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INTRODUCTION

This course, PAD 402 is a two credit unit compujsayurse for students
studying Public Administration at undergraduates postgraduates level
in the Faculty of Management Sciences.

The course has been conveniently arranged forryowelve distinct but
related units of study activities. In this coursedg, you will find out
what you need to know about the aims and objectofethe course,
components of the course material, arrangementhefstudy units,
assignments, and examinations.

THE COURSE AIM

The course is aimed at acquainting you with whajdet, Planning is,
what Project Preparation and Implementation areladlut and getting
you understand the practical aspects of prepariptam, designing the
needed projects and implementing them for natialeelopment. To
ensure that this aim is achieved, some importackdvaund information
will be provided and discussed, including:

Concept and Significance of Project

Project Preparation Aspects and Project Cycle

Project Management

Project appraisal

Project Formulation

Financial Appraisal

Economic Analysis of Project

Social Analyses of Project

Project Planning

Planning

Approaches to Development Planning and Gender

Analysis

o Monitoring and Evaluation

LEARNING OUTCOME

At the end of the course you should be able to knowderstand and
appreciate the following:

Concept and Significance of Project

Project Preparation Aspects and Project Cycle

Project Management

Project appraisal

Project Formulation

Financial Appraisal

Economic Analysis of Project

NogaMwdhE
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8. Social Analyses of Project

9. Project Planning

10. Planning

11. Approaches to Development Planning and Gender
Analysis

12. Monitoring and Evaluation
COURSE MATERIAL

The course material package is composed of:

o The Course Guide

The Study Units

Self-Assessment Exercises

References/Further Readings

Possible answers to self-assessment exercisetfshwhe content

THE STUDY UNITS
The study units are as listed below:

Module 1

Unit 1 Concept and Significance of Project

Unit 2 Project Preparation Aspects and Projeci€y
Unit 3 Project Management

Unit 4 Project appraisal

Module 2

Unit 1 Project Formulation

Unit 1 Financial Appraisal

Unit 2 Economic Analysis of Project

Unit 3 Social Analyses of Project

Module 3

Unit 1 Approaches to Development Planning

Unit 2 Monitoring and Evaluation

Unit 3 Introduction to Capital Budgeting or Capitavestment
Unit 4 Project Planning, Analysis and Management

ASSIGNMENTS

Each unit of the course has a self-assessmentisxenéou will be
expected to attempt them as this will enable yodewstand the content
of the unit.
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FINAL EXAMINATION AND GRADING

At the end of the course, you will be expected adipipate in the final
examinations as scheduled. The final examinatiorstiintes 70 percent
of the total score for the course while the assgmimtest and attendance
constitute 30 percent as the case may be.

SUMMARY

This course, PAD 402: PROJECT UNITS is ideal for project
implementations of any country. It will enable yanderstand the whole
business involved in planning, project implemewtatin both the public
and the private sectors. Having successfully cotagi¢he course, you
will be equipped with the latest global knowledgen @roject
implementation decisions. Enjoy the course.

vi
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MODULE 1

Unit 1 Concept and Significance of Project

Unit 2 Project Preparation Aspects and Projeci€y
Unit 3 Project Management

Unit 4 Project appraisal

Unit 5 Project Formulation

UNIT 1 CONCEPTAND SIGNIFICANCE OF PROJECT
Unit Structure

1.1 Introduction

1.2  Learning Outcome

1.3  Main Content
1.3.1 Meaning and Concept of a Project
1.3.2 Definition of a Project’
1.3.3 Features of a Project’

1.4  Project Concept
1.4.1 Plan and Project Relationship
1.4.2 Plans Require Projects"
1.4.2 Projects Require Plans

1.5 Significance of Project

1.6 Summary

1.7 References/Further Readings

1.8 Possible Answers to self-assessment exercisewi(sin the
content

VT
@1.1 Introduction

This unit will explore the meaning and value of jpots. You should be
aware that the concept of projects is comparablee@omponents of an
investment strategy. The plan cannot be effectivétsi component

projects are flawed. This section will focus on thefinition, concept,

and relevance of projects. In section 1.3, the epnhof the projects will

be explained in detail.

@ 1.2

By going through this unit, you will be able to;

Learning Outcome

. explain the project and project concept;

o discuss the significance of project to the counptgnners and ",
educationists;

o identify the inter-relationship between plan andj@ct
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Main Content
1.3.1 Meaning and Concept of a Project

Typically, a project requires the use of capitadogrces to produce
productive assets. These assets provide returnsaoperiod of time
proportional to the life of the most restrictingsoeirce. The same might
be generalized as adhering to a project's spatsfioitions:

1.3.2 Definition of a Project’

1. “Project is an investment activity meant fooyding the returns
for specific Clientele group for specific activityspecific
objective and specific area development. It shoiadilitate
analysis in planning, financing, implementation, moring,
controlling and evaluation (Mc Dbnald, 2015)".

2. A project is a proposal for an investment teate, expand and/or
develop certain facilities in order to increase preduction of
goods and/or services in a community during a cegariod of
time. Furthermore, for evaluation purposes, a ptdga unit of
investment, which can be distinguished technicalmmercially
and economically from other investments (Mc Dbnalafl5)”.

3. “Project is an activity for which money willebspent in an
expectation of returns and which logically seemtetal itself to
planning, financing, and implementation as a uititis the
smallest operational element prepared and implezdeats a
separate entity in a national plan of programmesagsfcultural
development. It is a specific activity, with a siecstarting point
and a specific ending point, intended to accompkgkecific
objectives (Mc Dbnald, 2015)". It is a unique attgivnoticeably
different from preceding, similar investments, and likely to
be different from succeeding ones, not a routimgmsnt of an
ongoing programme (Mc Dbnald, 2015)".

4. “A project is an instrument of change. It is@rdinated series
of actions resulting from a policy decision to chanresource
combinations and levels so as to contribute toréadization of
the country's development objectives (Benzamin5201

The first three definitions link investing activitp the advantages that
result from it. The project is viewed as a dynaelement in the fourth
definition. It states, "build the project in accante with the plan.”
What should be altered and how should it be changest be
determined.

2
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1.3.3 Features of a Project’

The important features of a project are as foll¢@tinger, 2012):

1. “The size of the project should be as small asiptesand should
also be economically, technically and administedtifeasible. A
number of projects could form a programme. The renti
programme could be analysed as single project. wbidd invite
the risk that the high returns from one componemtlds mask the
low returns from the other component of the progreen The
administrators usually club projects of similar urat while
seeking funding for the projects. Even in such aditns
individual components should be analyzed separately

2. A project is an investment activity that can be leated
separately. A project can be separated into padsh of these
can be defined as projects. Such projects should be
considered separately, if they are so closely edlahat one
cannot be operated or fulfill its purpose withohe tother. For
example, Dam and a main canal to distribute watemot be
considered as a two separate project as one panotcavork
without the other. Such closely integrated projesii®uld be
considered as a one project.

3. The projects are considered and evaluated at \adlldefrom a
junior engineer to the Planning Commission or therl/Bank:
They are also evaluated at all depths ranging fromre
inspection by experts to use of programming tedamsqand
scientific guess work or prediction.

4. Same evaluation technique should be used to acloievgistent
decisions at .all levels and time of evaluationudthe junior
engineer or settlement planner should be guidedhkeysame
n/lles and methods as are used in the final apdrdigs difficult
to practice ~e same in those projects where the iginto
maximize the social advantage for the whole country

5. All the projects, whether of public or private s®¢ need to be
analysed. The feasibility analysis of private segijects would
help government to approve such projects as welloagrant
financial assistance- The public sector projectshenother hand
need to-be thoroughly analysed, eel cain publitosemterprises
may not yield commercial profit, but they fllay dand support
in the form of subsidies. The analysis words retkalextent of
subsidies needed so that necessary provisionsecaore in the
plan documents.

6. The biological nature of agricultural projects diéntiates the
agricultural projects from projects of other ecomorsectors.
This feature of agricultural projects makes it leartb predict
input-output relationships”.
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1.4  Project Concept

The project concept is “a component of the proggcie. In this phase,
initial "project idea" development occurs. The deoio go on to the
next phase of identification is contingent on tleenpletion of project-
concept development.

In the form of projects, the project-concept deifam represents the
country's development goals. In order to define ghgect concept, a
thorough understanding of the country's agricultudevelopment
objectives and resource base is required, as walhaassessment of the
options facing the country. During this processgesiions such as
"should the country invest heavily in irrigated iaglture or should It
develop first its potential for rain fed agricuk®' must be answered by
sectoral surveys covering both irrigated and rathdgriculture.

Most agricultural projects do not undergo a comensive process of
prioritization, selection, and screening. The WdBlank also conducts
agricultural sector surveys to a limited extente3é sector surveys aid
in the assessment of priorities and the developmeptoject ideas that
are useful in identifying specific projects for gstment” (Little and
Mirrlees, 2018).

SELF-ASSESSMENT EXERCISE
1. What do you mean by a projec
2. State the various features of a project,

1.4.1 Plan and Project Relationship

“Project selection and planning are intimately aeeted. Since, the
planning is usually done at the center it is expédhat projects could
be selected for implementation at the center, Hewneall the projects
need not be centrally planned and may be delegatatkpartments,
municipalities and public companies whereas, thgelgrojects must be
centrally scrutinized, selected, and fitted intoimvestment programme
(Little and Mirrlees, 2018)”.

1.4.2 Plans Require Projects

“Creating a solid strategy for a region or coungcessitates extensive
knowledge about existing and planned initiativessTs self-evident for
a short-term operational plan (1-5 years) that nmdtude definite and
realizable plans, as well as a perspective plarlBl@ears) that is a
medium-term quantitative sketch of economic trentise long-term
plans establish objective rates of growth for thesg national product,
consumption, investment, and its financing by bakbmestic and
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foreign savings. These plans should be based somahle assumptions
about the amount of investment and output thatnegllt from capacity
operation (the capital-output ratio). The degreeeafism of such plans
is determined by understanding the rate at whiabdgarojects may be
planned, designed, built, and brought into fullrgpen. It also depends
on understanding the predicted capital-output saittovarious areas of
the economy. Such knowledge can be gained by @gagrinvestment
and output trends in other economies, particulartgdustrialized
economies. 'Economies, while employing such coistexperiences,
should be given for the fact that expenses are llysgaeater than
predicted, and outputs are lower, in developingntees compared to
industrialized countries. In developing countridge capacity to design
sound initiatives is frequently overstated, whitee ttime required for
their planning is frequently underestimated. Inrshib a plan is to be
coherent and realistic, it must include a critieahluation of projects
that have already been built within the countrytt{&iand Mirrlees,
2018)".

A lot of viable strategies can be produced, butcelg the best one is
challenging. To achieve this optimal plan, the goweent must
constantly endeavor to allocate investment to thargas that would
offer the highest returns. Thus, for optimal reseuallocation among
different sectors of the economy, the costs andefitenof different
projects in each set must be appraised on a sibalsis. Thus, a suitable
plan can only be developed with extensive projémting and accurate
project economic evaluation.

1.4.2 Projects Require Plans

“The economic appraisal of projects is carriedtoutlentify the feasible
projects' for implementation. The analyst is helpgglan knowledge in
this process. The assessment of benefits necessiatimation of the
effective demand of the projects’ product, whiclpedels on how the
economy will develop in the future and, in turn, the long-term plan
and policies of the "government. ... A product'mptete demand can be
satisfied by either native production or importsnc® again, the
contribution of each of these sources of supplysatisfying overall
demand would be determined by government poli@gsnding tariffs,
currency rates, and import controls:.

It is common to use the current prices of scarseures as adequate
measures of real scarcities, but as developmenanaeg, scarcities
change, necessitating the prediction of future gsricand use of
estimation of those costs benefits, which futurdikaly future change
in a price may be taken as an indication of thengfth and scarcities
which are operating and will operate in the economy
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The perspective planning would assist the plannenaking educated
guesses as to how scarcities will change, suchhesher disguised or
actual unemployment will rise or fall, whether thaance of payments
position will become easier, and whether populatgmowth will
continue to increase at an accelerated rate (M@aldb2015).

1.5 Significance of Project

The project is important as a tool for developméot,obtaining outside

assistance, as an effective unit for implementimgestment, and as a
subject for educational institutions. These areeced in depth here (Mc
Dbnald, 2015):

1. “Projects are the "Cutting Edge of Development"

Projects are considered to be the "cutting edgegeg€lopment”.
The major problem faced by the administrators ie th
implementation of development programmes. Poor egtoj
preparation is the prime cause for inefficient iempentation of
these programmes. Most of the countries have papadity to
prepare and analyze projects. The administratorgenof
underestimate the time and effort needed to prepar@ble
projects. They focus more on policy formulation granning of
a much broader scope overlooking the fact that ldpweent
cannot proceed unless specific project are therewhith to
spend money. The result is ill conceived and haslithwn up
projects”.

2. Projects Role in Overall Development
“Projects are essential for development of an egpno
Therefore, the project selected for implementasbould be of
high priority in the national development prograithorough
consideration should be given to all alternativeshie economy
as a whole as also within the sub-sector (e.gic@ture sector).
Most often the countries undertake more formal@estudies on
agricultural plans to set forth priorities and abjees. However,
the should be on the overall development of theosegvhich
would ensure that the investment programmes arebakdnced.
The sector studies often draw a balance betweernative
investments and options are given keeping in mired linkage
between agricultural sector growth and the growth other
sectors. They also study the institutional factéieaing the
development and suggest the needed changes itutiostal set
up. It also suggests the governmental policies whieed to be
modified in order to provide .both the positive andgative
incentive to aid in proper implementation of theogmamme.
Such a well thought out and well developed stratbgips in
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identification of specific projects. The initial dsibility studies
are “taken up for these projects and are followgddktailed
project preparation before investment is committ@d¢ Dbnald,
2015).

3. The Project Investment Decision

“There are several doable undertakings that cacdoeed out.
However, they must be given priority because of itBoh
resources. The project investment decision is inaply based on
the analytical tools used for project prioritizatioVhen making
project investment selections, a few other consiiens are
taken into account. For instance, if there are pugjects with
similar project benefits—one is a settlement pj#e other is a
plantation project—the settlement project is pickedr
implementation because it would result in bettecome
distribution. A political decision should be madeoat national
investments that incorporates the best judgmenrdllothose in
charge of making wise decisions. The project amalyisould not
be viewed as a tool to replace this judgment; ratiheshould be
used as an extra tool to hone the judgment praoaseduce the
possibility of error.” (Mc Dbnald, 2015).

4. Funding for Programme vis-a-vis Project
“For instance, the external aid to agriculture seds usually
project based. There are a number of advantagdsstapproach,
firstly, there is discipline involved at variougps of the project
cycle. The project based lending makes monitoring eontrol
easier by way of supervision. Projects assist afidence the
country's investment strategy. They aid in dirertiesources
towards the specific target groups and specificoreyy income

group.

The disadvantage of such an approach is that éstd&t of

precious time in preparation and implementatiorthef project.
Most often the disbursement of the funds is beliedtarget and
so the rate of absorption of a country for exterfiahncing

resources for projects is much lower than wouldhgecase with
say, v. programme lending. The project has a nunifer
components that are mutually supportive thereforeltim
disciplinary approach helps in preparation of ansbproject. The
development projects have a diverse component aacocial
services, irrigation, roads, beneficiary participat etc. Seeking
the beneficiary participation is all the more sl and time
taking process. Therefore, such projects requireentione and
specialized staff, for better conceptualizatiorthef project. Most
often there is shortage of project staff and they fled by
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shifting the staff from other departments. Most die
programmes and projects lack sound training ofrtpersonnel
going to run the project (Mc Dbnald, 2015)".

5. The Subject of Project Analysis

“Because they are not aware of the prospects focawnal

institutions to support the project-based apprdactievelopment
in their nations, students have not given the tagicproject

analysis the attention it deserves. Only a smabupgr of

government officials in significant ministries whegotiate loans
with external donors and those directly involved project

implementation are aware of the significance anadction of

projects. Additionally, there is a lack of coursatarials in this
area of project analysis because the recognizesimxiliterature
mostly focuses on the economic analysis of projedbsch is just
one of the numerous facets of project formation.

The growing importance of the project-based apgrdacagricultural
development in emerging nations has increased &w®al rior skilled
labor in their planning and execution. The techinggpport from the
developed world fills a sizable portion of this eargding demand. This is
typically "not a free gift to the receiving countsince it has to be paid
back to the donor. The technical support componnt project
implementation may reach as high as 25% of overaject expenses in
some of the "poorest” African countries. Therefamegrder to produce a
big number of skilled workers, it is necessary tonpote this subject in
educational institutions.

The issue of providing technical support for projgdanning and
execution is turning into one of pride in one's moy in many
developing nations. Some governments have respadiodéts problem
by creating project preparation units or cells, sdiqgob it is to get
projects ready for both exclusive domestic fundamgl financing with
outside assistance. Such organizational growth rgeee a need for
skilled labor (Mc Dbnald, 2015)".

|l/<f/|
1.6 Summary

A project is an investing activity that developsets that bring about
advantages over time. A project is a crucial dgwalent building block.
It is true. interconnected with the national plamaking it difficult to
determine which is dependent upon the other. Thgegt's importance
is varied as a development unit, its benefits iekseg outside funding,
and as a topic for educators.
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u:i 1.8 Possible Answers to Self-Assessment Exerciyegithin

the content
SELF-ASSESSMENT EXERCISE 1
What do you mean by a project?

Answer

1. A project is an investment activity designedgenerate returns
for a particular clientele group for the advancemenh a
particular activity, purpose, or place. Analysis pianning,
financing, execution, monitoring, regulating, andaleation
should be made easier by it.

2. A project is a suggestion for an investmenbudd, develop, or
expand specific infrastructure in order to boost pnoduction of
goods and/or services in a community over the ewf a
specific time period. A project is also a unit ovéstment for
evaluation reasons that can be distinguished frothero
investments in terms of technology, commerce, aot@mics.

3. A project is an action that would involve thependiture of
money with the expectation of rewards and thatcaigy would
seem to be amenable to planning, finance, and mgation as
a single step. It is the smallest operational camept created and
carried out independently in a national plan of iagdtural
development programs. It is a specialized actionngaa distinct
beginning and end that is meant to achieve a dissiet of goals.
It is a distinct activity that stands out visiblyoin earlier,
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comparable investments, and it is likely to diffierm subsequent
ones. It is not a routine component of an ongoirgy@Am.

4. An instrument of transformation is a projettisl a coordinated
set of measures that follow a policy choice to ralesource
combinations and levels in order to support theieagment of
the nation's development goals (Benzamin, 2015).

The first three definitions link the advantagesneesting activity to the

action itself. In the fourth definition, the projes viewed as a dynamic
component. "Develop the project in accordance Withplan,” it states.
What has to be altered and how should it be changedt be

determined.

SELF-ASSESSMENT EXERCISE 2
State the various features of a project

Answer

The following are some of a project's crucial comgus:

1. The project should be as manageable in scalgossible and
should be realistic in terms of administration, htealogy, and
economics. A program could be made up of a numbprajects.
A single project analysis might be performed on #wire
program. This would expose the program to the thsk the large
returns from one component would obscure the prograther
component's poor returns. When requesting money tlier
projects, the administrators frequently group atities of a
similar sort. Even in these circumstances, eachpooent should
be examined independently.

2. An investment activity that may be examinedivitially is a
project. Parts of a project can be broken out; ezcthese is a
project in its own right. If two initiatives are sightly related that
one cannot function or achieve its goals withoa dither, they
should not be seen separately. For instance, aataha main
canal for water distribution cannot be seen as thfterent
projects because they are interdependent. Suchytigbupled
initiatives ought to be treated as a single project

3. The projects are taken into account and asessall levels,
from a junior engineer to the Planning Commissiorthe World
Bank. They are also assessed at various depths, $iople
expert inspection to the use of programming teamsqgand
scientific guesswork or prediction.

10
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4. To ensure consistency in decisions made &\adls and times of
evaluation, the same evaluation technique shoul@rbployed.
Therefore, the final appraisal's guidelines andhneqes should
serve as a guide for the junior engineer or sedtténplanner. In
initiatives where the goal is to maximize the sbbenefit for the
entire nation, it is challenging to put this int@agtice.

5. It is necessary to analyze every project, wdrethis in the public
or private sector. The government would be ableapprove
private sector projects and provide financial suppath the help
of a feasibility study; however, public sector j@ais still need to
be carefully examined because even though they maty
generate a profit, they still need support in thenf of subsidies.
The study would show the quantity of subsidies iregiy
allowing for the inclusion of the necessary clauseshe plan
documents.

6. Agricultural projects are distinct from those ather economic
sectors due to their biological origin. Becausetto$ aspect of
agricultural operations, it is more difficult toréast input-output
correlations..

11
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UNIT 2 PROJECT PREPARATION ASPECTS AND
PROJECT CYCLE

Unit Structure

2.2 Introduction

2.2  Learning Outcome

2.3 Main Content
2.3.1 Types of Projects
2.3.2 Aspects in Project Preparation

2.4  Project Cycle

2.5 Summary

2.6 References

2.7 Possible answers to self-assessment exercjsewi{sin the
content

P =
@ 2.1 Introduction

This unit will be discussing Project Preparationp@sts and Project
Cycle The project could be classified into a numiiegroups based on
the objectives set for the projects. These ardin@ogical innovation,
broadening the physical resource base, Improvenmenhe status of
disadvantaged groups. Improvement in post-harvestdiing and
distribution, and institution building. Such a ddgation will help in
choosing a particular project class for a particatzuntry depending on
the internal environment at that particular pointime.

A project follows a natural sequence of stageskhagach phase
emerge from the preceding one and also leadingek stage. These
stages are identification, preparation and analysappraisal,
implementation and evaluation. An understandingeath stage of
project cycle will help in development of a sountbjpct and its
efficient implementation.

There are certain aspects of project which mustdresidered in all
stages of project planning and implementation ideorto arrive at a
sound project. These aspects are technical, ifistial, organization,
managerial, social, commercial, financial and ecoico

@ 2.2

By going through this unit, you will be in a positi to:

Learning Outcome

. explain the different types of project;

. discuss the different phases through which a prgasses; and

o Examine the considerations to be given while pragpam of a
project.

12
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Project Cycle
2.3.1 Project Cycle

A project passes through a number of phases ard @ease not only
grows out of the preceding one but also leads bsesguent one. It is a
self-renewing cycle so that the new project emafrata the old ones in
a continuous manner. The various phases of proyet¢ are:
Identification,

Preparation and analysis,

Appraisal,

Implementation,

Monitoring and

Evaluation.

ok wNE

Identification

The first stage in the cycle is to find the potehprojects. The
thrust here is to delineate the main outlines efghoject and to
establish the overall viability of the project posal.

=

Some of the sources from which projects could katified are:

a. The well informed technical specialists and loadders
are common source of information. The technical
specialists while performing their duties identifgany
prospective project proposals.

b. Agriculture and allied programmes proposed in tleng
of the country as well as States.

C. Areas identified as potential of further developmen
through Government surveys. It may even identifcsic
projects, especially larger ones that merit comaitten for
future investment.

d. Special development programmes like IRDP.

e. New projects emerging out of existing projects, etc

The major steps in the identification process cingif the

following:

a. Evaluation of the present situation: The main dfjecis
to establish the development potential of the arehalso
to identify -the constraints to development.

b. Identifying the relevant policy issues: The goveemtal
policies such as pricing-policy; subsidies, taxativater
charges, etc., are examined and their impact opribiect
proposal is evaluated.

13
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C. Establishing the projects rationale: Overall juséfion is
provided for the country to undertake the projeud &or
lending institutions to support it.

d. Developing the project's design and concept: Datm¢he
project objectives and the measures proposed fer th
project to achieve these. These are the core opribject
and consist of main components of the project to be
financed by the lending institutions.

e. Setting the project's scale: The magnitude of tiogept is
decided, such as size of irrigation command arember
of farmers to be reached, etc.

f. Preparing preliminary estimates of cost and besefit
Prepare the rough estimates of the cost involveaipm
project components, and the extent of foreign emgha
involved. Project benefits are also estimated ideprto
estimate the viability of the project.

g. Proposing the organization and management structure
The main outlines of the proposed organization and
process is prepared. The project's agency coulddaged
within the mainstream of the government departmant
may require a separate arrangement.

h. Spelling out the further work-requirements: Herbe t
studies and other requirements for the detailegepto
preparation work should be spelled out.

2. Preparation and Analysis
Once the project is identified, the process of mdetailed
preparation and analysis of project plans stamsthis stage
consideration must be given to each and every asplethe
project discuss earlier.

The first step in this stage is to take up feagybdtudy that will
provide enough information for deciding whetherbgin more
advanced planning. The feasibility study providppartunity to
shape the project to fit its physical and socialiemmment and to
erasure that it will be high yielding.

It is better that the economic and financial fegigjbstudies are
introduced in the early stage itself so that fabsibstudies use
these aspects in the project.

Once the feasibility studies have indicated whictoppsed
project is likely to be worthwhile, detailed plangiand analysis
may begin. This is the stage when detailed stuthesmence- the
carefully done soil surveys, detailed hydrologisarveys, and
thorough examination of cropping pattern. Month-tnonth

14
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estimates of labour requirements, and detailed faudget is
prepared. |

Detailed planning takes time, 2-2years or longemay also be
quite expensive.

Thorough preparation increases a projects' effayiesnd helps
ensure its smooth implementation in the future, tisat the
additional time and money required will probably teurned
many times over by the increased return from thestment.

Project Preparation Aspects and Project Cycle

Preparation of the plan itself should be plannethab delays can
be avoided and resources conserved. The timing petial
studies need to be considered, and the servictee afonsultants
should be scheduled so that they are available wheded.

3. Appraisal

The lending institutions/or aid donor appraise tpheoject

proposal submitted by countries. Often local or dstic agencies
also undertake their own appraisal simultaneou€ince the

project is found to be sound, the investment magcged. But if

the appraisal team finds lacunae in the projed,gioject plan
may be altered or a new plan may be developed. asgdrtries

to find out that the major assumptions in the propre correct
and realistic. It also establishes that the profest a satisfactory
economic rate of return.

Appraisal is also done for the donor/client relasioip relating to
the financial package, conditions of disbursemenbcurement
and determining the issues relating to loan netjoris.

4. Implementation
Implementation is the most important part of thejget cycle.
The successful implementation and realization @& fitoject
depends on how realistic a project plan is. Thigerates the need
for careful consideration to each aspect of propahning and
analysis. A flexible approach should be adoptetniplementing
a project. The circumstances will change from timdime and
the project manager should be able to react igesilly to such
changes. As the project is implemented more is knawout
soils, their response to nitrogen applications,cepsbility to
water-logging, and the like, leading to change @chnical
coefficients. Price changes may call for differecropping
patterns or adjustments in inputs. The changescamamic or
political environment will alter the way in whicthé project
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should be implemented. Implementation is a process

refinement, of learning from experience. Impleme&ataphase is

divided into three different periods.

a. Investment period: It is the period when major pobj
investments are undertaken. It usually extendsoupree
to five years from the start of the project in casde
agricultural projects. If the project is based be financial
assistance from external financing agency, thisodanay
coincide with the agency's period for loan disborsets.

b. Development period: This period begins with thertsof
production. This .period lasts for 3 to 5 yearsjohmay
be extended if the project has components of chétes,
tree crops, or other investment with long gestagieriod.
The duration of this phase depends not only omttare
of physical inputs but also on the rate of adoptdmew
technology by the farmers.

C. Project life: The project life is usually considdréeo be
twenty-five to thirty years. However, the life dfet project
depends on the normal life of the major asset that
project has created. 5) Monitoring

It is the timely collection and analysis of data tre
progress of a project, with the objective of idimig
constraints which impede successful implementafldris
is highly desirable when projects fail, to be coetptl as
per time schedule or in the process of attainirg gbt
goals. It is imperative to get the feedback ongheblems
faced so that effective measures can be taken ygutp
the deficiencies, which hamper the speedy
implementation. Monitoring is done continuouslyadtifset
various shortcomings that crop up from time to tiwiéh
regard to various aspects of implementation.

5. Evaluation
This is the last phase of the project cycle. Ih@d confined to
completed projects, and can be done several timesgthe life
of the project. The elements of success and fadtieeproject are
analyzed so as to consider those elements in fytlames.

Evaluation is taken up under following circumstasce

1. When the project is in trouble and needs corredistion.

2. While planning a follow up project.

3. When a project is terminated or is well into roatin
operation.

16



PAD 402 PUBLIC PROJECT MANAGEMENT & ANALYSIS

These could be broadly classified as:

a. Mid-course evaluation/pre-project evaluation: Itdene at "the
very beginning in order to assess the economidlféias of the
project.

b. Concurrent evaluation: It is done during the execustage of

the project and is meant to identify and analysepitfialls in the
execution of the . project.

C. Ex-post evaluation: It is done for the completedgets, in order
to assess the achievements of the objectives detoypuhe
projects.

The project management continuously evaluates tbggis during its
implementation phase. The concerned ministry, taernpng body, or an
external assistance agency also undertakes ewaludm large and
innovative projects, the projects administrativeiciure may provide a
separate evaluation unit responsible for monitoritige project's
implementation and for bringing problems to thesmtibn of project's
management. Many times 'the project managementladponsoring
agency would turn to outside evaluators.

The prime criterion for evaluation of a projecth® extent to which the
objectives set have been achieved. However, itldralso be analysed
whether the objectives were themselves appropaiatesuitable or not.
The project plan should be seen if it was appropria one in the light
of the objectives set forth. Each objective shdaddexamined whether it
was considered well and provision for it was madeai.

The projects could be broadly classified into fgreups:

a. Projects on technological innovation.

b Projects on broadening physical resource base. "

C. Projects on improvement of disadvantaged groups.

d. Projects on post-harvest handling and distribution

e Projects on institution building. . . Let's discubke different type
of projects in detalils.

2.3.2 Projects on technological Innovation

The major objective of technology-oriented projastsnodernization of
agriculture by increasing the productivity of ekigt enterprises. The
main emphasis is to raise " physical output pert wiiinput i.e.

increased yields per hectare, or per rupee investeger labour unit
employed. This class of projects emanate from thiestence of

technological package adequately tested and seifablwide spread ,
dissemination in the large part of the country.id#ht extension
machinery is also necessary to raise skills of fdmeners for early
adoption and implementation of the new technolddye projects of this
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type need small to modest capital investments biatilea .considerable
increase in the working capital requirements. Téigkourages rapid
adoption of technology by the large farmers andbexs a major barrier
against their rapid adoption by the smallholdemiars and those who
crop rented land. This barrier could be overcomi wiprovement in
accessibility to credit and management skills omiers. Examples of
such types of project are: projects aimed at th@diction of superior
varieties of seeds and planting materials; intrtidac of new and
superior livestock breeds for meat, and or/milk awedv or improved
livestock raising systems; introduction of new figh equipment and
techniques to exploit the resources more fullyjguoits designed to raise
the level of purchased farm inputs in agricultuneainly fertilizers,
pesticides and rodenticides, and may include id®itibution systems;
Projects aimed at farm mechanization also fall his tcategory, and
include small farm tractors and cultivation equipitnd he harnessing of
small water supplies, entailing minor irrigatiorseyms, pumping from
streams or wells, '.is included here because thentdogy of water
management is a major feature of such projects.

2.3.3 Projects on broadening physical resource bas

These projects aim at bringing additional physicasources in to
production, mainly water and land. These includegation projects-
both surface and groundwater schemes; drainagemsshewvatershed
based projects, involving erosion control and aegtation; flood
control; salinity control; and settlement projeatsolving new land.
Large irrigation projects are favoured by most bé tGovernments
because:

1. it is easy to get aid from donor countries or in&ttonal lending
agencies; conducting feasibility studies and supiEmw of
construction is relatively, simple in such projects

2. These projects provide higher level of productidabsgity in
areas of erratic rainfall. Large irrigations prdgec are
accompanied by certain weaknesses too. These fwope
highly capital intensive, and their origin is fremqily the
engineer's desk. The primary reason for shortfal{gerformance
is the lack of a multidisciplinary approach to thigpe of
development. Lack of adequate involvement' of agmast in
cropping programme or crop-water use requiremexgscultural
economists in the preparation of farm or in idgmi§ markets;
and organization specialization at the ground ldgelacquiring
inputs, for water control. The delivery of waterfatms from the
primary and secondary canals falls into a "no mé&mnsl" and
flooding method of irrigation 'is widely prevalentherefore,
complementary investments like land levelling, daae
channels, field channels etc, are' indispensabte ofgtimum
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utilization of .water; This has led to initiatiod command area

development programmes in India ,"Characteristic lafge

irrigation projects are:

1. it may have an adverse impact on income distributio

2. The number of beneficiaries is limited and the stagent’
per family is usually high.

3. They have long gestation periods requiring up toy@ars

or more for the projects development benefits to be

realized.

