PD-vrps-\aY

THE WORLD 35Nk INTZRN. TICNAL FINANCE JJRFPOR. ™ 41D e " ((gf’f]: D

OFFICE MEMORANDUM

—— s e =

DATE: March 7, 1985
TO: Mr. S. J. Baker, Acting Chief, ASPAA
FROM: Dirk Leeuwrik and H., van Voorthulzen, ASPAA

SUBJECT: SRI LANKA - Mahaweli Ganga Developument Project II - ¢r, 701-CE
Back-to~-0ffice and Full Supervision Report

1. In accordance with the Terms of Reference dated December 17, 1984,
we visited Sri Lanka in January 1985 for the final review or implement a-
tion of the Mahaweli Ganga Development Pro ject II (Cr. No. 701-CE). Rep-
resentatives of two of the four co-financing countries - The Netherlands

the two others - Canada and the United States-attended the wrap-up meet-
ing. Senior staff of the Mahawelij Economic Agency and the Mahaweli
Engineering and Construction Agency accompanied the mission during che
field review.

2. The Full Supervision Report, comprising the Supervision Summary
and Annexes | through 4, igs attached. The mission”s findings and recom-
mendations are summarized in the Aide-Memoire of January 1985 (Annex 2)
which was left with GOSL at the conclusion of the missiou. The credit
will close on Jupe 30, 1985. A drafe PCR has been Prepared and submitred;
its finalization will Probably require a follow-up visit to Sri Lanka . 'n
conjunction with other operational work). The Project is expected to
exceed the agricultural targets. A amajor concern at this stage ig our
inability to reimburse expenditures uader small-scale contructs because of
incomplete audits of accounts and documents supporting Statements of
Expenditures.
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/ ANNEX 1
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The World Bank 1818 M Street, N W (202) 477-1234
INTERNA TIONAL BANK FOR RECONSTRUCTION ANO CEVELOPMENT Washington. DC 20433 Cabie agaress INTBAFRAD
INTERNATIONAL DEVELOPMENT ASSOCIATION USA Cable Acaress INDEVAS
March 7 1985

Mr. K.H.S. Gunatjilaka
Director General
i Authority of sri Lanka
Colambo
Sri Lanka

We thank you and the staff of MEA and MECA for the courtesies,
cooperation and assistance extended to the January 1985 mission reviewing
the implementation progress of the Mahaweli Ganga Development IT project
(Cr. No. 701-CE). The mission has reported itg findings and we endorse the

The project is now nearing completion and, ag stated in the
Aide-Memoire, the g area has already became an important and productive
agricultural region in Sri Lanka, However, now that the hecessary
infrastructure is essentially in place, a great deal of concentrated atten-
tion will need to be given to the further develomment of sett]er cammunities
to ensure that the improvement in incomes and living standards wi]l be sus-
tained and be shared equitably by all. The project is moving fram the "cun-
struction® phase into the "operation and maintenance” phase with all the
associated changes. wWe are pleased to note same of the actions that have
already been initjiated Or are contemplated in anticipation of these changes,
and we particularly voice our support for the proposed intensjve operational
Support program in two representative areas, each served by a distributary
channel. Using a broad socio-exonamic approach, this program would sys-
tematically identify production and other constraints, apply existing
knowledge to overcame such constraints, and also test new approaches. The
experience gained would eventually be extended to the whole of the H area
during a follow-up phase. Such a program would be extremely useful and
timely at thijs Stage and we believe that it would be very suitable for
bilateral financial and technical support,

One serious oconcern which remains is the Project's continued
inability to provide ma with satisfactory audit reports.  We would be grate-
ful if you could give this issue your personal attention because, unless

resolved, IDA will not be able Lo reimburse a sizable amount of expenditureg
incurred under small-scale works contracts.

1T 440090  nCA 240423 X PIIT



In conclusion, we are pleased to have been associated with you in
this important prcject and we wish YOU success in its management and opera-
tion. Since the credit closes on June 30, 1985 no further review missions
are envisioned. However, the finalization of the Project Campletion Report
will probably require one more visit later this year, which we would make in

conjunction with other operational work.

With wam regards,

Yours sincerely,

Stanley J. Baker
Acting Division Chief
Irriqation I Division
South Asia Projects Department
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ANNEX 2

SRI LANKA

MABAWELI GANGA DEVELOPMENT PROJECT IT

CREDIT 701-CE

REVIEW MISSION - AIDE MEMOIRE

SJanuarz 1985)

I. Introduction
=btroduction

1, A joint review missiou, comprising Messrs. R. Bell, Agricultural
Engineering Advisor, ODA, (0.x.), J. Doorenbos, Advisor to the Dutch Ministry
for Development Cooperation, H. vae Voorthuizen, Senjor Agricultural

Economi st IDA, and D. Leeuwrik, Senior Agriculcuriac, IDA (Mission Leader),
visited Sri Lanka during January 7 - 14, 1985, to reviev progress of the
Mahawel i Ganga Development II Project. Messrs. Gil Haycock, Chief Engineer-
ing Officer (Hxhcveli), USAID, 3. Bruinsma, Second Secretary, Netherlands
Embassy, and 3. Baker, Deputy Division Chief (Irrigation I), IDA, par-
ticipated in opening and concluding meetings with Mahaveli staff, chaired

by Mr. K.H.S. Gunatilaka, Director General, MASL. Senior MEA and MECA staff
dccompanied the missioq during a field review. This Alde-Memoire summarizes
the mission’s majin findings and recommendations which are sub ject to confjir-
mation by management. The mission would like to thank the many people who
helped them in the reviev, [ particular, the mission expresses its
appreciation to Mr. C, Amarasinghe, General Manager, MEA, for his assistance
and for arranging the field visits.

II. CGeneral Pro ject Ioplemencation Progreass

2. Construction of infrastructure and settlement are now almost com-~
pleted. Approximately 100 hg of on~farm development is scill in progress

and a small number of resettlers and encroachers are expected to be settled
before June 1985, The project was given a second Ole-year extension till
June 30, 1985 to enable completion of the construction of irrigation vorks,
roads and buildings and 4ls0 on~farm development and Settlement. This was
interrupted hecause of unusually heavy rains and floods during early 1984,
Now that the major conmstruction phase has been completed, major eaphasis |{g
being given to the establishement of an adequate and efficient aystem of
operation and maintenance (0&M) for sustained, high level agricultural
production, to increased participation by the settlers and to community
development. The H area has slready become an important and productive
agricultural region in Sri Lanka, although crop yields aed production in Maha
1984 vere somewhat reduced from previous high levels becauge of the prolonged
heavy rainy., wWith further refinemsant of the iystem and on~farm water aanage-
2ent, and greater attention 4ow being given to s0cio-economic development
along the lines discussed, the Project is expected to fulfill all ics oajor
ob jectives to a greater extent. A1 indicated by the previous reviev misajon,



agricultural benefits are likely to exceed the appraisal Teéport projections,
However, further pProgress in the development of the settler community,
includinrg women 8roups, should be handled vith care and sensitivity to avoid

inequities and to easure that the projected improvement in incomes and
quality of life js realized by all.

III. Infrasaructure and On-Farm Development
3. Only a small amount of work, mainly roads and building construction,

stantially achieved by June 1985. 1t 13 possible however, that canal lining
and construction of vells may not reach the targets. About 802 of the
Planned number of vells have been completed to date. Headworks construction
is virtunlly complete, but the mission noted vith some concern that there are
still large numbers of young trees on the Kalavewa main bund, The mission
again recommends that trees which are not yet deep rooted should be removed
from the bund. The Parshal Flume of Kalawvewa RB has been subatantially
rebuilt in 1984 and has not yet been fully calibrated. The mission observed
serious turbulant flow likely to interfere with accurate flov measurement.
Modifications to Smooth flow are required. The lining of main and branch
channels planned for 1984 vas disrupted by excessive rains and, as g, resule,
approximately 40% of the vork scheduled for 1984 remain to be completed. The
mission believes that additional sections of branch, "D" and field channels
may require lininy as water managenent is improved. The installation and
8auging of stru~tures in "D" and field channels haa been subetantially com-
pleted. Those inspected vere of satisfactory quality, and problens iden-
tified by the mission in 1983 had been substantially rectified. The balance

of on-farm Development work of land clearing, bunding and construction of
farm channels in Block 419 {4 nearing completion,

Iv, Machinery and Workshopas

4, Most of the construction equipment has oy been transferred to other
areas since there is need only for a relatively small fleet of plant, trucks
and tractors with trailers for 04M vork, and vehicles for project staff,
Workshop facilities at Thambettegama are @ore than adequate for System H and
could provide overhaul facilities for plant from other areas if Necessary,
The mission recomnends that the machinery requirements for on-going 0&M for

System H be carefully reviewed now that the main construction phase s
finished.

