 2.1. Once prepared, the PP is tiotvearded to the technical arm of
CDC Secretariat (EPPD).

Where line ministries/agencies wish to use consaitaervices in project formulation
and/or other project planning tasks but do not hidreefunds for this purpose, they
may submit a funding request as a project proposkhe TOR of the proposed
consultancy should be prepared by the concernedhimistry/agency and attached to
the request, using the guidelines for drafting T@&R for consulting services that are
given in Appendix 1.

The finalisation of the TOR should be carried autonsultation with EPPD. The role
of EPPD in this regard would be twofold: (i) to ares that the TOR have been
prepared in line with national objectives and pties.; and (ii) to ensure that the TOR
does not contain elements of conflict of interest.

EPPD is to administer PPs as follows:

i) undertake a project appraisal of the PP for prejetiove a total cost of
SAT$100,000, in the process requesting comments fMOF’'s BPC,
SOEMD and Aid Coordination and Loans Managementsiin;*

i) submit the PP to the Sub-Committee of ACC for aispfafor projects
below a total cost of SAT$100,000 .

The project appraisal format is shown in Annex 2.2b

Projects appraised favourably by EPPD are to bedated to CDC for approval, and
then to ACC if foreign funding is required. Proetppraised by the Sub-Committee

1 PPs may be returned to the concerned line myrastency if more information is required.



of ACC are to be submitted to PBC if local fundirsyrequired, before they are
forwarded to ACC for funding. If the Sub-Committeé ACC feels that a specific
project needs to follow the full PPP procedures, rilevant PP is to be passed on to
EPPD for processing.

When the foreign and domestic funding requiremeiita project have been clarified

and when project implementation starts, the proyedt be included in the annual

budget preparation as a ministry output/sub-outPubvisions may need to be made
for funded projects to enter the planning and budyele at any time during the

budget year. A project under implementation with fiorecast annual domestic and
foreign funding requirements will remain as a dépantal output/sub-output in the

budget cycle until the project has been commissionEhis will ensure disbursement
of funds as required during project implementation.

The process of project submission and further stefise PPP process are summarised
in Figure 2.2.

2.4 Public Sector Investment Programme

Ongoing projects and a pipeline of new project peats collectively constitute the
three-year rolling Public Sector Investment Progream(PSIP). This is prepared by
EPPD in close consultation with line ministriesfagjes.

The preparation of an annually-updated PSIP is iapbfor four reasons:

i) it will provide information on Government’s prioyitsectors and projects
for donor consultations;

i) it will provide an overview of ongoing public sectinvestments for
implementation in a three year perspective;

iii) it will provide an overview and a schedule of puabBector pipeline
investments in a three year perspective; and

iv) it will enable the Government to obtain a balandedel of capital
investments throughout the plan period for forwaudigetary planning of
Government’s financial resources.

The scheduling of ongoing projects is based onuielating of the latest Progress
Reports submitted by the Executing Agencies. Thedaling of new projects is based
on the following criteria of prioritising and schedohg projects for implementation:

I) project implementation policies and strategies inetl in the SDS and
other Government policy statements;

i) the tentative financial and economic returns ofvlial projects;

iii) the opening up of immediate development constrantsbottlenecks;

iv) availability of funds from both domestic and ext@rrsources taking
account of the need to restrain public indebtedraess

v) the absorption capacity of the economy and the meach of the
Government to implement and manage new projects.

It should be noted that the tentative financial awbnomic returns of individual
projects (item ii) together with the priority sexg®f the Government will be important
considerations in the ranking and selection ofqatgj for implementation.



The draft pipeline of projects is to be provided A€C for information before
submission to CDC for consideration. Once the dimfamended/endorsed by the
CDC, it will be used as an indicative planning doemt in Government’s interaction
with the donor community. This process is to be agga by MOF. The allocation of
domestic funds (as appropriate) is to be made tir@®@PC. The allocation of external
funds is to be made through the system of aid daration and donor consultations.
The overall process of funds allocation is to beoadinated through the ACC.

2.5 Institutional Responsibilities and Procedures

The main institutions and committees and their @asjbilities in the project cycle are
as follows:

¢ CDC has the overall project approval and monitorggponsibility

¢ line ministries/agencies are responsible for theparation of their respective
sector strategies, project identification, projeermulation, project design and
project implementation

¢ MOF is responsible for the preparation of the Spr8ject appraisal and project
monitoring.

¢ MOF is responsible for donor consultations and shesequent negotiations
with donors providing grant aid and loans to Samoa

¢ MOF is responsible for the allocation of both fgreiand domestic financial
resources for project implementation.

¢ PCC has a supervisory rolés a visthe line ministries/agencies during project
implementation.

2.6 Standardised PPP Documentation

In order to streamline and standardise PPP docatiemt formats for Project
Proposals, Project Appraisal Reports and Projemjriéss Reports have been approved
by CDC. These various formats are presented tog@th®&nnexes to this chapter and
chapter 5 in the case of Project Progress Reports.

With the application of these formats and the MammmaPPP, there will be a common
focus and understanding and approach to PPP thoatigire Government.
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Annex 2.1a Project Proposal

CDC Paper Na

Project Proposal for Project: ( )
submitted by (Agency) for
Cabinet Development Committee

The Project Proposal (PP) is to be formulated by lime ministry/agency that has
identified the project idea. A PP should be prepar®r each project idea,

highlighting the constraints, the objectives, tlmpatibility with SDS and related
sector plan, and the project achievements with eptional design parameters for
the project to reach its objective(s) in a sustdieamanner. A feasibility study
should follow the format of the PP (Annex 2.1b)okJgompletion, the PP is to be
forwarded to the technical arm of the CDC Secretia(EPPD) for appraisal. Upon

completion of the appraisal, the concerned line istiw/agency will be informed

accordingly of possible adjustments and clarifioas before the final version of the
PP together with the project appraisal report (inding a proposal on project
funding) will be forwarded to the CDC for considgoa.

The format of the Project Proposal to follow thdlime given below



Annex 2.1b Project Proposal on Project( )

Sector
2. Project Objective(s)

» The objective(s) of the proposal should be clestdyed.
3. Executing Agency

Implementing Agency

Background

» Background including location of the proposal auitig issues and
development constraints to be addressed.
» Description and relationship of the proposal to SEElated sectoral
policies and strategies and existing outputs (jflegable).
6. Outputs and Benefits

Outputs and benefits to be quantified so that perémce indicators can be
identified and elaborated on using, inter alia, thalowing check list as

appropriate
. Physical production or output targets and quanbfea performance
indicators
. Efficiency, productivity or improvements of sergice
. Natural resource utilisation
. Linkages with and effects on other sectors or Exjstutputs
. International trade and foreign exchange implicaso
. Human resources development implications
. Employment creation (or reduction)
. Linkage to Government or the private sector
. Rural, provincial or urban development implications
. Technology transfer implications
. Environmental impact(s)
. Social development implications
7. Inputs

The stipulated inputs to be elaborated on usintgrialia, the following check
list as appropriate:

. Land
. Infrastructure
. Equipment and materials
. Construction and buildings
. Programme support
. Human resources and training
. Technical assistance
8. Revenues and Costs

Revenues and costs to be elaborated on under lthesiiog headings:
. Revenue generation or cost savings



. Capital costs broken down in local and foreign ¢apcost estimates
. Recurrent costs broken down in local and foreigtureent costs

0. Cost - Benefit Analysis

The cost-benefit analysis to be expressed in tefms
. Financial IRR
. Economic IRR

(if costs and benefits can not be described innfoiel and/or economic terms,
benefits and costs to be elaborated on within thecept of project cost-
effectiveness)

10.  Project Implementation

Project implementation arrangements to be elabataie under the following
headings:

. Responsibility of Implementing Agency

. Management and organisation of project implemeatati

. Detailed implementation schedule/work-programmenvBar (Gantt)
chart

. Project monitoring arrangements.

11. Project Feasibility
Project feasibility to be elaborated on within tielowing framework:

. Technical feasibility

. Market feasibility

. Management and operating organisation
. Environmental impact

. Financial returns

. Economic returns

12.  Project Sustainability
Project sustainability to be discussed within tbikofving framework:

. Policy support

. Environmental aspects

. Socio/cultural aspects

. Institutional and management capacity
. Project viability

13.  Consultations with other Relevant Line Ministries /Agencies

List of consultations with other relevant line nsimies attaching minutes of
meetings.

14.  Summary of Issues
15.  Signature of Head Executing Agency
16. Date

1 separate Environmental Impact Assessment repepared by Department of Lands and Environmehetattached

10



Annex 2.2a Project Appraisal Report on Project( )

Sector

Executive Agency
Implementing Agency
Summary of Issues

Project Appraisal Summary

ok wbdE

The summary to be formatted as follows:
» Background
The background of the project to be elaborated athimv the
following framework:
= Government/sectoral policy
= Features of the sector
= Beneficiaries and parties involved
= Problems to be addressed
* Project Objectives and Strategy
The objectives and strategy of the project to laba@iated on within
the following framework:
= Overall objectives
= Project purpose
= Results
= Activities
* Project Costs
The project costs to be elaborated under the fafigvihneadings:
= Capital Costs
O Foreign
O Local
= Recurrent Costs
* Assumptions
The assumptions to be elaborated on within the oviolig
framework:
= Assumptions at different levels
= Risks and flexibility
* Implementation
The implementation of the project to be elaborabedwithin the
following framework:
= Physical and non-physical aspects
= Organisation and implementation procedures
= Timetable
= Cost estimate expressed in capital and recurrestsoreign
and local)
= Special conditions e.g. measures taken by the Goweant

» Project Financial and Economic Features
The financial and economic features of the projedbe elaborated
on within the following framework:
= Financial rate of return

11



= Economic rate of return
Factors ensuring sustainability

The sustainability of the project to be elaborated within the

following framework:
= Policy support

=
=
=
=

Monitoring and Evaluation

Appropriate technology

Environmental protection
Socio-cultural aspects

Institutional and management capacity
= Economic and financial analysis

The monitoring and evaluation of the project to édaborated on

within the following framework:
= Monitoring indicators
— Reviews/evaluations

6. Proposed Financing Structure

Project capital costs
= Equity

= Loans/grants
Project working capital

7. Proposed Funding Source and Conditions

Equity
Loans
Grants
Working Capital

8. Budgetary Implementations

Enclosed the comments of Treasury Planning and &u@dgmmittee
9. Consultations with other Departments / Agencies

10. Recommendations

EPPD’s views and recommendations as a result oafipraisal

11.Signature of AS/ EPPD

12.Date

12



3.0 Project Identification and Formulation

This chapter discusses the first two steps in thgept cycle — project identification
and project formulation. These are the respongiloli the line ministry/agency. Once
these two steps are completed, a Project Propsgal he submitted for appraisal by
EPPD (if total cost exceeds SAT$100,000) or the-Sammittee of ACC (if total cost
is below SAT$100,000).

3.1 Project Identification

The basic documents for the identification of pctgan Samoa are:

» Strategy for the Development of Samoa (SDS)
» Government policy statements
» Sector plans

The task of identifying suitable projects is a calicstep in the process of project
preparation, and is the responsibility of line reiries and agencies. This identification
should be the outcome of a detailed analysis ofosaapportunities and constraints
affecting the achievement of sector objectives. pBRrpentary to this analysis, and
within the framework of national and sectoral ohjexs and strategies, project ideas
may result from the analysis of the following issue

« identification of market demand or needs not med, #the most effective means
by which to meet them

» identification of problems or constraints in thevelepment process due to
shortages of essential facilities, services, gkilleiman resources and other
obstacles.

* identification of unused or under-utilised matemal human resources which
can be converted to more productive use or conlgreger-utilised natural
resources which need to be preserved and restored

* identification of the need to supplement or conglgtrevious/earlier
investments that have taken place

» identification of initiatives, or opportunities assated with Government
incentives, for local and joint-venture investmeimtgroductive enterprises or
activities of local, private or public entreprenewho wish to take advantage
of the opportunities they perceive

* identification of local political or social demandsy. demands associated with
economic growth that affect social or regional dijea

* identification of market potentials through the ieav of statistical data and

available surveys concerning:

= products for which Samoa has a comparative adganta

= products which could substitute for imported goods

= products required by a growing domestic market

= products for which there are export market potéstia
political and strategic considerations.

Project ideas which emerge through this procegsajéct identification are statements
of how a certain problem can be overcome or a@a4ai objective can be achieved.
13



Promising project ideas need to be refined furthean orderly manner and only the
most suitable ones retained for further investayati

During the project identification stage a numbepmadjects are identified. Preliminary
examination is conducted and only those ideas waiehconsidered potentially viable
are selected for the next step in the project ciyelgroject formulation.

3.2 Project Formulation

The aim of project formulation is to choose thethmsssible design for a project by
carefully examining the different ways in which jerct activities may be carried out,
given available resources and development objextiVhis examination is aimed at
demonstrating the viability of a project as anafint use of resources and in terms of
the project being:

* Financially viable

» Economically viable

» Environmentally friendly
« Socially adaptable

« Politically acceptable

A variety of design components must be considered:

0] Technical aspects— the concern here is with the quantity and guadit
resources required and how they will be used (si@chinery, buildings,
construction works etc.). This will provide the isat® estimate the required
costs to implement the project (capital costs) &mel recurrent costs
(including working capital) required to operate fiveject in its operational
mode;

(i) Organisational and managerial aspeetsthe concern here is with the links
between project administration and external agen@geg. donors), and
with the ways in which the project will be implented and controlled,
including through information feedback to projea@magers;

(i)  Marketing/commercial aspects the concern here is with arrangements for
acquiring inputs for the project, and estimatingkeademand and revenue
earned from marketing project outputs;

(iv)  Financial aspects— the concern here is with the financial viabildf the
project, that is, how the net benefits (revenuses f@oduction costs) of the
project relate to the capital cost requirementd,\sith budgetary needs and
foreign exchange requirements;

(v) Economic aspects- the concern here is with whether the projecn ithe
nationalinterest. In an economic system with possibleodigins in market
prices, the financial analysis does not necessaeflect the economic
impact of the project on the economy as a wholeonBmic analysis,
through the application of “shadow prices”, helpsietermine whether the
proposed resources are being used efficiently fxamational perspective;

14



(viy  Environmental aspects-there is also a need to assess the negativeygosit
effects a project may have on the environment. fBnwmental impact
assessment studies, which may be required undd?lgmning and Urban
Management Act 2004 are essential inputs in the@oa analysis of the
project if the long term environmental cost imptioas can be quantified.
If the costs of the possible environmental impaat not be quantified, the
scope and nature of the possible environmental idampdns should be
highlighted in the project proposal,

(vii)  Social/political aspects- the concern here is with the effect of the prbje
on the distribution objectives of development, andh the political
acceptability of the project. Distributional objees include raising
incomes for target groups, creating employment, iargroving standards
of living (reducing the mortality rate, increasiting literacy rate etc.).

Appendix 2 presents an extended discussion of appes to assessing project
feasibility with regards to technical, marketingrganisational/management and
environmental aspects.

Chapter 4 provides a discussion of project appraésdniques that may be used to
assess financial and economic viability of a prpjéut in summary there are two
approaches that are available: (i) If the costs tned benefits of a project can be
measured in quantifiable terms, the viability o fbroject can be assessed through a
cost-benefit analysis; (ii) If however the costsl dne benefits of a project can not be
guantified in reliable terms — which is the case feany projects in the health,
education and social welfare sectors — the altemapproach is to ensure that
individual projects are as “cost-effective” as pbkesthrough the application of a cost-
effectiveness approach.

Chapter 5 presents a more detailed discussion ofegir management and
implementation issues.

A technique that can be useful in project formolatis that of théogical framework,
which summarises how the project is expected tokwdihe framework clearly
identifies the project activities or inputs thatllvaroduce the project outputs. These
outputs are expected to contribute to the achieweroé the project's purpose or
objective, which in turn will contribute to achieng the longer term goal. The logical
framework also summarises performance targets, toromgy mechanisms and
assumptions and risks, as shown in Table 3.1. Qupmoject implementation
monitoring, information is collected to test wheathessumptions are correct and
whether linkages between inputs, outputs and proj@pose are working as expected.
Appendix 3 presents a more detailed discussiohenfdgical framework technique.

Upon completion of a project feasibility study, eojeéct Proposal — structured as
outlined in Annex 2.1 — is forwarded to EPPD/Suby@aittee of ACC for appraisal.
The following will be assessed:

» that the project has a sound development oriemtatnwl approach in line with
the SDS and other Government policy statements
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» that the identification of the project is in linadais consistent with the relevant

sector plan

» that the fundamental assumptions relating to thgpt are valid
» that the project is financially self contained loat the financial implications (as

appropriate) can be accommodated through futurgdduallocations
» that the project is environmentally sound and iseeted to have a sustainable

future

Table 3.1: Key Elements of the Logical Framework

Design Summary Performance Targets | Monitoring Assumptions and
Mechanisms Risks

Goals

Purpose

Outputs

Inputs

Source: C. Saldanha and J. Whittle. 1998ing the Logical Framework for Sector Analysis &rdject Design

Manila: Asian Development Bank, p.28.
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4.0 Project Appraisal

4.1 Overview

Project appraisal is the process of examining tiwaciveness of a project from a
market demand and from a technical, financial, eoun, social and political view
point before a project implementation decision sarmade. The appraisal of a Project
Proposal (PP) is the responsibility of EPPD befibre PP is submitted to CDC for
consideration. The format of the Project AppraRaport is given in Annex 2.2.

The appraisal is basically concerned with estainlgsithe realism of the project

assumptions and the accuracy of the informatiosemed in the PP. In line with this

approach, a comprehensive project appraisal ingothe analysis of not only the

market demand and technical, financial and econ@spects of a project, but also an
appraisal of the contribution of the project to #uhievement of national and sectoral
objectives and strategies. Furthermore, in exegutime appraisal process, it is
necessary to apply a high degree of common semsgcylarly when assessing how
the project design relates to, and is compatibth,giocio-cultural issues.

The appraisal must assess whether the project ithwihile, comparing it and its
specific objectives with those of the sector arelniation as a whole. It should assess
whether the design of the project is such thatilit facilitate the achievement of the
objectives and an efficient use of resources ineamironmentally friendly and
sustainable manner. A well designed and formulateject will be easy to appraise,
implement, monitor and evaluate. In this respeatféinient project is characterised by
converting inputs into outputs in a cost effectmanner. There are three fundamental
processes in a project which need to be assessed:

* Outputs . is there a requirement for thepot# of the project?
* Inputs : are the inputs likely to be dalie?
» Conversion :whatis the most efficient way oheerting inputs to outputs?

The merit of this approach is that it can be applaall types of projects, e.g. schools

have teachers and materials as inputs and studerdatputs. Research projects have
resources as inputs which if they are to be usshbuld be converted into probable

useful targeted outputs. Factories convert inmits marketable outputs at the lowest
possible cost. Agricultural projects consist ofutgpof seed, labour and other materials
to yield goods which are consumed or sold.

In view of the three fundamental processes in geptothe appraisal process should
proceed with the project assessment in the follgwagical fashion:

The Objectives

The project should have clearly defined objectiv@fie principal purpose of
establishing clear objectives is to avoid the irsistency and contradictory objectives
emerging from projects having been identified ilason. By following the
procedures adopted for project identification anigrt formulation (Chapter 3), the
risk of implementing projects with inconsistent awdntradictory objectives is
minimal.
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The Outputs

If the outputs are saleable products it is necgsgamake a judgement as to the
effective demand for the product(s). If the outparts not saleable it will be necessary
to assess whether there is a requirement for thremadaether this would be justified

on socio-economic grounds (this would normally #raajudgement of appropriate

thoughts of the concerned community). While thimgypal question relates to the

market or the demand for the product, it can beddiv depending on the size and
complexity of the project into the following quesis:

» if the quantity added to the market is likely to \ery significant, a proper
market analysis would be required - if it is insfgrant an intelligent
judgement is all that is required

« if a different quality type product is being offdrea market research analysis
would probably also be required

* since the timing of the output coming onto the rearkould be crucial, care
would have to be taken to assess what the effecddnboe if the increase
envisaged was of an immediate nature.

Inputs

The principal question is whether inputs will ba#éable. This depends on the size and
complexity of the project. Three questions musabswered:

» will the scale of inputs required be available?
» will the quality be satisfactory?
« will inputs be available at the right time?

Conversion

The manner in which inputs are converted into ostprequires the following
systematic assessment:

» is the proposed technology appropriate and i€htrtcally feasible?.

* is the management required likely to be availahkt effective?

* is the institutional and policy framework appropeia

» is this the most cost effective solution; what ops have been considered?

