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ANNEX 13

PROGRAMME COSTS

i.  PROGRAMME COST PRESENTATION

A.  Cost Assumptions

1. Programme Life.  The Programme has been costed over ten years, a period considered sufficient to allow the participatory process to proceed at the pace desired by tribal communities and for the benefits of watershed development to be achieved. The Programme would be implemented under the Flexible Lending mechanism allowing for best practices to be developed on a moderate scale during Phase I (3 years) for later replication on a wider scale in Phase II (PY4-7) and consolidated in Phase III (PY8-10).  The Programme is assumed to start in 2002. Costs have been estimated on the basis of the prices prevailing in December  2001. 

2. Inflation.  Local costs have been inflated by the projected domestic inflation rate of 4% per annum during the Programme life provided by the World Bank. Foreign inflation has been estimated using the Manufacturer's Unit Value Index as its base. Inflation figures used in the calculation of the Programme costs are shown in Table 1 below 
:

Table 1. Price Contingencies and Exchange Rate by Programme Year


Programme Year


1

(2002)
2

(2003)
3

(2004)
4

(2005)
5

(2006)
6

(2007)
7

(2008)
8

(2009)
9

(2010)
10

(2011)

Local Inflation a/
4.0
4.0
4.0
4.0
4.0
4.0
4.0
4.0
4.0
4.0

International

Inflation a/
2.5
2.5
2.5
2.5
2.37
2.37
2.37
2.37
2.37
2.37

Exchange Rate b/
47.3
48.0
48.7
49.5
50.2
51.0
51.8
52.7
53.5
54.3

a/
In percent.

b/
In INR per USD.                                                                                                                                                                                                                                        

3. Exchange Rate.  The initial exchange rate for the analysis was set at INR 47 to USD 1.00, the rate prevailing at the time of data collection. A constant purchasing power exchange rate mechanism was used to reflect the difference between local and foreign inflation, resulting in the projected exchange rates of INR to USD 1.00 shown in Table 1.

4. Expenditure Accounts.   The expenditure accounts, together with the physical contingencies, tax and foreign exchange assumptions used in the analysis are given in Table 2 below  Calculations take into account import taxes, although most equipment and vehicles would be assembled in India.

Table 2.  Physical Contingencies, Tax and Foreign Exchange Assumptions

Expenditure Accounts Categories
Phy.Cont. (%)
For.Ex. (%)
Taxes (%)

Investment

A.  Equipment

B.  Vehicle

C.  Materials and Supplies

D.  Investment Fund

E.  Grant Fund

F.  Training

G.  Credit

H.  TA and Contractual Services

      Studies

          Contractual Services

          TA

I.  Group Members Equity

J.  Development Initiative Fund

K.  Community Labour

L.  Food Payment for Labour

M. Food Handling
0

0

5

5

0

5

0

5

5

0

0

5

5

0

5
30

30

5

0

0

10

0

5

5

0

0

0

0

0

0
7

12

5

2

0

5

0

5

5

5

0

2

0

0

0

Recurrent

A.  Salaries and Allowances

B.  Vehicle O&M

C.  Equipment O&M

D.  Maintenance of Civil Works

E.  Office Running Costs
0

5

5

5

5
0

20

20

0

10
0

10

10

2

10

Unit Costs

5. Cost estimates are based on December 2001 prices and are based on field investigations by the mission. Unit costs have been inputed in Indian Rupees. They are generally detailed in the Supporting Data in Appendix 3 but those which are common to several activities included in the detailed cost tables, are presented below. 

6. Vehicles and Equipment.  Purchasing costs for vehicles and office equipment are presented in Table 3 while the associated recurrent costs are shown in Table 4. Purchasing and maintenance costs for vehicle are based on present prices for vehicles made in India.

