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A. Outline of an Appraisal Report

This Section ders a detailed, even if only indicative, outline of a typisppraisal Report for a lge project. Under

SF Regulations, Member States are responsible for producing their prior appraisal and they are free to follow any
suitable procedure of analysis. Nevertheless, in some cases it may be useful to refer to the following outline as a
check-list, both for experts working under the responsibility of Member States and for project examiners working for
the CommissionThough there is no particular need to follow this format, it may be an advantage if applicants deliver
Appraisal Reports that cover the relevant items suggested bElmseAppraisal Reports may be attached to the
application forms for assistance or delivered to the Commission in any other appropriate way

Al Summary 1.6.2 Economic returns

- 1.6.3 Employment impact
In the first chapter of the report, a short Py P

presentation of the objectives of the mmoters,
the characteristics of the poject and the main
results of the analysis isequired. 1.6.5 Other outcomes

1.6.4 Environmental impact

1.1  Project promoters and the authority responsible for the
proposal to the European Commission

1.2 Object of the analysis A.2 Socio-economic
1.2.1. Name of the project enVII’OI’]ment
1.2.2. Summary description of the project The Report should present the essential socio-

economic envionment of the pmoject and of the
sector it refers to. In this presentation the main
institutional aspects ae to be included.

1.2.2.1. Sector (railway highway power
station, environment project, etc)

1.2.2.2 Location . . .
! 2.1 Main relevant aspects of the socio-economic

1.2.2.3 Impact area (regional, interregional, environment

national, international) o i
2.1.1 Territorial and environmental aspects
1.3  Objectives of the Promoters )
2.1.2 Demographical aspects
1.4  Previous experiences with similar projects
2.1.3 Socio-cultural aspects
1.5 Summary description of the preségypraisal Report

2.1.4 Economic aspects
1.5.1 Authors of the present Report (Consultants,

Government Bodies, etc) 2.2. Institutional and political aspects

1.5.2 Delimitation of the scope of the Report.
Linkages with other projects. Specification of
functional components into which the project
has been divided. Independent components of

2.2.1 General policy framework. Consistency of
the project with the objectives of plans and
programmes from the dérent national and

the project which can be developed in local authorities: Community support
sequence. framework; Operative Programme;
Regional development plans; Sector plans
1.5.3. Methodology of the present project analysis on a national level; Sector Regional Plans;

Other EC policies and programmes
1.6 Indication of the main results of the analysis

1.6.1 Financial returns
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22.2

2.2.3

2.2.4

2.2.5

Source of finance (specify if loans or 3.2
grants); EC instruments (ERDEIB, CK
ESE etc); National authorities (Central

Government, Regions, others); Private

Financial coverage by the above mentioned
sources (discussion of implementation
issues, timing, etc)

Procedures and administrative constraints;
authorities involved in the decision making

process on the project, with an identification 3.3.

of specific roles: dierent land planning
constraints (town-planning, hydro
geological, state-owned, militaryetc.);
authorizations/permits at local level;
specific requirements for concessions and
incentives

Timing for: obtaining authorizations/
permits; concessions/ incentives to be paid;
others

3.4

A.3 Demand and supply of
the project's outputs

The project is aimed at pioducing public or
private goods and services, allocated eitheby
market or non-market transactions. In any case,
these outputs have to be identified and demang
for them measued. Other producers have to be
indicated and their reactions foreseen.

3.1 Forecast of the potential demand

3.1.1 Needs that the project may satisfy in a

given time horizon (to be maintained for

the whole Report)

3.1.2. Current and future demand trends (local,
regional, national)

3.1.3 Demand segmentation by kinds of
consumers

3.1.4 Purchasing or distribution processes

3.1.5 Specific market research studies: results
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Competition

3.2.1. Characteristics of regional/ nationaffef
of similar outputs

3.2.2 Structure of competition, if existing or
foreseeable

3.2.3 Factors of success (prices,
timing)

quality

Proposed Sstrategy

3.3.1 Products

3.3.2 Prices

3.3.3 Promotion

3.3.4 Distribution

3.3.5 Marketing

Forecasts of rate of utilized capacity

3.4.1 Sales forecast for the project

3.4.2 Market shares, coverage of needs share

3.4.3 Forecasting assumptions and techniques

A.4 Technology options and
production plan

Production of both tangible and intangible goods
and/or services equires the appraisal of
technological options and the selection of the bes
combination of factors of production. Analyse
briefly options and efficient solutions by using,