» does it provide acceptable and the best finanaidleeconomic rate of returns ?
» are the possible environmental implications acds#pfa

Conversion
i. Technology
i. Quantity ii. Management i. Quantity
INPUTS i. Quality iii. Cost Effectiveness OUTPUTS ii. Quality
iii. Timing iv. Financial Appraisal ii. Timing
V. Economic Appraisal
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The virtue of this approach is that it enables dippraiser to proceed from simple
judgement to full techno-economic appraisal ingidal sequence, which may expand
with the nature and the scale of the project. enrtiajority of cases it would be quite
possible to make a quick judgement as to whethenthrketing requirements for the
output, the input needs and the system proposecbforerting inputs into outputs are
reasonable. As the scale of the investment incseard it becomes technologically
and managerially more complex, much greater carddimave to be exercised.

Institutional Responsibilities

The EPPD is responsible for the preparation offtegect Appraisal Report. As EPPD
does not always have the relevant in house tedhexqeertise to deal with all aspects
of the appraisal, EPPD may need to seek indeperathnte and judgement from
relevant agencies and organisations in Samoa. hi#f a&dvice/judgement is not
available, EPPD would need to seek the relevanicafiudgement from external
consultants as appropriate.

4.2 Appraisal Techniques

The objective of project appraisal is to determirieether or not the benefits expected
from the project justify the investment and opemadl costs of implementing the
project. If there are alternative projects and tediresources available for investment,
project appraisal also permits a ranking of prgéctorder of priority.

Project appraisal essentially involves identifyitite project's costs and benefits,
valuing them, and comparing the costs and benesilsg standard project appraisal
techniques.

Cost-Benefit versus Cost-Effectiveness

Application of cost-benefit analysis is the genlgralcceptable tool for assessing the
viability of development projects. This analysiamines the financial and economic
costs and benefits of project proposals and caksiléhe net present value (NPV)
and/or the internal rate of return (IRR) on theibasf both the financial and the

economic net cash flows of projects. Such analysisiires reliable data for both the
costs and benefits so that they can be translatedcash flow terms. This is not

always easy as it may be difficult to quantify fir@ncial/economic benefits in many

projects, particularly in the health, education andial welfare sectors. It is also true
in many infrastructure projects. As a consequetioe,conclusions of applying the

cost-benefit analysis to these projects may beelidsy the subjective or arbitrary

nature of the assumptions used. In other projedide benefits may be quantifiable,

the data used in the analysis may not be accunatesdiable.

In situations where it proves unreliable to carmyt @ cost-benefit analysis, the
alternative is to attempt to ensure that individpedjects are as “cost-effective” as
possible. This approach is based on the simplecipie that development projects
achieve their designated objectives at the leastiple cost in capital and/or recurrent
terms. However, it is important to note that cd&tetiveness analysis can only
provide a comparative assessment between projeciedaat achieving similar

objectives or outputs. The analysis cannot makeha@ice between projects, for
example between investing in a clinic, a schoobaa or a wharf.
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Cost-Benefit Analysis 1: Financial Analysis

Financial analysis of a project usually brings tbge the results of the market and
technical analysis to provide a conclusion to tiverall financial viability of the
project. There are basically two main types oflyses:

» analysis of projects with “measurable benefits’ benefits that can be valued
at market prices. The outputs of these projetsold in the market, provide
the benefits of the project.

» analysis of projects with “non-measurable benefits! benefits that cannot be
valued at market prices. These are mainly soafhstructure and security
projects which are undertaken by the public settiqarovide essential services
and therefore cannot be valued at market prices.

In the case of projects with “measurable benefitss important to determine if the
benefits produced by the project justify the cosThis analysis examines the
opportunity cost of capital and determines if thiejgct is a justifiable investment,
especially to the individuals or agencies undenigkihe investment. If it is not
justifiable, then it will be financially prudent toonsider alternative investments to
maximise the use of capital and other resources.

In the case of projects with “non-measurable bésieft is not possible to make a
direct comparison between benefits and costs. déasion to implement such
projects is usually determined through policy andhtegy considerations. The
financial analysis, in this case, examines theouarialternatives in order to optimise
the use of capital (i.e. cost-effectiveness ang)ysi

The Discounted Cash Flow Technique

The major analytical tool of financial analysispbjects is the Discounted Cash Flow
(DCF) technique. This method involves basicallgéhsteps:

Step 1 Preparation of the Project Cash Flow

Step 2 Discounting the net cash flow

Step 3 Derivation of Net Present Value (NPV) andiar
Internal Rate of Return (IRR) of the project

The essence of financial appraisal is the foremgsif all costs and benefits over the
lifetime of the project. The appraisal is doneastant market prices i.e. there is no
adjustment for expected inflation; only real change costs and prices are included.
The format in which this is set out is often desed as a ‘Cash Flow Statement’

The cash flow statement includes the costs shoviiguare 4.1 and excludes the costs
shown in Figure 4.2.
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Figure 4.1: Types of Costs in Cash Flow Statement

Type of Costs

Items

i) Capital Cost

land
buildings (including site preparation and civil \key

plant and equipment (acquisition costs ¢
transportation)

vehicles
contingency allowances (physical and price)

lus

ii) Operating Costs

raw materials

costs

labour

utilities

fuel

transport

repairs and maintenance

iii) Pre-operating Expenses

expenses incurred before commencement of operg
e.g. pre-feasibility and feasibility studies, atebt’s and
surveyor'’s fees, etc.

tions

iv) Sunk Costs

use of capital assets from other projects or abaedp

projects

v) Working Capital

stocks (of raw materials), spare parts and ¢

requirements to pay bills

there is no set formula for calculating working italp
requirements. Each project has to be viewed iddadly

depending on the likely lead time between expenglitu

and income flows

only the extra requirements over and above the ats(
needed in the previous year are included

the value of working capital in the last year isemefit to
the project when it is liquidated

ash

U
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Figure 4.2: Items Excluded from Cash Flow Statemen

ltems

Description

i) Depreciatiol

to avoid double counting as the cost of the assaiready
accounted for in the capital costs

i)

Loan  repaymen
(principal payments)

a loan is taken out to purchase an asset and the is
already accounted for in the capital costs as enatove
example

iii) Interest paymel « one of the reasons for deriving the cash flow iy to
determine the rate of interest the project can bear
The basis for benefit evaluation of a project islaswn in Figure 4.3.
Figure 4.3: Basis for Benefit Valuation
Basis Description
i) Sales value « if output is sold through normal commercial chasnel
ii) Imputed  valug « if output e.g. on the farm, is not sold but is aoned by
(using market price aof the farm family
output)
iii) Principle of ‘with’ and|+ when project is not completely new, but merely|an
‘without’ project addition to an existing activity
» the entire output of the project cannot be treaedhe
benefit of the project
» benefit of the project is the change (increase)utput as
a result of the project
In addition to presenting the costs and benefita i@ash Flow Statement, the items
shown in Figure 4.4 have to be considered:
Figure 4.4: Other Considerations in a Cash Flow
Other Considerations inDescription
Cash Flow
i) Salvage value » value of fixed assets at the end of project whey thre
sold constitute a benefit to the project
i) Life of project * based on expected technical life of project’'s major
investment components e.g. in an irrigation projbcs
would be determined by the expected useful lifethaf
upstream dam and irrigation canals
* based on technological obsolescence e.g. industrial

projects and projects with a high degree of medaiain
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Given the above information, the layout of the pobjcash flow is not difficult. An
example of a project cash flow is given in Tablg, 4vhile Table 4.2 details how the
project’s working capital requirements are caladat

Once the cash flow of benefits and costs for tlagept have been determined, it is
necessary to ascertain the financial feasibilitythaf project by comparing the costs
(which are normally incurred in the first few yearsthe project) with the benefits.
The net benefits (or net cash flow) are derivedsioyply subtracting the total costs
from total benefits for each year of the project.

However, in a project it is important to take irgocount not only the value of net
benefits, but also the time period over which tbegur. Benefits which accrue very

late in the life of the project are not as valuaddebenefits which accrue earlier on in
the projects. This is because benefits which @&cearly can be used for consumption
or investment. One SAT$ earned in, say, year 1® prfoject is not as valuable as one
SAT$ earned in year 1. The latter could be prbRtanvested (or put into a savings

account) in year 1 so that by year 10, it wouldsdzeth much more than the original

one SAT$ (the exact worth would depend on the ésterate or earning power of the
investment) while the one SAT$ earned in year 10have a face value of one SAT$

only.

Thus, benefits and costs that occur at differenetperiods cannot be just added to
compare total costs and benefits before taking astmount the time factor, since they
have different real values. This is precisely witistounting a net cash flow does. It
reduces the annual flows to a single common deratarin the equivalent value of
those benefits and costs as if they had all ocdumnehe first year (year O or present
time period) of the project.

The procedure to discount a net cash flow is ditdigrward once a discount rate is
selected. The discount rate can be taken to refleabpportunity cost of capital or cost
of borrowing capital. The opportunity cost of capitis the next best alternative

available in which to invest. Thus if an individwa agency is planning to invest in a
particular project, the financial analysis of th®jpct utilises the opportunity cost of

capital as the discount rate to test if the retumninvestment of the project is higher
than the next best alternative (which should reflgee same level of risk and

uncertainty). The current opportunity cost of ¢alpin Samoa has been stipulated to
be 12%. This discount rate may be used in projgbtye the objective is to maximise

the returns from the investment.

If the cost of capital is used as the discount, riten the test is to determine if the
return on investment of the project is higher thhe cost of borrowing capital to
finance the project. This is often used in modiligsyprojects where the objective is to
provide essential services at affordable pricesraxtdo maximise returns.

In Microsoft Office Excel, the statistical functidfPV can be used to calculate NPVs
for different rates. If a discount rate of 10% sed, the net cash flow shown in Table
4.1 has a NPV of SAT$1.52 million. If the highesaibunt rate of 15% is used, the
NPV is lower at SAT$1.05 million. A positive NPV I indicates the project is

viable: the return on the investment exceeds theodint rate. If NPV is negative, the
project is not financially viable.
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Table 4.1: Cash Flow Statement of Sample Project £&5'$ ‘000)

Year 0 1 2 3 4 5 6 7 8 9 10
PRODUCTION CAPACITY(%) 50 75 100 100 100 100 100 100 100 0 10
OUTFLOW
INVESTMENT COSTS
Land 40.0
Buildings 150.0
Machinery and Equipmeht 149.0
Site Development 50.0
Furniture, Fittings & Vehicle 45.0
Pre-operating Expenses 52.5
Contingency 314
WORKING CAPITAL (1) 82.6 26.1 28.6 3.0 0.1 0.1 0.1 0.1 2 0. 0.2
PRODUCTION COSTS
Raw Materials 120.0 180.0 240.0 240.0 240.0 240.0 240.0 240.0 240.0 240.0
Labour 344.0 344.0 344.0 379.0 379.0 379.0 379.0 379.0 379.0 379.0
Water, Fuel & Power 8.4 9.6 10.8 10.8 10.8 0.81 10.8 10.8 10.8 10.8
Repairs & Maintenance 9.0 9.9 10.9 12.0 13.1 14.3 15.9 175 19.3 21.2
Packaging 6.0 7.2 8.4 8.4 8.4 8.4 8.4 8.4 8.4 8.4
OTHER COSTS
Office Administration & Insurance 28.2 29.4 0. 30.6 30.6 30.6 30.6 30.6 30.6 30.6
Promotion 50.0 50.0 50.0 50.0 50.0 50.0 050. 50.0 50.0 50.0
Miscellaneous 10.0 10.0 10.0 10.0 10.0 10.0 10.0 10.0 10.0 10.0
(TOTAL OUTFLOW) TOTAL COSTS 517.9 658.2 666.2 733.3 743.8 742.0 743.2 44.8 746.4 748.3 750.2
INFLOW
REVENUE (from sales) 600.0 900.0 1200.0 1200.0 1200. 1200.0 1200.0 1200.0 1200.0 1200.0
SALVAGE VALUE 70.0
(land & equipment)
LIQUIDISATION OF WORKING CAPITAL 141.1
TOTAL INFLOW 600.0 900.0 1200.0 1200.0 1200.0 1200.0 001 1200.0 1200.0 1411.1
NET CASH FLOW -517.9 -58.2 233.8 466.7 456.2 458.0 456.8 455.2 453.6 451.7 660.9

NOTES (1) Working capital requirements are obtainednfrbable 4. 6..2

1 investments which have an economic life less therstipulated project life should be shown (ia televant year, e.g., year 7) with a replacemahitev



Table 4.2: Working Capital Requirements of Sampléroject (SAT$ ‘000)

Year 0 1 2 3 4 5 6 7 8 9 10
CashinHand (1) 47.96 53.34 58.72 61.70 61.80 61.90 62.00 62.10 62.30 62.50
Accounts Receivables (2) 10.00 18.75 30.00 30.00 30.00 30.00 30.00  30.00 30.00 30.00
Stock of Raw Materials ( 3) 10.00 15.00 20.00 20.00 20.00 20.00 20.00 20.00 20.00 20.00
Stock of Finished Goods (4) 12.00 18.00 24.00 24.00 24.00 24.00 24.00 24.00 24.00 24.00
Work-in-Progress (5) 2.00 3.00 4.00 4.00 4.00 4.00 4.00 4.00 .004 4.00
Spare Parts Stock ( 6 ) 0.60 0.60 0.60 0.60 0.60 0.60 0.60 0.60 .600 0.60
TOTAL WORKING CAPITAL 82.56 108.69 137.32 130. 140.40 140.50 140.60 140.70 140.90 141.10
INCREMENTAL WORKING CAPITAL REQUIREMENT 82.56 263 28.63 2.98 0.10 0.10 0.10 0.10 0.20 00.2

NOTES: (1) Cash in hand is estimated at one mofntihtal operating costs.
(2) Accounts receivable is maintained at one misritital sales which is 20% for the 1st year. Z6%he 2nd year and 30% for the remaining years.
(3) Stock of raw materials is maintained at onexthis requirement.
(4) Stock of finished goods is maintained at 20%tal sales.
(5) Work-in-progress is estimated at the valuer® day’s output (300 working days in a year.)
(6) Stock of spare parts is maintained at one hieméquirement valued at SAT$20 per day.
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The IRR is the discount rate at which NPV = 0.Ha example in Table 4.1, the IRR is
46%. If this exceeds the discount rate set by ER®dicative of the opportunity cost
of capital, the project is financially viable. That the project is earning a higher return
that the expected average return in the econongjvas by the discount rate. If the
IRR is lower than the discount rate it means thatgroject, if carried out, would not
earn as much as it could (or should) in other madtéve projects, and therefore a closer
look should be taken into the design of the progecither possible projects.

Both NPV and IRR generate the same reject/acceqgida on a project, except in the
case where a decision has to be made on mutuatlysixe projects (i.e. deciding

whether to plant bananas or taro in the same arehuilding a large size versus a
small size plant). In this case, only the NPV sHbobke used to select the most
favourable project.

Analysis of Risk and Uncertainty

The probability that a project will exactly earretNPV or IRR that is obtained from
the projected cash flow over the entire life of greject is very low. Regardless of
how well the project has been designed and how nuase has been taken in
developing the cost and benefit estimates, they pvdbably change in the future
because the future is uncertain.

It is therefore useful to analyse what would happerthe “earning capacity” of a

project if important variables like output pricesnit prices of main inputs or

investment costs were to change, or if project @n@ntation were delayed. Such
effects can be tested by using sensitivity analysigch involves reworking the cash
flow statement after assigning different valuekdg variables.

The sensitivity analysis should present a rangeatfes for NPV/IRR corresponding
to alternative sets of assumptions. If the ranigthe results is such that the project
looks good, or bad, under a wide variety of altdmeaassumptions, then the decision
to implement the project or not is a simple onemiany cases, however, the project
will appear satisfactory under certain assumptemd bad under others, and the final
decision on whether to go ahead or not will depemt¢he decision-maker’s judgement
as to the most likely outcome.

Where project risks are known to exist, but whdreytmay not be quantifiable in
terms of a sensitivity analysis, it is necessargtéde in the analysis how it is intended
to minimise the impact of the risks on the impletaéion of the project.

Finally, whilst the NPV and the IRR appear to girecise answers to the investment
decision process, it must always be rememberedithaes can be massaged to give
whatever answer may be desired and in the realdwasthing is ever as precise as
might be wished. The project analyst must be orrdydiar over-optimistic project
designs and forecasts and must, therefore, alwesfs pgroject assumptions in the
sensitivity analysis and use common sense in thly@nprocess.

Cost-Benefit Analysis Il: Economic Analysis

While financial analysis of investment viabilitydases on returns (including financial
payments) to individual project participants/spoasde.g. traders, partnerships,
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companies, public corporations); economic analigseoncerned with the return to the
whole economy of all the resources invested inpiligect. Two adjustments need to
be made to the cash flow statement of the finararalysis to produce an economic
analysis:

 identification of benefits and costs in terms aflnesources
» valuation of identified items at their opportunitgst or true value to society
(shadow pricing)

It must be emphasised that although the resulb @c@nomic analysis might support a
decision to implement a project proposal, appragnmaeasures will have to be taken to
ensure that financial requirements for the opematibthe project are met, particularly
in respect of possible recurrent costs allocattbreugh the annual budget.

Identification of Benefits and Costs

Only input and output items involving real resountge are included in economic
analysis. Financial or transfer payments (e.gegagubsidies and customs duties) are
excluded as they constitute payments or receipis fine sector of the economy to the
other and do not constitute capacity to increasgputu The differences between
financial and economic analysis in this regardsamamarised in Figures 4.5 and 4.6.

Valuation of Costs and Benefits

A private individual or enterprise examines an Btagent from the point of view of
maximising financial gains. In doing so, the indival/enterprise uses current market
prices to value inputs purchased and outputs saoldngl the life time of the
investment. The internal rate of return (IRR) dedvrom such a cash flow is termed
the “financial IRR”. The acceptable “financial IRRbdr private sector investments
depends on the interest rate of loans/credits fommmercial banks to which the
individual/enterprise has access.

For public sector projects there is, in additiortite financial analysis, a need to carry
out an analysis of the net benefits of the prajeche economy as a whole. This latter
is referred to as “economic analysis” in which nedrkrices are adjusted to reflect
their underlying economic values to society. Thasom for this is that in many

developing countries, current market prices arerofinreliable indicators of the real
worth of goods and services to the society. Thidus to distortions in the markets
where these products are bought and sold.

Some of the important factors contributing to sdidtortions are as follows:

i) taxes and subsidies on goods in systems of mongpotuction;

i) rigid control of the foreign exchange rate and $ypp foreign currency by
government (local currency is normally over-valuedelation to foreign
currencies), particularly in situations of advelrs¢éance of payments;

iii) protection of domestic markets through tariffs, tascand trade taxes; and

iv) government legislation and bargaining power ofl#mur force leading to
a labour wage structure which is out of line witle true opportunity cost
of labour.
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Figure 4.5: Flow of Financial and Economi

c Analyse
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Figure 4.6: Items in Financial and Economic Analyis

ltems Financial Analysis | Economic Analysis

Output: Included a¢| Included as econom
financial benefits benefits

Machinery &| Included ag Included as economic

Equipment financial costs costs

Land Included as alncluded as an
financial cost economic cost

Construction Included asincluded as economic
financial costs costs

Inputs Included as financi¢| Included as econom
costs costs

Laboul Included as curret| Included as econom
wage costs wage costs

Maintenance Included as ancluded as an
financial cost economic cost

Taxes (sales) Included nExcluded
financial costs

Custom duties Included agxcluded
financial costs

Subsidie Included as| Exclude
financial benefits

Transportatio Included a¢| Included as econom
financial costs costs

Working capital Included as |dncluded as an
financial cost economic cost

Market prices are adjusted to economic values/priosing what are known as
accounting or “shadow” prices. Shadow prices arneoduced to reflect the true
economic cost of project inputs and outputs tostheety in order to give emphasis to
those projects which contribute to government'somd$f to achieve national
development objectives. Shadow prices of good®niices, also known as National
Economic Parameters, are thus a measure of thewmdh to the economy of a
specific project.

The methodology adopted for economic analysis setéaon what is known as the
“Little and Mirrlees® methodology, modified by Squire and van der Takhis

methodology expresses all effects of a project@tdvmarket prices (also referred to
as border prices). The implication of this approecthat the net benefits of a project

1 Project Appraisal and Planning for Developing @oies (1974)
2 Economic Analysis of Projects (1975)
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are made equivalent to a stream of economic beregfidl costs valued at international
market prices.

