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THIRD FELCRA LAND DEVELOPMENT PROJECT

(LOAN 3484-MA)

PREFACE

This is the Implementation Completion Report (ICR) for the Third FELCRA Land
Development Project in Malaysia, for which Loan 3484-MA in the amount of US$94.0 million
was approved on June 9, 1992, signed oni July 13, 1992, and made effective on September 1,
1992.

The loan was closed on June 30, 1997, one year after the original closing date. There was
a cancellation of US$5.54 million on November 26, 1992, because of Government's decision to
proceed with the procurement of unmixed fertilizers under Central Government Contract
guidelines and not eligible for reimbursement under the Loan. The remaining loan amount of
US$88.46 million was fully disbursed with the last disbursement being made on July 22, 1997.

The ICR was prepared by Messrs. Philippe Boyer (Task Manager) and William Cuddihy
(Agricultural Economist), with the assistance of Mr. David Sislen (Consultant) and Mmes.
Nancy Barrett (Program Assistant) and Amanda Days (Task Assistant), Rural Development and
Natural Resources Sector Unit of the East Asia and Pacific Region (EASRD), and was reviewed
by Mr. Geoffrey Fox, Sector Manager, EASRD, and Mr. Guy Darlan, Acting Country Director
for Malaysia. The Borrower provided comments that are included as Appendix 2 to the ICR.

Preparation of this ICR is based on the findings of the Bank's implementation completion
mission in October 1997 and on material in the project file. The Borrower contributed to
preparation of the ICR by offering views r eflected in the mission's Aide-Memoire (Appendix 1),
commenting on the draft ICR, and preparing its own evaluation of project execution
(Appendix 2).
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EVALUATION SUMMARY

i. Introduction. By the early 1990s, Malaysia's economic growth was rapid and
widespread. However, significant pockets of poverty remained, particularly in rural areas.
Government rural development policy concentrated on eliminating rural poverty through
expansion of smallholder settlement schemes and through rehabilitation of existing
smallholdings. Because of low farm incomes, many rubber smallholders had reverted to part-
time care of their holdings to enable them to work in higher paying jobs elsewhere, others had
neglected their rubber entirely with occasional tapping when rubber prices rose cyclically, while
still others had left their trees in the care of older family members who often were unable to carry
out the more arduous work. Following on from the series of successful FELDA land
development projects supported by the Bank, Government extended the approach of using a
well-funded parastatal agency, FELCRA, to develop and manage land for smallholder treecrop
production as a cooperative estate to rehabilitate existing farrrmland.

ii. Project Objectives. The project followed on three successful previous Bank-assisted
projects aimed at supporting and expanding FELCRA's rural development activities. It was
designed as a four-year time slice to support FELCRA's continuing development program and
was aimed at: (a) increasing rural incomes and improving the quality of rural life; (b) expanding
national tree crop revenues; (c) strengthening FELCRA's institutional capacity to develop the
rural sector; and (d) assisting with its efforts to disengage from the management of mature
operations and palm oil mills. The project included two main components: agricultural
development and strengthening of FELCRA's institutional capacity.

iii. Evaluation of Objectives. Project objectives were clear, realistic, and timely, building
on the achievement of the three previous projects supporting :FELCRA, and were consistent with
the Bank's assistance strategy for Malaysia, which, in the early 1990s, emphasized reduction in
rural poverty. Conceptually, the project was neither comaplex nor risky, and, considering
FELCRA's satisfactory past implementation performance, did not place heavy demands on the
Borrower's implementation capacity. Ex-post, the major project risk was the continuing decline
of interest in rubber. This was known at appraisal and flexibility was given for crop choice.
Another major project risk, i.e. the difficulty of finding available land suitable for crop expansion
and rehabilitation in Peninsular Malaysia, was not identified at appraisal.

iv. Achievement of Objectives. Project implementation was generally satisfactory but took
about five and half years, one and half years longer than estimated at appraisal, mainly due to the
slow progress of the crop expansion and rehabilitation program, caused by the increasing demand
for land for non agricultural purposes in Peninsular Malaysia. By closing date, despite
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decreasing land availability, FELCRA had achieved about 106% of the appraisal targets for oil
palm development and 131% for the maintenance of immature crops, while it had successfully
introduced labor-saving rubber tapping techniques in about 90% of mature rubber areas and
completed most agricultural infrastructure development. However, only 26% of the appraisal
targets for incremental rubber planting were achieved, as farmers showed more interest in oil
palm than in rubber, reflecting oil palm's higher return and lower labor requirements. The
savings were used to finance maintenance of existing rubber and oil palm. Very little interest
was shown by farmers in diversified crops, such as fruits, because of higher market risks.
Institution building objectives were partially achieved. FELCRA's capabilities were
strengthened with the creation of new Plantation and Finance Divisions and a structure to
coordinate human resource development, the implementation of an extensive training program
for staff and settlers, and the privatization of management of the palm oil mills. However, the
divestment program to turn responsibility for scheme management back to farmers after loan
repayment was completed by the scheimes' participants stopped at an early stage, pending
completion of Government's review of the role of state land development agencies. By loan
closing, Government was in the final stage of restructuring FELCRA as a self-financing state-
owned corporation providing management services directly to settlers and settler groups.

v. Project Costs and Financing. Total project costs at RM1,005.8 million (US$386.8
million) at closing date (June 30, 1997) were very close to appraisal estimates of RM976 million
(US$361.6 million). The share of agricultural development costs (RM466 million) in total
project costs (46%) was close to that estimated at appraisal (44%), as the reduction in new rubber
establishment was compensated by the increase in crop maintenance during the extended project
period. Other project costs were also generally consistent with appraisal estimates, with the
exception of expenditures for vehicles and equipment below appraisal estimates.

vi. Results and Impact. The project has had a marked impact on production, planted area,
productivity, incomes, employment and concerned institutions, both in the beneficiary
communities and for the Government. About 14,500 families are expected to benefit directly
from the establishment of new schemes at full development. The annual output of areas
developed under the project is expected to rise around 2010, at full production, to about 105,000
tons of palm oil, 23,000 tons of palm kernel and 8,500 tons of dry rubber, which would be worth
a total of about RM275 million annually at March 1998 prices (about US$78 million at March
1998 exchange rate). On newly planted areas, the net incremental income per beneficiary
working on the scheme with an average 2.5 ha is estimated at full production to reach about
RM700/month for rubber and RM1,400/month for oil palm. This compares favorably with the
official poverty threshold of RM425 per month per family. For absentee beneficiaries,
comprising about 70% of beneficiaries, the net incremental income for an average 2.5 ha holding
is estimated to reach about RM350/nionth for rubber and RM1,300/month for oil palm.
FELCRA's continued operation of the schemes allows beneficiaries to earn substantial non-farm
incomes away from their holdings.

vii. Project Sustainability. Project sustainability depends on the future of FELCRA. At
present, participants of mature schemes are dependent upon FELCRA for scheme operation and
maintenance. FELCRA will have to prove its ability to continue without the budgetary transfers
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which Government has decided to end in line with the policies set out under the Seventh
Malaysia Plan toward the commercialization of the smallholder sub-sector and the improvement
of productivity.

viii. Project Outcome. The overall outcome of the project is satisfactory. Project objectives
were largely achieved and the re-estimated economic rate of return (ERR) is 12% compared to
the appraisal estimate of 13%.

ix. Performance of the Bank and the Borrower. Bank performance overall was
satisfactory during the project cycle. The excellent working relationship developed between
FELCRA and the Bank during the previous projects greatly assisted the preparation and later
implementation of the project. The rapport was particularly enhanced by the technical assistance
provided by the Bank for the introduction of the labor saving rubber exploitation technology, as
well as in the area of financial management. Continuity of staff with the required expertise was
maintained by the Bank during project supervision and was much appreciated by FELCRA.
Overall performance of the Borrower was also satisfactory. FELCRA was able to achieve most
project objectives, despite occasional budgetary shortages and increasing competition for land
while coping with uncertainties related to the reorganization of its structure.

x. Future Operation. FELCRA was corporatized on September 1, 1997, and is now a
company known as FELCRA Berhad, wholly owned by the Ministry of Finance. All the
programs started under the project will be completed, operated and maintained by FELCRA
Berhad. When schemes have repaid their development loans, however, settlers will have to
decide whether they require further assistance from FELCRA Berhad. For schemes which have
commenced production but not repaid their development loans, the output will be marketed
through FELCRA Berhad, while marketing arrangements will be discussed with settlers of
schemes which have repaid their loans. Operating and maintenance costs, including FELCRA
Berhad's management expenditures, will be financed by sales of the schemes output and
commercial bank loans, and will not require any Government funding. Key indicators proposed
by FELCRA to monitor future project impact include: crop maintenance area (ha); production
(total and yield/ha); oil palm and rubber prices; total income; maintenance and production costs;
and income per ha and settlers' incomes.

xi. Key Lessons Learned. The main lessons learned from project implementation
experience are the following: (a) in a rapidly industrializing economy like that of Malaysia,
agricultural development projects need to take into account in project design the increasing
opportunity cost of land and labor; (b) projects intended to promote production of specific
commodities need to be flexible to respond to market signals; (c) smallholder development using
a parastatal agency functioning essentially as an estate plantation can be successful in
overcoming the special problems in treecrops with long gestation periods and high start-up
capital requirements provided the agency is adequately funded and competently staffed.
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PART I: PROJECT IM4PLEMENTATION ASSESSMENT

A. STATEMENT/EVALUATION OF OBJECTIVES

1. Introduction. The project followed on three successful Bank-assisted projects' aimed at
supporting and expanding FELCRA's rural development activities. In 1991, when the project
was appraised, output of the agricultural sector was growing at a relatively high rate of 5% per
annum. However, this was slower than thie 7% per annum in the previous decade as expansion
into new lands slowed, and was slower than the growth rate of the economy as a whole.
Although the sector contributed about 15°% of GDP, this was down from 25% a few years earlier
as the pace of industrialization accelerated. Since farming still employed 25% of the work force
the relative decline in agricultural incomes was a major concern for Government. The
Government's Second Outline Perspective Plan 1991-2000 reaffirmed the objectives for the
sector set out in the National Agricultural Policy. These were to (a) maximize farm incomes to
alleviate poverty and retain productive labor in the sector, and (b) expand production of export
and import-substituting agricultural commodities. At that time, about 86% of planted area in
Malaysia was devoted to treecrops and the country was the largest producer and exporter of
rubber and palm oil. The 1990 Household. Expenditure Survey estimated that most farmers were
rubber and oil palm smallholders with relatively low productivity compared to that of estates and
a key rural development strategy was the rehabilitation and consolidation of these smallholdings
using a variant of the successful approach employed by FELDA to develop new land. The
approach used by FELCRA identified Large blocks of low productivity smallholdings and
grouped farmers into clusters. Participants entered into contracts with FELCRA whereby the
agency would consolidate the holdings into large management units (schemes). Each scheme
would be replanted and provided with infrastructure and managed through to crop maturity.
Costs and returns from sales of produce would be pro-rated to individual farmers' accounts
depending on their land contribution. FELCRA managed sales and processing, and cost recovery
was through deductions from sales income. At maturity, management theoretically would revert
to the smallholders who would be able to clear the liens on land titles as the loans were paid off.