Table 3.  Unit Costs and Specifications of Computers, Vehicles, Office and Other Equipment

Item
Unit Price + Taxes (INR)
Specifications

Electronics

Photocopier

Desk-Top Computer

Notebook

Printer, Laser

Printer, Dotmatrix

Fax Machine

E-mail Connection + Equipment

Camera

Video camera
135 000

60 000

100 000

24 000

20 000

13 500

20 000

10 000

30 000
Canon, NP-271, A3, A4, 27 copies/min

HP Laserjet 6L, 6 page/min, 600 DPI

T11 Canon

Registration and link-up costs



Vehicle Purchasing Costs

4-WD Jeep

Sedan (car)

Motorcycle

Moped
450 000

500 00

50 000

15 000
Commander, 4-WD including reg. And Premium

Maruti Esteem, including reg. and Premium

Razdood 175cc, including reg. 

Office Furniture

PSU                                  LS

ITDAs

Generator    


125 000

125 000

36 000
Exec. Desk (T9)*1, Staff Desk (T8)*4, Desk Chair (PCH 7001)*3, Com.Desk*1, Chair (PC 7021) 2, Visitor Chair (CHR7)*10, Sofa set (3-seater, 1-seater & coffee table)*1, File Cabinet (Storewell Plain)*1, Storewell Minor 1, Refrigerator Ultra 200L*1, El.Fan 16” EBK2800*2

Desk (T8)*9, Desk Chair (PCH7021)*9, Visit Chair (CHR7)*15, Comp.  Desk*1, File Cabinet (Storewell Plain)*1, File Cabinet (Storewell Minor) *1, Refrigerator (Ultra 200L)*1, Elec.Fan 16”-Ebony*1

Shriram-Honda EBK 2800, 2100Va,*  

Table 4.  Running, Overhead and Maintenance Costs Per Year

Item
Total Cost + Taxes (INR/yr)
Specifications

Office Equipment

  All Office Electronics

  Office Furniture and other Equipments
10%

10%
10% of total Purchasing Costs

10% of total Purchasing Costs

Vehicle Operation and Maintenance

  4-WD Jeep

    Diesel Oil

    Engine Oil

    Repair and Maintenance

  Sedan (car)

    Petrol

    Engine Oil

    Repair and Maintenance

 Motorcycle

    Petrol

    Engine Oil

    Repair and Maintenance

  Moped

    Petrol

    Engine Oil

    Repair and Maintenance

  Office Rent  
88 770

54 720

4 000

30 050

98 700

72 000

2 000

24 700

21 275

15 000

1 500

4 475

12 850

9 000

1 000

2 850

6 000
24000 km/yr*12 Lit/100 km*INR 19/litre

30 litres/yr*INR 100/litre

7% of Purchasing Cost

30000 km/yr*8 Lit/100 km*INR 30/litre

20 litres/yr*INR 100/litre

5% of Purchasing Cost

10000 km/yr*5 litres/100 km*INR 30/litre

15 litres/yr*INR 100/litre

10% of Purchasing Cost

10000 km/yr*3 litres/100 km*INR 30/litre

10 litres/yr*100/litre

22% of Purchasing Cost

4-5 room house, with garden and garage

7. Training and Study Tours. Specific training and study tours requirements have been estimated in each relevant technical Annex but a common costing approach has been used. Such costs include boarding; lodging and transport for the trainers and the participants, as well as relevant costs in the case of study tours. 

8. For training, costs are differentiated on the basis of whether it takes place in the village or at a training centre, with some additional allowances for the training of NGO staff vis-à-vis beneficiaries. Similarly, study tours costs are differentiated on the basis of the distance travelled and whether it is external or internal. All training and study tour unit costs are presented on a per person, per day basis. The Main Report presents a training table summarising the details for each course, e.g. numbers trained, duration, resource required, etc., while the Annexes contain the rationale for each course proposed.

9. Technical Assistance.  The Programme will require assistance of national experts and their cost has been estimated at INR 75 000 per month for short-term to medium term assignments. 