The justification of this approach is twofold. Riys it provides a common basis for
valuing benefits and costs of project outputs amulis. Secondly, the use of world
market prices is a measure of the opportunity ¢tosthe economy of goods and
services which can be bought and sold on the iatemmal market, referred to as
“tradeables”. This reflects the fact that if an momy is participating in world trade,
then world market prices reflect the terms on whieé economy can buy and sell
goods and services on the world market. The ragoiwa this is that the world market
price, especially for small countries like Samoa, not affected by market
imperfections within the country where the projiscsituated. World market prices are
free of domestic market distortions and the inteomal prices thus reflect the
economic value of goods and services. These oppbes for trade should be taken
into account when assessing the investment pasisbibpen to the economy.

However, in any economy there will be a significantmber of commodities for which
there will be no direct world market price to use aameasure of economic value.
These commodities are termed “non-tradeables” ddmestic market values of these
goods and services will need to be converted to@oic values.

The first step in converting financial market vaue economic values is to divide the
inputs and outputs of a project into traded and-tnaded goods and services
components. In addition, it is necessary to addpesgect input factors such as land
and labour, as well as the factors of discount eatd foreign exchange rate, as
separate parameters in the economic analysis.

Traded Goods

The cost to the society of importing an input ie tralue of the resources used in
getting the input to the project. There are two ponents of this cost. The first is the
border price of the input known as the CIF pricasf{cinsurance and freight), which is
simply the overseas purchase price or cost. Thisegs converted into domestic
currency at the official exchange rate. The seamygt component is the local cost of
transporting the goods from the port of entry te fnoject site. This cost component
needs to be shadow-priced as a non-traded service.

The benefit of a project output to society is tladue of the new resources created. The
first step in determining this value is to obtaie tborder price of the output. The

border price of a traded output is its FOB priceedf on board): assumed to be
competitive on the world market. The true benefisdciety is thus the border or FOB

price converted at the official exchange rate iicgg are denominated in foreign

currency units.

Where a project produces import substitutes, alainvialuation procedure to that
outlined above is to be followed. The benefit te Hociety is the saving of not having
to import the goods, i.e., the CIF price plus polgsiransportation costs.

Non-Traded Goods
The most common non- traded goods and servicesdaatlectricity, transportation,
construction, labour and land. These can be bgbuténand outputs to a project.
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Labour and land are primary factors of productiod their economic evaluation must
be treated separately to that of others. One wayawfing out the economic valuation
of non-traded goods is to break down the compasitibeach non-traded good into
traded and non-traded components until the stageaished where the only non-traded
components are labour and land.

This method of shadow pricing is tedious and timestiming and consequently rarely
followed. Instead non-traded goods are generallyechat economic prices by the use
of conversion factors. A conversion factor is arsleat method for converting prices

of non-traded goods and services into border pridéthe most aggregated level a
single conversion factor, the standard conversaotof (SCF) is used for this purpose.
The SCF is derived by taking the ratio of all expand imports at border prices to
their value at domestic prices. Shadow prices oftnaded items are then obtained by
multiplying the SCF with the market prices. Thiduees the market prices to their real
economic value.

The formula for the SCF is:

M+ X
SCF =

(M+D) + (X- T)-

where M = value of imports at border prices

X = value of exports at border pac
D = total import duties
T = total export taxes

This approach of converting the financial marketugaof non-traded goods and
services to economialues is considered to be the weakest link inldgesal chain of
establishing shadow prices. Many applied studiesefore treat non-traded goods and
services very approximately.

Labour
Labour is a project input and like any other projeput it must be valued at its
opportunity cost, which may well differ from its nkat value. This opportunity cost or
economic value of labour is equivalent to the outfmregone elsewhere in the
economy as a result of employing that labour inpifagect.

For economic project analysis in .Samoa, two broaiggories of labour should be
shadow priced:(i) unskilled labour and (ii) skilléabour. The valuation of unskilled
labour begins with an assessment of the degree m#mployment and/or
underemployment of such labour. Where extensive mpt@yment and /or
underemployment exists, the practice adopted iake a fraction of the current wage
rate as the shadow price of unskilled labour. Timtrary figure of 50% of current
market wage rate or the minimum wage rate is aftdacted by many project analysts
as an estimate of the opportunity cost of labote dnly underlying argument for the
selection of this arbitrary figure is that for eoomes with high rates of
underemployment the opportunity cost will generdly significantly less than the
market wage rate.
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In most instances skilled labour in developing ddas is in short supply and would in
all probability be fully employed without the praje As a result, wages paid to such
personnel are generally taken as representingubestonomic value to the society.

Land
In economic analysis land is valued at its oppatyucost, which is its net value of
production foregone when the use of land is charfiged its “without project use” to
its “with project use”.

In addressing this issue in the Samoan contels, ifhportant to take account of the
land ownership structure. Land in Samoa can beléd/into categories: (i) customary
land (the main bulk of land in Samoa); and (ii)efneld land, mainly held by
Government and leased to the private sector.

Customary land due to its nature of ownership i/ \8=ldom sold or leased to an
entity outside the ownership structure in the g#la. Customary land thus has no
foregone value as it does not enter the econonaiorse

Freehold land is available as leased land. Itégesmamended that the opportunity cost
of freehold land is valued as the direct value midpction foregone when the use of
this land is changed from its “without - projeceliso its “project use”.

Foreign Exchange

The foreign exchange value of the Samoan talankedl to a basket of six foreign
currencies representing the six major trading gastiof Samoa. There is therefore no
reason to believe that the SATS$ is significantlgtadited, so that it would be fair to
assume that the current official exchange rateAdi$Srepresents the opportunity cost
of the exchange rate in Samoa. This judgementildustrengthened by the relatively
satisfactory balance of payments situation in Sanités situation is linked to the
inflow of foreign aid on very concessional terms waell as remittances (from
Samoans working abroad) of convertible foreign emcies into Samoa and tourism
receipts.

However, there is a substantial trade imbalancd, rational development strategies
highlight the need to both broaden and deepen xpert base of the economy to
reduce this imbalance. It is therefore recommeritiat a foreign exchange premium
should be applied to the economic analysis. Itreppsed that project outputs which
would be exported should receive a foreign exchgmgenium of 10%, while for
project inputs purchased from abroad an additionat component of 10% should be
imposed.

Discount Rate/Opportunity Cost of Capital
Once the stream of net economic benefits over ifieéinhe of a project has been
determined there is a need to establish a meagufes avorth of the project to the
society. It is therefore necessary to establisreasure of the economic discount rate.
To establish an appropriate discount rate, thefollowing considerations have been
considered: (i) the opportunity cost of capita); tthe actual cost of capital.

The opportunity cost of capital is the rate of reton capital invested in a project
which could be earned elsewhere in the econonjelfeconomic IRR of a project is
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larger than this opportunity cost of capital, ortie NPV is positive after having
discounted the net economic benefits to the presdoe, the project would be worth
undertaking.

In practical terms, however, relevant literaturevéague about how to determine the
discount rate in terms of the opportunity costayital. Several authors advise that the
rate should not fall below 4% to 5% as this caremed with reasonable security in
the international capital markets to which any d¢ourhas access. Furthermore, a
number of authors suggest that in most developmmties, the rate may be assumed
to be somewhere between 8% and 15% and that a corcinodce could be 12%.

Samoa is a net borrower of capital for the fundihgts development process. These
borrowings, primarily from international financiragencies, are at an average rate of
interest of 2%, i.e., on very concessional termms.rdal terms, i.e. adjusting for
domestic inflation, the actual cost of capital mgative when the funds are on-lent
from Government to statutory bodies or other enefsusit a rate of about 8%. It is
therefore proposed that 8% be used as the discaiet for economic analysis
purposes.

Summary of National Economic Parameters for Samoa
It is recommended to apply the following NationabBomic Parameters in Samoa:

» Traded Goods (i)the CIF price for imported goods convertedaT$ at the
current exchange rate; (ii) the FOB price for expogoods (see exchange rate
below).

» Non- Traded Goods: SCF of 80% for local goods and services such as
electricity, water, construction, transportation

» Labour: (i) 50% of the minimum wage rate for unskilled labdiij;the actual
wage rate for skilled labour

» Land: a tentative figure for annual production foregome feeehold land is
SAT$1000 per acre

» Foreign Exchange:the current foreign exchange rate, but project erpo
goods and services to be given a premium of 10%ewhbr project imported
goods and services a cost component of 10% to dedad

» Discount rate: an economic base rate of 8% (the sensitivity aralgsapply
6%, 10% and 14%).

4.3 Social Analysis

Economic analysis focuses on the allocative efficyeof the project, but does not take
into account the distributional aspects of the grbjlt treats an additional SAT$ going
to the higher income group as just as importanaragdditional SAT$ going to the

lower income group. However, the ultimate aim ofelepment projects is to improve

the welfare of the people, with many projects hguime lowest income groups as the
primary target beneficiaries.
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It is important to know not only that the resourees best used in the selected project
but also that the income generated is in line whh income distribution goals of the
government. Social analysis of a project provides hasis for an assessment of the
income distribution pattern of the project i.e. wdre the beneficiaries and what is the
income obtained from the project.

The first step in social analysis is to identife theneficiaries of the net income flows
generated by the project. Set out below is anlistf possible criteria for classifying
the different types of beneficiaries:

* income level;

* public/private sector;

* national/foreign

e gender.

Once net project benefits have been identified afidcated appropriately to
beneficiary groups, the next step is to ‘weightkegroup according to some generally
agreed scheme. Some forms of net income, for eleamyich are received by the
very poor people, might have a higher weight whilters have lower weights. An
important point is that whatever the weights whachk used, they must be applied to all
projects consistently if the social analysis isdatribute usefully to project selection.

In cases where it is not possible to apply the @ggr mentioned above, some
indicators can be used to assess the social atbdisbnal objectives of the project.
These indicators include:

» value added generated by the project;
» direct employment created;

* income earned per worker

* reducing poverty incidence

» indirect or externality effects.

4.4 Cost-Effectiveness Analysis

The purpose of Cost-Effectiveness Analysis (CEAXdsfind the means (activity,

process or other intervention) by which the objexdiof a project can be achieved
with a minimum input of resources (physical, hun@nfinancial): or, where the

resources are fixed, the means by which the maxineenel of outputs can be

obtained.

By focusing on the internal efficiency of the prdjen achieving its objectives, CEA
can help to reduce waste in resource utilisatiorhe process of CEA essentially
involves an assessment of the alternatives foreaoig stated objectives and ranking
these in accordance with their incremental cosé dlernative which then shows the
least cost would be the preferred alternative.

It is important to remember that CEA can only pdavia comparative assessment

between projects aimed at achieving similar obyestior outputs. It cannot be used,
for example, to make a choice between a clinicarmhd or a wharf and a classroom.
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The advantage of CEA is that the outputs or objestiof the project need not be
measurable in monetary terms; they need only tpHysically quantifiable. For this
reason CEA is most widely used in the formulatidnpmjects where the benefits
cannot be quantified with satisfactory accuracyjduts in the health, education or
social welfare sectors normally fall into this qaiey. It can, however, be used in
other sectors such as infrastructure projects.

CEA as a technique is itself cost- effective: itatatively easy to apply, provided that
costs and outputs are clearly defined; and for nsangll projects, it can provide the
basis for a sufficient appraisal of the projectriormal capital budgeting purposes.

As noted, cost-effectiveness can be analysed intaswes:
» given the desired end results, CEA can indicateléhst cost approach of
achieving the objectives
* given a set of resource constraints it can prowadeindication of the
maximum outputs achievable within the constraints

The first approach would be used mainly in the falation of infrastructure or
equipment supply projects where the objectives lmamlefined in terms of capacity,
output or levels of utilisation. Once the objeetis defined the cost may be minimised
through a choice between the alternatives in teolgyo design, location or phasing of
the project.

The second method may be used in formulating pt®jeche social sectors where the
resource constraints may be fixed. A comparisotheflevels of output achievable
will indicate the alternative which provides theglmest level of output within the
constraints. In this form it can assist in projémtmulation either to make a choice
between the alternative options for the design qfadicular project or to make a
comparative assessment between similar projecisfarent locations. An assessment
of a project’s cost-effectiveness cannot on its @amswer the question as to whether
any particular project is itself financially or ezmmically viable.

Recurrent and Annualised Costs

Before looking at the specific methods of measurogt-effectiveness, it must be
stressed that CEA is based on an analysis of thts,dooth the structure of the costs in
terms of capital and recurrent components, andldfiels of those costs. A clear

determination of the project costs is thereforaluit the application of CEA to any

particular project.

One of the most serious problems in the implem@nmtair operational phases of any
project is the inadequate provision of funds to imthe recurrent costs. Project
initiators may sometimes be unable to fully quantifie recurrent costs of their
proposals.

The absence of recurrent cost information shoutdoecallowed to pass unquestioned
by the project formulator. Many projects and pesgmes have been slipped through
with fuzzy statements about recurrent costs onlytfe hard truth to emerge when it is
often too late to rectify the situation.
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The recurrent costs should always, therefore, miledied at the formulation stage and
the estimates should be made as realistic as pmssHor the formulator it is most

important to assess the accuracy of these estimatewhether adequate funds will, in
fact, be made available to meet them. This requinebe highlighted in the Project
Proposal and addressed by BPC.

When analysing the recurrent costs it is necesgarngentify any subsidies, either
explicit or hidden, which may be required to supgbe project. Some projects will
incorporate “programme support costs” into the tdpexpenditure. In others the
provision of aid funded technical assistance male tthe fact that after one or two
years local officers will be needed to take oved #meir salary costs, etc., will then
become a recurrent cost.

Wherever possible, cost savings arising elsewhera direct result of the particular
project should be identified. These may be usegravide an offset against the
expected cost increase arising directly from thpl@mentation of the project. In this
way, the incremental increase in recurrent cosséngras a direct result of the project,
can be determined.

In some measures of cost-effectiveness, partigutad cost per unit of output or cost
per beneficiary, it is necessary to consider nst foe capital costs of the facility, per
se, but rather the annualised cost of the projeet ibs expected life.

If the project has a finite life, a vehicle or adtor may be expected to last, say, ten
years and be virtually worthless after that, théualc capital cost can be spread
(depreciated) over the life in equal instalments, iat 10% per annum. This is then
added to the annual recurrent costs to provideattmualised cost of the project. The
annualised costs can then be apportioned on arpeoiuoutput or per beneficiary
basis.

Where the project has a longer life, e.g., a whalgssroom, or clinic building, the
capital element in the annualised cost can be leaémlin a similar manner to that just
described by spreading the depreciation element @Jenger period. In the case of
buildings and structures, it is recommended thaisehof timber construction be
depreciated over 25 years (i.e. at 4% per annunchjfayse of concrete or brick over 50
years (i.e. at 2% per annum). Rural wharves,egttr airfields should also be
depreciated over 25 years.

Measures of Cost-Effectiveness

Cost per Unit of Output

The basic measure used in cost-effectiveness asadyshe cost per unit of output.
This may be measured in two principle ways:

» the capital (and/or recurrent) cost per beneficargroviding the particular
facility or service

» the cost per unit of output (product or servicekiag directly from the
implementation of the project
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In projects where there are direct beneficiariea pfoject (students, farmers, hospital
patients), the cost per beneficiary is a key maasuassessing cost-effectiveness.

In looking at the second measure it should be ntitatimany projects are not ends in
themselves. The output of a project may be anrmdiate good or service aimed at
supporting a number of other separate projectepeial development objectives. The
cost of vehicles for agricultural extension offieeshould, for example, be related not
just to the number of extension workers in thedfiélut also, wherever possible, to the
incremental increases in farm output expected tgdyeerated by the additional farm
visits made possible by the availability of the nezticle.

The appropriateness of a specific level of invesimeer unit of output, or cost per
beneficiary, can not be an absolute one. It shomdgeneral, be related to the
standards of costs and benefits which are deemedbaymte to the location or
community, e.g., the cost of primary education rbayconsidered in relation to the
national level of GDP per capita.

Every project should be affordable from the maaror®mic perspective at the
national level. A service or facility which hagear capita cost significantly above the
level of GDP per capita would need to be subjettiedore detailed analysis.

Relative Costs

Making a judgement about an appropriate level géstiment per unit of output per
beneficiary, requires the existence of a benchnag&inst which it can be judged.
Such benchmarks can come in a variety of formd) aisc

» the accepted previous norm for the particular tgpanvestment; if the
capital cost of constructing a rural health cefitas been in the order of
SAT$5,000 per bed (in constant prices), a new papbdo spend
SAT$7,000 per bed would need to be questioned atiefactorily justified.

e cross comparisons both within and between countifean apparently
effective (and generally comparable) facility candvovided at a particular
location for say SAT$5,000 per unit, why shouldcidst SAT$7,000
somewhere else. There may of course be very geadons for the
differences since circumstances between any twmtdes, or indeed
regions of the same country, are seldom directipmarable. Therefore
whilst such inter-country comparisons can be suspach a comparison
does, nevertheless, provide a broad measure diviglaand can at least
indicate any gross anomalies.

» the level of per capita community income in thetipatar project area (not
necessarily the national average since there madidienct differences
between the rural and urban area); if this wasay$200 per capita per
annum in a rural area, a proposal to spend SAT$H@D beneficiary on a
particular project might be considered excessivé stmould, unless there
were special circumstances, be subject to morélenalysis.

» the unit cost of the inputs against the unit valighe outputs; a particular
plant or animal disease may be causing productissels to farmers but the
cost of eradicating the disease may far outweigh likely incremental
increase in output to be derived.
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The use of such benchmarks is particularly relevanthe formulation of rural
development projects. In these it is often vergyda overlook the per capita costs of
projects when considering major infrastructure streents such as airfields, wharves
and roads. In such cases it also enables comparigm be made between the
alternatives, e.g., the capital cost of a new dfi(plus the ongoing operation and
maintenance costs) against the construction oibiiaéion of a wharf and improved
shipping services.

As noted above, this comparative analysis cannotige the whole answer as there
may be many other factors to consider, the commuaibe served and the nature and
volume of traffic forecasts, time savings, subgidyments etc.

Whilst the cost per unit of output or per benefigigs not a measure which can or
should be applied rigidly, it nevertheless helpsdentify some of the projects which
are likely to be the least viable, or only margiynaistifiable, in financial or economic
terms. These are often the ones which are likblgrefore, to result in additional
recurrent costs having to be met either by the conity or government. The careful
application of these criteria should assist thejgmtoformulator to encourage the
project initiators to improve the project designniake it more appropriate, and cost-
effective, in the particular circumstances.

In the health sector, for major projects or initias, the analysis may be taken a step
further in the application of a Disease Impact Asgeent. This analysis attempts to
determine the number of healthy days lost as atdiesult of each particular disease
or infirmity. This can then be related to the plagion to determine the incidence rate
and thence to the cost of the alternative prograsnmigich aim to impact on the
disease. The most cost-effective alternative wbeldhe one which had the least cost
for each healthy day saved or for each incremenmiproving (i.e. reducing) the
incidence rate.

Whilst this might appear to be a simple concepag some serious drawbacks in that
it takes no account of the monetary value of déferlives. It also requires
considerable health data inputs which may not adviseycomplete or reliable.

Physical Criteria

An analysis of physical criteria can be used tacat® whether a project has been
designed within certain generally accepted limitsvbether it has been over, or under,
designed; e.g. for education projects classroonisation, staff-student ratios and
building costs per square metre can be determimetl compared with national

averages or targets. Similar criteria may be appfor the physical utilisation of

facilities in the health sector. For water supptgjects the supply/consumption per
user may be used as an indicator in determiningeféesctiveness.

Such measurements of physical criteria are onbtixel or comparative; they are not
absolutes and, consequently, are not really safftdin themselves for a full appraisal
but they can make a useful contribution to a broadalysis.

Discounted Costs

In the above methods of assessing cost effectigerntbe concern has primarily
focused on the capital cost aspects of the projétdwever, as noted in the section
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dealing with recurrent costs, the implicationstad tevel of recurrent costs and the cost
structure of the whole project need to be assessed.

Projects for which there are different technologyians will often have differing cost

structures over the life of the project. One alétive may have a high capital cost, but
low operating and maintenance expenditures, wheseaalternative to achieve the
same outputs or objectives may have a low capitat but higher operating and

maintenance costs. Such technology alternativesroo the construction of rural

roads, coastal protection and similar projects wheapital or labour intensive

technologies are available for the implementatimtess.

If outputs or benefits from each alternative arpested to be broadly similar, an
analysis of the cost structure of the alternatwékserve to provide an indication of

the relative cost-effectiveness of the options.hSarc analysis could, for example, also
be used to compare the cost-effectiveness of theusgtechnology options for a

village water supply scheme where there was a ehbe&tween solar pumps, hand
pumps or generator powered pumps. A similar settefnatives could be considered
for a village power project where the technologgrmlatives were solar power, diesel
generators or even possibly a micro-hydro scheme.