2. Statement of Objectives. The project, which was designed as a four-year time slice to
support FELCRA's continuing development program, was aimed at: (a) increasing rural incomes
and improving the quality of rural life; (b) expanding national tree crop revenues; (c)
strengthening FELCRA's institutional capacity to develop the rural sector; and (d) assisting with

Trans Perak Area Development Project (Loan 1960-MA); FELCRA I Project (Loan 2013-MA); Second
FELCRA Land Development Project (Loan 2917-MA).
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its efforts to disengage from the management of mature agricultural development schemes and
palm oil mills.

3. To accomplish those objectives, the project included two main components: agricultural
development and institutional strengthening of FELCRA. Agricultural development activities
consisted of: (a) the rehabilitation of idle lands by establishing about 48,000 ha of crops, at a rate
of 12,000 ha/year; (b) the maintenance of 83,900 ha planted! prior to the project and 36,000 ha
planted during 1992-94; (c) the construction of associated infrastructure, including access roads,
offices and staff quarters, utilities and harvesting facilities, and state offices and training
facilities; and (d) the promotion of improved crop production technology, including the
introduction of labor saving exploitation methods in rubber and the use of sound nursery
production systems for rubber and oil palm. The institutional development program consisted of
organizational changes, improvement in financial and agricultural management, human resource
development and disengagement from the management of mature operations and palm oil mills.

4. Evaluation of Objectives. Project objectives were clear, realistic, and timely, building
on the achievement of the three previous projects supporting ,FELCRA, and were consistent with
the Bank's assistance strategy for Malaysia, which, in the early 1990's, emphasized reduction in
rural poverty. Conceptually, the project was neither complex nor risky, and, considering
FELCRA's satisfactory past implementation performance, did not place heavy demands on the
Borrower's implementation capacity. Ex-post, the major project risk was the continuing decline
of interest in rubber. This was known at appraisal and flexibility was given for crop choice. The
relative profitability of rubber continued to decline and only 26% of the target area for
incremental rubber was actually planted. The savings were used to finance maintenance of
existing rubber and oil palm. Another major project risk, i.e. the difficulty of finding available
land suitable for agricultural development in Peninsular Malaysia, was not identified at appraisal.
During project implementation, the demand for land for non-agricultural purposes rose markedly
and severely constrained the availability of land for crop expansion and rehabilitation,
particularly in Peninsular Malaysia, while in East Malaysia chronic labor shortages constrained
the suitability of this labor-intensive strategy.

B. ACHIEVEMENT OF OBJECTIVES

5. Impact on Rural Incomes. The number of families directly benefiting from the
establishment of new schemes under the project is expected to be around 12,000 at full
development, while the number of other beneficiaries such as oil palm harvesters and rubber
tappers is expected to be about 2,500. On newly planted areas, the net incremental income per
beneficiary working on the scheme with an average 2.5 ha is estimated at full production to reach
about RM700/month for rubber and RM1,400/month for oil palm. This compares favorably with
the official poverty threshold of RM425 per month per family. For absentee beneficiaries,
comprising about 70% of beneficiaries, the net incremental income for an average 2.5 ha holding
is estimated to reach about RM350/month for rubber and RM1,300/month for oil palm, because
of the need to pay for tapping and harvesting. FELCRA's continued operation of the schemes
allows beneficiaries to eam substantial non-farm incomes away from their holdings. Because
FELCRA schemes are spread throughout the country, there is a wide variation in participants'
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incomes. Overall recovery of loan payiments due are above 95% because output is usually sold
through marketing arrangements with FELCRA which deducts loan payments before passing on
returns to growers.

6. Impact on Treecrop Revenues and Exports. The annual output of schemes planted
under the project is expected to rise around 2010, at full production, to about 105,000 tons of
palm oil, 23,000 tons of palm kernel and 8,500 tons of dry rubber, representing 100% of
appraisal targets for oil palm and only 25% for rubber due to the reduction in area planted to
rubber under the project. The combined output of palm oil and rubber, which would represent
less than 2% of national production at that time, would be worth a total of RM275 million
annually at March 1998 prices (US$78 rnillion at March 1998 exchange rate).

7. Institutional Development Impact. FELCRA's capabilities continued to strengthen
under the project. Two new Finance and Plantation Divisions, headed by qualified and
experienced Directors promoted from within FELCRA, were established on January 1, 1994, one
year after the date agreed at negotiations (December 31, 1992), as FELCRA had to wait for the
outcome of Government's review of public service staffing. As anticipated at appraisal, the
creation of the new Plantation Division, which was staffed with some of the best scheme
managers and agricultural professionals drawn from the state offices, enhanced the capabilities of
FELCRA to supervise the agricultural schemes, monitor the progress and quality of land
development and enabled FELCRA to achieve the significant improvement in agricultural
performance noted above. With the creation of the new Finance Division, grouping the
previously separated finance, budgeting and data processing sections, FELCRA's financial
management capabilities were also considerably strengthened, and the accounting and financial
management systems were improved in-house by FELCRA's staff, with the Bank's technical
advice, without the inputs of external consultants as had been envisaged at appraisal. In January
1994, FELCRA also created three units under the Director of Personnel to deal with human
resource planning, training of staff and settlers, and personnel administrative functions. With the
establishment of a strong focus for human resource development and the completion of two new
training facilities at Seberang Perak and. Tebbing Tinggi, FELCRA was able to turn its attention
to human resource management and obtain maximum effectiveness from its large investment in
training and staff development, which from 1992 to 1997 included training for a cumulative
12,732 staff participants (of which 15% were females), and a cumulative 44,223 settlers and
dependents (37% females).

8. Divestiture of Scheme Management. FELCRA's program of withdrawal from the
management of mature agricultural schemes, which had repaid their land development loans, was
only partially implemented. After the initial transfer in January 1992 of 16 schemes to KPFB
Holdings, a company formed by the settlers' cooperatives with FELCRA's assistance, and the
satisfactory review of their first year performance under new management, FELCRA
recommended the transfer in 1993/94 of a second batch of 16 schemes which had repaid their
loans. The second transfer did not proceed as planned, however, for lack of formal approval
from the Ministry of Rural Development, which was reconsidering the role of FELCRA first in
the context of a rationalization study of the different land development agencies and later within
the framework of preparation of the Seventh Malaysia Plan (1996-2000). With regard to the
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palm oil mills, FELCRA disengaged itself from their management in November 1991 in favor of
KPFB Holdings. After the transfer of management responsibilities, the financial results of the
mills showed increased turnover and an improved level of profitability.

C. IMPLEMENTATION RECORD AND MAJOR FACTORS AFFECTING THE PROJECT

9. Project implementation was generally satisfactory but took about five and half years,
one and half years longer than estimated at appraisal, mainly due to the slower than expected
progress of the agricultural land development program and delays in associated civil works.
However, with the extension of the closing date by one year, FELCRA was able to fulfill most
project implementation targets with the exception of a significant shortfall in the establishment of
new rubber areas.

10. Agricultural Development. From the beginning of the project, FELCRA experienced
increasing difficulties in sourcing idle land suitable for rehabilitation and consolidation in
Peninsular Malaysia due to the rapid pace of industrialization in the country and the increasing
release of agricultural land for the housing and industrial sectors. Toward the end of the project,
however, FELCRA accelerated the pace of new land development for oil palm in Sarawak and
Sabah, where vast areas are still available for agricultural development, and the one-year
extension of the project enabled FELCRA to complete the physical development of a number of
ongoing projects. By the closing date, FELCRA had achieved 106% of appraisal targets for oil
palm with 25,396 ha planted or cleared and ready for planting, but only 26% for rubber with
4,979 ha planted, and 6% for diversified crops, amounting to 64% of aggregated appraisal
targets. The cumulative area of maintenance of immature crops, including areas planted prior to
the project, amounted to 408,722 ha for 1992-1997, about 31% above the appraisal estimate of
312,000 ha for 1992-1995, while the average annual maintenance of immature crops, at about
68,000 ha, however, was 13% below the appraisal estimate, due to the shortfall in the
establishment of new rubber areas during the project period.

11. While indicative crop ratio targets for oil palm, rubber and other crops (fruits) had been
set at appraisal, the final crop choice was made at the local level, based on the consensus of
scheme beneficiaries, local agro-climatic conditions, commodity price trends and crop
processing/marketing facilities. The actual crop ratio of 83:16:1 achieved under the project
against targets of 50:40:10, confirmed the marked emphasis on oil palm observed under the
previous Second FELCRA Land Development Project (Loan 2917-MA), which had achieved an
actual crop ratio of 71:26:3. It reflected the continuing increasing financial attractiveness of oil
palm and the declining interest in rubber partly caused by its higher labor requirements as
compared to oil palm, in the context of increasing labor shortages, and demonstrated the capacity
of FELCRA to respond to market signals. Instead of promoting new rubber development,
FELCRA concentrated its efforts on maintenance and productivity increases.