v. Sett lemant

b Jettlement is noy scheduled to be completed by March 31, 1985 with
only atyut 150 settlers to be allotted land, mainly in Block 419, By that
time that total number of settlers in the new Il armgy s *Xxpected to reach
about 23,600, THa WINNIOD vae impresned L, the high level of awtivity in
hlock 419 whwre the AF¢ settlers had planted paddy within days after the
cleared plots had been handed over to them, The majority of the anttlors
vere resottlod {rmm neighbouring areasn. The miamion understands that the
allocation of homestead plots |4 running somewhat behind the allocation of
the 2.5 acren crop plets. Effores should be made ¢o Avoid such delays aince
it 28y cause hatdship for the ney 'ettlary,



proportion of the settlers are experiencing difficultjes in achieving the
projected standards of living. This is evidenced by the relatively large
number of credit defaviters (para. 13) - and- also by the reported leasing out
of settlement lands. Estimates of the extent of leasing of land vary widely
but no accurate information is available on thjs important sub ject. Leasing
out of land, forced upon some of the settlers because of financial or other
difficultiel, should be closely monitored and the causes identified with a
view of avoiding social imbalaaces in the Project area and inequitable dig-
tribution of benefits among the settlers. The previous supervision mission
had recommended 4 study of the socio-economic situsiion of the settlers. MEA
informed the mission that the National Instityte %f Business Management is
completing a study to evaluate the impact of the various development prograums
in the H areas and that this study vill also give an insight of tlLe current
socio~economic Status of the settlers.

synchronised. Project staff are actively exploring the possibilities to
improve the conditions for the settlers in the H area, for example by provid-
ing assistance in the procurement of building materials for their houses,

Succeed,

VI. Water Management

8. With almost all T8 jor engineering works completed, the Pro ject is
enteriug a tranaition phase with main emphasis shifting from construction to
operation and maintenance, Water supply to and within the Project area must
be closely tuned to agricultyral demands. The variable wveather pattern and
occasiosal vater supply shortages, psrticularly during Yala, make it dif-
ficult e operate an erficient system ino a1 manner that benefits a1l farmers
equally. The organised structure for 0&M is now reasonably vell established
but duties, number and quality of staff, pnrticularly those assigned to the
lover end of the System, and the clear detinition of the responsibilities of
several units involved require attention. The Water Management Secretariat
(WMS) within the Mahaweli Authority hau the Process of preparing seasonal
operating plans, including @onthly deliveries to the project teservoirs, well
in hand. There remains much scope for the iecessary fine tuning of water
supply and vater demand on a weekly and preferably daily basis. Present
iubalances between vatcr delivery to, aad vater off-take by the lystem are
nov reduced to some degree by the available storage capacity in the tanky,
Progress has also been made on improving the water delivery system from
headvorks to the field by MEA“ 4 Project Water Management Panel, the Flow
Monitoring Unit and the Data Procesning Bureau. Present water delivery
schedulea aud releasen from the reservoirs Are based to a certain degree on
veekly to ten-day vater demand estimates collected from the irrigation units,
the irrigation blocks and the {rrigation sub=syntoms respectively, as well as
on experience obtained during seanonn, With the presene upply system a more
floxible operation, at lemst to the diastribution channels, is ponsible,

Usirg the present approach, problems are likely to occur 2specially during
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periods of water shortage. There 13 also a tendency to centrally plan the
vater delivery from top to bottom. Hovever, the mission is Pleased to note
the extent to which the MFA hag been able to take action to improve wvater
management and mounitoring following the PToposals made by consultant Edwin
Sullivan in 1984, The mission recommends that continued efforts should be
made to improve the Prediction of required water delivery. This will require
collecting, analysing and processing of data on cropping patterns, soil
types, weather conditions, and irrigation methods and practices. It will
also require feedback of information from the field regarding the surpluses
or deficits in the Canal su,.ply during previous days.

vater use; irrigation methods and practices for crops other than
rice. Field Waler management should be an essential part of the
total package to intensify and diversify €rop production which
may enquire support of adaptive research.

(b) Trials and demonstrations ip farmer”s fields and training of
(c) The need for adequate drainage must be periodically reviewed;

(d) Timely delivery of water at the turn out, particularly during

periods of water shortage; special atteation should be given to
the tail-end problems;

(e) Transmission of information from the field to the Project Manage-
ment Unit;

(£) As part of overall crop improvement Program, testing and further
development of vater management i one or two setected aregs of
some 750 acres through intervention Prugrammes (see parj 28);

(g) Streamlining the Nrganisationa’ structure of pro ject management ;

appointment of , single Project manager for the entire H area
vith overall responsibility, tncluding policy matters and of a

(h) Communication between the various locations of the system and the

10. Demand _ Irrigation Pipe qcheme,  This Pipe aupply 1ystem han been
utilized over 3-4 years but there {4 yet no conclusive evidence of ita per=
formance vhen used ag 4 trun demand system, g ;4 not thernfore ponsible
to determine it suitability for more Reneral une in 4 arey, The unit could
hovever, provide an excellent resource for trial and demonntration of alter-
native systems of irrigntion. drainage and cultivation oy other field crops,



VII. Agriculture

11, Crop Production. Details on CTop areas and productjon dince the last
supervision migsion 7isited the area are as follows:

(i) Rice
Atea Average Production
Cultivated Yield
(ha) (MT/ha) “000 MT
Maha 1983/84 28,559 4.44 126.8
Yala 1984 16,847 3.10 52.1
Maha 1984/85 28,575 1/ N.A. N.A,
1/ Up to 31/12/34
(ii) Other Field Crops - Yala 1984
Chillies 5,027 1.54 7.7
Soya Beans 58 1.0 0.06
Cow Peas 168 0.9 0.15
Creen Cram 83 N.A. N.A,
Bombay Onion 37 N.A. N.A.
Vegetables 206 N.A. N.A.
Others N.A. N.A.
TOTAL 5,643
12, The misaion has the following commen:s:

(i) The above figures vere given by MEA field staff, in carlier years
jome years some discrepancies vere noted between daca given by
MEA and the Department of Ceraugy end Statiscics.

(ii) During Maha virtually the entire irrigable area (i.e, 92%) i
planted with rice. Yields in 1983/84 Maha were somewvhat lower
than in the previous year because of drought conditions during

(1ii) During 1984 Yala seamon abose 75% of the trrigable area wan
planted due to abnormal abundant water 1unniies, NDuring the
Previoua three Yala semamsons (1I81~1983) only 20-302 of the
irrigable aren vas planted, Availability of vater i1a clearly the
determining facgor for the extent of Tala cultivation, P'roject
1Laff entimate that 60-702 ot the are, can be cultivatod during
40 average Yala year, The BIsA0n s of the opinion that the
extent of Yala cultivatiog vill, o a high degren, dopand on
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Project staff and farmers’ efforts to improve water management
Practices in the atrea,

(iv) Rice is still the dominant crop during the Yala season for want
of profitable other field ctops. Chillies is the only field crop
that has replaced paddy to a significant éxtent, mainly duye to
the availability of an attractive market.

(v) The use of fertilizer in Maha paddy is increasing (with the

of recommended quantities. There vas a sharp drop in fertilizer

usage in 1982/83 dye to unfavourable weather conditions. (see
(ii) above).

13. Credit. The repayment position for cultivation loans continues to
vorsen. In the Kalaveva sector (areas Hl, 32, H7 and R9), for example, about
3,900 farmers out of a total of about 10,300 vere on 31/12/84 s, default on
crop loans issued between 1980 and 1983 Yala season. An additional 1,550
farmers had not yet repaid their 1983/84 Maha cultivation loans. As a result
of this situntion, 00 less than 532 of all farmers in the area vere
ineligible to take up a cultivation loan for the 1984/85 Maha season and it
Seems clear that credijt l1ssues are substantially lover than in earlier years.
Relatively poor harvests in 1983/384 Maha, and particularly during 1981/82
Maha, ve’ve cited by project staff 48 reasons for the poor credit situation.
Compensation damounts paid by the Agricultural Insurance Board vere in many
Cases insufficient to cover the outstanding loans.

14, The mission understands that the Central Bank is Prepared to support
rescheduling of loans of non-wilful defaulters through the pProvision of
refinance facilities at concessionaiy rates beyond the standard 270~day
cultivation loan period. Operating lostructions are to be issued shortly by
the Central Bank to the participating banks, The decision vhether or not
defaulters would qualify for re-scheduling of their loans would be wade by
the Participating banks. The mission believes that such 4 cheme would help
ameliorate the situation, provided that caution is exercised ip deciding
vhether the defaulter g villing and capable to repay his loan during the
extended period., At the jame time, concerted joint efforts should be nade Ly
Bank officers and MEA staff to motivate farmers to vepay their loans on tine,
An experiment of this nature undertaken in System C proved to be successfyl
and should be replicated in other ireas such as System N,

Input Supplies and Marketing of Crop Produce

15. Input Suppliss. MEA acts as ag-nt for suppliers of ma jor farm inputs
(i.e. (i) seeds, obtained frog Department of Agriculture and from farmers
licensad to produce such seeds; (ii) fertilizer, supplied by the Fertilizer
Corporation; and (iij) the agro-chemicals supplied by private ¢irmp and the
retroleum Corporation., Mpa tranaports the inputs from the Yuppliers
varchouse to the stores located in the Project area, from vhere the inputs
are sold to the tarmers on cash tormas or oy credit, The ystem wvorka well
and MEA |, performing an indispensable role in the situation vhere fow
Privatn traders have a8 yet antablinhed themanlvang in the nev anttlement
Areas. It 1a astimated thee MEA handlan at present all aned 1pplias, about
702 of the {ertilizer upplies and about one~half of the agro=chmmicals usped
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in the project area. The mission understands that MEA“s future role in the
Supply of inputs s under discussion. 4 valid argument can be made for
eacouragement of the Private sector to take over a greater share of the input
trade. The mission lnvites GOSL/MASL to communicate its intentions to the
financing agencies.

