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AFD: Agence Francaise de Développement (or FrenchDevelopment Agency)
AML: Anti-money laundering

ANIMA: Euro-Mediterranean network of stakeholders supporting the economic development
ANIMA-MIPO: Mediterranean Investment and Partnership Observatory
BSO: Business support organisations

CBA: Costbenefit analysis

CSR: Corporate social responsibility

EIB: European Investment Bank

EPI: Environmental Performance Index

ESG: Environment, social and governance

EU : European Union

FDI: Foreign direct investment

GHG: Greenhouse gas

GPG: Global Public Good

ILO: International Labour Organisation

IPA: Investment promotion agency (economic development agency)
IPO: Initial public offering

ITC: Information and communications technology

Kl: capital increase

LBO: Leveraged buyout

LCA: Life cycle analysis

MED: Group of 11 countries neighbouring Europe, i.e. 9 Mediterranean partner countries of the EU
(Algeria, Egypt, Israel, Jordan, Lebanon, Morocco, Palestine, Syria, and Tunisia), one with
observer status (Libya) and one in the membership process, Turkey.

MENA: Middle East- North Africa = MED + Mauritania, Sudan, GCC countries + Yemen, Iran,
Iraq, Afghanistan, Pakistan

OCEMO: Office de Coopération Economique pour la Méditerranée et I'Orient (Office of Economic
Cooperation for Mediterranean and Middle East)

OECD: Organisation for Economic Ceoperation and Development
SMEs : Small and medium enterprises

SMMEs : Small,medium and micro enterprises

SRI: Socially responsible investment

UNEPUnited Nations Environment Programme

UNPRI : Principles for Responsible Investment

VSB: very small business



ié’ EDILE 4
E DI I_E 7P Toolkit

Methodological guide /Version 1
List of contents

R €1 o 11T TP 9
2. EDILE case study: the EGOPIA PrOJECL.......cccoiiiiiiiiiiiiiiiiiis ceeeeeeeeeene e e 13
3. Project qualification, evaluation and optimisation methods ...............ccccccn o, 22
3.1 The 1ogical fraAMEWOIK .......cviiiii s e eeesssirrerr e e e e e anrrareeaees 25
3.2. Project analysis (dUe dilIgENCE).........uuii i e e 26
Key points Of dUE QIlIgENCE ......uvviiiiii it et es eeee e e s e e e e e s s e eeeeirraa— s 26
INfOrMAtioN 10 QALNET ... e rces b e e e e e e e s s e aee reeteaaeeesia———————— 26
3.3. FINaNCial ANalySiS.........ccoviiiiiiiiiiiis et e e 27
(O] o) [=To3 11V TP PPUPR PRI 27
Financial profitability assessment methods and t00IS.........ccccveiiiiiiiiiiiiis e e 28
Differences between these t00ls and the SCOPES.........cccvviiiiiiiiiiiiiiiis e eees crrrrreraeaae e 28
Profitability CONAILIONS ......cooiiic s s e e e e e e e e e s raees erteaaeeesaaaaraeeas 29
IEEMIS L0 GANET ..eeiiiiieii s et reee e st e e a e e r e as tneeee e e e .29
RETEIENCES. ...t e et e e e e e erena 29
3.4. Costbenefit analysis and calculation of economic return ........ccccccoevcviieeiies cevveiiieeen, 30
(0] o] =T 1= R 30
CONVETSION MELNOM. ... ittt ettt eetb e st e s e eaae teanbeeessreesreeanneee e 30
Economic profitability method and aSSeSSMENT LO0IS ........ccuvvviiiiiiiiiiiiiies e e 33
3.5. ] Q= T =1 Y2 £ 33
ODJECHIVES ...ttt iii e ee ettt arr e e s eeahbre e e e e e e e eeeeaner e e e s e e a e e aaneeeas 33
Assessment MEthodS AN TOO0IS........uviiiiiiiii et e eee e e areeeeaas 33
Classification Of the MaIN FISKS .......c.viiiiiiiiiiiiiii et eeriie e seeans reesnneenes 35
3.6. Multi-Criteria @NAlYSIS........uvii i e e ..36
Difficulty of qualitative UNIVErSE CHOICES .........coiiiiiiiiiiiiiiiis ottt es eeeeaiee e e s s e e e s seaeee e 36
CoNAUCE OF BN MCA. ...t ettt ass beeee s s e e e et sarree teaateeee s e e 37
3.7. Environmental impact assessment (EIA)........coooiiiiis e e 37
ELA CONEENT ... e eee e e e ettt teeeeeeeee e eeeree 39
3.8. Life cycle analySiS (LCA).......ui e iriies eeeiiieee ettt riees eeeeaibeeeesbeeeesnbneee e 40
Context and ChAllENGES ........ooieee s e oratbe e e e e e e e e res aebeeeeeeeeesaaaanaa 40
S = = o= P UUUTR TR 41
3.9. The ecological footprint MEthOd ... e e 41
3.10. SOCIAI BSSESSIMENL.......eiiiiiiiiiiiiiieiiie et ree eeee s rees 44
3.11. Contract review and the checklist of economic development agencies.............cccceeeenee. 48
Awareness of the financial impact of public INterference ...........ccccccciiiiiiiis s e 48
CONTFACTE FEVIBW ..iiiiiiiet e et et ittt ettt e e e e e e s st ereees feeeeeaeeaaaaaababbreeeaaaaaaaas  teeessaasnsbeneeeeeeesaanannens .49
3.12. Governance and consultation Methods ..........covvviiiiiiiiciis e e 50
EVvolution Of deMOCIALIC SYSEMIS ....cciiiiiiiiiiiiiiiiie e ies ettt oaarabbr e e e e e e e e e s abbrrreee aeneeees 50
LeVelS Of INVOIVEMENT. ...t et e e e e e s iiiee tebteeeeeaaeeeaaaanntbanreaaes  teeeeeaassessnnsnseneeees 51
Methods still unstable and very qQUAlITALIVE ...........ooociiiiiiis e e 52
3.13. Negotiation MEethods ...t s e ———— .54
4. Criteria, INdiCAIOrs and tOO0IS ......ceuiviiiiiiiii s et e e 56
4.1. Direct ECONOMIC EffiCIENCY......ccuiiiiiiiiiiiiiiiiiis e et 56
Criterion 1. Financial VIability ............coiiiiiiiiiiiis e es eeee e e e eeeaaaaneees 56
Criterion 2. ECONOMIC VIADIITY ......vviiiiiiiiiiiie it et ittt e e s e e s aesnneeeenas 58
Criterion 3. Physical €ffiCIENCY........cccueiiiiiiii s e ies et eeaaaaaaaaa 60
Criterion 4. DIireCt AAAEA VAIUE .......cooii it ettt aeee e e e e e e s aeeee aaninnenes 62
Criterion 5. Capital INVESIMENT ........ccoiiiiiiiiiiiieiiiis et crtbe e e e st e e e e abree eeeennnneeas 64
Criterion 6. Innovation and intangible INVESIMENt ............uiiiiiiiiiiiiiis s erereeeeeaeaaaas 65
Criterion 7. Net public CONIHDULION ......cooiiiiiiiiiii i e e e et rrees eenes 67
4.2. Market adequacy and Social NEEAS............ocuiiiiiiiiiiiiiis e e 68

Criterion 8. Improving supply for the CONSUMET .......cooiiiiiiiiiiis e ciiereee e e e e e 68



ié’ EDILE 5
E DI I_E 7P Toolkit

Methodological guide /Version 1
Criterion 9. Product or serviceods i.nt.r.i.ns..c. .v.a.l e

Criterion 10. Product or service made available to local population............ccccceeeeiiiiiiiies cvviviiieeeeee e 72
Criterion 11. Eviction of existing companies supplying attractive products .........ccccccvcveiiiiieeins cvvvveennnnee. 73
Criterion 12. Maintaining / creating @ NeW DUSINESS SECLON .........vvviiiiiiiiiiiiiiis e e 74
4.3. INdirect €CONOMIC IMPACT .....ccvviiiiiec s eeeee e i e es eeeeeessannrrreeeesaannns 75
Criterion 13. Sub-contracting and l0Cal PUICNASES..........c.vviiiiiiiiiiiiiis e rreeeenineeeeas 75
Criterion 14. Downstream industry, distributors and domestic CUSIOMErS .........ccccvvevieeeiiiiiiiiies ceviiiieieeen. 79

Criterion 15. Indirect job creation
Criterion 16. Partnership attitude

f

(0]

r

t

Criterion 17. Local infrastructure improvement ............cccccceeeeeeiinnnns
4.4. Employment and salary.........cccccciiiiiiiiiis v
Criterion 18. Direct and stable job creation ...........ccccccceeiiiiiiiiiiis v,
Criterion 19. Qualification of created jJODS .........cccooviiiiiiiiiiiiies e
Criterion 20. Type Of CONraCt ........ccocciiiiiiiiiiiiiii e
Criterion 21. PAY SCAIE........uvviiiiiiiiiiiiiiiiiiis ittt e e e et eaees eeeeee e e e e e e e
Criterion 22. Local reCruitmMent ...........ccoccveiviiiiiiii e
Criterion 23. Gender equality, equal opportunities..........ccccceveeveeeernnee.
Criterion 24. Vocational traiNiNg ..........ccoovveieiiiiiins e
Criterion 25. Safety and occupational risks and accidents prevention
4.5. SOCIAl POLICY... e,
Criterion 26. Social ProteCtion ...........ccccvviiiiiiiiiiis e
Criterion 27. Employeesd6 represe.nt.at.i.an..and..pr.diZ2ecti on,
Criterion 28. Employee iNCENtIVE SCREME.........coiiiiiiiiiiiiiiiis et es eerieee e e e e e eaeeeas 117
Criterion 29. Informal work in the COMPANY .......ccuviiiiiiiiiiiis e s eeee e s e 120
Criterion 30. Child labour and forced 1abour............c.ciiiiiiiiiis e e 121
4.6. Materials and SOlId WASEE..........ccoviiiiiiiiie s cerrieir e eeeenrarerereeeseananeaees 123
Criterion 31. Inputs (materials)
Criterion 32. Solid waste.............cccovevvvenneen.
Criterion 33. Hazardous waste and ProdUCES............eeeiiiiiiiiiiiiiis e aeeeenineeee s 127
Criterion 34, RECYCING ... viiie it et re et e e res eeeeaite e e e st e e e astateeaaes tbeeeeanneeeeesannees 129
4.7. [ TCT () P 131
Criterion 35. ENergy CONSUMPLION .......oiiiiiiiiiiiiiea e iiiiis aeeiiiiie e e e e e e e s siirree abbbeeeeeeeaeaaaanbrnreeeaaes aeeees 131
Criterion 36. Reductions in energy CONSUMPLION ........ccuiiiiiiiiiiiiiiiiiiies  artiieeeee et reeeeeaaes teaeeaaaaannenes 135
Criterion 37. RENEWADIE ENEIGY........oiiiiiiiiiiiiii it et es eerrrre e e reeena 138
4.8. WALET ...ttt s e e 140
Criterion 38. Water CONSUMPLION ....cocvviiiiiiiiieeiiiiiees aitire et e e et rirree teeaaiteeee s eeesatrr e e s e reeeas 140
Criterion 39. Reductions in water CONSUMIPLION .......ooiiiiiiiiiiiiae i eeriiiiiii e ribiiee ibreeeeeeeaeeaaas 143
Criterion 40. Water diSChAIGES......ccoii ittt e eaerbr e e e e e e s e aibreeee aaebeees 145
4.9. N SO 147
Criterion 41. GreenhouUSE gas EMISSIONS. ......ccuuriiiiiiiiaaiiiiiiis eereiiibe e e e e e e e s s aabbreee hbbeeeeeeeeaesssaanneneeees 147
Criterion 42. Emissions of ozonedepleting SUDSIANCES ... i e 149
Criterion 43. Emissions of NOx, SOx and fine PartiCles...........occoviiiiiis i e 150
4.10. SO0Ils aNd DIOAIVEISILY.....cccviiiieiiiiic et s eeeeeaaea e e ——— 152
Criterion 44. SOIlS CONSUMIPLION .......vviiiiiiiiie it ittt rie e e e es aearnreee s st e e s snrneeennne breeenns 152
Criterion 45. EcologiCal CONTINUITY ........ooiiiiiiiiiiiie e oot riiiee atbbeeeeeeea e s s e nbbrreeeaaes aeees 154
Criterion 46. Protection Of habitalS ...........ccooiiiiiiiis i e ... 156
Criterion 47. Conservation Of proteCted SPECIES ......cccoiiiiiiiiiiiiiiiiis e e 160
4.11. Adaptation and MAJOr FSKS .......ccuuiiiiiiiiiiiiiiiies e rees breree e e 161
Criterion 48. ClIMAE CRANGE......coiiiiie et et re ree e i e e e st e e e sarreeaae atbeeesannes 161
Criterion 49. Natural NAZAIAS ..........uueiiiiiiiiiiiiiiiis e ees teeetea e e e e s a e e e e e e taeaeeaaaas 164
Criterion 50. "Artificial" NAZArdS .........oooiiiii s s e reeena 166
4.12. Environmental quality of infrastructure, goods, services, and operating modes ............ 168
Criterion 51. ReSPECt fOr NEIMIAGE ......co oo e ee ttbrrre e e e e e es aeees 168

Criterion 52. Construction quality and impact on the 1andSCape ..........ccoovviiiiiiiiics v 170



a¥ o 6
EDI LE 71 J Toolkit

Methodological guide /Version 1

Criterion 53. Pedestrian access, residents and animalS..........c.coiiiviiiiiiiiiiiies ceeeeeeee e ees eeeeens 171
Criterion 55. NOISE POIULION ......ciiie it e eees i e e e e e e e e s ssnarrres arbrareeeeas 175
Criterion 56. Environmental quality of products and SEIVICES..........ccciveiiiiiiiiiiiies eeeeriiee e 176
Criterion 57. Transport and 10giStiCS OPMISALION .........cvvviiiiiiiiiiiies et reeee e 178
4.13. Sustainable local deVEIOPMENT..........oo i e cvrrrrrreee e e 179
Criterion 58. Economic development (€CONOMIC EMPOWEIMENT)........vvvreiiiiiiiieiiiiiees cerireee s e s snreeens 179
Criterion 59. Community and social investment.............cccccceeeevivnnns
Criterion 60. Social and solidarity economy (SSE)
Criterion 61. Development strategy and territorial anchorage.........ccocvveiiiiiiiiiiies v 185
4.14, @114 1] 7 oSSR 186
Criterion 62. Rights of local POPUIALIONS .........cciiiiiiiiiis e e e 186
Criterion 63. BUSINESS ELhICS.........iiiiiiiiiiiiiiiciiis i e eeaeeee e 188
Criterion 64. Respect for laws and fight against COrruption ..........cccccceeiiiiiiiiiiiies e .. 189
Criterion 65. Anticompetitive behaviour..............cccccoeveiinnen.
Criterion 66. Dispute resolution ..............cccceecuvvvveen...
4.15. Government and the media relations
Criterion 67. TranSParencCy.........cc.ooceeeeerrveeeenns
Criterion 68. Independence from public authOrtIeS ...........cccoiiiiiiiiiiiiiiis i e 195
Criterion 69. Relations With the Media...........ccoiiiiiiiiiiiis e e 197
Criterion 70. DeMONSLrAtioN VAIUE ..........cooiiiiiiiiiiiiiies et es e e nnee e 199
T N 0] 015 L PSP 200
5.1. ANNeX 1. BiblIOGraphy ........c.ccoiiiiiiiiiiiiiiiis it e e 200
5.2. ANNexX 2. USeful WEDSITES.........cociiiiiiiiiiies e e 206
EVRI (Environmental Valuation Reference Inventory) WebSites..........ccveviiiiiiiiiiies cevvviiiee e, 206
OtNEI WEDSITES ...ttt ettt et e et et e e e e es eeeeeeeasaasattatreeaaeaaaaaaes  eeeesssbnneeeeeaeeeesaannnnees 206
1= 11 1] T SO SPR 207
5.3. Annex 3. Intermediate consumption in OECD COUNLNES ........ccuvveiiiieeiiiiiieins aeveeeeine 208
5.4. Annex 4. Figures on wages in Tunisia, Lebanon and Palestine..........cccccccccceveveen..n. e 211
Figures 0N Wages iN TUNISIAL .. ...eeeiiuiieeiiiieeeiiie eeeeeiiiiieeessee e e s sieeeeess aatteeeesaaeeeesaseeeeeantees  teessnseeeeann 211
Figures on Wages iN LEDANOMN.........ccoiiiiiiiiiiiiiis et s aoirre e e s e eeennnees 211

Figures on [abour COSt iN PalESHINE..........coiiiiiiiiiiiiit i ceeee e e aeeas 211



45
af
Wy EDILE 7
EDILEZ®  ron

Methodological guide /Version 1

Objectives of EDILE

EDILE (Economic Development through Inclusive and Local Empowerment) aims to promote the
inclusive development of local economies through better qualification, assessment and evaluation of
investment projects.

This project aims to provide assessment tools  and support the organisations responsible for

the regulation and implementation of investment projects so that they can generate a
maximum, positive local impac t, particularly in terms of employment, subcontracting and respect
for the environment.

Forty actions are planned between 2014 and 2015 in Lebanon, Palestine and Tunisia. The EDILE
project is implemented by ANIMA and seven Euro-Mediterranean partners within the ENPI CBC MED
programme of the European Union.

Why a methodological guide?

Since 2000 and until recent revolutions, southern Mediterranean countries have benefited from
increasing flows of public and private investment projects. However, these project s have not always
had the expected positive results: the local economic benefits remain limited and negative impacts
were sometimes underestimated. In addition, procedures and project assessment tools are
underdeveloped . Public authorities involved in the regulation of investments lack know-how in terms
of project qualification, assessment, optimisation and governance

Proactive project monitoring could yet play a key role , allowing the selection of the best public
investment projects, or focusing support and public funding devices on those private projects able to
contribute the most to the inclusive development of the territories concerned.

This guide for the assessment and optimisation of investment projects serves as an accessible and
innovative tool for the local and national public authorities responsible for monitoring investment

projects. Several international institutions have developed reference assessment tools that have
inspired EDILE guide, adapting them to smaller investment projects and complementing them on local

economic development.

Rationale: Eight reasons to assess projects
1. Selection and assessment of projects (prior to the decision to initiate or approve)

In a context of scarce public resources, projects or variants must be ranked, priorities set and the
level of public support effort determined (facilitation, subsidies, tax exemptions, land or offices,
infrastructure, education etc.).

2. Social acceptance of projects

If the projects are only seen (as is common) from the business a nd government aspect, they /ack
several other points of view. employees (social rights, participation in company profits), residents and
the local community (local impacts, possible benefits), civil society and NGOs (aspects such as
corruption, equal right s, the environment and consumer rights).

3. Project optimisation

Experience shows that investment projects do not bring as much as they could. For convenience, they

are often under-optimised, particularly in terms of local sourcing, recycling of by -products and waste,
synergies with neighbouring chains, et c. |t i's there
weaknesses and margins for improvement. An analytical approach, criterion by criterion, allows all

optimisation opportunities to be reviewed .

4. Project equity

Experience also shows that projects do not actually benefit to all the real contributors. The overall
benefit is not a sufficient criterion; equity must be considered, thus the specific benefits of each party
concerned (redistributive element).
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5. Project labelling

Projects that respect workers, consumers, residents and the environment are more likely to be
accepted, supported and funded. A major investor, such as the Norwegian sovereign wealth fund
(alone, 1.3 % of global stock marke t capitalisation!) only invests in projects and companies that meet
its ethical rules. For example, companies non eligible in France include Alstom (corruption), Thales
(cluster bombs), Total (presence in Burma), etc. Ethical criteria often become decisive.

6. Country image

Contrary to what one might imagine, a country (wisely) demanding on inward investment is not less
attractive than a lax country. Virtuous projects are magnets for other projects and partners. The
country also has a positive reputation if it hosts quality projects and improves less successful projects.

7. Learning

In almost all areas of economic and social life, the assessment processes are weak or non-existent. It

is obvious that projects and programmes benefit from further assessment co nducted on current or

past projects, and from their design. The entire community (businesses or project leaders,

governments and administrations, and civil society) has an interest in learning from past mistakes and

successes. The process of "trial and eror” is one of the most effective for training /f the origin of
errors is understood and explained.

8. Development goal

To take the motivations further, assessment begs the question of the purpose of economic
development and growth: what are the real beneficial projects ultimately for society? How can they be
encouraged? How can the legitimate desires of businesses, employes, the affected population and
the community be balanced?

Content of this methodological guide

This guide contains, in addition to a glossary, the following parts:

A The presentation of a case study (the "EGOPIA" project) that serves as a "common thread"
throughout the guide to understand, with mostly quantitative data, the significance of different
criteria and indicators; it is a fictitious agri food project;

A The overview of the main analysis methods and monitoring that are available to investors, project
owners, project managers or administrations interested in assessing the effectiveness and impact
of the project methods or to improve its governance;

A A detailed description of the 70 criteria or "dimensions" on which a project can be assessed. All
are not obviously relevant to all projects. Only 15 are truly essential (e.g. financial viability,
economic impact, creating direct and indirect jobs, environmental damage etc.). This repository
assessment, optimisation and project management is, however, an essential resource for those
who wish to achieve a complete investment project analysis.

In addition, other resources are provided in the EDILE "toolbox":
A Examples of good practice (case studies corresponding to real projects);
A Training material, especially slides proposed at programme seminars;

A Library documents (articles, methodological guides, studies, etc.) accessible via the project website.



1. Glossay

The following glossary is based on several works, using some of their definitions though adapted,
particularly: Costbenefit analysis. A methodological guide. |CSl, 2009; A guide to cost-benefit
analysis. Trésor Canada, 1998 A guide to investment projects cost-benefit analysis. European
Commission. GD Regional policy, 2003.

A

A

Actualisation . Method of determining the present value of a cost or a future advantage. The
update allows you to compare cash flows occurring at different dates.

Average costs . Total costs over a period divided by the quantity (production) produced or
consumed during this period. Average long-term costs include a share of fixed costs (development
costs of existing infrastructure, for example).

BoP. Bottom of the Pyramid. The largest segment of the population or market, consisting of the
mass of the poorest populations in most countries.

Cash-flow . Input (product or sale) or output (charge or expense) for a given financial period
(usually year, accounting period).

Charges Expenses (operational, investment). Negative cash flow, allocated with a i sign.

Child labour (according to the ILO / ISTC). Defined as any activity or business that employs
children economically. Includes children who perform the worst forms of child labour and children
in employment before the minimum age. Excludes children employed in permitted light work,
those who are over the minimum age, and those whose work is not described as the worst forms
of child labour, including hazardous workin particular.

Cost-benefit analysis (CBA) . Method for assessing the economic validity of a program or a
project, by comparing benefits and costs. Takes into account both non-monetary and monetary
externalities as long as the latter do not consist in mere income redistribution.

Cost - effectiveness analysis (CEA) . Type of analysis commonly used for comparing considered
projects or project concepts whenever output (benefits) value cannot be properly measured in
monetary terms. If it can be assumed that benefits are equal for all considered options, CEA is
used to minimise the cost.

Conversion factor . Correction percentage of the financial price of an input or output designed to
reflect its true economic value.

Delphi Method . Technique of obtaining subjective values based on judgment through iterative
estimates made by a group of specialists.

Distortion . Effect by which the actual market price of an asset differs from the price observed in
the absence of public policies that create this difference, or market failures such as monopoly, or
in the presence of externalities, indirect taxes, duties, tariffs, etc..

Divide nd. Distribution of profits.

Economic price . Prices reflecting the relative value that should be assigned to inputs and
outputs should the economy produce efficiently hardware output of a maximum value. This price
does not reflect the distribution of incom e or other incommensurable objectives.

Efficiency . Refers to the efficient allocation of scarce resources. At the margin, the resources
should be used by the individual who is willing to pay the highest amount (that is to say the
amount ensuring equality between marginal social costs and marginal social benefits).

Equity . Criterion likely to change the political decision in order to achieve a particular distribution
of income in the economy (subsidies to public transportation, low -income groups or in favour of
regional development objectives, for example).

ESS (Social Solidarity Economy) . Economic activity sector defined by a number of criteria:
free membership (and therefore free departure); limited profit making and no individual

appropriation of profit, democratic and participatory management based on the principle of "one
man, one vote", and autonomy of governance, particularly regarding the government, collective
utility or social utility of the project; initiative and private funding or mixed private /  public funding
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(social cooperatives or associations in different countries); three families of partnerships
historically structure it: cooperatives, mutual funds and associations developing an economic
activity.

A Externality . Benefit or cost for others wh ich is not normally taken into account by the market or
in the decisions of agents in the market. An external benefit is a positive externality and an
external cost is a negative externality. Externalities are not reflected in the financial statements.
For example, a project may harm the environment, consist in training workers or facilitating the

work of other companies wishing to engage in related activities, nevertheless these effects are not
included in the financial statements related to the project. H owever, for the purposes of economic
analysis, they must be taken into account and assigned a value.

A Financial analysis . Assessment that enables previewing which financial resources will cover
expenses. In particular, it allows: 1. Verifying and guaranteei ng financial balance (viability audit);
2. Calculating the investment project financial profitability based on discounted cash flow; in the
strict scope of the economic unit that manages the project (company, management body).

A Financial or economic model . Schematic representation of the investment project including
settings, cash flow, benefits and costs in order to simulate financial and economic results.

A Forced labour . Term used by the international community to refer to situations in which people -
women and men, girls and boys - are forced to work against their will by the recruiter or
employer, who uses violence or threatens violence, or uses more subtle means: accumulated
debts, withholding identity documents or threat of denunciation to immigration se rvices.