In most projects, it is generally easier to quantibsts than benefits. The analysis of
the cost side of the project equation can thergfoowide a half way stage to, or an

indication of the need for, a full cost benefit . In the analysis of project costs it
is possible to use the measures of shadow pricdstesmine the “economic” costs in

the same way as for the full cost benefit analysis.

Having determined the project cost schedule, (eithdinancial or economic prices),
over the expected project life, a discount ratapgplied to determine the Net Present
Value of the cost flows of each of the alternatiséshat discount rate. Since the cost
flows are negative the lowest (negative) net presalue, at the given discount rate,
will indicate the project alternative with the ma#tractive cost structure. Thus, for a
given stream of benefits, the more attractive stsicture would imply a better overall
rate of return once the common level of benefislteen generated.

The discount rate used for the analysis can beopip®rtunity cost of capital for the
government or the agency promoting the project.e Thosen rate will affect the
absolute level of the Net Present Values, but matl normally affect their relativity to
each other.

As for all measures of cost-effectiveness, this cam@not determine the actual viability
of a particular alternative; it can only show theosh favourable of a series of
alternatives given common levels of outputs.

If, at the chosen discount rate, all the altermstishow high negative Net Present
Values for their respective cost flows, this woirldicate the need to carry out a more
detailed analysis of the benefits to determine twiethe benefits were likely to be
sufficiently large to outweigh the high levels afsts of all the alternatives.
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Application of Cost-Effectiveness in Project Appeaai

Many project proposals do not require sophisticatppraisal to reveal that they are
good projects or that, on the other hand, theyimmppropriate or poorly designed.
The initiators of many of these latter, poorly desid projects, will try to avoid even
the kind of common sense approach to project faatrar outlined in this Manual.
They might try to claim that the presence of unsifi@bles and the apparent
difficulties of cost-benefit analysis render theexémpt” from having to do a detailed
economic appraisal. They may also say that theg naver had to justify projects in
this detail before so why start now. Such excukesavoiding proper project
formulation should be resisted vigorously.

The timing of the application of a cost-effectives@ssessment in the project appraisal
process may, like the appraisal as a whole, beatriaits being taken seriously. The
earlier the better must be the objective.

A well designed and formulated project will havensidlered all the alternatives and
the project proposed for final appraisal shouldsthbe the most cost-effective of the
various alternatives. The project formulator shobédinitiating consideration of the

options as early as possible. Establishing codinge and other design parameters
before detailed project design is started is gdiyeea much better approach than
criticism of over-design or unacceptably high cosfter the design has been
undertaken.

Table 4.7 details some, but by no means all, tiyandicators of cost-effectiveness for
projects in a range of sectors.
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Table 4.7:Cost-Effectiveness Indictors: A Selection

Sector
Agriculture/Fisheries
Extension, Resech, etc.

Irrigation Scheme

Roads Gener

Rural Roads and Wharves

Vehicles

Power Generatic

Water Supplies

Housing

Educatiol

Healtr

Administration
Offices etc.

Indicator

Cost per farmer/fisherman
Cost/farm output rat
Projected catch per unit effort
Cost per hectare
Capital cost per hectare/fa
Capital cost per farm
Maintenance cost per farmer
Cost per unit of increased output
Traffic flow(vehicles per day et
Road construction cost per
Construction cost per vehicle user
Operating cost savings per vehicle
Transport/time savings
Value of traded produce in area sel

Cost per farmer/beneficiary

Cost per hectare of agricultural land to
benefit
Mileage utilisatiol
Existing fleet usage
Staff/vehicle ratio
Additional output expecte
Cost per kW
Cost per consumer
Consumption per consumer

Supply/consumption per head (inticela
to national averages)
Cost per unit of consumption per head (in
relation to income)
Incidence of water borne dise
Cost per square me
Total space per unit
Cost/occupant income ratio
Rent/cost rati
Cast per student outp
Teacher student ration
Building costs per square metre
Capital costs per puj
Annualised costs per pupil (in relation
community income)
Classroom utilisation ratio
Cost per patiel
Cost per be
Space per bed
Bed utilisation
Population per be
Doctor/nurse ratic
Medical staff/patient ratio
Medical staff/bed ratio
Cost per item delivery (e.g. vaccinati
Average il-patient sta
Population per clinic
Cost per square metre
Space per occupant
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5.0 Project Implementation and Monitoring

5.1 Overview

Project implementation starts from the time a project is approved by @@C and
funded through ACC (both foreign and local fundguieements). Project mobilisation
involves the co-ordination and allocation of resasr that serve to make the project
operational. Mobilisation tasks are directed to:

» establishing a project team
* obtaining the required manpower

e securing necessary authorisation in terms of fupdamd other necessary
support

Project mobilisation would require the management to develop a project
implementation plan and to establish an effectivganisation structure. For the
preparation of a project implementation plan, thejgrt management has to re-
establish the project objectives and set implentiemtgoriorities. In order to undertake
this task it would be advisable to prepare a Ptdjeeakdown Structure (PBS) so as to
develop outputs and activities which would achithesobjectives.

In addition, certain scheduling for implementatibas to be carried out. The
scheduling will translate the project plan intoidable, timed steps toward specific
objectives, and will also present the planned elgm@ activities and an acceptable
time scale. The scheduling will determine the ispequired (quality and quantity-and
functions or tasks to be performed) and will shbe $tarting and finishing time of the
various major component activities that must be mleted before the project can start
operation.

Financial mobilisation is another important aspéktt has to be taken into
consideration during the mobilisation phase. Fuaat$ budget allocations in adequate
amounts have to be available as required for trmeqr to be efficiently and
effectively implemented. Requests for funds andgetidallocations should comply
with the prevailing budgeting allocation and coipadion procedures.

Project implementation monitoring is the continuous process of assessing both the
efficient functioning of the project activities ithe context of the implementation
schedules and the efficient use of project inpiitgicial resources) to reach the
project objective(s). Project implementation moniitg is therefore closely linked to
the achievements as stated in the project impleatientplan. This reflects the project
design parameters developed during project fornwiadnd assessed at the stage of
project appraisal.

5.2 Project Implementation Planning

Organisational and Manpower Analysis
General

This is concerned with how and by whom the progwaiuld be executed and operated
S0 as to establish responsibility and accountgbilithe establishment of an efficient
implementation organisation and management is érleeokeys to the success of the
project. The implementation organisation and manant should indicate which
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entities are responsible for the various aspecgsajéct execution and operation. They
should have adequate authority, staffing, equipnent finance to undertake the
various functions. Thus the various entities h&wvebe provided with legal status,
function and authority.

Project Organisation
The project can be operated by three organisatginatures namely:

* Functional Organisational Structure
» Projectised Organisational Structure
* Matrix Type Organisational Structure

Functional Organisational Structure

This traditional model is used most prevalently @nid hierarchical in structure
(pyramid). This system is usually applicable wherejects are small in terms of
size and cost and only involve one or two functiaepartments.

Projectised Organisational Structure

This organisation is the opposite to functionalstire and requires a separate
management organisation. It is usually self-cordiand generally consists of all

functional units. This type of organisation wilhaeve a singleness of purpose and
have a clear perception of goals.

Matrix Type Organisational Structure

This is a multidimensional form of structure witletstandard vertical hierarchical
structure combined with a superimposed horizontaktire of a project manager.
This structure lies between the functional and gutiged structure and tends to
maximise the strengths and minimise the weaknesisesth the projectised and
functional structures. By this structure it is gibte to retain clear perception of
project goals without the need to set up a sepaxadyg as in the projectised form.
The major weakness is that the person at the pgrigeel is answerable to two
bosses i.e. vertically to his functional departmbeatd and horizontally to the
project manager/director.

Project Manager/Director

A successful project organisation needs a projectager/director with broad skills of
a general manager. In selecting a project mardigesfor certain criteria have to be
taken into consideration. The project manager/threenust be able to combine
technical knowledge required in the project withnagement abilities for leadership
of the entire project team.

Scheduling Techniques for Project Implementation
General

Successful management of project implementatiomireg careful planning, which
includes scheduling, to facilitate co-ordinationiter-related activities — hence the
need to prepare a detailed Project Implementatlan.PThe first step is to identify
components and activities involved in the impleraénh of the project. This can be
done by breaking the project down using the Progrtakdown Structure (PBS)
technique.
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The identified components/activities are then saletito provide a framework for co-
ordination, monitoring and control of the resouraeed. These scheduling techniques
include the Bar (Gantt) Chart and Network Analysis.

Project Breakdown Structure

PBS is a systematic method of identifying (in adiehical and structured manner) the
various activities involved in implementing a piie PBS diagrams are used as a first
step in the preparation of Bar (Gantt) Chart andwsek Analysis for projects. In
developing a PBS the following points should beedot

» subdivide the project into discrete and logical kvoackages or activities. This
should be done using the logical framework anali&sppendix 3)

» establish assignment of responsibilities for akntified tasks to specific
organisations and organisational elements (e.gisidiy, sector, officer-in-
charge)

» check proposed PBS against the reporting requiressmeh organisations
involved

Figure 5.1 presents a sample PBS of a health projeevel 1 indicates the main
project as a whole. Level 2 involves breaking dothe project into its main
components or sub-projects. Level 3 involves brepklown each of the individual
components into major implementation activitiest thaust be carried out from the
beginning of project implementation (i.e. after thmject or its funding has been
approved, involving pre-construction activities)tilrtotal completion (i.e. post-
construction stage). Level 4 shows the detailetttional activities that would be
undertaken by the implementing agency. For thegme of preparing the Project
Implementation Plan it is sufficient to identify jaaimplementation activities down to
Level 3.
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Figure 5.1 :

Level 1

Level 2

Level 3

Level 4

Project Breakdown Structure

SAMPLE
GENERAL HOSPITAL

WATER X-RAY CONSTRUCT 3 2 BLOCKS OF WATER MAIN BLOCK
SUPPLY DEPT. BLOCKS NURSES PUMP/TANK
CONNECTION HOSTELS
| |
| PRE-CONSTRUCTION | | CONSTRUCTION | | POST CONSTRUCTION
O PIB 0 Site take-over O Machinery and Equipment
O Site Determination 0 Site Preparation 0 Fixtures
O Land Acquisition O Construction Works
O Project Proposal O Facilities/Utilities
O Design 0 Handover
O Tender O
0 Preparation of Tender Documents (TTD)
0 Specification of Works
O Preparation of Bills of Quantity (BQ)
O Advertising Tender
O Tender Evaluation
0 Issuance of Letter of Acceptance
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Integrated Scheduling System

The second step in preparing a Project Implememtdian is to estimate the dates to
start and to end each of the major implementatictivides. These data can be
incorporated into the Integrated Scheduling Syqti&8) shown in Figure 5.2.

Figure 5.2 Integrated Scheduling System

Project No: Component No:
(if applicable)

Name of Project:
GENERAL HOSPITAL

Name of Component:
CONSTRUCT 2 BLOCKS OF NURSES' HOSTELS

Executing Agency:
MINISTRY OF HEALTH

Implementing Agency:
PUBLIC WORKS DEPARTMEN"

Codes District Ministry Dept.
Activity Planned Dates
Start Complete| Remarks

1. SITE DETERMINATION
2. LAND ACQUISITION

3. PROJECT BRIEF

4. DESIGN

5. TENDER

6. SITE TAKEOVER

7. SITE PREPARATION

8. CONSTRUCTION WORKS

9. UTILITIES

10. FIXTURES

11. MACHINERY AND EQUIPEMENT

12. HAND OVER/COMMISSIONING

Project Implementation Plan

On the basis of the PBS and the ISS it is relatiwttaightforward to prepare the
Project Implementation Plan. The preparation ef Bnoject Implementation Plan is
normally based on the preparation of the Bar (Gadttart supported by Network
Analysis (as appropriate).

The Bar (Gantt) Chart comprises horizontal bars each representing th@rma
implementation activities. The beginning and erattgp of the bar indicate the
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schedule start and finish times of the major ati¢isi The horizontal axis indicates the
time scale. An example of a Bar (Gantt) Chart o¢ of the components/sub-projects
of the sample health project is shown in Figure 5.3

The Bar (Gantt) Chart is a simple and effective wyghowing the implementation
status of the project and component activitiesmaprily for strategic purposes.
However, the Bar Chart is not able to show expidihe dependency relationships
among the activities. Hence a Bar Chart cannotutmphe effects of delays in
individual activities on the overall project comib®. Thus, the need, where
appropriate, to use the Network Analysis technique.

A network analysis is a logical diagram showing the relationship afiaties
involved in completing a project. This is an ade@e over the traditional Bar (Gantt)
Chart as the network diagram is able to show ttexHtlependencies among the various
activities and the effects of their changes on anether. There are two techniques
used in network analysis i.e. Critical Path Met{@PM) and Program Evaluation
Review Technique (PERT).

The difference between CPM and PERT is in estimatire time (duration) taken to
complete an activity. In CPM, the activity perfante time is deterministic and based
on past experience. In PERT, the activity perforogatime is based on probability.
The expected time is estimated as follows:

Expected time = (a + 4m + b)/6
where: a = optimistic time; m = most likely timeydab = pessimistic time

(Note:The formula is a weighted average with moeggt given to ‘m’ i.e. the most
likely time).

The network analysis also involves computing thiéicat path through the project
logical network and identifying the critical taskshich must be completed as
scheduled if the whole project is to be completedime. It will also help to identify
non-critical tasks whereby delays in completiorsath tasks will not delay the project
completion, unless they are so delayed so as ®ecashift of the critical path i.e. the
non-critical tasks became critical tasks.

Unless time is of the essence in completing thgeptpor the project proposal is
submitted by a technically competent planner orsatiant, it is considered sufficient
if the Bar (Gantt) Chart technique is used in prigathe Project Implementation
Plan.
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Figure 5.3 Project Implementation and Monitoring Plan (Bar Chart) for Sample Health Project

Component No : Name of Project : GENERAL HOSPITAL Budget WS$ Allocation : Line Department : MINISTRY OF HEALTH
District : Name of Component : CONSTRUCT 2 BLOCKS OF NURSES HOSTELS Component Cost : Ws$ Implementing Agency : PUBLIC WORKS DEPT.
Ministry : MINISTRY OF HEALTH
ACTIVITY 1996 1997 1998 1999 2000 2001
(R-Planned S-Actual) JIFIMIAIM]I JI JAISJOIN|D]I |FIMJAIMLI |I JA|S]OIN|DJI JFIMIA[M]I|I JA]S|OIN|D]I JF MJA[M]I |IJA]S]OIN|D|I JFIMJAIM]I JIJA]S|OIN]D]|JI |F [MJAIM]I ]I
A.PRE-CONSTRUCTION
1.SITEDETERMINATION R
(100%) |S
2.LAND ACQUISITION R
S
3.PROJECT BRIEF R
(100%) |S
4.DESIGN R
(100%) |S
5. TENDER R
(100%) |S
B. CONSTRUCTION
6.SITE TAKE OVER R
(100%) |S
7.SITEPREPARATION R
(100%) |S
8.CONSTRUCTION WORKS |R
(60%) |S
9. UTILITIES R
s g
10.FIXTURES R
S
11.MACHNINERY & R
EQUIPMENT s il
12.HAND OVER R
Gow |s Wl A
Name of Reporting Ofiicer : Post& Address TelNo. :
FaxNo.:
D ate : Legend : 'Planned .- Completed HHHN- Yetto be com pleted
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5.3 Project Implementation Monitoring
The steps in Project Implementation Monitoring asgollows:

« once MOF’s Budget Division (BD) has finalised theahcial arrangements
required for project implementation, it establislae®roject Co-ordinating
Committee (PCC)

 BD to call the first PCC meeting and submit a sciedor the PCC
meetings for the project implementation period

* at the first PCC meeting the Controlling Officer(Cof the Executive
Agency (EA) will submit:

= an updated and revised Project Implementation awditgring Plan
(Figure 5.3) which would include

0 a breakdown of the project in logical work packafgdivities)
for the project to reach its objective(s)

O the scheduling of the related work packages (diEs)i
= an updated and revised Project Costing Report (ABriE)

= a copy of the agreement with the Implementing Agetacimplement
the project.

= the scheduling of project implementation funds regjuents (as a
departmental budgetary output/sub-output) for éheted budget years

= a schedule of regular Project Implementation andildong Reportd
= a schedule of regular Project Costing Reports

» on the basis of the first PCC meeting, BD will @epan outline of the first
PCC report for submission to CDC

» CO will prepare Project Progress Reports (Annex &s2agreed with BD

« BD will submit the related Progress Reports witMamorandum as and
when required by the CDC

* EAJIA will at the completion of the report, prepaaeProject Completion
Report for endorsement by BD and submission to ¢&@ex 5.3).

The institutional responsibility of Project Implentation Monitoring rests with
BD, but the information base to undertake Projegilementation Monitoring is to
be provided by the CO.

The Role of the Project Co-ordinating Committee

The role of the PCC is twofold. Firstly, it willeba forum addressing project
implementation problems and issues related to grojamplementation
performance. Furthermore, the PCC will advise ossfide project variation orders

8 In case the project is donor funded, the repgriotmats may be adjusted to meet the requirenariise concerned donor, if appropriate and if the
scope of the donor reporting meets with the requémrs of BD.
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(including their financial implications) and/or neepts for additional funds.
Secondly, the PCC will serve as a forum and a mggtlace between the project
planners, the implementers and the policy decisi@kers. The reason for the
latter function is the need to maintain a focustenproject objective(s).

As the project has emanated from the related aisalyls the national policy

framework and the strategy to strengthen relatetbssl developments through the
implementation of projects and programmes, it iseaal to maintain a

continuous communication between the policy denisiwakers and the project
implementers to ensure that the outcome of theeptas in line with the related
policies and strategies.

The Role of the Executive Agency

The role of the EA (the responsible line ministggacy executing the project),
will be to ensure cost efficient functioning of tipeoject activities and timely
project implementation. In fulfilling this obligatn, the EA will report on a regular
basis to BD on the physical and the financial pesgrof project implementation.
In order to accomplish this task, the EA will entato an agreement with the
agency which will implement the project i.e. theplementing Agency (IA). In the
case of the implementer of a project being the &, referenced implementing
party would be the Technical Section of the EA d@ansultant appointed by the
EA to supervise the implementation of the project.

The Role of the Implementing Agency

As the responsible project implementer, the IA will a day-to-day basis monitor
the physical as well as the financial progressrofget implementation. This will
take the form of a continuous assessment of bahetficient functioning of the
project activities in meeting the implementatiohesdules and the efficient use of
the financial inputs allocated to the project. Bobj monitoring will in this
perspective be an internal project activity of tAeand an essential part of the day-
to-day management of project implementation. Regukeetings will be conducted
between the IA and the EA, the main purpose ohtketings being to identify and
solve possible implementation problems at an esidge.

Figure 5.4 illustrates the relationship between rtiristries/agencies involved in
project implementation.

9 The financial/economic implications of a variatiorder and/or a request for additional funds tagsessed by EPPD prior to the related PCC meeting.
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Figure 5.4: A Framework Outlining the Relationship between
Ministries/Agencies involved in Project Implementaion Monitoring
| Cabinet Developmgnt Commiti |

| Budget Division (MQF) |- l
Projec
| Executive Agenc | Cc-ordinating

B 3

[ Implementing Agency

v

| Project Manageme |

| Project Components |

Legend

I two way information flow

10 Sometimes the Implementing Agency may be Teah@ection of the Executive Agency or a Consuléggointed by the Executive Agency
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Annex 5.1 Project Costing Report
Project

Name of Reporting Office
Address

Telephone No.

Fax No.

Reporting Date

for Sample

Date

Health

Project No: Component No:
(if applicable)

Name of Project: Allocation:
GENERAL HOSPITAL WS$

Name of Component: Component Cost:
CONSTRUCT 2 BLOCKS OF NURSES’ HOSTELS WS$

Executing Agency: Expendituré®:

MINISTRY OF HEALTH (WS$)

Implementing Agency:
PUBLIC WORKS DEPARTMENT

Codes District Ministry

Dept.

Activity Costs

Expenditure
as per-

Original Revision?