16. Marketing. Almost all crop produce sold by the farmers is handled by
Private traders. The Paddy Marketing Board purchased only 1,422 MT rice in
1983/84 Maha and 871 MT in 1984 Yala, or less than 22 of the tota] rice
Production in each Season. The relatively smal] purchase by the PMB have,
however, helped maintain floor prices for rice. Information on official
purchases of other field crops was not available to the mission and is
believed to be insignificant. An urgent need exists to identify other
profitable field crops, in addition to 8reen chillies which have been selling
vell during recent Yala Seasons. MEA intends to commission a study by the
Business Investment Center to investigate possibilities for agro-business and
other activities ip the project area. The mission fully supports this and
recommends that the study be extended to consider whether it would be
desirable for Mpa to establigh crop drying facilities, temporary storage for
Perishable Crops and market facilities in the area.

Agricultural Extension and Training

17. A large and comprehensive training program covering a wide spectrum
of agriculstural, vocational and community development sub jects vas planned
for 1984, The mission was informed that it had been possible to complete
about 602 of the training programs for staff and settlers, vhich is , remack-
able achievement. An equally ambitious Program covering a wide range of
topics has been plaoned for 1985, The training program igs becoming increas-
ingly wvell equipped with audio-visual and other teaching aids, but, in the
opinion of the mission could be strengthened considerably, with little addi-
tional outlay, by the appointment of additiona] staff. The mission urges
that continued and expanded support be given to the tr.ining program which
increnlingly includes women. It is also suggested that since the program
NOv reaches a significant Number of settler groups, including wvomen, the
impact of the vVarious types of training be carefully monitored.

18. Agricultuyral Extension activities continue vith a vigorous progrranm
emphasizing timely cultivation, fertilizer application and wveed control in
paddy. The mission feels that greater emphasis should be placed on aspects
of vater aanagement and field crops other than rice. The high crop yields
achieved in the PToject area after a relatively short period of development
reflect, in 4 considerable measure, the effectiveness of extension in reach-
ing the farmers. The mission in~pected one of 4 number of verifica-
tion/demonstrat: g Plots in integrated Pest management in rice lajg out {n
farmers’ fields and vas impressed vith the approach, quality of vork, and the
extent of farmer participation, It s recommended that such Activiting be
extended to give ATeater rmphasis on crops other than rice, The rraules of
the propacred integrated crop-livestock management investigations should also
be cloarly follownd and 1ncluded in the #Xtension program as early as pos-
sible,



Farm Power and Mechanization

19, Numbers of two-wheeled tractors and draft animals in the project area
have inc:reased and ip many of the well-established areas the available power
for primary cultivation appears to be reasonably well matched to demand under
the existing water management regime. Two-wheeled tractors seen by the
mission were we]] maintained and farmers did not complain of difficulty in
8upply of parts and service. The mission vas informed that jg 1984/85 isgues
of water for cultivation were staggered within turn out groups to help
farmers share available farm Pover and that issues were limited to three
weeks. However, not all farmers completed their cultivation during the
norminal cultivation Period, nor is it anticipated that it vill be feasible
to stagger final isgues of water to match the sequence of initjal issues.

The quantity of vater used for cultivation may tkerefore be greater than is
desirable. As Vater management is refined

20, To date, draft animal use hag been almost entirely restricted to
puddling of paddy fields and to use before carts. MEA is encouraging the use
of animals for draft and for production, and is conducting studies to improve
efficiency of use of available feedatuff. Commercial pressures alone are
likely to lead to progressive merging of the smaller baain to fom fields of
a size better suited to the use of small tractors. Most of such mincr
development should be possible using farm tractors or buffalos. Jlightly
larger plozs will also facilitate the use of equipment for land p-eparation
for crops other than paddy. Weed control isa currently an expensive and
laborious task vhich could be reduced by line trsnsplanting, This, however,
demands much labour during a peak period, and only 1-3X of paddy is line
planted at present. If manually Operated line Planting michines can be
introduced, this could facilitate tizely transplanting making possible fyr-
ther economy of water use gnd improving veed control without increased use of
chemicalsa. Present indicatious sve that an average family, growing :ice i
both Maha and Yala at the present mean croppi.g intensity of 1.6, will have
ar income of ouly about Rs 40/day. To provide an adequate and growing stand-
ard of liviag for the settlers, measures to increase net farm income by
increaaing output and reducing purchased inputs gre required. Investigations
and trials are required to determine the appropriatcaess of equipment, which
is within financial reach of farmers, for cultivation and harvesting of rice
and other field ‘rops, in the socjial and physical enviromment of the projece
area. It is mssential that such trials be conducted in collaboration with
farmers and that the social and financial impilcationu, and opportunities forp
further cconomy in vater use be 4n integral part of the work, Equipment
identified and proven as appropriate for tarm use is alaso likely to be well
suited to local wanufacturer and repair, using faciliticey compatible with
those required for production of standard componaents for coustruction ¥
improved housing for farm familien, Some technical assistance and provision
of credit to small entrepeneury may be Necesnary at marly Stageny of develop-



21, Equipment Provided for On-Sale to Farmers. All tractors and trajilers
provided for on-sale to farmers and ploughs have been distributed. Tiged
cultivators are being progressively modified and sold. With the pattern of
farm pover which has evolved in § ares the disc harrows are not appropriate

22. Integrated Cro ~Livestock Production. The Draught Animal Pregram
carried out under the 3ri Lanke/Netherlands Livestock Development Prograrm e
making good progress in upgrading the local herd to produce and improved dugl
purpose animal for both draught and milk pProduction. The program (s algo
taking steps to develop marketing and processing facilities, and veterinary
and extension services, Yogurt is being produced at pPresent but the pProgram
is looking toward expanding the Processing facilities to include other milk
products as production in the area increases. Ip addition, plans have been
made o implement 4 Program of investigation aad demonstration to fully
integrate livestock into the present crop-based farming system. The mission
vas pleased 9 note this development and fully endorses the proposed °
activities. It g urged that the Necessary resources for this important
Prograa be provided on 4 timely basis.

VIII. Operation and Msintenance.

23. The mission has jome concerns about the 3tate of maintenance and
repair of irrigation Caaals and structures, both gbove and below the turn out
points. I a number of places rhe mission observed damaged structures and
excessive weed growth in the cana!s, Above the turnoyt point MEA i, Tespon-~
sible for maintenance and repair of irrigation infrastructure and MEA also
repairs damaged structures below the turn out point. The farmers have to

the condition of a]] structures and canals above the turn-out-points. Plans
have been drawn Up to make the Necessary repairs, A D& jor part of the equip-
@ent for construction has been transferred to other Projects, Care should be
taken that sufficient equipment be kept in System H for 08M. MEA Datagement
considers the budget allocation for 06M fcor 19895 adequate. The mission
recoumends that annual budget requirements should be prepared with jreat care
and with ample Provisions for contingencies. The aiseion also recosmends
that, projections should be made for 06M budget requirements for the follow=
ing five years, vith adequate provisions tor Periodic major repairs for
larger structures and for replacement of equipment, The long term catimates
should be updated each year,

24, dith regard to the maintenance to be undertaken by the farmers theg-
selves below the turn out printas, Pro ject staff should continue to motivate
the settlers. Structures are often improperly used, resulting ig spillage of
vater. The mission also noted that some farmers have changed the original
field lay-out to suit local conditiona and/or to increans thejr thare of the
vater supply., MPA should monitor this and Bive proper advice to the farmers
vhen needed.

25, Maintenance and Fquipment. The vorkshop at Thaabutt eguma i, awaiting
delivery of some additional machine tools. When these are wupplied (¢ wil]
provide adequate repair fac{lities for all the 04N plant and vehiclos
Tequired, provided that . ufficient number of skilled mechanics «an he




IX. Cogst Recovery.

26, Recovery of operation and maintenance (0&M) charges started with the
completion of the 1983/84 Maha harvest. Charges are collected at the rate of
Rs 100 per acre (502 of estimated 0&M cost), and will be periodically
increased to the estinated full O&M costs of Rs 200 in 1989 (coastant 1983
prices). Ag of November 30, 1984, about 603 of the assessed amcunt £or that
year had been collected in the Mahaweli Project areas as against about 132 in
the non-Mahaveli area. Farmer response to the introduction of O0&M charges
has been positive and collection of the remainng 407 ig continuing. Progress
i1 preparing for land sales has been slover; only few permits have been
issued. However, in the three Regional Project Managers” areas of System H
49, 85, and 602 rspectively of all permits are ready for issue. Survey of
individual allotments is about 20% complete and is expected to be completed
by end 1985 ag planned. The issue of Grants, which follows the issue of
permits, can only be commenced after determination of the purchaie Price of
allotments., The Ministry of Lands and Land Development has prepared a draft
Paper on the subject which is pPresently under consideration by the Ministry,
A decision is expected in the next fey months, after which a start will be

pProject. Support to System H will, however, continue from other sources, for
instance the CIDA-supported telecommunication pPro ject and the Dutch-assisted

concerted efforts should coatinue to improve the agricultural, econommic and
social viability of project H. (OSL may wish to comnsider laviting external
assistance for training; computer work; the introduction, trial and local

manufacturing of small farm equipment, and storage and processing for crops
other thanm rice.