10. Labour Costs.  A consistent set of rates was used in the costings, based on the official minimum wage rate of INR 50/day for unskilled labourers which is used by all Government funded infrastructure projects.  

11. Food Assistance.  Through the partnership of WFP as a co-financier of the Programme, part of the costs of unskilled labour for watershed development works and forestry development would be provided in the form of food rations amounting to the equivalent of 3 kg of rice valued at INR 17.25/day
. The remaining INR 32.75/day to bring the remuneration in line with the minimum wage of INR 50/day would be paid in cash. However, in the cost tables the WFP food assistance has been valued at the estimated world market price of USD 345 per tonne. Local storage and handling costs are included separately and would be totally borne by GOO. It is envisaged that 60-70% of the food would be purchased locally, thereby stimulating agricultural production rather than depressing it.  

12. Food assistance would be used in three key components - watershed development works (see Appendix 3, Table 3); forestry cleaning and planting (see Appendix 3, Table 4) and in support of podu conversion (see Appendix 3, Table 5). In the latter case, 60 days’ food would be given to podu cultivators who take up the recommended agro-forestry model (see Annex 7). Under this model, food crop production on half the land would be lost and it would take a minimum of 4 years for the fruit trees planted on the hill slopes as part of the alley cropping model to begin to provide income for food purchases. Thus the food assistance would compensate for lost podu food crop production and bridge the gap until cash income is generated from the podu conversion package.  

13. The rationale for food assistance is the 3-4 month lean period during the summer months when tribal households find it difficult to meet their basic food requirements and utilise food items from the forest for survival – but even these resources are declining in availability. Thus the objective of the WFP food assistance would be to plug this gap through providing food assistance for 120 days in a year to a household for the three years of implementation of the watershed development works. Thereafter, increased income would result from increased agricultural productivity as a result of the impact of the watershed development activities.

14. As WFP’s current planning cycle is for 5 years, food assistance has been included in the Programme costs for Years 2-6. The total requirement for food during this period would be 34 269 tonnes as shown in Table 5. The food assistance has been costed at USD 345 per tonne (excluding local handling and storage costs which are accounted for separately as a GOO cost). This gives a total value of USD 11.78 million at base costs and USD 12.32 million with price contingencies.  The requirement for the remainder of the Programme period would be translated into cash payments to be financed by IFAD and the other cofinancer(s).  If WFP is able to continue to provide food assistance beyond Year 6, then the funds released would be assigned to other activities.

Table 5: Food Assistance Included in the Programme Costs (tonnes)


PY1
2
3
4
5
6
Total

Food Assistance
0
1 139
3 389
6 179
9 684
13 878
34 269

Investment Funds and Beneficiary Incentives

15. The Programme’s production-related activities would be implemented through flexible funds as described below. The methodology used in sizing the funds is described here but supporting information is contained in Appendix 3. Beneficiary incentives vary according to the activity and fund involved.

16. Investment Fund for Watershed Development.  This fund will be accessed by groups of villages constituting a micro watershed. As the fund is to be flexible, no targets are to be established at Programme preparation, although indicative plans for a representative watershed types have been developed for costing and financial analysis purposes. For works on public lands, a minimum community contribution of 15% would be required for any activity, while on private lands this would rise to as much as 20%. This is in line with other NGOs promoted watershed development schemes such as the Indo-German Programme in Maharashtra, which has achieved a beneficiary contribution of 16-17% of the cost of the works. For the Programme watersheds, the average beneficiary contribution would be 17%.  To ensure funds are made available for the maintenance works, a small portion, i.e. 10% of the wages paid to community labour will be retained in the special account set up by the palli sabha Watershed Sub-Committee and this will lead to an accumulating balance over time as additional works are undertaken.

17. Investment Fund for Participatory Forest Management (PFM).  Sizing of the fund has been based on an hypothetical average of 200 ha of forest area per watershed, of which 20 ha would be brought under more intensive management, including promotion of NTFPs. Villagers would be expected to contribute 15% of the required labour with the remainder of the labour and all input costs to be paid out of the funds allocated to the village from the PFM fund.