A Governance . Management and decision-making process involving a variety of actors in a
complex system implying cooperation between institutions and the various stakeholders, wherein
each fully exercises its responsibilities and skills. Governance or sustainable development,
combining delegative (elective) and participatory democracy, materialises through specific
approaches, old for some but new for most: multi -stakeholder strategic analysis (Agenda 21
locals), active subsidiarity for articulating levels (from local to global), sequential approaches
based on continuous improvement, decision in the context of information and imperfect
knowledge (precautionary principle), private/public partnership and contractual procedures,
dissemination of information among the various actors, evaluation (indicators of sustainable
development) and transparency...

A Green tax , environmental tax. Tax on a product released to the market, due to its negative
environmental externalities (pollution). The green tax is a fisc al instrument that encourages
businesses and consumers to make better choices when it comes to environment.

A Hazardous child labour (according to the ILO / ISTC). Defined as any activity or business
which, by its nature or type, has negative effects on the safety, health or moral development of
the child.

A Hedonic pricing . Assessment technique that calculates for the quality of the environment from
differences in rents or property prices (for example, goodwill related to the presence of a park).

A Impact study . Assessment of change or longterm effects on society, linked to the overall
objectives, and which may be attributed to the completed project. Each impact must be expressed
in the unit of measure adopted to specify the problem to be solved. Impact studies relate most
particularly to the environmental field and the social field.

A Informal work  (according to the ILO). It includes: a. Self -employed persons and employers
working in their own informal sector company (unincorporated sole proprietorships of which at
least a portion of the production is reserved for the market that is not recorded, or where the
number of employees is small -e.g. less than five). b. All contributing family workers in family
businesses. c. Employees whose employment is informal, i.e.employees who are not protected by
the work law, or who do not have social security cover as employees, or who are not entitled to
other benefits related to employment such as paid annual leave or paid sick leave; d. Members of
informal producers' cooperatives (which are not incorporated as legal entities) and e. Self-
employed persons producing goods exclusively for own consumption (if they are to be considered
in employment).
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A Input . What is consumed by the project (as opposed to outputs). Usually means the material
inputs used by the project, that is to say, materials, capital, labour, lumber and utilities. Inputs
such as the quality of environment, foreign excha
externalities.

A Internal rate of return (IRR). Performance or profitability of a project, as calculated by the
analysis of discounted cash flows. The IRR is the discount rate that, applied to all the benefits and
costs reflected in the cash flows of a project, results in a net present value of z ero.

A Internalisation . Consideration of an externality in the decision-making process of the market
through pricing or regulatory intervention. Strictly speaking, internalisation occurs by having
polluters pay for the costs of damage caused by pollution which they are responsible for, in
accordance with the polluter-payer principle.

A Marginal costs . Costs linked to a small increase of demand (for example, one additional vehicle-
kilometre travelled). Marginal costs in the long run include the increase of capa city needed to
cope with the rise in travel demand.

A Market price . Price of goods on the domestic market (as opposed to economic price or shadow
price).

A Multi -criteria analysis (MCA) . Assessment methodology that takes into account, either
simultaneously or sequentially, various objectives through assigning defined weight to each
measurable objective.

A Multiplier . Rati o between the communityds total i ncome a

A Net i economic present value (N -EPV). Net value of an investment once all costs and benefits
have been added up, expressed in monetary terms. Such total is obtained through updating and
adding up costs and benefits (cash flow) in order to compare them on a common basis.

A Net - financial present value (N -FPV) Net value of an investment once all costs (charges) and
incomes (output) have been added up, expressed in financial terms. Such total is obtained
through updating and adding up these cash flows.

A "No regrets" level.  Level of internalisation at which individuals or businesses obtain personal or
private net benefit (savings on fuel bills, for example) superior to the loss of well -being entailed
by a given government action. The existence of «no regrets» measures tends to increase the
political acceptability of internalisation measures.

A Observed preference . Assessment technique in which consumer choices are observed in the
market (purchase of a good, for example).

A Opportunity cost . Costs that occur when one use of a limited resource hinders other possible
uses (the allocation of land for infrastructure for instance impedes other uses such as leisure). The
numerical significance of opportunity cost corresponds to the value of a resource in the event of
its most productive potential use.

A Output . Incomes, sales. Positive cash flav, allocated with a + sign. Also, all that is produced by
the project or the company.

A Present value . Future value of cash flows updated with the appropriate discount rate.

A Public good . Good or service which property rights are not defined. In the absence of
government intervention, environmental goods (pure air, for example) are generally considered
public property.

A Reference value (Notion close to the economic price). Price awarded to a property (market or
non-market), representing its value (or its cost ) to the community and used in economic
calculations. For a commodity, such value can be adjusted to market prices to reflect distortions.
For a non-market good, the reference value expresses the willingness to pay or to accept the
good (or bad...) in ques tion.

A Sensitivity analysis . Examination of the impact of change in one variable (parameter, cost or
benefit) on the outcome of a project.
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(Social -)economic analysis . Evaluation using economic values (shadow prices) expressing the
value which a company is ready to pay for a good. Economic analysis mostly evaluates output and
services at their value in use or their opportunity cost to the company (often a border price for
tradable goods). Often identified with the cost -benefit analysis.

Social costs . The sum of total internal and external costs.

Social dialogue . As defined by the ILO, includes all types of negotiation, consultation or
exchange of information between representatives of governments, employers and workers on
issues related to economic and social policies, including child labour, and working and
employment conditions. It can exist as a tripartite initiative by integrating the government as an

official part of the dialogue, for example in the context of public policy, including national action

plans on child labour or the hazardous work list. It can also manifest as bipartite relations
between syndicates and management (or trade unions and employers' organisations); dialogue
can be informal or institutionalised, and is also often a mixture of both. | t may take place at the
company or workplace globally, regionally or sectorally.

Social enterprises (according to the ILO). Companies with an initial social purpose clearly
declared as their central purpose; applying a sustainable business model financially, aspiring
realistically to generate sufficient revenues to exceed the costs associated with their operation and
take a significant share of their income from their earnings (as opposed to grants or donations);
accountable to their stakeholders, applying an appropriate mechanism to ensure accountability to
beneficiaries and measure and demonstrate their social impact.

Social protection (according to the ILO, World Social Security Report 2010-2011). Term often
interpreted as having broader sense than social security (including, in particular, the protection
provided by family members or members of a local community), but it is also used in certain
contexts in a narrower sense (understood as comprising only the measures proposed to the
poorest members, the most vulnerable or socially excluded). Although these two terms can be
largely interchangeable, the term social protection can be understood as protection provided by
the social securityin case of social risks and needs

Social security (according to the ILO, World Social Security Report 2010-2011). Multidimensional
concept that includes at least three elements: a. Range: measured by the number and type of
branches of social security to which the population of a country has access. (...). b. Scope: usually
refers to the percentage of people covered (by gender, age, status of the labour market) in the

general population or target group, for social security measures in each specific branch. c. Level:
refers to the adequacy of coverage within a specific branch of social security (...). The coverage
level can also be measured by the quality of services provided.

Stakeholder . Party interested in a project in a given area (government, business, trade unions,
citizens, NGOs, residents, users, consumers, ¢c.).

Stated preference . Assessment technique where monetary estimates are obtained from
hypothetical statements made by individuals about their preferences. It is most often used via a
guestionnaire (contingent evaluation method, for example).

Utility (private). Private benefit enjoyed by an individual due to the consumption or the existence
of a good or service.

Utility (social). Sum of private utilities within a given economy.

Valuation . Assessment process of the economic value of a certain amount of a good or service;
such value being expressed in monetary terms.

Willingness to pay (WTP). Measures what a consumer would be willing to give in order to
benefit from a good (or the benefits of a project). It consists in the monetary measurement of the
well-being variation needed for an individual to accept the change of situation linked to a public
decision (such as the implementation of a project), or else what an individual would be ready to
give up in terms of other consumption opportunities. Consumers willing to pay significantly more
expensive than the market price, enjoy a consumer surplus (amount they pay less amount
actually paid).



2. EDILE case study: the EGOPIA project

EDILE case study

Throughout this guide, we use a fictitious project in order to show how it is possible to benefit from
the various criteria (at least for the quantifiable ones).

Figure 1. The EGOPIA project (assessment, governance, optimisation of an investment in the agrifood
industry)

It is a medium -sized project ($ 45 million investment, between 36 and 90 million Euros of revenue) in
the agrifood industry, located in a southern Mediterranean country. The consortium of investors (a
local operator supported by an experienced foreign company) builds a pilot factory in a rather poor

rural area. Its main inputs are local agricultural produces (fruits, vegetables, cereals, oil), some
packaging, and some imported services (advertising, tips from top chefs etc.). One product line is
destined to local market catering and retail, with attractive prices and substantial caloric intake.

Another more sophisticated line is intended for export, especially for airline catering promoting the
specific essence of Mediterranean cuisine (spicesflavours, colours, etc.).

This project has been carefully prepared at a local scale in close collaboration with the authorities
(governments, communities), companies, trade unions and local population (civil society). Most of the
staff is hired locally. A Mediterranean Cuisine Academy is created to train future managers
(gastronomy, oenology, marketing, testing laboratory, management etc.) for the factory and more
broadly for the sector. It hosts a university department specialised in agrifood industry and working
with the neighbouring business cluster. A specific training allows reducing work injuries, including
traffic related ones. Finally, tourist accommodation facilities are built by EGOPIAin the site most
preserved area. The local community manages them.

Despite all the efforts put in choosing the land, the project is partly built in a fragile natural area, with
a negative impact on some ecosystems. Similarly, the only transportation option for the supply of local
inputs (fruits, vegetables, spices etc.) are diesel vehicles, large energy consumers and pollutant
emitters. However, innovative equipment allows valorising biogas produced with green waste
(peelings and other wastes).

Figure 2. EGOPIA in its environment (the background image was partially extracted from a World Bank
e-learning moadule)
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An equity and debt-financing scheme is associated with this fictitious (yet realistic) p roject.
Figure 3. The EGOPIAfinancial model

The project is granted two kinds of community support: in the first stage, the construction of road

access to the land (which was sold at a nominal fee), representing 20% of the total construction
value; in a second stage, once the project is up and running, an exemption of the corporate income
tax for the export part of the production.

The business model foresees a building phase spread over year 1, with steady revenue as soon as
year 3 and a fairly rapid production growth (+3% / year). At year 1, the production and the  impacts
are at a low level (start, tests etc.). The investor sets a profitability target of around 15% over a 7
year lifetime. At this stage, according to the results, either an extension is considered or a resale of
the installation to a multinational ope rator in the food sector (the partner group that brings some of
the patents and gets royalties from the project).

The EGOPIA case study is developed on Excel, which makes it possible to change the various
parameters of the financial and economic analysis. The extracts provided in this guide correspond to
the basic scenario.

In its first draft, the Excel model includes 12 relatively simple modules (Figure 4), which allow
illustrating the financial profitability and economic viability computing mechanisms. The various
modules interact with each other. Each of them can include many tables related to the same theme.

In the model, the cash outflows (negative cash flows, such as investment or operational costs) are
preceded by - (minus), while the inputs are positive.

Figure 4. Organisation of the EGOPIA Financial model modules

Module 1. Assumptions Module 4. Revenues Module 9. Process
e. g. tariff increase, market Production volume x tariff [<]] Productivity, ratios,
growth s S e e e volumes etc.
Module 2. Investment ‘ T Module 10. Externalities
F|xedl assets, immaterials, Module 5. Products
working capital Module 6. Market
: ===+ = M| | FGOPIA vs. compet|t|on I
-5 : — %r;emnr ra 2 = prarché oot
== St 00 O
w E & -
Module 3. Operat. costs Module 7. Jobs || Module 12. Funding
i : - Equity, debt
Labour, mput_s, ’_caxes ete. Direct, indirect, lost by 4| Eauiy,
' competition
_ _ Module 11. Economic
Module 8. Financial 5| cashflows
—>| cashflows <, Economic return, CBA

Return on equity, NPV

Baseline scenario

In the EGOPIA base case, the investor provides 80% of funding needs (taking certain aids into
account) and only borrows 20% of the initial funding (Figure 5). Most of the loan is received in year 1.
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Figure 5. Assumptions of the baseline scenario
Costs and funding structure
Capex (initial build) 45 Mi I Ii on
Equity 80% -:36 Mi | Ii on
Debt 20% -9.00 Mi I I'i on
1t year debt drawdown (%) 95% -855 Mi I I'i on
2" year debt drawdown (%) 5% -0.45 Mi I | i on
Economic parameters
Market Market growth 3.0% /year
Costs Increase in capex /base case 0,0% /year
Increase in opex /base case 0,0% /year
Inflation General inflation 5.0% /year
Tariff escalation 5.0% /year

The project duration is 7 years. The Debt has an 11.71% interest rate ( Figure 6) with a 2 years grace
period (the principal of the loan is not repaid in year 1 and 2, only the interest is). Several parameters
allow testing the financial balance of the project: sale price of products, level of taxation, successful
completion of the initial construction (which determines the first years of production revenue), and
compliance with the budget, staff productivity and average wage level.

Figure 6. Technical and financial conditions of the baseline scenario

Debt terms

Base rate 9.21%
Risk margin 2.5%
Repayment period 5
Capital grace period 2
Profile 2
Prices /Tariffs

Line 1 (export) 10,
Taxes / Subsidies

Tax on profit 20%
Tax on profit (reduced rate) 5%
Performance indicators

Months of advance / delay (launch) -2
Staff productivity 3%
Wage level 0%
Capacity of the Line 1 plant 5.5
Capacity of the Line 2 plant 2.5
Occupational injuries (incl. transport) 5
Cost of a serious injury -100

3m.
11.71%

Xibor 1 year 9.2%
Total
years (including grace period)
years (including grace period)
(1=sculpted, 2=constant)

9,0%

5 Line 2 (domestic market) 550

(exports)

(has an impact on Years 1 and 2 only)

(Annual profit with regards to Year 1)

(spread with the budgeted payroll)

millions pieces/year (capacity reached

millions pieces/year in year 3)

Serious injuries/year/1000 employees (pre-training)
( (permanent 50% disability)

The initial investment (Figure 7) consists of fixed installations (plant and equipment) that keep a
residual value of about 10% by the end of the project, starting costs (plans, patents, licensese t ¢ é
and working capital (cash, stocks etc..) required to launch the operation.

Figure 7. Initial investment of the baseline scenario

Investment costs

in million G4 /Year 1 2 3 4 5 6 7
Land and buildings -20 0
Equipment -13 0
Residual value 5
Total fixed assets  (A) -33 0 0 0 0 0 5
Licences, royalties & patents -6 0 0 0 0 0 0
Project developt. costs -4 0 0 0 0 0 0
Total start -up costs (B) -10 0 0 0 0 0 0
Current Assets (receivables, stocks, cash) (C) | -4 -12 -12 -12 -12 -12 -12
Current Liabilities (K) 2 5 5 5 5 5 5
Net working capital (C+K) -2 -7 -7 -7 -7 -7 -7
Variations in working capital (F) -2 -5 0 0 0 0 0
Total investment costs  (J=A+B+F) -45 -5 0 0 0 0 5
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Figure 8. Project operational parameters (process & technology)
Process /Technology
Year 1 2 3 4 5 6 7
Staff
Productivity (thousands of products/y/empl.) | 13.0 13.4 13.8 14.2 14.6 15.1 3.3
Number of employees 387 677 580 580 580 580 580
Technical ratios
Net average weight of the local product (g) 450 450 450 450 450 450 450
Net aver. weight of the catering product (g) 200 200 200 200 200 200 200
Yield (Cooked produ 30% 30% 30% 30% 30% 30% 30%
Ratio gross weight/net weight (packaging) 1.3 1.3 1.3 1.3 1.3 1.3 1.3
M3 of biogas per ton of waste 100 100 100 100 100 100 100
Price of electricit| 30 30 30 30 30 30 30
Inputs (tons)
Gross Fruits and vegetables 6232 11232 9917 10214 10521 10836 11161
Packaging 467 841 743 765 788 811 836
Total weight (tons) 6698 12073 10659 10979 11308 11648 11997
Green waste 4362 7863 6942 7150 7364 7585 7813
Output (tons incl. Packaging)
Product 17 export market 408 736 650 670 690 710 732
Product 21 domestic market 2022 3644 3218 3314 3413 3516 3621
Total weight (tons) 2430 4381 3868 3984 4103 4226 4353
Transport /supply
Average payload/pick-up (tons) 1.5 1.5 1.5 1.5 1.5 1.5 1.5
Average distancefield - factory (km RT) 35 35 35 35 35 35 35
Average distance factory -delivery (km RT) | 85 85 85 85 85 85 85
Km/year/pick-up for inputs 156291 281 715 248 714 256 175 263861 271776 279 930
Km/year/truck for outputs 137 248 219 225 232 239 246
718 238 158 733 505 480 665

Among operational costs, the "labour” line is essential and depends on other parameters (productivity,
wage level). All costsincrease after Year 2, according to inflation.

Figure 9. Operational costs of the basic scenario

Operational costs

in million u [ Pr 1 2 3 4 5 6 7
Cost Item

Raw materials (imported) -3.5 -7.0 -7.4 -7.7 -8.1 -8.5 -8.9
Domestic inputs -3.0 -6.0 -6.3 -6.6 -6.9 -7.3 -7.7
Labour -19.3 -33.8 -29.0 -29.0 -29.0 -29.0 -29.0
Energy (power etc.) -2.5 -5.0 -5.3 -5.5 -5.8 -6.1 -6.4
Administrative costs -1.0 -1.0 -1.1 -1.1 -1.2 -1.2 -1.3
Loca taxes /VAT -1.0 -2.0 -2.1 -2.2 -2.3 -2.4 -2.6
Community programmes -1.5 -3.0 -3.2 -3.3 -3.5 -3.6 -3.8
Maintenance -1.0 -2.0 -2.1 -2.2 -2.3 -2.4 -2.6
Total opex (O) -33 -60 -56 -58 -59 -61 -62

Incomes evolve depending on produced units (correlated with market growth and assuming they are

all sold) and prices (Figure 10).

Figure 10. Operational income of the baseline scenario

Income
Project Year 1 2 3 4 5 6 7
Sales in million units
Line 1 -exported (E) | 1.6 2.8 2.5 2.6 2.7 2.7 2.8
Line 2 1 domestic market (D) | 3.5 6.2 5.5 5.7 5.8 6.0 6.2
Tariffs/Prices i n 0
Line 11 tariff escalation (Te) | 10.5 11.0 11.6 12.6 13.8 15.0 16.3
Line 2 1 tariff escalation (Td) | 5.5 5.8 6.1 6.6 7.2 7.9 8.6
Total revenues (DxTd + E x T| 36 67 62 70 79 88 99
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The range of products developed by the EGOPIA Companyrelies on ready-made dishes lyophilisation
patents and on the research on tastes and flavours enhancing Mediterranean cuisine (Figure 11). Four
basic ready-made dishes are produced for both international and domestic lines of products. The first
line is aimed at the catering market (airline, hiking e t ¢ &ith high quality but rather expensive
products. The second line is destined to local market, with more nutritious, less sophisticated and less
expensive products.

Figure 11. Types of ready-made dishes and food comparison

Product tests Weightin g Per 100 grams Caloric intake Grade
Lyophilised ready- |Packagi| Dish | Carbohy | Lipids | Prote [ /100 | /unit |Appear| Taste | Perfu | Total
made dishes ng drates -ins g ance me | /15
Red mullet, capers

and vegetables 80 285 63.0 6.6 |21.7| 401 | 321 3 3.5 3 9.5
(catering)

Chicken curry with

) 80 260 56.1 46 |27.9| 302 | 378 4 4 4 12
durum (catering)

Tunisian pasta 160 520 50.7 7.7 118.7| 350 | 560 4.5 45 | 45 |135
Spicy mashed
potatoes with
organic 100 425 43 10 25 | 441 | 441 4 2.5 4 1105

vegetables and
sesame seeds

Before EGOPIA the market was dominated by three other companies A, B and C, with similar
products and selling prices (Figure 12).

Figure 12. Types of ready-made dishes and food comparison

Product comparison EGOPIA  Selling prices of the g / compet.i
competition

Lyophilised readymade dishes Seling| A in B inC i A B C
pric

Fish and vegetables 10.50( 13.00| 11.00 - -19% -5%

Chicken and cereals 10.50( 12.00| 11.00 - -13% -5%

Pasta and vegetables 5.50 - 7.00 5.50 -21% 0%

Mashed potatoes and organic 550 i 6.00 6.50 8% | -15%

vegetables

With EGOPIA,a new market breakdown appears, with sales of companies A, B and C dropping, while

the global market is growing (Figure 13). The market share of EGOPIAis largely based onitsfipr i ce 0
advantage. The elasticity of demand compared to price is 1 for the international line and 2 for the local

market. This means that for the international line of products, a 5% decrease in prices induces a 5%
increasein sales, while for the local market, a 5% decreasein prices induces a 10% increase in sales.

Figure13. EGOPI! A6s mar ket penetration

Market evolution EGOPIA Competition Total Market
Ready-made dishes A B C

Tar i ff Il ine 1. I nt e 10.50 12.50 11.00 -

Tar i ff Il i ne 2. Do me 5.50 - 6.50 6.00

Production Year 1 (millions)

Line 1. International market 1.6 2.5 3.2 0 7.3
Line 2. Domestic market 3.5 0 4.4 6.1 14.0
Decrease of sales due to EGOPIA

Elasticity sales/price international -1 -1 -1

Elasticity sales/price international -2 -2 -2

Line 1. International market -0.4 -0.1 -0.5
Line 2. Domestic market -1.4 -1.0 -2.4
Production Year 2 (millions)

Line 1. International market 2.8 2.1 3.1 0.0 8.0
Line 2. Domestic market 6.2 0.0 3.0 5.1 14.4
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Given all these factors, the financial rate of return of the project is satisfactory (19.8%, slightly higher
than the invest or 6 s l6%RRyon equity)wthe oehpresempadlue éFgure 14) is
positive (0 1 8 mitH al 10%discount rate). Revenues balance expenses as soon asYear 2.
Figure 14. Pre-financing Cash Flows of the baseline scenario

Pre-financing Cash Flows

In Umillion /year 1 2 3 4 5 6 7 Total
Revenues (total inflows) (R) 36 67 62 70 79 88 99 501
Investment costs (J) -45 -5 0 0 0 0 5 -45
Operating Costs (O) -33 -60 -56 -58 -59 -61 -62 -389
Net Operating Profit 3 7 6 12 19 28 37 112
Company tax paid (% of profit) (X) -1.5 -1.2 -2.5 -3.9 -5.5 -7.4 -22
Tax exemption (pro rata of exports) (U) 0.6 0.5 1.1 1.7 2.4 3.2 10
Costs (G total outfl ow-78 -66 -57 -59 -61 -64 -61 -446
Net Cashflow (pre-financing) -42 2 5 11 17 24 38 55
(R+J+O+X+U)
Project IRR 19.8% Project NPV @10% 18
Project NPV @15% 7

Funding is provided through various channels. public assistance, equity contribution by the investing
consortium (partly national, partly foreign), bank loan, and if necessary, an overdraft or other short-
term financing. The project is considered bankable only because the capital is not repaid during the
first 2 years (during which large investments occur). Hence, the cash flow statement (Figure 15)
shows that the debt service coverage ratio (net flows from Figure 11 divided by debt service from
Figure 15) is sufficient, since bankers usually require a "free cash flow" about twice as large as the
debt maturities (the minimum value here is 2.4 in Year 3).

Figure 15. Funding of the baseline scenario

Funding

in million U Start

Project Year 1 2 3 4 5 6 7 Total
Public contribution -5 -5
Private equity (national) -19 -19
Private equity (foreign) -12 -12
Loans -8.55 -0.45 -9
Other resources -0.45 0.00 0
Total financing -45 0 0 0 0 0 0 -45
Debt terms

Interest Rate (Annual) 11.7% 11.7% 11.7% 11.7% 11.7% 11.7% 11.7%
Repayment (capital) Due in no no yes yes yes yes yes

Period

Profile Used 0.0% 0.0% 15.8% 17.7% 19.8% 22.1% 24.7% 100%
Debt Account

Opening Balance 0.00 -855 -9.00 -7.58 -598 -4.21 -2.22 -37,53
Drawdown (V) -8.55 -0.45 0.00 0.00 0.00 0.00 0.00 -9,00
Principal Repayment (P) 0.0 0.00 0.00 1.42 1.59 1.78 199 222
Closing Balance -855 -9.00 -7.58 -5.98 -421 -2.22 0.00 -37,53
Interest Due (1) 1.05 095 0.83 070 055 039 0.20 468
Debt Cashflows (V+P+I) -7.50 050 226 229 233 237 242 4.68
Debt Service (P+l) 1.05 0.95 2.26 2.29 2.33 2.37 2.42 13.68
Debt Service Coverage Ratio n.a. n.a. 2.4 4.8 7.4 10.3 15.5

After taking financing costs into account, the project remains viable, with positive cumulative net flows
(last row in Figure 16). If net cumulative flows went below zero for even a year, the project would
require a refinancing (or need to go through insolvency procedures).
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Figure 16. Baseline scenario financial flows (postfunding)
Post -funding financial flows

in millions U /Year| 1 2 3 4 5 6 7 Total
Operational income (R) 36 67 62 70 79 88 99 501
Funding sources (S) 45 0 0 0 0 0 0 45
Income (total positive flows) (R+S) 81 68 62 70 79 88 99 546
Operational costs (O) -33  -60 -56 -58 -59 -61 -62 -389
Investment costs (J) -45 -5 0 0 0 0 5 -45
Principal repayments (P) 0 0 -1 -2 -2 -2 -2 -9
Interest repayments (1) -1.1  -0.9 -08 -0.7 -06 -04 -0.2 -4.7
Expenses (G neg. fl ows. -79 -66 -59 -60 -61 -63 -60 -447
Net flows (post-fund.) 2 2 4 10 17 25 39 41
(R+S+0O+J+P+I)

Cumulative net flows 2 3 7 17 34 59 99 99

For financiers (bankers especially), the process is not over. Besides the possibleguarantees made on
the project, or t he borrower s o6 poettiviabiitge mustlstill hestested, ssven undee
adverse conditions. This is what sensitivity tests are for, in which various stress situations are
analysed (Figure 17). In the case of EGOPIA the basic scenario is rather conservative (a 3% annual
market increase, which is considered low for an emerging country), which induces relatively soft
stress test parameters.

