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       Projekt współfinansowany ze środków Unii Europejskiej

Krzysztof Choromański

Evaluation of major projects – basic definitions 

The training is focused on evaluation of major projects carried out within the framework of Structural Funds, including in particular ERDF (regulation 1260/1999), Cohesion Fund (regulation 1264/1999 and 1164/94) and ISPA (regulation1267/1999).

The term „project” (and other related terms: project stage, group of projects) during the training will be used in accordance with the meaning used by European funds:

· project – economically indivisible set of works, meeting a strictly defined technical function, with clearly defined general (wider) and direct (immediate) objectives. The project consists of tasks, within the framework of which particular activities are carried out in a defined time sequence.

· project stage – technically and financially independent, having own efficiency.

· group of projects – projects meeting the following conditions:

a. are placed on the same area or along the same transport corridor;

b. are part of general plan for a given area or transport corridor;

c. are supervised by the same institution, that is responsible for their coordination and monitoring.

Threshold amounts
:

· Structural Funds: Article 25 of Regulation 1260/1999: As a part of any assistance, the Funds may finance expenditure in respect of major projects, i.e. those:

(a) which comprise an economically indivisible series of works fulfilling a precise technical function and which have clearly identified aims; and

(b) whose total cost taken into account in determining the contribution of the Funds exceeds EUR 50 million.
· Cohesion Fund: Article 10(3) of Regulation 1164/94 (unified text): Applications for assistance for projects under Article 3 (1) shall be submitted by the beneficiary Member State. Projects, including groups of related projects, shall be of a sufficient scale to have a significant impact in the field of the environmental protection or in the improvement of trans-European transport infrastructure networks. In any event, the total cost of projects or groups of projects may not in principle be less than ECU 10 million. Projects or groups of projects costing less than this may be approved in duly justified cases. 

· ISPA: Article 2/4 of the Regulation 1267/1999: Measures shall be of a sufficient scale to have a significant impact in the field of the environmental protection or in the improvement of transport infrastructure networks. The total cost of each measure shall not in principle be less than EUR 5 million. In duly justified cases, taking into account the specific circumstances concerned, the total cost of a measure may be less than EUR 5 million. 

Major projects currently implemented
 in Poland, co-financed from European resources are mainly the following: 

· projects implemented within the framework of Structural Funds, if their value exceeds EUR 50 million;

· projects implemented within Cohesion Fund, regardless their value
.

Peculiarity of projects defined in the above mentioned way lays in a detailed scope of ex-ante evaluation of particular projects and in the European Commission participation in the process of approval of these evaluation outcomes. 

According to Article 26 of Regulation 1260/1999 on Structural Funds, the Commission is responsible for carrying out ex-ante evaluation of major projects on the basis of the information provided by the project originator.

Regulation on Cohesion Fund (1265/1999, Article 1) states that: beneficiary Member States shall ensure all necessary information, with accordance to Article 10(4), including outcomes of feasibility studies and ex-ante evaluation.

Commissions decisions on co-financing projects must be based on an in-depth assessment, made firstly by the project originator. If evaluation presented by an applicant is considered to be insufficient and unconvincing, the Commission may ask for its correction or more thorough analysis or where necessary, it may carry out its own evaluation, commissioned to independent experts (Article 40 of Regulation 1260/1999): 

On the initiative of the Member States or the Commission, after informing the Member State concerned, supplementary evaluations, if appropriate on a specific topic, may be launched with a view to identifying transferable experience.

Selected requirements in relation to threshold amounts are as follows
:

a) total investment cost is a crucial economic parameter. When calculating this variable financing sources are not taken into account (e.g. only national public resources or only Community co-financing), but the global economic value of proposed infrastructure or production investment;

b) if it is assumed that the cost of the given investment is borne in the following years, then a sum of all annual expenses is taken into account;

c) although only the investment cost, without current cost, are to be taken into account, in the total cost calculation all single expenditure borne in the starting phase such as the training and employment cost, licence fees, initial studies, preparation of technical plans and studies, price fluctuation and an operating capital reserve are recommended to be included;

d) sometimes other smaller projects are so connected with one another, that it is better to treat them as single major project (e.g. five sections of the same motorway, each of them costing EUR 6 million, might be recognised as one major project of EUR 30 million value). 