18. Rural Financial Services.  The credit delivery system would be based on the promotion and strengthening of self-managed, self-help groups with credit based initially on members’ savings. As the SHGs develop credit management experience, the Programme would augment their corpus funds with a contribution to the group’s equity up to a maximum of INR 8 000 per group in instalments. The calculation of the total equity contribution from the Programme is given in Annex 9, Appendix 1, Table 3. This would also provide a larger base for leverage loan funds to meet the credit requirements of the SHG. The total incremental credit requirements are also estimated in Annex 9, Appendix 1, Table 3. The hope is that most SHGs would be linked to formal financial institutions in due course but a small Credit Fund managed by the Programme and administered by the NGOs is provided as a fall‑back situation. The vast majority of the incremental credit requirements will be met from the beneficiaries’ own savings, estimated to amount to USD 1.6 million 

Phasing

19. Most of the key activities are phased on a watershed basis (e.g. village level training and land and water management works), while others are phased differently (e.g. number of blocks coming into the Programme). Account must be taken of the entry of watersheds within given block and the rate at which the blocks enter the Programme as well. The phasing of the entry of districts, blocks, watersheds and villages is shown in Appendix 3, Table 1.

Replacement Costs

20. Provision for replacement of motorcycles has been made in the Programme costs but not for vehicles because the effective economic life of vehicles with regular maintenance is estimated at more than 10 years in India. 
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Programme Costs

21. seq level0 \h \r0 

seq level1 \h \r0 

seq level2 \h \r0 

seq level3 \h \r0 

seq level4 \h \r0 

seq level5 \h \r0 

seq level6 \h \r0 

seq level7 \h \r0 The total Programme cost including price and physical contingencies is estimated at INR 4 648 million or USD 91.1 million over the ten-year Programme implementation period. Of this about 2% represent foreign exchange costs. The total base costs are USD 77.6 million, while physical and price contingencies are estimated to add another USD 13.5 million or 18% of base costs to this amount. Investment costs account for 89% of base costs, and taxes and duties approximately 1.9% of total costs. Table 6 summarises the Programme cost estimates by component and sub-component, while Table 7 provides a breakdown of Programme costs by expenditure category. Full summary tables are given in Appendix 1, whilst the detailed cost tables are shown in Appendix 2. These tables contain the quantity and unit cost assumptions used to estimate Programme costs for each sub-component. The description and rationale for these assumptions are contained in the respective component specific Annexes.

22. Livelihood Enhancement is the largest component of the Programme accounting for about 70% of total base costs, followed by Empowerment and Capacity building of communities and support agencies (10%) and Programme Management (11%). Within the Livelihood Enhancement component, Land and Water Management is the largest sub-component representing  54% of the total base cost.

23. Table 7 shows that Investment Fund comprising watershed development works, community infrastructure and PFM funds represents the single largest Programme expenditure category at 42% of base costs which is supplemented by the food assistance (15%).  Other significant cost categories are line agency and Programme management operating costs and civil works O&M (11%), technical assistance and contractual services (10%), training (3%) and Development Initiatives Fund (6%). 

Insert Table 6. Components Project Cost Summary

(from Anx13-text-tables.xls)

Insert Table 7. Expenditure Accounts Project Cost Summary

(from Anx13-text-tables.xls)

Financing 

24. The financing assumptions used for the various disbursement categories are shown in Table 8 below:

Table 8.  Disbursement Accounts and Financing Rules


Disbursement Account
Financing Rule


Vehicles and equipment
IFAD (33%); DFID (67%)


Training 
IFAD (33%); DFID (67%)


Investment Fund
IFAD (32%); DFID (64%); GOO (4%)


Grant Fund
IFAD(37%); DFID (67%)