The project seems to react rather well T in the worst case scenario, profitability is nearly divided by 2,
but remains acceptable (an 11% IRR, compared to 20%). The weak spot is the debt service (with a
1.6 ratio, often considered insufficient by lenders). This could lead to further increases of equity with
regards to the debt, or to foresee a two years longer grace period on the capital repayment, or to set
up a guarantee mechanism (MIGA like) or even to create a short term financing instrument for the
first years of operation which are considered more risky.

Figure 17. Projectr e sponses to AStress testso
Risk analysis/Sensitivities

Market Invest. Costs General | Project | Service debt

Scenario Growth Increase Increase Inflation IRR Minimum
Base case 3.0% 0.0% 0.0% 5.0% | 19.8% 2,4

0% market growth 0.0% 0.0% 0.0% 5.0% | 16.8% 2.4
+10% initial investment 3.0% 10.0% 0.0% 5.0% | 17.2% 2.2
+5% operational costs 3.0% 0.0% 5.0% 5.0% | 16.0% 1.8
Doubled Inflation up to 10% 3.0% 0.0% 0.0% 10.0% | 10.7% 1.7
Loan interest rate +2% 3.0% 0.0% 0.0% 5.0% | 19.8% 2.3
Worst case scenario 2.0% 5.0% 3.0% 8.0% | 11.3% 1.6
(combined)

To switch from financial analysis to economic analysis, it is necessary (i) to remove transfers,
including tax transfers, (ii) to switch back to reference economic prices thanks to conversion factors
for prices which are subject to distortions (subsidies, custom tariffs etc.), (iii) to take externalities into
account, which means defining a scope (local, regional, national) for the "community" (depending on
the extent of the project externalities) and (iv) to carry out an analysis for each type of stakeholder
(business, small producers, other economic agents involved in the project...) in order to address the
issue of income distribution among stakeholders.

Besi de ficl as s,iothé kirelz of extennalities muse s taken into account: opportunity
costs (losses for unsuccessful competitors A, B and C), complementary investments at the expense of
the community (e.g. providing road access to the area), non-market costs and benefits (health,
accidents, untreatable general pollution non-considered as externality), changes in consumer surplus
(e.g. due to the fact that the domestic consumer pays less for an EGOPIAproduct, substitute for
competing products produced by A, B or C).

To simplify, the EGOPIAproject is comparedt o t h e f nsoengio. lo p ed s$it@gation, especially
according to E D | L dpthrssation approach, several scenarios would be compared in order to choose
the best one.
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Figure 18 below displays the results of the economic analysis taking into account these various
adjustments:

A Subsidies and VAT are deducted:;

A Three external benefits are taken into account: the fact that the factory training academy is partly
used to professionalise employees, who despite not being hired ultimately, will however make
their acquired knowledge profitable for the domestic economy; the biogas produced with
agricultural waste and reused internally (should it be sold, then in the form of electricity to the
local electricity distributor, this biogas would appear as "revenue" in the financial analysis); lower
occupational injuries due to effective prevention campaigns;

A Two external costs are taken into account: the fact that parts of the land are sterilised and that
the natural ecosystem in the factory premises is depleted (buildings, parking lots, warehouses);
the pollution (air, noise, accidents) generated by additional 4 X 4 diesel vehicles in charge of
collecting raw agricultural commodities and distributing the processed products;

A The supplanted competitorsdéd losses and the consumer

Other impacts could have been assessed gspecially tourist bungalows set on the outskirts of the
factory), but it seemed desirable not to further compl icate the basic scenario. Some of these impacts
are presented as "options" in the detailed presentation of the criteria..

Figure 18. Baseline scenario economic adjustment

Economic adjustment

in U million /Year 1 2 3 4 5 6 7 Total
Subsidies and exemptions -5.00 -0.65 -0.53 -1.08 -1.71 -2.43 -3.25 -15
Tax adjustment (VAT excl.) -1.00 -2.00 -2.10 -2.21 -2.32 -243 -255 -15
Market distortions  (N) -6.00 -2.65 -2.63 -3.29 -4.03 -4.86 -5.80 -29
Trained staff (1/3 of the staff) 193 338 290 290 290 290 290

Training valuation( 5 k U ) 0.97 169 145 145 145 145 1.45

M3 of waste based biogas produced 436 786 694 715 736 759 781 4908
Energy (Kwh) 872 1573 1388 1430 1473 1517 1563 9816
Biogas valuation (U million) 0.13 024 021 021 0.22 0.23 0.23 1.5
Avoided work injuries 0.00 097 0.10 0.09 0.08 0.07 0.06

Valuation of avoided accidents 0.00 0.10 001 001 0.01 o0.016 0.01 o0.124
Positive externalites (0 mi ) | i ¢ 1.10 2.02 1.67 1.67 1.68 1.68 1.69 11.52
Land utilised by the factory (ha) 6 9 9 9 9 9 9

Surface of cultivated land (ha) 155.8 280.8 247.9 255.4 263.0 270.9 279.0

Damages to the ecosystem (land) -0.60 -0.90 -0.90 -0.90 -0.90 -0.90 -0.90 -6.00
Opportunity costs (cultivated land) -0.78 -1.40 -1.24 -128 -1.32 -1.35 -1.40 -8.76
Work injuries (serious injuries) 1.9 1.0 0.9 0.8 0.7 0.6 0.6

Valuation of accidents -0.19 -0.10 -0.09 -0.08 -0.07 -0.06 -0.06 -0.65
Road pollution (0.3 0 G / k m) -0.09 -0.16 -0.14 -0.14 -0.15 -0.15 -0.16 -0.99
Negative externalites (0 mi)l | i|-1.66 -2.56 -2.37 -2.40 -2.43 -2.47 -2.51 -16.4

These changesenable to establish the economic costs and benefits table, thus to assess the project
economic viability (Figure 19). With an economic IRR greater than 40%, the project appears to
provide significant benefits to the community, beyond the profitability earned by the investor.

The project NPV is also quite high ( 4 million at a 10% discount rate, which is the magnitude of the
initial investment) . T B milliol of public assistance to the project appear to have been efficiently
used. Economic NPV andIRR exceed their financial counterparts, indicating that the project provides a
specific bonus to the community.

However, these indicators are not sufficient to justify public support, which is justified by a
contribution to the public good (employment, export, regional development, compliance with the
industrial or innovation strategy etc.). This explains why an analysis for each stakeholder appears
relevant as well as an analysis of the induced effects. In the case of EGOPIA these analyses may be
subject to additional exercises but are not included in this report (except for employment).
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Figure 19. Basic scenarioeconomic analysis
Economic flows
ind  mi IYkar o n 1 2 3 4 5 6 7 Total
Conversion FactorsZ
Subsidies and exemptions -50 -06 -05 -11 -17 -24 -3.22 -15
Tax adjustment (VAT excluded) -10 -20 -21 -22 -23 -24 -26 -15
Market distortions (M) -6.0 -26 -26 -3.3 -40 -49 -5.8 -29
Training benefits (academics) 1,0 1.7 1.5 1.5 1.5 15 15 10
Energy value of biogas 0,1 0.2 0.2 0.2 0.2 0.2 0.2 1
Impact of training on accidents 0,00 097 0.10 0.09 0.08 0.07 0.06
Positive externalities  (N) 1.1 2.9 1.8 1.8 1.7 1.7 1.7 13
Products A 1.05| 20.0 37.8 350 393 441 496 556 281
Products B 1.15| 19.0 359 333 374 420 471 529 267
Total operational income (R") 38.9 73.7 68.3 76.7 86.1 96.7 108.5 549
Damagesto the ecosystem -1.4 -2.3 -2.1 -2.2 -2.2 -2.3 -2,3 -15
Road pollution -0 -02 -01 -01 -01 -02 -02 -10
Work injuries -0.19 -0.10 -0.09 -0.08 -0.07 -0.06 -0.06 -0,65
Negative externalities (Q) -1.7 -26 -24 -24 -24 -25 -25 -16
Work 0.8| -15.,5 -27.1 -23.2 -23.2 -23.2 -23.2 -23.2 -159
Other operational costs 1.1| -149 -28.6 -30.0 -31.5 -33.1 -34.8 -36.5 -209
Operational costs  (adjusted) (O") -30.3 -55.7 -53.2 -54.7 -56.3 -58.0 -59.7 -368
Investment costs  (adjust.) (J') 0.9|-40.5 -4.5 0.0 0.0 0.0 0.0 4.5 -41
Net econ. flows (M+N+R'+Q+0'+J") -385 11.2 11.8 18.0 25.1 33.1 46.7
Economic profitability 41.1% Project NPV @10% 54
Project NPV @15% 37

For example, the project seems appealing in terms of net job creation (Figure 20). Yet, and this
aspect is often overlooked, the newcomer in the readyi made dishes market will compete with existing
operators and cause a decline of their income (opportunity cost) as well as induce an adaptation of
their staff, but the number of created jobs will exceed the number of lost jobs . Figure 20 computation
includes the construction jobs generated by the initial construction of the plant, but takes into account
the loss of these jobs when the construction site and its foreseeable following steps are complete
(although, in reality, the corresponding construction company will be likely to find a new contract after
EGOPIA. It also includes the fifteen jobs created by the tourist "village" built with the support of

EGOPIA at theperiphery of the factory.

Figure 20. Job creation
Directs and indirect jobs

Year 1 2 3 4 5 6 7
Direct jobs created (a) 737 897 690 230 230 230 230
Construction site 350 220 110 -350 -350 -350 -350
EGOPI A6s payroll 387 677 580 580 580 580 580
Indirect jobs created (b) 65 115 111 104 97 91 85
Global elasticity employment/GDP 0.6 0.6 0.6 0.6 0.6 0.6 0.6
Local demand and sub-contracting 20 36 35 33 31 29 27
Energy supply 16 30 29 27 26 24 22
Office work/administration 7 6 6 5 5 5 4
Public services 7 12 12 11 10 10 9
Community projects (tourists management) 10 18 18 16 15 14 13
Miscellaneous (maintenance, guarding 7 12 12 11 10 10 9
etc.)

Jobs lost by competitors (c) -224  -194 -162 -130 -96 -62
Total competition market 16.2 13.3 13.7 141 145 150 154
Competitor A staff 192 162 166 171 177 182 187
Competitor B staff 585 469 483 498 513 528 544
Competitor C staff 469 391 403 415 427 440 453
Net jobs created (a+b +c) 802 787 608 172 198 225 254



3. Project qualification, evaluation and optimisation
methods

More than 200 methods or approaches exist to describe, evaluate and optimise projects:
A Qualify: describe the project, define and summarise it for initial sorting or grading;

A Evaluate: assess the project, its relevance, validity, effectiveness, impacts, risks and robustness
(project analysis techniques);

A Optimise: improve the project, make it acceptable to all stakeholders, and introduce supplements,
changes or variations through dialogue and consultation (technical project management and
governance).

For simplicity, this guide uses the term project evaluation to cover all fields, including development
and optimisation aspects.

Given the wide diversity of the projects themselves and the large number of dimensions to consider,
not all existing methods can be presented. This guide describes the most pertinent methods, which
occur most often in project evaluations conducted throughout the world.

To begin with the evaluation process (what methods and indicators to use), it is essential to
understand the perspective of the evaluation. An investor does not reason like his interlocutors in the
government or local authorities (development agency) due to the fact that the motivation of the
various stakeholders is obviously not the same. The table below (Figure 21) presents the motivations,
criteria, indicators and evaluation methods for each type of project partner

Figure 21. Diversity of stakeholder motivations in the evaluation

Investor Banker Development agency Local community
Motivations -Return on -Debt yield -Economic profitability [-Local economic
investment -Secure - Profits return
-Industrial strategy investment - Industrial and -Local added value
territorial strategy (jobs, clusters)
- Environment
Evaluated key [-IRR (capital -IRR (debt) Economic profitability |-Local economic
elements invested) -Debt / equity rate profitability rate
-Increased income ratio -Multiplier effect -Aid / impact ratio
-Financial model -Debt service -Eco-socio- -Local economic
(debt) coverage ratio environmental impact | profits
(DSCR) -Technology
(transfers)
Examples of -Schedule and -Guarantees Optimal resource -Synergies and few
optimum phasing -Risk coverage allocation nuisances
sought -Nature of products -Durability -Types of guidance
- Location and size of -Project prioritisation | -Level of support
the plant (aid, etc.)
Appropriate -Business plan -Due diligence -Cost-benefit analysis | -Impact study
method -Financial analysis -Financial analysis | -Impact study -Consulation
(equity) (debt)

Overall, the closer the stakeholders are to the project, the narrower the scope of their reasoning tends
to be, limited to the operational purpose of the company. The investor is thus interested in the strict
financial profitability. Contrarily, a "remote" stakeholder (even if resident) will focus on a wider scope
(including nuisance and benefits).
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The methods and criteria described in this guide are presented in the two tables below (Figure 22 and
Figure 23), according to the type of assessment chosen. The list of criteria may seem very long (and
the data collection hence very cumbersome), but, most of the time, especially for small projects, only
major criteria will be selected. Many of the environment criteria are not relevant for many projects (for
instance, an investment in ICT usually does not generate air or water pollution).

Figure 22. Which method(s) to be applied in which case?

Type of
review

Recommended
methods

Main relevant criteria
(see list in the next table)

Project aims

Logical framework

No specific criterion

Consultation methods

Social and environmental criteria

Governance methods

No specific criterion

Financial
viability

Due diligence

All criteria with a financial impact

Financial analysis

Criteria Financial viability, Physical efficiency, Capital
investment; Innovation and intangible investment; Net
public contribution (1, 3, 5, 6, 7)

Risk analysis

Criteria Financial viability, Safety; Hazardous waste; Water
discharges, Emissions(41 to 43); Soil consumption;
Ecological continuity, Adaptation and major risks (48 to
50); Noise pollution; Law observance, Anticompetitive
behaviour; Dispute resolution

Economic

opportunity
and

efficiency

Cost-benefit analysis

All criteria with a quantifiable monetary value

Calculation of economic
return

All criteria with a quantifiable monetary value

Environmental impact
assessment

Environmental criteria: Materials and solid wastes Energy;
Water; Emissions; Soils and biodiversity

Social assessment

Social and community criteria

Contract review

Mostly criteria: Economic viability, Capital investment,; Net
public contribution, Maintaining/ creating a new business
sector; Indirect economic Impact (13 to 17), Direct and
stable job creation, Qualification of created jobs,
Sustainable local development (58 to 61), Demonstration
value

Global
impact

Project promotion and
optimisation

Criteria Economic viability; Direct added value, Innovation
and Intangible investment; Net public contribution, Market
adequacy and social needs (8 to 12); Indirect economic
impact (13 to 17); Employment and salary (18, 19; 22 to
25); Social policy (26 to 28);, Recycling, Reductions in
energy consumption, Renewable energy; Reductions in
water consumption, Protection of habitats; Conservation of
protected species, Respect for heritage,; Construction
quality and impact on the landscape, Environmental quality
of products and services, Transport and logistics
optimisation

Life cycle analysis,
ecological footprint

Criteria Sub-contracting and local purchases, Downstream
industry, distributors and domestic customers;
Environmental criteria

Acceptability
/social
feasibility

Multi-criteria analysis

All criteria with and without a quantifiable monetary value

Negotiation methods

All criteria with and without a quantifiable monetary value
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Crit. 1. Financial viability Crit. 35. Energy consumption
Crit. 2. Economic viability 3.2. Energy |Crit. 36. Reductions in energy consumption
L (57 Crit. 3. Physical efficiency Crit. 37. Renewable energy
Ecbngl(:](i:(t: Crit. 4. Direct Added Value Crit. 38. Water consumption
Efficiency Crit. 5. Capital Investment 3.3 Water Crit. 39. Reductions in water consumption
ert. 6. Innovation and intangible Crit. 40. Water discharges
investment
Crit. 7. Net public contribution Crit. 41. Greenhouse gas emissions
Crit. 8. Improving supply for the Crit. 42. Emissions of ozonedepleting
consumer 3. 4. Emissions |substances
Crit. 9 Product or service intrinsic Crit. 43. Emissions of NOx, SOx and fine
value for the customer or consumer particles
12. Market |Crit. 10. Product or service made . . .
: - Crit. 44. Soil consumption
adequacy andavailable to local population
social needs |Crit, 11. Eviction of existing
companies supplying attractive . Crit. 45. Ecological continuit
P R 3.5. Soils and 9 y
products - .
Crit. 12. Maintaining / creating a biodiversity
It 2. Maintaining N9 Crit. 46. Protection of habitats
new business sector
i, &5, SEiiEEg el (e Crit. 47. Conservation of protected species
purchases
. C.nt..14. Downstream |n.dustry, Crit. 48. Climate change
13. Indirect |distributors and domestic customers N —
economic |Crit. 15. Indirect job creation 0. AQaplalion [, “49 Natural hazards
impact and major risks ST — o T
Crit. 16. Partnership attitude -t S0.n AT LTl el alo az
fire, etc.)
.C”t' 117, el IR TETE Crit. 51. Respectfor heritage
improvement
Crit. 18. Direct and stable job Crit. 52. Construction quality and impact on
creation 3.7. the landscape
. L . Environmental |crit, 53, pedestrian access, residents and
Crit. 19. Qualification of created jobs . fqua”ty of animals
Crit. 20. Type of contract n rastructu_re, Crit. 54. Land take and coastal access
- goods, services, — - :
2.1. Crit. 21. Pay scale and operating Crit. 55. Noise pollution
Employment | . it. 56. i i
anz s)elllary Crit. 22. Local recruitment modes grr,lé sSBG}ViIir(;\S/lronmental quality of products
Gl e Q_ender N, GalEl Crit. 57. Transport and logistics optimisation
opportunities
Crit. 24. Vocational training Crit. 58. Economic empowerment
Crit. 25._Safety, occup_atlonal risks _ Crit. 59. Social investment
and accidents prevention 4.1. Sustainable
. . . local Crit. 60. Social and solidarity economy
Crit. 26. Social protection development |(SSE)
Crit. 27.Empl oyeesbd6 r e Crit. 61. Development strategy and local
2% Gt and protection, social dialogue integration
-p.olicsla Crit. 28. Employee incentive scheme Crit. 62. Rights of local populations
C_r|t._29. i it CIATE i Crit. 63. Business ethics
within the company
Crit. 30. Child labour and forced 4.2. Citizenship |Crit. 64. Law observance and fight against
labour corruption
Crit. 31. Inputs (materials) Crit. 65. Anticompetitive behaviour
Crit. 32. Solid wastes Crit. 66. Dispute resolution
2.3. Materials| -, . Crit. 67. Transparency
. Crit. 33. Hazardous waste and i - -
and solid 4.3. _Relat|ons Crit. 68. Independence from public
products with the o
wastes authorities
Government and Crit. 69, Relati ith th di
ne el rit. 69. Relations with the media

Crit. 34. Recycling

Crit. 70. Demonstration value
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3.1. The logical framework

Most project donors (in particular the European Commission) use the /ogical framework approach to
try to introduce rationality between project objectives, means of action used to achieve these

objectives and the selected indicators to measure the performance achieved. This tool was developed
in the United States in the 1970s.

Although it is not an evaluation method in the strict sense, but rather a guide to establish consistency
between objectives and means of action, the logical framework has been, in fact, imposed in the last
15 years in major programmes funded by international donors (USAID, EuropeAid, GIZ, DFID, AFD,
etc.). It was promoted by the OECD and used the project assessment criteria (relevance, coherence,
effectiveness, efficiency, sustainability and impact) to determine the project rationality and the
adequacy of the resources it mobilises.

The logical framework is a document that summarises in a matrix ( Figure 24), all the key information
of the project: objectives, outputs, activities, as sumptions, risks, planning, means or resources.
Moreover, it operates at different stages of the project cycle (planning, identification, appraisal,

financing, implementation and evaluation).

Figure 24. The logical framework matrix

Intervention logic Objectively Sources of Assumptions (and
and objectives verifiable verification (and risks that could
hierarchy indicators means of monitoring affect the project)

/ evaluation)

Purpose (main
objectives)

Milestones or specific
objectives

Sub-objectives

For each sub-objective

Outputs / results /
effects

Activities and means Costs Prerequisites
(resources)

The construction of the logical framework is based on a series of analyses to answer the following questions:
A What is the purpose of the project (main objective)? What are the milestones?

A What activities will be undertaken to achieve these objectives?

A What are the resources or necessary means of action?
A

What are the main assumptions surrounding the project and what are the risks that may affect its
implementation?

A How will the implementation of activites and achievement of the objectives (measurable
indicators) be assessed?

According to the Centre de Ressources en Evaluatioh, this method has several advantages: it allows
targeted planning of the objectives; it helps to define the objectives, facilitates the design and improves
performance; it allows summarising the project; it ensures uniformity of documents; it provides a
means of communication between stakeholders: beneficiaries, donors and project managers; finally, it
offers a dynamic document that is enriched at each stage of the project and reflects its evolution.

The logical framework is presented in detail in various guides, such as those of the European
Commissior? or the World Bank?.

! Eval: http://www.eval.fr/Pages/cadrelogique.aspx (available in French only)

2 European Commission(March 2004). Project Cycle Management Guidelines
http://ec.europa.eu/europeaid/multimedia/publications/documents/tools/europeaid _adm_pcm_guideli
nes_2004_en.pdf
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3.2. Project analysis (due diligence)

Due diligence is the set of procedures and investigations conducted by the project funders (banks,
funds, individual investors, etc.) to decide whether they will enter into the project or not. Needless to
say, they pay very close attention to the documentation, which is why this comprehensive approach is
presented first. It also includes some of the more focused methods, such as financial analysis and risk
analysis

Basically, a potential investor reviews in detail the project documentation and in principle, can request
access to almost anything; it is obviously beneficial to the sponsor to provide what is requested.

Key points of due diligence
The key points are generally as follows:

A The legal and financial structure of the project company (in general, even for a small project, a
foreign investor establishes in the host country a separate company from the main company). It is
important to know who are the shareholde rs, who is in charge and according to what rules
(shareholder agreement), what is the legal structure chosen, etc.

A The profession of the sponsors, who are they, their credibility, their status, their ability to manage
the project, their involvement and the risks they take, the reality of their investment (any bank
guarantees), and their possible investment exit strategy. It is clear that the signature of a large
multinational company is worth more than an obscure "project developer";

A The project concept: the idea or technology, the operational installation, the technical or
organisational solutions proposed, etc. Does the project concept seem serious, solid, feasible and
sustainable? Could any technical barriers (e.g. environmental) jeopardise the project?

A The operational organisation of the company: management, staff recruitment policy and training,
work procedures, etc.

A The market: considering the mixed marketing envisaged by the project (product, market,
competition and price), is the response to the deman d that expected by the investor?

Information to gather

The table below shows the main items to gather in the due diligence dossier.

Figure 25. Indicative contents of the due diligence dossier

General
A Project description: origin (tender / unsolicited tender), key concepts (project logic, new or
extended project), shareholders, capital invested, schedule, etc.

A Total investment
A Expected role of the development agency (facilitation, advisory role, catalyst, etc.)
A Project compliant with the Governmentods strategy (p
Shareholders
A Description of the main project partners (activity, experience, balance sheet, etc.)
A The shareholder agreement
A Structure of the project company (organis ational chart, main managers)
Contractual structure
A Incorporating documents of the project company
A Legal form and possibly concession act, contract, lease, etc.
A Key operational agreements (management, contractors, supplies, use, maintenance, etc.)
A Permits, approvals, licenses, etc.
A Government influence on the company (authorisation, regulation, tariff setting, etc.)

3 World Bank. (2005). The Logframe Handbook 2005.
http://documents.worldbank.org/curated/en/2005/01/5846691/logframe -handbook-logical-framework-
approach-project-cycle-management
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Financial structure
Main actors (financiers involved, donors, leader bank, etc.)
Business plan (objectives, resources used, cash flow,profitability, milestones)
Project costs (start-up, capital costs, operating costs, residual value, etc.)
Financing structure (equity, debt, working capital, etc.)
Terms of the debt (maturity, interest rate, grace period, repayment etc.).
Main financial agreements (e.g. bank overdraft)
Financial model, including the electronic version (e.g. with forms on the market, results, cash
flows and the projected operating account, financing, taxes, and the balance sheet)
Sensitivity analysis
Security (capital, collateral, completion guarantees, advance payments, etc.)
Taxation system
Exchange rate system (foreign currency)
Insurance taken by the project
Profit distribution devices (royalties, dividends, repatriation of capital, participation, etc.).
Market
Market research (e.g. product, added value, competition, market share, prices, etc.)
Production volume and tariff data (forecasts)
Business strategy (objectives, market segments, promotion, etc.)
Operational and technical data
Investigations and preparatory studies
Outline of the project design (process, patents, designs, etc.)
Technology used
Operational organisation, the main entities, management
Tenure system (land title, lease, etc.)
Environmental impact and impacts management plan study
Socio -economic assessment
Socio-economic assessment (costbenefit analysis of the project)
Risk analysis
Main risks perceived by shareholders and mitigation measures
Development of skills and knowledge transfer
Social impact study, local synergies, corrective actions to undertake
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3.3. Fnancial analysis

Objectives

The financial analysis verifies the financial viability of the project using positive flows (revenues) or
negative flows (capital expenditure and operational costs) over the project lifespan. The table thus
formed can calculate the internal rate of return of the project (F -IRR) and the corresponding financial
net present value (F-NPV). Under the financing terms, these indicators may involve total investment
(private equity, public input, etc.) or only capital incurred by the private investor (return on
investment).

The assessment of the financial viability of the project consists of a series of tables (financial model)
that bring together the financial investment flows, broken down between the total investment, the
revenue balance and operating expenses, financing sources and flow analysis (cash flow) for financial
sustainability.