Grzegorz Dziarski

Evaluation of major projects – institutional aspects 

Basic legal requirements

Legal bases for assessing central level institutions for carrying out evaluation studies are: 

I. Council Regulation (EC) 1260/1999, Articles 40-43, providing that:
Main objectives of structural assistance evaluation are its:

· effectiveness;

· general impact on the EU economic and social cohesion improvement as well as on improvement of the NDP, the Community Support Framework, operational programmes priorities and each case of assistance;

· impact on structural problems.

Collecting resources and data for effective evaluation is the responsibility of competent national bodies and the EC.

On-going evaluation is also possible, in particular with regard to detailed issues, identifying practical experience.

Regulation defines general objectives and rules for evaluation: ex-ante, mid-term and ex-post.

II. NDP, Chapter 10. Assessment of effectiveness and efficiency of the Plan implementation, that to a great extent transposes provisions of Regulation 1260/1999 into the Polish legal system.

III. Regulations on particular operational programmes (regarding Structural Funds), including:

· Regulation of Minister of Infrastructure adopting Transport Sectoral Operational Programme Complement for 2004-2006;

· Regulation of Minister of Economic Affairs and Labour adopting Integrated Regional Operational Programme Complement for 2004-2006;

IV. Other guideline documents, including: 

· Guidelines: Evaluation of the National Development Plan and operational programmes implementation in Poland.

· Manual on IROP implementation procedures: In the evaluation process also information gained from beneficiaries might be crucial. IROP evaluations will be carried out by external evaluators, selected by the Ministry of Economic Affairs and Labour via public procurement procedure. The surveys will be carried out according to priorities defined by the contracting entity in cooperation with the Steering Group. Results of the evaluation will be presented in a report including recommendations.

Major projects evaluation methodology 

The are two basic types of evaluation carried out at the level of national managing authorities and the European Union:

a. projects evaluation;

b. evaluation of operational programmes or given policies, implemented at the regional and national level, in a thematic (sectoral) or horizontal depiction.

The main point of interest here is evaluation of major infrastructure projects implemented by the government as well as by public and private enterprises, self-government beneficiaries – territorial self-government units and municipal services enterprises. 

Such evaluation includes:

a. Qualitative assessment of the management cycle and the project implementation (institutional aspect);

b. Quantitative assessment of the project implementation (physical and financial aspects mainly);

c. Defining recommendations on the basis of conclusions from the evaluation.

Processes and activities carried out in the so called management cycle and the project life cycle are subject to a qualitative assessment, while physical and financial activities and results are subject to a quantitative assessment, carried out according to basic evaluation criteria:  relevance, efficiency, effectiveness, impact and sustainability.

Qualitative and quantitative assessments of a project are equivalent in terms of importance, are mutually complementary and allow defining recommendations and decision making, including all institutional and process aspects of projects.

Particular elements of the institutional system, subject to evaluation, are presented in figures 1 and 2. Figure 3 presents a synthesis of institutional and quantitative evaluation of projects’ implementation. 

Figure. 1. System management cycle (policy, programmes level)
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A management cycle is applied in the policy creation and in the operational programmes management at the national, regional and local level.

The cycle’s methodology may be used in managing programmes both of a national horizontal nature (e.g. the environmental protection) and of a local sectoral nature (e.g. providing water supply and sewage services).

Background for dividing responsibilities and the management competence at both the managing and evaluation institution level and at the beneficiary level is the European, national (general provisions) and internal legislation.

For example: in the sector providing water supply and sewage services the most important legal acts are:

· EU directives and regulations governing issues related to the environment protection and the water and sewage management;

· Environment protection act;

· Water act;

· Act on the collective water supply and the collective sewage disposal, defining rights and duties of the a gmina, a water and sewage company and recipients of services in the scope of water and sewage services, and rules for investments and financing services (including fixed assets used for providing services).

Figure. 2. Project life cycle 


The project cycle is applied in all types of projects in the above-mentioned scope.

What is crucial for the project success is carrying out an integral analysis at the stage of its identification (on the basis of the draft feasibility study) and at the stage of project formulating (on the basis of the feasibility study). 

Background for dividing responsibilities and the project competence is the European, national (general provisions) and internal legislation.

The main difference between the management cycle and the project cycle is a level of the methodology application. The management cycle defines institutional rules for the implementation of processes and procedures at the system level, while the project cycle – at the level of particular projects.

However it should be emphasised that the above mentioned methodologies penetrate and complement each other, resulting in a quality of processes and projects’ management.


Figure 3. Major project evaluation system

General evaluation of programmes and projects is a resultant of management and programming evaluation (institutional evaluation) and mainly quantitative evaluations, prepared on the basis of five fundamental evaluation criteria.