12. Improved Crop Production Technology. The program was aimed at enhancing
agricultural performance, to increase the profitability of the agricultural schemes and increase
smallholder incomes. Its main focus was to expand the pilot program of demonstration of the
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labor saving, reduced frequency tapping (RFT) technology for rubber exploitation, which was
launched with the Bank's assistance in 1990 under the previous Second FELCRA Land
Development Project, and to introduce the technology progressively to all rubber schemes facing
labor shortages. The technology consists of the use of tapping systems combining a reduction of
the tapping frequency with chemical yield stimulation to compensate for the lower number of
tapping days. The program received strong support from management, which was concerned
with the increasing shortage of tappers and untapped rubber areas in many schemes, and
benefited from continued assistance from the Bank. By the closing date, FELCRA had
successfully introduced RFT in about 39,100 ha, representing 90% of total mature rubber areas.
The results of the demonstration blocks and the economic evaluation of RFT carried out by
FELCRA in 1995 confirmned the effectiveness of the technology in overcoming labor shortages
and improving the economics of rubber exploitation. This increased tappers' productivity by
about 50% (in d/3) to 70% (in d/4), while maintaining the same yields in d/3 and reducing bark
consumption, reducing labor requirements and tapping costs while doubling average tappers'
incomes to about RM500/month and increasing dividends to settlers. Overall, FELCRA reduced
its labor requirements by 3,500 tappers and the number of tasks lost due to the lack of tappers to
16% in 1996 from about 30% in the early 1990s. In the context of the improved crop production
technology program, FELCRA also promoted and achieved improvements in the quality of
rubber and oil palm planting materials. For rubber, two pilot nurseries were established
following a study tour to private rubber nurseries in Indonesia organized for three FELCRA
managers with the assistance of the Bank. The pilot program for rubber, however, was
discontinued after partial improvements had been achieved in planting material quality, due to
the declining selection of rubber for new land development.

13. Agricultural Performance. Based on the actual yields of the first three years of
production of oil palm planted under the project, which are above the appraisal estimates,
reflecting the improvement in nursery standards and general crop maintenance, it is expected that
yields of oil palm will achieve appraisal expectations of an annual average of about 18 tons
FFB/ha over 25 production years with a peak of about 22 tons by the 10th production year. For
rubber, production of trees planted under the project has not started, due to its longer immaturity
period. However, based on the successfuil adoption of the new rubber exploitation technology,
the improvement in planting material quality and the implementation of monoclonal planting
policy, it is also expected that rubber yields will achieve appraisal expectations of an annual
average of about 1.5 tons over 24 production years, with a peak of about 1.7 tons by the 10th
production year.

14. Associated Infrastructure Development. Construction of associated scheme infrastructure
progressed slower than expected at appraisal mainly due to changes in policies, insufficient
budget allocations in certain years, and delays in procurement. By the closing date, however, the
program was completed with respect to access roads (145% of appraisal targets), latex collecting
centers (196%) and oil palm FFB loading ramps (90%), water and electricity supply systems
(131%), but remained far below targets for staff housing (28%), as a smaller number of new
houses were needed due to the short.fall of land for agricultural development and the
rationalization of scheme management arrangements through the establishment of clusters, in
line with Government's efficiency drive. Construction of the two training centers and four of
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five state offices, which started under the previous Second FELCRA Land Development Project,
also remained behind schedule but was completed by the closing date, while construction of the
state office for Johor was unfinished (65% completed).

15. Studies and Project Management Support. With the strengthening of its internal
financial management capabilities, the originally planned broad financial management study was
no longer required, and FELCRA management proposed to narrow its terms of reference to focus
on setting up a financial Management Information System (MIS). FELCRA, however, decided
not to proceed with the study, following the announcement in 1996 of the upcoming change in
FELCRA's organizational structure in the context of the Seventh Malaysia Plan. Two other
studies (Rural Industries and Production Costs), which had been tentatively included by the Bank
under the project, did not proceed, as FELCRA did not expand the rural industrialization
program and production costs were closely monitored and kept within control. The procurement
of equipment and vehicles included computer systems, weighbridges, agricultural tractors and
four wheel drive vehicles.

16. Project Costs and Financing. Total project costs at about RM1,005.8 million
(US$386.8 million) as of June 30, 1997, were consistent with appraisal estimates of RM976
million (US$361.6 million) (3% higher in RM and 7% higher in US$ terms because of exchange
rate movements). Although new crop development only achieved 64% of appraisal targets and
actual unit field development costs for oil palm and rubber were approximately equal to appraisal
estimates, the share of agricultural development costs (RM466 million) in total project costs
(46%) was close to that estimated at appraisal (44%), due to the increase in crop maintenance
expenditures during the extended project period, which compensated for the reduction in new
crop establishment expenditures. Other project costs were also generally consistent with
appraisal estimates, with the exception of expenditures for vehicles and equipment which were
only 30% of appraisal estimates, as requirements were revised due to the reduction in new land
development and the adoption of longer periods before replacement.

17. Major Factors Affecting the Project. The main factors affecting project
implementation were positive and included: the excellernt working relationship between
FELCRA management and the Bank, which was enhanced by Bank staff continuity; and
FELCRA's familiarity with Bank procedures (procurement and disbursement). However, there
were also some negative factors. The main one, which was beyond the control of the Borrower
and caused the loan to be closed one year later than planned at appraisal time, was the decreasing
availability of suitable land for agricultural development in Peninsular Malaysia, due to the rapid
pace of industrialization in the country and the increasing competition for agricultural land by the
housing and industrial sectors. Other negative factors included the progressive decline in
counterpart funding and slow procurement procedures.

18. Counterpart Funding. Government financial stringency for agricultural development
during the Sixth Malaysia Plan (1991-1995), resulting from the strong competing demands of the
industrial and tertiary sectors, directly affected FELCRA's capacity to implement the project as
planned at appraisal. Both the development budget and operational budgets remained almost
every year below appraisal estimates. The lower allocation for agricultural development was not
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a significant factor in the shortfall of new crop development, but led FELCRA to extend the
economic life of vehicles and tractors before replacement and slowed down the implementation
of the infrastructure construction program. Budget cuts were particularly severe for operating
expenditures, which FELCRA had to finance from internal sources (interest earned and palm oil
profits), and resulted in the curtailment of training activities during the first two project years, as
well as other non critical activities.

19. Procurement. Procurement of fertilizers, vehicles, tractors, computer equipment was
carried out following international competitive bidding (ICB) procedures. While the familiarity
of FELCRA with the Bank's procurement procedures facilitated the preparation of bidding
documents, FELCRA often faced difficulties in reconciling the Bank's bid evaluation
methodology with Government's regulations, causing delays in contract awards and fertilizer
delivery, thereby affecting crop maintenance on a number of occasions. National competitive
bidding (NCB) procedures were used for civil works and tractor trailers, while planting materials
were procured mostly from scheme cooperative nurseries under standard terms with FELCRA.
Crop maintenance works were carried out by force account. An ex-post review of NCB
procurement conducted by a Bank procurement specialist in 1996, resulted in FELCRA
rectifying some provisions, particularly with regard to the participation of foreign firms and bid
evaluation, to ensure their consistency w'ith Bank guidelines.

D. PROJECT SUSTAINABILITY

20. Project sustainability depends on the future of FELCRA. At present, participants of
mature schemes are dependent upon FELCRA for scheme operation and maintenance. FELCRA
will have to prove its ability to continue without the budgetary transfers which Government has
decided to end, in line with the policies set out under the Seventh Malaysia Plan for encouraging
private sector participation in agriculture and increasing the efficiency and effectiveness of all
agricultural agencies. Without FELCRA, participants would have to return, giving up work
elsewhere, or hire a plantation managernent company or form management cooperatives along
the lines of the KPFB, which would likely be unsustainable without FELCRA support.

E. BANK PERFORMANCE

21. Bank performance overall was satisfactory during the project cycle. The excellent
relationship developed between FELCIR and the Bank during the previous projects greatly
assisted the preparation and later implementation of the project. At all times there was frank
dialogue on project concerns. The rapport was particularly enhanced by the technical assistance
provided by the Bank for the introduction of the labor saving rubber exploitation technology,
through the regular participation of a consultant rubber specialist in almost each supervision
mission, as well as in the area of financial management through the frequent inputs of a Bank
financial specialist. Overall, continuity of staff with the required expertise was maintained by the
Bank during project supervision and was greatly appreciated by FELCRA.
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F. BORROWER PERFORMANCE

22. Overall performance of the Borrower was also satisfactory, except for insufficient
counterpart funding. FELCRA had to operate in a tight financial environment and was faced
with increasing competition for land from non-agricultural sectors. Furthermore, during the last
two project years, management and staff were awaiting the announced reorganization of
FELCRA into a corporate body, consistent with the directives of the Seventh Malaysia Plan, but
remained very conscious of the agency's mandate to farmers. Despite these constraints,
FELCRA was able to achieve most project objectives. Audit reports on SOEs and audited
financial statements of FELCRA were prepared and submitted to the Bank on time, except
during the first two years when audited financial statements vvere late.

G. ASSESSMENT OF OUTCOME

23. The overall outcome of the project is satisfactory. Had agricultural land been available as
expected at appraisal, and the implementation period been shorter, the outcome would have been
rated highly satisfactory. The re-estimated net present value of the project at a discount rate of
10% is RM87.6 million, and the re-estimated economic rate of return (ERR) is 12%, compared to
the appraisal estimate of 13%.