Expenditure

centage of
original

SITE DETERMINATION

LAND ACQUISITION

PROJECT BRIEF

DESIGN

TENDER

SITE TAKEOVER

SITE PREPARATION
CONSTRUCTION WORKS

. UTILITIES

10. FIXTURES

11. MACHINERY AND EQUIPEMENT
12. HAND OVER/COMMISSIONING

© oNOo Ok wDNPRE

Total Costs

11 (till now)

12 each revision/variation order to be documenteal separate attachment for the approval of BD.
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Annex 5.2 Progress Report No. ( ) on Project: ( )

Purpose of Submission

The purpose of the submission to be elaborate@esmagpropriate) under one of
the following headings:

. Project progress report (state period reported on)
. Project variations

. Supplementary funds requested

. Other

Executing Agency
Implementing Agency
Previous CDC Meetings
Reference to be made to previous CDC meetings uhddollowing headings:

. Previous CDC actions requested
. Previous CDC actions completed

Funding Sources and Conditions

Funding to be elaborated under the following hegdin
. External assistance
. Local/Government contribution

Current Financial Status

The financial status of the project to be elabodaten under the following
headings:
. Total expenditure to date
. External funds received
. Local/Government resources approved
. Amount approved in current budget year
. Amounts already disbursed to or by Implementingwge

Additional Resources Requested

Requests for additional resources to be elaborasedunder the following
headings
. External
= Capital inputs
= Programme support
. Local/Government
= Capital inputs
= Programme support
= Recurrent costs.

Statements in Support of Submission

Statements in support of the submission to be madker the following
headings:

. Status report on implementation (% physical connghgt

. Balance of project still to be completed
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10.
11.

12.
13.

= Remaining works or other activities
= Revised implementation schedule
= Revised total project costs
00 Capital costs
J Recurrent costs
. Reason for request of project variation, additiohaids etc.

Possible Implications on Project
The possible implications of the project to be etabed on under the following

headings:

. Project financial and economic rate of return
. Project reaching its objectives

. Project sustainability

Summary of Issues
Recommendations for Consideration
An outline of the recommendations for CDC’s corsitien
Signature of Executive Agency
Date
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Annex 5.3a Project Completion Report on Project( )

The Project Completion report to be prepared abnewt below and submitted by the
Executing Agency to BD of the Ministry of Finanoghich in turn will prepare a

Memorandum (Annex 5.3b) as the basis for the Ptapmmpletion Report to be

submitted to CDC for consideration.

The format of the Project Completion Report todellthe outline given below.

Purpose of Submission
Executing Agency

Implementing Agency

P 0w NPR

Previous CDC Meetings Reference to be made to previous CDC meetings
under the following headings:

= Qutline Project Progress Reports submitted to CDB€ actions requested

5. Status at Project CompletionOutline on the status of the project under the
following headings:
= Achievements made
= Project hand over to Operating Agency (OA)
= Capability and capacity of OA to operate the profec the project to meet
its objectives (availability of qualified personpel
= Management structure of OA

6. Funding Sources and Payments Status

Funding to be elaborated under the following headin
= External assistance

= Local/Government contribution

» Funding requirements of the OA (recurrent costs)

7. Financial Status
The financial status of the project to be elabodaten under the following
headings:
= Total Expenditure
= External funds received
= | ocal/Government resources received

8. Possible Implications on Project

The possible implications of the project to be ela@bed on under the following
headings:

= Project financial and economic rate of return

= Project reaching its objectives

= Project sustainability

= Requirements for further external assistance.

9. Summary of Issues

10.Recommendations for Consideration
An outline of the recommendations for CDC'’s consitien

11.Signature of Executing Agency

12.Date
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Annex 5.3b Memorandum on Project Completion Reporion
Project:( )

submitted by (Agency) for Cabinet Development Comntiee

CDC Secretariat use only

CDC Paper No.

Salient Project Features
Project Objective(s):
Original Approved Cost:
Latest Approved Cost: (date)

Original IRR":
Latest IRR: (date)
Donor:

BD Comments:

Recommendations:

The Memorandum is an assessment of the projets abmpletion prepared by the
Executing Agency. The Memorandum to be prepareBbynd submitted to CDC
for consideration.

27 if costs and benefits can not be describechanfiial and/or economic terms, benefits and cosbe t

elaborated on within the concept of project coftativeness.
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6.0 Project Evaluation

6.1 Overview

Project evaluation is project appraisal in revars¢éhe sense that it takes place after
project implementation has commenced and focudesti@in on what has actually
been achieved. An evaluation attempts to:

» critically re-examine, in the light of subsequembjpct implementation, the
project rationale stated in the formulation andrajgal documents

» determine the adequacy of the project to overcdraadentified constraints to
be solved and thus to promote desired changes

* compare the actual attainments with the targetarsg@tidentify the reasons for
shortfalls or over- achievements

» assess the efficiency of project implementationcedures and the quality of
managerial performance

» determine the financial and economic efficiencyhaf project

» determine the effects and impacts (including thérenmental impact) of the
project

» present the lessons learned and the recommendé#iai®llow from them.

This broad agenda will not necessarily be achienezliery case, and some parts of it
should only be undertaken selectively. Neverthelessgives the scope of the
evaluation function. This chapter discusses thestamive focus and types of
evaluation undertaken for development projects.

6.2 Formal Project Evaluation

Formal project evaluation as conceived in this Mdnsi an independent evaluation of
the original design features of the project thauges attention on the following main
features of the project:

i) performance of the project
i) output, effects, and impact of the project
iii) economic and financial efficiency of the project

Performance

The best understood element of an evaluation is$sessment of performance of the
project. This, broadly defined, includes a revievalb the activities undertaken by the
project to achieve its originally stated objectivEeese could range from constructing
physical infrastructure through providing techniadvice to beneficiaries and/or
departmental services to the community. A perfortearevaluation requires a
comprehensive, retrospective look at the projeminfits inception to the time of the
evaluation. The items usually covered in such aiuation include the following.

* Project identification, preparation, and appraisalhe review should include
an assessment of the quality of project identificgtthe Project Proposal and
the feasibility studies undertaken, the commitmamd the capability of the
executing/implementing agencies and the adequadhefProject Appraisal
Report
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* Project specification.The objectives, components, activities, targets and
underlying intervention models should be review8decific questions which
an evaluation seeks to answer are: How were thgeqil® objectives
determined? Were they consistent with national gbalVere the project
components and strategies adequate to achieveathetd? Were the targets
realistic? Was the intervention model basicallyrsiiu

 Timing of project start-up and implementatiomhe usual questions for
evaluation are: Was there an unusual delay intdré-gp? If so, what were the
reasons and the possible repercussions for thegbPojVas the project able to
complete the various activities within the stipathtimes?

» Services and inputs providet@ihe adequacy of the supply of the services and
inputs to be provided by the project. The main tapaf development projects
fall into the following categories: physical inftagcture - quantity and quality
of construction and whether it was completed wheeded; the required
timings of utilisation; the required inputs - volapquality, and timely supply
of inputs including project funding and materiadsisces and institutional
building aspects i.e. the extent to which publid gmivate institutions were
developed or strengthened.

* Managerial performancelhe overall performance of the managers; were they
able to manage and supervise project activitiescéffely? Did they establish
necessary linkages with Governmental agencies aivt® organisations?
Were they task-oriented? Were the human and mhtexsmurces properly
utilised?

« Financial performanceFinancial outlays to be compared with the original
costs and budgets to examine whether the finamaigets and covenants in
project agreements were fulfiled and whether imegal there has been
satisfactory financial control. How were cost oues financed and underruns
re-deployed?

» Economic performancedow does the economic performance at the point of
evaluation compare with the economic evaluationeutadten at the time of
project formulation.

Most of the information required for the evaluatminproject performance is available
within project documents, financial and administ@trecords and secondary data
available from the executing and implementing agencThese may need to be
supplemented by interviews with principal projetetfsand representatives of relevant
institutions. If a satisfactory management inforimatsystem has been set up, the
required data will be readily available

Output, Effects and Impacts

The second focus for the evaluation is on the dugftects and impact of the project.
It will also include any environmental impact otliean those which were predicted at
the time of project formulation. A review of penfisance alone fails to provide a firm
basis for such an assessment. It is quite podsibhdl the activities and tasks expected
of a project to be completed satisfactorily witkie stipulated time and resources and
yet not lead to the anticipated results. For exampgkrvice centres have been
constructed and the feeder roads linking benefesato these centres have been
established, but the extension centres remainesednOr participatory organisations
have been established, but they may have failededch of these instances, an
evaluation confined to project implementation basedhe original intervention model
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alone, would conclude that the project had sucakeakthough this would not have
been the case. In development projects, as in affegras of human endeavour, well-
planned, sincerely executed efforts do not neciggaoduce the desired results.

When they are implemented, development projectergé® multiple chain reactions
that cannot always be anticipated. Some benefegadp benefit, but others may be
displaced or disadvantaged by economic forces shézhby the accrual of the initial
benefits resulting from these chain reactions.

Economic and Financial Efficiency

One of the prime objectives of an evaluation isd&germine the efficiency of the

project by computing financial and economic rategeturn on the funds invested in it.

Such returns are estimated at the time of progotdilation and appraisal on the basis
of output models. The purpose of a re-computatotoidetermine, first, whether the

original estimates proved to be realistic and, sdcthe reasons for and implications
of any significant variations.

6.3 The Project Cycle and Types of Evaluations
Project evaluation is carried out at one or morthde stages of the project cycle:

* during implementation, when there is definite enicke that the project will not
meet its objectives

» atthe end of implementation, when the project fingds in its final stages

e some years after the project’'s termination, whenlaing-term effects and
impact are visible.

These are known as pre-project completion, ternandl post-project evaluations. The
distinction between pre-project completion and mnteal evaluation is not always
clear when projects are funded in successive phisesich cases, an evaluation can
be construed as pre-project completion or terndeg@lending on its recommendations.
If the recommendation is to undertake a major rigdethat will lead to a radically
different second phase, the evaluation might bardegl as the terminal one of the first
phase. The distinction and nomenclature are otterastic.

Pre-project Completion Evaluation

A pre-project completion evaluation is carried duting project implementation. It is

often a result of the project not meeting its depeient objectives. The distinction
from later evaluations is that corrections to therent project still can be made on the
basis of its findings and recommendations. The @rymfocus of a pre-project

completion evaluation is on project performana; i.

* organisational structure and management capabijlitiprogress and
problems in staff recruitment and placement, abtlit get such necessary
resources as office space and transportation fajeqr staff, and
establishment of organisational linkages with wasioGovernmental
agencies and organisations

e procurement and payment of the necessary goodssandces from
national and international sources (in many prsjegtocurement/payment
delays become a major obstacle to effective prafeplementation)

* progress in establishing delivery systems for sgipplthe necessary inputs
and services to the target population
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* progress in building physical infrastructure

» volume and quality of inputs and services

* initial response by the target population to thauils and services

* preliminary indications about emerging outputs

» changes in the environment since appraisal whiah léely to affect
performance during the remaining implementation

At this stage it will not be possible to assessdfiects and impact of the project. At
best the evaluation can critically examine the iooitg validity of the assumptions on
which the projections of likely impact were based af necessary, amend these in the
light of developing circumstances.

Well-considered pre-project completion evaluatioas lead to suitable modifications
in project design or strategies and they can keuimental in:

» changing the nature of the inputs and services
* in modifying the intervention approach
» shifting the emphasis among target groups

Project Completion Evaluation

A project completion evaluation (also known as @jqmt completion report) is
conducted when the funding for the project comeartend, although that does not
mean that the services and inputs being supplietthdyproject cease. In most cases it
is assumed that the services will be institutis®diwithin the system.

The scope of a project completion evaluation isadey than that of a pre-project
completion evaluation because, firstly, the longere available for review should
facilitate a reasonable assessment of the initighuds and effects and secondly, the
completion of funding requires a careful examinatdd the performance in which all
responsible parties are involved.

Furthermore, in most cases, the forecast of theaangf the project can most likely be
improved on the basis of the evidence accumulabeithgl the project implementation.
Linked with the estimation of impact are two itemkich may be explored in project
completion evaluations: the sustainability of thenéfits accruing to the target
population and the rates of return on investments.

A project completion evaluation needs to examire shstainability of the benefits
because once external funding ends many servicesputs are either discontinued or
drastically reduced in quality or quantity. Reletvgaestions for a project completion
evaluation include: What are the realistic prospaift sustaining the benefits in the
long term? What would be the consequences for grajapact if this does not

happen? And what can be done about it? (It shdwdiever, be noted that it is not
always possible to obtain an accurate picture ef fhoject’s sustainability at this

stage).

The rates of financial and economic returns catedlaat the time of project

completion evaluation should be more realistic aedurate than earlier estimates,
because at least some of the data required forc#ieulation are known with

reasonable accuracy.

To search out the most relevant data, the propoptetion evaluation should review a
wide range of data and information gathered fromows sources. In addition to the
project records, documents, and outputs of the gemant information system, a
search should be made for secondary data thatedegant for a comparison. If
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necessary, the project completion evaluation shoirdlude studies of the
beneficiaries’ perceptions of the project’s bersedihd of the impact on their lives.

The recommendations for a project completion evedoaunlike those of a pre-project
completion evaluation, are primarily meant to im@ahe planning and design of
future projects. In some cases, the future projewy be a second phase of the one
under evaluation, in which case the lessons lednagd a direct relevance.

Post Project Evaluation

Post project evaluation is often referred to aspaet evaluations” or ex-post
evaluations. Post project evaluation is desigredrain-depth study of the impact of
an intervention and is usually carried out somes/edter completion of its funded
implementation. There are two reasons for condgatx-post evaluations. Firstly, as
stated above, much of the lasting impact will netuisible at the time the project
comes to an end. Second, such impact as is détettehe time of the project
completion evaluation might prove transitory. Nacammonly, development projects
which show promising gains in the early years dirttoperations fail to sustain the
gains in the long term.

6.4 Criteria for Undertaking Project Evaluation

There are normally three institutions which wouttviae the Government to undertake
project evaluations:

» donor (financing major part of the project)

- EPPD

 BD

Donor

The donor financing major part of the project woanlokmally stipulate the required

project evaluations to be undertaken in the MoWeigbetween the Government and
the donor. As the aim of the related evaluationsld/be the same for the Government
and the respective donor, it would be appropriatendertake joint project evaluations.
This would mean the preparation of joint TOR foe tlespective project evaluations
and ensure that Government representatives are ererobthe evaluation team.

EPPD

As the Project Appraisal Report prepared by EPP stigulate project evaluation(s)

at certain stages of the project cycle, EPPD maysadCDC on the scope and nature
of project evaluations as well as whether the eatadn should be carried out by an ad
hoc committee or whether the evaluation should &eied out by an independent
entity.

BD

As BD is the responsible agency for overall projegplementation monitoring, it is
responsible for proposing the need to undertak¢egraevaluations, including the
scope and nature of project evaluations, to CDC.s Ttvould include a
recommendation on whether the evaluation could &mied out by an ad hoc
committee or whether the evaluation should be edrout by an independent entity.
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6.5

Institutional Responsibility

At the completion of a joint evaluation, EPPD ispi@pare a Memorandum (Annex
6.3) attaching the evaluation report for submissw@DC (see Annexes 6.1 and 6.2).

If joint project evaluations can not be carriede tiholes and responsibilities of
Government agencies/committees for project evaloatare as follows:

)

EPPD to advise the CDC (through the CDC Secrejamat project

evaluations on the basis of the related proposadslemin the Project
Appraisal Report.

BD to advise, as part of its reporting respongipibn project implementation
progress, on the scope and nature of project etaiuto CDC (through the
CDC Secretariat).

the decision as to whether project evaluation shbel carried out by an ad
hoc committee (including its compositiGhpr by a completely independent
body would rest with the CDC.

at the completion of a Project Evaluation, EPPDptepare Memorandum

(Annex 6.3) attaching a copy of the project evatmateport for submission

to CDC.

13 EPPD could act as the secretariat
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Annex 6.1 Project Evaluation

The focus and structure of a project evaluationorépdepends on whether the
evaluation addresses the project during project lementation, i.e. Pre-project
Completion, at project completion, i.e. Project Guetion Evaluation or after the
project has been operational for some time, i.estFRroject Evaluation. Bearing in
mind these stages of project evaluation the outina project evaluation report given
below can, together with the outline given in Cleafit, be used as a guideline. At the
end of this Annex 6.1 is given a guideline forroagfproject evaluation report.

1. The Project

. Project title
. Stage of project evaluation
2. Project Performance

An evaluation of the performance of the project ascomprehensive,
retrospective look at the project from its inceptio the time of the evaluation.
In this context the orientation and focus of thaleation should be on the
project during implementation i.e. pre-completion ai the stage when the
project has been completed i.e. project completion.

. Project identification, formulation and appraisal
A review of the how the project was identified, thmlity of the PIB
(Annex 2.4b), the Project Proposal (Annex 2.5b) dmel feasibility
studies undertaken, the commitment and the capabilf the
executing/implementing agencies and the adequacyhef Project
Appraisal (Annex 5.1).

. Project specification.
A review of the objectives, components, activitigets, assumptions
and underlying intervention models. Specific gquesti which an
evaluation seeks to answer are: How were the ptgjecbjectives
determined? Were they consistent with national go&Vere the project
components and strategies adequate to achieveatigets? Were the
targets realistic? Was the intervention model balyycsound?

. Timing of project start-up and implementation.
The usual questions for evaluation are: Was thaerauausual delay in
the start-up? If so, what were the reasons and tassible
repercussions for the project? Was the project ablecomplete the
various activities within the stipulated times?

. Services and inputs provided.

A review of the adequacy of the supply of the sesvand inputs to be
provided by the project. The main inputs of develept projects fall
into the following categories: physical infrastruc¢ - quantity and
quality of construction and whether it was compdetéhen needed; the
required timings of utilisation; the required ingut volume, quality,
and timely supply of inputs, such as project fugdirand
materials/services and institution building aspects the extent to
which public and private institutions were develdpe strengthened.

. Managerial performance.
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A review of the overall performance of the manageese they able to
manage and supervise project activities effectéld they establish
necessary linkages with Governmental agencies andatp
organisations e.g. through the PCC ? Were they-tagnted? Were
the human and material resources properly utilised?

. Financial performance.
A review of the financial outlays to be comparethwie original costs
and budgets to examine whether the financial targetd covenants in
project agreements were fulfilled and whether, eneral, there was
satisfactory financial control. How were cost owers financed and
underruns re-deployed?

. Economic performance.
How does the economic performance at the poinvaluation compare
with the economic evaluation undertaken at the tiofe project
formulation.

3. Outputs, Effects and Impacts

This Section focuses on whether the project hashexh the development
objectives which the project was set out to reathha inception. In this
context the orientation of the evaluation structuosvards the outputs, the
effects and the impacts which the project has (@as hot) achieved in a
sustainable manner after the project has been djmeral for some time.

4. Economic and Financial Efficiency.
This Section deals with the re-computation of thediom to long term
economic and financial rate of return on the fuiigested in the projett In
this context the orientation should be towards ldmy term sustainability of
the project.

14 in case project formulation has been based sneftectiveness analysis rather than cost-bearétysis, this Section should reflect the costetffeness of

the project accordingly
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Annex 6.2 Format for Project Evaluation Reports
Executive Summary of Conclusions and Recommendatii® pages)

1. Introduction
» Background of the evaluation
» Brief description of the project
» Evaluation methodology including the general apmtoaised, main sources of
data , professional profile of evaluation team dmditations associated with
methodology and approach.
» Structure of report
2. Project relevance
» Rationale and context of the project at its incexpti
» Changes in project context during implementation
* Relevance of project in relation to developmentoqities ( at the time of
evaluation and in relation to priorities at variousvels - national, regional,
district and local levels)
3. Efficiency
» Project progress compared to plans
» Costs and utilisation of resources compared to letidgnd plans
» Achievement of results
* Results in relation to resource utilisation
4. Effectiveness
» Expected achievement of objectives when the prajestdesigned
* Actual or expected achievement of objectives atitine of evaluation
» Factors and processes affecting achievement otbwgs.
5. Impact of the project
» Local priorities, needs and demands
» Foreseen and unforeseen impact on target groupso#met affected parties
» Foreseen and unforeseen impacts at the institutileve|
» Other major impacts of the project
» Factors and processes which explain project impacts
6. Sustainability
» The extent to which the project is/will becomeaunsble
» Factors affecting sustainability (political, insitional, economic and financial,
technological, socio-cultural and environmental)
7. Issues and Lessons learned
* Operational issues and lessons ( related to thgeptatself)
» Developmental issues and lessons ( related to dle@lsconsequences of the
project)
8. Conclusions and recommendations
» Conclusions (facts)
* Recommendations (future)
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Annex 6.3 Memorandum on Project Evaluation

CDC Paper No.