28. To identify the most needed actions the mission suggests that two
Tepresentative areas, each served by one distributory channel (about 750
acres each) should be selected. An intensive Program to assist farmers to
improve incomes from rice and other crops suited to the prevailing soils and
available water supply would be carried out in the two selected areas. Ongo-
ing demonstration and training Programs would be intensified. Particular
emphasis would be Placed on the broader aspects of development to improve the
socio-economic conditions of all rural 8roups, including women.

then be overcome by interventions using existing knowledge. 1In addition, new
dpproaches aimed at increnaing farm production ind incomes and improving the
farmers giving conditions, would be tested. During Phage II, information
thus obtained and the experience gained subsequently would be applied to the
vhole of System H and wvould also benefit the planning and execution of other
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Pro jects. The Proposed program would be closely integrated in MEA“ g ongoing
work programs using as much ag possible its own manpover and resources.

XI. Disburaement and Status of Donor Funding

30. A3 of December 31, 1984, a tocal of about USS$13.4 million donor funds
remained undisbursed. It is expeced that sbout US$5.8 million will be
vithdrawn before the credit closes on June 30, 1985, resulting in savings of
combined domor funds of about US$7.6 aillion, as summarized in the table
given in Annex I. Disbursement of donor funds is still below expectations,
largely because teimbursement of expenditures for civil vorks under small
contracts, claimed against certifijed Statements of expenditures, hgs been

held up pending the completion of satisfactory audits (see Para 32). Presum-

resolved, total pProject costs through the end of the project (June 30, 1985)
are estimated at Rs 1.15 billion, 4s against Rs |,] billion estimated during
the December 1983 review, reflecting the completion of Project works made
Possible by extending the Pro ject through June 1985,

LII. Audit Reports

31. The Audit Report for 1983, completed on January 1985 by Ernst and
Whinney was given to the mission without the MASL’s comments, which will be
Provided later. 4 Cursory review of the report by the mission shows that
many of the irregularities toted in the audits for Previous years have con-
tinued which may be pertly due to the long delays in Preparing and releasing
the previous reports. It is noted that the audit reporc concerns the total
MDB account (a]l Project) rather than just the accounts for the Mahaveli II
Project. The latter vas the primary intent of this audic. Nevertheless, of
over-riding concern jis the statement of opinion by the auditors indicating
their inability to carry out satisfactory auditing procedures and to obtain
all the information and documents required, stating, "In viev of the sig-
nificance of the matters referred to *:*°» Ve are unable to form an opinion
a8 to whether the said Balance Sheet gives a fair and true view of the state
of the Board’s affairs as at 314t December, 1983." Thi, is a2 matter of
coucern to all donors and to MASL. Clearly, the affairs, accounts and
accounting procedures of MDB (oow MECA) must be put im order wvithout further

be provided. The mission Tequests ¢ follow-up report from MASL no later than

end March 198% stating the changes which have been made and training pPrograms
undervay.

j2. 0f equal concern to IDA are the findings of the Quarterly Audit
Reports of the ‘accounts and documents provided by MDB (MECA) iq support of
disbursement applications for Statements of Expenditure (SOE), The auditors
have been unable to find copies of some contracts gnd supporting documents in
their sample surveys of disbursement applications for any quarter, and the
reports for more recent quarters appesr to highlight more discrepancies than
found in audits of Previous quarters. One of the major irregularities fouand



in the audits is that most small 8cale contracts have been made and signed
after completion of the work. The mission was assured that such Practices

documentation, While it appears severa] (posnibly two or three) quarterly
dudits may éventually find that the accounts and documents supporting
quarterly disbursement applications are in order, other applications may have
to be returned to MASL and new applications submitted for which adequate
documentation is available. These matters are expected to be resolved in the

LIII. Pro ject Completion Report

33, The Plannirg and Mounitoring Unit of MASL prepared a draft PCR in June
1984 and the mission wishes to commend the staff of the Unit for the con-
tiderable amount of vork they have undertaken. All ma jor subjects to be
covered in a PCR have been covered and the quality of thae analysis and com-
ments made s generally very good. Because of the short duration of its
visit, the mission spent less time with staff of the Unit than it would have
vished. The mission intends to review the draft report and additional
material made available during this visit in 8reater depth. The mission
intends to communicate further vith the Unit in the months ahead through
correspondence and possibly s follow-up visit in conjunction with other work.
Sub jects the mission intends to focus on in the final PCR, to be Prepared by

(1) future organisation and Minagement of the project;

(ii) financial and institutional aspects of O§M;

been undertaken by ARTI and other research institutions while some further
work is ongoing at this time (para 6), pr. Attanayake has kindly agreed to
collect copies of all relevant studies and to send those to Washington.

XIv. Procurement of 08M Vehicles and Equipment

(i) The high agency commission quoted by Anosha Associates included
customs duties, clearing, handling and transport charges,
Excluding these charges the agency commission represent about 1132
of CIF cost instead of 332. 1DA had already voiced no ob jection

to the purchase of the equipment at the Prices indicated in the
November 26 telex.

(ii) Ceneral Sales Co. Ltd. has agreed to 3 Pro=rata distribution of
the agency Commission, quoted for all equipment offered by this
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sSupplier, as Suggested by IDA. The agency commission amounts to
22 of the quoted FOB price for the Selected items of equipment.
May proceed with the purchase of this equipment,

(iii) Mea clarified that the agency commission for the supply of sery-
ice station equipment, offered by COBAMIL LID., was equivalent to
52 of the quoted FoB Price of USS15,383.86 and that this commijs-
sion vas not included in the quoted CIF price of USS 16,306.9¢.,
MEA may proceed vith the Purchase of this equipment.

(iv) MEA explained that the 10-ton chain blocks are no longer
required.

(v) In accordance with Schedyle 3, Section B.l. of the Development
Credit Agreement, MEA intends to purchase the items listed below
in accordance with GOSL”s procurement procedures which specify

12 Nos. bench vices

5 Nos. theodolites
15 Nos. engineering levels
15 Nos. levelling staff

2 Nos. injector testers

l No. fuel pump test bench

After the avard of contracts and before submission of vithdrawal applica-

tions, MEA should send two conformed copies of esch coantract together with
the analysis of the bids received, to IDA.


http:16,306.96
http:US$15,383.86
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STATUS OF DONOR FUNDS

December 31, 1984, Rs Million
CIDA i1 4 USAID
Cs Uss$
Remaining Balance - Loan
Currency 1.49 702/ .2
= USS ERquiv. 1.19 0.08 .77
= Rupee Equiv. 29.80 20.7 19.25
Identified Use
(a) Pending
Applications - Loan
Currency - - -
- US$ Zquiv. - - -
= Rupee Equiv. - - -
(b) Other ~ Loan
Currency 1.49 3/ - -
- USS Equiv. 1.19 - -
= Rupee Equiv. 29.30 - -
Estimated Savings - Loan
Currency - .70 77 5/
- US$ Equiv, - 0.80 W77
~ Rupee Zquiv. - 20.7 19.25
Exchange Rates - USS | = Ry 26.50
- DFL 1 « rs .00
= CS 1 ="Rg 20.00
=4 1 = Rg 29,57

1/ IDA confirmation has been
2/ Crant amount was for 4.3

43.3IM has been disbursed f
reimbursement. However these figures have not
Azount allocated for communication ¢quipment.

US50.20M approved for payment
avaiting World Baenk approval,
3/ Lapsed.

recelved only upto November 1984
million, Total disbursemen
OFr equipment and the

3/
&

NIO I
DF4& Us$
4.08 9.31 I/
1.31 9.31
32.64  232.75
1.49  1.08
.48 4/ 1.08
11.92 7 27.00
1.85  2.47
59 2,47
14.80 61,75
.76 5076
.24 5,76
5.92 144,00

t8 amounts to 43.6M,
balancc 43N for local cost
been confirmed by the ODA.