A greater role in evaluation is just played by evaluation of projects institutional aspects. Previous experience of international assistance organisations shows that underestimating institutional issues most often results in squander inputs and results of undertaken works as well as achieving only half of the objectives assumed.

As it results from the World Bank report of 1998, cited in the European Commission publications (see: Project Management Cycle, 2004): “Assistance departments have long track records of efforts, but rather in order to “favouritism” their project using technical assistance, independently from project implementation units and foreign experts than in order to improve institutional environment for provided services… So they do not achieve neither quick improvement of provided services nor favourable institutional changes in long term”.

Specific case – Public-private partnership

Each project has its own institutional specifity, that is reflected in scope and nature of its evaluation. 

Implementing projects on the basis of the public-private partnership (PPP) is one of the specific cases. “Standard” evaluation of such a project is complemented inter alia by evaluation of financial flows between a private and public partner and by evaluation of infrastructure use rules. 

Rules for defining a balance between private sector profits and social benefits when providing municipal services are described below (source: Guidelines on successful pubic-private partnership, signed by the European Commission).
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Vertical axis – profit and return on capital:

	0
	
	Y
	Operating profit of private sector without grant

	Y
	
	X
	Private sector profit increase in result of obtaining a grant and increasing the property efficiency (resulting from grant financing)


Decline from X to Y = redistribution of the operating profit (resulting from grant financing) to increased social benefit and “honest” profit margin of private sector in result of negotiations 
Horizontal axis – Public sector – social benefit:

	0
	
	A
	Social benefit obtained by a pure public sector project

	A
	
	B
	Increase of social benefit resulting from private sector participation

	B
	
	C
	Marginal increase of social benefit resulting from implementation of the project with grant financing in operating assets 

	C
	
	D or E
	Increase of social benefit as a result of renegotiations of redistribution of net profit resulting from grant financing


Point 1 
Presents a project financed only from public resources

Point 2 
Presents a project financed from private resources with public financial resources

Point 3 
Presents a project financed within the framework of PPP and with use of a grant

Point 4 and 5 
Presents a desired result for a grant-giver when maximising social benefit, having regard to limited influence on the private sector profit margin, resulting from grant financing.
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Major projects evaluation – ex ante evaluation

A basic tool for major investment projects evaluation is the cost-benefit analysis (CBA). According to the simplest, dictionary definition, CBA
 is a method enabling an assessment and an estimation of the social cost and social benefits of an investment project. 

“Social” cost and benefits concepts were used in the CBA definition presented above. Social cost concept was introduced by K.W. Kapp
. This term however may suggest that inputs incurred inside the company are not of a social nature. From the given investment project analytical point of view, externalities seem to be more adequate. The term of the external cost has existed in economics since Alfred Marshall. External costs are defined as all costs incurred not by a person that produced them
. 

A process of fixing and assessing costs and benefits takes place during the whole investment project life cycle, that includes
:

· Pre-investment phase (programming and projecting works),

· Investment phase (implementation of investment), 

· Operational phase.

CBA may be a tool used in both: the decision making process relating to starting a new investment and in an assessment of an existing objects’ efficiency. We will be interested mainly in an analysis and an assessment of new investment projects, so in the pre-investment phase. According to the UNIDO methodology, pre-investment phase includes few stages
: 

· investment possibilities identifying (possibilities study), 

· variant analysis and their initial selection, 

· pre-feasibility study,

· feasibility study,

· project assessment and making investment decisions.

Additionally, supplementary and auxiliary studies are part of project planning. They are developed separately and then included in pre-feasibility or feasibility studies. 

CBA for the project should be carried out at each of the above-mentioned stages, it should be the continuous process. Only such an approach enables an early elimination of ineffective projects. Having this in mind, we will focus on cost and benefit analysis of an investment project being an element of the feasibility study. 

A scope of analysis related to the feasibility study as well as a final form of a study depends on a range of different factors. However, independently from the standard used, a financial analysis and an assessment of a project is an inseparable element. An economic analysis and an assessment are also required in case of major investment projects financed from European resources. 

A financial assessment of a project includes
 an estimation, an analysis and a valuation of indispensable expenditure of the project and future net benefits expressed in financial categories. This assessment is aimed at estimating the project’s financial legitimacy from the project investors and funders’ point of view.

An economic (macroeconomic) assessment is defined
 as an estimation of a project potential input into achievement of development objectives, set up by the government for the whole economy, i.e. the estimation of costs and benefits of the project from the economy point of view. Impact of the project on the regional and local development can be also considered apart from a macroeconomic analysis and assessment. 