The financial analysis also focuses on theproject cash flow, particularly in three areas:

A Verification of on-hand cash flow over the project lifespan: it is obvious that the project or the
company cannot afford to lack cash to pay its staff, its inputs, etc. If necessary, overdraft or
capital increase devices must be provided,;

A Verification of the project ability to repay loans: the financial m odel used to calculate for each
period the cash available to the debt service;

A Distribution of profits: if profits are made, the project can distribute part of them after tax to
shareholders, management, and employees. Each partner is, of course, considerde of these
redistributive mechanisms.
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Financial profitability assessment methods and tools
Several tools are used to measure the financial viability of a project:

A The internal rate of return (IRR), which indicates the effective yield on the investment over the
project lifespan; it is calculated by considering the total investment costs as outputs (with
operating costs) and revenues as inputs; it measures the ability of operating revenues to cover all
investment costs;

A Internal rate of return on financial capital invested (ROE, Return on Equity, separate from above)
is calculated for the outputs on the basis of equity (public and private) when paid, financial loans
when they are reimbursed, in addition to operating costs, including interest and, for inputs based
on revenue. The borrowing rate must be lower than the project IRR (the latter being the
maximum rate at which the project can be financed); according to the de bt market, the private
investor increases the leverage to minimise the risks and maximise profitability;

A The net present value (NPV), which sums the inputs and cash flows, discounting them on the date
of the project launch;

A The return on investment (ROI), which is simply the ratio of cash gained and cash invested at a
given time (e.qg. five years after the project launch);

A Payback period, i.e. the number of years (or months) required to reach the break -even point
where the financial inputs and outputs (disco unted) are equal.

These concepts are similar and sometimes confused; they do not have the same meaning and should
not be used indiscriminately.

Differences between these tools and the scopes
An adequate financial assessment differentiates these indicators:

A If seeking to calculate the intrinsic profitability of an investment, the internal rate of return (IRR)
is well suited. It corresponds to the value of the interest rate, which cancels the discounted sum
of financial inputs and outputs (net present value e qual to zero). It is obvious that these flows
(not necessarily constant, unlike annuities) contain at least one positive value and one negative
value (e.g. the initial investment). The IRR is the rate of return on the investment, i.e. the capital
tied up in the project. It can be compared to the base rate of the money market; a priori, the
investment is only worthwhile if it allows capital remuneration higher than the base rate.

The mathematical equation of the IRR is:

Where the IRR isTt _— (Ft is the flow of the year t and n is the
number of years)

A However, the IRR has several drawbacks: it is "dimensionless" and does not take into account the
size of the project; it does not indicate the capital value at the end of investment; for profiles  with
specific financial inputs and outflows, the equation for calculating the IRR can provide two results
(e.g. an initial low rate calculated for the short term and a higher long -term rate); finally and most
importantly, the IRR is less relevant than the NPV for comparing between projects (always due to
different cash-flow criterion patterns, one project may have a higher IRR than project 2, while the
NPV of project 2 is greater). The advantage of the IRR is that it is an intrinsic indicator of a
project, as opposed to the NPV calculation, which depends on the discount rate.

A If seeking to assess the value creation, the net present value (NPV) is used to characterise a
project by the amount of the net value generated at a given discount rate. This indicator
compares two mutually exclusive projects, choosing the one that maximises the expected gain.
The NPV method implicitly includes the IRR since it is the discount rate for which the NPV is zero.
The NPV equation is as follows:

NPV = G (di scoue)ntGed( diispcwtu ny &Id - tbeuameuat tof the anitial e )
investment [at a given interest rate, for example 10 % / year]

Or:
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NPV — (Ft is the flow of the year t, r is the discount rate and n is the number
of years)

The return on investment (ROI), which measures the amount of cash gained or lost relative to the
amount originally invested, does not add much compared to the NPV (except that this is often a
very rough calculation without discount or consideration of all recurring costs, thus a p otentially
questionable method). However, many manufacturers or investors think in terms of ROl and often
overestimate the "windfall" on their project.

Often used by companies (e.g. for energy saving projects), payback is not a very relevant
criterion. This is the time required for the cumulative sum of financial gains generated by the
project to become equal to the expenditure incurred (initial investment and recurring operating

costs). This indicator favours the short term and ignores the capital opportun ity cost.

Profitability conditions

For a project to be profitable, the previous indicators must meet certain conditions:

A
A

The net present value (NPV) must be positive (otherwise the investor loses money);

The internal rate of return (IRR) must be higher tha n the reference rate on the money market
(otherwise, the investor has a greater interest in putting money in this market and the project
cannot find bank financing);

The return on investment must be greater than 1;

Payback must be less than the project economic lifespan (otherwise, the investments made will be
obsolete before the financial returns balance the outputs).

Items to gather

To perform a fiscal sustainability analysis, accurate information must be available:

A Project lifespan: it must match the tim e horizon of the investment made (20 years in general for
infrastructure, 10 years for industrial projects); it does not exceed the obsolescence period of
major equipment;

A Total expenses: initial investment costs, annual operating costs;

A Flows generated by the project: revenues, sales, etc.

A Residual value of the investment at the end of the project;

A Consideration of inflation either using constant prices (deducting future inflation), which is the
most frequent case, using current prices, but comparing the | RR obtained to the average inflation
over the period;

A Discount rate: for the NPV, it can give a present value of future flows; it corresponds to the
capital opportunity cost, for example, the EU recommended in the early 2000s a rate of 6 %, but
in emerging countries, a discount of 10% is often recommended.

References

A The use of Excel software provides practical examples of calculating the IRR and the NPV:
http://office.microsoft.com/en -gb/excel-help/go-with-the-cash-flow-calculate-npv-and-irr-in-excel
HA102753229.aspx?CTT=1

A A Wikipedia page presents these indicators and discusses their utility, with concrete examples:

https://en.wikipedia.org/wiki/Internal _rate of return



http://office.microsoft.com/en-gb/excel-help/go-with-the-cash-flow-calculate-npv-and-irr-in-excel-HA102753229.aspx?CTT=1
http://office.microsoft.com/en-gb/excel-help/go-with-the-cash-flow-calculate-npv-and-irr-in-excel-HA102753229.aspx?CTT=1
https://en.wikipedia.org/wiki/Internal_rate_of_return
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3.4. Costbenefit analysis and calculaion of economic return

Objectives

Economic (or cost-benefit) analysis covers a broader scope than just the financial viability of a project,
i.e. the scope of direct and indirect effects of the project on the community and not only for the
company. However, the financial analysis provides an important part of the data on the costs and
benefits (inputs and outputs, price and products and expenses schedule).

The financial analysis and cash flow statement should nevertheless be completed to achieve an
economic analysis table that includes:

A Correction of transfers, especially tax;

A Consideration of the conversion factors for prices that are subject to distortion (due to subsidies,
customs duty, policy exchange rate, etc.);

A Consideration of externalities, including opportunity costs (losses for unsuccessful competitors),
complementary investments at the expense of the community (land servicing), non -market costs
and benefits (health, accidents and general pollution not treatable by externalities targeted
reasoning) and changes in consumer surplus, etc.

Conversion method

The main difficulty of economic analysis comes from the monetary valuation of the effects that do not
induce tangible financial flows and, in particular, externalities: value of pollution, weather, accidents,
etc. These can be positive (saving time, reducing accidents, etc.).

Another difficulty is related to the need to deduct all transfers (and therefore VAT and direct taxes)
and to correct cost distortions compared to "real market costs" (a favoura ble notion of liberal
economists, but not an obvious one: opportunity costs, international costs and marginal social cost?).
Still, are the conversion factors calculated for the different financial flows to recover purely financial
accounting by ridding subsidised costs and other barriers to the free flow of market? The EDILE case
assessment allowsfor an understanding of the principle.

Correction of fiscal transfers

Market prices include taxes, subsidies and other transfers, which may distort actual prices. To correct
these distortions:

A Consideration of input and output prices should exclude VAT and other indirect taxes (expense for
the company, but a tax return for the state; however, neutral from the point of view of the
community to which these two economic agents belong and which represents the scope of the
analysis);

A The input prices to consider must include direct taxes insofar as these costs are outside the scope
of the project; for foreign trade, the price to take into account is the net foreign ex change cost to
the economy (CIF for imports and FOB for exports, duty free, which are also transfers between
agents generally within the scope of the project);

A Transfers must be omitted (e.g. reimbursement of social security i beneficial to the recipient, but
at a cost to the reimbursing organisation; neutral from the point of view of the community to
which these two economic agents belong and which represents the scope of the analysis).

Certain taxes or subsidies are intended to integrate externalities (e. g. pollution tax or a bonus for an
electric vehicle) and can therefore be kept provided that their impact under externalities is not double-
counted (insofar as tax on a polluting product is expected to be equal to the negative effect of such
product for th e community).

Consideration of conversion factors for prices

Market prices are subject to distortions that blur the economic calculation: administered prices (often
artificially low), monopolies or oligopolies (allowing operators to identify to the contra ry an "undue”
profit), quotas and other customs duties, non -tariff barriers, administered interest rates, separation
from the international market (scarcity of foreign exchange, logistics, etc.), social minima (such as a
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minimum wage for the formal sector, while the informal sector is highly developed). For example, in
the EDILE assessment case, irrigation water can be provided to farmers at highly subsidised rates and
does not reflect the actual cost, whether it concerns the technical cost of mobilisation and the supply
of water, or other components, such as opportunity costs, in a situation of water scarcity .

To restore the "true price" 4, a "reference price" must be defined to eliminate these distortions:

A A "conversion factor" is applied to various cost items. For example, if the conversion factor of
operating costs other than imported inputs and labour is 1.1, this means that the economic
analysis must increase costs such as utilities, local supplies, etc. by 10 %;

A However, the work item is reduced by 20 % (conversion factor of 0.8) because for the type of
project followed by EDILE, a minimum wage is applied beyond the marginal wage that accepts
partly unskilled labour (clearly, and this does not mean an endorsement of this fact, a plant hires

ateg.200 / day when some workers accept 16 a4 [/ day,
economy);

A For imported inputs, and in a medium emerging country where import is taxed more than export,
a relatively simple calculation defines a standard "conversion factor", generally of the order of
0.8°.

Some concrete values are suggested in this guide for the proposed case assessment.

Consideration of externalities

The project may affect the environment or social groups not directly involved 1 this, of course, in its
"reasonable” scope. These costs or benefits (see examples inFigure 26) are often fairly obvious to
identify, but difficult to account for.

Figure 26. Examples of externalities
External social or environmental benefits

A Indirect job creation by subcontracting new activities;

A Energy savings (e.g. reuse of heat produced by a plant for the benefit of neighbouring
greenhouses);

Reduction of acciderts, i.e. the number of deaths and injuries, through a risk prevention strategy
Gain in life expectancy by reducing pollutants;

Saving travel time (new infrastructure).

> >

External social or environmental costs

Infringement on the cultural values of a communi ty (excessive tourism);

Loss of jobs for informal workers whose business is threatened by the new plant;
Noise caused by the industrial facility;

Destruction of agricultural or natural areas (beach, forest, etc.);

Pollution from a nearby river by industrial effluents.

2 I > D

Valuation

These costs and benefits can be valued using several approaches: replacement value (for a natural
area affected by a project, e.g. a destroyed forest), willingness to pay (save time, avoid risk, acquire a
rare, natural area, etc.), acceptance rates (sort of compensation to neutralise a disadvantage), etc.

The issue of the valuation of intangibles is complex. What value is assigned to human life, forest land,
noise pollution, etc.? In order to agglomerate the effects, an estimation of these impacts must be
made, even approximately.

Several approaches are shown in the literature (Figure 27). They can lead to a wide range of

4 Price reflecting the opportunity cost of resources to the economy or their marginal producti vity - two
equivalent concepts in the perfect market allowing, theoretically, the optimal allocation of resources.

5 In the European Commission guide on cost-benefit analysis (2003), the following calculation is
proposed. Imagine the following values: total imports M = 2 ,000; total exports X = 1 ,500; import
taxes Tm = 900; export taxes Tx = 25. The formula to calculate the standard conversion factor (SCF)
determines the relationship between the import + export raw value, and increased import taxes and
decreased export taxes, namely: FCS = (X + M) /[(M + Tm) + (X -Tx)], yielding 0.8 = FCS.
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valuations, sometimes 1-100. With such ranges, it is clear that the results of cost -benefit analysis can
be reversed. Apart from the possible manipulations®, it is extremely important to agree at the outset
on a "reasonable" level and consistent valuation of the different types of impacts.

Concrete values are suggested in this guide in the form for each criterion.

Figure 27. Intangibles valuation approaches

"Declarative" valuation

A The stated preference is a valuation technique where monetary estimates are obtained from
hypothetical statements made by individuals about their preferences, usually by questionnaire.

A For example, the willingness to pay (WTP) or willingness to accept (WTA) measures what a
consumer would be willing to give to benefit from goods (or the benefits of a project) or to obtain
compensation for the loss or reduction of goods. This works well for estimations, e.g. the value of
time (how much is gaining 20 minutes on a journey worth?).

A Consumer surplus is the differential that benefits consumers willing to pay considerably more than
the market price (the amount they would pay less the amount actually paid).

Observed valuation

A The observed preference is a valuation technique where consumer choices are observed in the
market (e.g. purchase of goods). For the previous example of the value of time, this amounts to
observing the relative decline in traffic on a toll section of a road in case of a tariff increase.

A For example, the hedonic price (pleasure of use) estimates the value of any environmental quality
element from differences in rents or land prices (e.g. goodwill related to the presence of a park).

A The market valuation works well for manufactured products, but is often non -existent for public
goods (except landscape, silence and pollution, sometimes measurable via the increase or
decrease in real estate prices). How is the impairment loss related to ocean acidification
estimated? Etc.

Calculated valuation

A An example is the replacement value: how much would restoring a mine or quarry environment
cost the state before operating?

A Can we estimate the value of the loss to the ecosystem, e.g. of a rare butterfly? This is done for
bees and pollinating insects, which have a fairly direct contribution to arboriculture, but much of
biodiversity is complicated to value.

A Another difficulty exists in the value of use (e.g. a good beach accessible to swimmers), but also a
value of non-use (beach prohibited because it is located in a nature reserve, but citizens wish to
conserve it as heritage).

Multipliers

When new resources are generated (or consumed) by a community, their total effect may be more
important than the initial transaction suggests, e.g. the EGOPIA project distributes an additional

payrol |l of 0 50 milliboheoampheyasés ewiclohcepard. e Sg. 8
40 million) and save 10 %. Various retailers and | oc
% profit or a net i ncome gain of a 12 million, wi t h
the country or abroad (travel, imports). In turn, retailers and local suppliers will save 20 % and spend

80 % of their gain of a4 9 million, etc.

At the end of this cascade of savings and expenses, the total increase in income of the EGOPIA site
population wi | | exceed the U 50 million injected by the co
the initial income distributed and the total revenue generated is the multiplier. Its value depends on

the timeliness of the "income" in the population and the propo rtion spent by each economic actor (the

"demand", in relation to savings) effect. In economic studies on emerging countries, multipliers

between 1.2 and 2.5 have been highlighted.

However, it is important to use this interesting concept wisely, especially for cost-benefit analyses. If
indirect effects on income are considered as benefits, the multiplier of the investment costs should

6 As the author of this report h as observed while working on road projects assessmentsfor Ministries
in charge of infrastructure. These project managers frequently asked to introduce "benefits" to push a
project rather than another one, or to obtain sufficient threshold profitability. | n this case, the
economic analysis loses all interest.
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also be taken into consideration. These costs come, inevitably, from private and public sources (for
the subsidised part) 7 and this neutralises the income that would have been spent elsewhere in the
absence of the project. If the project is located in a disadvantaged area and is funded in part by tax,

the cost multiplier will play a rather negative role (in the disadvantaged area of the project, the
multiplier will be low, since most goods come from the outside whereas taxes are collected in rich
areas - the existence of the project will therefore tend to collect resources in rich areas and with a
high multiplier to benefit a poor area with a low multiplier, thus lowering the multiplier average

throughout the country).

Economic profitability method and assessment tools
Two types of tools are used to measure the economic profitability of a project:

A Same as for financial profita bility, but expanding the input / output streams for all monetary
economic effects, the internal rate of economic return (IRR -E) estimates the effective interest
received by the community on the project duration. The mathematical formulation of the IRR is as
follows (with, this time, fieconomico flows and not

IRRDIT _— (where Ftis the flow in year t and n is the number of years)

A Similarly, the economic net present value (E-NPV) measures the economic value created by the
project by adding the monetary inputs and outputs by updating the launch date of the project.

More broadly, cost-benefit analysis (CBA) draws a parallel on the overall costs and benefits of the
project to the community, ensuring that overall benefits outweigh co sts. Sometimes used, the benefit
/ cost ratio is the division of discounted benefits by the discounted costs on the total duration of the
project, and with a defined discount rate:

B ———
A/C B— (where AVt is the benefit in year t, Ct is the costs of year t and r is the

discount rate)

If A/IC>1, the project is desirable because discounted benefits outweigh discounted costs (these costs
and benefits are net, i.e. calculated as the difference between the situation without the project and
the situation with the project). It is a simple performance indicator, like the IRR, independent of the
amount of investment. In addition, this indicator is sometimes easier to use (IRR cannot
accommodate any similar ambiguous situation).

3.5. Risk analysis

Objectives

The objectives are to deal with the effects of uncertainty on the project investment by apprehending
the risks, trying to avoid them and acting to minimise or mitigate them.

Assessment methods and tools
The conventional approach is to perform two successive analyses:

ldentification and estimation of the project main risks (see Figure 28);

A Implementation of stress tests (Figure 29) on the basis of degradation of the project business
model main parameters (e.g. decline in demand, price increases of a factor such as energy,
processreturn or availability below expectations, environmental accident, etc.)
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Figure 28. Risks of the EGOPIA investment project (fictitious example)

Completion risk (good end)
On-site risks (ineffective contractors - some must be replaced);
Construction cost overruns (unexpected);
Exceeding limits and other contractual difficulties (six months late);
Technological risk on a biomass project (insufficient return, unreliable or outdated process).
Operational risks
Market risk or demand (lower or higher than expected);
Risk of additional costs, e.g. supply (quality and price of resources required).
Social risks (strike, residents, refusal to increase rates, etc.)
Environmental risks (climate, accidental pollution, eruption, forest fires, etc. );
Economic risk (poor control of transport operating costs);
Financial risk (insufficient cash in year 1 and 2);
Cancellation risk (contract cancellation).
Political risks
Country risk (unrest, change in legislation, introduction of competitors, etc.),
Business environment risk (corruption, bureaucracy, unions, regulatory excesses, etc.),
Macroeconomic risk (devaluation, high inflation, pricing policy, etc.),
Exchange risk (loan in Euros, but local revenues in a weak currency).

Figure 29. Sensitivity test example
Risk analysis / sensitivities

Scenario Market Invest. Costs General| Project IRR [ Minimum debt
growth increase increase inflation service

Basic case 3.0% 0.0% 0.0% 5.0% 19.8% 2,4

0 % market growth 0.0% 0.0% 0.0% 5.0% 16.8% 2.4

+10 % initial 3.0% 10.0% 0.0% 5.0% 17.2% 2.2

investments

+5 % operating 3.0% 0.0% 5.0% 5.0% 16.0% 1.8

costs

Inflation doubled at 3.0% 0.0% 0.0% 10.0% 10.7% 1.7

10 %

Loan interest +2 % 3.0% 0.0% 0.0% 5.0% 19.8% 2.3

Worst case scenario 2.0% 5.0% 3.0% 8.0% 11.3% 1.6

(combined)

The sensitivity analysis of the financial performance according to the model assumptions describes
how the project responds to various difficult situations. A worst case scenario, combining these
negative effects, enables assessingthe impact of extreme adverse conditions. This type of test is
usually requested by donors for major projects to ensure that even in case of problem, the project will
retain the ability to repay loans ( should it not pay dividends to shareholders, for instance).

The interest of a model (such as that of EGOPIA) is the ability it gives to test the project by submitting
the various assumptions to more or less severe scenarios and to check the robustness of the project,
like an airplane submitted to testing under extreme conditions, e. g. weather, before authorising its
commissioning.

The most common sensitivity analysis focuses on key elements of the project. What happens if, for
example:

Commissioning is delayed by six months?

Initial investment costs are over budget by 10 or 20 %?

Operating costs exceed 5 % of that forecast?

The demand or price acceptable to the market is 10 % lower than expected?

Variable rate loans suddenly become more expensive (increase of the base rate by 1 %)?

> > > > > >

Inflation rises faster than expected (3 % instead of 2 %)? Etc.
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A stressed scenario is generally built on the basis of a simultaneous occurrence of these events. A
reference scenario (base case) is also constructed. These scenarios simulate the actual conditions
experienced by the project in case of crisis (internal or exogenous). They make an essential
contribution to define mechanisms to prevent such crises, e.g.:

A Increase in equity of the project company, in order to have room to manoeuvre;
A Existence of a right to draw additional funds set up by investo rs;

A Assurances or guarantees on a potentially hostile element;
A

Renegotiation of particular economic or tariff element acting on cash flows; etc.

Classification of the main risks
The main risks to a project are generally the following:

A Completion risk: the assembly period of the project (construction, delivery and commissioning of
equipment) will be longer than expected and the investor will have to "carry" the project
financially without receiving any income until the service is commissioned at a later date.
Investors protect themselves from companies (contractors) with penalties and sureties
(performance bond, etc.);

A Risk of additional investment costs: equipment costs, installation, initial operation are greater than
expected; this risk is important for non -repetitive projects (e.g. the Eurotunnel); investors are
protected by turnkey contracts and thus transfer the risk to their suppliers and subcontractors;

A Risk of operational surcharge: operating costs (e.g. energy) are higher than expecte d; contracts
are also possible, but are worth more for supplies than for labour;

A Technological risk: the technology or concept envisaged is not ready or malfunctions. This may be
the case for an industrial process, software or a new model (e -commerce, e.g.). Some agencies
(Bureau Veritas, factories) ensure the operation and performance of the process, but it seldom
involves an industrial system as a whole;

A Environmental risks: the system works, but the impact on the environment is such that the project
is questionable; impact studies and operating permits contribute to reducing this risk;

A Infrastructure risk: public equipment essential to the operation of the project has failed. It can be
some ramp that has not been installed, or insufficient water or energy supply;

A Market risk: the demand has not been met. Investors can protect themselves in some cases by
sales contracts in the medium term (off -take agreement), but this applies only in certain areas
(often basic industrial products); for the rest, the foresi ght of developers before launching the
project and the o p e r arhaoketibgscapabilities after commissioning must be ensured;

A Legal risk (termination, dispute, etc.): the legal documentation associated with the project has
flaws that jeopardise the investment made; investors protect themselves by using particularly
meticulous international law firms and increasing legal precaution clauses;

A Financing risk: the financial resources needed for the project cannot be deployed or mobilised, or
are mobilised at a cost higher than expected (higher interest rate for the part borrowed);

A Exchange risk: the currency in which revenues are generated depreciates against the currency
used to invest and borrow (typically Euro / Dollar risk); investors protect themselves by co vering
the amounts incurred by an exchange guarantee (forward cover);

A Political (or country) risk: decomposes as a sovereign risk (the state does not meet its
commitments, e.g. nationalises the project, does not allow the transfer of income or does not
allow an adaptation of inflation rates) and a social risk (changes in labour legislation, riots, strikes,
insurrection, etc.);

A Tax risk (often associated with country risk): change in tax rules, e.g. the rate of disbursement of
benefits based abroad acceptedby tax authorities, or the rate or basis of taxation of given activities;

A Business environment risk: tax administration, unions, police, justice administration, corruption, etc.
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Once key risks are identified, the project manager must try to handle them by various means: transfer
of risk to the partner best equipped to mitigate; provisions (unforeseen contingencies); supply
contract (supplies); sales contract (off-take agreement); insurance (e.g. accidents and weather);
hedging (currency exchange); certificate (technological risk, etc.).

3.6. Multi-criteria analysis

Multi-criteria analysis (MCA) is a decision-making tool developed to solve complex multidimensional
problems that include non-quantifiable dimensions. This is the approach that any buyer of a
sustainable good, such as a house or a car, follows implicitly: what is the best choice using a set of
criteria that are not necessarily aggregated (price, comfort, space, aesthetics, durability, etc.)?

Difficulty of qualitative universe choices

In the absence of a logical decision-making process, the choice between contrasting solutions is often
difficult ( Figure 30). Arbitration involves giving relative importance to differen t criteria, i.e. "weight".

Nonetheless even in the absence of aggregation, MCA provides a kind of multidimensional mapping
of the project and / or its alternatives. Even without agreement on the relative importance of criteria
(which would allow indisputable classification), the interest of MCA often is allowing dialogue and
awareness between project partners. MCA can help to assess the relative importance of different
criteria and transcribe this importance in the final decision.

Figure 30. An example from the manual of criteria and indicators for sustainable forest management,
CIRAD, 2000

Two thirsty people are trying to decide whether to buy a can of Coke or a bottle of orange juice.

A The two criteria to be taken into account in this decision are the cost of each beverage and the
health benefits;

A The first person is concerned about the little money they have and prefers to buy Coke because it
is cheaper;

A The second person is more concerned with a long and healthy life and wants to buy the more
expensive, but healthier, orange juice.

In this case, to achieve the best choice, the importance of each criterion involved in the decision to be

made should be evaluated and included in the decision process. If the relative importance of th e cost
outweighs the health benefit, the purchase of Coke is the most desirable option. Achieving an
approval on the relative importance of different criteria obviously can be complex and difficult.

Arbitration is particularly difficult when the project i ncludes unquantifiable, but essential, dimensions
to the evaluator, e.g. appreciation of the equity in an economic development project (redistributive
character or not of an investment: financial and economic analysis will take into account only the sum
of positive cash flow received, not the details of what each concerned group received).

Similarly, classic examples are often mentioned, e.g. in transport projects, is a time-saving of 15
minutes per 10,000 vehicles / day worth sacrificing one hectare of forest to build a highway? Can we
go as far as 10 ha or 100 ha?