H. FUTURE OPERATION

24. FELCRA has already prepared an operational plan for the post project period (see
Appendix 1, Attachment). FELCRA was corporatized on September 1, 1997, and is now a
company known as FELCRA Berhad, wholly owned by the Ministry of Finance, while the
Ministry of Rural Development will act as the regulatory body for the Government. FELCRA
Berhad will continue to be committed to its role as the agent of socio-economic development for
the rural people while at the same time having to ensure profitability of its activities to remain
financially independent. All the programs started under the project will be completed, operated
and maintained to full maturity by FELCRA Berhad to ensure their long-term sustainability.
When schemes have repaid their development loans, however, settlers will have to decide
whether they require further assistance, and if so, whether they wish to enter into a management
contract with FELCRA Berhad or another plantation management company. For schemes which
have commenced production but not repaid their development loans, the output will be marketed
through FELCRA Berhad, while marketing arrangements will be discussed with settlers of
schemes which have repaid their loans. All new rubber areas coming into production will adopt
the reduced frequency tapping system. Operating and maintenance costs, including FELCRA
Berhad's management expenditures, will be financed by sales of the schemes output and
commercial bank loans, without requiring further Government funding. For ongoing
development work started under the project, however, it is expected that funds will continue to
be provided from Government budget and FELCRA Berhad has obtained an allocation of
RMI 15.0 million for 1998.

25. The following key indicators were proposed by FELCRA to monitor future project
impact: (a) crop maintenance area; (b) production (mature area, total pro" .1tion and yield); (c)
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prices of oil palm and rubber; (d) total income; (e) cost of maintenance and production; and (f)
income per ha and settlers incomes.

I. KEY LESSONS LEARNED

26. The main lessons learned from prcject implementation experience are the following:

(a) in a rapidly industrializing economy like that of Malaysia, agricultural
development projects neecl to take into account in project design the increasing
opportunity cost of land and labor. More attention should have been paid to
imperfections in rural land markets since rehabilitation of uneconomic sized farm
units may not produce competitive incomes and after development the
fundamental problem may remain. In this case the farm sizes were too small to
generate an income competitive with those elsewhere. While the productivity
improvements were substantial, they appear to have been unable to offset the
decline in relative income on small holdings in the context of rapidly growing
non-farm incomes;

(b) projects intended to prormote production of specific commodities need to be
flexible. The project essentially promoted rubber and oil palm even though
provision was made for diversified crops. Fortunately, the sharp decline in
interest in rubber was offset by oil palm; and

(c) smallholder development using a parastatal agency functioning essentially as an
estate plantation can be successful in overcoming the special problems in
treecrops with long gestation periods and high start-up capital requirements,
provided the agency is adequately funded and competently staffed as was
generally the case with FELCRA. However, there remains the difficulty of
divesting control back to the settlers and ending subsidies, both explicit and
implicit, because the management, technology and financial structure of the
development are best suitecl for the estate mode of production.
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PART II: STATISTICAL TABLES

TABLE 1: SUMMARY OF ASSESSMENTS

A. Achievement of Objectives Substantial Partial Negligible Not Applicable

Macro Policies x

Sector Policies - -x

Financial Objectives x

Institutional Development - x

Physical Objectives - x

Poverty Reduction - x

Gender Issues - x
Other Social Objectives - - x

Environmental Objectives - - x

Public Sector Management - - x

Private Sector Development - - x

B. Project Sustainabit Likely Unlikely Uncertain

x

Hihy
C. Bank Performance Satisfactory Satisfactory Deficient

Identification x

Preparation Assistance x

Appraisal x

Supervision x

Highly
D. Borrower Performance Satisfactory Satisfactory Deficient

Preparation x

Implementation - x

Covenant Compliance - x

Operation (if applicable)

Highly Highly
E. Assessment of Outcome Satisfactory Satisfactory Unsatisfactory Unsatisfactory

x
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TABLE 2: RELATED BANK LOANS/CREDITS

Loan/credit title Purpose Month/Year of approval Status

Preceding operations

Second Western Johor Integrated rural July 1986 closed
Agriculture Development development,
Project (Ln. 2740-MA) including drainage

and irrigation

Second FELCRA Land Rehabilitation of March 1988 closed
Development Project small farm s by
(Ln. 2917-MA) planting rubber and

oil palm

RISDA I Project Replanting of low- December 1989 closed
(Ln. 3139-MA) yielding rubber

Following operations

Second RISDA Project Replanting of low- January 1994 closed
(Ln. 3699-MA) yielding rubber
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TABLE 3: PROJECT TIMETA]BLE

Steps in Project Cycle | Date Planned Date Actual/
l | Latest Estimate

Identification (Executive Project Summary) November 13, 1991 November 13, 1991

Preparation

Appraisal December 3, 1991 December 2, 1991

Negotiations April 29,1992 April 29, 1992

Letter of Development Policy (if applicable) n/a n/a

Board Presentation June 1992 June 9, 1992

Signing July 1992 July 13, 1992

Effectiveness September 1992 September 1, 1992

Mid-term review (if applicable) n/a n/a

Project Completion December 31, 1995 June 30, 1997

Loan Closing June 30, 1996 June 30, 1997

TABLE 4: LOAN DISBURSEMENTS: CUMULATIVE E STIMATED AND ACTUAL

(US$ thousands)

FY93 FY94 FY95 FY96 FY97 FY98

Appraisal Estimate 30.20 53.00 74.30 94.00

Formally Revised Estimate 16.59 41.34 58.81 76.73 88.46

Actual 16.59 41.33 58.78 72.38 86.79 88.46

Actual as % of Estimate 54.9 78.0 79.1 77.0 92.3 94.1

Date of Final Disbursement July 22, 1997



TABLE 5: KEY INDICATORS FOR PROJECT IMPLEMENTATION

Estimated Actual

Key Implementation Indicators in
SAR/ President's Report 1992 1993 1994 1995 1996 1992 1993 1994 1995 1996

FELCRA Staffing
Total Staff 3,481 3,505 3,520 3,546 n.a. 3,432 3,228 3,253 3,162 3,091
Secondment of Staff to KPFB Holdings 44 76 84 82 85 78

Disengagement from Scheme
Management (oil palm and rubber)
No. of Schemes 16 25 35 42 48 16 16 16 16 16
Ha. of Schemes ('000 ha) 5.9 8.9 12.1 15.1 21.0 5.9 5.9 5.9 5.9 5.9

Scheme Performance
Oil Palm (all schemes combined)

totalproduction('OOOmt) 992.1 1155.2 1038.2 1611.5 1790.2 834.9 1036.8 1120.9 1328.1 1435.6
yieldperha 16.1 16.5 16.4 19.1 19.8 13.6 14.8 14.1 15.8 15.4

Rubber (all schemes combined)
total production (mt) 41.1 43.9 56.2 51.9 52.9 35.1 35.1 35.6 36.6 45.2
yield perha (kg) 1,210 1,239 1,309 1,334 1,260 1035 988 966 934 1070

Palm Oil Mill Performance
(all mills combined)
Total ffb Throughput 30.0 28.36 28.45 29.57 29.43 29.12
Extraction Rate 18.5 19.07 18.48 18.62 18.23 18.45

Training (no. of trainees)
Local Training 697 1,950 4,013 2,803 2,700
Overseas Training 5 5 28 27 52
Settlers Training 681 1,687 14,557 12,116 11,863



TABLE 5: KEY INDICATORS FOR PROJECT IMPLEMENTATION (CONTINUED)

Other Indicators a/ Appraisal Targets Actual % of Appraisal

Maintenance of Immature Areas
(cumulative) 312,000 ha 409,000 ha 131%

New Plantings (ha)
Oil Palm 24,000 25,396 106% b/
Rubber 19,200 4,979 26%
Other Crops 4,800 284 6%

New Tapping Technology (ha) 43,627 39,100
90%

Scheme Infrastructure
Roads (km) 363
Buildings (units) 730 528 145%

205 28%
Civil Works
State Offices 5
Training Centers 2 5 100%1 2 100%

a/ monitored during supervision
b/ includes areas cleared and ready for planting
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TABLE 6: KEY INDICATORS FOR PROJECT OPERATION

Estimated Actual

I Key Operating Indicators
in SAR/President's not defined in the
Report SAR/President's Report

II. Modified Indicators (if
Applicable)

III. Modified Indicators for
Future Operation (as
defined in the Borrower's
operational plan)

Oil Palm Rubber
Crop Maintenance Area 25,400 ha 5,000 ha
Production Performance

Area 25,400 ha 5,000 ha

Total Production/year 105,000 mt 8,500 mt

Average Yield/ha/year 18 mt FFB/ha 1.5 kg drc/ha

Prices Received (per ton FFB) (per kg drc)

Total Income (RM million) (RM million)

Maintenance Costs (RM/ha) (RM/ha)

Production Costs (RM per mt) (sen per kg)

Net Income/ha (RM/ha) (RM/ha)
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TABLE 7: STUDIES INCLUDED IN PROJECT

Purpose as Defined
Study at Appraisal/Redefined Status Impact of Study

1. Financial (1) to improve internal Not implemented, n/a
Management controls and annual due to strengthening

financial reporting of internal financial
formats, and management

(2) integrate new systems and
. ~~~Government'sl

accounting procedures decision to'
and systems into the Iconpo
design, development and FELCriAtl
implementation of the l

MIS

2. Rural Industries to identify ways to Not implemented n/a
promote rural small-
scale industries

3. Production Cost to improve efficiency in Not implemented n/a
FELCRA's agricultural
operations
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TABLE 8A: PROJECT COSTS

Appraisal Estimate (US$million) Actual/Latest Estimate (US$million)
a!

