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A. Overview of the Assis

The Assistance TFund is a component of the U.S. Agency for
International Development Structuring __Nonformal __ Education
Resources Project which is being implemented by the Lesotho
Distance Teachinyg Centre (LDTC). This project began in late 1379
and is scheduled to end in April 1986.

The Assistance Fund is intended to benefit rural people by
providing them with educational and financial assistance for
various income generating and educational activities. The LOTC
conceptually views the Assistance Fund as a resource bank whereby
requesting and needy groups can apply for and reccive help in
such arcuas as:

l. Training Assistance - practical and immediately usable
needs based training;

2. Materials Development Assistance - adaptable to specific
situations, usable with little or no prior training;

3. Communications Assistance - develoupment and
implementation of mass media campaigns, production and
broadcast of radio programmes;

4. Evaluation Assistance - baseline surveys, formative and

summative evaluations, and sharing of information on
development activities; and,

5. Financial Assistance - loans for income generating
activities and grants for educational activities,

The project is designed to utilize the particular skills that a
nonformal education institution 1like the Lesotho Distance
Teaching Centre can bring to bear on the development process. The
project is based on the recognition that un integrated approach
to development is most effective. This means working in concert
and not in competition with the numcrous organizations providing
assistance at the village level by providing a forum or network
for channelling assistance to communities. To date this has been
done through numcrous training of trsiners workshops run by the
LDTC for national organizations in such areas as community peeds
assessment and goal setting, programme planning, identifying
community resources, group dynamics, leadership skills, simple
fiscal management, and business skills. In addition, this
networking is being supplemented by the recently developed LDTC
Training of Trainers Model (TTM) which strengthens the skills of

district extension workers and other community leaders in
identifying community needs as well as designing and implementing
more effective training programmes. With 1increased income

generation skills and with better dissemination skills in their
particular content areas, eitension workers together with the



educational and financial tnputs provided by the LDTC are able to
bprovide meaningful help to an ever increasing number of villagpe
based development activities,

The first LDTC Assislance Fund loan was awarded in  July 1982,
As 8 result of the national Training of Trainers workshops and

the district training sessions for extension workers and
community leaders, the LDTC is presently working with over 30
different villoage based income generaling  activities. This

represents  approximately M 300,090 in Assistance Fund loans,
(Some of these groups have only received the approval of the LDTC
Screening Conmittoeoe, The  concurrence of the Assistance Fund
Management  Subcommitt e ts needed before Jloan funds can be
disbursed.

B ftationale for Cost Benefit Analysis of the Assistance Fund

As a direct result ot a conference held in April 1985 in
Washington, D.C. for nontormal cducation planners and
practitioners including thosce from the Lesotho Distance Teaching
Centre (LDTCY, 1t was decided to invite Ms. Gwen  Eny, an
cducational economist working with USAID/ Washington, to conduct
a two and a half week workshop in late June and early July 19485
at the LDTC on cost benefit analysis.

1t is f'elt by the LDTC that administrators of revolving loan
funds programmes like the LDTC Assistance Fund need to
continually assess and, in  some cases, make hard decisions
regarding the long term viability of such programmes. This 1is
especially  1mportant given the tremendous number ot assumptions
and scarity of facts that surround the concepts of revolving loan
funds aud income gfeneration., I'n times of greatly restricted
governmental or private funds for new ventures, such programmes
are feasible only if the benefits derived Trom the investment are
greater  than the investment itself. Stated in other words - "Is
the LDTC Assistance Fund a worthwhile investment of funds?”

To  answer this question an analysis of all] costs (costs to the
ussisted groups and to the LDTC) as compared to all henefits of
whatever nature to the groups, to the LDTC, and to society as a
whoie was undertaken.

The steps that the workshop participants used in the cost benefit
analysis were as follows:

l. Define the project and specify the aims of the analysis,

2. Tdentify the main cost components,

3. Value and adjust project costis.
1. Summarize and analyze project costs,
H. Specify intended project outcomes such as educational, skills

application, etc.
6. Value and adjust project benefitsg.
7. Relate project costs to benefits.
8. Interpret the results of the data.



The first step in the cost benefit analysis was to  define the

project and specify the aims of the analysis, In the large

workshop group, a number of questions relaled to the Assistance

Fund were posed which the cost benefit analysis was intended to

answer, They were:

1. How wmany Assistance Fund groups can the LDTC effectively
handle? :

2. Who should munage the banking aspects of the Assislance Fund
- the LDTC or a financial lending institution?

3. At what rate of interest should !'he Assistance Fund money be
lent - 4% per year (which is the current rate), 10% per
vear, or 1I2% poer year?

4. Which income generating activity is most productive for the
{roups large chicken activity, small chicken
activity, knitting activity, or sewing activity?

5. Is the LDTC Assislance Fund cost benofical for the groups, for
the LDTC, and tor society as a whole?

After several days of introduction and practice with the concepts
associated with cost benefit analysis, the workshop participants
were  divided into swaller work groups to undertake tasks related
to cost benefit steps 2, 3, 4, 5, 6, and 7. Different groups
looked at LDTC Assistance Fund development and operating costs,
Assistance Fuad group costs, or Assistance Fund group benefits.
The following pages represent the summary of their work and
findings.