It involves' high foreign exchange component.

The organization of farm-level services and fariregning

to ensure sound water management is a slow process.

S

2.3.4 Projects on improvement of disadvantaged gups

This class of project is oriented towards deliberahanges in the
economic and welfare status of special groups. griveary aim of 'the
project is to intervene in the market process dmahge the ownership
structure of the factors of production and to clentne project's
benefits towards designated target groups. Thissctd project has its
genesis in the fact that in many societies growHs mot been
accompanied by development. Certain areas or groupse country
remain immune to the process of economic growtle @buntries have
experienced tremendous economic growth rates thertesl relatively
little or no impact Oil the regional income dispies. The examples of
such type of' projects are projects for agricultaradit, land settlement,
land reform, nutrition and integrated rural." demhent. There is a
thinking that the laws of a free market economy Mazontribute to a
widening of this income gap. Therefore; consciounsl &undamental
steps are proposed to correct this situation. Runze subsidy, measures
are considered inadequate to achieve this end,sandtural changes
aimed at the very sources of income must be intredu e.qg,
redistributing ownership and control of the meahgroduction in the
modem sector of the economy.

2.3.5 Agricultural credit projects

The agricultural credit projects predominantly hayeoduction
objectives. However, in many countries, the granwh credit to small
farmers has been tacitly viewed as an income-teameechanism. The
impact of increased production and net farm inconh@s been
questionable, as the recipients could use a lasge qf the credit for
‘consumption purposes. In India the banks providag at 4 per cent
rate of interest to weaker sections of the soaigigter the Differential.
Rate of Interest Scheme (DIR). Regional Rural Ba(iRRBs)' grant
loans to small and marginal farmers, agricultuadlolurers, cooperative
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societies, cooperative farming societies for admecal purposes,
artisans, small entrepreneurs, etc., within theraipmal area of the
RRB. Farmer Service Societies (FSS) provide integrécredit service
to the weaker sections of the rural areas, vizallsfarmers, , marginal
farmers, agricultural labourers and rural artisaftsse are specialized
agencies meant to cater to the needs of small faramel disadvantaged
sections of rural areas. The rationale for haviegasate institutions
catering for large versus small farmer is justifeeshsidering the varying
lending problems for the two. In case of large farsn the role of credit
is mainly that of a lubricant in an already dynaroantext. The small
farmer’'s static situation arises from many factoasid requires a
comprehensive package approach in which credinig one element.
Therefore, apart from the larger staff needs dfitutsons dealing with
small farmers, there are complementary measureslireeq for
introducing new technology, better land-tenure dimas, assured
markets, facilities for provision of inputs, etd.,credit is to have an
impact on production by small farmers. The high eustrative costs of
credit projects involving small farmers and thé idement arising from
crop losses must be resolved if many small farnaeesto be reached
apart from maintaining the sustainability of sucktitutions.

2.3.6 Land-settlement projects

These projects are designed to settle previouslpnarically
disadvantaged farmers or landless farmers on news pbf land.
Although production considerations naturally exisipcial justice
appears to be the main objective of such projddie. major constraint
with this type of project is its heavy cost and réfere, the low
prospects for replacing such development.

Financial limitations are likely to continue to tiee most sever obstacle
to the programme. Even though the basic servicegdged at the land-
settlement clearance, roads, housing, health tiasiliassistance during
transitional period, are meagre and of poor quakiyd much of the
work is supposed to be done by the settlers, tisé afocolonization is
high.

Apart 'from the fact that per settler ‘costs carhigh the problem is that
the classic type of settlement project benefitatiatly few families and
really does not make a significant impact on a#démg the problem,
which it is designed to remedy. When such settléemevolves around
the establishment of tree crops, it could requiiéyfa decade before
settlers begin to enjoy a sizeable net cash surphes establishment of
an adequate infrastructure in new areas not orguires considerable
capital, but there is also a time cost and an ekmkinsecurity which
delays the maturing of benefits.
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In most countries agricultural-planners face lagwbre problems in

project areas. The unfavourable land-tenure s@nas a disincentive to

tenants even in the use of current purchased inputh as fertilizers,

and more so in undertaking longer term capital stwent. The project

analyst can convince political leaders to take armlresettlement on a
priority basis. The international institutions adulse loan policies as a
leverage to induce action on the part of governsient

2.3.7 Rural development projects

Rural development projects are the major thrudendling institutions,
such as the World Bank, in the fight against pguexo main features
set these projects apart from other classes ofwdgnal projects;

1. There is a conscious effort to give a distributives to the
projects output by having a broad-based group néfigaries as
the target group;

2. it adopts multi-sectoral approach in the projectscept and
formulation. Income distribution considerations \gbuend to
locate the project in an area with masses of loveiime farmers.
While the direct number of beneficiaries from theoject's
production components may be modest, the total eundb
beneficiaries falling within the "influence zonet the project
and benefiting from-it may be considerably larger.

The multi-sectoral approach recognizes that whike tural poor are
strongly dependent on agriculture for their livelddl, the determinants
of "quality of life" embrace much more than agrtouhl pursuits. The
inter-sectoral linkages should be given due comatdn while
formulation of projects intended towards povertgwahtion.

First, directly productive activities would providee core around which
the project should be assembled. This is importastincreases in of
production would generate savings for further restinent leading to
self-sustaining growth of the region.

Second, production support activities could be giesi to remove
infrastructure constraints to the area's overahemic development.

Third, social support elements appropriate to thea'a needs, which
includes health facilities- hospitals, dispensari@sics and diseases
control programmes; educational facilities; villagkinking water

supplies; and community centers. It is importankinow how existing

services are administered; the location and exietheir clientele; the

staffing and manning situation; the budgets- capitad operating;

arrangements for maintenance of these serviceshanextent to which

beneficiaries are required to contribute to theé obsuch services.
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2.3.8 Projects on post-harvest handling and distrilstion

These are essentially marketing and storage psogedigned to provide
more orderly marketing of products, and therebyucedseasonal price
fluctuations. Alternatively, where the crop is anportant source of
export income, the government may wish to intervdivectly in the
marketing operations. The implementation of sucbjgmts calls for
heavy working capital requirements. This type adj@ct results usually
from a decision on pricing policy aimed at keepprges within ranges
for the population especially the urban part. Somes the intervention
is geared to protect the interest of producers bymizing the role of
intermediary.

Marketing projects may also aim at providing infrasture directly

benefiting the farmer, e.g. farm to market roadgjng) floors, and on-
farm storage. This class of projects generally iregua strong
commercially oriented management. The commerciahtation of such

projects means that they can be more efficientcated by the private
sector with its dominant profit motive.

2.4 Projects on institution building

Institution 'building implies deliberate measuresidned to strengthen
local institutions so that they can successfullglantake development
projects and programmes. Measures to increase #isofptive
capacity" of such countries to undertake agricaltimvestment projects
require urgent attention but development instingitiave not yet found
plausible solutions to this;

A three approach is needed to overcome the insiiait bottlenecks.
The first is at the country planning level. Thetical need here is to
develop capacity for project generation since Husivity cuts across
many government departments and agencies, themeeid for strong
mechanism for coordination. The tasks at this leskeduld, in fact, go
beyond project generation to include provision wsEorting services to
the management of approved projects ready for imeigation. Such
factors as recruitment of consultants, letting mfsbfor contracts and
obtaining release of foreign 'exchange, are sulbpebureaucratic snarls
resulting in delays in project implementation,

The second level of intervention would be at thejgmt management
level. The problem of shortage of local manageskills has been
overcome by seeking assistance from expatriatenieah personnel,
primarily from developed countries. It is done witie expectation that
local nationals would receive on-the job trainiktpwever, the relevant
body of experience that is meaningful for agrickdtiproject-
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development work lies in the developing countrlemmselves. Selected
countries could undertake training programmes foteptial project
managers To mother developing countries. Finanoinguch training
could be done by aid donors, by regional develogrrestitutions, and
by the countries themselves. Such an approach awelldset the basis
for a more formalized and systematic exchange tetweduntries of
their experience in agricultural development prtgec

The third level of intervention would concentraie farmers. There are
two aspects to this;

1. Farm level organizations, where again shortage ahagerial
skills is always acute;
2. Developing farmer’s skills so as to enable fullimdtion of the

new technology.

While conceding that greater emphasis on instituboilding could, in
the short run, reduce the initial flow of a projedienefits, the medium
and longer-term considerations of maintainabledases of production
should not be neglected.

SELF-ASSESSMENT EXERCISE

1. Name the various types of projects
2. Give the few examples for projects on improvemerit
disadvantage groug

2.5  Aspects in Project Preparation

The major dimensions of a project are:
technical,

institutional,

organizational,

managerial.IS) social;
commercial,

financial, and

Economic aspects.

NogahrwdE

All the aspects must be considered at every staeei project planning

and implementation cycle.

1. Technical aspects
The technical aspect is concerned with the techfeesibility of
the project. It concerns the project's inputs ($§eppand outputs
(production) of real goods and services. In ancadjrral project
it examines the soil type of the region and theteptial, the
availability of water its distribution and scope fitevelopment),
the crop varieties and livestock breeds suitabtetlie area; the
potential for mechanization and pest endemic inattea and the
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kind of control that will be needed. These inforioatare used to
estimate the possible yield, the potential croppoagtern and
input-output relationship. The examination of mairkg and
storage facilities are done to assess the effigiemgrocessing
and marketing of the products.

To undertake the above analysis a lot of data ede@ which
could be collected through soil surveys, groundwateveys, or
collection of hydrological data, information abdatmers may be
collected through primary survey their current famgnmethods,
and their social values to ensure realistic choi@asut
technology. In some cases field trials may be né¢deerify the
yields obtainable.

The technical analysis serves the following impurfaurposes:

a. To establish the extent and capacity of a physesdurce
for development.

b. To generate proposals for possible development

alternatives and to justify the selected alterrativ

To establish the major physical components of tiogept.

To establish the proposed development plan at ahm f

level.

To provide the basis for deriving the project'st@stimate

To establish the project's period and phasing.

To provide the basis for detailed engineering aadigh

during the construction phase.

To supply the major inputs required for the ecoromi

analysis.

To provide a basis for formulating the project's

organization and management.

oo

> @™o

Institutional aspect

The institutional background of a project is a pridof country's
historical evolution and provides the frameworkhwntwhich the

project will have too operated. The main task dwrproject

preparation is to identify the components of thstitational

framework that have a bearing on the project. A fefwthe

elements determining this background are governnmstitutes,

project authority, corporate bodies, land-tenursteay, banking
and credit institutions, farmers organizations eadperation and
religious customs and practices and social mores.

A brief description on each of these is as follows:

1. Government institutions: A thorough understandifghe
administrative system of the region or the counBy
needed. Often there is a well-established balarteden
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3.

the rights of the state vis-a-vis center. Withire tbtate
there would be further administrative sub-divisiop to
the village level. For successful project implenagion
the cooperation of the administration at the loleeels is
essential. The project area should be adjustedinwih
single administrative unit so as to minimize adstirative
hassles.

2. Advantage: The advantage of using the existing
governmental setup is that it is least disruptived a
therefore, does not generate problems of inequailitgng
various branches of the civil service. The projiacough
larger flow of resources also strengthens the
developmental role of the department or division.

Project Preparation Aspects and Project Cycle

Disadvantage: Most of the projects do not easily igm
departmental divisional lines. For example, ingation projects
the civil headwork and major irrigation structuege executed by
the irrigation department. Yet the benefits to gation
development are realized on the farmer’s field Wdrich the
department of agriculture has primary responsybilit

Project authority: An authority is established bwIthat vests the
project implementing agency with special powersrdertake its
task. It ensures coordination among the variousegowuent
agencies involved, by the concentration and cem&tibn of
authority. It results in two parallel streams offgmments.

Advantages: An authority has technical skill anchaficial

resources to undertake the project efficientlyhdls a shorter
chain of command. Since the authority has its oesources,
concentrated on narrowly prescribed area, ‘it ide ato

demonstrate results rapidly.

Disadvantage: The authority is not fully aligned with the
existing administrative system leading to frictiand jealousy.
The authority is mainly concerned with the physiaehievement
of the project, so as to get visible results. tngbns building get
no or little priority. Thus the maintenance and rapien of the
assets created is left to the existing administeatstructure,
which have little enthusiasm or even skill. The sérig
administrative structure does not get experiencdewvelopment
projects.
a. The authority may accord priority to certain prajec
activities within the project areas, which usuatly not
harmonies with the regional priorities of various
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participatory agencies and may drain resources drgay
other priorities in the country.

Corporate entities: The corporations are needed to
introduce business approach to problem concerning
commercial objective which falls outside the usstaéam

of government activity. They can play a facilitatirole by
approving projects and making funds available te th
private sector for those activities that the puldactor
wishes to promote.

Advantages: The corporations are best suited to
exploitation of existing resources i.e., fisheries
development, processing and marketing, etc.

Disadvantages: In the absence of sound management,
corporations could become a drain on public resesirc
The autonomy enjoyed by them creates tensions wikia
usual administrative stream. Since corporationsuatally
profit oriented, and since their management may beot
rewarded on the basis of profit performance, therack
of incentive to work as hard at gaining profitsvazuld be
the case in a privately operated projects,

Land-tenure systems: The land-ownership patterr an
landlord-tenant relationships greatly influenceduction,
employment opportunities and income distributioayri
size distribution influences the intensity of w#tion of
farm land, and in motivating farmers to undertake
innovations. Thus the owners of large farms maywsho
significant differences from the owners of smalinia in
such features as attitudes towards risk-takingodhiction

of innovations, managerial and farming skills amdess

to credits, all of ‘'which c6uld exert ; an impottdrearing

on the project's success. Moreover, the owner lairge
farm is probably much more market oriented in his
production planning than the owner of small farmda
therefore, is more responsive to general price meaves.

Where the project analyst is concerned with theorime
distribution aspects of the project it is importamtknow
the distribution of land holdings by size in order
identify the target groups of the project's benafies.

Farmer organization and cooperatives: The aatipes
undertake of wide variety of activities covering
production, marketing, input supply and distribatiand
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operate their own extension services. However, the
experience of cooperatives has been disappoiniihg.
project analyst is well advised to explore the pmesole
that they could play, by making necessary provisitor
strengthening them. A basic principle in projectrkvo
should be to ensure that a cooperative does, thrfzet a
basic need of the bulk of participants. Despitecadpd
failures the cooperatives are still widely held de the
answer to many rural problems. Project plannersilsho
generally be cautious in this regard and criticakgmine
relevant experience in the country and the prgeea.

Organizational aspects

Organization refers to the overall design and sunec of the
body. of entity that would undertake the task afj@ct execution.
The proposed organization must have the capacityatoy out
the assignments given to it and also be attuneletanstitutional
and legal framework of the country. It should tak#o

consideration. the political and social climatettod country, Let
us discuss important organizational aspects inildét&electing
an organization: The organization chosen for thagept may be
either an existing institution, strengthening tlesténg institution
or creation' of an entirely new organization. Oigatonal
arrangements depend upon many factors includinfpttoaving:

a)

b)

c)

The existence of institutions already empowerke
carry out the proposed functions.

The capacity and inefficiency of these instdas, their
success in assuming these functions, and the tyriori
which they would be able to attach to the projetivéies.
The sensitivity of components of the project lozal
conditions.

The urgency of implementing the project:

The extent to which an independence from governahdnireaucracy is
a prerequisite for the successful implementatiothef project. Internal
organization. This pertains to the type of interalicture within the
organization i.e.,the departments, divisions, stmiicture, etc. The basic
principles to be followed are as follows:

There must be clear lines of authority runrinogn the top to the
bottom of the organization. That is, the chain@hmand should
be clear.

The responsibility and authority of each supsenv should be
clearly defined in writing.

Responsibility should always be coupled withrresponding
authority.

a.

27



PAD 402 PUBLIC PROJECT MANAGEMENT & ANALYSIS

d. Authority should be delegated as far down the hs possible.
This implies that the decision making power shdwédplaced as
near as possible to the scene of action.

e. The number of levels of authority should bet k@ minimum.

The work of every person in the organizationwt be confined

as far as possible to the performance of a siegldihg function.

The organization should be flexible, so that it &@nadjusted to

changing conditions.

h. The organization should be kept as simple asipke.

. Beneficiary participation: The involvement odrieficiaries, right
from the planning to operation and monitoring awmdleation is a
prerequisite for successful implementation If th@jgct. The
design of organizational arrangements to secureh suc
involvement is very difficult. It is also importatd identify the
structure of social authority of the area and tHemders or
representatives need to be identified and involwethie planning
and management of the project.

—

Management

The task of management is to implement the prgjecbjectives
withinthe framework of the organizational structymvided for the
project. A good management can make a deficiergarozgtion structure
work but the reverse does not hold. There are basic considerations
in designing a management system fora project:

1. Definition of the objectives: A clear definition dfie functions
and activities are required to achieve the prgestijective.

2. Allocation of responsibility: Allocate and assigesponsibilities
to various ™agencies or associations for the wvsrigroject
activities. Spell out the duties including the waities that the
agency would be required to implement.

3. Coordination of activities: A suitable mechanism doordination
of the activities of participating agencies shoblkl developed.
This is very crucial in rural development projett&t have a
wide range of diverse activities occurring simuéaunsly.

4. Staffing the project: It is the executive functithrat encompasses
the recruiting, selection, training, promotion arelirement of
sub-ordinates. Finding good managers, skilled aerdi-skilled
workers are really a tough task in developing coest The
staffing problem emerges due to shortage of manpdoth in
quantitative and qualitative terms.

5. Social aspects

The social patterns, custom, culture, traditions laabits of the clientele

a project will serve are assessed. The broadealsimsplications like
changes in living standards, material welfare, oomgion habits,
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income distribution effects, etc., of proposed siwgents are examined.

In certain cases weights for income distributioa ased so that projects

benefiting lower income groups will be favoured.eTédverse effect of

project on particular groups or regions is examiriét issue of adverse
environmental impact is also assessed. Preservioigble scenic

attractions or unique wild life habitats is giveighh priority during site

selection.

1. Environmental consideration: The development oficatjure
and agriculturally related enterprises has advergmact on the
environment i.e., ecology- rainfall patterns, rivitaws, scenic
and aesthetic aspects, health of the population.e Th
developmental projects aggravate the rate of deplebf
resources due to soil erosion, over-exploitatiorergrazing, by
extraction at rates exceeding the maximum sustknaéld as in
forestry and fishery ventures.

2. Multiplier effect: A project may have indirect effis such as
multiplier effects and externalities which are felutside the
boundary of the project. The economic analysis am¢sneasure
these indirect benefits because of difficulty inasierement. The
project planner should at least identify them taugg their
importance. For example, a project may reduce #tesr of
migration from rural to urban area and thereby cedilne cost of
urbanization. On the other hand, predominantly expdented
estate plantation crops, may have an impact outsidehe
country's borders especially on other exportingntoes.

3. Social effects of project: It is argued that agltial projects can
and do introduce negative social effects by furthétening of
the income disparities of beneficiaries that existat the
beginning of the project in the project area.

4. Commercial aspects
The commercial aspects of a project involves thargements
for marketing the output produced by the projed #re supply
of inputs needed to build and operate the projébe analyst
needs to assess the effective demand of the projgput at a
remunerative price. The market should be asseseeditd
capacity to absorb the excess production and thgadi of
product supply on price of the product. The vidpilof the
project under changed price structure should b&/zea Project
should have provision for the processing of thelpobs.

The analyst also needs to know whether appropaangements are
there for the supply of inputs such as of fertilzeesticides, and high-
yielding seeds needed to adopt new technology opping patterns.
Appropriate marketing channels exists, do they haamacity to supply
needed inputs on times. Or there is need for neanméls to be
established by the project for new inputs. The ragements for the
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procurement of equipment and supplies also neebetd@) Financial

aspects Project Preparation Aspects and Projede Gyicancial analysis
measures the financial viability of the project,dais a necessary
complement to the economic analysis in decisionauridertake the
project. A project may have a number of benefiemiand participating
agencies. The impact of the project on each 'dfelieeneficiaries varies
and therefore the need to undertake separate falamalysis for each.
Therefore, analysis need to be done at the levaltimhate beneficiary-

the farmer, intermediate institutions agricultubainks or development
cooperatives, and at the central government.

The main objectives of financial analysis at themf@rs or entrepreneur
level are:

Assessing incentive aspects of the project andngefarm-income
target.

The analysis needs to be done to know whether skets created or
acquired by the project, will result in sufficieatlditional revenue by
debt servicing, so as to induce the investor toeuadte the activities
envisaged under the project? For example: arenttentives offered by
irrigation project sufficient enough to induce tfemer to undertake
double cropping.

1. Assessing viability at various stages of the proj&c

This is important for projects that produce produtiat become
inputs for \ processing industry e.g., a food pssggy industry
with components for on farm production of tomatoesd
processing. In such cases, the viability needetadsessed at the
farmer level as well as at industry level. Assegdiorrower's
repayment capacity and determining lending conaktioThe
financial analysis would help the credit institutsoin assessing
the borrower's capacity to meet amortization antker@st
payments on any debt. The income and expenditatensént for
the project is prepared to help in scheduling ahleepayments.

2. Determining the contribution of beneficiaries to project costs.
The contribution the beneficiaries to project costould be
determined through the financial analysis. The mafdellection
and to what level taxes and levies should be inghasealso
determined.
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5.

The major objectives of financial analysis to asgbg impact of
the project on budgets of government institutiores a

1. Formulating the projects' financing plan.

While preparing a project a separate financial [gaould
be developed clearly indicating the respective
contributions of the lending agency, the governmeard

beneficiaries. to the project investment programifiee

financial plan also shows the end use of the fioydisroad

groups, such as machinery and equipment purchizses,
credit, building construction, etc, it is also innfamt to

indicate the phasing of expenditure, i.e. year &ary
expenditure.

2. Assessing the impact on government’s budget

The project usually has effect on both expenditanel
income side. The expenditure side effect may béhen
form of grants or equity contribution on which no
repayment is expected, loans extended at ratelsefaw
the opportunity cost of capital, subsidies in difet
forms, infrastructure requirement such as electtion,
rail connection, roads, etc.

The income effects may arise from sources such as;
increased land and property taxes, export taxes on
agricultural projects, income taxes from profitsraing to

corporations and also indirect benefits that can be

identified and assessed.

Economic aspects

The economic analysis gives a quantitative estinatethe

project's impact on national economy. In projectrfolation, the
economic analysis of agricultural projects is d soployed post
facto to justify a project already selected andigiesd. It is

seldom used as a tool in earliest stages of prégectulation to

evaluate possible alternatives, and the impactt thach

alternatives may have on the development objectveshe

country. Thus, the present practice aims at estahlj that the
project selected has met the test of a minimumpaabée rate of
return to the economy. It does not say to whatréxiee project
contributes to the non-economic objectives of theegnment. It
requires determination of the likelihood that agmeed project
will contribute significantly to the development tife economy
and that its contribution will be great enough ustify being

scarce resources it will need. The point of vieleetahere is that
of society as a whole.
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The financial analysis takes the view point of indiwal participants
while economic analysis takes the view of sociélihere are three
important distinctions between the two which arksésd as under:

1. In economic analysis taxes and subsidies are treagetransfer
payments. The new income generated includes any thex
project can bear during the production and salestke buyers
are willing to pay when they purchase the projeptsiducts.
These taxes, which are part of the total projeatebe are
transferred to the government, which acts on bedfélie society
as a whole, and are not treated as costs. A goernsubsidy to
the project is a cost to the society, since subisidyn expenditure
of resources that the economy incurs to operateribject.

2. In financial analysis market prices are generallyeds In
economic analysis, however, some market priceslmashanged
so that they more accurately reflect social or ecain values.
These adjusted prices are called "shadow" or "adawgl' prices.
However, in both financial and economic analysis pnojected
prices are used, so both rely to a substantial nextn
hypothetical responses.

3. The interest on capital is never separated andateddrom the
gross return because it is part of the total retorrthe capital
available-to the society as a whole and because tihat total
return including interest, that economic analysisdesigned to
estimate. In financial analysis, interest paid te texternal
suppliers of money may be deducted to derive tmefitestream
available to the owners of capital. But interesputed or "paid”
to the entity from whose point of view the finaricaalysis is
being done is not treated as a cost because teshtis part of
the total return to the equity capital contribubgdthe entity.

19

2.5 Summary

The projects could be broadly classified into fiypes:

Technological innovation,

Broadening the physical resource base,

Improved status of disadvantaged groups.

Improved post-harvest handling and distributiord an
Institution building. An understanding of each thfe broad
classes would be useful in developing a project the
development of particular region.

agrwNPE

The major dimensions of project are:
1. technical;
2. institutional-organizational managerial,
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3. social;

4, commercial;

5. financial; and

6. Economic aspects.

All the aspects must be thoughtfully considereceary stage in the
project planning and implementation cycle.

A project passes through a number of stages anu gagse not only
grows out of the preceding one but also leads bsesguent one. It is a
self-renewing cycle so that the new project emafrata the old ones in
a continuous manner. The various phases of promcie are

identification; preparation and analysis, appraisahplementation,

monitoring and evaluation. By carefully followinga@h phases in the
project cycle would help in developing an apprderiproject, feasible
implementation and reformulation of a new project.

N
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u:; 2.7 Possible answers to self-assessment exercise (Shiwi

the content
SELF-ASSESSMENT EXERCISE 2
Name the various types of projects

The projects could be broadly classified into fgreups:

a. Projects on technological innovation.

b Projects on broadening physical resource base. "

C. Projects on improvement of disadvantaged groups.

d. Projects on post-harvest handling and distribution

e Projects on institution building. . . Let's discuke different type
of projects in details.

Answer
SELF-ASSESSMENT 2

Give the few examples for projects on improvementdigadvantage
groups?

Answer

This class of project is oriented towards deliberahanges in the
economic and welfare status of special groups. griveary aim of 'the
project is to intervene in the market process dmahge the ownership
structure of the factors of production and to clentine project's
benefits towards designated target groups. Thissctd project has its
genesis in the fact that in many societies growHs mot been
accompanied by development. Certain areas or groupke country
remain immune to the process of economic growtle @buntries have
experienced tremendous economic growth rates thertesl relatively
little or no impact Oil the regional income dispies. The examples of
such type of' projects are projects for agricultaradit, land settlement,
land reform, nutrition and integrated rural." demhent. There is a
thinking that the laws of a free market economy Mazontribute to a
widening of this income gap. Therefore; consciounsl &undamental
steps are proposed to correct this situation. Rk subsidy, measures
are considered inadequate to achieve this end,sandtural changes
aimed at the very sources of income must be intredu e.qg,
redistributing ownership and control of the meahgroduction in the
modem sector of the economy.
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UNIT 3 PROJECT MANAGEMENT
Unit Structure

3.1 Introduction

3.2  Learning Outcome

3.3 Main Content
3.3.1 Project Management: Concept and Elements
3.3.2 Project Management Cycle

3.4  Project Management Techniques

3.5 Pre-requisites of Effective Project Management

3.6 Summary

3.7 References/Further Readings

3.8 Possible Answers to self-assessment exerapewithin the
content

VT
@3.1 Introduction

Project management has an important place in denedot as many of
the urban development researchers and institutes nmw days

undertaking many research projects. Every projemhager has to deal
with different targets, different environment anffetent target groups.
Appropriate knowledge and skill about the variospexts of project
management will transform a project manager innexcellent project
manager. The project manager largely perform falgwoles: (i) plan

the project along with other team members; (ii) pare strategies,
activites and arrange and allocate resources medjuifor the

achievement of project objectives; (iii) maintaielation between the
project team, institution and the donor agencyhaf project; and (iv)

successfully complete the project and disseminateinding for the

consumption of large audience. This unit dealseitaitlabout the project
management.

@ 3.2  Learning Outcome

By end of this unit, you should be able to:

Define concept and elements of project management;
Describe various steps of project management cycle;
Explain various project management techniques; and
Discuss different pre-requisites of effective povjgmanagement.
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Main Content
3.3.1 Project Management: Concept and Elements

Project management is an important concept ana topcause now a
days all organizations either big or small are Imgd in the

implementation of various projects. Lewis has ogirthat although

management of projects has been going on for tmoissaf years, the
practice has been widely recognized as a discipfints own rights for

only about ten years.

Before going to explain project management, itgseatial to known,
what is a project? A project is generally descrilasdan initiative to
bring about change. This is done in order to ach&pecific objectives,
within a timescale and in a given context. A prbjeas normally an
allocated budget. According to Project Managemaestitute “A project
is any undertaking with a defined objective by whicompletion is
identified. In practice most projects depend oiitdinr limited resources
by which the objectives are to be accomplishedv Martin listed out
following attributes of a project:

1. has a clear purpose that can be achieved in adniine;

2. has a clear end when the outcome has been achieved

3. is resourced to achieve specific outcomes;

4 has someone acting as sponsor who expects thenwescto be

delivered on time; and
5. Is a one-off activity that would not normally bepeated.

Project Management has been evolved one of thertamcareas in the
area of urban development. According to Richard tdew(2008),
project management has been developed over thdguastecades as it
has become apparent that without a structured apprgeople are not
very good at completing projects successfully. mimcipal aim of
project management is to see that projects are veelhulated,
effectively implemented; completed in time and eesult is achieved.
The project management is largely encircled in foyvortant factors i.e
cost, time, scope and quality. According to PMBOMKrdject
management is application of knowledge, skills]2@nd techniques to
project activities to achieve project requirememject management is
accomplished through the application and integnatid the project
management processes of initiating, planning, ex&gumonitoring,
controlling and closing.”

Basic Elements of Project Management
The four basic elements of project management, twhac project
manager has to look into, are: cost time, scope cuadity. All these
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four elements are interconnected and have to begeaheffectively for
the successful implementation of the project.

1.

Cost Management

An efficient project manager is evaluated on hiser ability to
complete the project within the stipulated budgBhe costs
include estimated cost, actual cost and variabks. dBesides,
there is contingency cost which takes into accdlatinfluence
of weather, supplier and design allowances.

Time Management

Time management is one important skill for any ssetul
project manager. Most of the project fails due tmomptime
management by the project managers. For the eféecti
management of time, a project has to break dowmnomber of
tasks which are to be accomplished within time &afo prepare
the project schedule, the project manager hasytodiout what
the tasks are, how long they will take, what resesithey require
and in what order they should be done.

Scope Management

The project manager at the outset need to clelipeate scope
of the project. The scope of the project will emabite project
manager to judiciously plan required resourcesraadpower for
the project. As project is time and cost boundtdftee, scope of
the project needs to be appropriately framed withinese
constraints.  Scope management comprises followiman
aspects such as authorizing the job, developingppesstatement
that will define the boundaries of project, subiding the work
into manageable components with deliverables, yiagfthat the
amount of work has been achieved and specifyingesctange
control procedures (Levis, 2007).

Quality Management

Quality management is last but not least elementprafect
management. The success of the project is judgedthlby
yardstick of quality of work it has produced. Thecsessful
project manager maintains the balance between qoahtity and
quality. According Levis (2007) quality managementludes
both quality assurance and quality control. Thamier means
planning to meet quality requirements and the latmphasizes
on the steps to be taken to monitor results tafsiey conform
to requirements.

SELF-ASSESSMENT EXERCISE

1.

What do you mean by projec

2.

Time management is an important element ofiept
management- Discuss.

O
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3.3.2 Project Management Cycle

Project cycle has six main phases which is givethenform of cycle
wheel below.

The six various phases of project management ayele

Need Identification

Initiation

Planning

Executing

Controlling

Closing

ounhkwn

Need Identification

The development of project cycle begins with idigrdtion, whether

there is a need of development project for a pa#icsector, area,
community, etc. The identification usually compsde/o main aspects
i.e. situation analysis and problem analysis. Wtdiscuss these two
important aspects in detail.

Situation Analysis

Understanding situation is the beginning of desigrany development
project or programme. Situation analysis broadlyoives analysis of
needs and assets, problem analysis and examinirgvant

interventions. According to Towen (2003) situatiamalysis is an
activity which can firmly link planning to the reis in the field and
thereby to the implementation of the project. Theasion analysis may
comprise analysis of the physical, economic, spca@lltural and

political environment within which the populatioivd. Some of the
development indicators to be used during the sdnatnalysis of
development of a project are: composition of pojpata housing,

sanitation, health, employment, drinking water, eadion, land holding,
industry, services etc. The context and type obriméation required is
given in

Problem Analysis

The second step in need identification is problemalysis. For
understanding a situation to be influenced by geptoit is essential to
know the problem conditions which constitute depetent constraints
as well as their causes. Problem analysis is ah@rimportance to
developmental project planning, as it stronglyuefices the design of
all possible developmental interventions. Problefantification is a
deductive process. It is a state of affairs orsfamt figures that cause
difficulties and sufferings. The problem analyst only investigates
What is wrong ? But also try to understand ‘Whydaitiow’ it is
wrong? In order to assign priority to the probleiinseeks to answer
several questions these are:
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What is the problem?