Memorandum
on
Project Evaluation
on
Project:( )
submitted by
(Agency)
for
Cabinet Development Committee

Salient Project Features

Project Objectives(s):
Original Capital Cost Approval:

Latest Capital Cost Approval: at@
Original External Funding Approved:
Latest External Funding Approved: &at
Original IRR*:
Latest IRR: (date)
Donor:

Issues:

The Memorandum is an assessment of the projectiai@h report prepared by
the Executive Agency. The Memorandum to be pregaré&PPD and submitted to
CDC for consideration.

15 if costs and benefits can not be described in imand/or economic terms, benefits and costeteléborated on
within the concept of project cost-effectiveness).
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Appendix 1 Format for Consultancy Terms of Referene
1. Introduction

. Explain the reason for carrying out the study/cdtancy
assignment

. What is the nature of the assignment
2. Objectives of the Study

. Details of the key objectives of the assignmenty vid the
consultancy required
. Quantify the nature of the outputs and recommendatiexpected

e.g.; detailed feasibility study with economic dfieial returns;
technical designs and specifications, draft ledisla institutional
framework, operational manuals etc.

3. Background to the Project, Sector or Issue
. Short history of the sector and the issues to baied
. Current situation affecting the sector/issues
4. Issues to be Studied
. An outline of the main issues to be studied ($hiké central part of
the TOR as it sets out what the consultant is dgddo do.
. The Consultant should be encouraged to elaborateaduitional

important items as they may arise in the coursheftudy.
5. Plan of Work

. The methodology and the approach of work could b#ined
although this is normally the duty of the Consultimelaborate on
his/her proposed approach to complete the assighnTéms would
provide a guidance to negotiate the final methogglon how the
Consultant should proceed with the work

. The same approach should be applied to field issudr surveys
required
6. Expertise required
. The range of consultancy skills required shoulebiined
7. Reporting

. Responsible agency for guiding study and monitoring
progress(Project Co-ordinating Committee)

. Time frame of the study, reports and other suppgridocumentation
to be produced

. Reference made to relevant reports and formatsngineManual on
PPP.

8. Conflict of Interest

. Possible conflict of interest to be elaborated upsrappropriate.

67



Appendix 2 Techniques for Feasibility Study Prepaation

Market Research and Analysis

General

Market research and analysis should be carriefbotihe following main reasons:
» to establish whether the goods and services to rbeided by a new
productive unit are required by the community @eenand), and
» to estimate the volume which it would wish to acquit given prices

There can be no discussion of profitability or lné bther aspects of the feasibility
study if there is no demand for the product. Thenefthe market study should
include the following elements:
» determination of potential demand for the projectgput and the volume
at given price range
e target group
» time frame for the demand

This study would be relevant both to projects whicbduce “marketable” goods

and services (commercial products) as well as tsehwhich do not, such as
schools, hospitals, roads and the like. In theedatase, which are termed broadly
as social goods and are supplied ‘free’ (due toatheence of a market price), it is
more difficult to estimate the volume of demandhis] however, does not mean
that a needs analysis can be igndted

Steps in a Market Analysis

Market analysis is sometimes conducted prior tala féasibility study if this
parameter or variable is considered very signititarthe success or failure of the
project. It is only after completion of this stutlyat subsequent aspects in the
feasibility study can follow.

The market analysis should seek to determine thenimg aspects:
» the size, nature and growth potential of total dedrf@r the product
» the supply situation and the nature of competition
» the description and price of the product to be sold
» the different factors affecting the market
» the appropriate marketing programme for the product

Demand in Project Study

The analysis of the demand is to identify the ne#dbe consumers and determine
whether they are willing and have the capabilitp&y for a given product.

The size, nature and growth of total demand foraayct may be determined as
follows:
* who and where is the market?

16 in case the quantitative assessments of thditseme considered unreliable, a cost-effectiveresmlysis may be carried out (Section 4.2)
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* segmentation of the market according to type, mamifeuse, income
classification, location, age, etc. the manner @fjnsenting the market
would depend on the type of product being consitlere

* what is the total domestic demand from the histpadmt of view?

» is there a foreign market, past trends, futuregmtajns, competition and
comparative advantages.

» evaluate demand growth patterns in the past andqirfuture demand by
applying appropriate projection methods.

Supply
The supply situation may be determined as follows:
» who and where are the direct competitors? Clasisdyn according to size,
product quality, location, performance and markegnsent performance.
Are there only a few big firms producing the prodbeing considered
(oligopoly or cartels operating)?  Are there mamall firms with no
single firm controlling the market? Or is it an usdry of big and small
firms? The type of competition in existence woirfluence the decision
on production capacity and marketing strategies.
» determine historical domestic supply as comprisgtbbal production and
imports.
» if there is a foreign market, determine the hist@risupply patterns in the
targeted countries as comprised by their local pectidn and imports.
» evaluate supply growth patterns and project futsueply by applying
appropriate projection methods.

Demand-Supply Analysis

Once the data on demand and supply situations Hees established, the
following analysis is carried out:
» compare the demand and supply trends
» determine the unsatisfied amount of demand
» if demand appears to be fairly satisfied by suppbnsider
= whether the factors affecting the market may disthe equilibrium so
as to cause demand to grow faster than supply
= whether the quantity of the product is such thataty create additional
demand or redirect part of the existing demandksifiavour
» determine the market share using the proposed ptioduvolume (as
determined in the technical analysis) as agaiestdtal market size
» conduct a price study
» identify other factors affecting the market
» draw up a marketing plan

Product Description and Price Study

In addition, the following are taken into consideya with regard to product
description and price study:

* name of the product

» properties of the product (physical, chemical,)etc.

» uses of the product (as finished product, interaiedjoods)

* major users of the product (individuals, firms gtc.
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In economic theory, the price is determined maibly the demand-supply
situation. An increase in demand with supply camstaill normally lead to
increase in prices. The reverse would result énlohvering of prices. Without any
change in demand or supply, prices may go up ifcth& of inputs such as raw
materials rise, or prices may decline if the Goweent decides to subsidise
production. Keeping all these in mind, the pritcedg may be conducted as
follows:
» determine the selling prices of all similar andstitbte products
* what is the historical pricing of these productscliding the range and
fluctuations) and establish the factors that wiflience their fluctuations
over time
» determine the responsiveness of demand to priaegelsa
» establish the product’s selling price

Factors affecting the Market

There are certain factors affecting the market ey be quantified or predicted:
« demand may be significantly affected by populatigrowth, income
changes, taste, rural/urban development, prices sobstitute and
complementary products, and marketing techniqguet s advertising,
promotions, credit policies etc.

* supply may be influenced by the development of suits products, the
entry or exit of firms from the market place, sagscand costs of
production, government policies, technology, avality, etc.

» prices may be affected by production costs, primatrols, inflation, price
of substitutes, etc.

Marketing Programme

The final aspects of a market analysis would comdia comprehensive marketing
programme as follows:
» Determine the types of marketing programme prevailerthe particular
business sector and gauge their respective eféexss
» Draw up a marketing plan that identifies and defittee target market, the
selling price, the packaging, the distribution netiy the sales management
mechanism and promotion activities. The importemtnponents of the
marketing programme may best be summarised by4ti&s* i.e. product,
price, place (distribution) and promotion
» Design the marketing organisation which will implemh the plan and
determine the costs.

Conclusion

As in other studies, that of the market includes stages: the collection of data
and the establishment of empirical basis for tleéaboration and analysis. Data
collection is part of identifying the needs of comers and determining whether
they are willing and have the capability to pay fbe products. In forecasting
demand, it is necessary to take into consideratanonly production and import
figures of the past, but also such other factorsciaslit availability, income

distribution, population growth, price variationage composition, degree of
urbanisation, taste and preferences, money su@Dp etc. Thus, the analysis
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and elaboration stage will involve analysing botAcno economic variables, i.e.,
economic data that add up the activities of consanfems, government and the
import-export sectors; and microeconomics varighles data on the level of the
individual firm or at least on the level of an irstity grouping. It should answer
the fundamental questions of the study:
* how much can be sold? i.e. who and where is theehdtotal domestic
demand and/or foreign market)?
» atwhat price?
 what are the marketing problems of the product? ire¢dindirect
competitors, growth patterns etc.).

Technical Analysis

General

Technical analysis is used to establish whethenaira project is technically
feasible and to provide tentative alternativesdioi@ve the project’s objectives. It
is an attempt to determine the following:
 how well the technical requirements of the projeanh be met i.e. a
discussion of issues such as
= appropriate technology
= transfer of technology
= skills (management and technical);
» which location would be the most advantageous, and
* what would be the optimum size of a plant

Steps in Technical Analysis

The technical feasibility analysis should considarious aspects and alternatives
of a project as follows:

* preliminary research and testing;

» selection of the production process (use of apptpitechnology, labour

intensive, capital intensive etc.);

» specification of operating and assembly equipment;

* location, buildings and site layout;

* plant layout;

» supplementary engineering works;

» efficiency;

» flexibility of productive capacity;

» work schedules;

» size of the project;

e organisation and management

Preliminary Research and Testing

Most engineering projects require a certain amoeaintpreliminary tests and
research. These tests cover widely varied mattgiraple strength tests of the site
for the construction of buildings: laboratory otopiplant tests of the possibilities
of using certain raw materials or processes, aadctnditions under which such
uses will be possible; experiments with new craopstallurgical research into the
treatment of ores, etc.
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The project itself need only contain a clear sunynmdrthe information regarding
these tests and research; the complete text séfpective reports may be attached
as appendices.

Selection and Description of the Production Process

In many cases there may be no problems regardiagotbduction process or

system, but in others complexities and alternatarese which should be explained

together with the solutions offered, in relationth® preliminary research. To

provide clarity and better presentation, the preaz be described by the use of
simple drawings or flow diagrams.

Selection and Specification of Equipment

There are two stages in the selection of equipment:
» choice of the type, in order to draw up the speatfons for the tender
» selection between the various equipment of the wip@sen in order to
decide between the tenders.

Selection of the type of equipment will be influedcby the nature of the process,
the scale of production and the degree of mechi@misaall of which are closely
inter-related. It may often happen, for instantieat a certain degree of
mechanisation is only applicable above a certaodyction level, and similarly
certain processes lend themselves better to mesaiaom than others. The type of
production is thus related to the degree of medadion and automation.

The analysis of tenders for a given technologyngireering solution is not only a
question of choosing the lowest tender in directinge but also entails other
considerations such as:

» specifications or suitability for the type or ravaterials

* minimum risk of obsolescence

* commitments for technical assistance and techndi@msfer

» alternative plant sizes/design flexibility

* maintenance and availability of spare parts

-+ cost factors and operating conditions

Sometimes the problem is further complicated bgriitial considerations relating
to the nationality of the source of supply. Crddiilities, rate of interest, type of
foreign currency required -convertible or not - astter considerations may also
play an important part in the decision.

Location, Buildings and Site Layout

The technical feasibility analysis of a project eegs largely on the proposed
location as substantial differences usually exighe availability, quality and costs
of the various requirements in an alternative liocat Projects whose technical
requirements could have been well taken care ain@ location sometimes fail
because they are established in another place wberditions are less favourable.
In other words, a project situated in a locatioattls remote from services and
supply sources such as experienced labour force&ketpaaw materials, utilities

and other requirements would be operating withdliaatages.
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An engineering project should include estimateshef size and characteristics of
the buildings required for production and site latyoFor agricultural projects this
might include animal shelters, barns, crop stomage similar buildings; for mines
they will be the surface buildings for housing maehy, work-shops, etc. The
problem acquires special interest in the case ofufis@turing industry because the
distribution of the industrial buildings has an ion@ant bearing on the handling
and flow of raw materials, materials in processnofnufacture and finished
products.

Reception areas, stores, central workshops andr atistallations must be
functionally situated in relation to the main fagtduilding and transport services.
The other important factor for consideration is imality of space for future

expansion. This means adequate land with acceppdiylsical characteristics.

Plant Layout

The efficiency of a project such as a manufactuopgration depends to a great
extent on the layout of the plant and equipmentesithis can lead to economy in
movement and the flow of material and processe®lilyesaving time and money.
Some other factors which need attention in playguaare:

» storage space for raw materials and supplies

» space for internal transport

» utilities service systems including waste disposal

* interdepartmental communication

» future expansion flexibility

* environmental considerations

Supplementary Engineering Works

Projects must often cover additional installatiomsupply the services needed for
actual production or for the employees/persons wiilb work on the project.
Consideration of these supplementary works arigiom the project’s technical
requirements - industrial water, electric power amilar items - will be more
exacting than in the case of those needed to seeveopulation.

The quality and quantity of the buildings for hawgsi camps and welfare services
for example be more flexible since in this casedtierion will be both economic
and social, and will vary with circumstances. Auson has to be sought which is
reasonable in cost, but which will at the same tpravide the minimum comfort
required by the workers and employees.

This association of various supplementary projedtd the principal or central
project may be indispensable in the case of agumll mining or industrial
projects, which because of their nature must heattl close to natural resources
and far from urban centres.

Efficiency

Once the manufacturing method, the size of thetpdand the arrangement of
equipment and buildings has been decided, it wellgossible to calculate the
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volume of each type of input required by the prpjémth for installation and
operation. Once the volume has been determingtiysical terms, operating and
input costs can be estimated. Moreover, this velserves as a useful element of
comparison when appraising the estimated admitisrand operating efficiency
of the enterprise.

The volume of input according to the physical psses employed, the quality of
the available raw materials and the experiencetloéroplants, can be estimated
with the help of preliminary technical researcih. alldition to the purely technical
factors, these estimates should also take into umtcthe industry’s general

administrative and technical organisation and thality of the labour available.

This may lead to specific recommendations regardimg organisation and

administrative structure of the enterprise, tragnioontracting of advisers, etc. It
may be also necessary to have laboratories fortebknical checking of raw

materials, the actual production process and fimatlucts as part of the quality
control in accordance with the required specifaagi

Flexibility of Production Capacity

The need for flexibility in production capacity & times a result of seasonal
demand. At others, it may depend on temporarytditions in the availability of
raw materials, or a tight financial situation, whiimeans that production has to be
started on a limited scale in first stage. Naturdéhere are limitations in the
approach to these problems, but if the conditiorstioned should exist, solutions
should be sought which will tend to facilitate hamous growth and permit
flexibility of operation with minimum drawbacks,terference and cost.

Work Schedules

The schedule of project implementation from projpotparation through plant
start-up and the identification of potential causkdelay is one aspect of technical
study. There must be realistic schedules whichonbt include all activities from
engineering design through land purchase/acquisiticonstruction and
procurement, to testing of equipment and trainiadf siecessary for the successful
completion of the project. These schedules shd@darranged in a coherent
sequence. The estimates of realistic schedulgsrins of timing and cost are
drawn up from experience with comparable projectsthe same or similar
environment.

The work schedule in a manufacturing project mustuee that the entry into
operation is synchronised with the arrival or aadaility of raw materials. Even if
the raw materials are to be produced locally oth®y plant itself, the scheduled
arrival of material such as the concept of ‘justtime’ should be given serious
consideration. Conversely, if some of the materralst be imported, the work
schedule must include the placing of the ordersadhrthe approval of necessary
permits, transportation, so that their arrival w#l synchronised with the entry into
operation of the enterprise.

Size of Projects

The size of a project usually means its productiapacity during a normal
operating period. Owing to the need for provisitarsoperating flexibility to meet
demand fluctuations, the normal output will seldiw® 100% of the installed
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capacity. Size is sometimes expressed in termghef number of persons
employed, the capital involved, or some other unitgowever, whatever unit of
measurement this may be, the optimum size and ¢se Ibcation will be those
which will lead the most flexible operating effioiey and to the most favourable
financial result.

Some important factors in considering the sizerofgets are:

» the volume of demand to be met

» the relationship between size (or scale of prodagtithe technology and
investment

» the relationship between size and location or theggaphical distribution
of the market

» the problem between size and financing of capésburces for the project

» administrative experience and capacity

Conclusion

Since the technical analysis would cover both esmjiimg and non-engineering
aspects of a project, a checklist would definitedyp a project officer in managing
his/her varied tasks, even if a consulting firm bagn appointed. The checklist
would include those aspects that have been coarede and, amongst others, the
examination of details such as technical descrptibthe project, relevant project
site characteristics and size, project implememtagchedules, technical life of
project, salvage values, availability of technisapporting staff and impact from
the project.

Organisation and Management

General

This Section deals with the development and desighe organisation needed to
manage and control the operation of the operatiensity, and with the related
overhead costs.

The aim of this Section is to describe the proadssrganisational planning and
the structure of overhead costs, which can be idecisr the financial feasibility
of the project. A division of the enterprise im@anisational units in line with the
marketing, supply, production and administrativadiions is necessary not only
from the operational point of view, but also durthg planning phase, to allow the
assessment and projection of overhead costs. dfarthie, it is essential for the
feasibility of a project that a proper organisasibstructure should be determined
in accordance with the strategies and policieh®fperational entity.

The recommended organisation will depend on théakeavironment as well as

on techno-economic necessities. The organisatiseglp depends to a large
extent on the size and type of the operationatyeatid the strategies, policies and
values of those in a position of authority in thgamisation. It should also be
borne in mind that organisations are not stati¢,dmvelop with the project (pre-

investment phases, start-up and operation).

While other sections specifically deal with direossts, this Section will deals with
indirect or overhead costs. Past experience shbats many feasibility studies
neglect or underestimate these costs which in goojects may have a significant
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impact on their profitability. Considerations redjag the project organisation will
help the analyst to identify and quantify thesesod he design and establishment
of cost centres in line with the organisationalisture will facilitate this task.

The Organisation

Organisation is the means by which the operatiunadtions and activities of the

operational entity are structured and assignedrgarosational units, represented
by managerial staff, supervisors and workforcehhie objective of co-ordinating

and controlling the performance of the enterprisel ghe achievement of its

business targets.

The organisational structure of an operationaltentidicates the delegation of
responsibilities to the various functional unitstieé¢ entity, and is normally shown
in a diagram, often referred to as an organigrabsually, the organisation is
designed primarily in line with the different furas in the operational entity,
such as finance, marketing, purchasing and proaluctiHowever, there is no
unique organisation pattern. It is also possibledse organisational structures on
products or production lines (for instance, profit cost centres), or on
geographical areas or markets; the latter aredyfoc marketing organisations.

The problem of structuring and organising the wenkd the delegation of

executive responsibilities must not be seen omynfthe functional point of view,

because various socio-cultural factors may militag@ainst the mere copying of
such organisations. This aspect is also very itapbwhen special organisational
structures are required for the optimal use of irtgzbtechnologies.

Organisational functions

The organisational functions are the building bkck the organisational entity.
As reflected in Figure 4.3.1, they may be grouped the following organisational
units in line with the specific requirements of thdividual operational entity:
* general management of the operational entity
» finance, financial control and accounting
» personnel administration
* marketing, sales and distribution
» supplies, transport, storage
e production:
= main production unit
= service units
= quality assurance
= Maintenance and repair

Organisational Structure

The organisational structure of the company caa takumber of shapes, the most
common being the pyramid shape, which has the vilig three organisational
levels:
* top management, normally entrusted with long-temmatesgic planning,
budgeting, co-ordination and control.
* middle management, normally entrusted with the mlagn and control of
the organisational functions, such as sales, ptawycpurchasing and
finance.
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» supervisory management that plans and controlsldlyeto-day operations
and activities within the organisational units unide supervision.

Regardless of the type of manufacture engaged m fidgnt, the analysts will need
to consider the establishment of a number of cestres that are common to most
manufacturing companies. These cost centres guiaiegd below in the section
on accounting and financial control. Cost centvlsbe described in terms of:

» placement within the organisation

» operational purpose, responsibilities and authesriti

* main tasks

* labour and skill requirements

* inputs and outputs

Figure A3.1. Example of an Organisation Chart for @ Operational Entity.

General Manager

Administration Production Supplies Marketing
Finance Main production unit Storage
Personnel Service plants
Quality

Maintenance

Organisational design

A rough outline of organisational structures andetéted costs may be included in
a PIB, especially when organisational aspects chakk a significant impact on
the feasibility of a project. Usually the desightbe organisational set-up of a
project is covered in the feasibility study. Thrgamnisational design for both the
construction (see section 5.3 Annex 4.1) and theraimg phase depends on
internal and external project requirements and itimm$, and is prepared for the
following two reasons:

» first, the organisation of the project and operaicentity should aim at the
optimal co-ordination and control of all projectputs. This makes it
possible to implement the project strategies ecacualiy;

» secondly, the organisational set-up serves to tstreiche investment and
production costs and to determine the costs linkiéd the corresponding
organisational units. For accounting purposesettmassts are treated as
overhead costs, unless they can be directly relatedspecific product or
cost centre

The design of the organisation usually includesdtiewing steps:
» the goals and objectives for the business aredstate
» the functions that are necessary to achieve this goa identified
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* the necessary functions are grouped or related

» the organisational framework or structure is design
» all key jobs are analysed, designed and described
* arecruiting and training programme is prepared

The result of the organisational design analysisaiiably results in an
organisational layout as shown in Figure 4.3.1.e Dinganisational planner will
then have to prepare the manning list for all oig@tional units in levels and
categories of the personnel.