Ir. DATA SOURCES AND CONSTRAINTS

LDTC was the main source of dala for this study. Development
costs related to the Assistance Fund were calculated as a
proportion of total USAID funds contributed under the Structurinyg
Nonformal Education Resources Project. Appropriate proportions
were determined by LDTC management staff, Similarily, operating
costs of the Assistance Fund were caleutated in most cases as  a
proportion of IDT¢’s actual annual operating  expenditures.
Details of  these assumptions are given in the Appendix.
Information on Assistaacoe Fund (AF) group costs  and benefits wWis
drawn from primary data on individual wroups cotleeted by LDre' s
Kescarch & Evaluation and Service Agency sceclions.

As is commonly the case when cconomic  analysis  of nonformal
education proprammes aroe undertaken, a number  of  constraints
regarding avaitable Jdata were encountered. One of the most common
problems cncountered in most cost benef it analysis is the absence
of A representative control group. No control data has been
collected for the Assistance Fund groups. It is, therefore,
impossible  to  demonstrate with certainity that all benefits
attributed to AR barticipants in this analvsis are a direct
result of the Assistunce Fund interventions. To determine this,
tncome  earnings of o proup of non participants with educational
and  socio-economic backgrounds similar to those of the AF group
members  would  also  need to  he monitored, [t was therefore
necessary to  rely on available baseline data to determine
tneremental  benefits from the project., While no formal baseline
data on group income was collected before the project, a  number
of groups were interviewed by LDTC stuff shortly after assistance
commenced, All responses to LDTC guestions about group carnings
betfore the project supgpested that AR Croups were not previously
earning as a pgroup. It was assumed for purposes of this analysis
that AF  wroups’ pre project carnings were zero and  all income
carned after assistance was incremental income.

AF  group costs and benefits woere projected from actual cost  and
benefit data that was collected for 10 out of the 130 current
groups., In this sample of 10, the following numbers and types of
activities were examined: poultry production receiving  small
tvans {(less than M5,000), 4;  poultry production receiving large
loans (greater than M10,000), 3 knitting, 2; sewing, 1. Often,
information regarding the unit price of materials and frequency
of purchase or transportation costs related to the activity were
not available. Figures on total ecarnings from sales and frequency
of sales were also not available, In the casce of one small
poultry, one knitting, and one sewing proup, il was possible to
gather this information through informal inlerviews. For the most
part, it was necessary to make projections about groups’ annual
operating costs and expected benefits., These assunptions were
made on the basis of the best possible information concerning
actual prices of production inpucs and outputs as well as the
work habits of individual groups. LDTC is currently in the



process  of  collecting more complete data on  group costs  and
benefits, so it will be possible to test the validity of the
assumptions made at this early stage later in the project. Thisg
will be particularly critical for the large poultry groups which,
at the time of the study, had not commenced production,

One final data constraint must be noted. To dote, the LDTC has
approved AF Loans to some 30 groups. Of these 30 groups, 24 fall
under one of these four categories of activities: large poultry,
small poultry, knitting, and sewing. The remaining six  are
engaged  in a variety of activities including piggeries, dairy
operations, and tie & dye,. In the effort to create o simplified
model of examining Lhe Assislance Fund, only the nmost typical

acbivities were  examined, For each of these tour typical
activities, an average  of  group costs and benefits wWas
calceculated, Though total group costs and henefits are based on

the actual number of AF proups existing between 1982/83 and the
present, the 6 atypical groups have beon recategorized under one
of the four typical gdroups, The one existing piggery group has
been  evaluated by LDTC and shown to be telatively unproductive.
Mot  considering the problem of this particular group in ‘the
overall analysis of AF costs and benetits may tend to overstoate
the benefits. Yet, #iven the past experience with this piggery,
it is not likely that the LDTC will encourage similar  activities
in the future. Datry way prove productive and mwore groups may
request ltoans to start this type of aclivity in the future. To
date, only one loan for dairy has been approved and the group has
not yet begun production. 1t is too carly to assess if dairy
operations will evolve into a "typical" AF activity. If, in the
future, it does, the current analysis will need to be updated. At
present, however, the four typical activities examined here scem
an accurate representation of the majority of AF groups.



T11. ASSISTANCE FUND COSTS AND BENEFITS

In this workshop, Assistance Fund costs and bLenefits were
examined from the following three perspectives: soclety as a
whole; the Lesotho Distance Teachiny Centre, the implementing
institution; and, the members of Assistance Fund groups. Many
analyses of this type concern themselves with only the
implementing institution’s perspective, Though this perspeclive
of  project costs and boenefits is impertant for a project's
ultimate sucvess, a single perspective can not address all of the
strategic questions planners  and practitioners are  likely to
cncounter. For example, managers of implementing institutions
will need to know 1t their project will look like a sgood use of
resources to goverament officials who may allocate funds to the
brogramme. Government  officials, with the best inlerest of
society as a whole in mind, will want to know which of the many
projects  competing for limited resources will prove the best
investment from the broader perspective of soclely. From thi
perspective, all economic costs and benetits associated with a
praject must be considered, not only thosc conts and benefits
perceived by the implewmenting agency. similarly, p:oject planners
and implementers  wmust consider whether or not the activities
undertaken will make cconomic sense ta tho target groups they are
intended to serve,