Why is this problem?

What are the probable causes of the problem?
How serious is the problem?

Who are affected by the problem?

How many are they?

Where are they located?

What are their characteristics?

CoPwooenNE

According to FAO, the problem tree is a visual peotr-analysis tool
that can be effectively used by both the field depeent staff and the
community to specify and investigate the causes effdcts of a
problem and to highlight the relationship betweban. The problem
tree analysis helps to find out solutions by magmnt the anatomy of
cause and effect around an issue.

The roots of the tree, is the lower part of thewding, metaphorically

represent the causes of the main problem. Thenuek at the centre of
the drawing represents the main problem and theeliranches, on the
upper side of the drawing, provide a visual repneg@n of the effects

of the main problem.

Initiation

Once the needs of the project are identified armisam is taken to do

the project, the second step is to launch or ieitiae project. There are
number of activities associated in this stage. fJitogect sponsor creates
a project charter which delineates authorizationvofk on the project,

define the authority, responsibility and accouritgbof the project team

and establish scope boundaries of the project.stibeess of the project
team veritably depends upon starting with completel accurate

information, management support and the authodmatiecessary to
manage the project.

Planning

Planning phase is one of the important phases efpitoject cycle
management. The project planning defines projetiaes that will be
performed; the output that will be produced; antingate how these
activities will be accomplished and managed. Ptopanning defines
each major task, estimates the time, resourcescastdrequired, and
provides a framework for management review and robntn other
words, planning involves identifying and documegtiacope, tasks,
schedules, cost, risk, quality and staffing needs.

The project manager, along with his project teaspgares project plan

and gets it approved from the management. The girgpan is a
comprehensive document that allows a project teambdgin and
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complete the work necessary to achieve the prgjeat and objectives.
The project plan will address how the project teaith manage the
project elements.

Executing

By the project plan is prepared, it gets ready &tecution or

implementation. The project team acquire all nemgssesources
required to carry out the project and ready toqrernfproject activities.

The project manger along with the project team their energy and
efforts in participating, observing and analysihg project activities so
that the output is produced and goal and objectiveshe project

achieved. In other words one is to execute the wak must be done to
come out with the product of the project. Furthetecuting also refers
to implementing the project plan.

In nutshell, executing refers to coordinating andnaging the project
resources while executing the project plan, perfiognthe planned
project activities and ensuring that they are catsul efficiently.

Monitoring/Controlling

The functions of the project manager at this stesge& monitor and
compare actual performance with the planned pedooa and take
corrective measures to get the desired outcome wihene are
significant differences. By monitoring and measgnamogress regularly,
identifying variances from plan and taking correetaction if required,
project control ensures that project activitiesragt.

Closing out

Closing out is the last but not the least phasepddject cycle

management. Once the output is produced to themests satisfaction,

the project is considered finished. However, thisudd not be the case.
A final lesson-learned review should be done beftire project is

considered complete. Failing to do the lessonsyh review means
that future project will likely to suffer. Althougproject close out is a
routine process, it is an important one. AccordiogHaugey, project
closure means formal acceptance of the deliveradmesdisbanding of
all the elements that were required to run thegutoj

3.4  Project Management Techniques

The project management techniques help the projeabager to
complete the project activities successfully anféaively and achieve
the project goal and objectives within the assigtiete period and
budget. Broadly project management techniquesvaraypes:

a. Bar Charts

b. Networks
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Bar Chart Bar Charts are the pictorial represemtatf various tasks
required to be performed for accomplishment of ghgect objectives.
The bar charts are of two types:

a. Gantt Chart and

b. Milestone Chart

Gantt chart

Henry L Gantt in 3937 developed a system of bartshar scheduling
and reporting of a project. These charts, latterewilenown as Gantt
Charts. It is a pictorial representation specifyihg start and finish time
for various tasks to be performed in a project dlo@zontal time scale.

The Gantt chart as a tool is used: 3. to plan so@e of a project

1. To estimate resources required for a project

2. For graphical illustration of schedule of task&&completed

3. Helps to plan coordinate and track specific taskgfoject

4. Good for small projects when the number of taskaabivities is
small and not complex i.e. good for simple projects

3.5 Pre-requisites of Effective Project Management

Some of the knowledge and skill required for théedive project
management are as follow:

Project Integration Management

Project integration management ensures that thgqiras properly
planned, executed, and controlled. In other woedsgry activity of the
project must be well coordinated or integrated. Tpreject is a
culmination of activities and tasks and an integptatipproach will
enable the project to achieve its goal and objestigffectively. There
must be proper coordination at each level fromrtteagement down
the line workers level. It is studied that the patjfails to achieve it goal
at the grassroots level because of lack of peopatsicipation. There
many project findings have suggested that the comignumust be
integrated into the whole process of project ianping, formulation of
strategies, implementation as well as controllifgvarious project
activities.

Project Time Management

In time completion of project not only gives a dtdd the manager of
but also can ensure further projects to the orgdioia. Project time
management refers to developing a time schedutecdra be met and
then controlling the activities to ensure that #ppens. An efficient
project manager tries to effectively manage thestiamd achieve the
project tasks within the allocated time period. ihgklong time adds to
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the inefficiency of the project. While taking toesk time sometimes put
guestion mark on the quality of the project delver

Project Cost Management

Cost management implies that project should be &=texh within the
formulated budget. Therefore, proper estimatiothefcost of resources
i.e. manpower, equipment, materials and other thilkge travel and
other miscellaneous expenses. Cost are budgetetlamkeéd to keep the
project within the budget. The project cost must d@propriately
budgeted. For example, in most of the action re$earoject the
expenditures on project interventional activitieseded to be more
compared to hiring of manpower. Some times googept@roposals are
rejected not for the technical but for the finahbia. Therefore costing
is critical to project management.

Project Human Resource Management

Human resources are key to project. It is supremer @ll other

resources. It involves identifying the people nekde do the job,

defining their roles, and responsibilities. Acgngiefficient people as
per their job requirement is critical to project mgement. Besides
training and capacity building of the manpower Isoaimportant to

human resources management. The human resourceyenag@ also
includes the salary packages, leisure and medivdl cdher benefits.
Sometimes project staffs are less motivated to workpoor benefits.

Therefore, many organization depute its efficigaffso the project by
offering them higher salary and grade.

Project Quality Management

The balancing between the quantity and qualityrofget deliverables is
central to effective project management. Mainteramicquality is vital
to project and any compromise with the quality wethd to dissensions
among the project team and the beneficiaries. Tadity of input and
out-put of the project must be clearly visible. Thealified and
experienced manpower employed in the project eféectively and
efficiently manage the project then their countart® those were less
qualified and less experienced. Nepotism in saaciprocess is a
deterrent to quality.

Project Communication Management

Communication Management refers to planning, exegutand

controlling the acquisition and dissemination dfialormation relevant
to the needs of all project stakeholders. Transggrén communication
is an accountability of the project manager. Dematcr way of

communication where all the stakeholders partieipand share their
opinion regarding various aspects of project ifiaai to a good project
proposal formulation. Communication and dissemaratf findings of
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the project not only helps the policy makers tarfolate policy but also
helps the organization to fetch more projects.

Project Risk Management

Risk Management is a systematic process of idengfyquantifying,
analysis and responding to project risk. Highethes risk lower is the
efficiency and effectiveness of the project. Theiceicy and
effectiveness of a project is influenced by thé& fsctor. For example
the training of Commercial Sex Workers on HIV/AID% urban slum
depends on the identification of CSWs which issk factor. According
to Lewis it includes maximizing the probability amdnsequences of
positive events and minimizing the probability aconsequences of
advance events to project objectives. It is aneexéilly important aspect
of project management.

19

3.6 Summary

Project Management is an important area of devedspmas all
organizations big or small are implementing ondaher other projects.
The viability of many organization sometimes soledgpends on
projects. Besides, the funding agencies also mkéuldave adequate
knowledge about the project management. The presenat the outset
has described the meaning and basic elements @cprmanagement.
The second aspect which has been thoroughly covieréde unit is
project cycle management. Later on, the projectagament technique
which is vital to any project management has basoudsed. The two
techniques customarily used in project managenrenGantt chart and
Networks. The technicality in dealing with the mdjis judged from the
technique used in project formulation. The last pd@rthe unit contains
the skill required for the project manager for #féective management
of project.

N
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u:i 3.8 Possible Answers to self-assessment exer¢sewithin

the content
SELF-ASSESSMENT EXERCISE 3
What do you mean by project?

Answer

A project is generally described as an initiatigebting about change.
This is done in order to achieve specific objecjweithin a timescale
and in a given context. A project has normally dlocated budget.
According to Project Management Institute “A prajes any
undertaking with a defined objective by which coetign is identified.
In practice most projects depend on finite or lediresources by which
the objectives are to be accomplished.”

SELF-ASSESSMENT EXERCISE 2

Time management is an important element of projgpahagement-
Discuss.

Answer

Time management is one important skill for any ssstul project
manager. Most of the project fails due to poor tmmenagement by the
project managers. For the effective managemeningf, ta project has to
break down into number of tasks which are to bemptished within
time frame. To prepare the project schedule, tlogept manager has to
figure out what the tasks are, how long they vakd, what resources
they require and in what order they should be done.
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UNIT 4 PROJECT APPRAISAL
Unit Structure

4.4  Introduction
4.2  Learning Outcome
4.3 Main Content
4.3.1 Projects: Meaning and Concept
4.3.2 Difference between a Project and a Programme
4.4  Criterion for Project Appraisal
4.5 Project Appraisal Techniques
4.6 Summary
4.7 References/Further Readings
4.8 Possible Answers to self-assessment exercisewifhin the
content

@ 4.1 Introduction

In the previous unit you have read about projeantdation. This unit

deals with the project appraisal techniques. Ptojetten provide the
base for sustainable development intervention. eletoappraisal is a
generic term that refers to the process of assgsisira structured way,
the case for proceeding with a project or propolabften involves

comparing various options, using economic appraisasome other
decision analysis technique. A good appraisalfjastispending money
on a project. It is an important tool in decisiorakimg and lays the
foundation for delivery and evaluation.

@ 4.2  Learning Outcome

Appraisal asks fundamental questions about whétimeling is required
and whether a project offers good value for monkycan give

confidence that public money is being put to gosd, @and help identify
other funding to support a project.

Main Content
4.3.1 Projects: Meaning and Concept

What are Projects? Projects are the cutting edgedeselopment.
Projects are an investment activity in which finahaesources are
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expended to create capital assets that producditsemeer an extended
period of time.

UNIDO defines a project as a proposal for an investt to create and
develop certain facilities in order to increase tpeoduction of
goods/services in a community during a certainqoeof time.

The Chartered Management Institute define a pr@ecan activity that
has a beginning and an end which is carried oaictoeve a particular
purpose to a set quality within given time consitsand cost limits”.

A project may be defined as an activity for whichmay will be spent in
an expectation of returns and which logically sedmdend itself to
planning financing and implementation as a unitisltthe smallest
operational element prepared and implemented aparate entity in a
national plan of programmes of development.

A project is also defined as a proposal for an stvent to create,
expand and develop certain facilities in ordermoreéase the production
of goods and services in a community during a cemariod of time.
Furthermore, for evaluation purposes, a projee it of investment,
which can be distinguished technically, commergialhd economically
from other investments.

4.3.2 Difference between a Project and a Programme

Many people are uncertain about the difference &etwa project and a
programme. A project is a temporary entity esthlels to deliver
specific (often tangible) outputs in line with pedtied time, cost and
quality constraints. Whereas, a program is a plwtfoomprising of
multiple projects that are managed and coordinatedne unit with the
objective of achieving (often intangible) outconassl benefits for the
organization.

4.4  Criterion for Project Appraisal

By a project has been prepared, it is generallyagppate for a critical
review or an independent appraisal to be conduciai provides an
opportunity to reexamine every aspect of the ptojgan to assess
whether the proposal is appropriate and sound édinge sums are
committed. The appraisal process builds on theeptglan, but it may
involve new information if the specialists on thgpeaisal team feel that
some of the data are questionable or some of thargsions faulty. If
the appraisal team concludes that the project ptarsound, the
investment may proceed. But if the appraisal teantsfserious flaws, it
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may be necessary for the analyst to alter the grrpj@an or to develop a
new plan altogether.

If a project is to be financed by an internatioleaiding institution such
as the World Bank or by a bilateral assistance agesuch an external
lender will probably want a rather careful appraeseaen if it has been
closely associated with earlier steps in the ptomecle. The World
Bank, for example, routinely sends a separate oms$o appraise
proposed projects for which one of its member govemnts intends to
borrow.

The preparation of a project entails consideratbmany aspects. The
major aspects to be considered during the appraishe project are:
Technical

Institutional

Organizational

Managerial

Social

Commercial

Financial

Economic

Sustainability

©COoNoOsWNE

Let us now discuss each of these criterions ofgt@ppraisal.

1. Technical Aspect
The technical aspect of any project considers #ehrtical
feasibility of any project. It concerns with thelaical aspect of
a project form both input supply side and outpuiveey side.
For example if you want to take up a metro projeca urban
region, you may have to examine the soil type efrigion for
pillar strength, urban population to be benefitadailability of
land, route etc. Such information can be collectacbugh
surveys.

2. Institutional Aspect

The institutional aspect of a project deals witke framework
within which the project will have to operate. A noplete
knowledge of the institutional aspect helps idgimdg the
components of institutional framework that will leag bearing
on the project. Some of the elements that constittite
institutional framework include government institums, project
authority, corporate bodies, land systems, banking credit
institutions, religious customs, practices and aogiores. There
is a need to understand the administrative systetheoregion
where the project has to be undertaken.
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3. Organizational Aspect

Here the term organization refers to the structiutiee body that

would undertake the task of project execution. neposed

organization must have the capacity to carry oetassignments
given to it. Some of the basic principles to béofekd include:

a. There must be clear lines of authority running frp to
bottom of the organization and the chain of command
should be clear.

b. The responsibilities of each authority should beadiy
defined in writing.

C. The decision making power should be placed as agsar
possible to the scene of action.

d. The number of levels of authority should be kept at
minimum.

e. The organization should be kept as simple as plesaiid
should be flexible to adjust to changing conditions

Management Aspect

The main task of management is to implement thgeprabjectives
within the framework of organizational structure.orF good
management, a clear definition of functions andvdigls are required.
There is also a need for allocating responsibdliteevarious agencies for
various project activities. A suitable mechanism doordination of the
activities of participating agencies should alsodexeloped. Besides,
proper staffing also comes under the purview ofnttamagement.

Social Aspect

It is very important to assess the social pattemstoms, culture,
traditions and habits of the clientele. Various emsp like changes in
living standards, material welfare, income disttiba etc. In selecting
some projects, weights are assigned for incomeilalision so that the
projects which benefit the lower income group aendiitted. The
adverse effect of the project on particular grospalso examined.
Preserving the environment and wildlife habitatgiien high priority.

Commercial Aspect

The commercial aspects of a project involves thengements of
marketing the output produced by the project ansbieng supply of
inputs needed for the project to operate. Thera meed to assess the
effective demand of the project output and thegxithat may prevail
under the demand and supply situations. The analligst needs to
cautiously evaluate the impact of product supplytioa price of the
product and the viability of the project under suchanged price
situation.
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Financial Aspect

Decisions about undertaking any project depend taoto financial
analysis of a project. As there could be many hereies/participating
agencies of any project, there is a need for sepdir@ancial analysis
each.

Economic Aspect

The economic aspect is very important to be takeo consideration

while appraising a project proposal. If it is a diepmental project aims
at improving the quality of life of the people ihet project area, then
what will be its economic impact in terms of ragimncome and

standard of living of the people is essential.

Sustainability Aspect

Donor agencies are emphasising on the sustairyabilithe project by

the intervention is withdrawn from the project arééhile appraising the
project proposal the reviewer must see that adecaitention has been
given to the sustainability of the project by emoug several questions
i.e How will the project to be sustained by the jpco activities are

withdrawn? Who will sustain it, both financially é@rtechnically? and

What endeavour has been made by the proposer wiolgosing the

project? and so on.

SELF-ASSESSMENT EXERCISE

1. What are projects? How do they help in developm
2. Describe with an example the technical aspect®todnsidered
while preparing a project?

4.5 Project Appraisal Techniques

Project appraisal is the effort of calculating aoject’s viability.
Appraisal involves a careful checking of the bakita, assumptions and
methodology used in project preparation, an infdepview of the work
plan, cost estimates and proposed financing, aesssgnt of the
projects organizational and management aspectdjraily the viability
of project. The project appraisal criteria can hvideéd under two heads:

1. Non-Discounting Technique

a. Urgency

b. Payback Period

C. Accounting Rate of Return

d. Debt Service Coverage Ratio (DSCR)
2. Discounting Criteria Technique

a. Net Present Value (NPV)

b. Internal Rate of Return (IRR)

C. Benefit Cost Ratio (BCR)
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d. Annual Capital Charge Now we will discuss the
techniques in detail

Non-Discounting Techniques

1. Urgency
According to this criterion, the projects that anere urgent get
preference over those that are less urgent. Howewer of the
problems in using this criterion is to judge thgancy of any
project. The decision taken may be subject to #rsgnal bias of
the decision maker. In view of this limitation, should not be
used for investment decision making.

2. Payback Period

In simple terms, the payback period is the lendttinoe required

to recover the initial cash outlay on the projeit.the cash

inflows are constant, then the payback period isutated by

dividing the initial outlay by the annual cash oM. For

example, a project which has an initial cash outt#y Rs

40,00,000 and a constant annual cash inflow of ,B8,200 has a
payback period of : 40,00,000/ 2,00,000 =5 years

If the cash flow is not constant, e.g. if a projesiolves a cash outlay of
6,00,000 and generates cash inflow of Rs 4,00,6304,50,000, Rs
4,50,000 and Rs 2,00,000 in the first, seconddthird the forth years
respectively, its payback period is four years bseathe sum of cash
inflow during four years is equal to the total awtl

Decision making

According to the payback period criterion, the $horthe payback
period, the more desirable is the project. Firmmaighis criterion,
generally specify the maximum acceptable paybacdioge

Evaluation of this method

1. It is simple in concept and application.

2. It favours those projects that generate substamidbws in
earlier years and discriminate against projectst thang
substantial cash flows only in later years.

3. As this criterion emphasises on earlier cash flowspay be a
good criterion when the firm is pressed with thehbem of
liquidity.

4. It fails to consider the time value of money thuslating the
most basic principle of financial analysis whictysahat cash
flows occurring at different points of time can beded or
subtracted only by suitable compounding and distiogn

5. Since payback period is the measure of a projectpital
recovery, it may divert attention from profitabylit
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In spite of the shortcoming of not using the tima&lue of money,
payback period is used with advantage in apprisimgstments for the
following reasons:

* The payback period may be considered roughlyhasinternal
rate of return when annual cash flow is constawot te life of
the project fairly long.

The payback period is somewhat akin to the begak point.

The payback period also gives information abthg rate at
which the uncertainty associated with the projsaesolved. The
shorter the payback period, the faster the unceytaissociated
with the project is resolved.

Accounting Rate of Return The accounting rate tdrreor the simple

rate is the measure of profitability which relaiesome to investment,
both measured in accounting terms. As there aréouarways of

measuring income and investment, there are a faugder of measures
for accounting rate of return. The commonly useelsoare given:

1) Average income by tax Initial investment

2) Average income by tax Average investment

3) Average income by tax but before interest

4) Average income by tax but before interest Averagestment
5) Average income before interest and taxes

6) Average income before interest and taxes Averagesiment

o~ )
9
4.6 Summary

In this unit we read about the meaning of projedike unit also
discusses the various aspects to be considerect wdparing the
project. Many people are uncertain about the diffee between a
project and a programme. In this unit we have dised in detail the
difference between a project and a programme. Bniews criterion for
project appraisal, discounting and non-discounteaipniques of project
appraisal have also been discussed.

N
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u:; 4.8 Possible Answers to self-assessment exercsewithin

the content

SELF-ASSESSMENT EXERCISE 4

Vi.

Vii.

What are projects? How do they help in development?
What are Projects? Projects are the cutting edgewélopment.

Projects are an investment activity in which finahecesources
are expended to create capital assets that prdmredits over an
extended period of time.

UNIDO defines a project as a proposal for an inwesit to
create and develop certain facilities in order nocrease the
production of goods/services in a community duragertain
period of time.

The Chartered Management Institute define a progsct‘an
activity that has a beginning and an end whichaisied out to
achieve a particular purpose to a set quality withiven time
constraints and cost limits”.

A project may be defined as an activity for whicbmay will be
spent in an expectation of returns and which ldyicseems to
lend itself to planning financing and implementat@s a unit. It
is the smallest operational element prepared amiemented as
a separate entity in a national plan of programnués
development.

A project is also defined as a proposal for anstwent to create,
expand and develop certain facilities in order norease the
production of goods and services in a communityndua certain
period of time.

Furthermore, for evaluation purposes, a projee imit of investment,
which can be distinguished technically, commergialhd economically
from other investments.
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Answer
SELF-ASSESSMENT EXERCISE 2

Describe with an example the technical aspectsetadnsidered while
preparing a project?

Answer

The major aspects to be considered during the egapraf the project
are:

Technical
Institutional
Organizational
Managerial
Social
Commercial
Financial
Economic
Sustainability

©CoNoOA~WNE

=

Technical Aspect

The technical aspect of any project considers #ehrtical

feasibility of any project. It concerns with thelaical aspect of

a project form both input supply side and outpuiveey side.

For example if you want to take up a metro projeca urban

region, you may have to examine the soil type efrigion for

pillar strength, urban population to be benefitadailability of

land, route etc. Such information can be collectacbugh

surveys.

2. Institutional Aspect
The institutional aspect of a project deals witke framework
within which the project will have to operate. A noplete
knowledge of the institutional aspect helps idgimdg the
components of institutional framework that will leag bearing
on the project. Some of the elements that constittite
institutional framework include government institums, project
authority, corporate bodies, land systems, banking credit
institutions, religious customs, practices and aogiores. There
is a need to understand the administrative systetheoregion
where the project has to be undertaken.

3. Organizational Aspect

Here the term organization refers to the structiutiee body that

would undertake the task of project execution. neposed

organization must have the capacity to carry oetassignments

given to it. Some of the basic principles to béofekd include:
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a. There must be clear lines of authority running frimp to bottom
of the organization and the chain of command shbaldlear.
b. The responsibilities of each authority should Eadl defined in

writing.

C. The decision making power should be placed as aggossible
to the scene of action.

d. The number of levels of authority should be kephatimum.

e. The organization should be kept as simple as pesaiid should
be flexible to adjust to changing conditions.

Management Aspect

The main task of management is to implement thgeprabjectives
within the framework of organizational structure.orF good
management, a clear definition of functions andvdigls are required.
There is also a need for allocating responsibdliteevarious agencies for
various project activities. A suitable mechanism doordination of the
activities of participating agencies should alsodexeloped. Besides,
proper staffing also comes under the purview ofnttamagement.

Social Aspect

It is very important to assess the social pattemstoms, culture,
traditions and habits of the clientele. Various emsp like changes in
living standards, material welfare, income disttiba etc. In selecting
some projects, weights are assigned for incomeilalision so that the
projects which benefit the lower income group aendiitted. The
adverse effect of the project on particular grospalso examined.
Preserving the environment and wildlife habitatgiien high priority.

Commercial Aspect

The commercial aspects of a project involves thengements of
marketing the output produced by the project ansbieng supply of
inputs needed for the project to operate. Thera meed to assess the
effective demand of the project output and thegxithat may prevail
under the demand and supply situations. The analligst needs to
cautiously evaluate the impact of product supplytioa price of the
product and the viability of the project under suchanged price
situation.

Financial Aspect

Decisions about undertaking any project depend taoto financial
analysis of a project. As there could be many heraeies/participating
agencies of any project, there is a need for sepdir@ancial analysis
each.
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Economic Aspect

The economic aspect is very important to be takeo consideration

while appraising a project proposal. If it is a diepmental project aims
at improving the quality of life of the people ihet project area, then
what will be its economic impact in terms of ragimncome and

standard of living of the people is essential.

Sustainability Aspect

Donor agencies are emphasising on the sustairyabilithe project by
the intervention is withdrawn from the project area

55



PAD 402 PUBLIC PROJECT MANAGEMENT & ANALYSIS

UNIT 5 PROJECT FORMULATION
Unit Structure

5.1 Introduction

5.2  Learning Outcome

5.3 Main Content
5.3.2 Project Proposal: Concept and Meaning
5.3.3 Steps in Project Formulation

5.4  Format for Writing Project Proposal

5.5 Logistic Framework Approach in Project Forntiola

5.6  Summary

5.7 References/Further Readings

5.8 Possible Answers to self-assessment exerapewithin the
content

VT
@5.1 Introduction

Preparing a project proposal is a daunting taskafoindividual or an

organization. A project proposal on any aspect ian development
should identify the scope of the project to be utaden and describe
the audience to be benefited. It needs to coweohbjectives, activities
and expected outcomes to be derived out of theegrrofrhe proposal
should also describe the resources, both finameidl human, that will

be needed to achieve the project goal and objectlvéas to propose a
time frame for development and delivery of the pamgme.

The proposal must be carefully crafted and its gmtgion must be
professional. It is important that the proposal teehnically sound,
grammatically correct, and well designed, becatseproject proposal
would most likely to compete with similar proposailsomitted by other
agencies and consultants. The proposal must consaitenideas and
plans with eloquence that it will rise to the tdppossible competition.

@ 5.2  Learning Outcome
By studying this unit, the students will be able to

Describe the meaning of project proposal

Explain various steps in project proposal formalat
Formulate a training project proposal for urbaaltreworkers
prepare logistic framework of a urban health wosk&rining
project proposal
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Main Content
5.3.1 Project Proposal: Concept and Meaning

According to Connor et.al (5996), “a proposal iequest for action. Its
purpose is to persuade decision makers that a exst$ for action and
that the action described in the document is the& besponse to that
need”.

According ITTO, “a project proposal is a detailessdription of a series
of activities aimed at solving a certain problenineTproposal should
contain a detailed explanation of the:

* Justification of the project

* Activities and implementation time line

* Methodology, and

* Human, material and financial resources required

A project is a time-bound intervention consistirigacset of planned and
interrelated activities executed to bring aboueadiicial change. It has
a start and a finish, involves a multidisciplingeam collaborating tp
implement activities within constraints of cosmé and quality and has
a scope of work that is unique and subject to uaogy.

5.3.3 Steps in Project Formulation

The formulation of a good project proposal is not easy task. It
requires a lot of exercise on the part of propésahulator both before
and during the preparation of project proposal.oBefwriting a project
proposal, the project coordination or institutioashto take care of
following pre- project formulation aspects.

1. Review of past project proposals: A group thaniglved in the
formulation of project proposal needs to reviewikimtypes of
project proposal formulated by its own institutiar other
institutions. This will give an idea about the sgths and
weaknesses to the project coordinator while thigkisbout
formulating any project.

2. Consulting experts, consultants, and previous ptoje
coordinators: A person or group formulating proposauld
consult an expert in the area in which the intengegject is
going to be formulated and even can appoint a damguwho
could be helpful in the preparation of the propos$ails always
better to consult a person who has already contpitrilar type
of projects which are being attempted. The propmirdinator
formulating project proposal can consult his/herllofe
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5.4

colleagues who have already formulated similar sypeproject
proposals.

Review past project evaluation reports: Before fdating a
proposal, it is advisable to go through the repprepared by a
similar type of research organizations/institutioi$ie project
evaluation report, besides, providing the companeritproject
activities and strategies, will give details abthg methodology,
evaluation, and impact assessment strategy.

Interact with the prospective beneficiaries: Thejget team can
also interact with the prospective beneficiariesb# benefited
from the project interventions and assess theid.ngavould be
better if the coordinator could also interact witilose who have
already received benefits from the similar typeproiect.

Check statistical data/ report: The data regardangrevious
similar types of projects from various documents simibe
collected so that an appropriate project stratedgrmulated.
Hold focus group discussion: It is always bettat tthe person
who prepares a proposal undertakes a focus grosgussion
with the beneficiaries or the prospective clierdeler the
stakeholders. If it is a training project for gnasds level
representatives e.g., urban local bodies, then tiaéning
organizer could conduct a focus group discussidh thie elected
representatives and functionaries of urban locdldsand assess
their needs.

Format for Writing Project Proposal

By completing the ground work, the writing of a jgat proposal will
begin. Here, we will mention the important compadseaf a project
proposal.

1.

58

Title page: The project proposal must start with a title pabee
titte page needs to clearly spell out the title tbé project
proposal, the name of the sponsoring agency andn#tiution
submitting the project proposal, and the addredheinstitution
from where the proposal originates.

Abstract: Many project proposal peer group evaluators may no
have the sufficient time to read the entire projpcbposal.
Therefore, it is prudent to give an abstract. Thetract needs to
include the following aspects.

The problem statement

The project objectives

Implementing organisations

Key project activities

Expected outputs

Total project budget
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3. Introduction: Briefly introduce the topic of the project, andywh
an project in the areas is deemed necessary. udtiod must be
brief and to the point focusing on the topic on athproject is
being proposed.

4. Problem statement: The project formulator must clearly give
some background of the problem which the projedryimg to
solve in order to make a case for the project.l4b aeeds to
clearly mention the needs of the target group wkikehproject is
attempting to address. Some of the essential ptontse taken
into consideration while narrating the problem estant are
mentioned in the box below.

Problem Analysis

1. Describe the key problem identified and itsses and effects.

2. Delineate how these problems affect the taggmip.

3. Explain how addressing the causes will leathéeradication of

the key problem.

4. The description should be clear, concise and caimyy.

5. Project goal & objectives: By delineating the statement of the
problem, the second aspect to be covered in thegirproposal
is to clearly state the goal and objectives. Thal gothe general
aim of the project, while objectives are the corebfems\ issues
the project is trying to address to achieve thel.gRamember
that there is one goal and more than one objecTive.guidelines
for preparing realistic objectives are given in tiox below.

Guideline for Objectives Formulation

In nutshell objective must be ‘SMART’

S — Simple: It should be simple and covering onetpat a time.
M- Measurable : It must be measurable so thatnalasion can be
drawn A — Attainable : It can be handled witHe timit imposed by
the time

R — Realistic : It must not be unrealistic whicimicat be achieved
T — Time-bound: It must be so framed that it isiaekd with the set

time.

7. Project Output: The project output should describe the services
or products which the coordination intend to dalite the
beneficiaries or the survey which the organizewidmator
intends to administer over the respondents. Thatseseeded to
be more detail and can be presented in measurabtes.t It
should be remembered that the results should agldhesmain
causes of the problem that the target group fatkes.following
are key points to be taken into consideration wfolenulating
out puts.
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a. It should clearly relate to the objectives and d$thdoe
stated in such a way that these can be measured in
guantity, time, and space.

b. It should be achievable with in the available reses.

C. It should not be confused with activities.

8. Target group: The project proposal needs to clearly define the
target group and show how they will benefit frome th
project/programme. The project should give cleaaitke of the
designation, caste, and age; the gender breakd tipe darget
group which will be covered in the project. If pids, a list of
categories of participants may be given as an ameei the
proposal.

9. Strategies: The project proposal must clearly delineate sfjiate
to be adopted during various steps of project impletation. The
formulated strategies must be logically linked witie
formulated objectives.

10. Project Implementation Plan: The project implementation plan
must describe activities and resources allocaticasimuch detail
as possible. The time and place of project implagatem must
be clearly mentioned. It should also specify thpests and other
institutions who will be involved during the prosesof
conducting the project activities. The implemematplan may
be divided into the following two key elements.

The activity plan: the activity plan must clearly include informatio
about the activities to be conducted by the projéleé activities must be
drawn from the specific objectives and outputs falated for the
project. They should be stated in such a way tit precisely describe
the actions or tasks to be undertaken by the grogaerdinator. It will
be better if activities are further broken intokigsActivities should
indicate what will be done to transform inputs iottputs.

Some of the guidelines for the formulation of agpiate activities are:

a. It should examine each output listed in the impletagon plan.

b. Formulate the complete set of activities requir@daichieving the
stated objectives.