» dwaiting NIO confirmation; USS50,28M



ANNEX 3

SRI LANKA

MAHAWELI GANGA DEVELOPMENT PROJECT II

Credit 701-CE

Estimated and Actual Disbursements
(Uss millich)

Actuals/Revised Estimates

IFA Fiscal Year Appraisal Revised as I of
and Semester Estimates Estimates Actuals Appraisal Fstimates
1978

Firsc 1/ - -

Second 1.6 -
1979

First 4,0 -

Second 6.4 0.13 2.0
1980

First 9.5 0.22 2.3

Second 12,6 1.58 12.5
1981

Firste 15.0 2.14 14,3

Second 16.6 4,86 29,3
1982

Firgce 18,2 4,99 7.4

Second 19,0 6.04 ]1.8
1983

Firse (19.0) 7.22 j8.0

Second 2/ (19.0) 8.23 43.3
1984

Firsc (19.0) 9.29 48,9

Second 3/ (19.0) 1.46 49.8
1985

Firse (19,0) 9.69 51.0

Second (19.0) 13.24 69,0

1/ The credit became effective on December 29, 1977,
2/ The original closing date was June 10, 1983,
3/ The ravised cloaing date iy June 3o, 198s
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by 1989, As of January 198RS, abLoug 682 of thc
sssrssed amount for the first year's sscesBment
hit been collected., 1na Is befng fcgulavly
fvrnteled a Statement cf collecttons,

1/164785. 1he 19m3 Fepost completed 1/2/84 haw
teen recelved withour MASL Comments, which wil]
te provided later. Scame of the ecwmt-annual auditn
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which refsbursement 1a clataed againet statementn
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ANNEX 1

The World Bank 1818 M Street, N W (202) 477-1234

INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT Wasnngton. 0C 20433 Cabie Adress INTBAFRAQ

INTERNATIONAL DEVELOPMENT ASSOCIA TION USA Cable Acoress INDEVAS
March 7 1985

Mr. K.H.S. Gunatilaka

Director General

Mahawel i Authority of Sri Lanka
Colambo

Sri Lanka

Dear Mr.Gunatilaka:

We thank you and the staff of MEA and MECA for the courtesies,
Cooperation and assistance extended to the January 1985 mission reviewing
the implementation progress of the Mahaweli Ganqa Develomment I project
(Cr. No. 701—CE). The mission has reported its findings and we endorse the
views and recamendations presented in the Aide Memojre left by the mission.
Based on past experience, we know that the concerned staff will be taking the
necessary follow-up actions to solve the issues raised in the Aide-Memoire
and to further improve the implementation of the project.

The project {3 now nearing campletion and, as stated in the
Alde-Memoire, the H area has already became an important. and productive
agricultural region in Sri Lanka. However, now that the necessary

infrastructure is essentially in place, a great deal of concentrated atten-

Struction® phase into the *operation and maintenance” phase with all the
associated changes. we are pleased to note same of the actions that have
already been initiated Oor are conterplated in anticipation of these changes,
and we particularly voice our Support for the proposed intensive operational
Support program in two tepresentative areas, each served by a distributary
channel. Using a broad socio-econamic approach, this program would sys-
tematically identify production and other constraints, apply existing
knowledge to overcame such constraints, and also test new approaches. The
experience gained would eventually be extended to the whole of the H area
during a follow-up phase. Such a program would be extremely useful and
timely at this stage and we believe that it would be very suitable for
bilateral financial and technical support.

One serious concern which remains {3 the project's continued
inability to provide ma with Satistactory audit reports.  We would be grate-
ful if you oould jlve tnis {ssye your personal attention because, unless
resolved, IDA will not be able to reimburse a sizable amount of expenditures
incurred under wmall-scale works contractag,

AL BT W IT T} EPRP PR Y I1NAN



In conclusion, we are pleased to have been associated with you in
this important project and we wish you success in its management and opera-
tion. Since the credit closes on June 30, 1985 no further review missions
are envisioned. However, the finalizatjion of the Project Campletion Report
will probably require one more visit later this year, which we would make in
conjunction with other operational work.

With wam regards,

Yours sincerely,

Stanley J. Baker
Acting Division Chief
Irrigation I Division
South Asia Projects Department



ANNEX 2

SRI LANKA

MAHAWELI GANGA DEVELOPMENT PROJECT II

CREDIT 701-CE

REVIEW MISSION - AIDE MEMOIRE

(January 1985)

I. Introduction
=htroduction

1, A joint review mission, comprising Messrs. R. Bell, Agricultural
Engineering Advisor, ODA, (0.r.), J. Doorenbos, Advisor to the Dutch Ministry
for Development Cooperation, H. van Voorthuizen, Senior Agricultural
Economist, IDA, and D. Leeuwrik, Senior Agriculturist. IDA (Mission Leader),
visited Sri Lanka during January 7 - 14, 1985, to Teviev progress of the
Mahaweli Ganga Development II Project. Messrs. Gil Haycock, Chief Engineer-
ing Officer (Mahaveli), USAID, 3. Bruinsma, Second Secretary, Netherlands
Embassy, and 3, Baker, Deputy Division Chief (Irrigation [), IDA, par-
ticipated in opening and concluding meetings with Mahawelij staff, chaired

by Mr. K.H.S. Guonatilaka, Director General, MASL. Senior MEA and MECA staff
accompanied the mission during a field revijey. This Aide~Memoire summarizes
the mission’s majin findings and recommendations which are sub ject to confjir-
mation by Management. The mission would like to thank the many people who
helped them in the review. In particular, the mission expresses its
appreciation to Mr. C. Anacasinghe, General Manager, MEA, for his assistance
and for arranging the field visits,

II. General Pro ject Ioplementation Progress

2. Construction of infrastructure and settlement are now almost com-
pleted. Approximately 100 ha of on~farm development is sci]l in progress

and a small number of resettlers and eacroachers are expected to be settl]ed
before June 1985, The Project vas given a second One-year extension ti]l
June 30, 1985 to ecalble completion of the construction of irrigation vorks,
roads and buildings and 4lso on-farm development and settlement. This was
interrupted because of unusualiy heavy rains and floods during early 1984,
Now that the ma jor comstruction phase has been completed, major caphasis is
being given to the establishement of an adequate and efficjient system of
operation and Daintenance (04M) for svstained, high level agricultural
production, to increased participation by the settlers and to community
development. The H area has already become an important and productive
agricultural region in Sri Lanka, although crop vields and production in Maha
1984 vere somewhat reduced from previous high levels because of the prolonged
heavy rains. With further refinesent of the iystem and on-farm water Danage-
ment, ind greater atteation now being given to socio~economic development
along the lines discussed, the Project is expected to fulfill all {cs ma jor
ob jectives to 4 Breater extent. As indicated by the previoun review mission,



However, further Progress in the development of the settler community,
including women groups, should be handled with care and sensitivity to avoid
inequities and to ensure that the projected improvement in incomes and
quality of life is realized by all.

III. Infrastructure and Ou-Farm Development

3. Only a small amount of work, mainly roads and building construction,
remains to be completed and the mission vas assured that this will be suyb-
stantially achieved by June 1985, 1t is possible however, that canal lining
and construction of vells =ay not reach the targets. About 802 of the
Planned number of vells have been completed to date. Headvorks construction
is virtually complete, but the mission unted with Some concern that there are
still large numbers of young trees on the Kalavewa main bund. The mission
again recommends that trees which are not yet deep rooted should be removed
from the bund. The Parshal Flume of Kalavewa RB has been substantially
rebuilt in 1984 gnd haes Qot yet been fully calibrated. The mission observed
serious turbulant floy likely to interfere vith accurate flow measurement,
Modifications to smooth flow are required. The lining of main and bramch
channels planned for 1984 wvag disrupted by excessive rains and, as 3 resulce,
approximately 40% of the work scheduled for 1984 remain to be completed., The
mission believes that additional sections of branch, "D" and field changels
may require lining as vater management is improved. The installation and
gauging of structures jp '"p" and field channels has been substantially com-
pleted. Those inspected were of satisfactory quality, and problems iden-
tified by the mission in 1983 had been substantially rectified, The balance

of on~farm Development work of ]and clearing, bunding and construction of
fam chaaonels in Block 419 is nearing completion.

finished.

V. Settlement

5. Settlement is now scheduled to be completed by March J1, 1985 with
only about 150 settlers to be allotted land, Dainly in Block 419, By that
time that total aumber of settlers in the new H areas iy expected to reach
about 23,600, he mission was iopressed bv the high level of activity in
block 419 where the new settlers had planted paddy wvithin days after the
cleared plots had been handed over to them. The 24 jority of the settlers
vere resettled from neighbouring areas. The misaion understands that the
allocation of homestead plots is running somewhat behind the allocation of
the 2.5 acre crop plots, Efforts should e zade to avoid tuch delays since
It 3ay cause hardship for the new jettlars,



6. There are indications that an undetermined, but possibly subscantial,
proportion of the settlers are experiencing difficulties in achieving the
projected standards of living. This ig evidenced by the relatively large
number of credit defauiters (para. 13) and also by the reported leasing out
of settlement lands. Estimates of the exteat of leasing of land vary widely
but no accurate information is available on this important sub ject. Leasing
out of land, forced upon aome of the settlers because of financial or other
difficulties, should be closely monitored and the causes identified with a
viaw of avoiding social imbalances in the project area and inequitable dig-
tribution of benefits Among the settlers. [rhe Previous supervision mission
had recommended 4 study of the socio-economic situation of the settlers. MFA

in the early years and the relatively late involvement o, VEA may have nega-
tively affected the vell-beiag of part of the settler por.iation. In the
nev B and C systems construction and developement activities are better
synchronised. Project staff are actively exploring ¢ e possibilities to

VI. Water Management

8. With almost 311 major engineering works completed, the project is
entering a transitiow phase with main emphasis shifting from construction to
operation and maintencnca, Water supply to and within the project area must
be closely tuned to agricultural demands. The variable weather pattern and
occasional water supply shortages, particularly during Yala, make it dif-
ficult to operate an efficien: :73Cem in a manner that benefits a1l farmers
equally. The organised structure for O8M is now reasonably well] established
but duties, number and quality of staff, particularly those assigned to the
lover end of the System, and the clear definition of the responsibilities of
Several units involved require attention. The Water Management Secretariat
(WMS) within the Mahaveli Authority has the process of preparing seasona]
operating plans, including moathly deliveries to the Project reservoirs, well
in hand. There Temains much scope for the Necesnary fine tuning of wvater
Supply and vater demand on 4 veekly and preferably daily basis. Present
imbalances betveen vater delivery to, and vater off-take by the sSystem are
nov reduced to some degree by the available storage capacity in the tanks,
Progress has also been msde on improving the vater delivery system from
headworks to the field by MEA“ s Project Water Management Panel, the Flow
Monitoring Unit and the Data Processing Bureay. Present vater delivery
schedules and relcases frng the reservoirs are based tu a corcain degroe on
veekly to ten-day wvater demand estimates collected from the trrigation unics,
the irrigation blocks and the {rrigation sub-ayatoens redpectively, as wvell as
On experience obtained during seasons., With the present upply asystem 4 more
flexible Operation, at least to the distribucion channels, {5 possibdle.