whenever possible, the sector experts'
assessments.
4.1 Description of the relevant technological

alternatives

4.3 Selection of the appropriate technology
4.4  Buildings and plants
4.5 Physical inputs



4.6 Required personnel
4.7 Enegy requirement
4.8 Technology suppliers
4.9 Investment costs
4.9.1 Planning and know-how
4.9.2 Buildings
4.9.3 Machinery
4.10 Production plan for the project's time horizon
4.11 Joint supply of products
4.12 Production oganization

A.5 Human Resources

In public infrastructur e projects, as in most
private projects, the human factoris the key one.
The analyst must be vey careful about forecasts
concerning human resources available.

5.1 Organization chart
5.2 Staf list and wage parameters
5.2.1 Managers
5.2.2 Office workers
5.2.3 Technicians
5.2.4 Workmen
5.3 Services contracted out
5.3.1 Administrative
5.3.2 Technical
5.3.3 Others
5.4 Recruiting procedures
5.5 Training procedures
5.6  Annual costs (both before and after start-up)
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A.6 Location

The choice of location and a suitable site selection
are dependent on many factors: the pximity of
demand (centes of consumption), the availability

of managerial staf and skilled labour,
Government regulations and [estrictions
(political-administrative  constraints), the

availability of incentives and concessions (public
or institutional finance linked to location, etc.).

The selection of
alternatives must
evaluation of the impact on the envionment.

a site among diérent
be accompanied by an

6.1

6.2

6.3

6.4

6.5

Optimum location requirements
Available alternatives

Site selection and characteristics

6.3.1 Climatic conditions, environmental
aspects (if relevant)

6.3.2 Site or land

6.3.3 Transport and communications

6.3.4 Water and electricity supplies

6.3.5 Waste disposal

6.3.6 Government regulations

6.3.7 Local authorities' policies

6.3.8 Description of selected site (details in
Appendices)

Cost of land and site preparation
Availability of the site

Some of the following questions may be
important. Is the project realization dependent
on that particular site? Is the area available to
the promoter? Can the area be acquired on the
market?At what price? Should it be acquired
through expropriation’At what price? Is the
site-use considered by the project acceptable to
the planning authorities?



6.6 Infrastructural requirements

List of the main infrastructural requirements the

project needs as external provisions, such as:7.3

connecting roads; public transport; water
network; electricity network; methane gas
network; drainage system; liquid urban waste
disposal; solid urban waste disposal; special
waste disposal; toxic waste disposal.

Can the project adequately solve all the
infrastructural needs mentioned above? If not:
which are to be provided by other bodies? with
which technical characteristics? with which
additional financial burden (for the project)?

A.7 Implementation

7.2

Bar-chart planning for the main phases (Pert or
similar for more complex projects)

Main timing data to consider in the financial
analysis

A.8 Financial analysis

Even in public projects, balance between
financial inflows and outflows must be obtained
for each year otherwise the project may become
short of cash.

Mor eover, one is inteested to know the overall
financial return of the project (or its overall
financial net loss).

8.0 Basic assumptions for the financial analysis
The analysis of the ealization and of the timing . .
will be brief, unless time uncetainty and risk 8.0.1 Planning horizon (e.g. 10, 20, 50 years)
are critical factors. It may be summarized by o o
appropriate diagrams. 8.0.2 Pricing of project inputs and outputs (e.g.
constant prices in ECU 1994)
7.1 Analysis of the construction/start-up time ] ] )
(project cycle) 8.0.3 Financial real discount rate (5% as a
benchmark for real opportunity cost of
7.1.1 Selection of the project management team capital in the long term)
7.1.2 Definition of the information system 8.1 Fixed investments
7.1.3 Negotiations for the acquisition of know- 8.2  Pre-production expenditures
how and machinery
8.3  Working capital
7.1.4 Detailed planning of buildings and
contracts 8.4 Total investments
7.1.5 Negotiations for financing 8.5 Operating revenues and expenses
7.1.6 Acquisition of land and concessions 8.6  Sources of finance
7.1.7 Organizational build-up 8.7 Financial planning (a table with in flows and out
flows year by year)
7.1.8 Recruitment of stdf R
8.8 Statements of assets and liabilities
7.1.9 Recruitment and training of personnel
8.9 Profit and loss account