Various research studies have shown that even in the absence of the strict valuation dimensions
studied, it is often possible to propose project classification (based on consensual bands, e.g. 15
minutes for 10,000 vehicles / day is probably worth sacrificing 1 -10 hectares of forest, but certainly
not 100 ha). Conversely, MCA has some specific fuzzy maths limits, e.g. the Condorcet paradox (not
transitive ranking of variants, e.g. option A can be considered superior to option B and option B can
be considered superior to C, without option A being necessarily considered superior to option C).



i«g EDILE 37
E D I LE 71 Toolkit

Methodological guide /Version 1

Conduct of an MCA
In general, according to the European Commission’, MCA should be structured as follows:

1. Objectives should be expressed in measurable variables. They must not be redundant, but must be
able to be substituted for one another (when an objective is widely achieved, this can partially exclude
another embodiment);

2. Once the objectives vector is constituted, it is necessary to find a technique to aggregate
information and make a choice, then assign a weighting coefficient to the objectives, reflecting their
relative importance;

3. Definition of assessment criteria: these criteria can refer to p riorities pursued by different economic
actors, or refer to specific aspects of the assessment (degree of synergy with other interventions,
exhaustion of the reserve capacity, implementation difficulties, etc.);

4. Impact analysis: this activity analyses, for each of the criteria, the effects it produces. The results
may be quantitative or qualitative (assessment of merit);

5. Estimation of the effects of the intervention in terms of selected criteria: a rating is given based on
the results of the previous step (in both qualitative and quantitative);

6. Identification of the type of actors involved in the project and grouping of the preference features
(weight coefficient) given to the various criteria;

7. Aggregation points granted to different criteria. Th e different ratings provided can be aggregated
by a numerical assessment comparable to that achieved for similar projects project.

MCAis particularly effective when the monetisation of costs and benefits is difficult or impossible.

3.7. Environmental impact assessment (EIA)

According to Wikipedia, "awareness in the 1970s of the need to limit the damage to nature is
embodied in laws forcing them to reduce nuisance and pollution, and mitigate the impacts of large
projects (or projects exceeding a certain cost). To this end, Environmental Impact Assessment (EIA)
became mandatory prior to the completion of development or works that, by the importance of their
size or their impact on the natural environment, may affect it."

Although many projects affecting the environment are not subject to impact studies and many of
these studies are insufficient, symbolic, or badly carried out, the awareness of officials and especially
civil society is such that most physical investments are now required to assess and remedy any effects
on the environment.

These approaches often accompany and feed consultation procedures, exchanges or public debate.
They are based on scientific and cartographic resources (GIS, satellite, automatic weather stations
and modelling) to assess issues interms of ecology (fauna and flora), biodiversity, climate, heritage
conservation and landscape.

No one today disputes that the preservation of ecosystems and their upkeep positively contribute to

social well-being even if such a statement is very anthropocentric (coral reefs or chamois were never
asked their opinion!). The TEEB report on ecosystem and biodiversity economics describes 20
"services" provided by natural ecosystems to the economy and the well-being of current societies
(Figure 31). For example, without bees and other pollinating insects, no pollination can occur , leading

to a shortfall estimated at $ 273 million (U0 210
Switzerland (five times the turnover of beekeeping companies in this country) & Globally, the total
value of insect pol |l 53bilionP on i s esti mated at 0 1

7 European Commission. DG Regional Policy.Costbenefit analysis of investment projects Analysis
Guide 2003

8 Estimation for 2002. TEEB case “Assessment of pollination gives rise to a support movement for
beekeepers in Switzerland. "

9 INRA. Gallai N, Salles M, Settele J, Vaissiére BE,Economic valuation of the vulnerability of world
agriculture confronted with pollinator decline . Ecological Economics. August 2008
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Figure 31. Ecosystem services identified under the TEES

Area Impact

Supply services

Food Food production in wild habitats or in administered agro -
ecosystems

Raw material Construction material, fuel, etc.

Freshwater Surface water, groundwater

Medical resources

Plants used as traditional medicines and as ingredients for the
pharmaceutical industry

Control services

Regulation of local climate and air
quality

Trees provide shade and remove pollutants from the
atmosphere; forests influence precipitation

Carbon capture and storage

When growing, trees and plants remove carbon dioxide from the
atmosphere and effectively store it in their tissues

Moderation of extreme events

Ecosystems and living organsms create buffers against natural
disasters, such as floods, storms and landslides

Wastewater treatment

Microorganisms in the soil and wetlands decompose human and
animal waste

Prevention against erosion and
maintenance of soil fertility

Soil erosion is a key factor in the process of land degradation
and desertification

Pollination

Of the 115 major food crops in the world, 87 are dependent on
animal pollination, including important crops, such as cocoa and
coffee

Biological control

Ecosystems areimportant for the regulation of pests and vector -
borne diseases

Habitat or support services

Species habitat

Habitats provide everything needed for a particular plant or
animal to survive; migratory species need habitats along their
migration route

Maintenance of genetic diversity

Genetic diversity distinguishes between different species or
breeds and provides a basis for varieties wellFadapted locally,
and genetic heritage for the future development of cash crops
and livestock

Cultural services

Entertainment and physical and
mental health

The role of natural landscapes and urban green spaces for
maintaining mental and physical health is increasingly
recognised

Tourism

Green tourism generates considerable economic benefits and is
a vital source of income for many countries

Aesthetic appreciation for culture,
art and design

Language, knowledge and appreciation of the natural
environment have been closely linked since the early history of
mankind

Spiritual experience and
relationship to landscape

Nature is an element common to most major religions; natural
landscapes also represent a local identity and a sense of
belonging

10 TEEB 2010Report (he Economics of ECosystems and Biodiversit)y. Extracts downloadable from:

www.teebweb.org/wp -

content/uploads/Study%20and%20Reports/Reports/Synthesis%20report/Synthesis%20report_French.pdf



www.teebweb.org/wp-content/uploads/Study%20and%20Reports/Reports/Synthesis%20report/Synthesis%20report_French.pdf
www.teebweb.org/wp-content/uploads/Study%20and%20Reports/Reports/Synthesis%20report/Synthesis%20report_French.pdf

aég EDILE 39
E DI LE 7P Toolkit

Methodological guide /Version 1

EIA content

The EIA studies and compares the environmental impacts, noise and landscape, from the construction
stage to the deconstruction stage. These studies must evaluate the advantages and disadvantages of
the retained and / or alternative solution. They offer protective measures and / or compensation to
mitigate the e ffects of the project.

In France e.g. the EIA documentation should include the following items:

A An analysis of the site initial condition and its environment including:

C:) Natural resources;
O Spaces (natural, agricultural, forest, sea or leisure), affected by construction work or
development.

A Analysis of the project permanent and temporary direct and indirect effects on the environment
and more specifically on:

Fauna and flora;

Sites and landscapes;

Soil, water and air;

Climate;

Natural environment and biological balance;

Protection of property and cultural heritage;

Neighbouring utility (effects related to noise, vibration, odour, light emissions and other
_ emissions);

O Hygiene, health, safety and public health.

A A presentation of:

OO« OO 0«00

(:) The different options originally considered by the project manager;
O The reasons why the present option was accepted, especially from the point of view of
environmental concerns.

A The measures considered by the project manager to remove, reduce and where possible,
compensate for any adverse effects of the project on the environment and health, as well as the
corresponding expenditure estimates; these measures will constitute the commitment by the
sponsor as part of a plan for environmental and social management;

A An analysis of the methods used to assess the project effects on the environment, mentioning
possible technical or scientific difficulties encountered in establishing this assessment;

A For transport infrastructure projects only:

O An analysis of the social costs of pollution and nuisances, and the induced benefits to the

_community;

O An assessment of the energy consumption that result from operating the project,
especially due to the travelling it involves or avoids;

A A non-technical summary to facilitate public access to information contained in the impact
assessment.

However, the most important is not this file, rather the whole iterative process of consultation,
research solutions, implementation of identified solutions, and post-assessment that provides the legal
framework for major projects ( Figure 32). This is at least in theory, because in reality, the impact
assessment is rarely plain sailing...
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Figure 32. Schematic diagram of the impact assessment approach (French case)
Source: BCEOM / Ministry of Planning and Environment(2011). Impact on the environment

2.

Implement an initial assessment to identify environmental issues

4. =1

Analyse the initial Analyse the initial
1. state of the site and state of the site and

Include its environment its environment

the public
in planning
decisions 5 6

Analyse the initial Delete, reduce or

state of the site and compensate for
its environment damages

7.

Follow-up the effects after realisation

The issue of public goods valuation (pure water, air, landscape, etc.) and, on a larger scale, non -
monetary benefits and costs constitute a vast field of research. Several approaches are possible in
order to enhance the corresponding effects (reported or observed values, willingness to pay, hedonic
prices, etc.). For practical purposes, as far as possible, specific values or ratios are provided in the
section of this guide on criteria.

3.8. Life cycle analysis (LCA)

Context and challenges

The purpose of LCA is to identify the product environmental impact at every stage of its life cycle: raw
materials and other inputs, production, transportation, use and end of life (recycling, waste, etc.). At
each step, this process can impact water, air, climate, soil, biodiversity (flora and fauna) and human
health. It is more a tool for the improvement of products (eco -design and comparing sectors) than a
decisiorrmaking tool.

Eco-design, for example, is a comprehensive approach that involves thinking about the product
impacts from its conception and throughout its life cycle. The aim is to suggest a product which, for
an equivalent rendered service, limits the consumption of resources.

A standardised and recognised tool, the LCA is based on the flow of quantified material and energy
associated with each stage of the product life cycle expressed by the potential environmental impacts.
In each sector, it tends to be complemented by labels. For example, the Bluesign label for clothing is
applicable to all actors in the textile industry (see the example in Figure 33) and at all levels of
manufacturing the product to help companies make continuous improvements of the product and
process (choice of raw materials, water consumption, energy and chemicals, carbon footprint, etc.).
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Figure 33. Life cycle. Case of a wodlen hat (www.mountain -riders.org)

From the sheep’s coqt t0 my wool hat,
what happeneq ? ,

Anti parasitic treatments with toxics
substances as compléter ac noms
trouvés are applied to some wools : a
lot of water is also necessary to wash
it. Spinning and making operations

> sheeps.

= => Impact on : climate, require a lot of energy.
“ soil, and water => Impact on: water, climate,
5 _ air and human health

Your hat is worn, different

options are available :
repair, donate, recycle or
Uirow away: the life Then, your hat has

=> Impact on: climate, m lly be transported from the factory to
air and soils M M warehouse and then to the shop. The
type of transportation used (plane,

boat, train or truck) has different
impacts on the environment.

T use: _
=> |Impact on :

Washing and drying of your hat consume  climate and air
water, energy and washing powder.

=> Impact on : climate and water /

The LCA identifies incoming and outgoing material and energy flows at each stage of the product life
cycle. From these data, an assessment of environmental impacts, e.g. the greenhouse effect,
acidification of the environment, eutrophication and depletion of natural resources. Frequent
indicators are energy consumption and the amount of waste generated.

——

References

The 1SO 14040 series, published in 1997, describes the methodology and ethics for LCA studies.
These standards promote the quality, transparency and consistency of the LCA assessment results:

A 1SO 14040: Environmental management - Life cycle assessment- Principles and framework;

A ISO 14044: Environmental management - Life cycle assessment- Requirements and guidelines;
A 1SO 14048: Data exchange formats;
A

ISO 14049: Technical reports on examples of inventory analysis according to ISO 14041.

3.9. The ecological footprint method

Promoted by the WWF, this method aggregates all resource consumption or waste production of an
individual or group, and translates it into a fictitious surface area (ha) of the planet. This method
assesses the pressure on nature of different types of human behaviour. For life to be sustainable, this
pressure must not exceed the planet capacity to provide resources.

Schematically, the Earth (whose total area is 51 billion hectares) only includes about 12 billion
hectares which generate bio-productive resources that can support humans and life (the rest of the
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surface, deserts, oceans, mountains, of course contribute to life, but much more diffusely). Basically,
these 12 hillion bio-productive hectares cover cropland, pastures, forests, fisheries and urban areas.
This represents a little less than two hectares per person (just 1.8 gha - global hectares - in 2006).

Itisclearthat r ur al p o pugdl way of iifenirs the developing world represents a small footprint
(Figure 34), while the reverse is true for consumer populations in industrialised co untries. In 2006, the
average human ecological footprint was 2.6 gha, exceeding 40 %, or an unsustainable sample on the
planet.

Figure 34. Footprint and Human Development Index (HD/)
Source: www.demographie-responsable.org/
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The concept of ecological footprint has enjoyed rapid success for being a very telling indicator of the
environmental impact of lifestyles, showing rapid degradation of renewable resources as and when
industry grows. According to WWF, humanity will need two planets at the beginning of the 2030s to
sustain its current consumption level. Most Mediterranean countries are in ecological deficit, and often
have been for several decades, like Tunisia (Figure 35).

Figure 35. Evolution of the ecological deficit of Tunisia (source: www.footprintnetwork.org )
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Qatar is the country with the worst e cological footprint, with 11.7 hectares per capita (Figure 36).

Qataris have been holding the record for COz emissions per capita over the past 10 years: 44 tonnes
according to the UN in 2009, almost three times more than an American (17 tonnes), eight tim es
more than a Chinese (six tonnes) and 22 times more than an Indian (two tonnes). However,

threatened by rising sea levels caused by global warming, Qatar has engaged in a policy to contain its
greenhouse gas emissions. CQ emissions have decreased from 6 tonnes per capita in 2005 to 57
tonnes in 2007 and 44 tonnes in 2009.

Figure 36. Ecological footprint in different countries. Source: WWF Living Planet Report 2012

_S8= o2

Country P(_)‘,JUI' Cropland |Pasture [Forest eling Carbon Urban gEECropland Pasture|Cropland [ % §
(million) area zone §§ area [zone. E g

Ecological footprint 2008 Bio - capacity 2008
(global hectares per person) (global hectares per person)

Qatar 1.4 0.91 1.12] 0.17| 0.46 8.91( 0.1111.68 0.03 0 O 191| 0.11| 2.05
Denmark 5.5 2.77 0.7 1.21| 0.78| 254 0.26| 8.25 24| 0.03 0.27| 1.85| 0.26| 4.81
USA 305 1.09] 0.19| 0.86| 0.09| 4.87| 0.07| 7.19 153 0.26 156| 0.44( 0.07| 3.86
Finland 5.3 1.11 0.19 04| 0.27 4.15 0.1] 6.21 0.95 0 8.64 2.5 0.1]12.19
Greece 11.3 1.26| 0.53]| 0.38| 0.13| 2.53| 0.11]| 4.92 1.03| 0.09 0.14| 0.22| 0.11] 1.59
France 62.1 1.25| 0.39| 0.6| 0.18| 2.24| 0.25| 4.91 147 0.24 0.87| 0.16| 0.25]| 2.99
Spain 45.1 1.26|] 0.31] 0.35| 0.38]| 2.39| 0.06| 4.74 0.98| 0.11 0.25| 0.06| 0.06| 1.46
UK 61.5 0.88 0.45( 0.53| 0.06 2.65( 0.15] 4.71 0.49 0.1 0.11 0.5]| 0.15| 1.34
Germany 82.5 1.18| 0.26| 0.43| 0.01| 249| 0.2| 457 0.95| 0.09 0.64| 0.08] 0.2 1.95
Italy 59.9 1.03 04| 046| 0.14| 239 0.1]| 452 0.62| 0.06 0.3 0.06] 0.1 1.15
Portugal 10.6 0.96 0| 0.14| 095 2.01f 0.05]| 4.12 0.29| 0.24 0.64| 0.07| 0.05]| 1.29
S. Arabia 26.2 0.8 0.36 0.26| 0.06| 2.44( 0.07| 3.99 0.18| 0.13 0.07| 0.21| 0.07| 0.65
Israel 7.1 0.86| 0.36 0.33| 0.01| 2.33[ 0.06]| 3.96 0.17| 0.01 0.03| 0.01| 0.06]| 0.29
Lebanon 4.2 0.66| 0.48| 0.28| 0.05| 1.33( 0.05| 2.85 0.22| 0.05 0.06| 0.01| 0.05| 0.39
Turkey 70.9 0.92| 0.08 0.28| 0.03| 1.17( 0.07| 2.55 0.74| 0.13 0.32| 0.05( 0.07] 1.31
Jordan 5.8 0.66| 041| 0.18| 0.05| 0.74( 0.09| 2.13 0.09| 0.02 0.03 0| 0.09| 0.24
China 1358.8 0.52| 0.13| 0.14 0.1 1.15| 0.09| 2.13 0.38| 0.11 0.22| 0.07| 0.09| 0.87
Egypt 78.3 0.66| 0.07| 0.16| 0.03| 0.96( 0.18| 2.06 0.45 0 0 0.02| 0.18| 0.65
Tunisia 10.2 0.65| 0.12( 0.21 0.1 0.66| 0.03| 1.76 0.53| 0.09 0.05| 0.25| 0.03| 0.96
Algeria 34.4 0.51| 0.35 0.13| 0.02| 0.62( 0.02| 1.65 0.19]| 0.31 0.02| 0.01| 0.02| 0.56
Syria 19.7 048| 0.16 0.05| 0.01| 0.71| 0.04| 1.45 0.37| 0.11 0.04 0| 0.04]| 0.57
Morocco 31.3 0.6 021 0.06 0.05| 0.37( 0.03]| 1.32 0.3 0.18 0.09 0.1 0.03] 0.7
India 1190.9 0.37 0| 0.12| 0.02| 0.31| 0.05| 0.87 0.38 0 0.02| 0.03| 0.05| 0.48
Palesine 3.8 0.33] 0.05 0 0 0.09 0| 0.46 0.11| 0.02 0 0 0| 0.13

Deforestation, water shortages, declining biodiversity and climate change caused by greenhouse gas
emissions, "put increasingly at risk the well-being and development of all nations" deplores WWF.
Natural resources are depleted (gas, zinc, copper, nickel and uranium) or polluted (air, soil and
water). Every year, the Global Footprint Network (GFN), calculates the Global Overshoot Day, the date
when the natural resources that the planet can produce in one year are exceeded. In 2013, it was on
20 August, while in 1980, Overshoot Day was on 8 November...
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3.10. Social assessment

Social assessment or social impact assessment (SIA) can be defined as a testfor understanding the
social consequences likely to arise from an investment project, and treating these impacts with a
sustainable and inclusive development perspective.

Social assessment verifies that the project managers:
A Are informed and take into account the project social aspects;

A Incorporate a participatory approach to involve the widest possible range of sta keholders.
Social assessment addresses accordingly the following topics:

A Who are the stakeholders of the proposed project?

A Are the project objectives consistent with their needs, interests and capabilities?

A What social and cultural factors affect the ability of stakeholders to participate in or benefit from
the proposed project?

A What is the impact of the project or programme on the various stakeholders, particularly women
and vulnerable groups?

A What is planned to mitigate negative impacts?
A What social risks could affect the success of the project?

A What institutional mechanisms are needed for effective participation and successful completion of
the project?

A Is there a plan to develop the capacity of stakeholders at the appropriate level?

It is obviously in t he best interest, at least in the medium term, of project leaders to address these

issues and try to answer them satisfactorily. The EIA (often mixed with environment, hence the

acronym - ESIA Environmental and Social Impact Assessment) wascreated as a result of frequent
conflicts with major gas, mining and oil projects conducted in developing countries, starting with

multinationals frequently neglecting indigenous population and environment. The OECD, the World
Bank Group / IFC and development banks have pushed for the adoption of relatively demanding
standards for these projects with high physical and social impacts.

Today, these standards are set by the industry itself, which disseminates good practices guides (e.g.
IPIECA for the oil and gas industry). Part of its assessment approach for the projects it finances?!, the
IFC places particular emphasis on the collection of socioeconomic baseline data early in the process
("baseline solid data enable multiple uses that are relevant regardless of the size or scope of the
project"). The approach is then classical

A Definition of the area affected by the project (area of social influence) and framing of its possible
social impacts;

A Collection of socioeconomic data before launching the project;
A Consultation of stakeholders affected by the project, particularly local communities;

A Qualitative and quantitative analysis of project impacts, especially using participatory techniques
and guestionnaires targeting, vulnerable groups in priority ;

A Assessment of the project positive and negative social impacts and reflection on possible steps to
mitigate negative responses;

A Definition of a social action plan that can incorporate different types of measures (compensation,
training, participation in the project through its sup ply chain, support to entrepreneurship and
employment, health or educational assistance programme, etc.);

A Implementation and monitoring of this plan.

11 practical Manual “Consideration of the social aspects of private sector projects” |IFC [ IFC, 2003.
www.ifc.org/wps/wem/connect/2f98cb8048855397afacff6a6515bb18/Social GPN_French.pdfMOD=AJPERES



http://www.ifc.org/wps/wcm/connect/2f98cb8048855397afacff6a6515bb18/SocialGPN_French.pdf?MOD=AJPERES

EDILESS

EDILE
Toolkit
Methodological guide /Version 1

45

This approach should be conducted by specialists in social sciences, speaking the local language, with
good animation and dialogue abilities. The topics covered (see Figure 37) are very broad and include
a dynamic, inclusive and sustainable development vision.

Figure 37. Components of the social assessment to consider and /ssues to address. Extract of the
practical guide "Consideration of the social aspects of private sector projects” IFC / IFC 2003

Iltems to consider

Observations/Questions

Population / demographic
movement

A Modification of
composition

A Resettled popul
A | mmi gration or
A Seasonality of

A By its impact, does the
population in its area of influence?

Will it change the existing social infrastructure?

A Will the economic opportunities

to social imbalances or will they attract a substantial population influx?

project

Economic climate

A Cr e a éeniployment: flirect,
indirect and temporary

A Unemployment (4
construction phase or completion of
the project)

A Wages, income |
A Potential acqui
services from

local sources

A I mpact on | ocal
A Inflatitsonary ef
A Levels of tax r
A Monetisation of
A Land rights

A Equitable
and distribution of benefits
A Economic vul
A Competition
resources

acces

ner
for

A Examine structur al changes in th
Creation of new opportunities for products and services, increased
demand for consumer goods and inflation, influx of population, etc.

A Will the project affect traditi
and production?

Will it result in increased and unsustainable use of local natural
resources?

A will t h e r-lust tyele and will the project lead to economic

dependence amongst local populations?

A Will impacts and economic opportunities vary according to the group,
e.g. marginalisation of women and vulnerable groups? Consider
parameters such as gender, ethnicity, age and skill level.

A Will persons who do not benefit
the project be more economically vulnerable? Will this result in potential
conflicts and impact the project?

AWill the reduction of dependency on systems of subsistence production
result in increased dependency on non-local products, vulnerability to
macroeconomic events, or lack of means of sustainable livelihood after
the project has ended?

A Will the benefits be exported fi
bear the greatest consequences of disturbance due to the project will not
benefit much from it?

A Will introducing wages in the local economy increase the trade of
consumer goods and the opportunities for business creation?

Natural resource s management
and land use

A I mpact on | and
residential, agricultural and forestry
land; land with potential (arable,

irrigable)
A Collective resqg
grazing, hunting areas and

fisheries, forests, timber and wood
fuel, plants and herbs, material
crafts, nomadic routes and seasonal

uses

A Will there be consequences (|l oss
land use or on access to natural resources which communities depend on,
or on their present and future quality?

A I f |l and acquisition for the pro
popul ati ons, refer to the World Ba
Operational Policy (OP) 4.30, Involuntary Resettlement. Preparing an
action plan for resettlement may be required.

A Water resources: identify
seasonal variations in water usage patterns.

Sour Ce¢
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Observations/Questions

Community organisations and
local institutions

A Do Icammanlties and regulatory structures have sufficient
resources to address the impact of the project?

A Local authoritilA Will |l ocal issues gain importan
A L oc al -mdking strsciuresn | they require the intervention of regional or national authorities, or will
A Local associ at i| they become part of the political agenda?
A NGOs A will the increased abil i ¢empowerimg
A Religious and p individuals and communities?
AEvolution of power relations Could it help develop political activity, mobilise greater government
A Lack of or gani g interestand increase local spending?
negotiation skills A Withe Inew sources of livelihood and immigration alter power
structures and relations?
A Wi | | altauthouty structores, social control methods and discipline
be weakened? Will the challengesto existing power structures lead to a
change of attitude towards the project?
A Willafftaeted c dimitedi experieneesi® trading and
commercial transactions reduce their ability to effectively negotiate
mitigation measures and access opportunities for sustainable
development?
A Wthel lack of organisational capacity lead to a limited participation of
local populations in decision-making processes, thus creating legitimacy
problems that will make ensuring long-term stability and viability difficult?
A Are ther e any ¢ 0 mfporigeck ont sealcling &dr
solutions, able to negotiate or speak on behalf of communities or play the
role of an impartial intermediary?
Infrastructure and social A Wi | projedt merease and / or decrease the supply, demand and
services quality of public goods and services?
A Health and educ A Wil the improvement of infrastructure related to the project
A Water supply implementation (e.g. improved roads and transport routes, water and
A Transport |/ r oa power supply networks) play a catalyst role for local economic
A Power supply development? Will the choice of locations / routes be amended during
A Waste managemen planning phase for optimal use during the project and after its
A Housing conclusion?
A Communicati ons | AWil increasing the number of construction workers in the region put
A Community / r el| pressureon existing infrastructure and services?
facilities
A Temporary barr 4
Vulnerable groups A Could the project h a v egroups he€aase efn
A I ndi genous popuy distinct socioeconomic characteristics that make them particularly
A Et hnic or r el i g vunerableduring its realisation?
A Women A If indigenous popul ations are i
A Youth and seni o WorldBank OP 4.20 on Indigenous Populations. It may be appropriate to
A Disabl ed per s on prepareadevelopment plan for indigenous populations.
A Land users and
Cultural heritage Awiill the project affect sites, structures or resources with archaeological,
A Archaeol ogical historical, religious, spiritual or cultural value? A plan for culture heritage
A Cultural and sdmanagement may need to be devel op
11.03 Cultural Heritage.
Employment an d labour Awiill the redevelopment or expansion of an ongoing project lead to staff
A National and | o downsizing? (a staff downsizing plan may be required)
A Har mful flabomando A | s labduriot fdrced labour associated with the project or one of its
forced labour suppliers? (Please refer to the IFC practical guide on child labour in the
A Staff downsi zi n workplace and inthe supply chain.)
A Health and safeA Many compani es al so adopt gooC(
A Competition f or|freedom of association to their employees and eliminating discrimination

access to infrastructure

in the workplace.