An economic analysis and aassessment of an investment project may be carried out with the use of CBA. Such analysis has a particular importance in case of infrastructure investment, but it is connected with a number of problems. While fixing cost related to the infrastructure projects is not a problem, identifying benefits is often troublesome. Those benefits frequently cannot be directly identified, and approximations used are hard to measure and not verified by the market. 

Despite problems with identifying full benefits, making an effort to assess at least some figures seems to be purposeful. This enables an elimination of some financial analysis limits that result from interferences in market processes, related to the external cost. For the sake of this cost, a part of investment decisions is not fully rational from the social point of view, as a person who benefits from a given activity does not incur some of the cost. The external cost is made more internal, if finally it charges the person who produced it
.

While undertaking different investment projects we act in conditions of limited resources. Most often needs related to different activities that have to be undertaken, exceed available resources. In such a situation it is indispensable to provide information on how to use, in the most effective way, the available resources. CBA is one of the tools enabling to compare different, alternative activities, thus supporting the decision making process. 

In CBA benefits are defined as all positive results of activities planned, and costs are the opposite to benefits, i.e. all negative aftermaths. This method is used in situations, in which economic valuating of both costs and benefits that occur as a result of the undertaken activities is possible. 

When beginning a cost and benefit analysis, firstly we have to answer the following questions:

· What is the objective to be achieved?

· What are the tools at our disposal?

· What will be a result of our activities?

· What are the connections with other problems?

Sometimes at this stage it is possible to define the issue in such a way that work input is limited to the great extent. We may decide that all benefits that are dealt with belong to one category. In this case a cost-effectiveness analysis should be applied. This analysis enables to estimate a given result with the lowest possible expenditure. However, when we want to compare planned activities with non-comparable effects, we have a dilemma how to attribute operational priorities to activities with different results and then CBA is indispensable. 

COST AND BENEFIT ANALYSIS STAGES:

· Defining objectives;

· Project identification;

· Feasibility study and variants analysis;

· Financial analysis;

· Economic analysis;

· Multi-criteria analysis;

· Sensitivity and risk analysis.

Decision making process chart based on cost-benefit analysis is presented below.

	 
	ECONOMIC EFFICIENCY

	
	YES
	NO

	 FINANCIAL FEASIBILITY

	YES
	Project is self-sufficient and profitable for society 
	Project is profitable, but should not be implemented

	
	NO
	Project should be implemented and needs support, as without the support it will not be implemented 
	Project is not profitable and ineffective – it will not be implemented 


Crucial limitation of the CBA in evaluation of major projects in Poland is a conflict between outputs of the cost-benefit analysis and priorities of different programmes focused on the implementation of accession obligations. 

This contradiction might be recorded in the following way: the European Commission co-finances projects proving great net social benefits and simultaneously financially unprofitable, but CBA indicators not always prove net benefit, and the European Union relegations implementation is of the high priority.
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� Cost and benefit analysis for investment projects: Guidelines (Structural Fund – ERDF, Cohesion Fund and ISPA). Document prepared by: DG Regional Policy Evaluation Unit, European Commission.


� Up to May 1, 2004 major projects were implemented in Poland within ISPA.


� They of course must be projects with a value fulfilling requirements defined for Cohesion Fund projects.


� Cost and benefit analysis … op.cit.


� Based on G. Bannock, R.E. Baxter, R. Rees, The Penguin Dictionary of Economics, 1972. 


� K.W. Kapp, The Social Cost of Private Enterprise, 1950.


� T. Żylicz, Ekonomia wobec problemów środowiska przyrodniczego, 1989.


� W. Berens, P.M. Hawranek; Poradnik przygotowania przemysłowych studiów feasibility, UNIDO, Warsaw 1993.


� Por. W. Berens, P.M. Hawranek; Poradnik przygotowania przemysłowych studiów feasibility, UNIDO, Warsaw 1993.


� Based on W. Berens, P.M. Hawranek; Poradnik przygotowania przemysłowych studiów feasibility, UNIDO, Warsaw 1993.


� W. Berens, P.M. Hawranek; Poradnik przygotowania przemysłowych studiów feasibility, UNIDO, Warsaw 1993; Przedsięwzięcia BOT (Buduj – Eksploatuj – Przekaż) w rozwoju infrastruktury komunalnej, Guidelines, Agencja Rozwoju Komunalnego, Warsaw 1999.


� T. Żylicz, Ekonomia wobec problemów środowiska przyrodniczego, 1989.