7.1.10Supply agreements

8.10 Determination of net cash flow

7.1.1 Distribution agreements
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8.10.1Net Flows to calculate the return on the 9.4 Economic rate of return or present net social
total investment (project investments as a

whole)

8.10.2Net Flows to calculate the return of the

equity/grant capital (public or private)

8.11 Net present value / Internal rate of return

A.9 Socio-economic Cost-
Benefit Analysis

The analysis may be widened beyond the limited
set of oficial socio-economic objectives (see 9.5
below) if there are other objectives which ae
important for the promoters and for the
European Commission.

9.1

Unit of account and discounting for Cost-Benefit

Analysis (constant ECUs 1994, 5% normal
social discount rate, 3% minimum social

discount rate, other assumptions if any)
9.2 Social cost analysis

9.2.1 Price distortions of inputs

9.2.2 Wage distortions

9.2.3 Tax aspects

9.2.4 External costs

9.2.5 Non-monetary costs, including

environmental aspects
9.3 Social benefit analysis

9.3.1 Price distortions of outputs

9.3.2 Social benefit of additional employment

9.3.3 Tax aspects

9.3.4 External benefits

value of the project in monetary terms
9.5 Additional evaluation criteria (if relevant)

9.5.1 Presentation of results in terms of the
general objectives of EU policies

9.5.2 Increase in EU's social income

9.5.3 Reduction in disparities among GOrer
capita among EC regions

9.5.4 Increase in employment
9.5.5 Better environment quality

9.5.6 Other objectives of the Commission,
National, Regional authorities

A.10 Risk analysis

The analysis must indicate the uncedrinty
sources and test the s&ngth of its conclusions.
An appropriate software can be useful forthe
sensitivity and probability analyses.

10.1 Determination of the critical variables with the
help of sensitivity analysis (percentage change
of objectives by percentage change of each
individual independent variable)
10.1.1Demand/Supply variables
10.1.2Input variables
10.1.3Human Resources
10.1.4Time and implementation variables
10.1.5Financial variables

10.1.6Economic variables

10.2 Simulation of pessimistic and optimistic
scenarios

9.3.5 Non-monetary  benefits, including 10.3 Probability analysis (e.g. with Montecarlo

environmental aspects
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techniques)

10.4 Expected value of NPVor IRR and its
distribution



B. G|Ossa'y Financial rate of return (FRR)- The financial

profitability of a project, see internal rate of return. Not
to be confused with financial ratios such as return on

Accounting prices- Equilibrium prices that are .
sales (ROS) or return on investment (ROI).

generally diferent from actual market prices and from
regulated tariis. They should be used in project
appraisal to reflect better the real costs of inputs to
society and the real benefits of the outputs, than actual
prices do. Often used as a synonym of shadow prices.

Gross domestic product (GDP) The total
product or value added within the physical borders of
the country It includes production based on foreign-
owned resources, even though part of the income
earned by these factors of production is transferred

Constant prices Prices related to a base year in O
abroad as factor service income payments.

order to exclude inflation from economic data.

Income multiplier - Ratio between national
income variation and the expenditure variation that
caused it.

Cost-Benefit Analysis - A procedure for
evaluating the desirability of a project by weighting
benefits against costs. CB#sually implies the use of
accounting prices. Results may be expressed in many
ways, including internal rate of return, net present
value and benefit cost ratio.

Internal rate of return - The discount rate at
which a stream of costs and benefits has a net present
value of zero. Financial rate of return (FRR), when
values are estimated at actual prices. Economic rate of