C. Always verify that the formulated set of activitisssufficient for
achieving the stated project output.

d. Check the available set of inputs necessary for the

implementation of formulated activities. A good toéor

establishing activities is the work breakdown dinoe, which
identifies groups of activities related to eachjgecbd output and
presents them in a hierarchical structure.
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5.5 Logistic Framework Approach in Project Formulation

Now a day's most of the donor agencies are askimg ldgistic

framework in preparing project proposals. The lagierame work

analysis is an interactive process intended to pternclear conceptual
thinking on what a project intends to do, and hbutends to do it. It is
logical in the sense that it establishes intermddtionships between
project objectives, outputs and activities (inputs)

The steps that are used to construct a logical dveork are given
below.

Step 5: Define the overall goal which the projeténds to achieve.
Step 2: Define the objectives (Purposes) to besaeki by the project.
Step 3: Define outputs for achieving the objective

Step 4: Formulate activities for achieving eachpatit

Step 5: Define assumptions under which successchiedng the
objective of one level will contribute to achieviodjectives at the next
level.

Step 6: Define the Objectively Verifiable Indicat¢®VI) at goal,
objective, output and activity levels. The contenit$ogistic framework
are given below in tabular form. Some of the temsed in logical
framework are described below:

1. Objectively Verifiable Indicators: Means features which can be
measured or at least described precisely in tefmggiantity and
quality, which would show a change in situation.

2. Means of Verification: Indicate where and in what form
information on the achievement of objectives argllits can be
found.

3. Assumptions: conditions which could affect the progress of the
project but which are not under direct control ofojpct
management.

19

Preparing a project proposal is a daunting tasle pfoject proposal
must be carefully crafted and its presentation nmhestprofessional,
because most probably the project might be comgpedith similar
proposals for grants. This unit at the outset lesxgbed the meaning of
the project and various steps starting from theemewvof past project
proposal to discussion on project while formulatingroject proposal is
dealt in detail. The project proposal required eéoplainted in a particular
format. The fourth section of this unit has desadiln detail the format
for writing project proposal. Logistic framework weh now a days a
requirement of bilateral and multi-lateral fundiragencies is also
discussed in the last section.

5.6 Summary
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u:i 5.8 Possible Answers to self-assessment exer¢sewithin

the content
SELF-ASSESSMENT EXERCISE 5
What are the different steps in project formulation

Answer

Different steps in the project formulation are:

1. Review of past project proposals;

2. Consulting experts, consultants, and previous ptoje
coordinators;

Review past project evaluation reports;

Interact with the prospective beneficiaries;

Check statistical data/ report; and

Hold focus group discussion

°o0hw

SELF-ASSESSMENT EXERCISE 2
What is the full form of “SMART” objective?

Answer
In nutshell objective must be ‘SMART’
S — Simple: It should be simple and covering oneatpat a time.
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M- Measurable: It must be measurable so that alasioa can be
drawn

A — Attainable: It can be handled within the linmiposed by the time
R — Realistic: It must not be unrealistic which manbe achieved

T — Time-bound: It must be so framed that it isi@etd with the set
time.
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MODULE 2

Unit 1 Financial Appraisal

Unit 2 Economic Analysis of Project
Unit 3 Social Analyses of Project
Unit 4 Project Planning

Unit 5 Planning

UNIT 1 FINANCIAL APPRAISAL
Unit Structure

1.1  Introduction

1.2  Learning Objective

1.3  Main Content

1.4  When to Undertake a Financial Analysis?
1.4.1 How to Value Project Benefits and Costs iRimancial

Analysis?

1.5 The Cash Flow in the Financial Analysis

1.6  Discounting in Project Analysis

1.7 Summary

1.8 References/Further Readings

1.9 Possible answers to self-assessment exercjsewi(in the
content

VT
@1.1 Introduction

Financial appraisal is a method used to evaluag¢e Vilbility of a
proposed project by assessing the value of net flagls that result
from its implementation. Financial appraisals diffeom economic
appraisals in the scope of their investigation, thage of impacts
analysed and the methodology used. A financial apgl essentially
views investment decisions from the perspectivethaf organization
undertaking the investment. It therefore measundg the direct effects
on the cash flow of the organisation of an investinaecision.

By contrast, an economic appraisal considers nbt thre impact of a

project on the organisation sponsoring the projaat,also considers the
external benefits and costs of the project for ogwernment agencies,
private sector enterprises and individuals-regaslief whether or not
such impacts are matched by monetary payments.
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Financial appraisals also differ from economic apgals in that:

market prices and valuations are used in assessngfits and costs,

instead of measures such as willingness to payppdrtunity cost;

o the discount rate used represents the weightechgeerost of
debt and equity capital, rather than the estimasedial
opportunity cost of capital; and

o The discount rate and the cash flows to which iapplied are
usually specified on a nominal basis as the costedt and cost
of equity are observed only in nominal terms.

A financial analysis of a project is undertakeragsess whether it will
be commercially profitable for the enterprise immpémnting it. A private

firm will undertake a financial analysis of a pdiahinvestment in order
to determine its impact on the firm's balance sh&etvernments and
international agencies will also routinely undeeak financial analysis,
as well as an economic analysis, of any projeethich the output will

be sold and a financial analysis will therefore dvd@ome meaning. In
this unit we will be discussing the meaning, thechand methodology
of financial appraisals.

@ 1.2

By end of this unit, you should be able to:

Learning Objective

o Understand the meaning of financial appraisal;
. highlight the need for a financial analysis;
o and explain the methodology of financial analysis.

Main Content

1.3.1 When to Undertake a Financial Analysi®

A financial analysis must be undertaken if it ice®sary to determine
the financial profitability of a project to the pect implementer.

Normally it will only be worthwhile carrying out nancial analysis if

the output of the project can be sold in the mar&ebtherwise valued
in market prices. This will almost always be thesecdor a privately

sponsored project, but will also apply to some gowent business
undertakings. A private firm will primarily be imested in undertaking
a financial analysis of any project it is considgti and only in some
special circumstances will it wish to undertakeeannomic analysis.
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Commercially oriented government authorities theg selling output,
such as railway, electricity, telecommunicationsfreeway authorities,
will usually undertake a financial as well as anreamic analysis of any
new project they are considering. They need tosas$iee project's
potential impact on their budget, as well as itpagt on the country's
welfare. For example, the Department of Telecomwation offers
provision of telephone services at a reduced itateeeds to examine the
impact of the decision on their budget and ovegrablic good. Another
situation where a government will be interested uindertaking a
financial analysis of a project is when the projscfinancially viable
without the subsidy or other forms of assistanca. gdractice,
governments and international agencies routineljetake a financial
as well as an economic analysis of any project hadinancial analysis
will have some meaning- essentially, if the outpuit be sold. It can
then compare the results of the financial and econevaluation, to
determine the project's budgetary impact on theegowent, as the
implementer, as well as its contribution to natlomalfare.

Even non-commercial government institutions may etmmes wish to

choose between alternative facilities on the bak&ssentially financial
objectives. For example, in the case of a hosp#atvice, the

management of hospital could well be required tectethe cheapest
method of providing a given standard of accommaodabr care. A

national defence force will often choose betweeailable alternative
methods of achieving a physical goal, such as motroop

management capacity, on the basis of the, chedpesicial option.

This procedure is called cost minimization or ceffiectiveness. It
differs from a full financial analysis in that ontige cost of a project is
estimated in market or conceivably in economicg®icThe benefits are
specified in terms of some quantitative target,hsas the number of
patient beds to be provided or number of troopsd¢ha be moved.

1.3.1 How to Value Project Benefits and Costs in a Finanal
Analysis?

The financial benefits of a project are just theeraies received and the
financial costs are expenditures that are actuailyurred by the
implementing agency as a result of the projeca piroject is producing
some good or service for sale, the revenue thaprihiect implementers
expect to receive each year from these sales wilhke benefits of the
project. The costs incurred are the expendituredenta establish and
operate the project. These include capital cobes,cost of purchasing
land, equipment, factory building, vehicles andicaff machines, and
working capital, as well as its ongoing operatimgts, for labour, raw
materials, fuel and utilities.
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In a financial analysis, all these receipts andeexiiures are' valued as
they appear in the financial balance sheet of thgept, and are

therefore measured in market prices. Market prazegust the prices in

the local economy, and include all applicable taxesffs, trade mark-

ups and commissions. Since the project's implememél have to pay

market prices for inputs they use and will recawarket prices of the

output they produce, the financial costs and b&nefi the project are

measured in these market prices.

Real or Nominal Prices

It is obviously very important to know whether timput and output
projections given by the proposing firm or agenoy @alued in current
prices (normal) or constant prices (real). Thisesessary to ensure that
the analysis is carried out in a consistent sqirwies, so that the total
net value of the project ultimately | calculatedaigeal figure. Often,
constant (say 1990) prices, rather thin currentgs;i are used in a
project's cash flow. A project's cash flow is mgrdle costs and benefits
paid and produced by the project over its lifetimeéhe years that they
occur. The use of constant prices simplifies thalyesis, as it relieves
the analyst of the need to make projections abbet dnticipated
inflation rate in the country over the life of theoject. This procedure is
quite appropriate if input and output prices in @stic currency are
expected to increase at approximately the sameokagethe life of the
project.

However, there are several situations where theotissonstant prices
may not be appropriate. The first is when the astaly drawing up
project financing plans. In this situation, the lgst will need to
estimate expenditures in nominal terms to enswaeplanned sources of
finance will be sufficient to cover all project ¢®s The second is a
situation where the investment is privately opetand will pay
company tax. The financial analysis will need tocheried out in both
nominal and real terms because the rate of inflatioll affect the
interest payments, depreciation allowance andalseaf holding stocks.
All these will influence the firm's tax liability. Working capital
requirements will also be affected by the levelirdfation. Finally, if
input prices are expected to rise at differentgaieer the life of the
project, and vary from year to year, it will usyalle simpler to include
all prices in current terms.

Internal Transport and Handling Costs

It is important to be clear about where inputs auodputs should be
priced in a project appraisal. In the case of geptts output, it could be
valued at the project gate or in the market forghgect's output. In a
case of project inputs, I. they could be valuethatproject gate, at the
gate of the input supplier's factory ' or mine bthe port of entry into
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the country. In order to determine which the appetp price is, it is
necessary to remember that in a 'financial apdraisés | the net
incremental benefit of the project to the implenmatagent that is of | i
interest., In the case of project outputs, theyukhtherefore be valued
at the market price received for them at the ptggate. Transport costs
from the project to market should be subtractethftbe wholesale price
received in the market. Project inputs should deovalued at their
market cost at the project gate. This price witlirde the transport and
handling cost of getting them there.

Local and Foreign Costs

Many a times project appraisals split costs (anchetones benefits)
between locally incurred and foreign exchange casts benefits. This
is useful if policy makers wish to judge the impatthe project on the
balance payments, or if foreign financing agenthsas aid agencies or
multilateral banks wish to see the distributionitefns eligible for aid
grants or loans.

Usually, even if local and foreign costs are ideedi in a financial
analysis all costs and benefits are then expressddcal currency,
converted at the official exchange rate. Howeuee, foreign currency
costs may in some instances be expressed in a conmternational
currency like US Dollar, or in terms of the locairency of a bilateral
aid donor country.

In order to separate the cash flow into local areifn prices, and also
to predict the future price of a project's tradaipleuts and outputs, it
may be necessary to make projections about futxchamge rates. To
do this it will be necessary to assess, inter #liacal inflation rates are
likely to diverge from average international initet rates, and

particularly those of the host country's major imgdpatterns. If local

inflation is expected to be higher than the avertmyemajor trading

partners, devaluation of the local currency coule #&nticipated,

increasing both the costs of imported inputs aedabal currency value
of exported outputs. If local inflation is expectiedbe lower than that of
the country's major trading partners, it is likéhat the local currency
will appreciate over the life of the project. lighs a real appreciation, it
will have the effect of lowering imported input ges as well as
lowering the local currency receipts from exportedtputs and/or
reducing the international competitiveness of theeqmrts.

The following section paragraphs discusses about the inputs and
outputs of a project that are valued in market gwicshould be
incorporated into a project's cash flow in ordeutmlertake a financial
analysis.
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SELF-ASSESMENT EXERCISE

1. Discuss when to undertake the financial analysis
2. Highlight how to value project benefits and casta financial
analysis.

1.4 The Cash Flow in the Financial Analysis
It comprises the following input and output compaise

The Financial Cash Flow

The financial cash flow of a project is the streaftfinancial costs and
benefits, or expenditures and receipts, which @l generated by the
project over its economic life, and will not be guzed in its absence.
Before the cash flow of a project can be estimaitedijll be necessary
for the project sponsors to undertake detailed etarksearch into
product markets and prices. They must find ouhdré will be market
for the project's output and what it can be sold Ttnen the analyst will
need to assess the sources, quantities and castgudfed capital assets,
raw materials and labour, to estimate the likelgtsaf the project. It
may also be necessary to determine anticipatedtiofi rates and
exchange rate movements, as they may affect theatah of the
project's expenditures and receipts.

Project Life

Early in the process of constructing a projectiaficial cash flow it will

be necessary to determine the length of the ptsjecbnomic life. This
will be the optimal period over which the projediosld be run to

maximise its return to the project implementer. Tgreject's life is

frequently set equal to the technical life of thquipment used.
However, various factors, such as the technologatmolescence of
equipment, changing tastes, international competigss or the extent
of a natural resource or mineral deposit, may teauhe economic life

of the project being shorter than the technica f the equipment
employed. If the project is expected to have loagnt environment
impacts, it may be necessary to extend the lergiieccash flow so that
these costs (or benefits) can be measured.

Capital Costs

The capital costs of a project can be divided inted capital costs, or
the cost of acquiring fixed assets like plant amgipment, start-up
costs, and working capital, which finances the apeg expenses of the
enterprise. In a financial analysis, all forms apital expenditure should
be entered in the financial cash flow in the yaarsvhich the project
actually has to pay for them. For example, if thejgrt receives a soft
loan from the supplier of its equipment, which ilwes a grace period
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before repaying the loan, the cost of this equigrmath not be included
in the cash flow until it must be paid for by theject.

Operating Costs

The project's operating costs cover its recurremiags on labour
services (wages and salaries), raw materials, gnertjities (water,
waste removal, etc,), marketing, transport, insceartaxes and debt
service over the life of the project. Each operptiost is entered in the
cash flow in the year (month or quarter) in whithsiincurred. Total
operating costs may also be expressed in termsosts goer unit of
output. As was mentioned previously, unit operatiogts are likely to
be somewhat higher in the first year or two of @jgxt, so the difference
between start-up costs under capital costs, aratlystetate operating
will be included in the operating costs.

Treatment of Taxes

In addition to a financial analysis undertaken frtma owner's point of
view the , company tax paid on project profits bancalculated in order
to determine the project's net present value by Aagovernment may
do this to determine whether a project seekingidigssor concessions
will be financially profitable by tax or not. A pate firm may merely
wish to know if a proposed investment will be piallle by tax, given
the tax regime of the country concerned.

The taxable income of the project will be determify subtracting all
operating costs, interest payments and allowabf@ed&tion on the
capital assets from the firm's revenue earningsh egear. The
appropriate company income tax rate is then appieedhis taxable
income to determine the project's taxation ligilit

If the country gives incentives to new investmeintshe form of tax
holidays or accelerated depreciation of assetsetsbrould be taken into
account in the project's taxable income and tebiliig. The tax liability
is subtracted from taxable income to obtain thejeptts net of tax
income.

Project Benefits

In a financial analysis, the project's benefits aqilne cash receipts
actually received by the project from the sale obds or services it
produces, or the market value equivalent of homeswmed output in
the case of non-marketed output. This can be thentee fi-om sales,
rent or royalties, depending on the nature of twept. Other revenue
earned from, for example, bank deposits, the saléxed assets or
insurance claims, will also be included as sepatatas under project
receipts or benefits.
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Net Benefits
The project's net benefit stream is calculatedhasdifference between
the total revenue (or benefit) stream and its edppere (costs) stream.

1.5 Discounting in Project Analysis

In project analysis, any costs and benefits ofaept that are received
in future periods are discounted, or deflated byedactor, r, to reflect
their lower value to the individual (or society)athcurrently available
income. The factor used to discount future costs lzenefits is called
the discount rate and is usually expressed ascaim@ge.

Once future net income streams have been discountdtiis way,

expenditures and revenues from all the differemietiperiods will be
valued in units of similar value - present day sirof currency. They
will then be directly comparable with each othed aran be added
together. Adding the discounted net benefits fioatheyear of the
project's life, its discounted net benefit flowyves a single monetary
value called the project's net present value, NPV.

The net present value criterion of a project isgthmgle most important
measure of the project's worth. If a project's NB\positive (i.e. its

discounted benefits exceed its discounted costsh the project should
be accepted. If its NPV is negative (its discountedts exceed its
discounted benefits), then the project | shoulddpected.

In the above table, an 8% discount rate is usedechanically discount
the net benefits of a railway project. The progediPV can then be
estimated by just adding up these discounted netflie. Columns (1),
(2) and (3) show the non- | discounted costs, benahd net benefits
(benefits-costs) of the railway project. Column (fyes the discount
factor, 1/(1+.08)t, by which the non-discountecet benefits in column
(3) are multiplied, to obtain the discounted vabfiehese i | net benefits
in each year, t, shown in column (5). These distaimet benefits can
then be added together to obtain the total diseslnet benefits, or net
present value, of the project. The bottom linehaf table shows that the
NPV comes to $L10.4 million if an 8%. discount r&geused. A NPV
greater than zero indicates that the discountedflisrof the project are
expected to be greater than its discounted cosistla® project will
therefore be worth undertaking.

This example illustrates how crucially the estiroatof a project's NPV
depends on the discount rate employed. A lowerodist rate would
have deflated future income by less and incread®d df the project. A
higher discount rate would have deflated futureome more heavily
and decreased the NPV of the project possibly dhgngfrom positive
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to negative. The selection of the appropriate distoate is therefore a
very important issue in project appraisal.

The Discount Rate in Financial Analysis

In a financial analysis market prices are usedalaes project inputs and
outputs, even if these prices are distorted. Mapkiees are used so that
the financial profitability of the project to itamplementer can be
determined. The market price of capital to the gebjmplementer is the
market interest rate, and this represents the tootste implementer of
investing capital in the project. The correct apgioto determining the
financial discount rate, the discount rate usetthénfinancial analysis, is
therefore to estimate the actual cost of capitéhéoproject implementer
This will vary depending on whether at the mardia implementer is a
borrower or lender of investible funds.

If the project implementer is a net borrower, theefest rate at which
the enterprise can borrow is the opportunity cdstuads employed.
This market borrowing rate should be used as tenfiial discount rate
for any project appraisal undertaken by the eniseprlf the project
implementer intends to draw some funds from its ofimancial
resources and some from market borrowings, the ailgcost of the
capital it obtains from these different sourcesl W& the appropriate
financial discount rate.

If the firm or the government Considering a projeci net lender, in the
absence of the project it could invest these fundke financial market
and earn the market lending rate. The opporturagt of the funds to be
used for the project will therefore be the by taarket lending rate that
it could earn on this capital. The project musineair least this market
lending rate for it to be worth doing and the lax tending rate should
therefore be used as the financial discount ratary project appraisals
undertaken by this enterprise. In reality the gmise will usually want

to earn some margin above the market lending fatbei project is

considered a riskier use of the firm's funds thamilable financial

investments.

Discounted Project Assessment Criteria

The two most commonly used discounted measures bjact's net
benefit are its net present value and internal ohteturn. The domestic
resource cost ratio, benefit cost ratio and neebemvestment ratio are
also be discussed below:

Project Net Present Value (NPV)

The NPV measure of project worth is the most usahd one of the
most commonly used criteria for determining whetagroject should
be accepted. The net present value of a projestmply the present
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value, PV, of its net benefit stream. It is obtdin®y discounting the
stream of net benefits produced by the project agdifetime, back to
its value in the chosen base period, usually theent

Bt are project benefits in period t

Ct are project costs in period t

r is the appropriate financial or economic discaaté

n is the number of years for which the project wpkrate

In the NPV of a railway project was estimated medtelly. The net
benefits of the project each year were deflatedabfactor equal to
I/(I+rt, where r ,was the discount rate and t yle@r in which the net
benefits of the project were received. These dismalinet benefits were
then added together for the 'n' years of the ptojénder this decision
rule a project is potentially worthwhile or viahifethe NPV is greater
than zero; i.e. the discounted value of benefitsyieater than the
discounted costs. If projects are mutually exclesithe project which
yields the highest NPV would be chosen.

The Internal Rate of Return of a Project (IRR)

The internal rate of return, IRR, of a project iolpably the most
commonly used assessment criterion in project aggdraThis is

primarily because the concept of an IRR is in sevags comparable to
the profit rate of a project and is therefore efmynon-economists to
understand. Furthermore, it does not rely on thkecten of a

predetermined discount rate.

The internal rate of return is the discount ratg,tif used to discount a
project's costs and benefits, will just make thgjgmt's net present value
equal to zero. Thus the internal rate of returthésdiscount rate, r*, .

Since the internal rate of return is the discouate rinternal to the
project, its calculation does not depend on preedtion of a discount
rate. A project's internal rate of return can thene be thought of as the
discount rate at which it would be just worthwidleing the project. For
a financial analysis, it would be the maximum iettrrate that the
project could afford to pay on its funds and stidlcover all its

investment and operating costs.

A project is potentially worthwhile if the IRR isr@pter than the test
discount rate. If projects are mutually exclusithes rule would suggest
that the project with the highest IRR should besam

The Net Benefit Investment Ratio (NBIR)

The net benefit investment ratio, NBIR, is the nmstvenient selection
criterion to use when there is a single period lketdgnstraint.
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The decision rule for the net benefit investmetibres that all projects
that have a net benefit investment ratio greatan thnity should be
selected. This selection criterion is completelynpatible with those for
the net present value and the internal rate ofmeifia project.

The Benefit Cost Ratio (BCR)

The benefit cost ratio was the earliest discourgegject assessment
criterion to be employed. However, due to problemssociated with its
applied use, it is rarely used in project appraisdhy.

The benefit cost ratio is simply the ratio of thems of the project's
discounted benefits to the sum of its discountedestiment and
operating costs.

|l/<,f/|
1.6 Summary

Governments and individuals can usually pursue bmiifed objectives

when they choose projects on the basis of a fishagpraisal. In most
circumstances, a financial analysis using marketepr to value a
project's inputs and outputs will merely tell thealyst whether a project
will be financially profitable. These market pricesually contain many
distortions such as taxes, tariffs and price cdstaod do not reflect the
true costs and benefits to the economy of a prejerte of particular
inputs and production of various outputs. There@mrf@nancial analysis
will only rarely measure a project's contributiom the community's

welfare.
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u:i 1.8 Possible answers to self-assessment exercgew(thin

the content
SELF-ASSESSMENT EXERCISE 1
Discuss when to undertake the financial analysis.

Answer

I A financial analysis must be undertaken if it iscegsary to
determine the financial profitability of a projetd the project
implementer.

il. Financial analysis can be carryout if the outputhef project can
be sold in the market, or otherwise valued in miapkeees.

iii. This analysis can be carryout if the output of pineject can be
sold in the market, or otherwise valued in marketgs.

iv.  This analysis can be applied for a private spomsgreject, and
to an extent it can be also apply to some goverhrbasiness
undertaking. Commercially oriented government agendhat
are selling output will usually undertake a fina@s well as an
economic analysis of any new project they are clamsig.

V. Another situation where a government will be inséed in
undertaking a financial analysis of a project isewhhe project is
financially viable without the subsidy.

SELF-ASSESSMENT EXERCISE 2
Highlight how to value project benefits and cosaifinancial analysis

Answer

I. The financial benefits of a project are just theereues received
and the financial costs are expenditures that exeady incurred
by the implementing agency as a result of the ptoje

. If a project is producing some good or service $afe, the
revenue that the project implementers expect teiveceach year
from these sales will be the benefits of the pitojec

iii. The costs incurred are the expenditures made abledt and
operate the project.
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Vi.

Vii.

viii.

76

In a financial analysis, all these receipts andeexitures are
valued as they appear in the financial balancetsifabe project,
and are therefore measured in market prices.

It is obviously very important to know whether thput and
output projections given by the proposing firm @enacy are
valued in current prices (normal) or constant [wigeal).

It is important to be clear about where inputs antputs should
be priced in a project appraisal.

Some project appraisals split costs (and sometibwgefits)
between locally incurred and foreign exchange castsbenefits.
This is useful if policy makers wish to judge tmapact of the
project on the balance payments, or if foreignriciag agents
such as aid agencies or multilateral banks wishsde the
distribution of items eligible for aid grants oalus.
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UNIT 2 ECONOMIC ANALYSIS OF PROJECT
Unit Structure

2.1  Introduction

2.2. Learning Outcome

2.3  Main Content
2.3.1 Role of Cost Benefit Analysis in Project Diepenent
2.3.2 Financial Analysis and Economic Analysis:tDistion

2.4  Steps in Preparing a Full Economic Evaluation

2.6 Summary

2.7 References/Further Readings

2.8 Possible Answers to Self-assessment exercisevi(ein the
content

P =
@ 2.1 Introduction

An economic analysis, also called a cost beneétyais, is an extension
of a financial analysis. An economic analysis isplayed mainly by

governments and international agencies to determinether or not

particular projects or policies will improve a comnity's welfare and
should therefore be supported. As cost benefityaimlenables the
analyst to determine if a project will make a p@sitcontribution to the

welfare of a country, it should routinely be und&gn to evaluate major
government-funded projects and policies. The gawent should also
undertake a cost benefit analysis of any privatejept seeking

government subsidies or policy support, such & paotection.

When a cost benefit analysis is undertaken, micamnemic,
macroeconomic and international trade theory idieggo real world
situations in order to answer questions such aethe

1. Should a new bridge be built, or should the existerry service
be upgraded?

2. Should an export-oriented aluminum refinery be ldisthed, or
should the unprocessed bauxite and coal be exgorted

3. Should computers be imported or assembled locally?

4. Will this irrigation project be a better use ofgasces and lead to
a greater increase in community welfare than thighvsay
project?

5. What fuel should be used to generate electricity?

For the government to answer these questionsnégsssary that it goes
beyond a financial appraisal, which determines hoemmercially

profitable these alternative policies and poteritimestments would be.
This is essential for a number of reasons. The iBrshat governments
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typically have broader and more complex objectivesch they wish to
achieve from public good and social service pravisand policymaking
generally, than mere profit maximisation. If gouaents only wished to
maximise profits from the operation of state eniegs, they would be
well advised to privatize them, as the private @ers likely to be more
efficient at pursuing this goal. Government objeesi fall broadly under
the heading of "optimisation of community welfareThe most
straightforward economic objective is the optimizatof the level of
GNP per capita. Other objectives may include presgr the
environment, redistributing income to particulaigit groups or regions
and enhancing national security. Even from thisrtshst it is obvious
that there may be conflict between some of thegectbes. One of the
major reasons that governments use cost benefitssigs to determine
the impact of various competing projects on comryunelfare, defined
in terms of all these different criteria.

The other major reason for the use of cost beleidlysis lies in the
many distortions and imperfections that affect gsitn factor and goods
markets. In many countries market prices, thatpisces quoted in
domestic markets, reflect a range of distortionscluding taxes,
subsidies, controlled prices, tariffs, and monopmiymonopsony rents.
These factors distort market prices so that thelonger reflect the true
economic value that people place on consuming gaolds and services
(their demand price), or the true cost to the enpnof producing them
(their supply price). If a government wishes toedetine which projects
will make a positive contribution to community waié, it will not
necessarily be able to use the market prices optbgcts' inputs and
outputs to calculate their true costs and bentfigociety.

When undertaking a cost benefit analysis, the pt@eaalyst will try to
correct for such distortions by calculating econgnair shadow, prices.
The shadow prices of the project's inputs and dsfdike labour and
capital, goods that enter international trade,edagoods, and those that
do not, non-traded goods, will reflect the trueremic value of these
inputs and outputs to the economy concerned. losa lzenefit analysis
shadow prices for projects’ inputs and outputssatestituted for market
prices.

@ 2.2

By end of this unit, you should be able to:

Learning Outcome

e High light the need for an economic analysis byegoments;

e discuss the role of Cost Benefit Analysis in prbjdevelopment,
evaluation and implementation; bring out the défees between
financial and economic analysis etc.
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Main Content
2.3.1 Role of Cost Benefit Analysis in Project Developmén

The techniques of financial and cost benefit anslgse employed in
identifiable stages of project formulation and enadilon given below:

Project Identification

At this stage, the initiating agency, such as aegowment department or
utility, defines the initial concept of project aodtlines the objectives
that the government wishes it to achieve. These mnajude the
provision of health, transport or education semjcd®r example. The
first major issue that must be investigated is élxestence of market
opportunities. In the case of social services,ahalyst must determine
the anticipated demand for the project's output thedbenefits that the
public is expected to derive from these servicesiritial assessment of
the best technology to employ, given local factocgs, as well as the
appropriate scale and timing of the project is @soessary. Engineers,
health specialists, educationalists, environmestantists, agricultural
specialists, market analyst and many other prajaats will contribute
to this stage of the project's development. Ecostsmmay also be
involved in a preliminary assessment of the viapilof alternative
technology given the relative prices of capital dadgbur in the country
concerned.

This process yields the basis concept of the praged background
information, which enables the government to pregréo the pre-
feasibility study stage.

Pre-feasibility Study

At this stage, the analyst obtains approximate atadus of the major
components of the project's costs and benefitsutingnd output
quantities and prices. More precise estimates rbesimade of the
demand for the project's output, the technical ciéypand cost of the
plant or technology envisaged, and the project's npoaer

requirements. In many cases this data will be pleiby the technical
professionals involved in the original project itlBaation stage.

Using this preliminary data, financial and econoraitalyses of the
project will. then be undertaken by the economialyst, to determine
whether the project appears to be financially asmhemically viable. A
preliminary financing schedule may also be drawntapdenti@ the
source and costs of funds. If the project appeaables from this
preliminary investigation, it will be worthwhile pceeding to the full
feasibility study stage.
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Feasibility Study

At this stage, more accurate data must be obtaonedll project costs
and benefits, but particularly those that risk gsialindicates are crucial
to the project's viability. The financial and ecamo viability of the
project is then assessed again. If the projectilisfaund to be viable,
approval should be sought to proceed to the proiesign phase.

Project Design

This involves undertaking the detailed engineeegign work of the
project, based on the technology envisaged at ¢asilfility stage.
Manpower requirements, administration and markegpirogedure are all
finalised at this point.

2.3.2 Financial Analysis and Economic Analysis: Digction

The economic analysis technique outlined above haweh in common
with financial analysis. However there are sigm@fit points of
distinction.

Firstly, a traditional financial analysis examinasproject from the

narrow perspective of the entity undertaking thejgut. It does not take
account of effects on other enterprises or indi@lduThus, a proposal
put forward by one government agency may inflicktso(or confer

benefits) on other government agencies, on prisatgor enterprises or
on individuals. These external costs and benefitsstnbe taken into
account. Similarly, a strictly financial analysi®a$ not consider the
opportunity cost of using resources in the caseraviiee actual price
paid by or to the entity is not a good indcatotha real value in terms
of alternative uses.

Secondly, economic evaluation does not considercty the payment
of interest. Rather real resource flows are shomdhtame preference is
taken into account by the use of a discount rate.

Thirdly, in economic analysis capital expendituserecognised as a
resource cost at the time it is incurred whereaBniancial analysis it
may be shown amortised over the life of the projecttaxation and
other purposes.

In the public sector the fundamental requirementoisan economic
appraisal. However, it should be noted that theeuaéting of an
economic appraisal does not remove the need fanaamdial analysis.
The financial analysis will show the demands orhcdsw which will
result from the project- an important factor wheanaging the State's
finances. It will also show the rate of return frdhe project which is
important for commercial agencies.
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There is an important distinction between the comtsl benefits
involved in a financial analysis and those includadan economic
analysis.

Financial analysis whether used in the public a& grivate sector,
implies the notion of the agency maximising its fieancial surplus
over time. This will generally differ from the mamisation of the
economic surplus generated for the community ashalevwhenever
prices do not reflect the benefits or costs assediwith an activity (in
some case there may not even be any prices bebaunséits and costs
are not traded).

In the case of the more commercial agencies tHerdiices between
financial appraisal and economic evaluation willmeoonly be
comparatively small. However, for agencies witgigant community
service obligations, financial appraisal can beasly applied only in a
narrow range of decision choices. Thus, in the enva evaluation of a
public road not subject to a toll, financial apgediwill not be of much
assistance. Similarly, in choosing between twossite a hospital, not
only should the costs of building on the two sliesconsidered, but also
the level of transport costs and length of trairaktincurred by patients
and visitors to the hospital.