Local Foreign Total Local Foreign Total
item Costs Costs Costs Costs

Agricultural Development 95.3 63.6 158.9 119.5 59.6 179.1

Civil Works 29.9 16.8 46.7 32.4 18.2 50.6

Vehicles & Equipment 3.2 15.5 18.7 0.9 4.7 5.6

Training 3.4 1.7 5.1 1.8 3.5 5.3

Studies 0 1.2 1.2 0 0 0

Recurrent Costs b/ 131.0 0 131.0 146.2 0 146.2

TOTAL 262.8 98.8 361.6 300.8 86.0 386.8

Appraisal Estimate Latest Estimate
(RMimillion) (RMmillion)

Local Foreign Total Local Foreign Total % of
Item Costs Costs Costs Costs appraisal

Agricultural Development 257.4 171.7 429.1 310.6 155.1 465.7 108.5%

Civil Works 80.7 45.4 126.1 84.3 47.4 131.7 104.4%

Vehicles & Equipment 8.6 41.8 50.4 2.5 12.2 14.7 29.2%

Training 9.3 4.7 14.0 4.6 9.0 13.6 97.1%

Studies 0 3.1 3.1 0 0 0 0%l

Recurrent Costs b/ 353.8 0 353.8 380.1 0 380.1 107.4%

TOTAL 709.8 266.7 976.4 782.1 223.7 1,005.8 103.0%

a/ based on average exchange rate of US$1.00 = RM2.6
b/ include staff salaries, O&M and miscellaneous expenditures
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TABLE 8B: PROJECT FINANCING

Appraisal Estimate (US$million) Actual Estimate (US$million)

Local Foreign Total Local Foreign Total
Source Costs Costs Costs Costs

IBRD/IDA 0 94.0 94.0 0 88.5 88.5

Domestic Contribution 267.6 0 267.6 298.3 0 298.3

TOTAL 267.6 94.0 361.6 298.3 88.5 386.8

TABLE 9: ECONOMIC COSTS AND BENEFITS

Economic Rate of Return Estimated at 13%
Appraisal

Economic Rate of Return Estimated at 12%
Completion

Net Present Value at Completion at Discount RM43 9.8 million
Rate of 10%

SCF = 1

Tradeables Valued at Border Price Equivalent
Labor Valued at Market Rates
Details of Economic Analysis are given at Appendix 3



TABLE 10: STATUSOFLEGALCOVENANTS

'rjecl II): t,hIY-PE-4318 FEL CRA III (A(RIQ)

Original Revised
Covenant iultill Fulfill
Classzs) Itatus Date Date Description of Covenant Comments

Agreementf: IPA Loan Number-: lI BR ) -34840

ri Reference: Scd,. 2 - I (aI)
o0 NC 12(31/1992 tPELCRA to appoint accouliting conisuiltants for Accounting conisultanits were not recruited. in view

financial management review. of satisfactory progress achieved in financial
ii.sia;g-rint anrd teh upco...lng croai_uno
FELCRA.

Te.l Refircece: Sct. 2 - 1(b)
05 C 12/3111992 tFl.CRA to establish lplantation} and Finance Divisions established and Directors appointed on

Divisions each headed by qualified and January 1. 1994.
experiencedofficer.

Trig I6frirre: ScIi. 2 -J(c)
06 C 12131/1992 lI:ldC:lA to litl:oi-,r,..to rvironm,,n!nal njuidnl ino,s Satisfactory guidelines submitted on December 31, t

lnto plantilng directives and lispectorate check 1993.
I isis.

7cw rl fRc eNee: 4.01(b)
01 CD lFI:l.CiIA to) 5niml 1,y !;eppltmbr 30 each yaur FEI.CIIA' 1996 audilded financial statemeonts were

atclitielaccounts for previous financial year. senit to the Banik on october 25. 1997.

Til Reifiriter: 4.0l(b)
01 C IFI.HIIA to rUlmi t by September 30 each year Ftilfilled

atudit,,ld;OEs for previouis financial yeoir.

Status
C - Compiled with
CD - complianice after- Delay
NC - Not Compiled with
SOON - Compliance Expected in Reasonably Short Time
Cr - Compiled with Partially
NYD - Not Yet Due
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TABLE 11: COMPLIANCE WITH OPERATIONAL MANUAL STATEMENTS

No significant lack of compliance with Bank manual statements.

TABLE 12: BANK RESOURCES: STAFF INPUTS

Stage of Planned Revised Actual
Project Cycle l

Weeks US$'000 Weeks US$'000 Weeks US$'000

To Appraisal 74.1 235.3

Appraisal 21.5 71.5

Negotiations through 9.0 29.8
Board Approval

l Supervision* 17.0 46.6 16.2 46.6 73.3 277.7

Completion** 7.0 25.8 7.0 25.8 7.1 31.1

TOTAL 185.0 645.4

* Since task budgeting began in FY96.

**as of June 17, 1998
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TABLE 13: BANh RESOURCES: MISSIONS

Performance Rating

Stage of Project Cycle Mo./Year Number Days in Specialized Staff Implementation Development
of Field Skills Status Objectives

Persons Represented

Through Appraisal 3/90 1 TC
10/90 1 TC
12/90 6 18 TC, RE, EC,

FA, CS
2/91 2 7 TC, EC
5/91 3 5 TR, TC
9/91 6 19 TC, FA, EC,

SO, RI
Appraisal through 12/91 5 12 TC, EC, FA,
Board Approval RE, EN

2/92 1 3 TR
Board Approval 6/92 1 2 EC
through Effectiveness 7/92 1 23 TC

Supervision 10/92 3 FA, TC 1 1
7/93 3 RS, TC 2 1
10/93 3 FA, TC 2 2
6/94 6 FA, TR, RS, TC 2 2

OP, EC
6/95 3 FA, RS, AG S S
5/96 3 7 FA, RS, AG S S
4/97 2 AG, RS S S

Completion 10/97 2 5 AG, EC S S

AG = Agronomist RE = Rural Engineer
CS Cooperatives Specialist RI = Rural Industries Specialist
EC = Economist RS = Rubber Specialist
EN = Environmentalist SO = Sociologist
FA = Financial Analyst TC = Tree Crop Specialist
OP = Operations Technical Specialist TR = Training Specialist
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MALAYSIA
THIRD FELCRA LAND DEVELOPMENT PROJECT (LOAN 3484-MA)

World Bank October 1997 Implementation Compleition Report (ICR) Mission
AIDE-MEMOIRE

1. A World Bank mission, consisting of Messrs. Ph Boyer, Task Manager (Sr. Agronomist)
and W. Cuddihy (Sr. Agricultural Economist) visited Malaysia from October 20 to 25, 1997, to
solicit the views of the Borrower and the implementing agencies on project implementation and
operation, to provide advice and support to the Borrower for preparing its own contribution to the
ICR, and to collect data for the preparation of the ICR. During its stay, the mission met with
Dato' Dr. Hadenan Jalil, Secretary, Finance Division, Federal Treasury, Mr. Ahmad Konchong,
Director, Agricultural Section, EPU, and Dato' Mustapha Juman, Chief Executive Officer,
FELCRA Berhad. The mission also visited rubber and oil palm schemes in the State of Melaka.
The mission findings were discussed at a wrap up meeting hteld on October 24, 1997, and are
summarized in this aide-memoire, which, as usual, is subject to confirmation by Bank
management. The mission wishes to thank senior management and staff from FELCRA Bhd. for
the close assistance and courtesies extended to the mission.

2. The Loan Agreement for US$94.0 million for the Third FELCRA Land Development
Project was signed between the Government of Malaysia and the World Bank on July 13, 1992,
and became effective on September 1, 1992. The closing date of the Loan was originally
scheduled on June 30, 1996, but was extended by one year to June 30, 1997, when the Loan was
closed. After the early cancellation of US$5.54 million, the remnaining Loan amount of US$88.46
million was fully disbursed, with the last disbursement on July 22, 1997.

3. Discussions on preparation of the ICR for the project started in November 1996, and
continued during the March 1997 supervision mission, when detailed guidelines were provided
and ICR preparation arrangements agreed with FELCRA, as recorded in the aide memoire dated
April 8, 1997.

4. Project Objectives and Main Features. The project followed on three successful
previous Bank assisted projects aimed at supporting and expanding FELCRA's rural
development activities. It was designed as a four year time slice to support FELCRA's
continuing development program and was aimed at: increasing rural incomes and improving the
quality of rural life; expanding national tree crop revenues; strengthening FELCRA's
institutional capacity to develop the rural sector; and assisting with its efforts to disengage from
the management of mature operations. The project included two main components: (i)
agricultural development consisting of the rehabilitation of idle lands by crop establishment and
early maintenance; associated infrastructure development; and promotion of improved crop
production technology; and (ii) strengthening of FELCRA's institutional capacity, through
organizational changes, improvement in financial and agricultural management, human resource
development and disengagement from management of mature operations.

5. Project Implementation. Implementation of the land development program was slower
than anticipated at appraisal as, from the beginning of the project, FELCRA experienced
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increasing difficulties in sourcing new or idle land suitable for rehabilitation and consolidation in
Peninsular Malaysia due to the rapid pace of industrialization in the country and the increasing
release of agricultural land for the housing and industrial sectors. Toward the end of the project,
however, FELCRA accelerated the pace of new land development for oil palm in Sarawak and
Sabah, where vast areas are still availab]Le for agricultural development, and requested a one year
extension of the project to complete the physical development of a number of ongoing projects.
By the closing date, FELCRA had achieved 106% of appraisal targets for oil palm with 25,396
ha planted or cleared and ready for planting, but only 26% for rubber with 4,979 ha planted, and
6% for diversified crops, amounting to 62% of aggregated appraisal targets. The emphasis on oil
palm reflected the increasing financial attractiveness of oil palm and the declining interest in
rubber partly caused by its higher labor requirements as compared to oil palm, in the context of
increasing labor shortages, and demonstrated the capacity of FELCRA to respond to market
signals. Instead of promoting new rubber development, FELCRA concentrated its efforts on
maintenance and productivity increases. In this respect, FELCRA was very successful in
introducing labor saving technology for rubber exploitation (RFT) in rubber schemes facing
labor shortages, achieving a total of about 39,000 ha under RFT, as of June 30, 1997,
representing 91% of total mature rubber areas. FELCRA also promoted a pilot rubber nursery
program aimed at improving the quality of planting materials. Crop maintenance was
implemented on schedule, with on average about 70,000 ha of immature crops maintained
annually during the extended project period, achieving 131 % of appraisal targets. Construction of
the associated infrastructure was completed with respect to access roads (145% of appraisal
targets), latex collecting centers (196%/o) and oil palm FFB loading ramps (90%), water and
electricity supply systems (131%), traiining centers and state offices (86%), but remained far
below targets for staff housing (28%), consistent with the slow pace of land development.