Credit
Beneficiaries (74%); financing institutions (19%); IFAD (2.6%); DFID (4.8%)


Technical assistance, contractual services & studies
IFAD ( 33%); DFID (67%)


Community labour
Beneficiaries (100%)


Development initiatives fund
IFAD (33%); DFID (67%)


Food assistance
WFP (100%)


Recurrent costs
Sliding scale with GOO funding 15% in Yr 1-3, 30% in Yr 4, 60% in Yr 5, 80% in Yr 6 and 90% in Yr 7 and 100% from Yr 8 The balance is financed by IFAD and DFID in ratio 33:67


Maintenance of civil works 
Beneficiaries 75%; GOO 25%

25. The financing plan for the Programme is indicated in Tables 9 and 10.  The IFAD loan for the Programme would amount to USD 20 million meeting 22% of total costs.  The loan would be used to finance infrastructure; training, technical assistance and studies; a share of the staff and operating cost of Programme management on a declining scale; vehicles, equipment and materials; credit line;  investment fund; and development initiatives fund. The DFID grant of USD 40 million would meet 44% of Programme costs and would fund the same items as IFAD through joint funding arrangements.

26. WFP would contribute USD 12.32 million in food assistance representing 13.5% of total Programme costs.

27. The Government of Orissa (GOO) contribution is estimated at USD 9.6 million or about 10.5% of Programme costs. Duties and taxes represent approximately USD 1.74 million and food handling amounts to USD 0.85 million. The other items financed by GOO are the salaries and allowances and operating costs of Programme management and investment funds. GOO’s contribution to salaries and operating costs would be 15% in PY1-3 but would gradually increase so that by PY8 GOO would have taken on the full burden of Programme management costs. This approach is taken with a view to the long-term sustainability of the ITDAs at the increased level of activity.

28. Beneficiaries would contribute USD 8.9 million accounting for 9.7% of total Programme costs. This contribution would largely be in the form of labour for watershed development and forestry development Beneficiaries or communities would also meet the operating and maintenance costs related to all watershed development works and forest management. It is also intended to develop mechanisms for communities to take on the responsibility for maintaining roads and other infrastructure funded under the Programme, but as this will take time to develop, it is assumed in the financing that government will continue to play some role.

Insert Table 9.  Components by Financiers

(from Anx13-text-tables.xls)

Insert Table 10.  Expenditure Accounts by Financiers

(from Anx13-text-tables.xls)
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29. The cost per beneficiary household over the ten years of the Programme is estimated at approximately USD 1 215 assuming 75 000 participating households. However, the more relevant consideration for watershed development projects is the cost per ha of watershed development. Under the Programme direct investment in the physical watershed development works is INR 6 818 per ha (inclusive of sizeable investments in irrigation facilities) which is well within the Government norms for watershed development (see Annex 5). The cost per household is relatively high because of the nature of the Programme area with a low density of population within the watersheds. Thus a typical watershed of 650 ha has 3 villages with around 65-70 households per village giving an average of around 200 households per watershed which is low compared with other areas of the country e.g. Bihar-Madhya Pradesh Tribal Development Programme.  

Financial Implications for the Governmenttc  \l 2 "C.  Financial Implications for the Government"
30. The Programme would generate little or no federal, provincial or local government revenue as farm incomes are not taxed directly. This implies that the Government of Orissa would have to meet the recurrent cost obligations after the Programme investment period. This obligation is estimated at approximately INR 23 million per year in 2001 prices, and comprises incremental staff salaries and allowances, and vehicle and other O&M costs of line agencies involved in agricultural development. The proposed Programme financing envisages GOO absorbing these costs as part of its regular budgetary outlay by Year 8 of the Programme.