Thus, in estimating the economic costs and benefita project, the
analyst will have to estimate values where no dipeice is charged and
will generally have to consider a wider range otscand benefits than
occurs in a financial appraisal.

SELF-ASSESSMENT EXERCISE

1. Highlight the role of cost benefit analysis in thgoject
development, evaluation and implementation.

2. Discuss the differences between financial analgst economi¢
analysis

2.4  Steps in Preparing a Full Economic Evaluation

The steps in preparing a standard economic evafuare outlined
below:

Definition Objectives

The starting point and in many ways the most ctuagpect for the
evaluation of an investment proposal is the spmaifon of the
objectives of the proposal and their relation te tiverall objectives of
the agency. No appraisal of the project can be mgan unless the
objectives are clearly defined.
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Identification Options

It is necessary to identify the widest possiblegemf options at the
earliest stage of the planning process. One alieend@hat should be
considered is the possibility of the objective lpemet by the private
sector. In developing various options the firsti@ptto be considered is
the base case of "do nothing" i.e. retain the stgtwo. This is not to say
the base case will not involve costs; in many cakesg nothing (for
example continuing with a low maintenance prograjnwié result in
cost penalties. One benefit of doing something bmayhe avoidance of
these costs. In the case of asset replacemeniafesist may involve
deferral of replacement and continued maintename® @ eventual
replacement with a new asset of comparable stantarthat being
replaced. In the case of an expansion of activitiesbase case would
represent a continuation of the existing systepodicies.

Identification of Costs and Benefits-The With-Withaut Principle

This is the basic principle of any type of projegtluation. In practice,
it means that an attempt should be made to estithat&he state of the
world" as it will exist with the project in existea. This should be
contrasted with the "state of the world" that wohlave existed in the
absence of the project (the "do nothing" option).

This principle has two important implications:

First, economic evaluation must not simply be a comparisobefore
project conditions with by project conditions besaisuch comparison
would attribute the contribution of all pre-exiggitrends and external
factors to the project itself for example, redustion on-going costs due
to changed work practices should not be attributedavings from an
investment in new plant if the changes in work pcas would have
been introduced regardless of the investment aexisi

Second, the analysis should include all impactgh bxeneficial and
otherwise, of the proposal being evaluated. Inipagr, not only should
the intended effects or benefits which are thedaihjes of the project be
included, but also the subsidiary or indirect effec

There are a range of types of benefits and cost&hwhmust be
considered, and they accrue to different peopleiesaccrue directly to
the user or provider of the service; while othecsrae to outsiders
(these are known as externalities).

The case of the evaluation of a dam whose primampgse is the

provision of irrigation for commercial crops can bieed as an example.
The impacts to be included in the analysis would be
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the provision of irrigation water for cropping (theimary
objective and a traded benefit); the provision diam water (a
traded benefit)

flood mitigation benefits (a quantifiable non-trddeenefit which
is external to the users and providers of water);

recreational benefits offered by the dam (a quiabié non-
traded benefit external to the consumers of waser);
environmental effects on native flora and fauna External
effect which may be difficult to quantify even ihysical terms).
The importance of the with-without principle canndte
overstated. Failure to adopt it may lead to medassyresults.

Valuation of Costs and Benefits: When considering how impacts
should be valued in practice, it may be convententlassify impacts
into three categories.

a.

Costs and benefits which can be readily identifed valued in
money terms (e.g. Value of additional electricitypglies to
users, travel time savings).

Effects which can be identified and measured insplay terms
but which cannot be easily valued in money terntsabse of the
absence of market signals and consequential desagm as to
the rate of valuation (e.g. museums, reductiorpitupion).
Impacts which are known to exist but cannot be ipedg
identified and accurately quantified, let aloneueal (e.g. Crime
prevention effects of police programs, comfort im@ments in
new trains, aesthetic effects of beautificationgpamns).

When considering benefits and costs which eithencabe valued or
cannot be quantified there can be a tendency twerdrate on the
benefits and ignore the costs. This should beteskis

Where valuation is possible, two key concepts riedxe kept in mind.

a.

The Opportunity Cost Principle: The use of resources
(manpower, finance or land) in one particular amdfpreclude
their use in any other. Hence the basis for valdiregresources
used is the "opportunity cost” of committing resms; i.e. the
value these resources would have in the most aweac
alternative use.

The adoption of this principle reflects the facattithe economic
evaluation of public sector projects should be cmbted from the
perspective of society as a whole and not frompitiat of view

of a single agency.

Commonly, the price paid for new capital, labourirguts will

reflect the opportunity cost of the resources. pbsition may be
less clear in the case of the existing land ownedhke agency.
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However, in general it is considered that a costivadent to its
maximum market value or likely land use zoning dtiobe
placed on such land.

The general principle applies even where the pui#ictor may
have access to an input at a cost different frenmiarket value.
For example, coal supplied from an electricity gatw's own
collieries should be priced at the market price domparable
coal rather than the costs of supply, reflecting thct that the
coal has an alternative use.

b. Willingness-to-pay Principle In valuing the benefits of a
project the aim is to place a monetary value on \thgous
outputs of the project. Typically, such outputd witlude:

1. benefits for which a price is paid; and
2. Benefits for which no price is paid.

Where the services are bought and sold it is géyemaesumed that the
price paid is a reasonable proxy for the valueghef service to the
consumer. This principle will hold most closely wehe changes in
output and price levels associated with the investrare relatively
small. Where output changes are significant thenay be desirable to
take account of changes in consumer surplus (agsexaver the market
price which the consumer would have been willingpty). This will
require knowledge of the price elasticity of demgne. sensitivity of
demand to changes in price). However, where theéicgers not freely
traded or there is no price charged, or where émetits fall broadly on
the community rather than individual users, mordirgct measures of
the willingness to pay for the benefits need todedved. A variety of
techniques are available including:

1. the use of data on expenditure by consumers inirsgeto
participate in benefits (e.g. costs incurred initwvig a national
park);

2. price data from related goods and services (e.gati@s in
house prices due to the impact of noise levelssess the cost of
airport noise); and

3. Choice experiments (e.g. experimental choice betve&ariety
of existing and new amusement/recreation amenitemfer a
value for a new amenity).

Where no established framework exists, valuationasf-traded outputs
will have to be approached on a case-by-case basis.

Some government services have been provided aitdssdss prices and

this introduces distortions in the market. Therefahe imposition of
customer charges to value benefits is likely toeusthte benefits. As
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with services for which no price is charged, adadiéil effort is needed in
the appraisal to estimate the additional benedither from externalities
or consumer surplus.

Specific Issues

a.

Avoidance of Double Counting or Overstating of Beni#s

In enumerating the costs and benefits of a propasaé should
be taken to avoid double counting. For example cthrestruction
of a dam may increase the value of the land whghoi be
irrigated as a result of the increased ability e tand to grow
crops. The increased value of the land merely ctflehe
market's capitalisation of the increased outpugasir. Inclusion
of the net value of the increased output and tleeeased land
value would count the same benefit twice.

Another danger is the overstatement of benefitathybuting the
total output of a process to a single input. Indbeve example,
the total value of the crops made available bywtheer irrigation

project should not be attributed to the projectthiea the net
value of the additional production should be detilsg deducting
all additional input costs from the value of thel#idnal output,

i.e. the costs of labour, capital and other inmuish as fertiliser
and fuel should be deducted from the value of thépud.

Measured in this way the value of net output, sttiij@ provision

for a normal profit provides a measure of the wghess to pay
for water. Hence, the inclusion of this benefit Wbalso require
adjustment for actual payments made for water plexvi

Treatment of Inflation

Due to inflation, costs and benefits which occuedawill be
higher in cash terms than similar costs or benefitsch occur
earlier.

There are two different ways to tackle this isdggher nominal
values can be used for each time period and trsmouainted with
a nominal discount rate, or real cash flows can used
discounted by a real discount rate. In practice @onsidered that
the use of real cash flows and discount rates nraplidy the
forecasting and calculation processes.

Use of Shadow Prices

A shadow or accounting price is the price that eoasts
attribute to a good or factor on the argument ihas more
appropriate for the purpose of economic calculatiban its
existing price, if any. In evaluating any projetite economist
may effectively correct a number of market pricexl also
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attribute prices to unpriced gains and lossesithatexpected to
generate. He will, for example, add to the costaofactor or
subtract from the cost of a good, in making alloeeafor some
external diseconomy. Wherever the amounts of a gtwde
added to or subtracted from the existing consumpée large
enough, the economist will substitute for price theore
discriminating measure of benefit, consumer surpldsrtain
gains or losses to an enterprise he will valueeas, since for the
economy at large they are only transfer paymenite dost of
labour that would otherwise remain idle, he mudueaat its
opportunity cost; not at its wage; and so on.

Valuation of Specific Cost Items

1.

Land and Pre-existing Buildings/Plant

While a project may use land, buildings or plameatly owned
by an agency for which no payment will be made,abportunity
costs of these assets should be included.

Labour

In assessing labour costs, the value of existibgua resources
transferred to the project, as well as additioadlour required,
should be included.

Overheads

Labour related overheads such as supervision, poangosts,
administrative costs, printing and stationery etare also
included.

Residual Values

At the end of the planning horizon or project lilgme assets
may still have some value. Such assets may not leaghed the
end of their economic life and may still be of isehe agency or
may be resale able. In this case the value of aatasay be
assessed at a level pro rata to its remaining ecmndife.
Alternatively the asset may have reached the ent$ @conomic
life but have a scrap value. This value is a bénefthe project
and should, be included in the evaluation. Ceréssets are no
depreciable, such as land and can be valued attopjiyg cost.

Costs to be Excluded from Analysis

A number of items which are included as costs roanting reports or
financial appraisals should not be included in emnemic evaluation of
an investment proposal.

a.
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Sunk Costs

In an evaluation, all costs must relate to futueemditures only.
The price paid 20 years ago for a piece of land plant item is
of no relevance; it is the opportunity cost in terf today's
value (or price) which must be included. All pastsonk costs
are irrelevant and should be excluded.
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Depreciation

Depreciation is an accounting means of allocathmey ¢ost of a
capital asset over the years of its estimated ubgfult does not
directly reflect any opportunity cost of capitalhd economic
capital cost of a project is incurred at the tinmattlabour,
machinery and other inputs are used for constmctw in the
case of an existing asset, when it diverted fracitrrent use to
use in the project being evaluated. These prajgetts are valued
at their opportunity cost.

Hence, depreciation should not be included in thenemic
evaluation.

Interest

As future cash flows are discounted to presenteva@rms in
economic evaluations, the choice of the discoutet imbased on
various factors which include the rate of inter@ste discounting
process removes the need to include interest rattha cash
flows.

Discounting of Future Costs and Benefits

a.

The Concept of Discounting

The costs and benefits flowing from an investmesttision are
spread over time. Initial investment costs are baip front while

benefits or operating costs may extend far intoftigre. Even in
the absence of inflation, a rupee received nowagtwmore than
a rupee received at some time in the future. Caelgra rupee's
cost incurred now is more onerous than a rupessagzruing at
some future time. This reflects the concept of tipreference
which can be seen in the fact that people normpibfer to

receive cash sooner rather than later and paylai#s rather than
sooner. The existence of real interest rates tsflélais time

preference.

In order to compare the costs and benefits flovitogh a project
it is necessary to bring them back to a common tim@ension.
This is done by discounting the value of futurete@nd benefits
in order to determine their present value. The gsec of
discounting is simply compound interest worked eakis.

The Recommended Discount Rate

Private sector entities sometimes require thatake of return on
a particular project exceeds the return expectedroalternative
project which might otherwise be undertaken. Orytmeight
stipulate a return somewhat in excess of the cbdioaowed
funds.
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Public sector decision-makers will be encouragedntest in
projects which generate returns greater than thergment's test
discount rates. Three alternative bases for théngebf the
discount rate have been proposed:

1. social time preference;

2. opportunity cost of capital; and

3. Cost of funds.

The first two concepts of the discount rate relate the
opportunity cost of the resources used in the pubkkctor
investment projects. Resources could be used etsewdnd the
discount rate attempts to measure such opportarigiegone. In
principle the social time preference rate and theootunity cost
of capital should be the same. However, for vari@asons such
as private sector profit and capital constraintshe public sector,
the two will differ. Typically the opportunity costf capital will
be greater than the social time preference rate.

Resources devoted to public investment will behatéxpense of
current consumption or private sector investmemtalgrowing

economy with rising living standards, a rupee's scomption

today will be more valued than a rupee's consumpiéibsome
future time for, in the latter case, the rupee W@ subtracted
from a higher income level. This so-called margs@dial rate of
time preference is, of course, not easy to measure.

If alternatively, public investment takes placetlz expense of
private investment then, from an economic efficiem@wpoint,

public investments of an economic nature should bet
sanctioned if they are expected to earn signiflgdatver rates of
return than those same resources might earn (b&d®)jein the

private sector (the so-called marginal social oppoty cost).

This concept is also difficult to measure accuyat&he concern
is not with the average rate of return in the gevaector, but
with the marginal rate - that is with the rate whiwould be
earned by the private sector if additional capatigdwed further
private investment to occur. In theory a perfeathympetitive
capital market will see equality of the consumerégginal rate of
time preference, the investor's rate of return lo@ marginal
project and the market rate of interest. In practiterest rates
provide limited guidance to the estimation of discbrates on
these bases.

In the face of the difficulty of measuring discouates on these
bases, it has sometimes been argued that the ajapeomte of



PAD 402 PUBLIC PROJECT MANAGEMENT & ANALYSIS

return or discount rate should be derived fromitterest rate at
which government borrows funds in the market. Bweg the
dominant position of government in the capital nedrkthe
variability of interest rates and the wide rangefauftors which
impact on interest rates this is quite an inadexquaty of
deriving the appropriate discount rate.

C. Impact of Discount Rates on Project Ranking

It should be noted that the choice of the discowaté is an
important issue as it can have a significant imjacthe ranking
of options/projects and hence their choice. In ganeas the
discount rate rises projects with larger initiattlays and lower
ongoing outlays become relatively less attractiompared with
projects with lower initial outlays and higher omgp outlays.
Thus, a higher discount rate would favour mainteragptions as
against asset replacement.

Similarly in the case when net benefits are spfaatto the future, the
higher the discount rate, the more net benefitsiiathe future are
downgraded in present value terms relative to mtebts closer to
hand.

Thus, short lived options are favoured by highescdunt rates relative
to long-lived options.

Decision Criteria
Once all the costs and benefits over the life efiltopgramme have been
identified and quantified, they are expressed @sent value terms.

Using the discounted stream of costs and benetiits, following
decision measures should be calculated. Investaeeision making is
primarily concerned with three types of processes:

1. The screening process, whereby the decision médeed with a
range of independent projects and adequate resyurnast
accept or reject the individual projects.

2. The choice process between mutually exclusive prgje
whereby the decision makers must choose from aeraofg
mutually exclusive projects (commonly directed amikar
objectives):

3. The ranking process, whereby the decision makéadsd with
resource constraints which prevent all acceptabdgegts from
being preceded with- hence the projects must bkehmn an
objective manner.

89



PAD 402 PUBLIC PROJECT MANAGEMENT & ANALYSIS

Various investment criteria are available in reaghdecisions in these
circumstances. Commonly used criteria are the Nefsdnt value

(NPV); Internal Rate of Return (IRR), Benefit Cd®atio (BCR) and

Net Present Value per constrained unit of input\(N)y

Net Present Value
Net Present Value is the sum of the discountedeptdpenefits less
discounted project costs.

Under this decision rule, a project is potentialigrthwhile (or viable) if

the NPV is greater than zero; ie the total discedntalue of benefits is
greater than the total discounted costs. If prejeate mutually
exclusive, the project which yields the highest NRduld be chosen.

Benefit-Cost Ratio
The Benefit-Cost Ratio (BCR) is the ratio of theeg@nt value of
benefits to the present value of costs.

A project is potentially worthwhile if the BCR igegpter than 2; ie, the
present value of benefits exceeds the present vdlgests. If projects
are mutually exclusive, this rule would indicatattthe project with the
highest BCR should be chosen.

It has become conventional to split costs into tyyres when calculating
BCRs: initial capital costs and ongoing costs. QOmgocosts are
normally deducted from benefits in the year incdrte make a net
benefit stream, while initial capital costs aredias the denominator.

The Internal Rate of Return (IRR) is the discowaterat which the net
present value of a project is equal to zero, iealiated benefits equal
discounted costs.

A project is potentially worthwhile if the IRR isrepter than the test
discount rate. If projects are mutually exclusithes rule would suggest
that the project with the highest IRR should besamo

Evaluation of Decision Rules

The NPV and BCR provide equally acceptable critdda showing

whether an individual project is worthwhile, wheaken in isolation.
Both clearly show when, for a given discount rake, project benefits
exceed costs and the results of the rules wilcoaflict with each other.
While in many cases the IRR will also yield simpied unambiguous
results, care needs to be exercised in the usBRf In cases of non-
conventional cost-benefit streams (i.e. where thare substantial
discontinuities or breaks in the net benefits streaer time) more than
one quite different IRR may be calculated. An exiEmpf a non-
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conventional cost-benefit stream is where a projactrs net costs
initially followed by net benefits over a number ygars and then net
costs again.

Choice between Mutually Exclusive Projects

A simple use of NPV, BCR and IRR will not yield tsame results for
the more complex choice between mutually exclugvejects. The
project with the highest NPV may not have the hgghi®R or the
highest BCR. In the latter case this is becausedtie can be affected
by the inclusion of costs as negative benefitsdifierent balances
between initial costs and ongoing costs. This maikedifficult to
compare across projects.

Where there are no constraints on inputs, suchapsat resources, the
choice between projects should be made on the basisximization of

NPV; i.e. the project with the highest NPV shoule preferred. This
will ensure that the project which provides thegé&st potential

contribution to welfare is adopted.

Ranking under Constraints

In practice decision-makers operate in environmerttere constraints
are commonplace. Indeed constraints on capital sfuate almost
universal. In order to ensure the Government's étaayg objectives are
met, such constraints will clearly heavily influendecision making on
projects. The problem facing decision-makers israok projects in
terms of return to the constrained input and tHewose projects so as to
maximise the NPV of the total program.

None of the three decision criteria discussed abtale capital
constraints explicitly into account, although th€m calculation as
indicated above implicitly does so. However, usehaef NPV per rupee
of total capital would result in the choice of tic@ambination of projects
which maximizes the total NPV obtained from a lexitcapital works
budget.

Note that the capital investment is discountedd@resent value in the
same way as are the net benefits.

Using this measure, projects with the highest NRY gollar of total
capital are selected until the budget is exhausted.

This means that the expenditure constraint may faetar in the choice
of an investment option which does not have thédsg NPV, if the
option with the highest NPV requires very high engieure. In such
circumstances the return on the incremental expanedimay be
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relatively low. This procedure seeks to maximizgragate NPV from
the available funds.

Sensitivity Analysis

Sensitivity Analysis is used to assess the possifyact of uncertainty.

It illustrates what would happen if the assumptioresle about some or
all of the key variables proved to be wrong andvwshbdow changes in
the values of various factors affect the overafitawr benefit of a given

investment project.

A key practical role of sensitivity analysis is ifmcorporate different
views about one or more key assumptions which easanably be held
by the different people involved in the assessmpentess.

It is a useful means of indicating the critical rents on which the
outcome of the project depends. This allows managérto focus on
these areas during project implementation or tertifurther resources
to the improvement of cost and benefit estimates the reduction of
uncertainty. (It is a necessary part of any investhappraisal.

|l/<,f/|
2.5 Summary

Financial, economic and social analyses are flexibbls for assessing
alternative uses of resources in order to achieedfave objectives
determined by the government.

A financial analysis indicates whether a projeci & profitable to its
implementer, by ‘'using market prices for inputs amdtputs. An
economic analysis, using shadow prices, revealshwprojects will
make a positive contribution to economic welfarénaly, a social
analysis extends an economic analysis, and incladesxamination of
the distributional impact of the project.

N

Amin, G.A., (1978), Project Appraisal and Incomestibutional
Weights in Social Cost Benefit Analysis, World deyement, 6.
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u:; 2.7 Possible Answers to Self-assessment exercsewithin

the content
SELF-ASSESSMENT EXERCISE 2

Highlight the role of cost benefit analysis in theject development,
evaluation and implementation.

Answer

I The initiating agency, such as government departroemtility,
defines the initial concept of project and outlirtee objectives
that government wishes it to achieve.

. Through pre-feasibility study financial and econoranalysis of
the project will be undertaken by the economic ystal to
determine whether the project appears to be fiadlpcand
economically viable.

iii. The next stage of the study is the feasibility gtuHere the
financial and economic viability of the projectassessed again.
If the project is still found to be viable, apprbgaould be sought
to proceed to the project design phase.

iv.  The final stage of the project is ex-post evaluatidhe primary
purpose of this evaluation is to help to identtig imajor sources
of project success and failure, so that futureqmtoglevelopment,
analysis P and operations procedures can benefit the past
experience.

SELF-ASSESSMENT EXERCISE 2

Discuss the differences between financial analyasigl economic
analysis?

Answer

I. The traditional financial analysis examines a pbjgom the
narrow prospective of the entity undertaking thejgut.

. In public sector the fundamental requirement isaiereconomic -
appraisal.

iii. The financial analysis will show the demand on cimlv which
will result from the project an important factor &hmanaging
the states finances. The financial analysis wgbahow the rate
of return from the project which is important foonsmercial
agencies.

iv. Financial analysis whether used in public or pevaector
implies the notion of the agency maximising its fieancial
surplus over time.
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Vi.

Vii.

This will generally differ from the maximisation tfie economic
surplus generated for the community as a whole.

In case of -commercial agencies the difference éetwinancial
appraisal and economic evaluation will commonly be
comparatively small.

Agencies with significant community service obligas,
financial appraisal can be suitably applied onlainarrow range
of decision choices. For example the economic ewmn of a
public road not subject to a toll, financial apgediwill not be of
much assistance

The steps involved in preparing a full economic evaation are as
follows:

Vi.

Vii.

viii.
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The specification of the objectives of the propoaaldd their
relation to the overall objectives of the agencies.

To identify the widest possible range of actiontla earliest
stage of the planning process.

An attempt should be made to estimate the 'statkeoivorld' as
it will exist with the project in existence.

The next step will be valuation of cost and besefit

There are certain things to be taken into consiaerasuch as
while enumerating the cost and benefits of a pralosare
should be taken to avoid double counting.

Items which are included as costs in accountingontspor
financial appraisals should not be included in anemic
evaluation of an investment proposal.

The next step is the discounting of future cost bedefits. This
is done by discounting the value of future cost aedefits in
order to determine their present value.

Sensitive analysis is used to assess the possilp@ct of
uncertainty.

A selection of major project undertaken by an agestwould be
subjected to ex-post evaluation.
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UNIT 3 SOCIAL ANALYSES OF PROJECT
Unit Structure

3.1 Introduction

3.2  Learning Outcome

3.3  Main Content
3.3.1 Role of Cost Benefit Analysis in Project Exalon &

Implementation

3.4  Social Cost Benefit Analysis

3.5 Summary

3.6 References/Further Readings

3.7 Possible Answers to Self-assessment exercisevi(ein the
content

p: =
@ 3.1 Introduction

While a financial analysis is concerned only wikte tinterests of the
implementing agency or firm, cost benefit analyisisconcerned with
welfare of all the firms, consumers and governmienta particular

country. An economic analysis is not, however, eoned about the
welfare of foreigners. The methodology of cost benanalysis, or

CBA, was first developed in the 3930s in the Unigtdtes when the
Federal government had to decide whether to uridenaany large,
publicly funded irrigation, hydroelectricity and tea supply projects in
the dry central and western states of the UniteteSt However, modem
cost benefit analysis theory and practice he ewblaegely from path-

breaking work by Little and Mirrlees, Dasgupta, lar and Sen in

their UNIDO Guidelines, Harberger , Corden , Sqainel Van Der Tak
and other work collected in Layard . Many otherfukeontributions

have been made by various authors.

@ 3.2  Learning Outcome

By end of this unit, you should be able to:

e explain the steps in preparing a full economic eatbn; and
e Discuss the purpose of social cost benefit analysis
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Main Content

3.3.1 Role of Cost Benefit Analysis in Project Evahtion &
Implementation

The techniques of financial and cost benefit anslgse employed in
project Evaluation & Implementation are:

Implementation

At this stage, tenders are let and contracts sigwedacilitate the
appointment of the project manager, who will overfige construction
and possibly the operation of the project.

At this stage, tenders are let and contracts sigwedacilitate the
appointment of the project manager, who will overfige construction
and possibly the operation of the project.

Ex-post Evaluation

The final stage of a project is essential, yet dergly overlooked in
project appraisal and implementation. This evatuatis designed to
determine the actual contribution that the projea$ made to national
welfare, by several years of project operationplismary purpose is to
help to identify the major sources of project sgscand failure, so that
future project development, analysis and operafwocedures can
benefit from past experience

3.4  Social Cost Benefit Analysis

The financial or traditional economic project appats implicitly
assumed that income distribution issues are beyloadoncern of the
project analyst or that the distribution of incornme the country is
considered appropriate. However, in many, if nostndeveloping and
developed countries governments are not only istedein increasing
efficiency but also in promoting greater equity. rost countries the
existing distribution of income is clearly not caiered to be ideal by
the government or the population. Social cost berefalysis or the
social appraisal of project has evolved to resgorttliis need.

A social appraisal of a project goes beyond an @won appraisal to
determine which projects will increase welfare onlseir distribution
impact is considered. The project analyst is noly awoncerned to
determine the level of a project's benefits andtscdsit also who
receives the benefits and pays the costs. Sociatamal therefore
tackles the moral and theoretical dilemma-that ajegot is worth
undertaking if it has the potential to produce aeRaimprovement in
welfare.
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In an economic analysis of a project it is imphcéssumed that a dollar
received by any individual will increase the comiityla welfare by the

same amount as a dollar received by any otherishaa. However, an

extra dollar given to a very poor person, with amwal income of say
only USD300, will usually increase that person'dfarve by much more

than would a dollar given to the same person ibhehe became very
rich, with an annual income of USD 300000. As aietycwe may be

prepared to undertake a project, A, which incredlsesconsumption of
poor people by USDIOO per annum even if it redubesconsumption

of rich people by USDSO. On the other hand, thernanity may not

be prepared to undertake another project, By whiaireases the
consumption of the rich by USDIOO and reduces tifathe poor by

USDSO. The theoretical rationale in welfare ecorsrior the social

analysis of projects is therefore quite strongihes marginal utility of

income of a person who receives a low income iebqul to be greater
than the marginal utility of income of the same sper if she or he
receives a high income. An economic analysis ofgote A and B

would not capture these differences and would menglicate that both
had the same positive impact on community welfare.

Distributional Weights

One of the most commonly used methods of underga&irsocial cost
benefit analysis is to introduce distributional gfgs in to the cash flow.
Distributional weights are attached to changesnicome, costs and
benefits, received by different income groups, enguthat a project's
impact on the income of low income groups recei@dsigher weight
than the same dollar impact on the income of higtome groups. The
introduction of these distributional weights enablprojects to be
assessed on the basis of distributional as wedlffasency objectives.

The Introduction of Distributional Weights into the Cash Flow

In an economic analysis, project generated chamgesonsumption

enjoyed by all income groups are weighted at unitya social analysis
income accruing to (or being taken from) lower imeogroups would

typically be given a distributional weight greatkan one. On the other
hand, income accruing to (or being taken from) ghhincome group

would be given a weight less than one. A projeet thenefits a low

income group would therefore have a higher socal present value
than one that benefits a high income group, ifodler, un-weighted
costs and benefits remain the same.

Project A's costs are borne by the rich and iteebenare received by
the poor, while project B is the opposite. Its samte borne by the poor
and its benefits are received by the wealthy. Stheetwo projects are
mutually exclusive the project wit the highest NBhould be selected.
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If an economic analysis were undertaken and digiohal weights of
unity were applied to the costs and benefits ofttine projects, project
B would have an NPV of $L80 and project A an NPV$a60. Hence,
project B should be selected. However, if the gorent decides that it
values income going to the poor more highly thasoine going to the
rich and applies a distributional weight of, foraexple, d=3 to the low
income group's income, project A would have a dddRV of $L300
and project B would have a social NPV of $LO. Pebje would then be
selected on the basis of a social cost benefiyaisal

SELEF-ASSESMENT EXERCISE

1. Briefly explain the steps in preparing a full ecomo evaluation
2. Highlight the purpose of social cost benefit anigl

Arguments for and Against the Use of DistributionalWeights

There are several problems for analyst wishingsethis approach. The
first is the difficulty of tracing the net incomehanges accruing to
different income groups as a result of the projeggn in the case of
relatively straightforward project. It may be veiyne consuming and
expensive to identify who will bear the costs giraject, who will reap

its benefits; and what the income levels of thefferént groups are. It
has therefore been argued that the introductiodisifibutional issues

into project appraisal will so increase the comppjerf undertaking a

cost benefit analysis that serious inaccuraciesldcdaecome more
common. This argument is very persuasive and magobelusive for

large projects with a diverse group of beneficeuw@gd whose income
levels may be difficult to determine. The counteguanent put by those
supporting social analysis of projects is thatdiagributional: issues will

be implicitly introduced into project analysis imyacase, it is much
better that they are treated in a consistent gyoous way.

The second problem with the use of distributioneights relates to how
the government or project analyst can objectivelgtedmine the
appropriate set of weights to employ. Even if tigributional impacts
of a large project can be traced, the marginaityitif income of these
different groups may be very hard to determine.

Economists such as Harberger and Amin have opptsedormal

inclusion of distributional objectives into costnedit analysis. They
claim that, by necessitating comparisons of thefamelthat individuals
receive from increasing their income by a fixed antp say $3, social
cost benefit analysis compromises the objectivitypmject appraisal.
Instead, Jenkins and Harberger recommend merelynaeating which
groups benefit and which lose from a project, legvit to decision-
makers to determine implicit, rather than explidistributional weights.
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Supporters of social benefit analysis argue thduréa to explicitly

compare the utility received by different incomeowgps within the
framework of the project appraisal implies that #malyst gives equal
weight to gains in consumption by all income grqupsm the poorest
and most destitute to the wealthiest groups inet@ciThis would only
be justified if it were assumed that the marginglity of income, the

change in utility experienced from a given increaseonsumption, of
all individuals was equal irrespective of theiranee levels.

Another argument advanced by those opposed tontineduction of
distributional issues into cost benefit analysighiat project should be
selected in order to maximise national income &mad the taxation and
welfare systems should then be used to redistritigeincome. This is
very reasonable and correct view in the case ofdéheloped, higher
income countries, which have well developed fismadl social welfare
systems. In many developing countries, however,figwl system is
weak and even recessive. Large proportions of tmilgtion, rich and
poor, pay no tax at all and there are few socialfane payments.
Corruption and the power of economic elites oftersuee that the
wealthy evade taxation and wield sufficient poéticresistance to
making direct transfers to target groups through ftkcal system. The
only acceptable method of making transfers may iaepublic sector
projects to provide social infrastructure, sucls@sools and hospitals or
economic infrastructure, such as roads and irogatfacilities. If
economy-wide mechanisms for promoting income radigion are not
available there may well be a justification for daying social appraisal
of such projects.

In relation to distributional weights, Harbergerirgs out that even if
guite moderate distributional weights are employedpould be possible
to sanction acceptance of scandalously ineffigieojects. For example,
in Australia it may appear reasonable that changesonsumption
enjoyed by families on an income of less than $A&68hould be given
an income distributional weight of 3, and consumptthanges by those
on an income of more than $A90000 should be givehsaibutional
weight of 0.5. However, this would imply that a jgc would be
acceptable if it extracted $3 from the wealthy, athivould then have a
social value of $0.50 and gave only $0.35 to ther pas the latter would
then have a social value of $0.50 also. The ussuoh distributional
weights could therefore result in projects beingepted that entail
efficiency losses of 75 percent of costs. Harbemggues that such
inefficiency would be quite unacceptable to thecwmte and he
recommends that, if distributional weights are ysedaveat should be
added limiting the extent of acceptable efficiefusses.
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3.5 Summary
Social analyses are flexible tools for assessirtgrradtive uses of

resources in order to achieve welfare objectiveterdened by the
government.

N

Harberger, A.C. (1973) Project Evaluation, ColldéctePapers,
Macmillan, New York.
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u:i 3.7 Possible Answers to Self-assessment exerg¢gewithin

the content
Answer to Self-Assessment Exercise 1
Briefly explain the steps in preparing a full ecomo evaluation.