6. FELCRA achieved most project's objectives for institutional development. Plantation and
Finance Divisions were established, headed and staffed by qualified and experienced personnel.
FELCRA considerably strengthened its financial management capability with Bank's technical
assistance, and subsequently decided not to hire financial management consultants as envisaged
at appraisal. FELCRA carried out a large training program reaching about 2,500 staff and 8,500
scheme participants annually, and promoted access to training by women who accounted for one
third of total trainees. FELCRA, however, was unable to achieve appraisal objectives with
respect to its disengagement from the management of fully repaid schemes, as after the first
group of 16 schemes was transferred under the management of KPFB Holdings, the divestment
program was suspended pending the outcome of Government's review of agricultural
development policies and FELCRA's future role, in the context of the preparation of the Seventh
Malaysian Plan.

7. Project Costs. Total project costs at about RM1,006 million as of June 30, 1997, were
consistent with appraisal estimates of RM976 million (103%). Although new land development
only achieved 62% of appraisal targets and actual unit field development costs for oil palm and
rubber were approximately equal to appraisal estimates, the share of agricultural development
costs (RM466 million) in total project costs (46%) was close to that estimated at appraisal (44%).
This reflected the increase in crop maintenance expenditures during the extended project period,
which compensated for the reduction in iiew crop establishment expenditures. Other project costs



Appendix 1
-24- Page 3 of 3

were also generally consistent with appraisal estimates, with the exception of expenditures for
vehicles and equipment which were only 30% of appraisal estimates, as requirements were
revised due to the reduction in new land development and the adoption of longer periods before
replacement.

8. Project Impact. The project had a marked impact on production, planted area,
productivity, incomes, employment and concerned institutions, both in the beneficiary
communities and in Government. The number of families directly benefiting from the
establishment of new schemes under the project is expected to be around 12,000 at full
development, while the number of other beneficiaries such as oil palm harvesters and rubber
tappers is expected around 2,500. The output of schemes planted under the project is expected to
rise around 2010, at full production, to about 105,000 tons of palm oil and 8,500 tons of dry
rubber, respectively worth US$53 million and US$8.5 million annually at today's prices. This
would represent about 100% of appraisal targets for oil palm and only 25% for rubber due to the
reduction in area planted to rubber under the project. The combined output of palm oil and
rubber is equivalent to less than 2% of national production and would not depress prices. On
newly planted areas, the net incremental incomes per beneficiary per year are estimated at
US$1,500 equivalent for both oil palm and rubber.

9. Future Operational Plan. The mission discussed the attached draft operational plan
prepared by FELCRA Bhd., which was established on September 1, 1997, as the successor to
FELCRA. The plan describes future institutional and financing arrangements as well as the
proposed key indicators for monitoring operational performance.

10. ICR Preparation Schedule. It was agreed that: (i) FELCRA Bhd. would send its
contribution to the project ICR to the Bank by mid-November 1997; and (ii) the Bank would
send the draft ICR report to Government for comments by end-December 1997, with the aim of
finalizing the ICR report by end-January 1998.

Kuala Lumpur
October 25, 1997

Distribution:

Dato' Hadenan Jalil, Secretary, Finance Division, Federal Treasury
Dato' Dr. Abdul Aziz Muhamad, Secretary General, Ministry of Rural Development
Mr. Ahmad Konchong, Director, Agricultural Section, EPU
Dato' Mustapha Juman, Chief Executive Officer, FELCRA Bhd.
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THIRD FELCRA ]LAND DEVELOPMENT PROJECT
Implementation Completion Report

DRAFT OPERATIONAL PLAN

1. INTRODUCTION

This draft operational plan outlines the measures that Felcra Berhad will
undertake to ensure the smooth operation of the project after the completion of the
Third Felcra:Land Developrnent Project which closed on June 30, 1997. The final
loan disbursement was on July 22, 1997.

2. MAIN PROGRAMMES

The major programmes implemented under the project comprised the
following:

2.1 Africultural Development

e Rehabilitation through crop establishment of some 30,000 ha. of idle
and low productive smallholdings planted with oil palm. rubber and
other diversified crops, organized as group farms (or estates) and
benefiting about 12,000 families.

* Maintenance of areas planted before and during the project.
comprising 54,300 ha as of June 30, 1997.

* Improved crop production technology focusing on the introduction of
reduced frequency tapping system in rubber (39,100 ha).

2.2 Infrastructure Support

- Construction of access roads (528 km)
- Construction of scheme buildings (21 scheme offices/stores/garages)
- Construction of Staff Quarters (205 units)
- Water and Electricity Supply (176 installations)
- Harvesting Facilities ( 62 loading ramps and 55 latex collection centres)
- State Offices (4 units)
- Training Centre and School (2)
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2.3 Institutional Strenzthening

- Organizational Restructuring involving the establishment of 3 new divisions.
namely Finance and Human Resource Divisions.

- Improvement to accounting and financial management systems.
- Training.
- Withdrawal from 16 schemes which have repaid development loans.

2.4 Proiect Management SupRort

- Equipment. Furniture and Vehicles
- Computer Equipment

3. OPERATION AND MAINTENANCE

3.1 Institutional Arraneements

The main objectives of the project were to. increase the level and efficiency of
agricultural production and to improve the income and living conditions of rural
households in Malaysia. and to support the institutional development of Felcra. In
order to achieve these objectives, all the prograrrmes started under the project
must be completed. operated and maintained to ensure long term sustainability of
the project. For schemes which are or have commenced production, Felcra will
be responsible for the marketing of the scheme produce to ensure recovery of
development loan. Scheme infrastructure and assets will continue to be
maintained accordingly.

Felcra was officially corporatized on September 1, 1997 and is now a company
known as Felcra Berhad wholly owned by the Minister of Finance Inc. The
Ministrv of Rural Development will act as the regulatory body for the
government. As from that date it is to be fully self-financing and has to source for
its own funds. Felcra Berhad will continue to be a social enterprise committed to
its role as the agent of socio-economic development for the rural people while at
the same time having to ensure profitabilitY of its prozrammes in order to be
financially independent.

With the corporatization of Felcra Berhad. the policv of scheme divestment will
no longer be implemented. Felcra Berhad will take over the management of the
16 schemes which have been managed by KPFB Holdings since 1992 and will
continue to manage all future schemes which have repaid their development loans
and request further management assistance.
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3.2 Marketing Arranaements

For mature schemes which have not vet repaid their development loans. the output
which up to now has been marketed through the settlers' cooperative company,
KPFB Holding Sdn.Bhd.. will henceforth be sold through a company to be jointly
owned by Felcra Berhad and KPFB Holdings. For schemes which have repaid
their development loans, rnarketing arrangements will be discussed with the
settlers who mav decide to continue with the existing practice or may sell through
other channels.

3.3 Maintenance Arrangements

The agricultural schemes will continue to be maintained to full maturity by Felcra
Berhad. Crop maintenance for areas planted before and during the project cover
54.300 hectares and include costs such as weeding, fertilizer. pest control, pruning
and sanitation. soil and foliar analvsis and maintenance of farm roads, bridges and
drains. Contracts for various works in the schemes which are at various stages of
development. maintenance and production, will be carried out by contractors.
Prioritv for award of contracts will be to the scheme cooperatives. KPR. All new
rubber areas coming into production will automatically adopt the reduced
frequencv tapping (RFT) system while existing areas which still have not
converted to the RFT system will be encouraged to do so. Harvesting facilities
such as loading ramps and latex collection stations will continue to be constructed
in mature schemes which require them. Felcra Berhad will ensure that works
started under the project which are still ongoing will be completed including the
Johor State Office and other infrastructure facilities such as access roads, water
and electricity supply, staff houses and scheme office buildings.

3.4 Operation and Maintenance Fundine

The annual recurrent cost for operation and maintenance of schemes is estimated
as follows:

Scheme Management and Supervision Cost - RM53.88 million
Operating Cost (Production) - RM 297.16 million
Infrastructure Maintenance Cost - RM62.24 million
Total - RM413.28 million

The above management expenditures would be paid to Felcra Bhd which would
manage and supervise the schemes where requested. Operating and maintenance
costs would be paid to suppliers. contractors and laborers and would be financed
by sales and commercial bank loans. Marketing fees would be paid to Felcra Bhd
and KPFB Holdings.
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These expenditures paid to Felcra Bhd and KPFEB Holdings would cover their
operating costs and these entities would be expected to be financially sustainable
and would not require further Government funding. However, for ongoing
development work started under the project or other work carried out on behalf of
Government. it is expected that these will be funded from Government's budget.
In this respect, Felcra Bhd has requested an allocation of RMI 15 million from the
Federal Government for 1998.