Using the present approach, problems arn likely to oceur cipecially during



b

periods of water 'shortage. There ig also a tendency to centrally plan the
wvater delivery from top to bottom, However, the mission is pleased to note
the extent to which the MFA hag been able to take action to improve wat.r
management and monitoring following the Proposals made by consultant Edwjn
Sullivan in 1984, The mission recommends that continued efforts should pe
made to improve the Prediction of required water delivery. This will require
collecting, analysing and Processing of data on cropping patterns, goil
tLypes, weather conditions, gnd irrigation methods and Practices. It wi]l
also require feedback of information from the field regarding the surpluges
or deficits in the Canal supply during previous days.

rice. Field vater management should be an essential part of the
total package to intensify and diversify ¢rop production which
may enquire support of adaptive research.

(b) Trials and demonstrations in farmer’s fields and training of
farmer groups;

(c) The need for adequate drainage must be periodically reviewed;

(d) Timely delivery of water at the turn out, particularly during

periods of water shortage; special attention should be given to
the tail-end problems;

(e) Transmission of infc rmation frog the field to the Pro ject Manage-
went Unit;

(£) As FiTt of overall Crop improvement Program, testing and further

(g) Stretnliaxng the organisational structure of pPro ject management ;

(h) Communication between the various locations of rthe system and the
day to day information exchange between the project and the Water
Management Secretariat at Colombo including hooking up the
Pro ject computer with facilities dlready present ac WMS,

10, Demand _ Irrigacion Pipe Scheme. This pipe SuUpply system has been
utilized over 13-4 Years but there g Yet no conclusive evidence of its per-
formance when uaed 48 a true demand System. It {s not therefore poansible
to determine ity suitability for aore general use (n H area. The unit could
hovever, provide an excellent resource for trial and demonstration of alter-
native systems of irrigation, drainage and cultivation of other field cropn.




VII. Agriculture

11. Crop Production, Details on Crop areas and production since the lase
Supervision missign visited the area are as follows:

(i) Rice
Area Average Production
Cultivated Yield
(ha) (MT/ha) “000 MT
Maha 1983/84 28,559 b.44 126.8
Yala 1984 16,847 3. 10 52.1
Maha 1984/85 28,575 1/ N.A. N.A.
1/ Up to 31/12/84
(ii) Other Fialg Crops - Yala 1984
Chillies 5,027 1.54 7.7
Soya Beans 58 1.0 0.06
Cow Peas 168 0.9 0.15
Green Gram 83 N.A. N.A.
Bombay Onion 37 N.A. N.A.
Vegetables 206 N.A. N.A.
Others N.A. N.A,
TOTAL 5,643
12, The mission has the following comments :

(i) The above figures vere given by MEA field sruff; in earlier years
Some years some discrepancies wvere noted between datj given by
MEA and the Department of Census and Statistics.

(ii) During Maha virtually the entire irrigable area (i.e. 92%) s

Season.

(iii) During 1984 Yala season abour 75% of the irrigable arma was
planted due to abnormal abundant water supplies. During the
Previous three Yala Jeasons (1981-1983) only 20-30% of the
irrigable area vas planted. Availability of vater ia clearly che
determining factor for the extent of Yaly, cultivation, Pro ject
staff estimate that 60-702 of the area can be cultivaced during
a0 average Yala year, The mission iy of the opinion that the
extent of Yalga cultivation will, to 4 high degree, depand on
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Pro ject staff and farmers’ efforts to improve water management
Practices in the area,

(iv) Rice is still the dominant crop during the Yala Season for want
of profitable other field crops. Chillies is the only field crop

that has replaced Paddy to a significant extent, mainly duye to
the availability of an attractive market.

(v) The use of fertilizer in Maha Paddy is increasing (with the
exception of 1982/83) and the quantities used are now about 602
of recommended quantities. There was a sharp drop in fertiljzer

usage in 1982/83 dye to unfavourable weather conditions. (gsee
(ii) above).

13. Credit. The repayment position for cultivation loans continues to
worsen. 1In the Kalawewa sector (areas Hl, H2, H7 and H9), for example, about
3,900 farmers out of a total of about 10,300 vere on 31/12/84 ina default on
crop loans issued between 1980 and 1983 Yala season. an additional 1,550
farmers had not yet repaid their 1983/84 Maha cultivation loans. As a result
of this situation, no less than 53X of a1l farmers in the area were

Compensation amounts paid by the Agricultural Insurance Board were in wany
Cases insufficient to cover the outstanding loans.

14, The mission understands that the Central Bank js Prepared to support
rescheduling of loans of non-wilful defaulters through the provision of
refinance facilities at concessionary rates beyond the standard 270-day
cultivation loan period. Operating instructions are to be issued shortly by
the Central Bank to the Participating banks. The decision whether or not
defaulters would qualify for re-scheduling of their loans would be made by
the participating banks. The mission beljeves that such a scheme would help
ameliorate the situation, provided that caution is exercised in deciding
whether the defaulter is villing and capable to repay his loan during the
extended period. At the same time, concected juint efforts should be made by
Bank officers and MEA staff to motivate farmers to repay their loans on time.
An experiment of this nature undertaken in System C proved to be successful
and should be replicated in other areas such as System H.

Input Supplies and Marketing of Crop Produce

15. Input Supplies. MEA 8CL3 as agent for suppliers of major farm inputs

varehouse to the stores located in the project area, from vhere the inputs
are sold to the farmers on cash terms or on credit. The system works well
and MEA is performing an indispensable role in the situation vhere few
Private traders have a3 yet established themselvas in the new settlement
ireas. It is estimated that MEA handles at present all seed supplies; about
702 of the fertilizer supplies and about one-half of the agro-_hemicals used
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in the project area. The mission understands that MEA“s future role in the

- 8upply of inputs jg under discussion. 4 valid argument can be made for
enacouragement of the Private sector to take over a greater share of the input
trade. The misgjion invites GOSL/MASL to commraicate its intentions to the
financing agencies,

16. Marketing. Almost all crop produce sold by the farmers is handled by
Private traders, The Paddy Marketing Board purchased only 1,422 MT rice in
1983/84 Maha and 87) MT in 1984 Yala, or less than 27 of the total rice
Production in each season. The relatively small purchase by the PMB have,
hovever, helped waintain floor Prices for rice. Information on official
purchases of other field Crops vas not available to the mission and iy
believed to be iusignificant. ap urgent need exists to identify other
profitable field ¢rops, in addition to green chillies which have been selling
well during recent Yala Seasons. MEA intends to commission a study by the
Business Investment Center to investigate poseibilities for agro-business and
other activities ip the project area. The mission fully supports this and
recommends that the study be extended to consider whether it would be
desirable for MEA Lo establish crop drying facilities, temporary storage for
perishable €rops and market facilitjes in the area.