Cost/efectiveness The ratio between physical _ g
return, (ERR) when values are estimated at accounting

results and costs in money terms incurred in getting

these results. prices.
Current prices- Prices as actually observed at a Merit good - An additional criterion of project
given time. appraisal applied when the government has a

preference for more or less consumption of particular

Discount rate- The rate at which future values 900ds, such as education and alcohol respectively
are discounted to the present. Financial discount rate
and economic rate may tf, in the same way that Multicriteria evaluation - An evaluation
market prices may diér from accounting prices. methodology that considers many objectives by the
attribution of a weight to each measurable objective.
Discounting - The process of adjusting the
future value of a cost or benefit to the present by a Net present value (NPV) The net value or net
discount rate, i.e. by multiplying the future value by a benefit of a project when all costs and benefits have
coeficient that decreases with time. been discounted to the present at the discount rate.
ENPV, economic net present value. FNPfihancial
Distortion - A mechanism that generates a gap net present value.
between the opportunity cost of a good and its actual
price, e.g. monopoly pricing, externalities, indirect Net social income The net increase in income
taxes, duties, regulated tdsf etc. inputted to the project, on the basis of accounting
prices - equivalent to the net present value.
Economic rate of return (ERR)- The socio-
economic profitability of a project. It may be @difent Nominal prices - Current prices - these of
from financial rate of return (FRR), because of price course include the &fcts of inflation and are to be
distortion. ERR implies the use of accounting prices contrasted to constant or real prices.
and the calculation of the discount rate that makes

project benefits equal to present costs, i.e. makes Nominal wages Wages that include thefetts
economic net present value (ENPV) equal to zero. of inflation, also current wages.
Elasticity - The ratio of the percentage by which Non-tradeable goods Goods that cannot be

one variable changes, given a 1 per cent change irexported or imported, e.g. local services.
another
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Opportunity costs The value of a resource in its Socio-economic costs or benefitOpportunity
best alternative use. costs or benefits for the economy as a wholey may
differ from private costs to the extent that actual prices
Option value- The present value of a capital differ from accounting prices.
asset in the best alternative use, opportunity cost of a
capital asset. Standard deviation- It is a measure of the
spread of data about their mean (m) and an essential
Real convergence Reduction of disparities of part of many statistical test¥he standard deviation
per capita income and economic welfare amongdepends on calculating the average distance that the
regions. observation (x) is from the mean.

Real rates Rates deflated to exclude the change
in the general or consumption price level.

| \/ 5 (x-1)?
Residual value- The net present value of assets N
at the final year of the period selected for evaluation
analysis.

Tradeable goods- Goods that can be traded
Risk analysis- A study of the odds of the internationally in the absence of restrictive trade
project's earning a satisfactory rate of return and thepolicies.
most likely degree of variability from the best estimate
of the rate of return. Unit of account- The measure that makes it
possible to add and subtract unlike items. ECU may be
Sensitivity analysis A study of the impact that the unit of account for the appraisal of EC financed
pre-assigned changes in variablegeting costs and/or  projects.
benefits would have on the ERR or FRR.
Willingness to pay What consumers are willing
Shadow prices see accounting prices. to pay for a good. If a consumer's willingness to pay for
a good exceeds its price, the consumer enjoys a rent
Social discount rate Social discount rate is to  (consumer surplus).
be contrasted to financial discount rate. It attemps to
reflect the social view on how the future should be
valued against the present.
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C. Reference by main sectors

The following reading list is extremely selective. It comprises a limited number of reference manuals or other

published material which are of particular interest for applied work in the public skttmrany cases, the cited

texts show substantial dérences of methodology and definitions. Nevertheless, the list may help the user of the
present guide to become aware of the variety of existing literature and of relevant experience, and to understand the
quality of project analysis that the Commission aims to stimulate under the reformed Structural Funds. References

to published materials in English and in French only have been included.

1. General

Chervel M., Calcul économique publics et
planification: les methods d'evaluation deojsts,
Publisud, Paris, 1987

Commission of the European Communities,
Project cycle management. Integrated agpgoh and
logical framework, Directorate General for
Development, Evaluation Unit, Brussels, 1993

Dinwiddy C.,Teal F, Principles of cost-benefits
analysis for developing countries,Cambridge
University Press, 1996

Imboden N.,A management appach to poject
appraisal and evaluation with speciaference to non-
directly pioductive pojects OECD, Paris, 1978

Layard R., Glaister S. (eds.);ost Benefit
Analysis 2nd edition, Cambridge University Press,
1994

Shofield J.A. Cost benefit analysis in urban and
regional planningAllen & Unwin, London, 1989

2. EXxperience

Allais M. et al,Le calcul économique publique:
bilan de quinze années decheche et perspectives
Revue d'Economie Politique, n. 2, 1989

Economic Development Institut&he economic
evaluation of pojects World Bank, Washington DC,
1996