Other descriptive material may be included accardmm the local conditions and
the way in which the operational entity functions.

Cost estimates

The manning tables prepared for each operationaluos the basis for estimating
manpower costs. A distinction should be made betweegiable and fixed costs.
There is a tendency to consider non-production dabecosts as fixed and
production labour costs as variable. This is galhetoo great a simplification, as
most labour costs are semi-fixed or fixed in thersterm. The feasibility study
should provide information not only about the exteh these costs at certain
production level, but also how they vary with protlon and over time. An
identification of fixed and variable cost comporseeas well as foreign and local
currency components should be made.

The feasibility study should present the estiméabdur costs for each operational
unit and function. Underlying assumptions (suclaeerage wages and salaries for
different categories) should be presented. Thesa®uld be divided into foreign
and local currency components. When estimatingdted wage and salary costs,
provision should be made for the following persdrowerhead costs:

» social security, fringe benefits and welfare costs

* installation grants, subsistence payments and aimdsh costs that occur
in connection with recruitment and employment

» annual deposits to pension funds

» direct and indirect costs of training

» payroll taxes

Environmental Impact Assessment (EIA)

General

Development in both the developed and the devedppibuntries is very often
accompanied by deterioration in the environment aig and water pollution,
erosion, salination etc. These deteriorationonbt have a negative impact on the
quality of life, but also incur costs for any catige actions

Experiences of many developing countries have tgcehown that this need not
be so if environmental considerations are incorgarainto the development
planning process. To a large extent many of their@mmental problems
associated with development can be avoided or nseianthrough the adoption of
preventive action. This is in contrast to earlyigas of development when
concerns for the environment were generally lackingnvironmental Impact
Assessment is essentially a planning tool to prevankeep environmental
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problems at acceptable levels. Environmental gmoBl in the past have often
resulted in additional costs for the rehabilitatéord restoration of damaged area.

What is Environmental Impact Assessment?

Environmental Impact Assessment is generally cameiias a planning tool which
could assist planners in anticipating future impaxta development project, both
beneficial and adverse, with a view to maximisingnéficial impacts and to

mitigating adverse impacts on the environment.

The procedures for carrying out Environmental InipEssessments are contained
in EIA Regulations 1998. The responsibility of paeing a project EIA starts with

the concerned line department/agency. Normallygkleis a continuous process
during project formulation so that project desigargmeters will be adjusted

accordingly. This approach limits "unfriendly” emnmental design parameters to
be identified towards the end of the project foratioin phase. An EIA report is

then pre-paid towards the end of project formulatand enclosed the project
formulation document.

The procedures as applied in this Manual considtree major steps:

Step 1: Preliminary assessment of impacts duedadévelopment of the project.
The concerned line department/agency will obtaire tpreliminary
assessment of ED at the project identificationestafghe project idea

Step 2: Detailed assessment and the preparatidtifoffor projects which have
significant environmental impact predicted in tmeliminary assessment.

Step 3: Reviews of Steps 1 and 2 above. The reofdive preliminary assessment
is carried out internally by a technical commitieehe detailed assessment
is reviewed by an ad-hoc Review Panel comprisingdtidisciplinary
participation. The results and the recommendatioissng out of a review
is then transmitted to the relevant project forrtiala agency for
incorporation (as appropriate) into the feasibibtydy and attached as a
separate document to the Project Proposal repdorebe¢he proposal is
submitted to the CDC for consideration.

Activities Subject to Environmental Impact Assessmet

Under the Planning and Urban Management Act 200%jir&mental Impact
Assessments are required for “Development PropdSalinder the Act,
management plans for the protection, conservati@magement and control of the
national assets are drawn up. Activities which rbayincluded under the Act
could be, but not necessarily limited to agricudtuairport, drainage and irrigation,
land reclamation, fisheries, forestry, housing, ustdy, infrastructure, ports,
mining, petroleum, power generation, quarries, dpamtation, resort and
recreational development, waste treatment and siipovater supply, trade (and
imports).

17 “Development Proposals” means any plan, proposaintention by any person to embark upon anyvigfi scheme, construction, project,
development or undertaking which involves or mayolme the consumption of terrestrial, coastal orimanatural resources or ids likely to alter the

environment in any way except for those activigeplicitly excluded in writing by the Ministry of &tural Resources and the Environment.

79



The steps involved in the Environmental Impact Asseent are shown in Figure
A3.2.

Figure A3.2: Outline of Environmental Impact Assesment Proceduré

PROJECT
INITIATOR

(line ministry
agency)

PRELIMINARY

ASSESSMENT

(by ED)
DETAILED ASSESSMENT
—> (EIA by line
department/agency)

REPORT

REVIEW

REPORT REVIEW
(REVIEW PANEL)

Yes MORE
INFORMATION
REQUIRED
No DETAILED Y
ASSESSMENT N
REQUIRED?, REPORT

ACCEPTED?
(Review Panel)

APPROVING
AUTHORITY
(Chairman of
Environmental
Board)

DETAILED
ASSESSMENT
REVIEW
DOCUMENT

(Environment Board)

PROJECT
ENVIRONMENTALLY
APPROVED

* The next subsection presents a Format for Draft Tems of Reference
for a Full Scale Environmental Impact Assessment
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Format for Terms of Reference (TOR) for a Full Sca
Environmental Impact Assessment (EIA)

1. Project
Project title

2. Introduction

State the purpose of the EA and the contents ofTOR, describe the
development project to be addressed explain the arrangements for the
EA.

3. Background
Provide the following background documentation:
» a brief description of the major components of pheposed project. A
statement of the objectives it is intended to meet.
» the Executing Agency
* a brief history of the project (including alternegs considered) and its
current status and timetable.

» identification of any associated projects, or prtgein progress or
planned, within the region which may compete fe& shhme resources.

4. Objectives

The objective of the EA is to identify possible enmmental impacts of the
proposed project and to collect base-line inforarafor future monitoring
and evaluation of project activities.

5. Organisation of the Study
Identify the organisation structure for the EA
* who is to undertake the study

* who is to be consulted
* who is to review the recommendations from the study

6. Environmental Assessment Requirements
According to the Lands, Survey and Environment 8ictl989, all major
projects must be classified with respect to thaissible environmental
impact. This “project” has been classified as hgwignificant potential
environmental impact and should therefore underdallaenvironmental
assessment.
The EA should be prepared in accordance with thequtures for carrying
out Environmental Impact Assessments, and be stedtin such a way
that it addresses both the environmental impacdtigating measures and
economic consequences of each of the identifiedativiesues.

7. The Consulting Team
The Team could consist of:

* an environmental consultant/Team Leader responfbline EA report
e a natural resources management specialist
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e aresources economist
» a sociologist/socio-anthropologist

8. Schedule

The Team is expected to use up to ...... week(prepare the field work,
collect necessary documentation and present andusdis envisaged
activities with the Review Board. The field workadhbe implemented
during a period of .....weeks.

The Team will have a period of ....... total weeks foe preparation of the
report, see item 14.

9. Study Area
Describe the study area.

10.Scope of the EA Study

The EA Study should cover, as a minimum, the foif@venvironment
issues:
i) potential sources of impact from environmentallgngdicant project
components.
* project inputs:
* project activities.
* project outputs.
ii)potential sufferers of impatt
iii)potential environmental impacts.
* potential impacts.
* significance of impacts.
iv)potential mitigating measures.

11.Undertaking the EA Study
i) description of the proposed project.

Describe in general terms the components of thgegravhich are likely to
give rise to environmental concern.

Encompass, as a minimum, the project inputs, dietsvand outputs identified
in item 10 i). Include a description of the follawji project factors:

e purpose

. location
. general lay-out
. size

. capacity
ii) description of the targeted environment.
Describe the surroundings of the project and theiremmental baseline
conditions (e.g. existing pollution or speciallynsdéive areas) against which
the future impacts can be assessed, include chamgespated before the
project commences.
Encompass, as a minimum, the issues identifiegtm @O ii)

iif) potential impacts of the proposed project.

18 all types of impact
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Distinguish between significant positive and negatidirect and indirect,
(primary and secondary) and intermediate and lengrtimpacts. Also
identify those that are unavoidable or irreversibM/here possible, describe
impacts quantitatively and assign economic valuesthte environmental
damage.

Characterise the extent and quality of availablea,dexplaining significant
information deficiencies and any uncertainties esged with predictions of
impacts.

Identify the need for, e.g. survey, data collection
Encompass those potential impacts identified ii)LO
Significance of impacts.

Evaluate the significance of impacts with regardhte relevant environmental
regulations, standards and human values governiwrommental quality,
health, safety and welfare of those likely to béectkd, protected areas,
protected species, land-use control, etc. at iatemal, national, regional and
local level, and with regard to conflicts of intstevith existing development.

Incorporate, as a minimum, the considerations itiedtin TOR 10 vi)

V) project alternatives.

Vi)

Describe alternatives that were examined in therseowf developing the
proposed project and identify other alternativesciwiwould achieve the same
objectives.

When describing the impacts, indicate which areversible or unavoidable
and which can be mitigated.

Where possible, quantify the costs and benefitsash alternative, incorporate
the estimated costs of any associated mitigaticasomes.

Include the alternative of not undertaking the @ctjin order to demonstrate
the environmental conditions without it.

management plan to mitigate negative impacts.
Undertake the following:

« recommend feasible and cost-effective measureseweept or reduce
significant negative impacts to acceptable levels

* estimate the impacts and cost of those measurdsyfahe institutional
and training requirements necessary to implememhth

» consider compensation to affected parties for itgpadich cannot be
mitigated

e prepare a management plan including proposed woogrammes,
budget estimates, schedules, staffing and traimeguirements and
other necessary support services to implement ttigation measure

* incorporate, where appropriate, those measuresifidelrin Section 10

vii) economic evaluation.

Undertake an evaluation of the environmental imgpaanhd proposed
mitigation measures, with a view to one of thedwiing:

» achieving specific environmental quality objectietdeast cost
« analysing the optimum level of environmental damageéuction in
relation to costs of mitigation
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» evaluating the economic value of unavoidable emvirental impacts so
that such costs can be incorporated into the @nahomic appraisal

12.Institutional Needs to Implement the MitigatingMeasures.

Review the authority and capability of institution®f local,
provincial/regional and national level, and recomahateps to strengthen
or expand them so that the management and momtgians in the
environmental assessment can be implemented.

13.Environmental Monitoring.

Develop a detailed plan to monitor the implementatiof mitigation
measures and the impacts of the project duringtamigon and operation.
Include in the plan an estimate of the capital apdration costs and a
description of other inputs, such as training amtitutional strengthening
needed to carry it out.

14.Inter-Agency and NGO/Public Involvement

Demonstrate the extent to which inter agency an@®h@blic views were
consulted, for example:

« Government led authority

» Department of Lands, Survey and Environment

« other relevant government agencies

« donor agency/agencies

* national and/or local NGO’'s representing environtaknand
community concerns

» the affected population

15.Report Structure

The report should be concise and limited to sigaift environmental
issues. Organise the report as indicated below:

i) non-technical executing summary presenting recondenmanagement,
mitigation and monitoring measures envisaged toidavaeduce or remedy
significant adverse environmental effects, and oitable adverse
environmental effects.

i) description of the project comprising informatiamits purpose, site, design and
size.

iil) summary of the environmentally significant projeomponents encompassing
a description of the impact

iv) receivers and principal environmental impacts thedr magnitudes.

v) summary of the environmental significance of undabie adverse impacts and
of introducing the recommended management and atiiig measures.

vi) presentation, on the basis of a number of alteremt of the most favoured
option for reducing potentially adverse environna¢énimpacts. The
institutional, managerial, technical and finan@ahsequences should be stated,
including monitoring or other requirements.

vii) the “Preliminary Draft Conclusions and Recommdations” of the Team, to be
discussed with the Review Panel

viii) a preliminary Draft Environmental AssessmeRéport, written in English,
shall be presented to the Review Panel not laten tinree weeks after the
fieldwork has been completed. Within two weekgiafeceiving the comments
of the Review Panel, a Draft Report to be submitteth copies.

84



ix) upon receipt of comments from the Review Panefjnal Environmental
Assessment Report (25 copies) shall be submittddmtiwo weeks.

16.Background Documents
Background documents presently available are:

17.Signature of Chairman of the Environmental Board
18.Date
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Appendix 3 The Logical Framework

Introduction

The logical framework is a planning tool which w@sveloped in the 1970s and
which has increasingly been adopted by major deveémt agencies. Many donors
today have made the adoption of the logical framrewmandatory for the approval
of aid-funded projects.

The driving force behind the design and developnoétie logical framework has
been the experience made by development agenaemtny aid funded projects
have failed to reach the objectives and targetsosgtat the inception and
formulation stages. Furthermore, many developneggncies have found it
difficult (in the process of implementing projects) learn from past experiences
in order to perform better in the future. Agendiese thus felt a need to develop a
framework which approaches PPP in a more logicdl structured manner and
which allows revisions of a project as a projecboggeds through the various
phases of the project cycle. The logical framewdoks not replace the need to
prepare project papers and documentation of eaakepbf the project cycle. The
logical framework provides a more focused and lalgapproach to PPP for the
purpose of improving the quality of the documemtatnd strengthen the focus of
implementing the various project phases.

The application of the logical framework requirée fproject to be broken down
into its core components with particular attentyven to the assumptions and the
indicators which will determine the success orufia@l of the project meeting its
objectives.

Adoption of the Logical Framework

Concepts used in the Logical Framework

The purpose of formulating and implementing develept projects is to induce
changes which results are desired within the ptog@wironment and society at
large. It is assumed that there is general agreemerto the anticipated and
improved situation at the stage when project plagtakes place. This will make it
possible to agree upon the (overall) goal of thugemt.

Development projects do not exist in a social vacult is important that the
desired future situation is described in such a thay it is possible to check at a
later stage to what extent the project has beemesstul in relation to the
achievement of its objectives and the target groups

A development project is based on its input of veses, the implementation of
certain activities which will result in a numberaitputs. The outputs are expected
to contribute to the desired objectives. Inputsivaes and outputs are elements of
a project, but they are not in themselves a measfsaccess or failure.

The success of a project depends upon a numbactafr§ which can be controlled

by the project management as well as a number tefread assumptions. During
planning and implementation it is very importantidentify, monitor and analyse
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external assumptions as they may cause the pragefetil even if the project is
implemented as planned.

Figure A3.1 illustrates schematically the conceystsd in the logical framework.

Figure A3.1: Concepts in the Logical Framework

National/ National/
sectoral area Goal sectoral area
- Purpose -
Project Project
area Inputs Outpu area
— |Activities
—
Present Situation Future Situation

The Development Process

In the logical framework a development project eers as a causally linked
sequence of events. These are described at thks lenvantioned above: inputs,
activities, outputs, purpose and goal. As it is pettain that these events will
actually happen, the process is regarded as arsegwé development hypothesis
which can be analysed and described as illustiatEdyure A3.2.

While the certainty of the earlier hypothesis mayhigh as the results are largely
under the management of the project, it diminisaeghe higher levels. The
uncertainties of the process are exposed as assms@t each level. These are
outside the direct control of the project, but hevée fulfilled for the development
process to succeed.

The development process is summarised in a matiexProject Matrix (PMatrix)
as shown in Figure A3.3.
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Figure A3.2: The Development Process

A

TN

Goal

K

[Purposs

¥

Assumption It is assumed that:

 if the inputs are available, then the
Assumption activities will take place.

A

« if the activities take place, then the
outputs will be produced.

Assumption
» if the outputs are produced, then

the purpose will be achieved.

« Assumption
* in the long run this will contribute
« Assumption to the fulfilment of the goal.

The Elements of the Project Matrix

An actual PMatrix may contain additional elemenhisually a column expressing

the project indicators or the project success riaitss added as a measure of the
project reaching its development objective, theppse and the outputs. The
indicators specify how the achievement of objeatighould be measured. In

addition, columns can be added for means of acguitata on indicators and key
assumptions, as shown in Figure A3.3.

As shown the PMatrix illustrates the most importaspects of the project and the
relationship between the activities and the outputslogical format.

It is important to note that the initial formulatioof a project in a logical
framework is only the first step in the logical frawork process. As the project
proceeds through the project cycle it is esserhat the logical framework is
periodically revised with a focus on the projechaleing its objective(s) in a
sustainable manner. The reason for this is thtth@project proceeds through the
project cycle, there is a general enhanced andoveprunderstanding of the nature
of the problems to be solved for the project taheiés objective(s) and goal.

Furthermore, with the passage of time the projeeirenment and the assumptions
laid down initially may change. This ongoing rewisiof the project may therefore
lead to adjustments being made to the project marpihe project outputs and the
project activities. The logical framework shouldt e considered a static tool
carried out at the inception of a project, but aaiyic tool applied to each phase of
the project cycle to assist the stakeholders iohieg the ultimate objective(s) and
goal of the project in a sustainable manner.
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Figure A3.3: Description of Each Element in the Priect Matrix.
Date of Preparing the Framework Matrix:
Project Title:

Project Description:

Project Structure Indicators of hloy __Indlcators cangsbe Key Assumptions
X Quantified/Assessed
Achievement
National or Sectoral Quantitative Existing information sources or External conditions
constraints which the measures or new sources which can be necessary for the

National or | project is designed to qualitative means accessed or provided in a cost objectives to contribute

Sectoral overcome. of assessing if effective manner. to the national/sectoral

Objectives these  objectives objectives.

will be achieved. Risks considered.
Conditions attached to

funding availability.
Intended immediate Quantitative Information sources which Externalities and other
effects on project measures already exist or can be provided factors outside the
area or target group. including internal in a cost effective manner. control of the project
Expected benefits (or rate of return or Specific provisions for collection which can affect the

Project disbenefits) and cost-effectiveness of required information as part of progress.

Purpose beneficiaries. indicators. the inputs and outputs, impact Outputs to the
Other changes Qualitative assessments, surveys. achievement of the
resulting from the asi_essment (&f Objectives.
project such  as gicstlr?l;/uet?;ﬁm a;r; Risks.
enV]rrlJnm:entall, effects and Conditions attached to
social, cultural. benefits. funding availability.
Outputs (nature, Quantitative Information ~ sources  which External factors critical
quantity, quality and measures e.g. already exist or can be provided to achieving timing of
timing) to be kilometres of roads in a cost effective manner. expected outputs,

E— produced Ey tr;]e built, clazsrooms Specific provisions for collection timely avallablléty ofd
project to achieve the constructed, areas of required information, surveys, inputs, output deman
IrEmeQ|ate planted. impact assessments, project, conditions.

Objectives. Local staff and monitoring reports. Risks.
cogntzrparts Conditions attached to
trained. funding availability.
Financial resources, Quantitative Existing information sources. Decisions and actions
materials and measures, e.g. Project  implementation  and outside the control of
equipment, utilities expenditure progress reports. the immediate project
. and services. records, delivery managers e.g. policy

Activities di liti

Personnel. accor mgh sl to measures, externalities.
. . project schedule. ;

Provision on time . Risks.

and in  required Training Conditions attached to

quantity and quality. programmes. funding availability.

Preconditions

Description of
Preconditions

8¢



Benefits from the Adoption of the Logical Framework

The benefits from introducing and applying the &agi framework can be
summarised as follows:

i) as donor funding is increasingly conditioned tojgects being presented
(and processed) in logical frameworks, it will alldGovernment to
identify and formulate projects in a logical framaw before a possible
donor is approached i.e. the Government will be @emalert and
capable partner in finalising the initial logicadiework. Furthermore,
it will allow Government officials to take the leadrevising the logical
framework as a project proceeds through the promae. It is
expected that this will strengthen the confidende tlee donor
community as regards Government’s capability toirbeharge of its
own development which eventually will reduce théeef of donor
driven aid.

i) the logical framework will assist Government offilsi to focus their
thinking towards the solving of development issimelogical sequence.
It helps to ensure that fundamental questions sikechand weaknesses
are analysed, in order to provide decision maketis better and more
relevant information.

iii) it guides systematic and logical analysis of théerinelated key
elements which constitute a well-designed project.

iv) it improves planning by highlighting linkages beameproject elements
and external factors.

V) it provides a better basis for systematic monigpmd analysis of the
effects of projects.

vi) it facilitates common understanding and better comioation between
decision-makers, managers and other parties ingofvéhe project.

vii) management and administration benefit from stanskeddprocedures
for collecting and assessing information.

vii)its use and systematic monitoring ensures icaiitly of approach when
original project staff are replaced.

iX) as more institutions adopt the concept it may itatd communication
between Governments and donor agencies.

