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What is a cost-benefit analysis?
A cost-benefit analysis compares the advantages and disadvantages of Fairtrade certification.

Steps to carry out a simplified cost-benefit analysis
At SPO level, you make the following calculations.

1. Calculate the costs:
a. Take the annual total production of all members. For example, the annual production is 2,000 tons.
b. Express the Fairtrade production in a percentage of the total production. For example, Fairtrade

production is 1,500 tons. This means that Fairtrade production is 75% (the calculation is 1,500/2,000 *
100%).

C. Calculate the costs dedicated to Fairtrade certification by applying the percentage of Fairtrade
production to the annual total expenses of your producer organization. For example, 75% of your total
annual expenses.

2. Calculate the benefits: Calculate the amount of Fairtrade Premium that is used to cover expenses
for the producer organization. This is the total Premium amount minus Premium used for projects as
described in the development plan and minus Premium cash payment to members.

3. Compare the costs calculated in the first step and the benefits calculated under the second step.

At members’ level, you make the following calculations.

1. Calculate the average costs for farmers: Add up the average expenses of members for hired labor,
agrochemicals, fertilizers, and other production related costs. The farm records (see Cocoa requirement
3.5.3) are a good source to obtain this information.

2. Calculate the benefits: Calculate the average Fairtrade Minimum Price (FMP) differential and
Fairtrade Premium (FP) cash payments to members.
3. Compare the average costs calculated in the first step and the average benefits calculated under

the second step.

Notes:
- In both calculations indirect benefits such as access to markets, information, support, and training
is not considered.
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- For the calculations of average costs of farmers, the time of the farmer and his/her family is not
considered.

Steps to carry out a more thorough cost-benefit analysis
In case you are interested in conducting a more thorough cost-benefit analysis, you can make the following
calculations.

Step 1: The purpose

The first step in a cost-benefit analysis is to define what you want to achieve with your cost-benefit analysis.
Do you want to understand the current situation, improve the benefits, reduce the costs, compare it to
alternative options or something else? The clearer you have in mind what you want to achieve with your
analysis, the easier it will be to perform the actual analysis and formulate recommendations.

Step 2: List the costs

The second step of a cost-benefit analysis is to determine the costs, in this case the costs of Fairtrade
certification. Costs can be financial, such as certification training expenses, the salary of an IMS manager,
the distribution of the Fairtrade premium and the minimum price difference, etc. There may also be non-
financial costs, such as the extra time members spend on the farm implementing the requirements. To
determine the total cost of certification, you need to convert non-financial costs into money. This means
that you must express non-financial costs in monetary terms. For example, time can be expressed as the
daily rate of a field worker.

Step 3: List the benefits

Benefits can be divided into financial benefits and non-financial benefits. Financial benefits can include the
Fairtrade Premium or the additional income from higher yields. Non-financial benefits include inputs and
equipment provided by the SPO, but also the strengthening of knowledge and skills, the impact of projects
implemented under the Fairtrade Development Plan, increased soil fertility, improved environment and
biodiversity, cleaner water bodies, gender equality, etc. As with costs, you need to express non-financial
benefits in monetary terms. This can be difficult as for example, there is no simple formula to calculate the
financial impact of cleaner water bodies.

Step 4: Analyze costs and benefits

Once you have a good idea of the costs and benefits, it is time to do the analysis. You have probably
noticed that expressing non-financial costs and benefits in monetary terms is highly subjective.
Additionally, benefits that may not be worth a lot of money can still be very valuable to your SPO or your
members. Simply comparing the total costs with the total benefits may not get you a clear answer. It can
help to keep the purpose of the cost-benefit analysis in mind.

Step 5: Formulate recommendations

Even when formulating recommendations, you should keep the purpose in mind. Perhaps the benefits
could increase if more effort is made, but perhaps members do not want to put in more effort. Or costs can
be reduced, but that may lead to fewer benefits. You must constantly balance costs and benefits when
formulating recommendations, which is not always easy.
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Other alternatives

The alternative to being Fairtrade certified is not to be certified at all or to be certified with another
certification scheme. A full cost-benefit analysis compares the current situation (in this case: being
Fairtrade certified) with other alternatives, which can give you a better insight in the costs and benefits. For
example, you pay the cost of four internal inspectors, but if you are not certified, you may have three field
officers, so the additional cost of certification would be the cost of one person.

It is possible that in the current situation the benefits do not outweigh the costs, but that other alternatives
provide an even worse scenario. Therefore, a full cost-benefit analysis will not only analyze the current
situation, but also analyze other alternatives.

SPO versus members
According to requirement 3.1.17, you must do a cost-benefit analysis for both the SPO and the average
member.

Template
On the next page you will find a template that can help you with the cost-benefit analysis. You can do one
analysis for the SPO and one for the average member.
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Template for cost-benefit analysis SPO

Step 1: Describe the purpose of the cost-benefit analysis

Step 2: List all costs

Description Cost (in a currency)
Membership fee of Fairtrade

Fees Fairtrade contact person

Fees IMS manager

Fees internal inspectors

Training programs for members

Internal inspection

External audit

Risk assessment for compliance

Development of the Fairtrade Development Plan
Distribution of Premium and FMP differential
Traceability

Functioning of committees

Etc.

Step 3: List all benefits

Description Cost (in a currency)
Fairtrade Premium for producer organization to use
Access to markets
Access to information, support, and training
Being part of an international network
Having an Internal Management System with procedures and
databases
Etc.
Because the Fairtrade Minimum Price differential is paid 100% to members it is not listed in this list.

Step 4: Analyze the costs and benefits
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Step 5: Formulate recommendations

Step 1: Describe the purpose of the cost-benefit analysis

Step 2: List all costs

Description

Cost (in a currency)

Costs on hired labor

Costs on agrochemicals

Costs on fertilizer

Other production costs

Time spent on application of practices as described in the
requirements

Time spent on training programs

Time spent on meetings

Etc.

Step 3: List all benefits

Description

Cost (in a currency)

Increased yield

Fairtrade Premium

Fairtrade Minimum Price differential

Access to information, support, and training

Being part of an international network

Improved soil fertility

Improved biodiversity and environment

Improved social aspects

Etc.

Step 4: Analyze the costs and benefits
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INTERNATIONAL

Step 5: Formulate recommendations
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