3.5 Monitorin2 of Project Onerations

As the key indicators for project operations were not defined in the SAR, the
following indicators are proposed for monitoring:

Kev Overatina Indicators
Oil Palm Rubber

Crop MVaintenance
Area ha :ha

Production Performance
Area ha ha
Total Production mt mnt
Yield/ha bv year of planting mt kg

Prices Received ton FFB kg drc

Total Income RM million RM million

Field Maintenance Cost/ha RM RM
Infrastructure Maintenance RM FM
Production Cost/unit of Output

Harvestiny'Tapping Cost RM per mt sen per kg
Transport Cost RM per mt sen per kg

Net Income per ha RM RM
Average Settlers' Income RM RM

Kuala Lumnpur
October25. 1997
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DpLEMENTATON COMPLETION REEORT

MALAYSIA

THIUD FELCRA LAND DEVELOPMENT PROJEQ
(aan No. 3484 - MA)

BORROWER'S EVALUATION REPORT

This report is prepared by the imtplementing agency, Felcra Berhad (formerly the
Federal Land Consolidation and Rehabilitation Authority) on behalf of the borrower,
the Government ofMalaysia. It contains, inter alia,

(a) an assessmeat of the project objectives, design, implementation and operation
experience;
(b) an evaluation of the borrower's (Felcra's) own performance during the evolution
and implementation of the project;
(c) an evaluation of the perfbrmaace of the Bank during the evolution and
implementation of the project, including the effectiveness of the relationship between
the borrower and the Bank; and
(d) lessons learned from the project which may be relevant in the future.

The report on the Operational Plan. for the project has been completed and submitted
to the Bank

(a) Assessment of Project Objectives, Design,
Implementation and Operation Experience

2. The project objectives as stated in the Appraisal Report were to support Felcra's
continued evolution into a stronger and more effective development institution, to
increase smallholder incomes and improve the quality of rural life; enhance the
quality and efficiency of agricultural performance; support the agency in the
transitional period as it began to disengage from the management of mature
agricultural schemes in favour of beneficiaries' cooperatives and to privatize
management of its palm oil mills; and expand national revenues from tree crops. The
main features of the project were to include:

(a) rehabiliEation of about 48,000 ha of idle agriculrural lands and maintenance of
about 120,000 ha of tree crops under group farming arrangements, as well as
promotion of improved crop production technology for rubber and oil palm;

(b) construction of agricultural scheme infrastructure and management facilities;
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(c) institutional strengthening of Felcra in the areas of agricultural development.
financial managemenL computerized information systems and other management
support:

(d) support for Felcra's efforts to disengage trom the management of agricultural
schemes and palm oil mills;

(e) human resource development through staff training and skill training for scheme
workers and farily beneficiaries; and

(i technical assistance through consultant studies;

3. The project, which covcred a period of four years fiom 1992.1995 of the Si.xth
Malaysia Plan, was to provide for time-slice financing of the approved programme,
except for the activities of village development and nrral industries. The project
would absorb about 92% of Felcra's total budget for the period.

4. The project objectives were in line with the needs of Felcra at the time of
formulatihg the project. World Bank funding of Felcra's programmes through three
loans since 1981 has without doubt seen Felcra developing into a stronger and more
effective development institution and this loan further lent support and continued to
nurture Felcra into one of rhe strongest rural development agencies in Malaysia today.

5. The objective of increasing the incomes of smallholder beneficiaries and
improving che quaLity of life has always been one of Felcra's main objectives and thus
fulfilled the organization's needs. In the 80s, Felcra's emphasis had been quantitative
rather than qualitative, i.e. to rehabilitate and develop as much idle lands as possible.
However, in thc ealy 90s. the emphasis had shifted to consolidation of what had been
developed thus far and enhancing the quality and efficiency of agricultural
performarLce, which was also in line with the Project's objectives.

6. From project preparation to appraisal, Felcra provided all the support and
information needed. Project preparation was made easy by the fact that Felcra III was
a continuation of Felcra if and staff continuity was maintained as the same Bank staff
who supervised Fetcra II were maintained for the preparation and supervision of
Felcra III. Bank's familiarity with Felcra operations helped considerably in speeding
up the project preparation stage. A strong feature during project inplezentLation was
the constructive dialogues and support between Bank staff and executing agency.

7. The project period occurred at a time when many of the schemes developed in thc
late 60s and early 70s had completed repayment of their land development loans and
were due for repIanting. It was also a time to hand over these mature schemes to the
scheme participants to be managed by thenL To ensure che conriinued existence and
sustainability of these schemes, the Felcra Sertlers' Cooperative Limited (KPFB)
established a company. KPFB Holdings Sdn. Bhd. to take over the management of
these schemes. The Barnk had shown keen interest and was supportive of such efforts
throughout its association with Felcra and had given technical and financial advice
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wherever and whenever necessary. Towards the later part of the loan period however.
circurnstances changed as Felcra was overtaken by events and changes in government
poLicies resulting in the switch to the corpomEisation of Felcra, announced by the
Governuent in Febrnary 1997. These changes rendered the objective of discngaging
from the mana,ement of mature schemes unnecessary.

8. Bank's technical assistance in the area of improved crop production technology
under the Project had been most relevant and mirnely in a period in which Malaysia
was and still is facing severe labour shortage in the plantation industry in the wake of
rapid industrialization of the country. With Bank's assistance, Felcra has emerged as
the leading agency to adopt reduced frequency tapping (RFT) with chemical
stinulauion on a wide scale. For the first time, such a large-scale transfer of
technology to the srnallholders was introduced in the smallholder sector and this in
itself is indeed a great achievemcnt both for Felcra and for the rubber industry in
iMalaysia.

Implementation aiid Operation Experience

9. In general project implementation was fairlv satisfactory despite the fact that the
project was extended bY 1 V/2 years. Progress was slow with the agricultural
development component and it led to a corresponding delay in the associated
infrastructure development works. The labour-saving technology for rubber
exploitation had been successfully implemented in more than 90% of the mature
rubber areas and the pilot rubber nurscry production programme aimed at improving
the quality of planting materials was also in place though this was later abandoned
because of lack of interest in rubber development by scheme participants.

Phvsical Performance

10. At the end of loan closing in June 1997, the land development programme had
achieved 30,659 ha or 64% of appraisal target of 48.000 ha with 25,396.ha planted to
oil palm, 4,979 ha to rubber and 284 ha diversified crop. The shortfal in achievemenr
was due to the lack of availability of suitable agricultural lands for rehabilitation in the
Peninsular given the competing demands for such lands by the industrial sector as the
momentur of industrialization vathered pace. A government directive favouring state
lands for agriculmre to be developed by the private sector fuarther aggravated Felcra's
physical performance, adversely affecting its consolidation programme. Oil palm
was the preferred crop to rubber in view of the faster returns and the comparatively
less labour requrement given the acutc labour shortage in all sectors of the economy.

II. The project objective of improving Felcra's agricultural performance was
achieved with the large-scale adoption of the RFT system in Felcra co address labour
shortage and consequent loss of production in rubber schemes. Felcra was able to
successfully introduce thc technology to 39,100 ha or 91% of total production areas.
To complement this programrne. a pilot intensive culling rubber nursery programme
was inplemented aimed at improving the qualitv of planting materials. Crop
maintenance for the immature areas. meanwhile progressed satisfactorily with about
6B.000 ha maintained annuallyv 13'% below appraisal estimate.*
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12. The infrastructure development component performed well, many exceeding or
nearing.appraisal targets with the exception of staff housing which only achieved 28%
but was anticipated due to the shortfall in land developmenL Components which
achieved or exceeded appraisal targets were access roads which achieved 145%10. latex
collecting centres 196%, water and electricity systems 131% and training
centre/school 100% while state offices and FFB loading ramps reached 86% and 90%
respectively.

13. As for institutional development, most of the project objectives were achieved -

Plantation, Finance and Human Resource Development Divisions were established.
headed by qualified and experienced staff; financial management capability was
strengthened with Bank's technical assistance and as a result, the financial and MIS
consultant was not engaged; annually an average of about 2.300 sta and 8,000
scheme participants and their dependents were trained. However, in the divestment
programme involving the disengagement from the management of fiuly repaid
schemes. Felcra uws unable to achieve the appraisal objective after it stopped at the
hand-over of The first 16 schemes to the scheme participants through the holding
company of its cooperative arm, KPFB Holdings Sdn. Bhd. The next set of 16
schemes which was to be transferred to KPFB Holdings was postponed pending the
decision of the Ministry of Rural Development. This programme was fnally
cancelled with the corporatisation of Felcra as the newly-formed Felcra Berhad
decided to continue with the maintenance of these schemes on its owa4 subject of
course to The agreement of the scheme participants who incidentally have no objection
to Felcra Bhd.'s proposal in almost all the cases. It must be emphasized though rhe
participants are given the freedom of choice in selecting their managing agenL

14. The appointment of the financial and MIS consultant was cancelled because
Feicra's financial and accounting system improved markedly with each supervision
mission where Bank's senior financial analyst formed part of the team. Technical
advice was provided and on each occasion Felcra adopted the suggestions for
improvement to the extent that consultant services were no longer required.

15. Felcra managed to submir audited SOEs on schedule and as for the audited
annual financial accounts, with the exception of the first two years. these were also
submirted fairly on time for the other years. This reflects on the efficiency of rhe
accounting system in generating the annual accounts in relatively good time to enable
the extemra auditors to perform their audit of Felcra's accounts within the time
sTipulated.

Financial Perfornance

16. The project costs up to June 30,1997 amounted to RMI.005.S million (US386.8
million) representing 103% of the appraisal estimate of RM976 million. While this
may appear to be inconsistent with the physical .chievement for new land
development of 62% against the appraisal target. in reality the discrepancy was
reflected in the increase in crop maintenance expenditures ot the exrended project
period.

4
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17. Of the four World Bank-financec loan packages, the Third Felcra Project was the
largest with US88.46 million. From project identificaion to loan completion it went
on fairly smoothlv with no major prDblems - Lhe proiect proposal, modified in line
with Bank suggestions, was formally forwarded to the Bank in August 1991. Pre-
appraisal took place in September 1991 and the project was appraised in December
1991. During implementaion however, Felcra encountered budget cuts for some
components which resulted in implementation delays of these components. From the
start Felcra had anticipated budget cuts in operating expenses because of the Federal
Government's sclf-financing directive and also there were policy changes which did
not work in favour of Felcra.