A Members
educated, skilled,
customs, etc.).

A Has the host country ratified the ILO conventions or other international
conventions?

of t he
speaks a foreign

project team of
language, expatriate, different
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Observations/Questions

Social conflicts

ACompetition for employment,
access to infrastructure,
natural resources (land, water,

etc.).

A Differential wa
of wealth

A Feeling of unegq

A Ri v a Jealoysy betwden
communities

A L o ¢ adomnunity eonflicts
(e.g. between local population and
newcomers) or unrealistic
expectations about the beneficial
impacts, thereby creating a conflict.

A By its origins and hetlusated, skiled, speakoa;
foreign language, expatriates, different customs, etc.) sometimes differ
considerably from local populations, which can lead to misunderstandings
and disputes that need to be resolved early in the project cycle.

Algnoring the project consequences (and inexperience of similar projects)
amongst local populations can lead to poor understanding of the extent.

A I's there a significant di fferen
have of the project impact and the project actual impacts that could
cause misunderstandings and disputes?

A lnsufficient invol vement of |l oc
to the project due to desperate needs (e.g. in terms of employment)
could subsequently give rise to conflicts on issues insufficiently discussed
or analysed.

A Will a changing social environment without significant advantages in
terms of jobs, services and infrastructure trigger conflicts?

A Will the project effects exacerbate pre-existing differences or create
new ones?

Lifestyle and culture

A Social cohesion
(separation of families and
communities)

A Modification of

systems and traditional subsistence
means

A Social issues:
addiction, prostitution, crime, HIV /
AIDS

A Socioeconomic e
liquidity into local economy

A Soci al dstorbanceslduey
to population i n f | EvotutioA of
relations between groups (gender,
age, status,

socioeconomicand ethnic origin)

A Wil l the | ow | eviadtructord of gommaunities lindt a
their ability to benefit from the advantages brought by the project? Are
there any training or skills development requirements?

Can the project contribute to improve the skills of affected households?

A Will the wage income from the
household income and alter extended family systems?

A Wihd ihflux of newcomers looking for opportunities related to the
project bring new social problems such as crime, violence, and disputes
over land, water or other resources? Will the arrival of foreigners create
tensions or conflict due to religious or et hnic rivalries?

A Will the generally slow pace of
inconsistent with the rapid changes necessary for the development and
implementation of a large modern project (e.g. mine or power plant)?

A Disruptive effe

pollution, traffic, etc.)

Health A will the influx of newcomers | ¢
A Change ilmtatmut r i| projectincrease the incidence of HIV / AIDS and STDs?

A Mortality raesd n

A HIV [ Al DS, STLC
communicable diseases
A Endemic di sease

schistosomiasis, gastrointestinal

A wil | toverload healthf services and infrastructure, render waste
management and water networks inadequate or increase health risks?

A Whnaeasures are to be taken to protect workers from local diseases
(HIV / AIDS awareness programmes, fight against malaria and quality
improvement of water supply)?

infections, tuberculosis, etc.) A Please refer t o HWEAIDSH®e Porkplacd. i ¢ a
Effects of immigration on health

(for local population

as for new entrants)

A Health aspects

pollution (air, water and soil

contamination, noise and pollution)

Equity A Are there soci oe c conldpmrvent equitablelgcdess (
A Distribution of|toopportunities offered by the project (marginalisation o f women, ethnic

development and access to the
benefits (e.g. jobs, income, social
investment)

A Opportunities t
equally in the consultation and
development process

A Differenti

al ef

groups

minorities and other vulnerable groups, and restriction of the freedom of
choice)?

A Will the patriarchal character of the community concerned lead to
unevenly distributed benefits?

A Are compensati on

systems ely?f or ce
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Items to consider Observations/Questions

Induced effects and related A Soci al i mpact s @rbjectaaled of mfluénceyincluding :
infrastructure infrastructure related thereto or auxiliary areas: roads, drains,
A Changes i n | an d construction huts, etc. should be considered and also any unanticipated

A Changes caused |improvementsinduced by the project.
access to the project area
(forestry, slash-and-burn
agriculture or shifting)

A Spontaneous f acd
A Economic reloca
displacement caused by an entity
associated with the project, but not
necessarily funded by the IFC
Cumulative impacts A wil |l t he pr oj e cnipacts?aPlease efarma tha FC
A Direct, i ndi r e c| guidance note G on "assessment criteria and management of cumulative
effects of current projects, of the impacts".
proposed project and of
subsequently planned projects
Biophysical aspects A Wil l |l ocal we at h e rproead impacts (aiopolistion, 1
A Climate effects of recurrent drought on food safety)? Does the project consider
A Water resour ce sl the prevailing wind direction to choose discharge stack sites or landfills
A Soil and veget & nearhabitats?
A Will the project change the qu
concerned populations (including water for agriculture and livestock)?
A Wil | t he m@vai@bhlecaralle lanad datuleplant resources or
local wildlife?
Analysis of other options A Provides a systemat ialernatvesmgoraparedsto

A Planning of ot h the proposed project from the point of view of their potential social
A Location or r ou effects. Establish the reasons for choosing the particular design of the
A Loc afadilites o f proposed project and justify it in terms of socioeconomic effects.

A Other possible

A Technol ogy

A Operations

A Ot her possible

A Other funding o

A Ability to asse

unrealistic or decline from
implementing it

3.11. Contract review and the checklist of economic
development agencies

This is a particular type of assessment, or rather gqualification. Economic development agencies and
structures that attempt to attract investment in a given territory (ministries, local authorities, CClI,
etc.) also need to qualify the proposed projects in their territory, if only to know what degree of public
support efforts such project deserves (installation assistance, administrative facilitation, land or
premises, tax exemptions, subsidies, etc.).

These agencies, generally of public nature in southern Mediterranean countries, favour neither the
company (investor and advisers), nor strictly the supervisory authorities who regulate the investment
framework. Rather, they act as a facilitator or intermediary for significant transactions and of various
complexities. Although business demand is typically "market" orientated, the view of economic
development agencies cannot be entirely liberal (evident national or local bias, attention to land
development or verification of the i n v e sintemtiorss @nd economic project). These agencies must
avoid on the one hand being caught up in the euphoria of the project carriers, and on the other hand
acting as the financial censor of their projects; otherwise they may discourage them.

Awareness of the financial impact of public interference

Economic development agencies may, however, kgitimately verify the nature and the level of
declared aid, get informed about the i n v e sfinanciab eredibility and get a hint of the project
economic model, if only to avoid wasting time and energy on non -viable projects. The frequent
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presence of state aid, subsidies or exemptions and related investments, as well as the predation risk
associated with certain projects (collection of natural resources, control of territories, etc.) are other
reasons that justify examination of the viability, sustainabil ity and collective interest of the project.

The financial assessment conducted by economic development agencies is rather basic. It does not go
as far as the due diligence of banks. It is based on the fact that all local investment projects involve,
for the investor, implementing a strategy in terms of inputs, product, market, financing, etc. ( Figure
38). Most items of this strategy have a financial impact. Whether the state or the competent authority
delays giving authorisation to operate, whether the market supports the project or not and whether
suppliers can deliver at agreed price and quality obviously has an effect on the project economic
performance. Very schematically, the project economic equation is as follows:

Operating profit = sale price x quantity sold (market)
- Management fees - labour costs - supplies - financial charges and others

Which requires verification of the terms (orders of magnitude, credibility of key assumptions and
eventual existence of a positive result, at least ultimately). This requires reflection, particularly about
public interference which can either help or endanger the project economy.

Figure 38. The investment project in its environment

State
(regulatory authority)
Sponsor Awards licenses, Banks
authorisations, _ i
operating permits Financing of
Ensuresthe projects (loans)
financial package
and invests
Investor Project
Assists the
: Sponsorar Various, in
goc?cizn:?zléti?ces operator particular financial,
v
Supplier, to the project consultants
contractor Operates the ) )
project Consumes
project products
Operato r
Market

Contract review

In addition to this financial review, economic development agencies should undertake a review of the
project key elements:

A Ilnvestor quality: Aitrack recordso, sur face,
large company is worth more than some obscure project assembler);

>

Project concept: technology, operations, business plan (is it serious, robust, feasible, innovative,
sustainable?);

Market (product, competition, price) and prospects;
Project implementation (management, staff, training, work procedures, launch plans, etc.);
Local impact (direct, industrial synergies, etc.);

| nvest orandrequestefor assistance;

> > > > >

Strategic relevance of the project to the investor and to the region and / or country.

manager
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In addition, economic development agencies should measure the project progress and assess the
likelihood that it will become established in the territory and / or country (there are often several
location options for the investor and attracting investment and jobs is a very competitive activity).
They hence want to know:

A The project status (feasibility, funding and launch date);

A The probability of a) an effective project launch and b) winning the project for the country / the
proposed site;

A The estimated schedule (decision date and deadlines);
A The subjective elements influencing decisions;

A Possible doubts and questions about the project (economic feasibility, technological risk, fragility
of the parent company, investor track records, etc.).

Based on a review of all these project qualification items, a clear orientation is proposed for the
economic development agency (continue or abort this prospect) and the effort required to win the
project is defined (time and other means to devote, especially state aid).

3.12.Governance and consultation methods

Evolution of democratic systems

"Modern" methods of governance have been imposed in Western democracies since the 1970s*? when
a form of centralised management, rather discretionary with little bearing on dialogue, had to make
way for "soft power", better shared and more transparent, as a result of protests and strong social
movements (in May 1968 in France, but also in the USA in the same year, etc.). Gradually, the
individual, the citizen and civil society took on some importance and legitimacy alongside well-
established collective institutions (and state governments, businesses and local authorities). Inspired
by the approach of the New Public Management movement formed in the United States on the
corporate governance model, a new situation often resulted in territorial management: even in
countries relatively centralised, such as France, the States retained a strategist role, but the musical
setting and execution were transferred to new regional or local levels. Many objective agencies were
created instead of the old pyramid hierarchy. Territories (awarded new powers and resources), the
private sector (delegated public services) and NGOs, communities or ctizen groups (through
empowerment) were encouraged to take initiatives. "Governance" (see the definitions in Figure 39)
became fashionable.

Figure 39. Some definitions of governance
Extract from the Guide for the implementation of governance in support of the sustainable
development of territories. Cemagref, CNRS, Geyser, INRA, Supagro, University of Montpellier |, 2011

A Itis a mediation tool between actors (anonymous territorial practitioner);

A Institutional and organisational construction process of the formal compatibility of different
coordination modes between geographically close actors in order to solve the unprecedented
productive issues of territories (Pecquer, 2000);

A Governance refers to a situation where state institutions and politicians no longer have the
monopoly of the public interest and where society in its diverse manifestations, has a key
responsibility in the co-production of the collective fate. It emphasises the multiplicity and
diversity of actors involved or may be involved in the management of public affairs. The aim of
these devices is to organise discussion, exchanges and coordination between the various
stakeholders, institutional, individual or collective, to agree on common objectives, produce
accepted and legitimised standards, translate them into rules and implement them (Lardon et al.,
2008);

A It is a process to bring together the different views and reconcile lobbyi st expressions with the
general interest (limited territorial practitioner).

12 Wwith mixed results, of course, depending on the size of the projects, their natur e, origin, and also
depending on the awareness and responsiveness of the public.
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All this movement is further accelerated with the advent of the Internet and the free flow of a
multitude of information (even if, from a certain point of view, it is only a medio cre avatar of the
ancient agora of public debate). At the same time, awareness of global challenges (environment,
climate change, globalisation, crisis financial system, etc.) has highlighted the need to reflect on the
objectives of human societies and their projects, and the need for a serious performance assessment
of the policies and projects implemented. In Europe, but also the Southern Mediterranean since the
Arab revolutions, it is not possible to rule by edict; projects can and should be discussed, and the
issue of equity (redistribution of the dividends of economic activity) is central.

All this gives importance to the methods of governance and consultation. But how? Who is involved in
the discussions during the project preparation? On what agenda? With what exact role (simple
consultation, proposal power, guidance power, etc.), knowing that the last word is almost always that

of the project manager?

The issue is further complicated by multiple logics usually coexisting for the different soc ial groups or
geographic levels involved. As Pierre Calame indicated®, "No major problem finds a satisfactory
solution on a single scale". This is also consistent with the variety of methods proposed in this guide,
e.g. financial analysis focuses on the strict scope of the company or the project evaluated, and the
economic analysis, which may include in its scope the entire national community. Peter Rossi** stated,
"Evaluators' work is conducted in a real-world setting of multiple and often conflicting inter ests. In this
connection, two essential features of the context of evaluation must be recognised: the existence of
multiple stakeholders and the related fact that evaluation is usually part of a political process".

Levels of involvement

In the preparation and design of industrial and public projects, the participation of stakeholders is very
variable. Most often, at the outset, the client (public or private) is relatively alone or at least limited by
the scope of the project (suppliers, customers and partners directly affected). In some cases, a
greater openness to the views of various stakeholders (residents, local communities, etc.) is observed,
especially on internationally financed, major public projects. A continuum exists between information,
consultation, dialogue, cooperation and finally partnership ( Figure 40).

Figure 40. Levels of stakeholder involvement on a project

Level of Options possible Implication of stakeholders
participation
Production and 1. Atthe initiative of the project 1. Classic (low)
sharing of manager 2. Classic (mean)
information 2. Atthe initiative of the stakeholders |3. Innovative (high)
3. Joint
Consultation 1. The written contribution of the 1. Simple written contribution via the
stakeholders is required inquiry record or the Web (lo w)
2. Direct dialogue is established 2. Conflicting meetings (average)
3. The stakehol der 693. I ntegration of th
considered a part of the of project contributions in the project design
preparation process (inclusive) (high)
Cooperation / 1. The project manager and the 1. Participation of the key stakeholders
partnership stakeholder work together, but the in the design of certain project

final decision and implementation components (low / average)

are those of the project manager 2. Significant presence of the

2. A significant part of the project is stakeholders in the design and
delegated to the stakeholder implementation of these

components (high)

13 Pierre Calame. Le principe de subsidiarité active. Concilier unité et diversité, 1996.

14 peter H. Rossi, Mark W. Lipsey, Howard E. Freeman.Evaluation: A Systematic Approach 2004.
[Evaluators' work is conducted in a real-world setting of multiple and often conflicting interests. In this
connedion, two essential features of the context of evaluation must be recognised the existence of
multiple stakeholders and the related fact that evaluation is usually part of a political process .]
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Methods still unstable and very qualitative

Governance methods, participation and collaboration are endless. Theyobey the particular constraints
imposed by the nature of the project, the socio -political context, local culture, etc. They are mainly
qualitative and are based finally on good sense and the experience of human relationships.

However, the study of the main approaches described in the literature highlights many common
elements. The classic approach follows roughly the following steps:

Definition of the objectives, issues and scope of consultation

The question of the relevance of the proposed governance process, consultation or participation needs
to be addressed (see Figure 41). If the intentions of the project manager or the complexity of the
project or existing constraints are such that the position of stakeholders has no chance of being taken
into account, it is probably best not to engage in this process. A guarantee of credibility of the
consultation process adopted is an important element of success.

Figure 41. Consultation relevance or irrelevance
Extract from the Methodological Guide to Consultation. General Council of Val de Marne, 2008

Public consultation can be useful i fé
A The project, action or public policy issue provokes
controversies or resistance;
A The project or action can be adapted or modified:;
A éntourages the expression of all viewpoints;
A I't allows the anticipation or resolution of a dead]l
A The project managers are willing to accept the chan
Then, the project can gain:
A Direction
A Accuracy
A Legitimacy
A Effectivenes

A Utility
A Mutual ownersh
A Quality of service
A Social acceptab
Public consultation is not usef ul i f é
A Nothing seems negotiabl e;
A Elected officials and technicians do not have the t

nor the means to question the public;
A  The needs and opinions of audiences seem known.
In this case, better to opt
for disseminating public information,
without letting the population think
that it can contribute.

In many cases and countries, an upstream discussion is foreseen on major projects to discuss the
project opportunity, engage all potential stakeholders, establish the economic, social and major
environmental issues and consider possible early alternatives.

Identification of stakeholders and their motivations

Identification of stake holders and their motivations identifies all actors involved, institutional or not,
collective or individual, in one way or another in the project, and therefore deserve to be approached
and informed. It is also important to understand their motivations (e xpectations about the project,
interests, strategy, etc.).

These stakeholders may be professional (service providers, utilities) or "amateur" (activists, users,
etc.), groups (association, union, etc.) or individuals (riparian, user, etc.). The approach to
governance is often egalitarian (everyone is invited to contribute), but the reality is asymmetrical
(decision-makers generally have disproportionate resources and power compared to their interlocutors
in civil society).
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Initial framework of the project and its challenges

This concerns the identification of the project and the area it will affect (site, geographical, social
groups and type of impact). It also collects as much data as possible to analyse the initial situation
and the effects of the projec t:

A
A

A
A

Structural characteristics of the project (location, land use, capacity, reception and attendance);

Proposed project (products or services, industrial processes, technical choices, landscape planning
and variants);

Period of construction (construction and start-up, construction, traffic, etc.);

Operational activities (procurement, resources, products and materials used, energy consumption,
emissions, traffic, storage, maintenance, etc.);

Impact and risk (affected area, such effects, levels, mitigation, e tc.);

Cessation of activities (recycling, demolition, etc.).

Calibration of the desired type of governance and consultation

This involves:

A
A

Definition of ambitions and the intensity of collaboration with stakeholders (Figure 34);

Determination of whether a long-term objective is sought (which can lead to the establishment of
a body of coordination relatively institutional) or if the need for consultation is limited to the
preparation and launch of the project;

Determination of whether expression is targeted primarily (through public debate) so as to adjust
or correct the project, or whether construction is targeted allowing the achievement of a common
result (through a co -development process). The tools to use will depend on these choices.

Implementation of g overnance

Participative actions then use a variety of instruments:

A
A
A

A

An information meeting on the project with a presentation time and a discussion time;
A discussion forum or blog on the Internet to facilitate remote operations;

A public hearing, more formal and often part of the legal provisions for projects of a certain size
(see the public utility in France survey);

On-site visits where the project is presented by browsing the location where it will be
implemented in order to engage in a direct and often constructive debate; in some cases, creation
of a "project house" (posters, models, etc.);

Shared diagnosis using reports, photographs, testimonials, etc. for an inventory or feedback on
the proposed project;

Presentation of practices for similar projects;

Establishment of a steering committee (for the portion of the project that is negotiated with
stakeholders);

A workshop or citizen panel with a small group of persons responsible for preparing an opinion or
proposals, or considering initiatives, etc.;

Development of a charter (to define the principles of cooperation) or a local schedule (to define
an action plan) on the project in question.

All these tools can mobilise civil society, facilitating their ownership of the project and generating a
debate and the search for common solutions to complex issues. In all cases, it is important to be loyal
(no negotiation if the decision is already certain), provide consultation as far upstream as possible
(e.g. at the stage of preliminary design) and accept that d ialogue sometimes takes on the appearance
of... a surprise party. The risk of possible changes and contingencies must be accepted, but also the
richness and energy of a confrontation with future partners with logic different from the project
manager.
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3.13.Negotiation methods

Negotiation aims to facilitate the emergence of a consensus from initially divergent positions. This
consensus may be minimal and include areas of dissent - stakeholders acknowledge their respective
fields of agreement and disagreement, but this does not prevent the continuation of a useful
coordination effort.

The best way is to establish, despite some irreducible differences due to the nature of the groups
involved (see the common stance in the civil society / decision-makers relationship, Figure 42), real
confidence. The four "Cs" of the Mediterranean Blue Plan®® constitute the good principles for a
peaceful, open and fruitful partnership:

1 Constructive: civil society, NGOs and associations tend to be negative, criticise or discredit®; they
may instead contribute positively certain elements where some leeway for change exists;

1 Creative: all stakeholders can invent all practices and new elements; in general, ideas are not
lacking and they can even be destabilising if the other "Cs" are not respected;

I Collaborative: each stakeholder must respect the diversity of viewpoints, backgrounds and
horizons, and work with any partner;

1 Confidence: this is the most difficult point; it is both the result of and dependent on the other
"C"s; it helps to build a common goal; confidence must be maintained because it alone ultimately
leads to progression.

Figure 42. Stereotypes of the decisior-maker / environmentalist position on "disruptive” projects
Source: CAS report. Investment choices and the cost of nuisances. Dominique Bureau, 2013

"Development first..."
"The environment has no price"
Dispute - Negation
I do not polluteé
The risks are not shown...
Environmentalists are not serious...
We cannot not make an omelette without breaking eggs...
This project is useless...
The warning signals justify banning...
Manufacturers are irresponsible...
Compensation
| contribute greatly to the economy...
I even do much for the environment...
That would ruin all my protection efforts...
| had every intention to strengthen...
Distortion - Equity
Others pollute more...
| find myself in a discriminatory situation...
| suffer from competition distortions...
This project would be better at my neighbour's (Paul)...
Who would only welcome it (he requested it)...
Exception
My industry has specific, essential needs...
I've endured more than my share of nuisances...
Menace
Employment will suffer...
| will (again be forc ed to) relocate...
Dirty industries do not allow us
to fit into the twenty -first century economy...

15 A multi-country programme on the Mediterranean environment (http://planbleu.org/ )

16 On the grounds that companies or policy makers do not play fair play, do not give the whole truth
about their projects, etc.
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That said, the establishment of an initial disagreement statement on an objective basis is not a bad
approach. The key stages of negotiation are often the f ollowing:

Setting the limits

From the start of the project, it is important that the decision -makers consult together to be clear
about:

A What is negotiable;
A What is not negotiable;
A What can be developed.

It is also essential to argue the choice of who decides and when, and to ensure the credibility of the
process invested.

Realisation of a shared diagnosis

At public meetings or in reporting documents, it is important to the record any issues arising from
exchanges to:

A Validate the strengths and weaknesses of the project;

A Identify potentially problematic impacts, but also the opportunities related to the project;
A Collect expectations, desiderata and stakeholder recommendations;
A

Consider appropriate alternatives or fixes to the project (e.g. compensation m easures for such
nuisance);

A Share this diagnosis with the various stakeholders.
Project enrichment strategy

At a later stage, especially if the process can engage in the co-development of certain actions, the
project can be completed and enriched by the contributions of some stakeholders:

A Common search for solutions that benefit all parties (e.g. the supply chain using more local
productions);

A Support projects on related aspects (e.g. employee housing, schooling, health care, environmental
maintenance, etc.);

A Space for economic initiatives (subcontracting and other benefits, working from home, expansion,
etc.);

A Integration of the project in a local or regional industrial sector (cluster, link with the University
and research, calls for ideas within the company or its business environment, e.g. on marketing or
innovation issues).

Monitoring the implementation of the project

Finally, a sustainable monitoring system can be put in place to support the project during its lifespan:
A Identification of any proble ms;

A Search for solutions;

A Periodic assessments (e.g. annual) involving the authorities and the population;

A Concerted assessment.

This approach to participation and negotiation aims fo /improve and strengthen the project, not to
weaken it or complicate the task of the project manager or investor. It serves to facilitate ownership
of the project by all stakeholders. Like a transplant, any project is first considered a foreign body,
susceptible to rejection and intolerance by the ecosystem that receives it; hen ce, the importance of
participatory approaches to optimise its insertion.



4. Criteria, indicators and tools

4.1. Direct Economic Efficiency

Criterion 1. Financial viability

Objective

Maxi mi se the investorés financi al return.
Indicators

Two key indicators measure the project financial viability (see methods above):

A Internal rate of return (IRR) : measures the interest earned on the invested capital over the
duration of the project 7;

A Net present value of the investment (NPV): discounts the financial inflows and outflows on the
project launch date.

Allowed ratios / values

The financial rate of return expected by investors depends on the level of project risk and the country
in which these projects are located. Investment funds t hat show interest in the MED region commonly
seek return rates higher than 20% or 25% (rates given a priori, but with projects experiencing
difficulties, the average portfolio is significantly less profitable). For companies listed in Europe,
shareholders are seeking an average 8% IRR (Euronext). Before the 2008-2012 crisis, companies
were pressured by financial markets to yield higher return on equity (often around 15%), but
experience showed that this level of profitability was not sustainable in the long term. The spread
between rates measures the marketsd perception
or such specific economy (e.g. for corporate bonds).

Figure 43 shows the observed values for a set of projects financed by the EU Structural Funds,
Cohesion Fund or pre-accession funds.

Figure 43. Observed IRR for a sample of EUfunded investment projects
Source.: European Commission. Directorate General Regional Policy (2008). Guide to cosbenefit
analysis of investment projects (2000-2006, excluding enerqy: 1994-1999)

Sector Nb. of projects Average financial IRR
Energy Production 2 5,1%
Transport and energy distribution 5 3,1%
Roads and highways 16 -0,8%
Rail and subway 19 0,3%
Ports, airports 19 1,8%
Water and water cleaning 90 0,8%
Waste treatment 31 -3,4%
Industries, productive investments 64 19,6%
Other sectors 7 1,8%
TOTAL 253 3.2%

These projects must show a negative financial NPV to be eligible (with a positive NPV, a firm is likely
to be funded through the market). Hence their financial IRR are usually low, especially for public
projects (less than 5%, which is nevertheless the standard value required by the EU) i however,
these projects often suffer from tariff conditions that unbalance their budget. Their "economic” IRR is
therefore much better while their "economic" NPV is necessarily positive for the project to go ahead.