un

The LDTC Assistance Fund, like many other nonformal education
programs, provides management and skills training that is aimed
at increasing  incowe for the target groups. In most cases,
increased investment Iin physical inputs must accompany the
training it the full bencfit of new skills is to be realized
Fhrough increcased income. Nonformal education programmes almost
always bear the cost of training, bul rarely provide the needed
phystical inputls tree  of chorge. Increased production costs

resulting  frow improved techniques acquired throuygh training
almost always become the burden of participants who themselves
already face severe financial constraints. Il credit to purchase

inputs is  generally unavailable, the cost of production are
prohibitively high, and the probability of recal benetits tenuous,
4 project that looks good on paper 1s not likely 1o {lourish  in
praclice, For this recason, ample time must be spent identifying
both direct and opportunity costs to AF group mcmbers as well as
the likely benefits.

The following paragraphs summarize the approach used in
cateulating costs and benefits for society, the LDTC, and AF
dgroups. A detailed description of thae assumptions and

calculations made under each perspective is given in the Appendix.



A. Costs and Benefits From A.F. Groups' Perspective

As noted in the previous chapter, the total AP group costs are a
sum of the appropriate number of typical group costs in a given
project year. Tauble 1 of the Appendix lists the sample of |0 AF
groups on which average "typical” group costs and benefits are
based, and Table 2 summarizes assumptions about annual growth in
cumulative numbers and types of AF groups, It is assumed that the
total numher of AF loans will _r1ow to 40 by the end of 1985/86.
Based on current proportions, uf the total of 40 groups, the
following distribution among the 4 Lypical types of groups can be
expected: 10 ltarge poultry, 20 small poultry, 6 knitting, and 4
sewing. LDTC staff collected detailed primary data on actual and
expected costs for the 10 sample groups listed in Table 1 of the
Appendix.  These data helped formulate assumnpt ions about average
annual cost by Lype of group. The main cost categories identified
for all group types wero: cquipment , facilities, materials and
supplies  (including maintenance costs), vopportunity costs of
labour, and intercst payments on loans.

Through specific assumptions are given for each group in the
Appendix, groups’ opportunitly costs of iabour require a few
veneral comments.  Oppe.tunity cost of labour is a measure of the
income that group members are giving up to participate in A.F.
income genrating  activities. Because members of poultry
activities must be involved in teeding, collecting eggs, and
cleaning the chicken houses daily, it is assumed that there is an
opportunity cost for thesce participants. Interviews with poultry
group members revealed that during harvest and hoeing secasons,
they were giving up time spent in the ficlds to work on the
poultry activity aund, as a result, their yields were lower. It
was concluded that, for poultry groups, there were indeed
opportunity costs during harvest and hoeing, or during
approximately 50% of the participants® Uime. Opportunity costs
of labour f(or large poultry groups are considerably higher than
those for swmall poultry groups., tn the small poultry groups,
members  have  organized themselves into tecams so0, though the
chickens  are cared for each day, individual members work on  a

rotating schedule. In large poullry groups, each member is
assumed  to  work on the zctivily approximately four hours each
day. For voth large and small poultry groups participants' time
was  valued at MZ per day, This assumption is based on previous
monthly estimates of personal income of M60 for A.F. group
menbers. Detailed descriptions of assumptions about poultry

groups' opportunity and other costs can be found in Tables 3 and
4 of the Appendix.

No opportunity costs of labour were calculated for the

knitting and sewing groups. Discussions with sample knitting and
sewing groups revealed thal membors were leaving these activities
to work in the fields during the peak agricultural seasons.
Therefore, given the current levels of productien and the nature
of the activity (i.e., unlike poultry, the activity can be left
for many days without ivreversible negative consequences), it is
reasonable at this time to assume these groups have no



opportunity  costs, Details  of assuwptions about knitting and

sewling groups' cosls groe stven in Tables 5 and 6 of (he Appendix,

Though from sociely’s perspective, interest  payments are
considered a transfer payment from one #roup within the ccononmy
to another, they are considered a cost from the A.F. groups’
perspective aud are included as an item in total group costs.

As is the case with cosls, there are some basic differences in
the «calculation of benfits Lo poultry versus knitting and sewing
groups. For all groups, it is assumed that A.PF, group menmbers
will continue  receiving the benefits from TDTC training and
financial assistance for a period of 10 years after initial

contact. Compared  to  the assumptions of lifetime increased
carnings  commonly used in cconomic analvses of formal education
programs, these benetit streams do nol seem unrcasonable. It is

further assumed that (here 1s aoone vear lag bhetween receipt of
the loan  and LUTC traia inyg and the realiczation of i neremental
benefits. This  wecounts  for  the Fime involved in  actually
purchusing produoction materials with loan funds and getting the
activity started.

One main  constraint to  good ecconomic  analysis of nonformal
education programmes is the difficulty encountered in quantifying

the  manv intengible bhenefits of  such programnmes., In this
analysis, the tangible benetit ot Lucreased carnings was
accounted  for from the sale of itenms produced under the
activity, We o were able to project these benefits for all four
dyroup  types. More specifically, in the case of both large and
sanl]l poultry proups, income was ecarned from the sale of cggs and
chickens. In addition to increased carnings, two less  tangible
benefits were quantified: increased household savings from the
use  of management! and bookkeeping skills at hone, and health
benefits from tncreased consumption of cogys among group
participants  and their families. Details of these calculations

accompany Tables 3 and 4 in the Appendix.