31. The operating and maintenance costs associated with the watersheds improvements and rural roads and other infrastructure would be borne by members of the village organisations. This is considered a key element of the Programme's strategy to ensure sustainability of the improvements financed. The Programme would encourage village organisations to develop systems to collect regular contributions to meet these costs from the users of the facilities.
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APPENDIX 1

SUMMARY COST TABLES
Tables

1.
Components Programme Cost Summary

2.
Expenditure Account Programme Cost Summary

3.
Expenditure Accounts by Components – Base Costs (INR ‘000)

4.
Expenditure Accounts by Components – Base Costs (USD ‘000)

5.
Expenditure Accounts by Components – Totals Including Contingencies (INR ‘000)

6.
Expenditure Accounts by Components – Totals Including Contingencies (USD ‘000)

7.
Programme Component by Year – Base Costs (INR ‘000)

8.
Programme Component by Year – Base Costs (USD ‘000)

9.
Programme Component by Year – Totals Including Contingencies (INR ‘000)

10.
Programme Component by Year – Totals Including Contingencies (USD ‘000)

11.
Expenditure Accounts by Years – Base Costs (INR ‘000)

12.
Expenditure Accounts by Years – Base Costs (USD ‘000)

13.
Expenditure Accounts by Years – Totals Including Contingencies (INR ‘000)

14.
Expenditure Accounts by Years – Totals Including Contingencies (USD ‘000)

15.
Programme Components by Years – Investment/Recurrent Costs (INR ‘000)

16.
Programme Components by Years – Investment/Recurrent Costs (USD ‘000)

17.
Components by Financiers (USD ‘000)

18.
Expenditure Accounts by Financiers (USD ‘000)

19.
Disbursement Accounts by Financiers (USD ‘000)

20.
Disbursements by Semesters and Government Cash Flow (USD ‘000)

21.
Local/Foreign/Taxes by Financiers (USD ‘000)

APPENDIX 2

DETAILED COST TABLES

Tables

1.
Community Empowerment and Management (Quantities)


Community Empowerment and Management (Base Cost)

2.
Beneficiary Skills Development (Quantities)

Beneficiary Skills Development (Base Cost)

3.
Capacity Building of Support Agencies (Quantities)

Capacity Building of Support Agencies (Base Cost)

4.
Land and Water Management (Quantities)

Land and Water Management (Base Cost)

5.
Collaborative Forest Management (Quantities)

Collaborative Forest Management (Base Cost)

6.
Rural Infrastructure(Base Cost)

7.
Agricultural Development (Quantities)

Agricultural Development (Base Cost)

8.
Livestock and Aquaculture Development (Quantities)

Livestock and Aquaculture Development (Base Cost)

9.
Village Credit (Quantities)

Village Credit (Base Cost)

10.
Support for Policy Initiatives (Base Cost)

11.
Development Initiatives Fund(Base Cost)

12.
Programme Management at the State Level (Quantities)


Programme Management at the State Level (Base Cost)

13.
Programme Management at the District Level (Quantities)


Programme Management at the District Level (Base Cost)

14.
Food Aid Handling (Quantities)


Food Aid Handling (Base Cost)

APPENDIX 3

SUPPORTING DATA

Tables

1.
Indicative Phasing of Programme Activities

2.
NGO Cost for Watershed Development Activity

3
a. Labour Requirement for Watershed Development – 650 ha Watershed

b. Breakdown of Labour Requirements per Watershed (person-days)

c. Cost of Watershed Development Works per Watershed

d. Derivation of Total Cost of Watershed Development Works for All Watersheds

e. Total Labour Requirement for Watershed Development Works

4.
a. Cost of CFM Promotion and Forest Treatment Works per Watershed

b. Derivation of Total Cost of Forest Treatment Works for all Micro-Watersheds

c. Total Labour Requirement for Forest Treatment Works (person-days)

5.
Podu Conversion Compensation Package

6.
Summary of WFP Food Assistance

� 	Inflation rates for 1998 and 1999 have been applied to PY1 costs to reflect the lag before expected Programme start-up in April 1999.


� 	The present WFP ration comprises 2.5 kg of rice and 0.2 kg of pulses per day