X) widespread use of the logical framework makes siezato undertake
both sectoral studies and comparative studiesnergé

xi) applied as a dynamic tool, it will provide the sthklders with a more
focused and logical approach through the projectecand eventually
reach the project objective(s) and outputs in aouee effective
manner.

xii) although the scope of introducing the logical framgk in this paper is
limited to PPP, it should be noted that the logitaimework concept
has a very wide application. In fact there arelinotations to the
application of the concept as the logical framewsr& problem solving
approach which can be applied to all problem sglumitiatives.
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Limitations of Introducing the Logical Framework

The limitations of introducing the logical frameworcan be summarised as
follows:

i) the success of introducing the logical framework dépend on the sincerity
and the know-how as well as the organisationdlss&f the working group
and the stakeholders in charge of the logical fraomk process. i.e. if the
approach is applied half - hearted, misconceived tre criteria are badly
chosen, the logical framework will reveal contréidics and become
counterproductive. The introduction and applicatbrthe logical framework
as a dynamic planning tool requires a high degréediscipline and
systematic approach as well as a completely newofv#tyinking.

i) the use of the logical framework as an administeatequirement should be
prevented and discouraged.

iii) rigidity in project administration may arise whebjectives and external
factors specified at the outset are over-emphasiBed can be avoided by
regular project reviews where the key elements lsanre-evaluated and
adjusted.

iv)it is a general analytic tool and as such it isgyeheutral on such questions
as income distribution, employment opportunities;ess to resources, local
participation, cost and feasibility of strategieslaechnology or effects on
the environment.

v) it is therefore only one of several tools to bedudering project preparation,
implementation and evaluation, and it does notaaptarget-group analysis,
cost-benefit analysis, time planning, impact analyestc.

vi)the full benefits of utilising the concept can behiaved only through
systematic training of all parties involved and hoetological follow-up.

Using the Logical Framework

The logical framework is a very powerful and dyneupianning tool. It should be
used not only during initial planning of projectriitulation, but also used as a
management tool during project implementation.

As a tool applied to each phase of the projectegyttie logical framework is a
participatory approach as it encourages the invobrg of all stakeholders. As
such the process should be carried out in a msdfjlinary environment and
include the main stakeholders in the constrainddlems solving initiative.

Members of the logical framework team may not nsaely be familiar with the

logical framework concept, but it is essential tha team is lead by a logical
framework facilitator who can organise the logitamework thinking and provide
guidance throughout the process. It may be an aagarthat the facilitator is not
familiar with the details of the topic area.

The following section provides a step-by-step apphoin the application of the
logical framework in which the PMatrix is the ensbult of the logical planning
process. The PMatrix should then be used as anstgrbint for formulating the
technical part of the project and the detailed p&roperations. As such it will
serve as a major point of reference throughoutifeeof the project, particularly
for implementation, monitoring and evaluation cé# froject.
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The Logical Framework Step by Step

This section provides the following step by steprapch to developing a logical
framework (LF):

l. general framework of the LF workshop.
Il. visualising techniques to be adopted.
[l LF step by step
A. Step 1. Participation Analysis
B Step 2. Problem Analysis
C. Step 3. Objectives Analysis
D. Step 4. Alternative Analysis
E Step 5. Identifying Main Project Elements in the &k
F. Step 6. Identifying Assumptions in the PMatrix
G. Step 7. Identify Indicators in the PMatrix
IV.  the Project Matrix (PMatrix)

I The LF Workshop
The LF workshop is a major instrument for projeleinming and analysis. It can be
organised in different ways.

In its simplest form it can be a brief, internabecise carried out at an early stage
for the purpose of deciding whether or not to amngi planning the project. Or it
can be more extensive, depending upon whetherrjegp is new or ongoing; a
simple limited concept or a complex integrated one.

The more extensive LF workshop would typically l&sim 6 to 12 days and
preferably be carried out in the project area wHrticipants from all parties
involved.

Participants at the LF workshop would typically sish of representatives of
affected/involved organisations and institutiond aglevant specialists. Future co-
operation is likely to be smoother and more prodecif all those involved have

developed the project design jointly and have ayoeethe objectives.

Representatives of the intended beneficiaries shioelinvolved, either directly in
the workshop or indirectly through simplified wobkgs using adapted
communication means where they can express theiroois and priorities.

The workshop should be facilitated by a LF spesiabut the facilitator should
preferably be independent of the agencies andeistied parties involved.

Il Visualising Techniques

Visualisation is used in the LF workshop to makimkimg, discussion and work
process as efficient as possible. The visualigiegnique makes extensive use of
coloured cards to display and analyse opinions.e fifain principle is that all
contributions made by the workshop participants llammediately be written
down on cards and pinned to the wall for everyansete. In this way discussions
are rationalised and deepened, and results areajlaénproved.
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Ten practical rules concerning the visualising téghe are:

i)  be positive: formulate all suggestions on the camdd avoid time-
consuming arguments.

i) only one statement per card, clearly written anefbr

iii) word the messages clearly and distinctly: Stick faots, avoid
speculation or stereotypes and unclear abbrevition

iv) the facilitator helps the participants organiseirttseiggestions, the
cards and chairs the discussions.

v) a facilitator’s involvement in discussions shout lbmited to aspects
related to LF methodology. The facilitator shotddiain from getting
involved in substantive discussions.

vi) cards with general statements should be replacedebgral more
specific cards.

vii) statements can be changed or moved temporarilyhbyfdacilitator
when requested by the participants.

viii) statements can be changed or moved permanentlyvwdréy all the
participants agree.

ix) if discussions become lengthy or unproductive, tteould be
temporarily discontinued. The team should then @edcwith other
aspects of the problem.

X) lines indicating causal relationships should nottsvn until the end
of the session.

1] LF Step by Step
A LF workshop focuses on key aspects of an exigtnodplem situation.

The comprehensiveness of the planning exercisébwitletermined by the:

» amount of information available
» complexity of the problems to be handled
* number and capability of the participants

The point of departure for a LF workshop shouldabpaper describing current
problems in the project area. Such information &hobe available to the
participants before the LF workshop starts. Relewaformation on the various
interest groups, their needs, socio-cultural sibma¢tc., should also be available.

The analysis is to be conducted in four consecusieps, identifying the most
direct and essential causal relationships followgdhree planning steps in which
the project is designed. These steps are summdaredew and described in detail
in subsequent pages.
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/ ANALYSING THE SITUATION \

Step 1.Participation analysis

Step 2.Problem analysis

Step 3.Objectives analysis

Step 4.Alternatives analysis

DESIGNING THE PROJECT

Step 5. Identification of Project elements in the PMatrix

Step 6. Identification of External factors in the PMatrix

\ Step 7.Identification of Indicators in the PMatrix /

Step 1: Participation Analysis

Lack of knowledge among development planners aliwmeitpeople affected by
development projects has proved to be the commsecaf project problems. This
has been evidenced in numerous evaluation repadtstadies.

As the first step, therefore, a comprehensive pectil the interest groups, t
individuals and institutions involved has to be depeld

Organisations, authorities at different levels angtrest groups have different

motives and interests. It is of fundamental im@oce to analyse the interests and
expectations of the various participants both eanlyin the planning process and
later during the implementation of the project.

A fundamental requirement of all development prigjeés that the objectives reflect
the needs of the society and the interest groupshware likely to be affected by a
possible development project in the area, positival negatively, directly or
indirectly.

In order to deepen the analysis, the individuatip@ants in the workshop could
be assigned to represent the positions of diffeggoups during the working
sessions.

Furthermore it is important that the participamsthe LF workshop are able to

agree on whose interests and views are to be gixierity when the analysis of
problems is carried out (Step 2). Relevant issoidmve in mind are:
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» which are the target-groups most in need of asgista

« which target-groups should be supported in ordeensure positive
development?

» what conflicts would occur by supporting given &trgroups and what
measures can be taken to avoid such conflicts?

Step 2: Problem Analysis
General

On the basis of available information, the exissitgation is analysed i.e. the
major problems are identified and the main causationships between these are

The mandate of the LF workshop may often be rdettito one specific sector,
subsector, area, etc. In other cases the workishopnducted in connection with
one particular ongoing project.

It is important that all possible options remairepuring the problem analysis.
The aim at this early stage is to establish anvieer of the situation. Later in the
process, the perspective will be narrowed and desp@n order to prepare for the
design of a project.

/ FORMULATE PROBLEMS \

1. Identify existing problems - not possible, imagired
future ones

2. A problem is not the absence of a solution - bugxating
negative state

Example:

No pesticides are available Crop is infested wéhts

Wrong Right

\\ 3. Only one problem per ce. /
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Identifying a Starting Point

Each participant writes down a suggestion as ooal faroblem i.e. describes what
he/she considers the central point of the overalblem.

The theme guiding discussion and selection of dwalfproblem is the interests
and problems of the interest groups, persons astiutions involved.

The workshop should then discuss each proposaltrgnth agree on one focal
problem,.

If agreement cannot be reached, then:

e arrange the proposed problems in a problem treegrding to the
causal relations between them,

« try again to agree on the focal problem on theshasithe overview
achieved in this way.

If still no consensus is achieved, then:

« try brainstorming, role games or other decision-imglaids,

» select the best decision, e.g. by awarding poants,

» decide temporarily on one, continue work but rettwndiscuss the
alternative focal problems.

Whenever possible, avoid formal voting to obtamajority decision.

4 N

SELECT A STARTING POINT

1. Identify majorexisting problems, based upon available
information (brainstorming)

K 2. Select one foc problem for the analvs j

Developing the problem tree

The substantial and direct causes of the focal lenobare placed parallel
underneath it.

The substantial and direct effects of the focabfgm are placed parallel on the
line above it.

Causes and effects are further developed alongsdh®e principle to form the
problem tree.
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FOCAL
PROBLEM

Effeci

Causi

The problem analysis can be concluded when thecpamts are convinced that all
essential information has been included in the agtwn order to explain the main
cause-effect relationships characterising the prabl

/

DEVELOP THE PROBLEM TREE

=

Identify substantiadnd direct causesf the focal problem

n

Identify substantiahnd direceffectsof the focal problem

3. Construct a problem tree showing the caarse effect
relationships between the problems

4, Review the problem tree, verify its validiyd
completenessand make necessary adjustments.

~

J
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Step 3: Objectives Analysis

Developing the Objectives Tree

In the objectives analysis the problem tree issi@med into a tree of objectives
(the future solutions of the problems) and analysed

Working from the top downwards, all problems areromled, making them into
objectives (positive statements).

» the focal problem is similarly transformed into aljective and is no
longer highlighted.

« difficulties in rewording may be solved by clarifig the original
problem statement.

If the statements make no sense after being rewofden problems, write a
replacement objective, or leave the problem unceédndCheck that meeting
objectives at one level is sufficient to achieve tibjective at the next level.

Problem: “if cause A, then effect B”
Objectives: "means X in order to achieve end Y”

Caution: every cause-effect relationship doesamwbmatically become a means-
ends relationships.

Finally, draw lines to indicate the means-endstieahips in the objectives tree.

/ DEVELOP THE OBJECTIVES TREE \

1. Reformulate all elements in the problem tree irdsifive,
desirable conditions.

2. Review the resulting means-ends relationshipsgoras
validity and completeness of the objective tree.

3. If necessary:
Revisestatements
Deleteobjectives which appear unrealistic or unnecessary
Add new objectives where necessary

4, Draw connecting linet indicate the means-ends

\\ relationships. /
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Step 4: Alternatives Analysis

Selecting the Alternatives

The purpose of the alternatives analysis is totifjepossible alternative options,
assess the feasibility of these and agree upopranject strategy.

Possible alternative means-ends branches in thectolgs tree which could
become possible projects are identified and circlhese means-ends branches
constitute the alternative options.

Alternative options are numbered or labeled, epgoduction approach”, “income
approach”, “training approach”, etc.

Referring to the results from the participation lgsia (step 1), the participants
should then discuss the alternative options in litjet of which target-groups
would be affected by them and in which ways.

/ IDENTIFY ALTERNATIVE OPTIONS \

1. Identify differing “means-ends” ladders, as possibl
alternative options or project components.

2.  Eliminate objectives which are obviously not desiea
or achievable.

3.  Eliminate objectives which are pursued by other

K projects in the area. /

Selecting the Most Viable Alternative

The alternative options should be considered @it to the following criteria:

Total cost

Benefits to priority groups

Probability of achieving objectives

Social risk /
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The workshop participants should also agree on @hgr criteria to use when
assessing the viability of the alternative options.

Possible criteria could be:

-

Technical: Appropriate use of local resources, mark
suitablility, etc.

Financial: Costs, financial sustainability, foreign
exchange needs, ¢

Economic: Economic return, cost effectiveness, etc.

Institutional: Capacity, capability, technical atance

Social/distributional: Distribution of costs and niedits, gender
issues, socio-cultural  constraints, local
involvement and motivation, e

Environmental: Environmental effects, environmentdsts

K versus benefits

The planning team should consider the differenteda in relation to the
alternative options and make rough assessments, high/low, +/-,
extensive/limited.

Based on these findings, the planning team shayrigkeaon one project strategy.

/ SELECT THE PROJECT STRATEGY \

5. Make an assessment of the feasibihityhe different
alternatives.

Select one of the alternatives as the projectesjyat
If agreement cannot be directly reached, then:
Introduce additional criteria, or;

Alter the most promisng option by including or
K stibtractina elements from the ohiectives J
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Step 5: Identifying Main Project Elements in thdd®rix

Once the project strategy has been chosen, theprgjgct elements are derived
from the objectives tree and transferred into trst ¥ertical column of the Project
Matrix (PMatrix) (see page?

Start at the top and work downwards
Decide on one development objective and one imnedigective

If necessary, reformulate the wording from the ofijes tree to make them more
accurate

The goal describes the anticipated long term oledbwards which the project
will contribute (project justification)

Note: There should be only one immediate objective

The outputs are expressed as objectives which tbggb management must
achieve and sustain within the life of the projetheir combined impact should be
sufficient to achieve the immediate objective.

Note: While the project management should be ablguarantee the project
outputs, the immediate objective is beyond the&aticontrol.

Activities are expressed as processes. Avoid ¢h@lohg of activities, indicate the
basic structure and strategy of the project.

All outputs should be numbered. Each activity stidbhen be numbered relating it
to the corresponding output.

Main inputs are expressed in terms of funds, pemioand goods.

4 N

DEFINE THE MAIN PROJECT ELEMENTS:
1. Goal
Purpose

Outputs

Activities

k . Inputs /

o > 0D

101



Step 6: Identifying the Assumptions in PMatrix

Identifying the Assumptions

Assumptions describe conditions that must exitdfproject is to succeed but
which are outside the direct control of the projeetnagement.

Start from the bottom and work upwards.

Examine whether the inputs are sufficient to uradertthe anticipated activities or
whether additional events must also take placadmithe project (assumptions).

Some assumptions can be drived from elements iobfectives tree which were
not incorporated into the project.

Identify assumptions ate each level in the Pmaipixto the development objective
level.

Starting from the bottom, verify al all levels thide proposals follow logically
from each other and are complete. Each level maostain the necessary and
sufficient conditions for the next level above.

Make sure that the assumptions are described ih sperational detail (with
indicators if possible) that they can be monitored

Examples of assumptions:
» fellowship recipients return to assigned positions

» local institutions collaborate in planning actiggi
» changes in world prices can be accommodated wgfiven budget

IDENTIFY IMPORTANT ASSUMPTIONS
Assumptions:
can be derived from the objectives tree

n

are worded as positive conditions (see objectives)

w

are linked to the different levels in the PM

. are weighted according to importance and probgbilit /

-
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Checking the Assumptions

The significance of the assumptions should be aedem order to indicate the
chances of project success.

Go through the list of assumptions one by one ahdavel of the PMatrix and
check its importance and probability.

Assumptions which are either very likely to occurnmt very important for the
outcome of the project should be deleted.

If the participant in the LF workshop determinettha assumption is both very
important for the outcome but not likely to occthien it is a killing factor. If
killing factors are found, the project must either changed to avoid these factors
or the project must be abandoned.

4 )

Goal ’ Assumptions
Purpose . Assumptions
Outputs ; Assumptions

Activities Assumptions

o ‘ /

Each level in the PMatrix must contain the necgsaad sufficient conditions for
the next level above.
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1. Eliminate the obvious assumptions which are:

* Not important for the outcome
Very likely to occur

l

2. Assess the probability of occurrence for the reaining

- o _al .

l l

a. Quite likely but not certain: b. Not likely to occur (killing
factor!)

Include the assumption into the ] ]

PM and make sure to: Redesign the project

e monitor it

o report changes c. Ifthisis not possible:

* if possible influence it

Reject the project

Step 7: Identifying the Indicators in the PMatrix
General
Indicators are specified in the second column enRMatrix.

The details of the indicators determine how we p@masure to what extent the
objectives have been achieved at different timdsasurements can be:

« Quantitative, e.g. kilometers of rehabilitated r@ad
* Qualitative, e.g. farmers co-operative functiongffgctively
* Behavioral, e.g. increased use of sanitary faediti

Qualitative indicators should be made measurabtarass possible.

Direct indicators may need to be supplemented hyitiadal indirect (proxy)
indicators.
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Example of direct and indirect (proxy) indicators:

-~

~

small farmers

PURPOSE DIRECT INDIRECT
INDICATOR INDICATOR
Increase income of Crop sales e Purchase of typical

consumer items

* Tin roofs on house

small farmers

PURPOSE DIRECT INDIRECT
INDICATOR INDICATOR
Increase income of Crop sales e Purchase of typical

consumer items

Several indicators are better than one. Singldcatdrs seldom convey a
comprehensive picture of change.

/ DEFINE HOW TO VERIFY THE ATTAINMENT \
OF OBJECTIVES

In the context of LFA, indicators specify the
performance standard to be reached in order t@aehi
the goal, the purpose and the outputs.

Indicators should specify:

Target group (for whom)
Quantity (how much)
Quality (how well)

Time (by when)
Location (where /
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Formulating the Indicator
A good indicator is:

* substantial, i.e. it reflects an essential aspéenoobjective in precise
terms.

* independent, at the different levels. Since dgwalent and immediate
objectives will be different, and each indicatoreispected to reflect
evidence of achievement, the same indicator canaohally be used
for more than one objective.

« factual, each indicator should reflect fact rathtban subjective
impression. It should have the same meaning fgept supporters and
to informed skeptics

« plausible, i.e. the changes recorded can be djrextttibuted to the
project.

* based on obtainable data. Indictors should draanugata that is
readily available or that can be collected withsmaable extra effort as
part of the administration of the project.

The measures provided by indicators should iddadlyaccurate enough to make
the indicator “objectively verifiable” when diffemé persons using the same
measuring process independently of one anotheirolita same measurements.

In the early planning stages in indicators are gugtling values with which to

analyse the project concept. These guiding vahest be reviewed again when
the project becomes operational, and where negessalaced by project-specific
indicators.

FORMULATE THE INDICATOR

Objective: Increase agricultural production

1. Identify indicator:
e e.g.increase taro yield
2. Specify target group:

* male and female smallholders(cultivating 3
acres or less)

3. Quantify:
* 500 smallholders increase production by 50%
4. Set quality:

* maintaining same quality of harvest as 1989
crops

5. Specify time frame:
* between October 1990 and October 1991
6. Set location:

» target district
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Checking the Means of Verification.

When indicators are formulated, the sources ofrinfdion necessary to use them
should be specified i.e.:

+ what information is to be made available
* in what form; and
» who should provide the information

Sources outside the project should be assessedctmssibility, reliability and

relevance.

The work and costs involved in any information edroduced by the project itself
should also be assessed.

Indicators for which we cannot identify suitable ane of verification must be
replaced by other, verifiable indicators.

Indicators which, after consideration of costs asdfulness, are found to be too
expensive, must be replaced by simpler, cheapéaratus.

Formulating indicators should include specifying@ithmeans of verification.
many cases it may be useful to add a column forafmeof verification” to the

In

PMatrix.
/ CHECK THE USEFULNESS OF THE INDICATOR
1. Is the information available from existing sources
(statistics, records, etc.)?
2. Is the information reliable and up-to-date?
3. Is special data-gathering required?
4. If so, do the benefits justify the costs?

\_

Avoid costly and/or unreliable indicators. ’

~

/

The Project Matrix (PMatrix)

The PMatrix marks the end of the LF workshop anarsarises the elements of
the LF analysis in a matrix as shown in Figure Agbdve.