EU funded industrial projects show much higher financial profitability, while obey ing to specific and
less generous rules.

17 Either the projectd financial IRR (the whole funding) or the equity IRR.
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financial advisors. It is based on techniques for maximising positive cash-flows and minimising
negative flows, such as revenue increases or costkilling, though it may sometimes play against

economic or social profitability.

Borrowing is one of those techniques that mechanically increase the equity IRR, without inherently
improving the project. This is actually the logic behind any LBO (as well as their limit) - keeping the

"upside” while sharing (risky) capital contribution.

Examples /Good practices

Two European guides provide useful examples, sector by sector, and show in a detailed manner the

way to conduct a financial assessment:

A European Commission. Structual funds (2003). Guide to cost-benefit analysis of investment

projects. Downloadable at:

http://ec.europa.eu/regional policy/sources/docgener/quides/cost/quide0 2 en.pdf

A European Commission. Directorate General Regional Policy (2008). Guide to cosbenefit analysis
of investment projects. Downloadable at:

http://ec.eu ropa.eu/regional_policy/sources/docgener/quides/cost/quide2008 _en.pdf

EDILE case study

The project f i nanci al

rate

of

return

i s

million with a 10% discount rate). As soon as Year 2, revenues balance expenses.

Figure 44. Basic scenario financial flows (pre-funding)

Pre-funding financial flows

satisfactory

in 0 million /[ Year 1 2 3 4 5 6 7 Total
Revenues (Positive flows) (R) 36 67 62 70 79 88 99 501
Investment costs (J) -45 -5 0 0 0 0 5 -45
Operating costs (O) -33 -60 -56 -58 -59 -61 -62 -389
Net operating profit after tax 3 7 6 12 19 28 37 112
Corporate tax (% of profit) (X) -15 -1,2 -2,5 -3,9 -5,5 -7,4 -22
Tax exemption (in prop. to export) (U) 06 05 1,1 1,7 2,4 3,2 10
Expenses ( G negative fl|-78 -66 -57 -59 -61 -64 -61 -446
(J+O+X+U)
Net flows (pre-fund.) (R+J+O+X+U) -42 2 5 11 17 24 38 55
Project IRR 19,8% Project NPV @10% 18
Project NPV @15% 7

After taking financing costs into account, the project remains viable, with positive cumulative net flows
(last row). If the cumulative net flows went below zero for even one year, the project would require
refinancing or going through administrative insolvency procedures.

Figure 45. Basic scenario financial flows (post-funding)

Post - funding financial flows

in 0 million /Year 1 2 3 4 5 6 7 Total
Operating income (R) 36 67 62 70 79 88 99 501
Funding sources (S) 45 0 0 0 0 0 0 45
Revenues (total positive flows) (R+S) 81 68 62 70 79 88 99 546
Operating costs (O) -33 -60 -56 -58 -59 -61 -62 -389
Investment costs (J) -45 -5 0 0 0 0 5 -45
Principal repayment (P) 0 0 -1 -2 -2 -2 -2 -9
Interest repayment (1) -1,1 -0,9 -0,8 -0,7 -06 -04 -0,2 -4.,7
Expenses (G Neg. flows)-79 -66 -59 -60 -61 -63 -60 -447
Net flows (post-fund.) 2 2 4 10 17 25 39 41
(R+S+0+J+P+I)

Cumulative net flows 2 3 7 17 34 59 99 99
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Criterion 2. Economic viability

Objective

Optimise the project economic impact on the community.
Indicators

Two key indicators measure the project economic return:

A Economic internal rate of return (E-IRR): effective interest earned by the community for the
duration of the project, taking into account all the measurable input / output flows.

A Economic net present value of the investment (E-NPV): economic value created by the project by
adding economic inputs and outputs, estimated and actualised at the project launch date.

Allowed ratios / values

Figure 46 shows the observed valuest® for a specific set of projects financed by the EU Structural
Funds, Cohesion Fund and preaccession funds.

Figure 46. Observed EIRR for a sample of EU funded investment projects Source. European
Commission. Directorate General Regional Policy (2008). Guide to costbenefit analysis of investment
projects (2000-2006, energy excluded: 1994-1999)

Sector Nb. of projects Average Economic IRR
Energy Production 3 14,19%
Transport and energy distribution 2 12,6%
Roads and highways 56 15,53%
Rail and subway 48 11,62%
Ports, airports 20 26,84%
Water and water cleaning 116 11,33%
Solid waste treatment 31 28,27%
Industries, productive investments 64 19,6%
Other sectors 11 11,96%
TOTAL 289 16,39%

On the one hand, such results show that these projects (on average not very profitable in the strict
financial sense, cf. above financial IRR) do benefit to the community and on the other hand, they
show that the closer you get to the industrial activity itself (ports, airports, solid waste), the more
these projects generate significant profit.

Possible action(s)
Obviously minimise costs and maximise benefits (in this specific case, for this criterion, externalities).
Examples /good practices /references

Two European guides provide useful examples, sector by sector, and show in a detailed manner the
way to conduct an economic assessment:

A European Commission. Structural funds (2003). Guide to cost-benefit analysis of investment
projects. Downloadable at:
http://ec.europa.eu/regional_policy/sources/docgener/g uides/cost/quide02_en.pdf

A European Commission. Directorate General Regional Policy (2008). Guide to cosbenefit analysis
of investment projects. Downloadable at:
http://ec.europa.eu/regional_policy/sources/docgener/quides/cost/quide2008_en.pdf

Other references guides made by the World Bank, IFC and other international organisations are
displayed in the appendix.

¥Two decimals | RR displayed in the Commi ssionds repo
the uncertainties of economic calculation, an IRR to the nearest percent would have been more than
enough.


http://ec.europa.eu/regional_policy/sources/docgener/guides/cost/guide02_en.pdf
http://ec.europa.eu/regional_policy/sources/docgener/guides/cost/guide2008_en.pdf
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EDILE case study
To switch from financial flows to economic flows, a series of transformations must be performed:

A Since it is a community-related analysis (the scope is no longer restricted to the company, but
covers the part of the national economic system that is directly or indirectly affected by the
project), all possible transfers, and tax transfers in particular, must be removed. For i nstance, VAT
should be excluded because it is paid by the operators, but perceived by the state (zero sum);
similarly, grants (which were considered a bonus for the company) are cancelled out;

At is then necessary to over c,ommneh ate e tonsabsidies,t 6 s pr i
imperfect competition, non -tariff barriers etc. For example, in the EDILE case study, irrigation
water can be provided to farmers at highly subsidi sed rates which do not reflect its real cost i this
is why the conversion factor "other operating costs" is 1.1, which means that the economic
analysis should increase by 10% costs such as utilities (water irrigation etc.), local supplies etc.
However, the labour line is reduced by 20% (conversion factor of 0.8), since, in this parti cular
project, the minimum wage is superior to the marginal wage that part of the unskilled workforce
would agree upon (in short, and it does not mean any endorsement of this fact, the factory hires
at 20 a4 / day when some workers would accept 16

[y
~

A The same type of adjustment is applied to investment costs. In an average emerging country
where import taxes are much higher than export taxes, a fairly simple calculation enables to
define a "conversion factor" standard, generally about 0.8%;

A At last, externalities (negative and positive) must be monetised and included in the accounts.

Figure 47. Basic scenario economic flows
Economic flows

in 0 million /Year |1 2 3 4 5 6 7  Total
Conversion factors Z
Subsidiesand exemptions -5.0 -0.6 -0.5 -1.1 -1.7 -2.4 -3.2 -15
Tax adjustment (VAT excluded) -10 -20 -21 -22 -23 -24 -26 -15
Market distortions (M) -6.0 -26 -26 -33 -40 -49 -538 -29
Training benefits (academics) 1.0 1.7 1.5 1.5 1.5 1.5 1.5 10
Energy value of biogas 0,1 0.2 0.2 0.2 0.2 0.2 0.2 1
Impact of training on accidents 0.00 097 010 0.09 0.08 0.07 0.06
Positive externalities  (N) 1.1 2.9 1.8 1.8 1.7 1.7 1.7 13
Products A 1,05| 20.0 378 350 393 441 496 556 281
Products B 1,15( 19.0 359 333 374 420 471 529 267
Total operating income (R") 38.9 73.7 68.3 76.7 86.1 96.7 108.5 549
Damages to the ecosystem -1.4 -2.3 -2.1 -2.2 -2.2 -2.3 -2.3 -15
Road pollution -0 -02 -0 -0 -0a1 -02 -02 -1.0
Occupation injuries -0.19 -0.10 -0.09 -0.08 -0.07 -0.06 -0.06 -0.65
Negatives Externalities  (Q) -1.7 -26 -24 -24 -24 -25 -25 -16
Work 0,8 -15.5 -27.1 -23.2 -23.2 -23.2 -23.2 -23.2 -159
Other operating costs 11| -149 -286 -30.0 -31.5 -33.1 -348 -36.5 -209
Operating costs  (adjusted) (O") -30.3 -55.7 -53.2 -54.7 -56.3 -58.0 -59.7 -368
Invest. costs  (adjusted) (JY) 0,9/-40.5 -4.5 0.0 0.0 0.0 0.0 4.5 -41
Net econ. flows (M+N+R'+Q+0'+J") -385 11.2 11.8 18.0 25.1 33.1 46.7
Economic return 41.1% Project NPV @10% 54
Project NPV @15% 37

1% The European Commission Guide to costbenefit analysis of investment projects (2003) proposes

the following calculation. Leto6s i ma@d;torlexpbrteX=f ol | owi r
1 500; import tax Tm = 900; export tax Tx = 25. The stan dard conversion factor (SCF) would be

equal to the ratio between the gross value of import + export and the augmented value of import

taxes minus export taxes :

SFC= (M+X)/ [(M+Tm) + (X-Tx)], which leads to SFC = 0.8
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Criterion 3. Physical efficiency

Objective

Complete the project in time and on budget.

Possible indicator(s)

Completion time, compliance to initial budget, performance indicators (e.g. return etc.) .

For an investor, completion risk is a major risk for any industrial project. Until the installation is put
into service, shareholders will have to support the project, with its fixed operating costs and without
any financial gain. This can undermine the project liquidity and financial stability. There can be
multiple causes: delay in obtaining funding, administrative delays (permits, licenses), climate
contingencies, construction accident, failure of suppliers, unreliable technology etc.

Assessment tools
A Regular tools: PERT diagram; estimated and actual budgets; management control tools.

A Performance indicators (too many different indicators, depending on the type of investment, to list
them all here). Direct survey of the company.

Possible action(s)

This criterion is a project or business management level criterion. To mitigate the risk of non -
completion, project leaders plan a rigorous schedule (GANT type) in order to anticipate the main
possible causes of delay.

It is also necessary to moderate the excess of enthusiasm that frequently affects project leaders ( Figure
48) , similar to donorsdé approach during due diligence
calmly consider (see risk analysis) all possible obstacles and the required counterkmeasures to apply.

Figure 48. Frequent causes for excess of enthusiasm in infrastructure projects.
Source: HM Treasury (2003)

Technical causes A Imperfect i nformation (data unavailability, new or unproven technology)
A Drifting objectives (e.g. speed, road width, alignment, safety,
environmental standards)
A Project management related problems (inadequate calculation methods,
difficulties with a supplier, risk sharing)
Psychological causes | A Natural human tendency towards an optimistic vision
Economic causes A Companies and consultants in the field of construction may benefit from
longer and more expensive projects
Political or A Interest, power and institutions
institutional causes A Stakeholders may deliberately lie to help completing the project

EDILE case study

In the basic scenario, the plant can start 2 months ahead of the theoretical planning (which is
obviously an advantage) and staff productivity increases by 3% per year (while this is good for the
company, it is less favourable to direct employment).

The scenario below (Figure 49) shows an example of actual results in Year 3:
A Assembly line production (at the expected level of 8 million pieces in total) ;

A Increased wages (+4%) as a result of a social movement in the company;

A Occupational injuries less frequent than sectoral statistics would have predicted (average of 3
accidents per year per 1000 employees, when statistics predicted 5, which means 1 actual
accident in the plant per year, still too much).
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Figure 49. Performance indicators
Performance indicators

Months of advance / delays (launch)
Staff productivity

Wage level

Capacity Plant Product 1

Capacity Plant Product 2
Occupational injuries (incl. traffic)

-2
3%
4%
5.5
2.5

3
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(impact limited to Years 1 and 2 only)

(annual gain with regards to Year 1)

(spread with the budgeted payroll)

million units/Yr (Full capacity reached in Year 3)
million units/Yr

Serious injuries/Yr/1000 employees (pre-training)
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Criterion 4. Direct Added Value

Objective

Maximise the added value generated at cruising speed by the activity.
Possible indicator(s)

Created and distributed direct economic value, that is:

A Output minus intermediate expenditures;

A or: wages and social security benefits (labour income) + depreciation, operating income, results
placed in reserve, dividends (capital income) + taxes (state income) + amounts allocated to local
community projects

Assessment tools
Direct survey of the company. Company or project accounts.

This criterion is partly redundant with others (e.g. net present valu e, which measures net incomes (or
benefits) in terms of positive financial or economic flow), but is itself interesting to maximise added
value or follow its increase over time.

Possible action(s)
At the project or company management level.

Increasing direct added value may be directly related to increased volumes (sales) or to a boost in the
production scale. This second approach often corresponds to an industrial development strategy (for
businessesas well as public authorities), aiming at, for example:

A Increasing the local share, thanks to on-site processing for example (rather than exporting raw
materials);

A Organising vertical integration within the company (by producing some of the inputs rather than
purchasing them or subcontracting);

A Modifying the labour / capital ratio, depending on local workforce competitiveness;

A Producing more complex products by including some additional value etc.

Examples /good practices

A traditional example of a search for added value is that of timber -producing countries, for which
strong incentives are put in place to avoid the direct export of logs, especially for high value species.
Primary processing of wood (logs) must be done on site, with a possible tolerance of only 15% of
non-sawn logs. A few producer countries will however go much further by integrating sawn timber up
to furniture production, like in Scandinavia.

Another traditional example, presented with the criterion "subcon tracting and local purchases" is the
automotive industry (imports vs. on -site assembling).

EDILE case study

The sectord ®otal added value (Figure 50) increases withne wc o mer EGOPI Ads of fer.
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Figure 50. Total added value of the sector

Evolution of added value (sector) EGOPIA Competition Total Market
Ready -made dishes A B
Year 0 (million Q)

Local intermediate expenditures 0.0 -13.8| -15.5 0.0 -29.3
Imported intermediate expenditures 0.0 0.0 -5.1 -6.5 -11.6
Total added value 0.0 16.5| 41.3 29.0 86.7
Year 1 (million )

Local intermediate expenditures -7.5 -14.2| -16.0 0.0 -37.7
Imported intermediate expenditures -3.5 0.0 -5.3 -6.7 -15.5
Total added value 24.5 17.0f 425 29.9 113.9
Year2 (mil lion )

Local intermediate expenditures -14.0 -12.4| -15.8 0.0 -42.2
Imported intermediate expenditures -7.0 0.0 -4.0 -6.2 -17.3
Total added value 43.0 13.9] 335 24.3 114.7
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Criterion 5. Capital Investment

Objective

Maximise the contribution of foreign capital to fund the project .

Possible indicator(s)

A Invested amount;

A Breakdown between local and exogenous shares;

A Debt to equity ratio;

A Reality and sustainability of capital providers (duration of commitment)
Assessment tools

Possible sources include the company or the project accounts, financial audits; shareholders
agreement; b adué& diligence; any advertisements in the media.

This criterion is important insofar as it proves t he s hcammitrheatl Blany prdjects are
indeed excessively funded by debt (LBO) or through the market (IPO - or increase in the capital
stock), with project leaders taking limited risks. If the project structure is not robust enough, it can be
troublesome.

Possible action(s)

From the company perspective, for a given output (production level), the investment must be
minimised. From the community perspective, foreign capital contribution is preferable to domestic
contribution, itself preferable to debt funding.

Moreover, the greater the amount of investment dedicated to works, equipment, or other household
expenses, the better for the community.

The reality of capital contribution must be verified. Quite often, a global investment amount is
displayed (announcement effect), but in reality, the majority investor real contribution is not as high,
the balance being sought among local partners or banks.

Allowed Ratios / Values

Capital-intensive industries such as the automotive sector tend to have a debt / capital ratio greater

than 2, while for example, c o mp ut er ma mratid islowenthare.5s 6

Many banks are willing to lend to SMEs as long as it does not lead these SMEs to exceeda debt /
capital ratio threshold of about 2. However, LBO commonly display higher ratios, from 2.5 to 4;
sometimes, ratios equal to 10 and even buyouts entirely financed by debt can be witnessed.

EDILE case study

Capital investment (4 45 miFigurei 5d)ncgan be split into three essential elements fixed
installations, intangible investment and initial working capital.

Figure 51. Capital investment
Initial investment

I n U million/ Year 1 2 3 4 5 6 7
Land and constructions -20 0
Equipment -13 0
Residual value 5
Total fixed installations (A) -33 0 0 0 0 0 5
Licenses, royalties & patents -6 0 0 0 0 0 0
Project development costs -4 0 0 0 0 0 0
Total start -up costs (B) -10 0 0 0 0 0 0
Capital investment  (F) -2 -5 0 0 0 0 0
Total investment  (J=A+B+F) -45 -5 0 0 0 0 5
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Criterion 6. Innovation and intangible investment

Objective

Maximise intangible investment.

Possible indicator(s)

Innovations engaged in the project.

Overall amount of technology and patents, processes, methodologies implemented in the project.
Assessment tools

Direct survey of the company. Project presentation. Application for accreditation, license or operating
license. Impact study. Patents and brands registered at WIPO and at national authorities for the
protection of intellectual property. Software etc. (cf. Figure 52).

Figure 52. Types of intangible investments
Source: Van Ark, Corrado, Hulten, Sichel / Banque Européenne d'Investissement (2009). Measuring
intangible capital and its contribution to economic growth in Europe. EIB Papers volume 14, n° 1

Field Type of intellectual property

Software
Databases

Digital information

R& D, including social sciences

Mining exploration

"Innovative Property" Acquired patents and intellectual property rights
Development of financial setups

Architectural and engineering design

Advertising expenses

Market research

Continuing education

Training

Purchasing consulting services
Internal management

Brand equity

Economic skills Human capital

Organisation

Possible action(s)

It is in the community interest that the project makes use of the most innovative and up to date
technology possible. In addition, some projects involve beneficial cooperation with universities and
technology clusters in the country.

Allowed Ratios / Values

Intangible investment represents 5% of GDP in ltaly, 7.2% of GDP in Germany 7.9% of GDP in
France, 10.6% of GDP inthe UK and 11.5% of GDP in the United States (Van Ark, Corrado, Hulten,
Sichel, 2009).

According to French academic work cited by the CCIP?, the share of intangible investment in total
investment in the private and public sectors in 2010 would be around 35% in Sweden, 28% in
Germany, 33% in France, 42% in UK, 32% in Japan (2005) and 38% in the United States.

Also according to the CCIP, the reasons for this relative increase in intangible investments "can be
explained by the current major trends of economic development: growth of services and of
dematerialisation, products containing more and more embedded information, sophistication and
fragmentation of the value chain requiring a more sophisticatedmanage ment 0.

20 CCIP / Jean-Gilles Cahn. /ntangible investment, a new invisible hand? Friedland Papers 2012
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AMENT

EDILE case study

There are two types of intangible investment (Figure 53): technology (licenses, patents) and
installation costs of the project.

Figure 53. Intangi ble investment
Intangible investment

In 0 million /Year 1 2 3 4 5 6 7
Licenses, royalties & patents -6 0 0 0 0 0 0
Project development costs -4 0 0 0 0 0 0
Total intangible investment -10 0 0 0 0 0 0
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Criterion 7. Net public contribution
Objective

Minimise the need for public funding (or, conversely, maximise revenue for the state and
communities).

Possible indicator(s)

Subsidies, exemptions or in-kind public assistance received bythe project, less taxes, custom duties
etc. paid to the state and communities.

Assessment tools

Direct survey of the company. Project or company accounts. Financial audits. Public accounting.
Investmentc o mmi ssi on€dédmp & pio e.dMaddian e ws

Subsidies, taxes and dutiesrecords are necessary, since these flows must be counted in the economic
analysis (economic return or cost-benefit analysis), in order to avoid duplicates (from the community
perspective, the tax paid by the company and the tax received by the collector cancel each other).

Allowed Ratios / Values

In FDI projects targeting the EU, state aid are limited, with maximum levels depending on the type of
territory (from 11% to 33% of total investment). This avoids state aid dumping to attract investors
(though competition exists, for instance in taxation). All types of public aid are included in this ceiling
(state and local communities subsidies, bonuses, exemptions, in-kind assistance such as land or
offices etc.).

To this day, nothing of the kind seems to existin MED countries.
Possible action(s)

The better the proje ct, the less it should need public support i the latter could be of a better use
elsewhere. This does not mean that public subsidies are not useful in some cases - to promote an
interesting sector at the national or local level, or make an investment with insufficient initial return
possible. These public aids however require verification of the project sustainability, existence of long
term sustainability perspectives (without subsidies) and sometimes some counterparties (e.g. in some
sectors in Tunisia, tax exemption if at least 85% of the production is exported).

With regards to taxation, and even if it is a zero -sum game, there may be a contradiction between the
investor objective (to pay as little taxes as possible) and the community (to maximise tax re venue).
Hence the importance of a community monitoring of the project margin level (for an appropriate tax
levy - neither too strong nor too weak).

EDILE case study

The initial grant provided by the government is significantly compensated by future contributions to
the company (local taxes, income taxes), despite tax exemptions granted in respect of the share of
exported production (catering).

Figure 54. Taxes

Net public contribution

I'n 0 mi l Launch

Year 1 2 3 4 5 6 7 Total
Subsidies 5.0 5
Local taxes -1,0 -2.0 -2.1 -2.2 -2.3 -2.4 -2.6 -15
Income taxes -1,5 -1.2 -2.5 -3.9 -5.5 -7.4 -21.9 -44
Tax exemption 0,0 0.6 0.5 1.1 1.7 2.4 3.2 10
Net public contribution 2,5 -2.5 -4.0 -5.0 -6.1 -7.4 -21.2

Cumulative public contribution 25 0.0 -4.0 -9.0 -15.2 -225 -43.7
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4.2. Market adequacy and social needs

Criterion 8. Improving supply for the consumer
Objective

Broaden consumer choice by marketing products or services that did not previously exist (content,
innovation, price, access geographical coverage).

Possible indicator(s)

For traditional goods (textiles and clothing, automobile, fertiliser etc.), several indicators immediately
come to mind:

A Quality differential with existing products (for example, an original product that does not exist or
is unavailable in the country, or competitive advantages such as user-friendly products, higher
reliability, less maintenance required, better geographical coverage, lower consumption or lower
c 0 n s u madstl leveréenvironmental impact, improved customer care service etc.);

A Tariff differential between the studied specific product and the existing "basic solution" (for a new
cell phone service offer for example, lower monthly subscription, more advantageous subscription,
higher number of free text messages per month etc.).

For more global goods or services provided either by the public or private sector (housing,
transportation, education, health etc.), other indicators can also be relevant, for example:

A Existence of a social tariff enabling access to the product for the less privileged;
A Proactive clients targeting (age groups, minorities, remote areas etc.).

In other words, what seems relevant to this criterion is the competitive differentiation of the new
product compared to the existing supply.

Assessment tools

If consumer benefits are of monetary kind (e.g. reduced tariffs for cell phones services) it is possible
to use surplus accounts to enhance the impact of supply modification (in case of a falling good or
service price, this surplus includes savings made on existing demand as well as the surplus change
related to induced demand).

With regard to non-monetary benefits, assessment tools and processes are mostly based on the
consumerist approach that was developed in the United States after the Second World War (Ralph
Nader) before reaching Europe and the rest of the world. Such approach is initially based on
benchmarks, designed according to the products6 nature, and offered by consumer magazines or
consumer unions (such as French f Qumdstriltoe iwkidh have
developed their own test laboratories, such as FNAC). In Western countries, this approach has given
birth to consumer protection regulations, especially in terms of health and purchasing reversibility. It
has also induced the creation of many rankings, be it "Car of the Year", schools and hospitals ranking,
best wine or best investment fund labels. It currently blossoms with the multiplication of
"comparators" and other e-commerce websites on the Internet i highly efficient tools to aggregate
the whole supply on a given product on a near -global basis (despite language, currency and logistics
problems). Consumers6 f eedback sthese gmparsans, pravidep toel
number of feedbacks on a given product is sufficiently high.

Most benchmarks are based on a global score or a global ranking, the latter generally being
established according to a multi-criteria analysis. For their part, comparators usually sort products
according to their price (transport included, for e -commerce comparators), their “popularity"
(measured by the number of consumers who have shown interest in the product) and "relevance"
(matching the product specifications as closely as possible with the user request). Finally,
manufacturers can rely on group purchasing organisations (public or private, for car manufacturers or
equipment manufacturers for example), with large databases describing all materials, components and
spare parts that can be used for manufacturing a product. Service providers can also rely on similar
tools: for example transportation supp ly is analysed by Amadeus or Sabre databaseswhich are widely
used by travel agencies and tour operators.
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Tools vary greatly depending on the type of product, sector, context, etc. It is therefore
provide a list of them.

impossible to

Allowed Ratios / valu  es

Most rankings are based on a basic rating (for example 1 to 5 stars to describe the level of automotive
safety, appliances evaluation, film critics), a more specific score out of 5, 10 or 20 (Android or Apple
applications, crus classes wine classification, etc..), an ordinal ranking (Top 5, Top 10 or best 3
recommended products) or a cardinal ranking (for example the performance of life insurance products
sorted by decreasing annual return). For their part, | abels ensure product compliance with a set of
predetermined specifications.