In addition to sheome  received frow the sale of lishoeshoe
dresses,  school unttforms  and  school Jerseys,  boenefits from
tnereased houscholbd savings were also calculated for the knitting
and  sewing groups. The health benefits were obviously not
appropriate  for knitling and sewing groups, Assumptions about
thesc benefits are attached to Tables 5 and 6 of the Appendix.

As is often the case with nonformal education programmes, the
benefits  quantified in this study probably underestimate actual
benefits to group members and their communities. Benefits from

improved group decision making procedures, knowledge about credit
and inercased self confidence nre likely to be great, but are not
casily quantified. They are, however, likely to have a positive
impact on group members and communitics and must not be forgotten
in the final evaluation of the programme.

Table 7 in the Appendix summarises total group costs by project
year and by type of activity, and in addition, gives cost/benefit



ratios for ecach of the four activities.

BR. Costs and Benefits from LDTC’s Perspective

As  noted earlier, LOTC's  Assistance Fund related costs are

enlceulated as  a  proportion of LDTC's totul costs. Two main
calegories of costs were examined: development costs and
operating costs., Development  costs  are comprised of all
expenditures attributed to the design and  planning of  the
Assistance Fund. These costs include consultants, expatriate
advisors, staff training, special planning and design

conferences, as well as transport, uwaterials, and supplics and
some proportion of LDTC's total equipment and tfacility costs. It
is assumced that these costs are fixed and will end when the USATD
Structuring Nonformal Education Hesources project ends in  April
1986 . In the years to come, the costs of ‘he A.F. programme witll
be equivalent to aperating costs.

Operating costs are defined as those expenditures  required to
keep the AF running from day to day. For purposes of this study,
these costs  have been broken down into  the following threce

categories: training costs, manafement costs and other
tnstitutional costs, Operaling costs were broken down into  the

categories of training and management in an effort to examine the
burden of the banking aspects of the Assistance Fund on LDTC.
Training costs measure the proportion of LDIC fund resources
allocated to training AF yroups and, recently, extension agents.
Managements costs represent the proportion of resources allocated
to approval and monitoring of loans as well as collection of loan
repayment., A summary of both LDTC's development and operating
costs and assumptions made in their caleculation is given in Table
8 of the Appendix.

I't should be noted here that the matter of raleculating cosls on a
single project are, 1n general, troablesome for nonformal
cducation programs, and in the calculation of Assistance Fund
program costs, LDTC was no exception. As is typical in nonformal
education programs, LDTC resources are divided amonyg many diverse

activities. Before this analysis, there were no  accounts
indicating the level  of funds allocated specificatly to the
Assistance Fund. The reader should therefore, be cautioned that

LDTC  development and operating costs reflect the best judgement
of LUTC management about the proportion of resources used by the
Assistance Fund.

Table 9 in Lhe Avpendix summarizes AF costs uand benefits from
LDTC's perspective. Total LDTC cousts include the following:
development costs and operating costs and a percentage default on
loans and repayment of interest. [In the final comparison of LDTC
costs  and benefits, two different assumptlions about the default
rate on loans and three different assumptions about the interest

rate on AF loans were consider.d. For defaults on 1loans, an
optimal scenario which assumes a 0% default is considered along
with the more realistic assumption of 20%. As LDTC is concerned



about the appropriate interest rate to charge AF  proups, costs
and benefits to LDTC when the current s imple rate of interest i
raised from the current level of 4% p.a. to 10% p.a. and 12%p.a.
were examined. Hevenue from interest by project year for  these
allernative rates is also summarized in Table Y.

Benefits from LDTC's perspective are total group benefits less
the production costs borne by groups. Because production costs
contribute significantly to the level of benefits achicved, it is
inappropriate  to assume thut total group benefits are the resuit

of LDTC training and financial assistance alone. [t is more
realisiic to equate LDTC benefits to total group Dbenelits less
group production costs, Informat ion aon beneftits of the

Assistance Fund is detarled in Table 9 of the Appendix.

C. Costs and Benefits From Society's Perspective

The comparison  of  Assistance bund  costs and Dbeneflits from
soclety’s  perspective attempts to answer {he broader question of
whether or not the project contributes to  increased economic

welfare in Lesotho, This broader perspective requires examining
atl of the costs and benefits prescentoed thus far. Society’s
costs, theretfore, include LDTC's development and operating costs
and  the  roups' total production costs, including opportunity
costs ot labor. Certain items that were considered costs fron
etther the perspective of LDTC or Assistance Fund gioups are not
considercd  costs from socicty's perspective. The default on

loans, while  considered a  cost fo LDTC would from a broader
tcanomic  perspective he constdered a transfer payment from LDTC

to  the Assistance Fund groups. Similarly, interest  payments,
viewed as o cost by Assistance fund groups, would be considered a
transfer  payment tfrom the groups to LDTA. In both cases,

resources  are not being used up or productively engaged from the
cconomy’s  vicwpoint but are merely changing hands within the
economy.