Agricultural Extension and Training

17. A large and comprehensive training program covering a wide spectrum
of agricultural, vocational and community development sub jects was planned
for 1984. The mission vas informed that it had been posaible to complete
about 607 of the training programs for staff and settlers, vhich i3 3 remark-
able achievement. Ao equally ambitious Program covering a vide range of
topics has been Planned for 1985, The training Program is becoming increas-
ingly well equipped with audio-visual and other teaching aids, but, in the
opinion of the mission could be strengthened considerably, with little addi-
tional outlay, by the appointment of additional staff. The mission urges
that continued and expanded support be given to the training program which
increalingly includes women. It is also fuggested that since the program

18. Agricultural Extciasion activities continue with a vigorous progrram
emphasizing timely cultivation, fertilizer application and weed control in
Paddy. The mission feels that §reater emphasis should be placed on aspects
of water management and field crops other than rice. The high crop yields
achieved in the PTO ject area after a relatively short period of development
reflect, in 4 considerable measure, the «ffectiveness of extension in reach-
ing the farmers. The mission inspected one of a number of verifica-
tion/demonstration Plots in integrated Pest management in rice laid out in
farmers” fields and vas impressed with the dpproach, quclity of work, and the
extent of farmer participation. It js recommended that such activities be
extended to give greater emphasis on crops other than rice., The results of
the proposed integrated crop-livestock management investigations should also



Farm Power and Mechanization

19. Numbers of two-wheeled tractors and draft animals in the project area
have increased and ip many of the well-established areas the available power
for primary cultivation appears to be reasonably well matched to demand under
the existing water Danagement regime. Two-wheeled tractors seen by the
mission vere well maintained and farmers did not complain of difficulty in
8upply of parts and service. The mission vas informed that in 1984/85 issues

substantial increase in the number of draft animals may require improvement
of feed supplies either by better yge of crop residues or by production of
fodder crops. There is particular need for study on feed availability and

20. To date, drafe animal use has been almost entirely restricted to
puddling of paddy fields and to use before carts. MgaA is encouraging the use
of animals for draft and for production, and is conducting studies to improve
efficiency of use of available feedstuff. Commercial pressures alone are
likely to lead to PTOgressive merging of the smaller basin to form fields of
38 size better suited to the use of smgall tractors. Most of such minor
develorment should be possible using farm tractors or buffalos. Slightly
larger plocs will also facilitate the use of equipment for land pPreparation
for crops other than paddy. Weed control is currently an expensive and
laborious task which could be reduced by line transplanting. This, however,
demands much labour during a peak period, and only 1-3% of paddy is line
planted at present. [f manually operated line planting machines can be
introduced, this could facilitate timely transplanting making possible fuyr-
ther economy of water use and improving weed control without increased ugse of
chemicals. Present indications are that 40 average family, growing rice in
both Maha and Yala at the present mean cropping intensity of 1.6, will have
an income of only about Rs 40/day. To Provide an adequate and growing stand-
ard of living for the settlers, measures to increase net farm income by
increasing output and reducing purchased inputs gre required. Investigations
and trials are required to determine the appropriateness of equipment, which
is within financial reach of farmers, for cultivation gnd harvesting of rice
and other field crops, in the social and physical enviromment of the project
area. It is essentisl that such trials be conducted in collaboration with
farmers and that the social and financial implications, and opportunities for
furcher economy in water use be an integral part of the work. Equipment
identified and proven as appropriate for farm use is glso likely to be well
suited to local manufacturer and repsir, using facilities compatible with
those required for production of standard components for construction of
improved housing for farm families. Some technical assistance and provision

of credit to small entrepeneurs may be Necessary at esrly stages of develop-
ment.



21. Equipment Provided for On-Sale to Farmers. All tractors and trailers
. . e D . . .

provided for on-sale to farmers and Ploughs have been distributed. Tined

cultivators are being progressively modified and sold. With the pattern of

22. Integrated Cro =Livestock Producti 8. The Draught Animal Program
carried out under the Sri Lanka/Netherlands Livestock Development Program is
making good Progress in upgrading the local herd to produce and improved dual
purpose animal for both draught and milk production. The program is algo
taking steps to develop warketing and processing facilities, and veterinary
and extension services. Yogurt is being produced at present but the program
is looking toward expanding the Processing facilities to include other milk
products as production in the area increases. 1Ip addition, plans haye been
made to implement g Program of investigation and demonstration to fully
integrate livestock into the present crop-based farming system. The mission
vas pleased to note this development and fully endorses the proposed
activities. It i, urged that the Decessary resources for this important

VIII. Oper-:ion and Mgintenance.

23, The mission has some concerns about the state of maintenance and
repair of irrigation canals and structures, both above and below the turn out
points. In a number of places the missjion observed damaged structures and
excessive veed growth in the canals. Above the turnout point MEA s respon-
sible for maintenance and repair of irrigation infrastructure and MEA also
repairs damaged structures belov the turn out point. The farzers have to
maintain the field channels. MEA gtaff have made a detailed assessment of
the condition of all 3Cructures and canals above the turn-~out-points. Plans
have been drawn up to make the necessary repairs. 4 @a jor part of the equip-
meat for coanstruction has been transferred to other projects. Care should be
taken that sufficjient equipment be kept in System H for 0SM. MEA management
conaiders the budget allocation for 0&M for 1985 adequate. The mission
recommends that annual budget requirements should be prepared vith great care
and vith smple provisions for coantingencies. The mission also recommends
that, projections should be made for 0&M budget requirements for the follow-
ing five jears, with adequate pProvisions for periodic major repairs for
larger structures and for replacement of equipment. The long term estimates
should be updated each year.

24, With regard to the maintenance to be undertaken by the farmers them-
selves below the turm oyt points, project staff should continue to motivate
the settlers. Structures are often improperly used, resulting ig spillage of
vater. The mission also noted that scme farmers have changed the original
field lay-out to suit local conditions and/or to increase their share of the
vater supply, MPFA should @onitor this and give proper advice to the farmers
vhen needed.

25, Msintenance and Pquj ent. The workshop st Thambuttegama ia awaiting
delivery of some additional machine tools. When these are supplied it will
Provide adequate repair facilities for al! the 0&M plaint and vehicles
required, provided that 4 sufficient number of skilled mechanics can be



IX. Cost Recovery.

26, Recovery of operation and maintenance (0&M) charges started with the
completion of the 1983/84 Maha harvest. Charges are collected at the rate of
Rs 100 per acre (502 of estimated 0&M cost), and will be Periodically
increased to the estimated full 0&M costs of Rs 200 in 1989 (constant 1983
Prices). As of November 30, 1984, about 602 of the 8ssessed amount for that
year had been collected :n the Mghaweli Project areas as against about 132 in
the von-Mahaweli drea. Farmer response to the introduction of 0&M charges
has been positive and collection of the Temainng 40% is continuing. Progress
in Preparing for land sales has been slover; only few permits have been
issued. However, in the thres Regional Project Managers’ areas of System H
89, 85, and 602 Tspectively of all permits are ready for issue. Survey of
individual allotments is about 20% complete and is expected to be completed
by end 1985 44 Planned. The issue of Grants, which follows the issue of
permits, can only be commenced after determination of the purchase price of
allotments. The Ministry of Lands and Land Development has prepared a drafe

X, Technical Asdsistance.

27. With the present preject coming to an end in June 1985 litcle room
remains for funding of additional technical assistance under the present

pro ject. Support to System H will, however, continue from other sources, for
instance the CIDA-supported telecommunication Project and the Dutch-assigted
integration of crop and livestock production. The mission recommends that
concerted efforts should continue to improve the agricultural, econommic and
social visbility of project H. @OSL may wish to consider inviting external
assistance for training; computer work; the introduction, trial and local

manufacturing of small farm equipment, and storage and processing for crops
other than rice.

28, To identify the mosat needed actions the mission suggests that two
representative areas, each served by one distributory channel (about 750
acres each) should be selected. An intensjve Program to assist farmers to
improve incomes from rice and other crops suited to the prevailing so0ils and
availdble water supply would be carried out in the two selected areas. Ongo-
ing demonstration and training pPrograms would be intensified. Particular
emphasis would be Placed on the broader 4spects of development to improve the
socio-economic conditions of all rural groups, including women.

29, The proposed Program would be implemented in tvo phases, During
Phase I a survey would be carried out to identify the constraints which could
then be overcome by interventions using existing knowledge. In addition, npew
approaches aimed at increasing farm production and incomes and improving the
farmers giving conditions, would be tested. During Phase [I, information
thus obtained and the experience gained subsequently would be applied to the
vhole of System H and would also benefit the planning and execution of other
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projects. The proposed program would be closely integrated in MEA®s ongoing
vork programs using as much g4 possible its own Ranpover and resources.
Additional funds for the proposed program could be requested from and prob-
ably be made available by bilateral sources.

XI. Disbursement and Stitus of Donor Funding

3o. As of December 31, 1984, a total of aboyt US$13.4 million donor funds
remained undisbursed. It is expeced that about US55.8 million will be
vithdraim before the credit closes on June 30, 1985, resulting in savings of
combined donmor funds of about U03$7.6 million, as summarized in the table
given in Annex I. Disbursement of donor funds is sti]}] belov expectations

held up pending the completion of satisfactory audits (see para 32). Presum-
ing that problems currently encountered in completing these sudits can be
tesolved, total project costs through the end of the project (June 30, 198%5)
dre estimated at ks 1.]5 billion, as against Re |.} billion estimated during
the December 1983 review, reflecting the completion of project works nade
possible by extending the Project through June 1985s.

III. Audit Reports

i1, The Audit Report for 1983, completed on January 1985 by Ernst and
Whinney vas given to the mission without the MA3SL s Comments, wvhich will be
provided later. A cursory review of the report by the mission shows that
many of the irregularities ooted in the audits for Previous years have con-
tinued which may be partly due to the long delays in preparing and releasing
the previous reports. It is noted that the sudit report concerns the total
MDB account (all Project) rather than just the accounts for the Maheveli II
Project. The latter was the primary intent of this audit. Nevertheless, of
over-riding concern ig the statement of opinion by the auditors indicating
their inability to carry out satisfactory auditing procedures and to obtain
all the information and document s required, stat’ig, "In view of the sig-
nificance of the matters referred to **¢*» Ve are unable to fora anp opinion
a8 to vhether the said Balance Sheet gives a fair and true view of the stace
of the Board’s affajirs 48 at Jlst December, 1983, " This is a2 matter of
coocern to all donors and to MASL, Clearly, the affairs, accounts and
accounting procedures of MDB (now MECA) must be Put in order without further
delay. Recommendations made by MASL”, accounting coansultant (NMr, Wick-
remarstne) should be adopted as soon as possible and MECA and NEA accountants
given the Necessary supervision and training to put and keep all accounts ig
order. If nNecessary, additional accounting supervision and assistance should
be provided. The mission requests a followv-up report from MAJL no later than

end March 198% stating the changes which have been made and training pProgramse
underwvay.