Answer

The steps involved in preparing a full economic leaon are as

follows:

1. The specification of the objectives of the propoaald their
relation to the overall objectives of the agencies.

2. To identify the widest possible range of actiontla earliest
stage of the planning process.

3. An attempt should be made to estimate the 'statkeoivorld' as
it will exist with the project in existence.

4. The next step will be valuation of cost and besefit
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There are certain things to be taken into consiaerasuch as
while enumerating the cost and benefits of a pralosare
should be taken to avoid double counting.

Items which are included as costs in accountingontspor
financial appraisals should not be included in anemic
evaluation of an investment proposal.

The next step is the discounting of future cost bedefits. This
is done by discounting the value of future cost aedefits in
order to determine there present value.

Sensitive analysis is used to assess the possimci of
uncertainty.

A selection of major project undertaken by an agestwould be
subjected to ex-post evaluation

SELEF-ASSESMENT EXERCISE 2

Highlight the purpose of social cost benefit anilys

Answer

1. Developing and developed countries are not onlgrasted in
increasing efficiency but also in promoting greaquity.

2. Social cost benefits analysis or the social apptatthe project
as evolved to respond to this need.

3. Social appraisal of a project goes beyond an ecanappraisal
to determine which project will increase welfarecenthere
distribution impact is considered.

4. The social appraisal tackles the moral and themetilemma -

that a project is worth undertaking if it has thetgmtial to
produce a pare to improvement in welfare.
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UNIT 4 PROJECT PLANNING
Unit Structure

4.4  Introduction

4.4  Learning Outcome

4.3 Main Content
4.3.1 Project Management Definition
4.3.2 Project Management concept

4.4  Project Identification & Definition

4.5 Project Management Success Factors

4.6 Summary

4.7 References/Further Reading

4.8 Possible Answer to self-assessment exerciyew(thin the
content

VT
@4.4 Introduction

Think of projects like Delhi metro railway, Goldequandrangle
projects. Setting up super thermal power statiorB@OMW etc. for
their enormousness in terms of resource requiresnénte involvement
and associated costs. Usually all these projeesdasigned in such a
manner so as to earn an adequate return in fotdsetedure during its
life span. If the project is completed within theegcribed timeframe,
then, it is called that the project is succeeded, B has been observed
in most of the cases that projects taken longee tinan estimated and
naturally the returns are less than expected gegqtex. This may be
due to inadequate planning and improper implemiemtaiThe proper
management of project will definitely increase thturn by adhering to
its projected time and-cost. Hence, it becomes iatpe to have
scientific and systematic management in projeatmptay, development
and implementation.

Project management plays an important role h arreasingly
competitive social and economic environment. It l@®ady been
recognized globally as a formal discipline with @wing knowledge
base of best practices. Project management ispgphcation of skills
and knowledge and the use of tools and technigppked to activities
in a project to complete the project as definedha scope. Project
management requires a high level of skill bothgheple and technical
side of the discipline for successful project tosule Project
management assumes an added significance for dogenge country
like ours. The Government of India felt it necegsar set up a separate
ministry of programme implementation to ensure esstul
management of all government projects.
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@ 4.4

By studying this unit, the student will be able to:

Learning Outcome

o Explain the basic concept of Project Management;
. Outline the various phases of Project Life Cycle@lR, and
o Demostrate the different stages for project iderdifon andits

success factors.

4.3 Main Content
4.3.1 Project Management Definition

According to Oxford dictionary PROJECT means a plan
undertaking, a task involving research, whereas MA&EMENT
means people who control - a business. Many defirstare available
by combining these two words 'Project’ and 'Managgm But, the
Project management Institute (PMI) TM of USA definthe project
management as a temporary endeavour undertakeredteca unique
product or service. It requires the commitment afied | skills and
resources. It is a combination of human and nondrumesources
pooled together in a temporary organization to edhia specific
purpose. A project is a one-time event that createmanages change.
Most of the projects are one time job as opposedepetitive jobs
undertaken in a normal manufacturing organizati&ither you are
implementing something new system or you are enhgnexisting
programmes or systems.

The World Bank, one of the largest financial ingtans of the world,
has considered the project as an approval for #atdapvestment to
develop facilities for providing goods and servicésproject can be
anything and has the following basic components.

1. Objectives and advantages

2. Tasks associated

3. Time period

4. Costs incurred

4.3.2 Project Management concept
Project Management Institute (PMI), a recognizermational body,

has developed the Project management Body 64 KuoeléPMBOK)
documenting the essential knowledge areas and ggeserequired to
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effectively manage the projects. PMI has identifiathe body of
knowledge areas for any project.
Integration Management
Scope Management

Time Management

Cost Management

Quality Management

Risk Management

Human Resource Management
Communications Management
Procurement Management

©CoOoNoOGMWNE

Project Management Process

Project management processes include all the phasésactivities
through which any project has to undergo from itnaeption to
completion.

There are following five such process areas appiydst projects.

a. Initiating process

b Planning process

C. Executing process

d. Controlling process

e Closing process

Project Life Cycle (PLC)

Figure 8.4 gives a general idea of the nature tvides and its intensity
during the entire life cycle of a project. Projdtanagement can also be
viewed from the angle of different functional spdi@ations in
management. Viewed from this angle, every projeoul& have the
following dimensions:

Technical

Commercial

Socio-economic

Environmental, and

Managerial

agprLNPE

During each phase of the project, the Project Manag charge of the

project must take care of all these dimensions &mage the project

successfully.

1. Feasibility
This phase is an essential component of the prejaath begins
with identification of some unfulfilled need in treconomy or
market. This need motivates an entrepreneur orr@rge to
generate ideas to design and establish a projethddulfillment
of the need. Several ideas are conceived basederinitial
information and knowledge base about the availapfortunities
in the environment.
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These ideas are then screened preliminary to ermurea facie their

feasibility. By this preliminary screening, the ja is subjected to a
detailed investigation. Finally, a decision hadbétaken either to drop
the idea on to go ahead with the concept. At tlagtp investment

decision has to be taken with all minute detailshini the prescribed
time span for any project consists of the followingportant activities

a. Identification of the need

b Identification of alternatives

C. Establishment of the primary feasibility of projédea

d. Evaluation/appraisal of the alternatives

e Investment decision

Design

The original project idea is amplified as much asgible so that a
complete 'blue print' of the project with enginegrispecification is
available. Costs of the project are estimated gnggr details. A time
schedule can now be prepared for project execulibare is significant
increase in the intensity of activities in terms mabney as well as
number of peoples. The outcome of design phasausally known as
Detailed Project Report (DPR). This DPR may be aes@red by the
participating financial institution.

Production

In this phase, the emphasis is on giving a physicape to the ideas that
were elaborated in DPR. The activities involvedhas stage are civil
and structural work, procurement of plant and eapaipt, their erection
and testing. A bar chart or Gantt chart can be gnexpfor execution. |
The intensity of activities reaches at its peakrduthe execution phase.
This is the most crucial phase of a project. Thera great need for
continuous monitoring and control of all activitieBroper execution
demands prompt corrective action and resolutioallofonflicts during
implementation.

Termination

Finally, the construction of the project reacheseihd and the last phase
of " i termination starts. During this phase, thewly constructed
facilities are tried out one by one and then inrdagrated fashion and
finally teething problems that might come up amsoteed. In this phase,
a set of persons are identified who would ultimatéhke over
operations, maintenance and services personndbratght in for the
trail runs and commissioning. In other words, thésel runs and
commissioning activities are jointly carried out Iye project and
operational personnel. Finally it leads to handioger of the newly
created facilities to the operating personnel aridding up of the
project team or its transfer to a new project. Timight also include
training of operating personnel, transfer of lefep materials, the

105



PAD 402 PUBLIC PROJECT MANAGEMENT & ANALYSIS

releasing of specialized resources reserved for ios@roject and
reassignment of the project team to a new project.

Project Management Stages Project
Each project constitutes a series of well distisgad and clearly
definable stages of;

a. Project identification and definition

b. Project planning

C. Implementation through analyzing and scheduling
d. Controlling and monitoring.

Each of these stages has inter-relationship witth @sher stage. There
also exists feedback loop which provides sufficigmgut information
that can be utilized by the decision maker or Rtajeanager for further
modification and re-planning.

4.4  Project Identification & Definition

This first stage is a very crucial step for any rmawject as it forms the
basis for subsequent stages. This stage is comtevite collecting,
compiling and analyzing various project related adagventually
identifying the possible investment opportuniti€se project idea leads
to generation of number of project alternativese Thole process of
project identification and final selection usuailpdergoes through the
following steps.

Step I: Feasibility and Technical Analysis
1. Opportunity studies

2. Pre-feasibility studies

3. Technical Analysis

Step 4: Market and Analysis
O Forecasting the demand through qualitative and tijatine
methods

Step 3: Economic and Financial Analysis
Use of various Tools:

Pay back periods (PB)

Discounted cash flow (DCF)

Net Present Value (NPV)

Internal Rate of Return (IRR)

Return of investment (ROV)

Social Cost benefits Analysis (SCBA)
Profitability Projection

Noo,rwNE

106



PAD 402 PUBLIC PROJECT MANAGEMENT & ANALYSIS

Step IV Formulation of Detailed Project Report (DPR
Market planning

Equipment & Process Technology

Location of the project

Environmental Impact Assessment
Operational Aspects

Financial Aspects

Socio-Economic Aspects

Evaluation of DPR

ONo A~ LONE

A proper identification of a project at this stdges major impact on the
entire life cycle of the project as it

acts as a catalysts for economic development

initiates the process of development

beneficial considering the strategic aspect

involve high financial investments

cannot be reversed

accelerates the pace of socio-cultural development

ok wnNE

A sound Detailed Project Report (DPR) clearly degirthe objectives
and constraints associated with the specific ptogen before its
execution.

Project Definition

The scope of the project must be defined cleartgkéholders must

have clear understanding about what the projedtagitomplish. The

issues related to right stakeholders can be bromgintproject as early

as possible to ensure the future success of thegbrd his will establish

support for the project and will be able to leverabat support going

forward to achieve success. The project definiibould include:

1. Defined mission and objectives of the project

2. Stakeholder identification and assessment - Rigktification,
assessment and response

3. Quality plan

4. Defined and agreed to statement of work.

Any project is obviously to be managed with few stoaints. These
constraints can be identified as;

1. Time Schedule

2. Cost and

3. Quality.

Increased time will affect cost and scope, incréasechanged scope

affects cost and time. If the project manager fal®perate within the
triple constraints, the project will not completéhin the defined scope.
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Any project is a sub system of an organizations Ibbvious that the
project should also ensure enough tangible beteetihe Organization.
Hence, it is expected that each Project should riboré towards
achieving the strategic goal of that organizatioroagh adding value.
The best project manager knows the importance af phoject to the
organization. This will help to master the suppamtd to mobilize the
organizational resources for the project to thesss.

4.5 Project Management Success Factors

The general perception of successful projects deduulfillment of the
time and cost schedule and also technical spetiditaBut, some
research findings have identified the importantjgub performance
factors as achievement of the project's mission patception of
different stakeholders of a project. It can be ghat in the long run,
what really matters is whether the parties assediatith and affected
by a project are satisfied. The following nine @ast have been
identified as crucial factors for the success efphoject.

1. A through feasibility study which does not overloany
significant element affecting the project

2. A well planned DPR which is accepted by a4 conatagencies,
and frozen before execution.

3. A capable project manager and a good team aroumg \Rith
involvement right through all four phases of projec

4. An adequate organization with proper systems ofraamication,
feedback and control mechanisms,

5. Adequate understanding of mutual roles and respibitisss of all
interacting agencies with clear understanding ahaleations,
dependencies and complementaries.

6. Quick identification and resolution of conflicts ath are

nonetheless inevitable.

Adequate and timely funding.

Certain degree of insulation to front line projecanagers from

u~~due impacts from the environment.

0. Regular updating and appropriate actions to coatisly correct
the deviations, till the end of the project.

|l/<f/|
4.6 Summary

The concept and definition of project managemenehazeen discussed
in this unit. The project management has alread@nlyecognized as an
important discipline world over. The management tbé project,
irrespective of its size, plays an important rote dhanging socio-
economic condition in our country where shortagesapital is reality

© N
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of life. PMI has identified nine body of knowledgeeas for any project.
Project Life Cycle (PLC) has four distinct Phastsasibility, design,

production and termination. Project management tdates of few

interrelated stages like project identification addfinition, project

planning and project scheduling and controlling.pfoject manager
should also be aware of few prerequisites which begssential for the
success of the project.

N

Bhattacharyya, A. and Sorkhel, S (2002), ManagenisntNetwork
Analysis, Institution of Engineers (India), Kolkata

4.7 References/Further Reading

Boloand, RGA., ILO, 4986. Project Management arel Emvironment,
ILO, Geneva.

u:i 4.8 Possible Answer to self-assessment exercisg within

the content
SELF-ASSESSMENT EXERCISE 1
Define Project Management.

Answer

Many definitions are available by combining thea® twords 'Project’
and 'Management'. But, the Project managementutest{PMI) TM of
USA defines the project management as a temporageavour
undertaken to create a unique product or servitereduires the
commitment of varied | skills and resources. Itaiscombination of
human and non-human resources pooled together tenmgporary
organization to achieve a specific purpose. A @tofe a one-time event
that creates or manages change. Most of the psogeetone time job as
opposed to repetitive jobs undertaken in a normanufacturing
organization. Either you are implementing somethriag/ system or you
are enhancing existing programmes or systems.

a. What is the project management body of knowledge?

Answer 2

Project Management Institute (PMI), a recognizerimational body,
has developed the Project management Body 64 KuoeléPMBOK)

documenting the essential knowledge areas and §seserequired to
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effectively manage the projects. PMI has identifiathe body of
knowledge areas for any project.
Integration Management
Scope Management

Time Management

Cost Management

Quality Management

Risk Management

Human Resource Management
Communications Management
Procurement Management

©CoOoNoOGMWNE

SELF-ASSESSMENT EXERCISE 2
Describe the important phases of project life cycle

Answer
The general perception of successful projects deduulfillment of the
time and cost schedule and also technical spetiditaBut, some
research findings have identified the importantjgob performance
factors as achievement of the project's mission patteption of
different stakeholders of a project. It can be dha in the long run,
what really matters is whether the parties assediatith and affected
by a project are satisfied. The following nine @ast have been
identified as crucial factors for the success efphoject.

1. A through feasibility study which does not overloany
significant element affecting the project

2. A well planned DPR which is accepted by a concelagehcies,
and frozen before execution.

3. A capable project manager and a good team aroumg \ith
involvement right through all four phases of projec

4. An adequate organization with proper systems ofraamication,
feedback and control mechanisms,

5. Adequate understanding of mutual roles and respibitisss of all
interacting agencies with clear understanding ahaleations,
dependencies and complementary.

6. Quick identification and resolution of conflicts ode are

nonetheless inevitable.

Adequate and timely funding.

Certain degree of insulation to front line projecanagers from

u~~due impacts from the environment.

9. Regular updating and appropriate actions to coatisly correct
the deviations, till the end of the project.

10. What are the various Project Management stages?

© N
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Answer

Project Management can also be viewed from theeangldifferent
functional specializations in management. Viewedmirthis angle,
every project would have the following dimensions:

1. Technical

2. Commercial

3. Socio-economic, Environmental, and Managerial
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UNIT 5 PLANNING
Unit Structure

5.5 Introduction
5.5 Learning Outcome
5.3 Main Content
5.3.1 Features of good planning
5.3.2 How planning gets influenced?
5.3.3 Principal Methods of Planning
5.4  Plan of Activities
5.4.1 Resource Planning
5.4.2 Indicators / Measurements of Objectives
5.4.3 Risk Analysis and Risk Management
5.5 Analysis of the Assumptions
5.5.1 Project Planning Matrix (PPM)
5.5.2 Engendering Logical Framework
5.5.3 Roles and responsibilities when making an 14#alysis
5.6 Rationale of planning with gender perspective
5.6.5 How to incorporate Gender Analysis in plagnanocess?
5.7  Summary
5.8 References/Further Readings
5.9 Possible answers to self-assessment exercjsewi(sin the
content

.
@5.1 Introduction

Planning is a managerial function of any organ@atbusiness entities,
government agencies carried out at the initialestaaf project inception.
It is the first step towards developing a concemioject for the purpose
of achieving the project goal. Planning is thestfistep in the project
cycle which comprises of Project design and plagnimplementation,
monitoring and evaluation. Planning is carried autdifferent levels
within an organization, institution, department eleging on different
functions, geographical area and stages of impléatien of the project.
General planning is classified as macro level glasynmicro level

planning, institutional level planning and projectprogramme level
planning.
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G

By going through this unit, you would be able to:

Learning Outcome

. Describe the features of good planning
o Define the different approaches of planning
o Analyse the Logical Framework analysis.

5.3 Main Content
5.3.1 Features of good planning

Be realistic and assume nothing is the basic featfia good planning.
While planning we should not assume what peopleldveoink and
need. We should get the real needs of the peopldreorporate it in
the planning.

1. Participatory planning: The planning should involve the
representatives of stakeholder in the planning gssc For
example, there must be a representation of manaderseff
team, community members who are considered asatigettand
beneficiaries, other institutions who are to beoimed in the
project implementation.

2. Gender sensitive: The planning should include treetral and
strategic gender needs of the women. It should aimnsuring
equal participation, just distribution of resourcedecision
making power to women.

3. The planning should get integrated with peopleugrof people,
within the organisation, within the target area, tween
organisations, between CBOs functioning in thellbca

4. The planning should focus on certain principleshsas;

a. Change is constant

b. It is impossible to plan for everything.
C. Complexity is not user friendly

d. Gender equality and equity

5. While considering the impact, the focus should lbe socio-
culture factors such as believes systems, knowledlgerisk
perception.

6. The planning should be more flexible and shouldsater all the
risks and assumptions in project execution.
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5.3.2 How planning gets influenced?

The development planning of any organization idugriced by two
factors prevailing in an organization.

1. Structure of the organization

2. Culture of the organization

The structure refers to the composition of the rgansgent, men and
women, hierarchy of management, position of wonmemanagerial role

and distribution of powers among women at all IsveThe culture of

the organization means the values, principles asdtionship of an

organization. If the values of the organizationlude gender equality
and gender justice, the planning of the organimatimuld also reflect

gender sensitized planning. If the culture reflgesriarchy and gender
discrimination, then the planning of the organiaatmay include the

practical gender needs in the objectives and edultt it may not

include the strategic gender needs. In the prev&sson we have learnt
about the need for developing a gender sensitilieypand organization

profile for an organsiation. The policy developead adopted by the
organisation as its culture has a say on influgntie project planning
of an organization.

5.3.3 Approaches to development planning and gendanalysis

The Women in Development (WID) approach in develeptrplanning
sought to ,add oh women-specific projects to existing activities.
Failing to address the systemic causes of gendequalities, this
approach tended to view women as passive recip@ntevelopment
assistance, rather than as active agents in tramsip their own
economic, social, political and cultural realitiiswas therefore usually
gender-blind and ultimately biased against womehe TGender and
Development (GAD) framework emerged in responsthése flaws. It
recognises that improving the status of women tsangeparate, isolated
issue but needs to be addressed by taking intauattioe status of both
men and women, their differing life courses and thet that equal
treatment will not necessarily produce equal outsnBecause men
and women tend to have different roles and respdaitigis, they also
have different needs, identified as practical aindtegic gender needs.
Practical gender needs emanate from the actualitcored people
experience due to the gender roles ascribed to byesociety. Strategic
gender needs point to what is required to overcdhee generally
subordinate position of women to men in society aethte to
empowerment. Planners generally respond only tgthetical needs of
women without relating these to their strategicdsee\ twin approach
is required which identifies the links between picat and strategic
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gender needs, and proposes policy and planningeframks to address
both within institutions.

SELF-ASSESSMENT EXERCISE

1. What is the significance of planning in development
organisation’

2. What are the factors influencing planning

5.3.1 Principal Methods of Planning

With the recognition that good planning is the bagif good
implementation and effective management, variouthauologies have
been developed to assist with, and improve planpragess. In the
development sector, non-government organizationd development
projects of government departments are made witlsystematic
approaches and designs which provide a compretemanning and
enable during project implementation and monitoraigo. There are
three different methods of project planning adoptethe development
organisation. They are as follows:

The key points of these methods

a. Require the participation of all key stakeholdensl #hose who
will be involved in implementing the plan;

b. Are objective and/or results oriented, i.e. thegu®on what it is
to be achieved as well as on the immediate thingsrieed to be
done.

C. All the methods involve objective-oriented planning

Steps involved in the planning process:

a. Analysing the existing situation;

b. Describing the desired situation, which requiresnidying the
solutions — often called project objectives;

C. Choosing the strategy for meeting the objectives;

d. Identifying the actions to be taken and the desiesdilts;

e. Analysing the risks or potential hindrances to ssscand the
assumptions..

54 Plan of Activities

Activities constitute the means to achieve the gjddence, they are not
the goals themselves of the project! One commortakes made in
project documents is to focus attention on thevaets of the project
and to confuse them with the goals. It is not gwesto draw up a
relevant activity plan until a problem analysis ardobjective analysis
have been made. If the activities are planned iamglemented in a
suitable way, the results will be achieved. Thisturn, will lead to the
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achievement of the project purpose and, in the Iwrg, will also
influence the overall objectives. The activitiesalshtackle the
causes/reasons of the focal or core problem(syois of the tree. The
activities are the work that is done by those iwgdlin the project.

5.4.1 Resource Planning

Before the project starts, the project group needsake a detailed plan
of the resources which are needed to implemenpitbject. The project
plan, including the plan of resources, is formwuata the Scope of
Work, an appendix to a contract. Resources providednplementing
activities within the framework of the project caonsist of:

1. Technical expertise (local and/or foreign expertighat kind of
know-how is needed to support the development paciay)
equipment /spare parts /training in the use oktii@gpment
premises

funds

time

apwnN

5.4.2 Indicators / Measurements of Objectives

Is the project achieving its goals?

To answer this question, the project group needdentify indicators,
which make it possible to measure the progresBeptoject at different
levels. Establishing a suitable indicator for arjeotive is a way of
ensuring that an objective becomes specific, ft@absd tangible. There
should be at least as many indicators as thereeatdts. An indicator
may be, for example, a statistical source — g passible to see from the
statistics that a change has occurred as a resuheoproject. It is
important to think about the following, while eslighing indicators of
the fulfilment of objectives and results:

What shall the project achieve in the terms of iyl

What shall the project achieve in terms of quaftity

During which period of time?

When shall the fulfilment of objectives have talptace?

Which group is the target group?

Which geographical region or sector is affectedhsyproject?

ok wnNE

The process of setting up indicators reveals whetthe objectives are
non-specific and unrealistic. The project ownee, thoperation partner,
is the stakeholder that can best establish indigafry to find several
indicators to measure each result and the projeqgse and try to find
easy understandable indicators.
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Once indicators have been specified, ensure that:

1. They are specific in terms of quantity, qualitynd, location and
target group

2. The means of verification is available (statisticfservation,
records)

3. If not, check that the information that can be getexl at

reasonable cost

It is relevant as a measurement of the achieveofesttjectives

The means of verification is reliable and up-toedat

The collection, preparation and storage of inforaratis an

activity within the project and the necessary isptdr it are

specified in the Project Management.

o 0k

5.4.3 Risk Analysis and Risk Management

The persons/the project group that are respongibléhe project must
identify, analyse and assess different factorsciuhin different ways,
affect the possibilities available to the projextaichieve its objectives.
An analysis of possible critical external and intdrfactors /risks gives
us an opportunity to assess the conditions thatptbgect is working
under. In the risk analysis, it can be the casé sloacalled “killing
factors” arise, i.e. factors that make goal fulgim in a project
impossible, for example political developments e tcountry. By
having made a risk analysis, project managementttnasake a risk
management plan, i.e. a plan of how to avoid therga@l risks. Include
risk management in the project plan, as activitesovercome risks.
External factors/risks: These are risks that esigside the framework
of the project (for example political developmentsitural disasters,
corruption etc.) It is most often the case that ph@ect group cannot
exert an influence on these risks. If they aregrgd off, these external
risks can lead to difficulties in fulfilling the gdctives of the project,
some of them might even be “killing factors”, “Rignalysis Step by
Step”. Internal factors/risks: These are riskshef type that are possible
for the project to exercise control over. They d¢@npractical matters
such as delays in deliveries, personnel turnover kBt most cases
project management can minimize the effects ofelieternal risks. The
project group should preferably take the opporjunid let the
stakeholders make the first risk analysis duringirghal workshop.
However, the project group must make a revised aigilysis when the
detailed project plan has been finalised, lookibhgach result set and
determining the risks of not achieving the restittiis usually has the
effect that new activities (in order to avoid riskeed to be included in
the project plan. Hence, a risk management planmade, a plan of how
to deal with the risks.
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5.5 Analysis of the Assumptions

A project does not exist in a social, economic palitical vacuum. For
its success, it is dependent on norms, laws, ondes policies, political
will and commitment, allocation of funds etc. Tigswhat is normally
referred to as the institutional situation in a mioy. It is not always
possible for the project group to exert an inflleeoa this situation and
it creates assumptions for the project, which cafiavourable or not so
favourable. These assumptions should be analysedgh the problem
analysis before the project is started. A projgriorities should be set
with reference to resources, mandate, limits artti vaference to what
the project group needs to rely on/assume that @ieies/projects are
handling. Example of assumptions: Provided thatw traffic law is
approved by the Parliament, the number of roaddects may decrease
by x%. The project group assumes that the lawhelbpproved.

However, it has no power to ensure that the lavapproved or not.
Assumptions are set at the different levels indbgctive hierarchy. An
assumption for achieving a project purpose maydresxample, a long-
lasting stable political situation. Project managemis aware that the
political situation is important for the projé&st objective fulfilment.
However, it is unable to exert an influence on plodtical situation. It
may only assume that a stable political situatioavails, if it is a
reason- able assumption. If it is not a reasonasd@mption, it might be
a risk, and the project group has to analyse whethehange in the
political situation is a killing or risk/factor. the project group considers
the political situation to be a killing factor, th&is most possible that a
change will occur on the political scene, it mighe necessary to
postpone the implementation of the project. Ihasumption is found to
be a risk, i.e. that nobody else will deal withstfé&ctor, but the project
group knows that it is a very important factor irder to achieve the
results, then the project group needs to consitdér should include
activities dealing with this risk (in order to adadihe risk occurring) in
the plan of activities

5.6  Project Planning Matrix (PPM)

The Project Planning Matrix provides a one-pagersary of: « Why a

project is carried out (= who/what will benefit?)

1. What the project is expected to achieve (= utilisabf services)

2. How the project is going to achieve its outputsilss(=measures
executed)

3. Which external factors are crucial for the sucosfsthe Project
(= risks and frame conditions)

4. How we can assess the success (= indicators) éNkerwill
find the data required to assess the success (=nsmeé
verification). It is developed through the procedgsnine steps
mentioned above.
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5.6.1 Engendering Logical Framework

The gender perspective should be reflected in diggcal framework.

The outcomes and outputs statements do not alwesd to ,talk’ about

gender, but the gender dimension should be refleotéhe performance
indicators and means of verifications. It can als® part of the

assumptions and risks. The activities chosen aadythe of resources
required should give indications about the progra&fsmstrategy to

mainstream gender.

Budget is the financial outlay for the implemerdatof the project. It is
the most vital input for the execution of the pavjeDuring the planning
stage, the proposed budget for the execution ofiske activities will
be made. The budget includes recurring expenses;rawurring
expenses (in other words programme cost)progranuppost cost and
administration cost for the implementation of thiejgct activities. The
budget is included in the input section of the dadjiframe work
analysis. Gender focus in the budget determingtimtess is vital for
enforcing gender equality in all stages of the gubj

5.6.2 Roles and responsibilities when making an LFAnalysis

It is very important to observe that the right staddders perform the
right steps in the planning process/analysis ofpttogect. For example,
it is the project owner, the beneficiaries, the lenpenters and the
decision- makers etc, the local stakeholders inpdwgner country that
primarily shall make:

a. the stakeholder analysis,

b the problem analysis,

c the objectives analysis

d. The risk analysis.

e the analysis of the assumptions

It is neither the consultant nor the financier wioavns the problem”
which shall be solved. These parties are not sefftty well informed,
and hence cannot and should not perform these .stdpwever,
financing agencies and/or consultants may assifteirproject planning
process by, for instance, providing expertise ia A method and
suggesting solutions to the problem (plan of am#isi and plan of
resources). Involving the wrong parties, or notoiming different
stakeholders in the different steps in the proanning process, is a
common mistake made in project planning. This s donsequence
that cause-and-effect relationships are incorreatiglysed, which leads
to a situation in which incorrect activities areplemented to solve the
“wrong” problems. The effect will be that the resibbjectives are
never achieved.
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5.6.3 Rationale of planning with gender perspective

Planning with a gender perspective enhances timdifidation of gender
based differences in access and distribution ajurege and to predict
how different members of a households, groups, rozgéions and
societies will participate and benefit from planneterventions. The
following are the rationale for planning with a gen perspective:

1. It helps planners to achieve the goals of effentss, efficiency,
equity, and empowerment through designing polidgrre and
supportive programme strategies.

2. Assists in understanding social cultural and pmditifactors that
affect development activities and devise approprstategies to
tackle them.

3. Planning with a gender perspective enables planrers
understand a different role (who does what, whed wahere
using which devices) in the society. This willabfe one to
understand for example, who has time constraint labdur
bottlenecks in the implementation of a given depgient
intervention. It shows how differences in rolesl aights of both
gender affect economic activities.

4. Planning is about resource mobilization and resouuse,
planning with a gender perspective helps to undedsivho has
constraints in access and control over resourcesefisas who
benefits. It can also assist in deciding to whessources should
be channelled.

5. Gender analysis gives a gender-desegregated data fo
identification and implementation of developmentograms,
projects and other community, sectoral and natiplaais.

19

A simple rationale for planning with a gender pexdjve therefore is
that, in any society, there are people of differeharacteristics and
needs.

N

Gender Mainstreaming in Development Planning - AeRsnce Manual
for Governments and Other Stakeholders- Common WWeal
Secretariat

5.8 Summary

5.9 References/Further Readings

Logical Framework approach: A tool kit Managing Mar and coastal
protected areas, South Asia,.
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u:; 5.50 Possible answers to self-assessment exer¢gewithin

the content
SELF-ASSESSMENT EXERCISE 5
What is the significance of planning in developmermanisation?

Answer

The Women in Development (WID) approach in develeptrplanning
sought to ,add oh women-specific projects to existing activities.
Failing to address the systemic causes of gendequalities, this
approach tended to view women as passive recip@ntevelopment
assistance, rather than as active agents in tramsip their own
economic, social, political and cultural realitiiswas therefore usually
gender-blind and ultimately biased against womehe Tender and
Development (GAD) framework emerged in responsthése flaws. It
recognises that improving the status of women tsangeparate, isolated
issue but needs to be addressed by taking intauattioe status of both
men and women, their differing life courses and thet that equal
treatment will not necessarily produce equal outsnBecause men
and women tend to have different roles and respdaitigis, they also
have different needs, identified as practical aindtegic gender needs.
Practical gender needs emanate from the actualitcored people
experience due to the gender roles ascribed to byesociety. Strategic
gender needs point to what is required to overcdhe generally
subordinate position of women to men in society aethte to
empowerment. Planners generally respond only tgthetical needs of
women without relating these to their strategicdseé\ twin approach
is required which identifies the links between picat and strategic
gender needs, and proposes policy and planningeframks to address
both within institutions.

SELF-ASSESSMENT EXERCISE 5

What are the factors influencing planning?

Answer

The development planning of any organization idugriced by two
factors prevailing in an organization.

1. Structure of the organization

2. Culture of the organization

The structure refers to the composition of the rgansgent, men and
women, hierarchy of management, position of wonmemanagerial role
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and distribution of powers among women at all IsveThe culture of
the organization means the values, principles asdtionship of an

organization. If the values of the organizationlude gender equality
and gender justice, the planning of the organimatimuld also reflect

gender sensitized planning. If the culture reflgesriarchy and gender
discrimination, then the planning of the organi@atmay include the
practical gender needs in the objectives and edultt it may not

include the strategic gender needs. In the prev&eson we have learnt
about the need for developing a gender sensitilieypand organization

profile for an organsiation. The policy developead adopted by the
organisation as its culture has a say on influendie project planning
of an organization.