Benefits trom socicty's perspective are exactly the same as  fFrom
the group’s perspective, Table 10 of the Appendix  summarizes
costs and benefits from the social perspective,

Two cost henefat ratios are calculated for the social
perspective: one includes LDTC's  development  costls with
operating coats and  group costs and the othor excludes
development costs., Table 10 shows the cost/benefit ratio when

development  costs  are inecluded to be only slightly less  than
1. 00. When development costs are excluded the coslt/benefil ratio
increases to a  respectable rate of 1.14. This is an interesting
cemparison  becausce it illustrates the fact that the design  and
planning  of NFE provrams are a relatively costly undertakings.
it this phase of the project is done well, however, and t.he
project is replicated olsewhere or it continues to operate after
the development phase and donor nssistance ceases, the program
becomes quite viable from an economic perspective.

10



[V. CONCLUSIONS

In this section the analysis of Assistance TFund costs  and
benefits is related to the questions raised in Section 1. What
follows is a bricf discussion of each of theso questions and the
conclusions that an be drawn from the examination of project
costs and benefits.

A. How many Assistance Fund Groups can the LDTC ctfectively
handle?

Available data on LDTC operating costs were not adequate to
answer this question. In this analysis, we did originally
attempt to look  at program costs  and  benefits under Lwo
alternative assumptions about growth in number of Assistance Fund
loans. Upon closer examination, it boecame clear that assumptions
about the definition of the project would have to be quite
different to satisfactorily answer this question. We assumed the
project life was from 1979/80 to 1985, 86, the period of time
corresponding to USALD funding for the Structuy ring NFE  Resources
project. The most dramatic growth in the number of AF groups has
beon in  this current and final project year, with the number
Rrowing from 17 groups in 1984/85 to 30 groups thus far in
LU8s,/ 86,

The pgeneral feeling in LDTC is that 40 Yroups is the upper limit
of what LDTC can effectively handle, and this was the number used
in calculating costs and benefits for 1985 /86. It proved
impossible  to attach a numecical value to the burden on LDTC of
expanding  to 50 or 60 groups in 1985/86 and subsequent  years.
The impact on total LDTC costs of any level of increase in  LDTC
operaling costs in the final project vear (1Y85/86) would be

minimai. The real burden would only become apparent over time as
SBTC attempted to effectively Lrain 50 or morce grouns and monitor
50  or more loans on a regular basis. While it would seem that

the qualtity of LDTC's training and management would suffer if the
total number of groups assisted at any one time ioncreased beyona
10,  we caunot support this obscrvation with the data analyzed in
this study,

B.  Who shoutd munage the banking aspects of the Assistance
Fund - the LDTC or a financial lending institution?

Table 8 in the Appendix, which summarizes LDTC®s development and
operating  costs, shows that LDTC's costs of managing the
Assistance fund have, to date, not been prohibitive, and in fact
have decreased steadily fronm 1982/83 to present., [n 1982/83 loan
management costs  were  22.6% of total operating costs and by
19835/86 had decreased Lo 15, 4%, Though some increased
efficivncies in loan management have been achicved (e.g. in the
loan approval process), the decrease in the voproportion of
resources allocated to this task can also be viewed as the result
of LDTC’'s Service Agency staff needing to concentrate on training
when  confronted with the rapid growth in new AF groups. This

11
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Table 13

Tmpact of Tnereased Interest on Assistance ¥Fund Loans
Cosl/Benefit Ralios* for LDTC and Groups.

Assistance Fund Loan Interest Rate*kx

‘r=4%) (vr=10%) (r=12%)

LDTC C/B Ratios
With Development Costs

- 0% default 1.03 1.10 .13

- 20% default xx 0.95 1.02 1.04
Operating Cosls Only

- 0% default 10.03 26.72 60.03

- 20% defaul txx 5.65 8.72 10.65

II. Groups’' C/B Ratios 1.16 1.15 1.14

X In all cases, a discount rate of 2% has been used to
calculate present value of costs and benefits.

¥*¥  No information is currently available regarding the actual
rate of default on Assistance Fund Loans., In similar
revolving loan fund programs, 20% is considered a fairly
low default vate. Though payments have somelimes been
late under the Assistance Fund, all except one group are
repaying the loan principal on a regular basis. The
scenarios assuming a 0% default rate simply illustrate
optimal scenarios.

X ¥ X Interest on AF loans is a simple interest rate, which, it
is assumed, is paid over three vears, Therefore, the
interest rates of 4%, 10%, and 12% usod here somewhat
understate the real burden of interest, because interest
repayments for all three years are based on the original
toan amount, not on the decreasing balance due.

(D)  Which Income Genecrating Activity is Most Productive for
Lhe AF Groups?

Table 14 below summarizes the cost/benefit ratios obtained in
this analysis for the four main types of group activity,

13



Table 14

Cost/Benefit Hoatios for AF Group Activities

Present Value Present Value
Type of Group HBencefits Costs C/B Ratio
Large Poultry 4,524,030 4,233,270 1.07
Small Poultry 941,018 523,050 1.80
Knitting B4,798 50,678 1.67
Sewing 182,326 142,072 1.28

The discount rate for these caleulations is assumed to be 1Y%
and the inlerest on AF loans is 1% per annum.