Florio M., The economic rate ofeturn of

infrastructure and Euopean egional policy Annals of
public and cooperative economics, n.1, 1997

8l

HM Treasurylnvestment appraisal in the public
sector: a technical guide for Government depaants
HMSO, London, 1984

Kirkpatrick C., Weiss J. (eds),Cost Benefit
Analysis and Poject Appraisal in Developing
Countries Elgar, Cheltennan, 1996

ODA, Appraisal of Pojects in Developing
Countries A guide for Economists, 3rd edition,
HMSO, London, 1988

OED, Evaluation results 1994\orld Bank
operations evaluation dep@nent Washington DC,
1996

OED, Evaluation and Development
Proceedings of the 199%orld Bank Conference,
Washington DC, 1995

Saerbeck R.Economic appraisal of pjects.
Guidelines for a simplified Cost-Benefinalysis EIB
Paper n.15, European Investment Bank, Luxemdour
1990

World Bank,World Development Report 1994:
Infrastructure for developmentOxford University
Press, 1994

3. Energy

Collier H., Developing electric power: thiy
years of Wirld Bank experience Johns Hopkins
University Press, Baltimore, 1984

Dasgupta 5., Heal G.M.Economic theoy and
exhaustible esouces Cambridge University Press,
1979



Lind R., Discounting for time and risk in ergyr

Nash, C.A., Appraising the envonmental

policy, Johns Hopkins University Press, Baltimore, effects of oad schemednstitute forTransport Studies,

1982

Kerry SmithV. (ed), Risk, uncetainty, and the
valuation of benefits and cost3Al Press, Greenwich,
Connecticut, 1986

OECD,World Eneigy Outlook Paris, 1994

4. Transport (General)

Adler H.A., Economic appraisal of transpbr
projects: a manual with case studjeohns Hopkins
University Press, Baltimore, 1987

European Conference of Ministries ifansport,
Evaluating Investment in ranspot Infrastructure,
Paris, 1992

Glaister S., Fundamentals of
economicsBlackwell, Oxford, 1981

transpor

Kirschen E.S.La Valeur du tempsin Cahiers
economiques de Bruxelles, n. 102, 1984

Sharp C., United Kingdomthe value of time
savings and accident pvention, in Journal of
Transport Economics and Poljay. 2, 1988

Jones-Lee M., The value of transporsafety
Policy Journals, NewbupyBerks, 1987

5. Roads

Beenhakker H.L., LagoA.M., Economic
appraisal of wral roads: simplified operational
procedues for sceening and appraisalWorld Bank
Staf Working Paper n. 610/ashington DC, 1983

Commission of European Communitie§pst-
benefits and multicriteria analysis for newoad
constiuction, Euret Program, Brussels, 1992

Department ofTransport, Valuation of Road
Accidents London, 1994
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University of Leeds, 1990

OECD, évaluation de l'impact desoutes sur
I'environment Paris, 1994

Wells G.R.,Highway planning techniques. The
balance of cost and benefriffin, London, 1971

6. Railways

Foster C.D. -Beesley M.E., Estimating the
social benefits of consicting an undeground railway
in London Journal of Royal Statistical Societ}963

Sugden R., Cost-benefit
withdrawal of railway sevices
Economic Research, n. 1, 1972

analysis of the
in Bulletin of

Nash C.A., Preston J.Appraisal of rail
investment pojects: recent British experienge
Transport Reviews, n.11 1991

OECD,Why do we need railway®aris, 1995

7. Ports

Bennathan E.WaltersA.A., Port pricing and
investment policy for developing countrie®xford
University Press, 1979

Davis J.D., Macknight S. et al.Environmental
considerations in pdrand harbor developmenté/orld
Bank, Technical Paper n.128Yashington DC, 1990

8. Airpor ts

Sealy K.R., Airport strategy and planning
Oxford University Press, 1976

Walters A.A., Investment in airpds and the
economist’sale. John FKennedyAirport. An Example
and some comparisonsn Wolfe, J.N. (ed), Cost-
Benefit and Cost-Eéctiveness. Studies amkhalysis,
Allen & Unwin, London, 1973



9. Water

Bergmann H., Boussad J.M., Guide to the
economic evaluation of rigation projects OECD,
Paris, 1976

Cunning R. et al.New evaluation prcedues
for a new generation of wateelated pojects World
Bank, 1996