122



PAD 402 PUBLIC PROJECT MANAGEMENT & ANALYSIS

MODULE 3

Unit 1 Approaches to Development Planning

Unit 2 Monitoring and Evaluation

Unit 3 Introduction to Capital Budgeting or Capitavestment

Unit 4 Project Planning, Analysis and Management

Unit 5 Multiple Projects and Constraints

UNIT 1 APPROACHES TO DEVELOPMENT
PLANNING

Unit Structure

1.2  Introduction

1.2  Learning Outcome

1.3 Main Content
1.3.2 Logical Framework Approach in Planning (LFA)
1.3.2 Steps in Developing LFA

1.4  Stakeholder Analysis
1.4.2 When to use Logical Framework Approach?
1.4.2 Analysis of the projects Context
1.4.3 Problem Analysis/Situation analysis

1.5 Objectives Analysis

1.6 Summary

1.7 References/Further Readings

1.8 Possible Answers to self-assessment exercisewi(sin the
content

/.
@ 1.1 Introduction

In this lesson, we are concerned with project lep&nning in
organizations involved in development. We are gotnglearn the
planning process being adopted in the evolving\&eld@ment project,
with gender perspective.

@ 1.2

By going through this unit you would be able to:

Learning Outcome

o Define the different approaches of development
o Analyse the Logical Framework analysis.
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Main Content
1.3.1 Logical Framework Approach in Planning (LFA)

The logical framework (or log frame) approach pded a set of
designing tools that can be used for planning,gi@sg, implementing
and evaluating projects. The purpose of LFA is undertake
participatory, objectives-oriented planning thaarsp the life of project
or policy work to build stakeholder team commitmant capacity with
a series of workshops.

a. Logical Framework Approach (LFA) — originally dewpkd in
the 2970s, this planning process is required byymdonors,
including the Global Environment Facility (GEF).

b. Objective Oriented Project Planning (OOPP, oridynalalled
ZOPP - the German acronym) very similar to the LEA.

C. Results Based Management (RBM) or Results Oriented
Assistance (ROA) now being used by donors suchSAID and
Canadian CIDA; it places as much emphasis on managge
monitoring and evaluation of a project as it doeslesign.

1.3.2 Steps in Developing LFA

The LFA method contains nine different steps aleWas:
Analysis of the projects Context

Stakeholder Analysis

Problem Analysis/Situation analysis
Objectives Analysis

Plan of Activities

Resource Planning

Indicators/Measurements of Objectives

Risk Analysis and Risk Management
Analysis of the Assumptions

©COoNoOA~WNE

An objective-oriented project planning process hsas LFA, is made in
the nine different steps presented above. Diffestakeholders/parties
have different roles and are needed for differeartgpof the planning
procedure. There is an interrelationship betwden different steps.
They may not be gone through one by one and theadided. The

project group may need to go back and revise orntheokarlier steps,
such as the objective analysis, by having recewede information

through the later steps in the procedure.
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1.4  Stakeholder Analysis

Stakeholders are those who are influenced by aad ar influence on
those things that take place in the project — tiyenr indirectly. They

can be individuals or organisations and they cabdik for and against
a change. Different stakeholders have differenbdjppities to exert an
influence on a project. A survey of the projecskeholders and their
relationship to the project is an important parttleé project planning
process. Stakeholders can be divided up intorftain groups:

1. Beneficiaries/Target group
2. Implementers

3. Decision-makers

4. Financiers

Some stakeholders may belong to several of the eabwmntioned
groups. During the project planning process, infation should be
obtained from all the different stakeholder groupd. of them have
important information to give to the future projgcbup. For the project
group it is crucial to structure all the reasongses of problems in order
to find sustainable solutions. This can only beeadwonth the aid of the
information gathered from local stakeholders. Whareking a
stakeholder analysis, think broadly of those whe iafluenced by or
exert an influence on the activities that take @lacthe sector! Do not
forget to include the information from importanalstholders, such as
the target group, when planning a project. Theedsit stakeholdefs
combined knowledge about the situation is a keghéoidentification of
appropriate solutions. The stakeholder analysisilshibe made by local
personnel. A time-saving and efficient method dfemting information
from different stakeholders can be made througlamanmng workshop, a
so-called “GOPP” (Goal Oriented Project Planningy W.FA
workshop”, during which a summary is made by thdfedent
stakeholders of WHY a project is necessary and WHgzRIl be
achieved by the project.

1.4.1 When to use Logical Framework Approach

The logical framework plays a role in each phasehef project cycle,
from planning to implementation to evaluation. éincbe a master tool
for creating other tools, such as the project nwomgy plan, the
breakdown of responsibilities, the implementatianetable, and the
detailed budget. It can become an instrument farageg each stage of
the project, and as such, it should be updatedadgu LFA is used
during the Define phase to help analyze the exstsituation,
investigate the relevance of the project, and iflepbtential strategies.
During the Design stage it provides a framework &or appropriate
project plan with clear objectives, measurableltesand a strategy for
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risk management. Then during implementation, tigeflame provides a
key management tool to support work planning andgeting. In the
Analyze/Adapt phase it provides the basis for novimg, and the basis
for performance and impact assessment.

1.4.2 Analysis of the projects Context

The project is influenced continuously by differesbnomic, social and
political processes taking place in society. lessential that the project
group has a clear picture of the context when pranthe project. What

environment will the project be implemented in? \Wasternal factors

are important for the fulfillment of the projectbjectives? It is therefore
necessary to make an initial overall “scanning’tloé projects context.
This step is often performed by making a study,efcample of a sector
or a region etc, and/or by making a SWOT analySWQT stands for

an analysis of strengths, weaknesses, opporturitidghreats). Making
a SWOT analysis of an organisation would preferai#ydone in an

initial stage of a participatory project planningonkshop. The result
would give a broad idea of where the organisatiands. In the project
document, the context analysis is presented under ¢hapter

“Background” or “Information on the sector”.

1.4.3 Problem Analysis/Situation analysis

A number of projects are started in which the sofuts given, without
an analysis being made of the focal problem andatsses and effects.
The causes are analysed in order to find the reasonthe focal
problem and, thereby, the solutions/the relevativiies. The effects
demonstrate the arguments (the needs) for implengetite change/the
project. A complex problem is easier to deal withit$ causes and
effects are thoroughly analysed. The causes coelddigided into
several groups of problems or clusters. Sometirties,has the effect
that, in the end, the project is divided into diffiet projects. If the
project is to be manageable, limitations must bposed and priorities
set, see assumptions (step 9). The priorities ased on relevance,
needs, mandate and resources. Focus is importawewer, before
setting the priorities, it is necessary to gettaltpicture of the situation
by making a complete problem analysis. The basiestipns that a
problem analysis should answer are the following:
0 What is the main/focal problem that shall be solweth the aid
of the project? (Why is a change/a project needed?
O What are the causes of this problem? (Why doedst?
O What effects does the problem have? (Why is it irga to
solve the problem?
0 Who is affected by the problem and Who “owns” thelgpem?
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A problem analysis is sometimes made by drawisg-aalled problem
tree during a participatory workshop. The problemalgsis is made by
having the stakeholders writing down the problep@iges and effects),
which are related to the subject, on yellow notes glacing these paper
notes on a wall in an organised, structured ways plocedure makes it
possible to clearly visualise the causes of thealfgmoblem and its
effects and to find out how different problems eelated to each other.
As mentioned above, the causes of the problem bkealteated by the
activities, which are implemented within the franwelv of the project.
The effects are handled automatically by treathegdauses of the focal
problem. Hence, no separate activities are neededhdndling the
effects. In the problem tree, the causes are tldsrof the focal
problem, which, in turn, is symbolised by the truokthe tree. The
effects of the problem form the top of the trees With weeds, their
roots must be tackled if they are to disappearrdblem tree is always
“read” from the bottom up. The problems below l¢adhe problems
above. When the project group later starts to phen activities, they
should try to eliminate as many causes as posbiplactivities. It is
important to find the relevant activities in ordereliminate the causes
of the problem. Often several activities are needearder to eliminate
one problem, one cause. The possibilities of sglvire focal problems
are higher the further down in the tree the caumes tackled by
activities. In other words, the further down towarthe bottom of the
tree, in the roots, we tackle the problems, theebéhe possibilities are
of solving the focal problem in a sustainable wag &ence, the more
relevant the project plan becomes. A model of mwbltree has been
explained in the Problem definition Unit 2 of bloBk- Gender analysis
in development process. The following is the flohax of problem
analysis in which the focal problem is kept at demtre and all the
effects of the problems are above the focal proldechthe causes of the
problem are going deeper under the focal point.il&\iscussing with
the stakeholders the issues can be separated agsrahlems, focal
problems and causes of the problem and its effects.

1.5 Objectives Analysis

When the stakeholders have identified the probldgrasthe project shall
contribute to eliminating, it is time to developethbjectives, to make an
objective tree/analysis. If care has been taketherproblem analysis,
the formulation of objectives shall not result inyadifficulties. The
objective analysis is the positive reverse imagéefproblem analysis.
During the objective analysis, the project groupustl set three levels
of objectives:

1. Overall objectives
2. Project purpose
3. Results
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The objectives should answer the following question

1. What shall the project contribute to achieving e tong run?
Why is the project important? What are the loagrt policy
objectives to  which the project will contribute? (Overall
Objectives)

2. What is the project-own&s picture of the ideal situation? It is
expected that the purpose will be achieved asextdaffect of the
projects results. It clarifies why the target groonpeds the
project. What is the focus of this project? (BobjPurpose)

3. Which different components/sub-goals is neededorider to
achieve the purpose and the overall objectivéR@sults)

Hence, the objectives are explanations of whatpifegect is going to
achieve in the short, medium and in the long run. ndore
comprehensive explanation of the three levels géctlves is given
below:

1. Goal/Overall Objectives/Development ObjectivesThe highest
level of objectives is the overall objective, whictates the
direction the project shall take, i.e. the changésch will take
place in the long term partly as a result of thgjgut. It cannot be
expected that this goal will be achieved until pagssome 5-20
years by the project has ended. The goals corestitetlong-term
vision for the project owner. Moreover, externattors outside
the scope of the project are important for theilfant of the
overall objectives. Hence, this objective levebiten difficult to
measure. It is difficult to assess how much ondiqdar project
has had an influence on.

2. The Project Purpose/Immediate Objective: The project
purpose is the very reason why the project is meeblee purpose
describes the situation which is expected to prelée project
delivers the expected results, and the assumptiade of the
external factors, which must act together with pmeject. The
project purpose and the results shall be:

a. Specific,

b Measurable,

C. Approved by the project owner and the project grou
d. Realistic

e Time-bound

The abbreviation “SMART” objectives are often usékhe project
purpose is the objective that should have beereaetidirectly or one
to three years by the end of the project. If iachieved, the causes of
the problem will have been eliminated and, henhe, focal problem
itself will disappearResults/Outputs: The outputs are the direct results
of the activities that are implemented within thranfiework of the
project. The outputs/results are a description leé wvalue of the
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services/products produced by the project withenflamework of what
the project stakeholders can guarantee. Outputsaeigal, tangible
results that are a direct consequence of the psoptivities. Several
activities are often necessary in order to rea@hresult/output. Results,
as well as the project purpose, should be “SMARTBpHcific,
Measurable, Approved; Realistic and Time-Bound).

19

1.6 Summary

Any planned intervention focuses on these peoplerder to benefit the
people, such interventions should have gender petisp hence the
need for gender analysis in planning is envisaged.

N

Hambly-Odame, H (2000). “Engendering the LogframéSNAR
Gender Mainstreaming in Development Planning: AeRsice
Manual for Government and other stakeholders, AICRBanya

1.7 References/Further Readings

u:i 1.8 Possible Answers to self-assessment exercsewithin

the content
SELF-ASSESSMENT EXERCISE 2
Critically examine the different approaches to plag?

Answer

The Women in Development (WID) approach in develeptrplanning
sought to ,add oh women-specific projects to existing activities.
Failing to address the systemic causes of gendequalities, this
approach tended to view women as passive recip@ntevelopment
assistance, rather than as active agents in tramsip their own
economic, social, political and cultural realitiiswas therefore usually
gender-blind and ultimately biased against womehe Tender and
Development (GAD) framework emerged in responsthése flaws. It
recognises that improving the status of women tsangeparate, isolated
issue but needs to be addressed by taking intauattioe status of both
men and women, their differing life courses and thet that equal
treatment will not necessarily produce equal outsnBecause men
and women tend to have different roles and respdaitigis, they also
have different needs, identified as practical aindtegic gender needs.
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Practical gender needs emanate from the actualitcored people

experience due to the gender roles ascribed to byesociety. Strategic
gender needs point to what is required to overcdhe generally

subordinate position of women to men in society aethte to

empowerment. Planners generally respond only tethaetical needs of
women without relating these to their strategicdsee\ twin approach
is required which identifies the links between picat and strategic
gender needs, and proposes policy and planningeframks to address
both within institutions.

SELF-ASSESSMENT EXERCISE 2
Write an essay on Logical Framework Analysis.

Answer

The logical framework plays a role in each phasehef project cycle,
from planning to implementation to evaluation. éincbe a master tool
for creating other tools, such as the project nwoimgy plan, the
breakdown of responsibilities, the implementatianetable, and the
detailed budget. It can become an instrument farageg each stage of
the project, and as such, it should be updatedadgu LFA is used
during the Define phase to help analyze the exstsituation,
investigate the relevance of the project, and ifiepbtential strategies.
During the Design stage it provides a framework dor appropriate
project plan with clear objectives, measurableltesand a strategy for
risk management. Then during implementation, tigeflame provides a
key management tool to support work planning andgeting. In the
Analyze/Adapt phase it provides the basis for navimg, and the basis
for performance and impact assessment.
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UNIT 2 MONITORING AND EVALUATION
Unit Structure

2.2 Introduction
2.2  Learning Outcome
2.3  Main Content
2.3.2 Monitoring and Evaluation: Definition
2.3.2 How are Monitoring and Evaluation linked?
2.3.3 M &E in Project cycle / project design
2.3.4 How M&E is influenced by project design?
2.4  Gendered Project Design and M&E
2.4.2 The logical Frame work outlines
2.4.2 The main contents of the Logical FrameworkriMa
2.4.3 An M &E Plan
2.4.4 Reporting flows and Formats
2.5 Feedback and review plan
2.5.2 Capacity building Design
2.5.2 An Annual implementation plan & budget
2.5.3 Developing M&E System — M & E Matrix
2.5.4 ldentifying performance questions
2.6 ldentifying Information needs and indicators
2.7 Summary
2.8 References/Further Readings

@ 2.2  Introduction

The success of the development initiatives of thgawisations and
government is mainly depending on the effective Niwmg and
Evaluation system followed in the project. GengraMonitoring and
evaluation should be thought of even at the stdgeaject design and
M&E should be incorporated into each and every edagf project
design. Gender concerns should also be built lm#qproject design and
it should be monitored and evaluated to assessptbgct delivery
towards promoting gender equality and gender jesti®@ common
observation is that, project design incorporatesdge concerns and the
M&E strategy and M&E systems weekly address gemtenot at all
address gender. If gender issues are not considierswnitoring and
evaluation, the project holder is deprived of arseesial feedback
mechanism of whether the project is actually adhgvts goals and
contribution to gender equality. In consequence,gfoject holder will
not learn how approaches have impacted on genthdiores and will
not be able to take corrective action, if requir€lde project explains the
Monitoring and Evaluation, its strategies, M&E syss, incorporation
of gender in M&E system and evaluation. In thistumé can learn the
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definition for monitoring and evaluation, how manihg and evaluation
linked to the implementation of project and how M&an be an
important component in project cycle.

@ 2.2  Learning Outcome
By going through this you would be able to:

e Define monitoring and evaluation

e Describe the linkages between monitoring and evialna

e Analyze the Monitoring and Evaluation in the prajegcle/Project
design

Main Content
2.3.1 Monitoring and Evaluation: Definition

Monitoring is an on-going activity during the litef the project. It is
through monitoring that the project is able to deiee what progress
has been made in relation to the work plan. Mamtp helps in
ascertaining whether the project is on track, als® @& determining
whether the project needs to make any changessirstiategies or
activities so that it can be as successful as Iplessi Evaluation
determines how successful the project has beereéting its objectives,
as well as in assessing the impact of project idiev on desired
outcomes, like knowledge or behaviour. Projectatéon begins with
a baseline survey which is carried out before ptogetivity begins;
project evaluation concludes when data are coleagmin through an
end-of-project survey, and then compared to baseliformation.
When funds allow, some projects also have a miat-@raluation which
occurs half-way through the project’s implementatio

2.3.2 How are Monitoring and Evaluation linked?

The primary function of monitoring and evaluatios to test,
empirically, whether or not the assumptions artited in the operation
design (logical framework) holds true during the use of
implementation and following completion of that og@n. A good
M&E strategy not only measures whether or not tilssumptions
outlined in a logical framework held true, but uwers why the
assumptions did not hold true allowing for adjustirend fine-tuning of
the operation design. Monitoring focuses more @nlthver elements in
a logical framework matrix and evaluation more be fonger term,
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upper elements. The 2 functions clearly overlap eoehplement one
another. The difference between monitoring and uatan lies in the
perspective that each takes in assessing perfoemiancelation to a
logical framework for an operation, programme, oliqy. Monitoring is
the day-to-day management task of collecting andiewang
information that reveals how an operation is prdogg and what
aspects of it, if any, need adjustment. Resulterigd monitoring
focuses on delivering outputs and tracks outconse$an as possible
changes in beneficiary behaviour or status that rgese as a
consequence of outputs. Evaluation is charactertsecevents (e.g.
surveys, studies, missions) rather than day-to-daya collection.
Result-oriented evaluation focuses on outcomedrapdcts and adds to
and builds on monitoring information. It assessesrall performance,
focusing on positive or negative changes in beraficbehaviour or
status occurring as a result of an operation. Emn provides
information that is credible and useful, enabliing incorporation of
lessons into management decision-making. A mid-tesm final
evaluation should be scheduled: a) to measure midse progress
toward results achievement and to help guide ptanfor subsequent
phases of an operations or b) to assess the ap@satinal impact and
sustainability of results.

2.3.3 M &E in Project cycle / project design

Monitoring and Evaluation is kept as the final steghe evolution of
project cycle. The project cycle is also known asjget design, starts
with problem analysis, situation analysis and moeesto planning of
the project with logical framework approach, impkmtation of the
project with the help of resources which resulbutput and outcome.
The achievement of the objectives of the projextméasured through a
sequence of process in each and every stage @cpbgsign and ends
with evaluation. The above project cycle explaihe sequence of
process being adopted in formulation and executibra project; it
explains how a project is being evolved, planneghléemented, outcome
and impact of the project. The above project cyagsumes that
monitoring and evaluation would take place at thd ef the project.
But in reality, monitoring and evaluation shouldibeorporated in each
stage of project design so that any deviations fileenobjectives can be
easily analysed and rectified a deviations accordio the socio,
economic and cultural aspect of the community. fomg and
Evaluation of the project should be thought of, wiige project design
is being developed. Often monitoring and evaluat®not designed as
part of the project cycle due to budget constrand absence of
technical experts in M & E. Insufficient time aedpertise have been
allocated to M & E, during the startup phase ordhis insufficient
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flexibility in the project design to enable the M&ystem to influence
the project strategy during implementation.

2.3.4 How M&E is influenced by project design?

1. The relationships and commitment establishatl wartners and
local people, particularly the intended primarykstaolders;

The logic and feasibility of the project state

The resources allocated to M&E (funding, timepertise)

The degree of inbuilt flexibility

The operational guidelines for M&E.

aprown

Let's consider each point.
1. During the project implementation, the effectivened M&E
will be greatly influenced by the attitudes and coitments of
local people and partners involved in the projeud &ow they
relate  and communicate with each other. Individuals
organisations that have been active in the dedigisg are more
likely to know if the project is genuinely in themterests and to
understand the objectives. They are more likelake an interest
in monitoring the progress and achievements of pghgect.
Alternatively, if people have been disillusionedystrated by or
left out of the design process, then they are lésdy to be
interested in and committed to M&E activities.
2. The second design fault is when a project lacksclog its
strategy or has unrealistic objectives, making gM&E almost
impossible. This is because the evaluation questiamd
indicators often become quite meaningless and maitl produce
useful information. Furthermore, if one do not knahearly
where you are heading then you will not know howthese any
information that might be produced. A good M&E systcan
help put a poorly designed project back on track,this creates
considerable extra work during start-up and impletaigon.
3. The third is when a design team does not allocaieugh
resources to the M&E system. The critical resouncelside
a. Funding for information management, participatory
monitoring activities, field visits, etc.

b. Time for a start up phase that is long enough tabdish
the M&E system, do a patrticipatory baseline, trsiaff
and partners, include primary stakeholders in M&E,
monitor and reflect

C. Expertise such as a consultant to support M&E
development

4. The fourth factor is critical if M&E systems are generate the
learning that helps a group of project partners tinoally
improve implementation and strategy. The moredrigiproject
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design is, the more difficulty the project team lwhlave in
adjusting it as a result of changes in the cordext understating
of interim impacts. As the design team, identibwhflexible the
planner feels the project design needs to be andt e
boundaries of and process for design adaptationldhme. A
project with inbuilt flexibility provides an impant rationale for
the M&E system.

5. Fifth, it is important that during design, the hilomamework of
the M&E system is established. Then everyone’'s etgtien
about his or her responsibilities and informatieghts can be
clear. The next sub-section indicates what coeldnicluded in
the documentation that describes the M&E systerhénproject
appraisal report. Hence, it is essential to inocoafe M &E at
each and every stages of the project cycle as iegplan the
following diagram. It should be part of projectsdg, planning
of indicators, planning for monitoring and implerntetion,
monitoring of the project during implementationdhgh regular
review and reporting of the project, interim evaio@ followed
by participatory evaluation.

2.4  Gendered Project Design and M&E

Monitoring and Evaluation, as instruments for gqyakssurance and
management feedback, can help identify weaknesseésrecommend
actions for addressing the same. Gender concemddshe built into
every step of the project cycle. This requires tietder also becomes
an internal part of any monitoring plan, review rexge and evaluation.
Generally, it is found that a well gendered projdesign and project
cycle developed by reputed organisation, weeklyregiklgender issues
during monitoring and evaluation. If gender issass not considered in
Monitoring and Evaluation, project managers are rigled of an
essential feedback mechanism of whether the progcactually
achieving its goals and contributing to genderaditgu In consequence,
managers will not learn how approaches have impacie gender
relations and will not be able to take correctiwiam, if required.
Having a gender-sensitive monitoring and evaluatigstem is just as
important as having a ‘gendered’ project desigrleéd, if a project
design is gender blind, this can be discoveredcang:cted when setting
up the monitoring and evaluation plan for the projgor example by
reformulating indicators that are more gender $mesiand collecting
sex disaggregated data). Monitoring and evaluatiereby keeps track
of the project’s performance related to gender kyua

A gender sensitive project design with the link rmnitoring and

evaluation is explained through the above diagr&utline of the
project design and the gender focus in each stafjése design are
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explained in the following diagram and its connétfi to Monitoring
and Evaluation is also explained.

M & E strategy is the detailed description of theasurements, analysis,
and reporting needed to monitor and evaluate anratpa’s
implementation and achievement of results descriimedhe logical
framework. The following are the components of ME&trategy:

a. A logical framework.

b. An M&E plan for data collection and analysis, camgrbaseline,
ongoing monitoring and evaluation.

Reporting flows and formats.

A feedback and review plan.

A capacity building design.

An implementation schedule and Budget

A budget.

@™o oo

The logical framework matrix is the foundation domnt for both
operation design and M&E. additional elements ef M&E strategy are
extensions of the logical framework that describes iindicators will be
used in practice to measure implementation perfoomaand results
achievement.

2.4.1 The logical Frame work outlines

The primary purpose of M&E is to measure the dedcesvhich an
operation design is implemented as planned and $weeessfully it
achieves its intended results. The operation deségeribes how inputs
and activities will result in outputs delivered WFP and its partners,
and how the operation designers believe these tutwil, in turn,
result in desired outcomes and impacts. The relshipp between each
of these levels is described in a logical framewbigrarchy for the
operation and represents a hypothesis concernimg the operation,
starting with the initial resources or inputs tha¢ available, will bring
about the desired results. When a result-basedoapiprto design is
used, the desired outcomes or impacts are idehtiist, then the
outputs needed to achieve those outcomes, and ttteennputs and
activities needed to deliver those outputs.

2.4.2 The main contents of the Logical Framework Matrix

Each of the 4 columns in the Logical Framework ésatibed in the
following paragraphs. The first and fourth columarficulate operation
design and assumptions, while the second and toitdnns outline the
M&E performance measurement indicators and mearwdar to test
whether or not the hypothesis articulated in therafoon design holds
true.
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Column 2: This column outlines the design or in&kriogic of the

operation. It incorporates a hierarchy of what tperation will do

(inputs, activities and outputs) and what it wakek to achieve (purpose
and goal). Column 2: This column outlines how tresign will be

monitored and evaluated by providing the indicatosed to measure
whether or not various elements of the operaticsigiehave occurred
as planned. Column 3: This column specifies thercefa) of

information or the means of verification for assegsthe indicators.

Column 4: This column outlines the external assuwngt and risks

related to each level of the internal design ldbat is necessary for the
next level up to occur.

2.4.3 An M &E Plan

a. Sets out arrangements for routine collectiomonhitoring data,
based on indicators identified in the logical fravoek including
how, when, and by whom data will be collected, gsadl and
reported. This includes descriptions of differeabl$ of data
collection to gauge progress toward achieving teswnd
monitoring achievement of output targets, milessotte measure
completion of activies and compliance with conotra
agreements, resource expenditures versus budgektisks and
assumptions. This also includes arrangements fofyire the
guality and accuracy of M&E data and analysis.

b. Describes the use of baseline and subsequehtagion events to
gauge change over time in indicators identifiedthe logical
framework. While a baseline and final evaluatione ar
recommended, a mid-term evaluation is also employed
measure mid-course progress toward results achmvieand to
help guide planning for subsequent phases of aratipe.

C. Sets out arrangements for collection of pedasialuation data,
based on indicators indentified in the logical feamork and
including how, when, and by whom data will be coiésl,
analysed and reported.

2.4.4 Reporting flows and Formats

The reporting flow and formats for both monitoriagd evaluation are
linked to each level of management, as well ahi¢oagreed system for
feedback and management review. The following exampg a
Reporting flows and formats used in Tamil Nadu Emg@onent and
Poverty Reduction Project (TNEPRP) supported by lW8ank. The
project is managed by State Project Management (3/iMU), District
Project Management Unit (DPMU), Project Facilitatibeam (PFT) at
the block level and Village Poverty Reduction Cortegs (VPRC) at
the panchayat level. The project has developedt afs&lanagement
Information System (MIS) to be used at each andyes&ge of project
management units and transferred to different lagéadministration as
given in the diagram below.
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2.5 Feedback and review plan

The M&E Plan identifies the report in which the M&B&formation is

included and sets out at which forums or meetihgdgriformation or the
reports themselves will be presented and discusBed. M&E Plan,

therefore, sets out the major formal feedback dppdres and ensures
that M&E reports are disseminated to all stakehmslded appropriate
formal and informal discussions are held concerrikag finding. This

aims to permit timely and informed decision-makibg the various

stakeholder groups. This is especially crucialifdormation relating to

results. Those units and individuals receiving M&&ports need to
provide both formal and informal feedback to théhats of reports. To
the extent possible, they should acknowledge réadiprogress report
and provide comments regarding report conclusiecesymmendations
and timeliness. Informal feedback to authors of M&dports provides
valuable lessons for them and ensures them thamfihenation is being

used and reviewed. This in turn provides motivatiormaintain high

data collection and reporting standards. Indiviceal feedback is
especially important when the author and the rezeave not working in
the same organisation or are in different locations

2.5.1 Capacity building Design

Sets out capacity building needed for the progaitt on monitoring and
evaluation, reporting system, Participatory methotievaluation etc.
This part is not a mandatory component in M&E siggtand depending
on the budget allocation for M&E and the presenpacity of the

stakeholders the capacity building plan is devedope

2.5.2 An Annual implementation plan & budget

Links planned M&E activities to an implementatiochedule and
budget. Data collection, processing, analysis apbnting, as well as
capacity building and field support must be buddefi@ in terms of
time and resources. The M&E budget is part of therall operation
budget. Ongoing monitoring expenses may alreadybk into staff
time and expenditure budgets in the overall opendtudget. In the case
of Direct Support Costs / staff cost, there shobkd a special cost
provision that allocates a portion or all of certdiems to M&E as a
Budget Plan Priority Area. Some items for specia&.BMevents or
activities, such as baseline surveys, may requesources and time
allocation outside of day-to-day staff activities.

These may include, but are not limited to, the aseonsultants, the

hiring of data collection or data entry staff, tiaig, transportation for
field visits, and supplies for fieldwork.
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2.5.3 Developing M&E System — M & E Matrix

Monitoring and evaluation focuses on inputs andwoist (budget spent
and activities accomplished). Apart from this aj@co should also need
systems that monitor progress towards planned méso(immediate
objectives). i.e. how the local partners used thigputs and what were
the effects of the outputs. Crucial assumptionsttier achievements of
outcomes may also need to be monitored.

2.5.4 ldentifying performance questions

Rather than starting with indicators, first ideptdferformance questions.
This helps to focus the information gathering oratwve will really use
for understanding and improving project performandgentifying
performance questions (indicators and selectionhous) will be
interactive: make an initial choice, assess itsifelity, accept and use it
or reject it and find the next option.

2.6 ldentifying Information needs and indicators

By using performance questions, one can more eadgytify useful
indicators and other information needs for which meed to collect
data. Only data that help answer our performancestiqns are
necessary. This helps avoid collecting informatioat is difficult to use
to guide the project strategy and operations.

|l/<,f/|
2.7 Summary

This unit starts with defining Monitoring evaluati@nd the importance
of making M&E as a in build component in projectcleyand project
design. It also elaborates how to develop M&E imj&st cycle and
project design.

N

David R.Thomas and lan D. Hodges (2000). Desigrind managing
your research project core knowledge for social dalth
researchers, London: Sage Publications

2.8 References/Further Readings

Narayanasamy, N. (2009). Participatory Rural ApgakiNew Delhi:
Sage Publications
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u:; 2.9 Possible answers to self-assessment exer¢gewithin

the content
SELF-ASSESSMENT EXERCISE 2
What is the role of M&E in development process?

Answer

Monitoring is an on-going activity during the litef the project. It is
through monitoring that the project is able to deiee what progress
has been made in relation to the work plan. Momtprhelps in
ascertaining whether the project is on track, als® @& determining
whether the project is on track, and also in dei@ng is it required to
engender M&E system? Whether the project needsateerany changes
in its strategies or activities so that it can Besaccessful as possible.
Evaluation determines how successful the projestlieen in meeting
its objectives, as well as in assessing the impaptroject activities on
desired outcomes, like knowledge or behaviour. jeletoevaluation
begins with a baseline survey which is carriedlmibre project activity
begins; project evaluation concludes when data caleected again
through an end-of-project survey, and then compa@dbaseline
information. When funds allow, some projects dfswve a mid-term
evaluation which occurs half-way through the prtgeitnplementation.

SELF-ASSESSMENT EXERCISE 2
How can we incorporate gender in Project designM&& system?

Answer

Monitoring and Evaluation, as instruments for gqyakssurance and
management feedback, can help identify weaknesseésrecommend
actions for addressing the same. Gender concemddshe built into
every step of the project cycle. This requires tietder also becomes
an internal part of any monitoring plan, review rexge and evaluation.
Generally, it is found that a well gendered projdesign and project
cycle developed by reputed organisation, weeklyrestidgender issues
during monitoring and evaluation. If gender issass not considered in
Monitoring and Evaluation, project managers are rigled of an
essential feedback mechanism of whether the progcactually
achieving its goals and contributing to genderaditgu In consequence,
managers will not learn how approaches have impacie gender
relations and will not be able to take correctivaiam, if required.
Having a gender-sensitive monitoring and evaluatigstem is just as
important as having a ‘gendered’ project desigrleéd, if a project
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design is gender blind, this can be discoveredcang:cted when setting
up the monitoring and evaluation plan for the projgor example by

reformulating indicators that are more gender $mesiand collecting

sex disaggregated data). Monitoring and evaluatiereby keeps track
of the project’s performance related to gender kyua

A gender sensitive project design with the link rmnitoring and
evaluation is explained through the above diagr&utline of the
project design and the gender focus in each stafj¢ése design are
explained in the following diagram and its connétfi to Monitoring

and Evaluation is also explained.
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UNIT 3 INTRODUCTION TO CAPITAL BUDGETING OR
CAPITAL INVESTMENT

Unit Structure

3.3  Introduction
3.3 Learning Outcomes
3.3 Introduction to Capital Budgeting
3.3.1 Meaning of Capital Budgeting according thadars
3.3.2 Features of Capital Budgeting Decisions
3.3.3 Types of Capital Investments
3.3.4 Importance of Capital Budgeting Decisions
3.3.5 Phases of Capital Budgeting
3.4 Key Issues in Project Analysis
3.4.1 Market Analysis
3.4.2 Technical Analysis
3.4.3 Financial Analysis
3.4.4 Economic Analysis
3.5 Criteria of capital Budgeting Decision
3.5.1 Non- Discounting Methods
3.5.2 Discounting Methods
3.5.3 Accept-Reject Criteria
3.6  Considerations/guidelines in the Generation &cdeening of
Project Ideas
3.6.1 Steps in Generation and Screening of Prajeets
3.7 Market, Demand and Situational Analysis
3.7.1 Key steps in Market and Demand Analysistaed Inter-
relationships
3.8  Meaning/Concepts of Technical Analysis
3.9 Meaning /Concept of Financial Analysis
3.10 Summary
3.11 References/Further Readings/Web Resources
3.12 Possible Answers to Self-Assessment Exergise(ghin the
content

@ 3.3 Introduction

In this unit, student will be introduced to the cept of Capital
Budgeting Decisions OR Capital Investments, undecst the
importance and difficulties of capital budgetingcideon. The students
will understand the features and types of capiiaigeting, including the
criteria for selecting projects based on their Vids as well as the
various sources of finance options available foojguts. This is
important, especially as it relates to project ngemaent and the
attendant appraisal and evaluation to ensure stdizdsion.
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..