From this auwalysis, it would appear that the small poultry

aclivity, with a  cost/benefit ratio of 1.80 is the most
productive  of the four types of activities, The relatively low
cost /benetfnt ratio  for large poultry groups raises questions

about why the economic benefits are so much lower than for thoe
small poultry activities.

There  scem to be a number of contributing factors. First, as
discussed earlier, the opportunity costs of labour were much
higher for the large poulltry groups because each member  was
required  to  work daily on the osctivity, while this was not the
case  for small poultry groups. It would appear there are some
real cost savings from organizing group members into teams.

Second, large  poullry groups are expected to build new chicken
lhouses while small poultry groups often use existing facilities.
Though large poullry groups will make use of low cost local
labour and materials in constructing new chicken houses, they
will need to purchase roofing which is an added cost.

Thicd, while small] poultry groups make chicken feeders and
drinkers for the chickens from available materials at virtually
no  cost, Large poultry groups are expected to purchase these
items. This, too, will increcase the large poultry groups’' costs.

It should be noted that at the time of this report, no large
poultry groups had actuanlly started their activities. 1t is
possible that with actual instead of projected data on Lroup
cosls, the large poultry groups will prove Lo be more productive
than they are assumed to be here. It is quite possible that
individual ownership and care of chickens will increase members?
sense  of  responsibility which could have a positive impouct on
management practices and ultimately on income earned. Given the
size and relatively large number of loans to large poultry
groups, LDTC should monitor the productivity of these activities
as they get underway. An update analysis of large poultry costs
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and benetits could reveal ways to reduce groups’ operating costs
over time,

The sewing and knitting activities ook cconomically beneficial
but less so than the smail poultry activity, [t is possible that
for the poultry activity it is clearer what group members' labour
and resources must be put into Lhe activity in order to achieve a
certain level of bewnefits, With the knitting and sewing
activities this link is less obvious.

It is intercsting to note that the knitting groups appeared more
productive than the sewing groups. Sewing groups’ costs  of
materials  and maintenance are considerably higler than they are
for knitting groups, One factor contributing te relatively high
material costs  for sewing is the cost of ¢loth used in school
uniferms which is imported. At the beginning of the programme,
the quality of sew ing groups’ products saftered from inadequate
technical training. This may have had a neygative impact on curly
henefit streams. LDTC’s shift from the Intensive Training Model
LITM) to a Training of Trainers' Model CTTMY, which will alttempt
to utilize more ceffectively the technical expertise of extension
workers, is aimed at addressing this problen.

It should be noted that cost/benetit ratios for sewing and
knitting groups may overstate the aclual profitability ot these
yroups, It is assumed that with LDTC assiatance, these groups
will greatly increase their levels of production and sales after
vear four of operation.  Such increased levels of production will
require that members devole increased amounts of time to the
activity, which may imply the need to consider opportunity costs
of labour for these groups. At the time of this analysis, it was
impossible to assess the level of these costs,

In  geueral, all  four of the Assistance Fund _activities look
productive from an economic point of view. Of the four types of
activities examined, the smoll poultry activity looks the most
productive, The reader should be cautioned that, at this point
in time, 1t was necessarv to make a number of projections about
group costs and benetits in the absence of anctual data. As this
data becomes available, LODTC should update this analysis to test
the tindings of this study.

E. s the LDTC Assistance Fund GCost Beneficial?

Table 15 below  summarizes the costs  and benefits of the
Assistance Fund as perceived by socicty as a whole, LDTC and the
Assistance Fund groups themselves, The cost/benefit ratios are

considered under two alternative assumptions about the rate of
interest charged on Assistance Fund toans. Under Scenario I, the
interest rate is assumed Lo be 1%, the current rate charged by
LDTC. Under Scenario 11 the interost rate is assumed to be 10%,
an alternative rate LDTC might consider charging in the future.

On the whole the Assistance Fund looks as though it is indeed
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contributing positively to economic development in Lesotho. In
all but twoe cases, the cast/bonefit rat los were greater than one,
highlipghting the Assistance Fund programme’s  overal] ceronomt e
viability,

The  cost/benefit ratios from lLhe perspective of sociclty and LDTC
are  slightly lower than oue when development costs are  included
and  an interest rate of 1% is arsumed. As  discussed carlicer,
this would suggest that LDTC should seriously consider raising
the rate of interest on AF loans.

Under nll scenarios that inelude only operating costs, the

cost/beneflit ratios are positive. Given the positive
cost/benef it ratios under these assumptions, it would appear that
programs Like  the  Assistance  Fund  which  combine non formal

cducation traintng and credit <ould be replicated elsewhere with
similarly positive results.