FAO, Irrigation water delivey models Rome,
1994

Grover B, Burnett N., Mcgarry M\Water supply
and Sanitation prject peparation handbogkWorld
Bank,Technical Papers nn. 12, 13, WMashington DC,
1983

Madanat S., Humplick.FA model of household
choice of water supply systenn Water Resources
Researches, 29(5), 1993

Water Research Council,Economic and
envionmental principles and guidelines for water and
related land esouces implementation studiedJS
GPO,Washington DC, 1983

Winpenny J.,Managing Vdter as an economic
resouce, Routledge, London 1994

10. Environment

Cointreau S.J.Environmental management for
urban solid wastes in developing countries: @jpct
guide World Bank, Technical Paper n. 8/ashington
DC, 1982

Environment Protectioldgency EPA's Use of
benefit-cost analysis: 1981-1986S ER, Washington
DC, 1987

Johansson .P., Cost benefit analysis of
envionmental change Cambridge University Press,
1993

Naurud S.,Pricing the Euopean Envionment
Scandinavian University Press, Oslo, 1992

Pearce D. et alProject and PolicyAppraisal:

integrating economics and engitment OECD, Paris,
1994
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Wallis J.A.N., Environmental assessment of
investment pojects and pograms, Economic
Development InstituteWorld Bank, Washington DC,
1989

11. Education

OECD, New technology and its impact on
educational buildingsParis, 1994

OECD, Evaluation of the decision making
process in higher education: &nch, German and
Spanish experiencegParis, 1995

Psacharopoulos GWoodhall M.,Education for
development -An analysis of investment choiges
Oxford University Press, 1985

Psacharopoulos GEconomics of education -
reseach and studigsPegamon Press, Oxford, 1987

12. Tourism

Clawson M., Knetsch MEconomics of outdoor
recreation Johns Hopkins University Press, Baltimore,
1996

Plouchart G., Proposition d'une méthode
d'analyse de la fréquentation des espaces et équipement
de loisirs in Revue forestiere Francaise, n. 1, 1970

Krutilla J., FisherA.C., The economics of
natural envionment: studies in the valuation of
commodity and amenityesouces Johns Hopkins
University Press, Baltimore,1975

13. Health

Drummond M.F, Principles of economic
appraisal in health cag, Oxford University Press, 1980

Drummond M.E, Economic appraisal of health
technology in the Ewpean Community Oxford
University Press, 1987

Luce B.R.,Elixhauser A., Standads for socio-
economic evaluation of health @arproducts and
sewices SpringerVerlarg, Berlin, 1990

OECD, New diections in health car policy
Paris, 1997



14. Forestry and agricultural

Austin J.E., Agro-industrial pioject analysis,
EDI, Johns Hopkins University Press, Baltimore, 1981

Casley D., & Kumar K.Project monitoring and
evaluation in agricultue, World Bank, Johns Hopkins
University Press, Baltimore, 1987

FAO, Guidelines for the mparation of
agricultural investment pmjects Investment Centre,
Rome, 1977

FAO, Forestry Papers n.1Economic analysis
of forestry projects Rome, 1979

FAO, Forestry Papers n.103,Economic
Assessment of Festly projects impactsRome, 1992

FAO, Valuating foests: context, issues and
guidelines Rome, 1995

Gittinger J.P, Economic analysis of agricultural
projects Johns Hopkins University Press, Baltimore,
1982

OECD, The public management of &=ty
projects Paris, 1986

U.S. Department ofgriculture, Forest Service,
Definition of economics outputs to be used ine$or
planning,Resource Plannind\ct n. 1910 Washington,
DC, 1983

Watt G.R., The planning and evaluation of

forestry projects Commonwealth Forestry Institute,
University of Oxford, 1973
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15. Telecommunications

OECD, Telecommunications infragicture: the
benefits of competitigrParis, 1995

Saunders R.,Warford N., Wellenius B.,
Telecommunications and economic developm&fbotld
Bank, Washington DC, 1994

Wellenius B., Stern RImplementing eforms in
the telecommunications sector: lessonsonir
experienceWorld Bank,Washington DC, 1994

16. Industrial projects

BehrensW., Hawranek RM., Manual for the
preparation of industrial feasibility studies, Newly
revised and expanded editiodNIDO, Vienna 1991