32, 0f <qual concern to IDA 4re the findings of the Quarterly Audit
Reports of the accounts and documents provided by MDB (MPCA) {q support of
disbursement applications for Statements of Lzpenditurs (SOE). The auditors
have been unable to find copies of some contracts and supporting documents in
their sample surveys of disbursement applications for a0y quarter, and the
reports for more recent quarters appesr to highlight more discrepsncies than
found in audits of previous quarters. One of tha 34 jor irregulacities found
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in the audits is that most small scale Contracts have been made and signed
after completion.of the vork. The rission was dssured that such Practices
have ceased ang that Proper comtracting procedures are nowv being followed.

At the time of Preparation of this Aide Memoire, MASL was still trying to
resolve points raised in the quarterly audits and to find the missing
documentation, While it appears several (poucibly tvo or three) quarterly
sudits may eventually find that the a4ccounts and documents supporting
quarterly disbursement applications are in order, other applications may have
to be returned to MASL and nev applications submitted for vhich adequate

documentation is available. Thege BALTErs are expected to be resolved in the
aext few weeks.

LIII, Pro ject Completion Report

33. The Planning and Mounitoring Unit of MASL prepared a draft PCR in June
1984 and the mission wishes to commend the staff of the Unit for the con-
siderable amount of work they have undertaken. All D& jor subjects to be
covered in a PCR have been covered and the quality of thae analysis and com-
ments made is generally very good. Because of the short duration of its
visit, the mission spent less time with staff of the Unit than it would have
vished. The missjoq intends to review the draft report and additional
naterial made available during this visijt in greater depth. The mission
intends to communicate further vith the Unjit g the months ahead through
correspondence and possibly a follow-up visit in conjunction with other work.

Sub jects the missjon latends to focus on in the final PCR, to be prepared by
IDA, include:

(i) future orzanisation g4nd @dnagement of the pro ject;
(ii) financial and institutional aspects of 04M;
(iii) socio~economic conditions of the settlers,

The miseing understands that number of studies on the last subject have
been undertaken by ARTI 4nd other research institutions vhile some further
vork i3 ongoing at this tize (para 6), pr, Attanayake has kindly agreed to
collect copies of all relevant studies and to send those to Washington.

X1v. Procurement of 0&M Vehicles and Equiprent

34, Orders have been Placed for all vehicles a0d equipment covered by
IDA”s no objection telex of November 26, 1984, Comments made and questions

raised by IDA op number of items vere discussed betveen the mission and NFA
and resolved as follows:

(1) The high agency comales1on quoted by Anosha Asmociates included
customs duties, clearing, handling and transport charges,
Excluding these charges the ARency commission represent about )2
of CIF coet inatead of 33T, IDA had Already voiced no ob jection

to the purchase of the squipment 4t the Prices indicated in the
November 26 telex.

(i) Cenaral Sales Co. Ltd. haw kreed Lo 3 pro=ragg fintribution of
the agency comisaion, quoted for all equipmant offerad by this



(iii)

(iv)

(v)
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supplier, as Suggested by IDA. The agency commission amounts to
23 of the quoted FOB price for the selected items of equipment.
D4y proceed with the purchase of this equipment,

ice station cyuifuenl, of fered by COBAMIL LTD., was equivalent to
52 of the quoted FOB Price of USS15,383.86 and that this commjs-
sion wvas got included in the quoted CIF price of US$ 16,306.96,
MEA may proceed vith the purchase of this equipment .

MEA explained that the 10-ton chain blocks are no longer
required.

In accordance vith Schedule 3, Section B.], of the Development
Credit Agreement, MEA intends to purchase the items listed below

12 Nos. bench vices

5 Nos, theodolites

15 Nos. engineering levels
15 Nos. levelling staff

2 Nos. injector testers

l No. fuel pump test bench

tions, MEA should sead two conformed copies of each contract together with
the analysis of the bids received, to IDA.


http:16,306.96
http:US$15,383.86

Remaining Balance

Identified Use
(a) Pending

Applications

(b) Other

Estimaced Savings

Exchange Rates
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STATUS OF DONOR FUNDS

December 3], 1984, Rs Million

CIDA 1} 4 USAID NIO IDA
C$ & Uss$ DF& Uss$

=~ Loan

Curreacy 1.49 702/ .17 4.08 9.31 I/
- US$ Equiv. 1.19 0.08 77 1.31 9.31
= Rupee Equiv. 29.80 20.7 19.25 32,64 232.75
~ Loan

Currency - - - 1.49 1.08
- USS Bquiv, - - - 48 4/ 1.08
= Rupee Equiv., - - - 11.92  27.00
- Loan

Currency 1.49 3/ - - 1.85 2.47
- USS Bquiv. 1.19 - - .59 2,47
~ Rupee Equiv. 29,80 - - 14.80 61,75
= Loan

Currency - .70 Jd7 5/ J4 5,76
- Uss Equiv. - 0080 077 02[‘ 5.76
= Rupee Equiv, - 20.7 19,25 5.92 144.00
- DFL 1 = Rs 8,00
= CS 1 = Rs 20.00
-4 | = Re 29,57

L/ IDA confirmation has been
2/ Grant amount was for 4.3
43.3M has been disbursed ¢
However th
3/ Amount allocated for

reimbursement,

4/ U5%0.20M

received only upto November 1984,
@aillion,
Or equipment and the balance 43M for local cost
ese figures have not been confirmed by the ODA.
communication equipment,

approved for payment,

Total disbursements amounts to 43.6M,

avaiting NIO confirmation; USS$0,28M

avaiting World Bank approval,

2/ Lapsed.

2l



ANNEX 3

SRI LANKA

MAHAWELI GANGA DEVELOPMENT PROJECT II

Credit 701-CE

Estimated and Actual Disbursements
(US$ million)

Actuals/Revised Estimates

IFA Fiscal Year Appraisal Revised ag 2 of
and Semester Estimates Estimates Actuals Appraisal Estimates
1978

Firsc 1/ - -

Second 1.6 -
1979

Firsc 4.0 -

Second 6.4 0.13 2.0
1980

Firstc 9.5 0.22 2.3

Second 12,6 1.58 12.5
1981

Firac 15.0 2.14 14.3

Second 16.6 4,86 29.3
1982

First 18.2 4.99 27,4

Second 19.0 6,04 Jl1.8
1983

First (19.0) 7.22 4.0

Second 2/ (19.0) 8.23 43,3
1984

First (19.0) 9.29 48,9

Second 3/ (159.0) 9,46 49,8
1985

Firsc (19.0) 9.69 51.0

Second (19.0) 13,24 69.0

"1/ The credit became effective on December 29, 1977,
2/ The original closing date was June 30, 1983,
3/ The revised closing date ts June 3o, 1985
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FROJECT ALVISOKY COMMITTIEE
10 B MAINTAINED

NOB TO EMILUY THILEMENTATION
ADVISUR AND ON-FARM DEVELOP-
HENY SPECIALIST

BUNKROWFR TO MAINTAIN MANAWEL]
COURDINATION COMMITTRE AND
Wepo1VL TECHNICAL SUB-CMTES

BURKOWLK TU SETTLE EACH SEC
OF FROJ AREA NO EAKLIER THAN
3 mUs BEFORE WATER DELIVERY

BURRUWER TO TAXE HEASURES TO
BECIN COLLECTION OF CHARCES
IN PRICLY FINANCED DEV PRUJS

CuST RECUVERY CHARCES TO MEET
O&LM COSTS PLUS CONSTRUCTION
LUSTS AS MUCH AS FOSSIBLE

ALVUITED ACCTS/AUDIT KEPORYS
GE 10 10A NO LATER TuUAN 6
BIS ARIFR FNU OF EACH FY

PRUCEIURES 10 HONITONR IN-
CILELCE. OF MALAKIA TO B
INrLENENT LD

HALYTERANCE OF IRRIGATION
Larks, LTC., AND ACRICIMTUNRAL
EXTFNSTON SERVICFS

SCHOVES AnD MEDICAL CENTFRS
IN VPOILCT ARFA TU BE S1AFFLD

L/c: coiolo

ANNEX &

FY: n PROJECT DIV, 18610
PROCRAM DIV: 18330

CIRIMENT

Increased to reach the level of full Osn costs
Ly 1989. Ag of January 1985, alout 682 of tlic
Sesrssed smount for che firac year's assessment
hat been collectcd., Ipa g befing regularly
furniehed a statcment of collections,

1/14/85. Tue 1983 report completcd 1/2/84 pan
been recetved without MASL Cuomments, which wil]
te provided later. Some of the scat-annual audics
of expendfturee under saall-gcale contracte for

tevised by the sudttore vn the basfs of more com-
vlote tuloiaat fon,