Recognizing  the positive findings of  this study, it seems
reasonable to recommend that donors as well as docal implementing
tustitutions consider  supporting activilies similar to the
Assistance Fund eclsewhere in Africa,
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Table 15

EURMARY OF LOTC AESISTANCE FUND
CGSTS AND EENEFITS

SCENARID It

Cib RATIO

F.¥,

P,
{0513 BENEFITS
3,086,856 0,598
3,550,647 i
564,009 1.0 581,552
ERTS 0,55 561,55
©2,397 .63 581,552
17,894 .65 981,552
1,949,069 16 &7,

SCENARIG s

NG
NG

tusTs

CHANGE
CHANGE

27,978

512,872

21,765

56,661

8,959,573

SCENARID It Assuzas tnat interest on AF Loais 1s 4% ang the
discount rate 13 124,

SCENARIC I1t Assumes that interest on &F Lgans 15
10X and the discount rate is 123
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APPENDIX



TABLE 1. LIST OF SAMPLE ASSLISTANCE FUND shoups

LARGE POULTHY:
Kopananyg Thamae
Phallang Mazenod
Mejametalann

SMALL POULTHY:
Ipopeng Leribe
Thusanang Matsekha
Makoanyane
Ramokhele

RNITTING:
Lekhalong La Baroa
Matelile

SEWING:

Mathebe

NO.

IN Ghroyp

17
20
i6
28

30

LOAN AMOUNT

M43,000
M39,068
MAaZ, 570

760
800
2,672
2,100

TZXX

M 1,860
M 2,500

M 3,000






LosTs

Faciiities
Equipaent
Matertals Suppites
Transpart

Ladour

Suttotal
Intersst Repayeent

Teb o)
HAEN

RENEFITS
Saig 57 fgos.orichens

increases Saving:
ieaith nznefits

Tctal

TRBLE 3
LARGE POLLTRY

YEAR | YEAR 2 YEAR I YEAR 4d

1974
Sl
BT 87295 @785 )
adu 840 sS40 040
4745 1745 4045 1745
FT04e Sledu EPELYC 3540
152 197 1956
53580 £2640

oOMTR TS0 NS0
¢ 624 o4 bed
¢ e 18 tie






Ir.

BENE

Sale
A
B.
C.

Incr

A,

Decr

FITS

of Hgys

10% of the chickens will die during each project vear.,
Of the remaining chickens, B0% will lay one egg daily.
Two-thirds of the egys will be sold at Jocal ey circles
at M0.12 per egg.

eased Houschold Savings

Based on past LDTC evaluations, it was found that 30% of
group members used the bookkeeping/management skills

used in the AF activity at home.

Average houschold income is M120 per month.

It is assumed thut improved bookkeeping, munagement and
planning practices will allow households to save 5% of
monthly houschold income or MG per month,

Only 30% of the members will achiove this benefit or each
group member will save M2 per month,

case in Visits to Doctor

Increased consumption of eg¥s by group members and their
fumilices will improve nutrvition and ultimalely contribute
to a decrease 1n visits to the doctor.

The average cost of a visit to the doctor is M7.

The average tamity currently mokes six visits Lo the
doctor in one vyear.

Improved nutrition trom increased egg consumption reduces
the number of trips to the doctor by two each yecar

(i.e., M7 x 2 = Ml4d per year).

Only 50% of the mewmbers would realize this benefit.
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cesT1s

Facilities
tquipeent
NaterialesSupplies
Transport

Labour

Sudtatal
Interest Repay.

Total

BENEFITS
Sale of Eggs-Chickens
Intreased Savings

Health Beneéits

Total

TABLE 4
SHALL FOULTRY

YEAR 1 YEAR 2 YEAR 3
183
ts
4588 1580 1588
N 204 204

v 10003 10003
g 525 38
0 155 159

a4

YEAR 4+

1003

€
<4



Tauble 4
Annual Costs and Benefits
for a Small Poultry Group

Assumptions. All annusl costs and benefits reflected in Table 4

are

the average of costs and benefits caleculated for the four

sample small poultry groups (sce Table {).

I.

COSTS

Opportunity Costs of Labour

A.  Assumptions about cach member’'s average monthly and dailvy
tncome are the same as for large poultry.

B. Two  group members work together as a ' eam for the
equivalent ol seven days at o time: each works eight hours
a4 day or a total of seven days each during the period.

. How manv times o team works in n given year depends on
the total number of members in the Mroup., For example,
tf there are 16 mewbers in a yroup, there are 8 teams.
Each team will work for one week 6.5 times per year (1i.e.
SN2 weeks/8 teams - 6.5 teams) or a Lotal of 45.5 days
per member.

D. As in the case of large poultry groups, there is only an
opportunity cost during harvest and hoeing or 50% of
the time.

Facilities

A. More are built by the members thewselves or an exigting
structur. is used.

B. 50% of small poultry producers will use existing facilities
and 50% will build new facilities.

C. When existing facilities used, no costs involvedl.

L. For new facilities, local labour and materials are used.

K. No opportunity cost for local materials.

F. Opportunity cost of lceal labour is included in the

opportunity cost for care of chickens.

. For new buildings, roofing materianls must be purchased.

H. For new buildings, roofing materinls must be purchased
AM4.75 per sheet: 15.4 sheets needed per 100 chickens
‘based on estimate tor Phallang Ha Nko).