Problems Encountered

18. As in any project there were sore implementation problems but these were not
significant as to cause undue delays.

(i) Procurement of tractors and fertilis. For every ICB tender, Bank required Felcra
to submit the tender documents for review and comments prior to tendering. The
tender for 80 units of tractors in 1996 had to be retendered because the successful
bidder could not fidfill his contract due to serious financial problem. As for fertiizers,
there were problems in complying with Bank's procurement procedures which caused
delay resulting in lack of time in catching up with the manuring season. Consequently,
tenders had to be called loeally using local procedures and thus could aot be submitted
for reimbursemenL

(ii) New land developmenL This component was hampered by the lack of availability
of agricultural lands for rehabilitalion due to competition for such lands for
conversion to industrial or commercial purposes. Additionally, Felcra's stringest
procedures in screening and processing new areas for rehabilitation hindered progress
- only areas which were economically viable were allowed to be .developed. As a
result a number of projects which were socially motivated had to be rejected because
they were not economically viable. Also, the consolidation programme was hindered
by a governmnent directive favouring all state lands to be developed by the private
sector.

(iii) Budget Cuts. In some years Felcra like other government agencies, especially
agriculture based ones, experienced budget cuts at the start of the vear but these were
usually restored in rhe later part of that year. By then, however, it was too -late to
utilize the funds allocated and had to be brought forward to the next year. For
instance, in 1993 the vehicle and equipment allocation was significantly reduced and
as a result the purchase planned for that had to be postponed.

Loan Covenants

19. Felcra complied with all loan covenants except for the appointment of
accounting consultants which was no longer essential given Felcra's appointment of
external auditors and progress achieved in financial management and accounting.

5
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(b) Borrower's Performance

20. Generally the performance of the Borrower.was, satisfactory. That the full loan
amount of USS88.46 million could be fully utilized for thc purpose for which it was
intended even though it took I I211 years longer than anticipated was an achievement in
itself.

21. Feicra operated under rather difficult financial constraint in some years and had to
compete with the other sectors of the economy not only for finds but for land as well
which became an increasingly scarce commodity during this pcriod. The private
sector was rapidly encroaching inco agricultural areas for conversion to commercial
and, industrial lands to feed the rapid pace of industnalization in the country.
Corporatisarion and privatization were the government's panacea- to an ever
expanding bureaucracy and increasing financial burden. Felcra like other government
agencies, was directed to work towards self-financing and it was eventuallv
corporatised in September, 1997. So it was under such a scenario that Felcra operated
during the Project Thus, despite the odds, rhe project objectives were achieved.

(c) Bank's Performance

22. Throughout the project, the Bank made a positive contribution to the physical,
institutional and technical development of the project. Overall Bank performance had
been satisfactory and comnendable. There was continuity in terms of staff assigned
to the project as practically all the Bank staff and consultants assigned to the Projecr
were familiar with Felcra's operations and had been on supervision missions of the
Second Felcra Project.

23. Banrk mission members provided guidance in fonnulating and packaging the
project for financing and also provided technical advice during the implementation
stage. A lesson learned from the Second Felcra Project which was put into practice
was the increase in the fequency of field visits made by supervision mission members
to selected Felcra schemes, focusing in particular on rubber schemes to ensure the
smooth implementation of the RFT system. The Task Manager who is a rubber
specialist was insturnental in inEroducing the R.FT system to Felcra on a commercial
scale. Tcchnical assistance in the form of a rubber consultant from the Centre for
Intemational Rubber and Development (CIRAD) was provided and assisted Felcra in
establishing demonstation blocks for higher frequency tapping, in data collection,
recording and analysis as well as in training and developnient of agricultural and field
staff. The RFT system has brought tremendous benefits co Felcra's rubber sector - it
has considerably alleviated the problem of labour shortage, increased labour
productivity and hence tappers' wages, brought prevxously untapped arcas into
production, improved quality of tapping resultingy in lower bark coasumption and this
in turn increased the life span of rubber trees.

24. Technical assistance was also provided in the area ot Thnance and accountin,.
Periodically, Bank's senior financial analyst was fielded on supervision missions to
review Felcra's financial and accounting system and he provided much useful

6
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comments and advice on how to improve the overall syswtm to provide for
transparency in Felcra's accounting system. Bank's involvement had helped to instill
the importance of discipline in preparing the annual accounts in a timely manner.
resultinzg in Fetcra being able to submit its auditpd annUal accounts on time for the last
three years of the project period.

25. In the area of training, Felcra was able to upgrde the Training Unit to a Division
to reflect the importance of the training function in Felcra and Bank's technical inputs
had been to field a training consultant on a number of occasions to provide expert
advice on the training package and blueprint prepared by Felcra's Training Division.
Exposure to overseas training by Fe lcra officers brought about from Bank financing of
the training component has enriched Felcra grearly in terms of its humnan resource
developmenL

(d) Lessons Learned

26. The followiig lessons can be drawn from the implementation of the Third Felcra
Land Development Project:

(i) De'tailed project imnplementatiojn schedules and project monitoring and reporting
formats for all project components should be drawn up at appraisal to ensure
achievement of project objectives and targets.

(ii) Standard terms and conditions irL the tender specifications for the procurement of
goods, works and services should be agreed at the start of project commencement and
such documents used throughout the project period without fuirther amendments so as
to avoid urnnecessary delay in the caLUing of tender. Procurement schedules for major
items of purchases, in particular, those required to be tendered using international
competitive procedures (ICB), could be incorporated at appraisal to ensure
implementing agencies monitor theiir requirements without any slippage.

(iii) Much technical know-how and assistance could be passed on to implementing
agencies by the careful selection of well-qualified and experienced team members in
the supervision missions, including the Task Manager or Mission Chief, as had been
experienced under this project.
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EcolurrI'ic Costs and Benirats (MS inilliori) la
1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006-2021

Costs lb
Agricultural Developrnent- Now Planting

Rubber
Area planted (ha) 1,615 1.200 1.240 534 390 -
Planting andMaintenanceCostfortotal area 2 8 6.1 6 a 6.3 6 4 5.5 4 3 4 0 4 6 5 3 6 2 7 2 8 0 8 7 153 5

O0l Palm

Area planted (ha) 3,601 3,076 1.612 2,598 3,026 2,441)
Planting and Maintenance Cost for total area 11 5 184 155 17.9 23.1 24 8 189 16.3 17.5 18.4 19.4 20.4 21.1 21 4 339.7

Total Agricultural Devt. Cost 14.3 24.5 22.3 24.3 29.6 30.4 23.3 20.3 22.0 23.7 26.7 27.7 29.1 30.1 493.2

Oft-Scheme Costs for Whole Project (Current MS)
Access Roads 21 8 14 0 101 3.7 14 9 57
Buildings 14 3 16 3 3 6 9 14 0 2 0
Water Supply 1.7 1 3 0 3 08 0 3 0 2
Electicity Supply 16 1.0 0.7 0 3 0 4 0 1
Stale offices 1 3 1 2 - 2.1 12 2
Training Cenlues 1.3 3 3 0 1 0.2 - C.
Furniture I Equipment 03 1.8 1 2 1.1 I 1 02
Vehicles 0 6 0 2 0 7 4 5 2 7 0 3
Sublotal lnfra in current MS nln. 43.1 24.4 164 17.5 35.5 907
Intlaion index 1.190 1.150 1.110 1.070 1035 1.ooo
Subtotal Off-Scheme Costs (Constant 1997 M$) 61.3 28.1 18.2 18.7 36.7 9.7

Recurrent Costs
Salaries 49 6 461 48.9 49 4 62 6 48.0
Operation and Maintenance 16.0 15.0 15.0 15.0 IS 0 15 0
Miscellaneous 2 3 1.7 16 16 1 3 13
Sublotal Recurrent Costs in current prices 67.9 64 8 65 5 66 0 78 9 64 3
Subtotal Recurrent Costl In Constant 97 MS million 80.8 74.5 72.7 70.6 81.7 64.3

Total Off-Scheme Costs 132 1 1026 909 893 1184 740 643 64.3 643 643 64.3 64.3 64.3 643 1,0288 8
Pro-rated Off Scheme Costs 10% 132 103 9.1 8.9 116 74 64 64 64 64 6.4 6.4 64 6.4 1029

TOTAL COSTS 27.6 34.7 31.4 33.2 41.4 37.8 29.7 26.7 28.6 30.1 32.1 34.1 36.6 36.6 696.1

Returns /c
Rubber

Rubber Production (tons) - - - . . 808 2.086 3,468 4,642 5,726 6,526 7,182 129,597
Rubber Income - - - - - - - 1 5 4.4 7.5 10 2 12.9 15.1 17.0 294.4

Oil Palm
Tons CPO - - - 3,030 9,430 16,003 24.009 34.721 44,571 52,375 58,854 63,509 66,732 1.040.901
Tons Palm Kernel - . - - f02 2.124 3,601 5.402 7,812 10.028 11.784 13,242 14,290 15,015 234,203

Oil Palm Income - - . - 4.4 14.9 25.3 32.2 41.6 82.3 60.1 66.1 69.7 71.6 1,040.8

TOTAL REtURNS 4.4 14.9 25.3 33.7 46.0 59.8 70.4 79.0 84.8 88.5 1335.2

NET BENEFITS 127.5) (34.7\ (31.4) (33.2) (37.0) (22.8) (4.4) 7.0 17.6 29.6 38.3 44.9 49.3 62.1 739.1

Economic Rate of Return 12.2%
Net Present Value (NPV) Id 39.8 ltC

la calculaled in constant 1997 MS based on exchange rate assumptions (Feb. 1998) ft
lb costs based on acluaJ costs converied into conrslant 1997 SM and estimates for lutirie recurrent operating expenses 0
Ic based on actual plantings and World Bank conirrnodity price projectiolis (Feb. 1999) r ;
Id 1HPV ;alculated based on discount rate of 10% in MS nrillion
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