Possible action(s)

This does not fall exactly under E D1 L &dpe of mission and is rather the company marketing
department responsibility. However, if consumer unions, or user or client groups independently assess
the project products or services, or post comparative information on the available supply, it can only
entice the company to optimise its product, adjust its tariffs and generally better serve consumers.

EDILE case study

The range of products developed by EGOPIArelies on ready-made dishes lyophilisation patents and
on Mediterranean cuisine enhancing tastes and flavours research (Figure 55).

Figure 55. Consumer comparative tests on 4 EGOPIA products

Weight in grams Content per 100 grams Caloric Score

intake

Lyophilised
ready-
made dish

Packaging

Ready
made
dish

Carbohydrates

Lipids

Proteins

/100
9

funit

Appearance

Taste

Flavour|

Total
/15

Red

mullet,
capers and
vegetables
(catering)

80

285

62.98

6.64

21.69

401

321

3.5

11.5

Chicken
curry with
durum
(catering)

80

260

56.1

4.63

27.9

302

378

12

Tunisian
pasta

160

520

50.69

7.71

18.68

350

560

4.5

4.5

4.5

13.5

Spicy
mashed
potatoes
with
organic
vegetables
and
sesame
seeds

100

425

43

10

25

441

441

2.5

10.5
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Criterion 9. Product or service intrinsic value for the customer or consumer
Objective

Market a commercial product or service that is a perfect match for i 0 b | e sdcial needs (and thus
meets a real expressed demand).

This objective is related to the controversial yet necessary concept of utility. The true utility of a good
is based on its user-value, an essentially subjective concept (if | 'm in the Sahara, one litre of water is
great value to me, but would not be if | were on the banks of a river...). Economiststherefore rely on
the exchange value of a good, measured by its market price 1 yet it is necessary that the market
actually exists (sufficient supply and demand), is fluid (reliability of information about supply and
demand) and that the supplied product is divisible (I do not need 1 cubic meter of water when | am
only thirsty etc.). In this case, theory explains that the equilibrium between supply and demand is
determined through price - each consumer comparing the marginal utility (or satisfaction) provided by
the consumption of an additional unit of the good with the cost that he must pay to acquire it.

In reality, there usually are many consumers, highly variable consumption spacetime (my need for a
given product depends on the time and place), very different packaging depending on the
manufacturer (aiming at increasing the good price). All this leads to a complex trading system based
on a marketing mix strategy ( product, market, competition, price), which makes the price differ from

the "objective" social utility. To further complicate things, some goods, including artefacts (not found

in nature), are extremely useful and yet free, like the Firefox software.

Despite all these flaws, and paraphrasing the words of Churchill on democracy, price is the worst form
of all assessment indicators... except for all mentioned other forms.

Possible indicator(s)

Unlike the previous criterion related to the new product supply, this criterion is focused on demand,
and more specifically on the market (or consumer) response to the new product supply. The following
indicators can therefore be considered:

A Observed average price or average revenue per user (for example, ARPY average revenue per
user, a concept commonly used by mobile operators, the best implicit performance being granted
to the one capable of maximising this unit revenue, which means that the offered product is
good). Service companies such as airlines, frequently use this type of indicator ;

A Turnover, which is the average price (resulting from the overall objective and justified choices of
producers and consumers) multiplied by the quantities actually purchased.

However, added value and turnover are already included in the assessmentas basic parameters of the
project direct economic efficiency. What therefore seems crucial in the product intrinsic interest is its
ability to attract new customers or expand the product usage among existing customers.

In short, it is th e "delta" that is of interest, that is to say the increase in the product market expansion
or the observed average price differential.

Assessment tools
The investor and the community respective interest may differ:

A With regard to the average price or the average revenue, the investor aims at the largest possible
value; the user is aiming at the opposite, for a given quality level;

A The turnover growth is ultimately the most important indicator to describe global interest in the
marketed product.

Possible a ction(s)

This is the responsibility of both the company or project management and consumer unions. The

former has a direct interest (biased by apr of i t moti ve) i n meet i ngcani

favour the product improvement, decrease of its price and broadening of choices for consumers.
Example

Among the countless product comparators found on the web, this example provides the total cost of
different types of light bulbs over a life cycle:
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Figure 56. 50 W light bulbs comparator (document Ohm-Easy, La maison écoresponsable)
Type of lighting | Incandescent | Halogen Energy LED
efficient
Electric power (W) 50 40 10 5.3
Number of operating hours per day 4 4 4 4
Consumption/Year (xh/d) (kWh) 73.0 58.4 14,6 7,8
Electricity cost/ Year 8.76 7.01 1,75 0,93
Purchasing price of a 310 4| 400 4,90 13,50
Lifetime of the light bulb (h) 1000 2 000 8 000 30 000
Lifetime (year) 0.7 1.4 5.5 20,5
Purchasing price [/ Yea 4.5 2.9 0,9 0,7
Total cost/ Year (0) 13.3 9.9 2,6 1,6
Payback on investment (an) Comparison LED/Incandescett 0.9
Savings over |ifetime Comparison LED/Incandescen| 856.9 0
Saved energy over the lifetime (kWh) Comparison LED/Incandescenn| 1 956 kWh
Saved Kgof C02 Comparison LED/Incandescert 978 kg

EDILE case study

Four basic dishes are produced by EGOPIAand its competitors, according to the two product lines
(international and domestic). The first one is destined to the catering market (airline, hiking etc.) with
high quality but rather expensive products. The second one is destined to the local market, with more

nutritious, less sophisticated and less expensive products. In all cases, EGOPI| A6 s appearp p | vy

cheaper than the competition for similar products, thus creating a surplus for the consumer.

Figure 57. Comparison between competition sales pricesfor 4 products s i mi | ar

t o

EGOPIA Competition sale prices g / competi't
Lyophilised ready- Sal e p| Ain B inf C in A B C
made dishes
Fish and vegetables 10.5 13 11 - -19% -5%
Poultry and cereals 10.5 12 11 - -13% -5%
Pasta and vegetables 5.5 - 6 5 -8% 10%
Mashgd potatoes and 55 ) 6 6 -8% 8%
organic vegetables

EGOPI Ad s
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Criterion 10. Product or service made available to local population
Objective

Broaden accessto supply for the domestic consumer.

Possible indicator(s)

Indicators to be used depend on the product nature, for example:

A Share of the production exported or shipped to international customers (e.g. foreign tourists as
opposed to domestic tourists); priorities and possible quotas for different markets ;

A Tariff schedule including some benefits for the domestic consumer (discounts, subscriptions etc.).

A Product packaging suited to the local market (e.g. portions corresponding to the purchasing
power etc.).

Assessment tools
Direct survey of the company. Business eport. Advertising, business documents, website.
Optimisation method

Consumer unions politicians, civil society may show the company the benefits to be gained with an
improved local offer: product adaptation to local conditions, better integration of the business in civil
society, a domestic market less sensitive to international crises.

Examples / case study / references

I n EGOPI Ahe price and aaloric intake differential (Figure 58) is clearly in favour of domestic
consumers - but also in the company best interest (lower purchasing power, higher caloric value).

Figure 58. Price and caloric intake differential bet weer
market, international market)

Domestic /international EGOPIA Price differential Caloric intake differential

Differential

Lyophilised ready-made dish Sale price | Pr i ce/ g / Calori (g [/ av
a cents average

Line 1. International market

Red mullet, capers and 10.5 3.7 46% 31 -51%

vegetables (catering)

Chlck_en curry with durum 105 40 60% 36 420

(catering)

Line 2. Domestic market

Tunisian pasta 5.5 1.1 -58% 102 64%

Spicy mashed potatoes with

organic vegetables and 5.5 1.3 -49% 80 29%

sesame seeds

Average 8 2.5 62

In this case, it is possible to measure benefits with a simple proxy of consumer surplus (final
consumption calorie purchase price with and without the project).
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Criterion 11. Eviction of existing companies supplying attractive products
Objective

Avoid excluding weakened or obsolete competitors from the market (with the risk of supply
discontinuity) or to compensate losers

Possible indicator(s)

This is a qualitative criterion: endangering existing operators with lower productivity / technology or
possibly fewer resources (especially if these operators offer original products or services that are not
replaced). However, it is possible to quantify such criterion thanks to opportunity cost. It also shows
the importance of a stakeholder via stakeholder analysis.

Assessment tools
Market and competition analysis.

In some oligopolistic markets assessments authorities in charge of competition come to measure the
social cost of a weakening competition. This requires a complex specific study.

Possible action(s)

It is difficult and tricky to fight against the market. The innovative or cheaper product replaces the
other one T for example supermarkets weaken or eliminate small distribution businesses. Any
adjustment is mainly of regulatory nature (obligation to maintain a specific type of supply) and of
financial / educational natures (retraining assistance, technology support, updating for older
operators).

EDILE case study

The arrival of a newcomer undoubtedly weakens existing operators (Figure 59), however this is rather
temporary in a growing market, which is the case of food industry.

Figure59. EGOPAGs arri val FHnageaishesmarkett he ready

Market evolution EGOPIA Competition Total market
Ready-made dishes A B C

Tariff line 1. International market ( G ) 10.5 12.5 11 -

Tariff line 2 . Domestic 5.5 - 6.5 6

Production Year 1 (million)

Line 1. International market 3.1 4.5 3.2 0.0 10.8
Line 2. Domestic market 6.3 0.0 8.4 6.1 20.8
Elasticity sales/international price -1.5 -1.5 -1.5

Elasticity sales/international price -2 -2 -2

Sales drop caused by EGOPIA

Line 1. International market -1.1 -0.2 0.0 -1.3
Line 2. Domestic market 0.0 -2.6 -1.0 -3.6
Production Year 2 (million)

Line 1. International market 5.7 3.4 3.0 0.0 12.1
Line 2. Domestic market 11.3 0.0 5.8 51 22.2
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Criterion 12. Maintaining / creating a new business sector

Objective

EDILE
Toolkit
Methodological guide /Version 1

Sustain the existence of a significant businessin the country / site.

Possible indicator(s)

74

Strengthening the industry, sector, niche involved (qualitative). Consistency with the country or site

industrial development strategy. Jobs created or maintained.

Assessment tools

It is a set of qualitative criteria, yet often critical in a political perspective. It is however possible to
compare the situations with and without the project (see example below).

Possible action(s)

Apart from supporting the project itself (various aids, administrative facilitation etc.) or the sector

(e.g. textile support plan, solar support plan, etc.), the community has little

this field.
EDILE case study

room for manoeuvre in

Despite the newcomer arrival, the food industry is also increasing its global turnover ( Figure 60).

Figure 60. EGOPI! A6s arrival [ mpact on the sector gl obal
Turnover evolution EGOPIA Competition Total market
Ready-made dishes A B C
Turnover year 0 ( mil

Line 1. International market 0.0 30.3 34.1 0.0 64.5
Line 2. Domestic market 0.0 0.0 27.7 35.5 63.2
Turnover year 1 (mil

Line 1. International market 16.5 31.3 35.2 0.0 82.9
Line 2. Domestic market 19.0 0.0 28.6 36.6 84.2
Turnover year 2 (mil

Line 1. International market 29.7 26.3 33.6 0.0 89.6
Line 2. Domestic market 34.3 0.0 19.8 30.5 84.6

Rather than turnover, it would have been possible to consider the maintained income (net income
after discounting retraining support when relevant). This would have allowed it to be included into the

economic analysis andin the calculation of economic IRR

t

ur
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4.3. Indirect economic impact

Criterion 13. Sub-contracting and local purchases

Obje ctive

To favour local and national markets for the procurement of intermediate goods and services.
Possible indicator(s)

Upstream activity created for the supply chain. Turnover of upstream suppliers (intermediate
consumption), job creation in these sectors, indirect added value (at supplier level).

Assessment tools

For large projects (e.g. the Renault-Nissan factory in Tangiers), it is possible to implement a macro-
economic approach to measure the impact on the entire industry, using input-output tables at the
branch or sector level. This table describes the interdependencies between production sectors, linking
their input and output flows. These tables allow defining "technical coefficients", which represent the
volume of intermediate consumption (IC or "input") required to produce a single product unit. These
coefficients, constant in the short term, may be used to conduct assessments or predictions, by
highlighting the economy leading sectors and allowing to measure the impact of the frmsor s e
economic strategies (e.g. environmental impact of the production of a given good).

Intermediate consumption (IC) is defined as "the value of goods and services used as inputs in the
production process, excluding fixed assets, the consumption of which is recorded as consumption of
fixed capital. These goods and servicesare either transformed or used up during production process
"(INSEE, France).

For small projects, a specific analysis is required, based on the listing of all the IC that are either
needed by the project or outsourced: commodities, consumables premises (construction, leasing,
maintenance), equipment, energy (process, transportation, heating or air conditioning), utilities
(water, gas, electricity etc.), logistics, vehicles (acquisition, fleet management, maintenance),
packaging, storage, IT, consulting, accounting, cleaning, editing, copying, photography, laboratories
(measures, R & D), etc.

Allowed ratios / values (Tunisia)

It was possible to calculate intermediate consumption (or technical coefficients) for the main industrial
branchesin Tunisia (Figure 61) from the 2010 national accounts data (source INS).

These figures show for example, that for an agrifood project in Tunisia:

A 57.0% of inputs come from agriculture and fisheries

A 17.4% from the agrifood industry itself

A 7.0% from the energy sector (oil refining 3 .2%, oil and natural gas extraction 1.1%, gas and
electricity 2.6%)

5,2% from the mechanical and electrical industries

4.1% from the textile industry

2.9% from the chemical industry

2.6% from other services

Etc.

v I > >

These ratios (obviously based on branch averages) enable to estimate the impact of a food project. If
this project g e n e raarnua prodaction] 5.71 @illiomwill come flom the primary
agricultural sector (e.g. tomato production) 1.74 million from the agrifood sector (e.g. purchase of
olive oil for the ready made dishes sauce) 0.7 million from the energy sector (fuel and electricity),
0.52 million from mechanical or electrical equipment (e.g. machinery) 0.41 million from the textile
industry (e.g. filters or packaging) etc.

ctorsbo



Figure 61. Technical coefficients of branchesdé inputs [in Tunisia, Year 2010
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Since this table is based on average figures that may change (depending on the branch or plant level
of technology and productivity and on its operating conditions), it is preferable to use the project own
data (e.g. if the project leader has access to IC, suppliers etc., by analysing supply chains data).
However, as a first approximation, these technical coefficients prove very useful.

In a second phase, to take the sole share of domestic inputs into account, the imported share must be
deducted. The latter is provided for Tunisia, in Figure 62 below:

Figure 62. Import share of the total intermediate consumption, per branch (Tunisia 2010)

Agriculture and Agrifood Tobacco Textile, Misc. industries | Oil refining Chemical
fisheries industries industry clothing and industry
leather
19.6% 8.5% - 32,0% 34.0% 60.1% 28,2%
Building material, | Mechanical and QOil and Mining Electricity and Water Building and
ceramics and electrical natural gas gas civil
glass industries extraction engineering
8,8% 47.1% 21,8% 21,5% 0,0% 0.0% 0.0%
Maintenance and Trade Hotels and | Transportation | Post and tele- Financial Other
repair catering communication services services
0.0% - 0.0% 28.6% 2.4% 11.7% 7,9%

Allowed ratios / values (other countries)

A comparison of IC for different OECDcountries in 1999 can be found in appendix 3. The fact that this

data is rather old is not necessarily a problem, as the industrial structure of MED countries is more
similar to the OECDstructure fifteen years ago than to its current structure. Inter-country comparison
also shows a certain stability of IC - at least on the scale of indirect economic impact assessments
(with a minimum 15% uncertainty).

Possible action(s)

In terms of the community interest, optimising "sourcing” is obviously equivalent to maximising the
share of inputs purchased or provided locally.

This is often the case in the automotive industry, where vehicles may be assembled from more or less
locally integrated subsets. Depending on cases the country may:

A Import fully assembled vehicles. It is the CBU system (Completely Built Unit);

A Not provide any component and only assemble vehicles in an assembly factory. It is the CKD
system (Completely Knocked Down) which corresponds to a "package" containing all spare parts
needed to assemble one (or more) vehicle(s). This package can be completed on site with locally
produced spare parts (local integration). This method is used by automotive manufacturers to
assemble some of their vehicles abroad, in order to market them locally while benefiting from
lower custom taxes and labour costs;

A Only provide relatively simple basic components (e.g. seats), while receiving the most complex
mechanical components and assembling everything;

A Locally produce some complex mechanical components (engine, gearbox etc.) and assemble
everything. This is the SKD system (SemiComplete Knocked Dow), which is based on a stronger
local integration. Indeed, spare parts for vehicle assembly are mostly imported unprocessed, and
locally processed. The same applies to some basic operations such as painting or glazing (in many
companies, SKD means exactly the opposite, a low-level decomposition - instead of delivering an
equipment broken down to 1000 spare parts, it is delivered in 100 parts).

The country may also (as in the case of Tunisia) provide some complete subsystems (e.g. dashboard
and electrical wiring) for vehicles assembled elsewhere.

EDILE case study

Without going into detail, Figure 63 provides the intermediate consumption figures of the agrifood
branch before and after the arrival of EGOPIAproject. The local share of inputs has increased by 44%
between year 0 and year 2, while the imported share has increased by 48%. It would be interesting
to consider possible actions to develop supplies (e.g. packaging) that could be locally produced.
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Figure 63. Branch intermediate consumption
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Added value evolution (branch) EGOPIA Competition Total market
Readymade dishes A B C

Year 0 (U0 million)

Local intermediate consumption 0.0 -13.8 -15.5 0.0 -29.3
Imported intermediate consumption 0.0 0.0 -5.1 -6.5 -11.6
Year 1 (0 million)

Local intermediate consumption -7.5 -14.2 -16.0 0.0 -37.7
Imported intermediate consumption -3.5 0.0 -5.3 -6.7 -15.5
Year 2 (0 million)

Local intermediate consumption -14.0 -12.4 -15.8 0.0 -42.2
Imported intermediate consumption -7.0 0.0 -4.0 -6.2 -17.3
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Criterion 14. Downstream industry, distributors and domestic customers
Objective

Valuing the downstream chain of partners using the project output.

Possible indicator(s)

Downstream activity created for the chain of customers. Turnover, job creation, networks,
technicality.

Assessment tools

As in the previous criterion, the input-output table allows knowing the downstream use of each branch
output, at the country (macroeconomic) scale It is of course always better to use the project or
company own data, if the actual customers are known.

Allowed ratios / values

Thanks to the input-output table, it is possible to calculate the matrix of outputsétechnical coefficients
(percentages) from one branch to other branches. This is the inverse matrix of the previous matrix,
provided in Figure 64 for Tunisia.

These technical coefficients mean that, for example, agriculture output (in Tunisia, according to
national accounts) is used by the following industries:

A 80% by the agrifood industry;

A 8.2% by trade and catering;

A 5% by the agriculture sector itself (seeds, nurseries etc.);

A 2.1% by miscellaneous industries and 1.7% by the tobacco industry;
A 4.9% by other branches.

The agrifood share is likely to be overestimated, since agricultural production is not entirely covered
by official statistics (local food markets, informal sector, subsistenceetc.).



Figure 64. Technical coefficients of branchesédé outputs [n Tunisia, Year 2010
Agricultul AgrifooTobacc Textild Misc. | Oil |Chemic{ BuildindMechanic| Oil and[Minin{ Gas an{Wate| Building|Maintenan{ Tradq Hoteld Transportati Postand |Financi{ Other|Publi
Branchg i . .. : o . S s . ", . . X Total

and [industrig industrjclothin{industrigrefinin| industrymaterial] and natural electricif and civil| and repai and telecommuraitior| service{service{admi Intermedia

fisherieq and ceramic| electrical gas engineeri caterin -
PRODUCTS . - . consumpti

leathe and glag industriejextractig

AGRICULTURE AND 50% | 79,8%| 1,7%| 1,1%| 2,1% | 0,0%| 0,6% | 0,0% [ 0,0% | 0,0% |0,0% 0,0% [0,0944 0,0% 0,0% |4,3% 3,9% 0,0% 0,0% 0,0% | 0,3%|1,1% 100%
FISHERIES
AGRIFOOD 22,4% | 34,2%| 0,1% | 0,7%| 0,0% | 0,0%| 1,7% | 0,0% | 0,0% | 0,0% |0,0% 0,0% [0,094 0,2% 0,0% |4,9% 32,004 0,0% 0,0% 0,0% | 1,5%|2,3% 100%
INDUSTRIES
TEXTILE, CLOTHING 0,0% | 0,4% | 0,0%|92,5% 1,5% | 0,0%| 0,0% | 0,0% [ 01% | 0,0% |0,0% 0,0% [0,094 0,1% 0,2% |0,7% 0,3% 0,1% 0,1% 0,0% | 1,3%|2,8% 100%
AND LEATHER
MISC. INDUSTRIES| 0:1% | 9.8% [ 1,5% | 7,6%| 33,9%| 0,0%| 2,7% [ 1,0% | 8,4% [ 0,5% [0,8% 0,0% [0,5% 18,9% 0,1% [2,3% 0,1% 0,5% 0,6% 1,0% | 4,8% (4,79 100%
OIL REEINING 9,9% | 7,6% | 0,7% | 3,3%| 2,2% | 0,0%| 6,9% | 49% | 3,9% | 4,1% [54% 1,6% (1,004 12,8% 0,3% [3,4% 1,4%| 17,2% 2,5% 0,1% | 3,7% (7,19 100%
CHEMICAL INDUST| 33% | 4.2% | 0,1%] 5,4%]| 10,1%| 0,0%| 64,0%| 05% [ 57% | 03% [0,3% 0,0% [0,2% 1,4% 0,1% [0,1% 0,3% 0,0% 0,0% 0,1% | 2,8%[1,19 100%
BUILDING MATERIA 0.0% | 1,5% [ 0,0%| 0,0%| 0,3% | 0,0%| 0,4% | 20,7%| 2,6% | 0,1% [0,2%| 0,0% (0,04 73,3% 0,0% [0,0% 0,7% 0,0% 0,0% 0,0% | 0,0%0,1% 100%
MECHANICAL AND
ELECTRICAL 02% | 3,1% | 0,1%| 3,3%| 1,9% | 0,0%| 1,0% | 1,1% | 57,9% | 0,1% |0,2%| 2,3% |0,094 15,9% 2,5% |0,4% 0,7% 2,3% 1,3% 0,1% | 4,5%|1,3% 100%
INDUSTRIES
OIL AND NATURAL | 0,1% | 5,6% | 0,0% | 1,2%| 1,5% | 7,5%| 10,4%| 1,1% | 3,6% | 12,5%( 0,0%| 39,29%|0,094 1,3% 0,0% |0,7% 10,794 0,0% 0,0% 1,9% | 1,6%|1,0% 100%
GAS EXTRACTION
MINING 0,0% | 1,7% | 0,0% | 0,8%| 0,0% | 0,0%| 64,8%| 10,5%| 0,5% | 0,2% |2,4%| 0,0% [0,094 18,6% 0,0% [0,0% 0,6% 0,0% 0,0% 0,0% | 0,0% (0,004 100%
GAS AND 0,4% | 16,4%| 0,4% | 7,9%| 2,4% | 0,0%| 4,5% | 6,8% | 14,4% | 6,8% |3,6% 0,4% (2,49 0,8% 0,3% |5,4% 4,4% 0,8% 2,4% 0,4% | 11,3%| 7,8% 100%
ELECTRICITY
WATER 51% | 9,5% | 0,1% | 9,9%| 3,6% | 0,0%| 20,7%| 0,9% | 3,3% | 1,0% |0,6% 0,5% [0,0940 5,0% 0,1% [3,9% 4,4% 0,3% 0,1% 0,1% | 25,3%| 5,5% 100%
BUILDING AND CIVI 0,79% | 0,0% [ 0,0% | 0,0%| 0,0% | 0,0%| 0,0% | 0,0% | 0,0% | 25,5%]0,0% 0,0% [0,09 60,5% 0,0% |0,0% 0,9% 0,0% 0,0% 1,1% | 8,6%|2,6% 100%
ENGINEERING
MAINTENANCE ANLL 0.0% | 8,1% | 0,0% | 2,7%| 0,4% | 0,0%| 0,2% | 0,1% | 0,2% | 0,0% |1,3%| 0,0% |0,09 23,0% 0,1% |3,3% 1,2%| 10,9% 6,8% 3,5% | 34,6%]| 3,4% 100%
REPAIR
HOTELS AND 0,0% | 0,0% | 0,0% | 4,9%| 0,0% | 0,0%| 0,0% | 0,0% [ 0,0% | 0,0% |0,0% 0,0% 0,094 0,0% 0,0% |0,09% 0,5%| 10,8% 0,0% 23,3%| 4,9% (55,49 100%
CATERING
TRANSPORTATION| 0.0% | 0,8% | 0,0% | 2,1%| 0,3% | 0,0%| 1,1% | 3,6% | 25% | 3,8% |3,0% 0,1% (0,0 3,6% 0,0% (23,89 1,7%| 451% 0,5% 0,4% | 2,9%|4,79% 100%
POST AND 0,3% | 3,2% | 0,2% (12,094 1,3% | 0,0%| 1,8% | 1,2% | 10,8% | 4,8% |0,5% 0,2% (0,19 4,7% 0,1% [11,4% 1,3% 1,0% 4,4% 6,0% | 19,5%(15,49 100%
TELECOMMUNICAT|
FINANCIAL SERVIc| 0:3% | 5.0% [ 0,1% | 3,4%| 1,6% | 0,0%| 3,2% [ 0,8% | 6,6% [ 1,7% [0,9% 0,1% [0,3% 4,3% 0,0% [3,3% 0,4% 2,8% 0,1% 3,3% | 14,69 3,99 100%
OTHER SERVICES | 0:6% | 56% [ 0,1% | 59%]| 35% | 0,1%| 3,3% [ 0,9% | 12,9% | 32% |1,7% 0,3% [0,1% 14,8% 0,5% [2,0% 0,9% 2,2% 6,7% 3,7% | 18,19%(13,09f 100%













































































































































































































































































































































































