Equipment
A. Feeders: 25 chickens per feeder, members construct from
discarded tires, labour is minimal, no opportunity costs.
B. Drinkets: 50 chickens per drinket, plastic dishes
purchased 8Mi.54, dishes must be replaced every other year.
C. Materials/Supplies:
1) Chickens replaced annually. Per chicken prices:
1983 - M3.80
1984 MA. 50
1985 - M5.25
2) Feed: nine 50 kg. bags will feced 100 for one month.
1983 - M15.00
1984 - M19.00
1985 - M24.00
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COSTS
ratilities
Equiprent
Haterials;Supplies
Trancport
Labour

Subtotal

Interast Repayaent

Total

BENEF 1S

Sale ot ltess
lncreased Savings

Tatal

TABLE 3§
KNITTING

TEAR 2 YEAR 3 YEAR 4+

608 blh 1760
34 54 54
U 0 0
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Table 5
Annual Costs and Benefits
for Knitting Groups

Assumptions. All annual costs and benefits reflected in Table 5
are the average of costs and benefits calculated for the two
sanple knittind groups (See Table {).

L. COSTS

Opportunity Costs of Labour

A. No opportunity costs are assumed for knitting groups because
group members  have indicated that they give wup the
knitting activity to meet other agricultural responsibilities
during harvest and hoeing.

Facilities
AL It is assumed that since all groups will use existing
facilities there will be no economic costs.

Equipment

A, Groups purchasce an average of two knitting machines at a
cost of approximately MLO0OO each.

B. Machines will last for the life of the project with proper
maintenance,

Materials

Wool 1s purchased at approximately M5.25 per cone.

The following assumptions have been made (based on actual
group experience’ shout amounts of wool needed to produce
one of the following types of Jjerseys:

= >

1) Jerseys = 1.5 per cone
2) short-sleeved skippers = 2 per cone
3 long sleeved skippers = 1.5 per cone

C. The following assumptions are made regarding number of
Jerseys produced per year:
Years |-3: J jerseys per month or 1083 per year,
Years 4-10: I8 jerseys per month or 108 per year,
9 shortslecved skippers per month or
lO8 per year.
9 long-sleeved skippers per month or
108 per year.
D. O0il for the machine is purchased at the following price
and rate:
Years 1-3: Purchased 8 times per year @M3.50.
Years 4-10: Purchased 12 times per ycar @M3.50
E. The following assumptions were made for servicing of
the machines:
Years 1-3: Twice a year per machine at a cost of
M50.00 per time.
Years 4-10:. Three times u year per machine al a
cost of M50.00 per time.

¥



Transport

A, No transport costs arve incurred in selling the items,

B. Purchase of wool and other materials is done by taxi
once n month at an average cost of M4QQ per return trip,

BENEFITS

Sale of Jerseys

Barnings from s=ale of jerseys are based on the numbers
produced annually which have been described under the
cost assumptions, The following prices were used in
calculating income carned: Jerseys = M9.00:; short slecved-
sitippers = M7.00; long sleeved skippers = M9.00.

Increased Household Savings
These benefits are based on exactly the same assumptions as
the household savings calculated for the poultry groups.



TABLE &
SEUING

YEAR | YEAR 2 VYEAR I YEAR &4

C0sTS

Fatilities 0

Equipeent 1463

Meterials:Zuaplies 3196 1196 4168 8036

Transpart 48 L1 A8 i8

Latour ¢ 0 K o
Seatotal =i 1244 1244 3048

fnteract Ggpayeent H 1o W v

Tatsl SBZ7 1354 4754 3248

BENEF!TS

increased Savings 0 1142 1142 {4860

Ssle of lteas 0 720 120 K

Tatal 0 1862 1862 15600
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Table 6
Annual Costs and Benefits
for Sewing Groups

Assumptions. All annual cousts and benefits reflected in Table o
are  based on cestimated costs and benefits Lo the sample sewing

groups (See Table {).

I.

COSTS

Opportunity Cosls of Labour

We

make  the same assumptions about opportunity costs for

sewing groups as were made for knitting groups.

Facilities
Assumptions are the same as for knitting groups.

Equipment

A,

Two type of sewing machines arc purchased: zigzayg machines
at MA00 cach and regular at M300 cach. In this sample
¥roup two of each are purchased.

With proper wmaintenance, machines will last for the life
of the project.

Materials

A,

B.

C.

D.

Cloth used in making school uniforms is purchased at

approximately M9.50 per mctre.

Lishoeshoe cloth is purchased at approximately M3.75

per metre.

The following assumptions have been made on amounts of

material required to produce school uniforms and

lishoeshoe dresses: school uniforms = ] metre;
lishoeshoe dresses = 3 metres.

Total cosls of cloth are based on the following assump-

tions about annual production:

Years 1-3: Schocl uniforms 8 per month or 96
per year; lishoeshoe dresses = 26 per year.
Yeurs 4-10: School uniforms - 16 per month or 192/year;
lishoeshoe dresses = 52 per year.

Total cost of huttons and thread are as follows:

Years 1 -3: buttons = M12, thread = MB80.

Years 4-10: buttons = M24, thread = M120.
Assumptions about oil for machines are the same as for
the knitting group.

The following assumptions are made regarding Lhe scrvice
of machines;
Years 1-3: Twice a year for cach machine at M25
per time;
Years 4-10: Three times a year for each machine at
MZ25 each time.

Transport
Transport assumplions are exactly the same as for Lihe
knitting groups.
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