By the end of this unit, you will be able to:

Learning Outcomes

. Explain what is Capital Budgeting Decisions OR alpi
Investments are? What are the importance and diies of
capital budgeting decisions

. Discuss the phases of Capital Budgeting;

o Examine the considerations and guidelines helpful the
Generation and Screening of Project Ideas

. Explain Market, Demand and Situational Analysis

. Explain Technical Analysis

o Define the concepts/definition of Financial Anagysi

Introduction to Capital Budgeting Decisions orCapital
Investments

An efficient allocation of capital is the most intpant finance function
in modern times. It involves decisions to commiinfs funds to long-
term assets. Such decisions tend to determineatlue wf company/firm
by influencing its growth profitability & risk. Inestment decisions are
generally known as capital budgeting or capitaleexjiture decisions. It
is clever decisions to invest current in long texssets expecting long-
term benefits. Firm’s investment decisions wouldhegally include
expansion, acquisition, modernization and replacgen@ long-term
assets. Such decisions can be investment decidinaacing decisions
or operating decisions. Investment decisions de#l wmvestment of
organization’s resources in Long- term (fixed) Ass& / or Short-term
(Current) Assets. Decisions pertaining to investneishort-term

Assets fall under “Working Capital Management”. cid&ns pertaining
to investment in Long term Assets are classifiedCepital Budgeting”
decisions. Capital budgeting decisions are relat@dallocation of
investible funds to different long-term assets. yTHe@ve long-term
implications and affect the future growth and padfility of the firm. In
evaluating such investment proposals, it is impdrtéo carefully
consider the expected benefits of investment agdims expenses
associated with it. Organizations are frequentlgeth with Capital
Budgeting decisions. Any decision that requiresubke of resources is a
capital budgeting decision. Capital budgeting isreno or less a
continuous process in any growing concern.
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SELF-ASSESSMENT EXERCISES 3

What are Capital Budgeting Decisions OR Capitakbtments? What
are the importance and difficulties of capital betiigg decision?

3.3.1 What are Capital Budgeting Decision?

Capital Budgeting is the technique of making decisifor investment
in long-term proposals. It is a process of decidimigether or not to
invest the funds in a particular proposal, the biemmé which will be

available over a period of time longer than oneryéecording to
Spencer (3959), "Capital Budgeting involves the npiag of

expenditures for assets, the returns from whichbelrealized in future
time periods."

3.3.2 Features of Capital Budgeting Decisions

a Funds are invested in long-term assets.
b. Funds are invested in present times in anticpaof future
profits.

C. The future profits will occur to the firm ovarseries of years.

d. Capital Budgeting decisions involve a high @éegof risk become
future benefits are not certain

3.3.3 Types of Capital Investments:

Types of Capital Investment

1 ! |

Capital Investment p@al Investment
Capital Investment
In Physical Assets n Nonetary Assets

in Intangible Assets

Physical Assets: Physical assets are tangiblesimants like:
Land

Building

Plant

Machinery

Vehicles and Computers

Monetary Assets: Monetary assets are financialmdaagainst some
parties. Examples of Monetary Assets are:
Deposits
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Bonds and Equity Shares

Intangible Assets: Intangible assets are not irfdlm of physical assets
or financial claims. They represent outlays on aede and
development, training, market development, frareshignd so on that is
expected to generate benefits over a period of time

3.3.4 Importance of Capital Budgeting Decision:

1. Such Decision affect the profitability of therrk: Capital
Budgeting decision affect the long-term profitalyilof a firm.
They enable a firm to produce finished goods wisctltimately
sold for profit. Hence, a correct investment deciscan yield
large profits, whereas an incorrect decision cataeger the very
survival of the firm.

2. Long-Term Effects: The consequence of capitgbeaditure
decisions extend far into the future. To illustrafea company
purchases a new plant to manufacture a new produet,
company will have to incur a sizable amount of dixgosts, in
terms of labour, supervisor's salary, insurancet of building
etc, If, in future, the product turns out to be woressful, the
company will have to bear the burden of heavy fizests.

3. Irreversible Decision: Capital Budgeting demns, once taken,
are not easily reversible without heavy finanoted to the firm.
4. Involvement of Large Amount of Funds: Capitaldgeting

decisions require large amount of funds and mottefirm have
limited financial resources. Hence, it is absoluteécessary to
take thoughtful and correct investment decisions.

Risk- Capital investment proposals have difiedegrees of risk.
Most difficult to make: These decisions are aghahe most
difficult decisions to be taken by a firm. This Isgecause they
require an assessment of future events which acertain and
difficult to predict.

oo

Difficulties:

1. Measurement Problems: Identifying and measuhegcosts and
benefits of a capital expenditure proposals tendbaadifficult.
This is more so when ca capital expenditure hagarifg on
some other activities of the firm.

2. Uncertainty: A capital expenditure decisiondlwes costs and
benefits that extend fat into the future. It is mapible to predict
exactly what will happen in the future. Hence, &ex usually a
great deal of uncertainty characterizing the cost laenefits of a
capital expenditure decision.

3. Temporal Spread: The costs and benefits assdoidgth a capital
expenditure decision are spread out over a longpgef time,

145



PAD 402 PUBLIC PROJECT MANAGEMENT & ANALYSIS

usually 30-30 years for industrial projects and530years for
infrastructural projects

3.3.5 Phases of Capital Budgeting

Capital Budgeting is the technique of making decisifor investment
in long-term proposals. It is a process of decidimigether or not to
invest the funds in a particular proposal, the bemé which will be
available over a period of time longer than onayea

Basic Consideration: Risk and Return: Supposema ifir evaluating an
investment proposal. What aspects are relevant fhenfinancial angle?
From the financial point of view the relevant dim&ms are return and
risk

Decision, Return, Risk and Market Value:

Investment Return Market

Decision Value of the
Firm

Financing Risk

Decision

This shows that in a decision situation, an altéveavhich has a higher
return tends to have a higher risk too. Likewisealernative which has
a lower return tends to have a lower risk.

Phases Or Process of Capital Budgeting:- CapitatigBting is a
complex process which may be divided into six brphdses:-

(1) Planning

(i)  Analysis

(i)  Selection

(iv)  Financing

(v)  Implementation

(vi) Review
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Phases of Capital Budgeting Process:

Planning

!

Analysis

!

Selection

!

Financing

\ 4

Implementation

|

Review

<
l

1. Project Planning: The planning process of an'déir capital
budgeting process is concerned with the generatioproject
proposals. This provides the framework which shapesdes,
and circumscribes the identification of individuadroject
opportunities. Once a project is identified, it deeto be
examined. For this purpose, a preliminary projecalysis is
done.

2. Project Analysis: If the preliminary screenisgggests that the
project is suitable, a detailed analysis of thegmis done. In
this we include:

(1) Marketing Analysis
(i)  Technical Analysis
(i)  Financial Analysis
(iv)  Economic Analysis

The focus of this phase of capital budgeting isgathering,
preparing and summarising relevant information abarious
project proposals. Based on the information dewedom this
analysis, the stream of costs and benefits assdciaith the
project can be defined.
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3.4 Key Issues in Project Analysis

Potential Market

Market Analysis

Market Share

Technical Viability
Technical Analysis

Sensible Choices

Risk

3. Selection: This phase addresses the questidhds project
worthwhile? A wide range of appraisal criteria habeen
suggested to judge the worthwhileness of a projébey are
divided into two broad categories:
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3.5 Criteria of Capital Budgeting Decision

Criteria of capital Budgeting Decision

1

NonbBiscounting Methods
Discounting Methods

} }

Accounting Rate of Return Method 3. Net
Present Value Method

3. Probability Index

Pay Back Method 3. Internal
Rate of Return

Accept-Reject Criteria:

Criterion Accept
Reject
Pay Back Method (PBP) PBP< Target period
PBP>Target Period
Accounting Rate of Return (ARR) ARR>Target Rate
ARR< Target Rate
Net Present Value (NPV) NPV>0 NPV<0
Profitability Index Method (PI) PI1>3 Pl <3

Internal Rate of Return (IRR) IRR>Cost of capital
IRR< Cost of capital

4. Financing: Once a project is selected, suithbdncing arrangements
have to be made. The two broad sources of finarece a

Sources of Finance

l
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Debt (External Source) Equity (Internal
Sources)

> Term > Loan
Equity Share Capital

—> Debentures —
Preference Share Capital

—— Mortgage —» Loan

Security Premium

— Loan From other —>Sources
Retained Earnings

Criteria for Financing Decisions: FRICT are the kdyusiness
considerations that influence the capital struct(adebt-equity ratio)
decision and choice of specific instruments offiiciag.

FRICT:

F- Flexibility
R- Risk
I-Income
C-Control
T-Taxes

5. Implementation: The implementation phase for iadustrial
project, which involves setting up of manufacturifagilities,
consists of several stages:

Project and Engineering design

Contracting

Construction

Training of Engineers, Technicians and Workers.
Plant Commissioning: Start up of the plant.

Stages
Concerned With

Project and Engineering desigr] (i) Preparatioble¢prints and plant
designs

(if) Plant Engineering
(iii) Selection of specific Machirjeries and Equipthe

Contracting (i) Drawing up of legal contractgtwi
respect to
(a) Project Financing
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(b) Acquisition of Technology

(c) Construction of Building and civil works (d) fuly of machinery
and equipment

(e) Marketing Management etc

Construction (i) Site Preparation
(i) Construction of Buildings and civil works
: T lai : hi Lipment

Training (i) Training of engineers, technicians
and workers

Plant Commissioning: Start up (i) Start up of FHant

Translating an investment proposal into a congoedgect is a complex,
time-consuming and risk fraught task. Delay in iempéntation, which
are common, can lead to substantial cost overrkos. expeditious
implementation at a reasonable cost, the follovareghelpful:
(1) Adequate Formulation of Projects
(i)  Use of Principle of Responsibility Accounting
(i)  Use of Network Techniques: Two basic techreq are:

PERT (Programme Evaluation Review Technique)

CPM (Critical Path Method)

6. Review: Once the project is commissioned, #wew phase has
to be set in motion. Performance review should lmmed
periodically to compare actual performance with jected
performance. A feedback device, it is useful inesalbways:

(1) It throws light on how realistic were the asgutions
underlying the project.

(i) It provides a documented log of experiencattis highly
valuable in future decision making

(i) It suggests corrective action to be takenthe light of
actual performance

3.6 Considerations and Guidelines Helpful in the Genergon and
Screening of Project Ideas

There are various considerations and guidelineshware helpful in the
generation and screening of project ideas. Thectbgeis to identify the
investment opportunities which are prima facie itglas There are
following steps:

1. Generation of Ideas

2. Monitoring the Environment

3. Corporate Appraisal

4. Profit Potential of Industries: Porter Model
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Scouting for Project ideas

Preliminary Screening

Project Rating Index

Sources of Positive Net Present Value
On being an entrepreneur

©oo~NOoOO

3.6.3 Steps in Generation and Screening of Projeltteas

Generation of Idea

1

Monitoring the Environment

1

Corporate Appraisg

1

Tools for Identifying
Investment Opportunitie$

g

v

14

Scouting for Project Id¢as

Preliminary Screenin&;

\ 4

Project Rating Index

Sources of Positive
Net Present Value

On being an entreprengur
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1. Generation of Ideas: The search for ideas idithestep toward
establishing a successful venture. Identificatiom such
opportunities requires imagination, sensitivity dovironmental
changes, and realistic assessment of what thedamdo. The
following steps are included in generation of ideas

(i)

(ii)

SWOT Analysis: SWOT Is an acronym for Strerggth
Weaknesses, opportunities and threats. SWOT Amalysi
represents a conscious and systematic effort by an
organization to identify opportunities that can be
profitable. Periodic SWOT Analysis facilitates the
generation of ideas.

Clear Articulation of Objectives: The opematal
objectives of a firm may be one or more of thedwing:

(@) Cost Reduction

(b)  Productivity Improvement

(c) Increase in Capacity Utilization

(d)  Improvement in contribution margin

2. Monitoring the Environment:The firm must syssoally
monitor the environment and assess its competabibties. For
purposes of monitoring, the business environmernt needivided
into six broad categories:

Business Environment:

Government

Demographic

Economic

Suppliers
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Vi.

154

Economic Sector:

(a) State of the Economy

(b)  Overall rate of growth

(c)  Growth of primary, secondary and tertiary eext
(d)  Balance of Payment Situation

(e)  Cyclical Fluctuations.

() Linkage with the World Economy

()  Trade Surplus/Deficits

Governmental Sector:

(@) Industrial Policy

(b)  Tax Framework

(c)  Subsidies, incentives and concessions

(d) Import and Export Policies

(e)  Financing Norms

() Government programmes and projects

(9 Lending conditions of financial institutions nda
commercial banks

Technological Sector:
(&) Emergence of new technologies
(b)  Access to technical know-how

Socio-demographic Sector:

(@) Population trends

(b)  Income distribution

(c)  Educational profile

(d)  Employment of Women

(e)  Attitudes towards consumption and investment

Competitive Sector:

(@)  Number of firms in the industry

(b) Degree of homogeneity and differentiation agon
products

(c)  Comparison with substitutes in terms of qyalgrice and
functional performance

(d)  Marketing policies and practices

Supplier Sector:

(@) Availability and cost of raw materials
(b)  Availability and cost of energy

(c)  Availability and cost of money

Corporate Appraisal: A realistic appraisal ofporate strengths
and weaknesses is essential for identifying investm
opportunities which can be profitable. The broacaar of
corporate appraisal and the important aspects tobgidered are
as follows:
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I Marketing and Distribution
Market Image
Product Line
Market Share
Distribution network
Customer loyalty
Marketing and distribution cost

il. Production and Operations
Condition and capacity of plant and machinery
Availability of raw materials, sub-assemblies advpr
Cost structure

iii. Research and Development
Research capabilities of the firm T
rack record of new product developments
Laboratories and testing facilities

iv.  Corporate Resources and Personnel
Corporate image
Clout with government and regulatory agencies
Dynamism of top management
Competence and commitment of employees State of
industrial relations

V. Finance and Accounting
Financial leverage and borrowing capacity
Cost of capital
Tax situation
Relations with shareholders and creditors
Accounting and control system Cash flows and Ligyid

4. Tools for Identifying Investment Opportunitiéhere are several
useful tools or frameworks that are helpful in itiging
promising investment opportunities. The most popatee are:

Profit Potential of Industries: Porter Model: ptofpotential of an
industry depends on the combined strength of tHewng five basic
competitive forces:

(1) Threat of New Entrants

(i)  Rivalry among existing firms

(i)  Threats of Substitute Products.

(iv)  Bargaining power of Suppliers.

(v)  Bargaining power of Suppliers.
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The following exhibit shows the forces that drivengetition and
determine industry profit potential

Potential Entrance

Bargaining Power

Of Suppliers v arBaining Power
Suppliers of Buyers
THE INDUSTRIES " Buyers
|| :
Substitutes
5. Scouting for Project Ideas:

The following steps are included:

(1) Analyse the Performance of Existing Industries
(i)  Examine the inputs and outputs of Varioususigies
(i)  Review Imports and Exports

(iv)  Study Government Guidelines

(v)  Look at the suggestions of Financial Instidas

(vi)  Analyse economic and social trends

6. Preliminary Screening:

By using the suggestions made in the precedingosedt is possible to

develop a long list of project ideas. Some kingliminary screening

is required to eliminate some unprofitable idedse Tollowing aspects

may be looked into:

(1) Compatibility with the Promoter: The idea must¢ compatible
with the interest, personality and resources ofethiigepreneur. A
real opportunity has three features:
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(@) It fits the personality of the entrepreneur

(b) Itis accessible to him

(c) It offers him the prospect of rapid growth dmdh return
on the invested capital

(i)  Consistency with Governmental Priorities: Tii@ject ideas must
be feasible given the national goals and governaheagulatory
framework. The questions to be raised in this cdrdeea:

a. Is the project consistent with national goals andrjties?

b. Are there any environmental effects contrary to
governmental regulations?

C. Can the foreign exchange requirements of the prdjec
easily accommodated?

d. Will there be any difficulty in obtaining the licea for the
project?

(i) Availability of Inputs: The resources andputs required for the
project must be assured. To assess this, the folipguestions
need to be answered:

(@) Are the capital requirements of the projectthwmi
manageable limits?

(b)  Are the raw materials required for the projeeailable
domestically at a reasonable cost?

(c) Can the technical know-how required for thejgct be
obtained?

(iv)  Adequacy of the Market: To judge the adequatthe market the
following factors have to be examines:
(@) Total present domestic market.
(b)  Competitors and their market shares
(c) Barriers to the entry of new units
(d)  Export Market
(e)  Sales and Distribution system
() Patent protection

(v) Reasonableness of cost: The following shoegl@xamined:
(@) Cost of material inputs
(b)  Labour costs
(c)  Factory Overheads
(d)  General and administration expenses
(e)  Selling and Distribution expenses

(vi)  Acceptability of Risk Level: The following sluld be considered:
(@) Technological Changes
(b)  Competition from Substitutes
(c) Competition from imports
(d)  Governmental control over price and distribnti
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7. Project Rating Index:

The steps involved in determining the project giimlex are:

(1) ldentify factors relevant for project rating.

(i)  Assign weights to these factors

(i) Rate the project proposal on various factousing a suitable
rating scale.

(iv)  For each factor, multiply the factor ratingthvthe factor weight
to get the factor score

(v)  And all the factor scores to get the overatlj@ct rating index.

8. Sources of Positive Net Present Value:

There are six main entry barriers that result isigpee NPV projects.
They are as follows:

0] Economies of Scale

(i)  Product Differentiation

(i)  Cost Advantage

(iv)  Marketing reach

(v)  Technological edge

(vi) Government Policy

9. On being an Entrepreneur: There are followingsgjons that every
entrepreneur must answer:
0] Are my goals well defined?

Personal aspirations

Business size

Tolerance of risk

(i) Do I have the right strategy?
Clear definition
Profitability and potential for growth
Durability Rate of growth

(i)  Can | execute the strategy?
Resources
Organisational Infrastructure

Qualities and Traits of a Successful Entrepreneur:

A successful entrepreneur must possess the folpwinaits:
Entrepreneurial Traits can be explained with thp béfollowing:
Technical Knowledge

Human Relations Ability

Self Confidence

Clear Objective

Business Secrecy

158



PAD 402 PUBLIC PROJECT MANAGEMENT & ANALYSIS

Effective Communication
Decision Making

Risk Bearing

Mental Abilit

SELF-ASSESSMENT EXERCISES

What are the considerations and guidelines helipfuhe Generation
and Screening of Project Ideas?

3.7 Market, Demand and Situational Analysis

In most cases, the first step in project analysie iestimate the potential
size of the market for the product proposed to laaufactured and get
an idea about the market share that is likely tochetured. Put
differently, marker and demand analysis are corezemith two broad
issues:

(1) What is the likely aggregate demand for thedoict/service?

(i)  What share of the market will the proposedject enjoy? Given
the importance of market and demand analysis, dulshbe
carried out in an orderly and systematic mannee Kéy steps
involved in market and demand analysis are givéovioe

Situational Analysis and Specification of Olijees

Collection of Secondary Information

Conduct of Market Survey

Characterization of the market.

Demand Forecasting

Market Planning.

ok wwrk
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3.7.1 Key steps in Market and Demand Analysis antheir Inter-
relationships

Collection of Demand
»| Secondary 3 Forecasting
Information
v
Situational Analysis Characterization of
and Specification the Market —
Objectives
S
—_— Survey —

1. Situational Analysis and specification of objduves:

In order to get a feel of the relationship betwé®n product and
its market, the project analyst may informally tabkcustomers,
competitors, middlemen, and others in the industkherever
possible, he may look at the experience of the @mygo learn
about the preferences and purchasing power of mesg) actions
and strategies of competitors, and practices ofrilggllemen. If
such a situational analysis generates enough dataeasure the
market and get a reliable handle over projected agheimand
revenues, a formal study need not be carries autjcplarly
when cost and time considerations so suggest. BeaBpppose
that a small but technologically competent firm daseloped an
improved air cooler based on a new principle tipgears to offer
several advantages over the conventional air codlee chief
executive of the firm needs information about whane how to
market the new air cooler. The objectives of therkeia and
demand analysis in this case may be to answer di@wvfng
guestions:
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I. Who are the buyers of air coolers?

il. What is the total current demand for air cooler?

iii. How is the demand distributed temporally (pattesaties
over the year) and geographically?

iv.  What price will the customers be willing to pay fiire
improved air cooler? How can potential customers be
convinced about the superiority of the new cooler?

V. What are the prospects of immediate sales?

Collection of Secondary Information:

Secondary information is information that has bgathered in
some other context and is already available. Pginmdormation,
on the other hand, represents information thabilected for the
first time to meet the specific purpose on handcoSdary
information provides the base and the starting tpdam the
market and demand analysis. The following are ih&ces of
secondary information:

(1) National Sample Survey Reports

(i)  Economic Survey

(i) Annual survey of Industries

(iv) The Stock Exchange Directory.

(v)  Monthly Bulletin of Reserve Bank of India

(vi) Industry Potential Surveys

Conduct of Market Survey:

Secondary information, though useful, often doesprovide a
comprehensive basis for market and demand analysiseds to
be ZAD COMPUTERS supplemented with primary inforioat
gathered through market survey. The informationghbun a
market survey may relate to one or more of thevaihg:

(1) Total demand and rate of growth of demand

(i)  Demand in different segments of the markets.

(i)  Income and price elasticities of demand

(iv)  Satisfaction with existing products

(v)  Unsatisfied needs

(vi)  Attitudes toward various products

(vii) Motive for buying.

Steps in a Sample Survey: Typically, a sample suo@nsists of the
following steps:

(i)
(i)
(iif)
(iv)
(v)
(Vi)
(vii)

Define the Target Population

Select the Sampling Scheme and Sample Size
Develop the Questionnaire

Recruit and Train the Field Investigators
Obtain information as per the questionnaire
Scrutinize the Information gathered

Analyse and Interpret the Information.
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4.

(i)

162

Characterization of the Market:

Based on the information gathered from secondawces and
through the market survey, the market for the pctdarvice
may be described in terms of the following:

(1) Effective demand in the past and present.

(i)  Breakdown of demand

(i) Price

(iv)  Method of distribution and sales promotion

(v)  Consumers

(vi)  Supply and competition

(vii) Government policy

Demand Forecasting:

By gathering the information about various aspetthe market
and demand from primary and secondary sourcedi@mat may
be made to estimate future demand. A wide randeretasting
methods is available to the market analyst. Thess tbe
classified in three categories:

(1) Qualitative Methods: The important qualitativeethods
are:
a. Jury of execution method
b. Delphi Method

(i)  Time Series projection Methods:
a. Trend Projection Methods
b. Moving Average Method

(i)  Causal Methods:
a. Consumption level method
b. End use method

Uncertainties in Demand Forecasting: Demand fotscase
subject to error and uncertainty which arise frémwee principal
sources:

(1) Data about past and present market

(i)  Methods of forecasting.

(i)  Environmental Changes

Market Planning:

A marketing plan usually the following components:

Current Marketing Situation: This part of thmarketing plan
deals with the different dimensions of the curreittiation. It
examines:

I. Market Situation

. Competitive Situation

iii. Distribution Situation

iv. Macro-Environment
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(i)
(iif)
(iv)

Opportunity and issue analysis: In this sestia SWOT is
conducted.

Objectives: Objectives have to be clear-cugpecific and
achievable.

Marketing Strategy: The marketing strategyes the following:
I. Target Market

. Positioning Product Line

iii. Price
iv. Distribution
V. Sales Promotion

vi.  Advertising.
(v)  Action Programme: Action plan operationalizéet
strategy

SELF-ASSESSMENT EXERCISES 3

| Explain Market, Demand and Situational Analy

3.8

Meaning/Concepts of Technical Analysis

Technical Analysis: Analysis of technical and emgrng aspects is
done continually when a project is examined andntdated. Other
types of analyses are closely intertwined with técdél analysis. The
various steps included in technical analysis are:

RBROONOOMWWLWNE

= O

=

Manufacturing Process/Technology
Technical Arrangements
Materials and inputs

Product Mix

Plant Capacity

Location and site

Machineries and equipment
Structures and civil works
Environmental aspects

Project Charts and layouts
Project implementation schedule
Need for considering alternatives

Manufacturing Process/Technology (MPT): For nfacturing a
product/service often two or more alternative textbgies are
available. For example:

Steel can be made either by the Bessemer procetbe @pen-
hearth process.

Cement can be made either by the dry process arv¢h@rocess
Soda can be made by the electrolysis method orchieenical
method Soap can be manufactured by the semi-bpiiecess or
the fully boiled process.
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MPT is classified under Choice of technology and
Appropriateness of Technology.

Choice of Technology: The choice of technologynituienced by
variety of considerations:

(1) Plant capacity

(i)  Principal Inputs

(i) Investment outlay and production cost

(iv)  Use by other Units

(v)  Product mix

(vi) Latest Developments

Appropriateness of Technology: The technology sthobke
evaluated in terms of the following questions

Whether the technology utilizes local raw matefials

Whether the technology utilizes local man power?

Whether the goods and services produced cater gobésic
needs?

2. Technical Arrangements: Satisfactory arrangesnamust be
made to obtain the technical know-hoe needed ferpttoposed
manufacturing process. The following aspects ofageements
must be worked out:

Process and performance guarantees in terms of gdguacity.
Product quality and consumption of raw materiald afilities.
The price of technology in terms of one-time lidegsfee and
periodic royalty fee.

Assignment of the agreement by either side in chsshange of
ownership

Termination of the agreement when either partysftl meet its
obligation

3. Materials And Inputs: An important analysis ethinical analysis
is concerned with defining the materials and ugsitrequired,
specifying their properties in some details, antirgg up their
supply programme. Materials inputs and utilities ymbe
classified into four broad categories:

(1) Raw Materials: Raw materials may be classifiei four
types:
Agricultural Products
Mineral Products
Livestock and Forest Products
Marine Products
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(i)  Processed Industrial Materials and Components
represents:
Semi-process materials
Manufactured parts, components and sub-assemblies

(i) Auxiliary Materials and Factory Supplies: laddition to
the basic raw materials and processed industriénaés
and components, a manufacturing project require®ua
auxiliary materials and factory supplies like:
Chemicals
Packaging materials
Paint
Oils
Grease
Clearing materials etc.

(iv)  Utilities: Utilities includes:
Power
Water
Steam
Fuel etc.

4. Product Mix: The choice of product mix is guddby market
requirements. In the production of most of the gewariations in
size and quality are aimed at satisfying a broadgea of
customers. For example, a garment manufacturer naae a
wide range in terms of size and quality to caterdifferent
customers. It may be noted that variation in qualdn enable a
company to expand its market and enjoy higher taoifity.

5. Plant Capacity: Plant capacity refers to thieiwe or number of
units that can be manufactured during a given per®everal
factors have a bearing on the capacity decisioas@&lare:

(1) Technological Requirements
(i) Input Constraints

(i) Investment Cost

(iv)  Market Conditions

(v)  Resources of the firm

(vi) Governmental Policy

6. Location and Site: The choice of location aitd $ollows an
assessment of demand, size, and input requirenh@acttion
refers to a fairly broad area like a city, an irtdas zone' site
refers to a specific piece of land where the ptojeauld be set

up.
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(@) Choice of Location: The choice of locationinfluenced
by a variety of considerations:
(1) Proximity to Raw Materials and Markets
(i)  Availability of Infrastructure
(i) Labour Situation
(iv)  Governmental Policies
(v)  Other factors

(b)  Site Selection: Once the broad location isseimy attention
needs to be focused on the selection of a spestiéc Two
to three alternative sites must be considered satliated
with respect to cost of land and cost of site prafen and
development. The cost of land tends to differ frome site
to another in the same broad location. Sites diose city
cost more whereas sites away from the city cost les

7. Machineries and Equipment: The requirement a¢mmeries and
equipment is dependent on production technology plaoht
capacity. It is also influenced by the type of paj To determine
the kinds of machinery and equipment required for a
manufacturing industry, the following procedure mde
followed:

I Estimate the likely levels of production over time.
. Define the various machining and other operations
iii. Calculate the machine hours required for each type

operations
iv. Select machineries and equipment required for each
function
8. Structures and Civil Works: Structures andlovorks may be

divided into three categories:

(1) Site Preparation and Development
(i)  Buildings and Structures

(i)  Outdoor Works

9. Environmental aspects: A project may cause renmiental
pollution in various ways:
(1) It may cause noise
(i) It may produce liquid and solid discharges

The key issues that need to be considered ingkjgect are:

What are the types of effluents and emissions geed?

What needs to be done for proper disposal of aftkiand treatment of
emissions?

Will the project be able to secure all environmérgizarances and
comply with all statutory requirements
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Project Charts and Layout: Once data is availabletiee principal
dimensions of the project, then project charts &ybuts may be
prepared. These define the scope of the projecpendde the basis for
detailed project engineering and estimation of theestment and
production costs.

Types of Project Charts and Layouts:
(1) General Functional Layout

(i)  Material Flow Diagram

(i) Production Line Diagram

(iv)  Utility Consumption Layout

(v)  Communication Layout

(vi)  Organisational Layout

(vii) Plant Layout

Schedule of Project Implementation: As part of tdehnical analysis, a

project implementation schedule is also usuallyared. For preparing

the project implementation schedule the followingformation is

required:

(1) List of all possible activities from project lgmning to
commencement of production

(i)  The sequence in which various activities hawée performed

(i)  The time required for performing the varioastivities

(iv) The resources normally required for perforguithe various
activities

(v)  The implication of putting more resources esd resources than
are normally required.

Need for considering Alternatives: The need forsidering alternatives
has been touched upon earlier. This point, howeneeds to be
emphasized. There are alternative ways of transfigrran idea into a
concrete project. These alternatives may diffeome or more of the
following aspects:

0] Nature of Project

(i)  Production process

(i) Product Quality

(iv)  Scale of operation and time phasing

(v)  Location

3.9 Meaning /Concept of Financial Analysis

Financial Analysis discuss the estimates and ptiojex required for
financial appraisal. Financial Analysis includeghgifactors as follows:
1. Cost of Project

2. Means of Financing

3. Estimates of Sales and Production
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Cost of Production

Working Capital Requirements and its financing
Projected Profitability Statements

Projected Cash Flow Statements

Projected Balance Sheets

Cost of Project: - Conceptually, the cost aj@ct represents the

total of all items of outlay associated with a paij which are

supported by long-term funds. It is the sum of dodays on the

following:

(1) Land and Site Development

(i)  Buildings and Civil Works

(i)  Plant & Machinery

(iv)  Technical know-how and engineering fees

(v)  Expenses on foreign technicians and trainifiginalian
technicians

(vi) Pre-operative expenses

(vii) Miscellaneous Fixed Assets

(viii) Preliminary Expenses

(ix)  Margin money for working capital

Means of Finance: To meet the cost of projeet following
means of finance are available:
0] Debt: Debt means long term loans and includes:
Debentures
Loan from Bank
Loan from Financial Institutions
Mortgage Loans

(i)  Equity: Equity refers to shareholder's furadsl includes:
Equity Share Capital
Preference Share Capital
Reserve
Accumulated Profits

Estimates of Sales and Production: The starfpognt for
profitability projections is the forecast of salesvenues. The
following considerations should be borne in mind:

0] It is not advisable to assume a high- capaatiyization
level in the first year of operation.

(i) It is not necessary to make adjustments ftoclss of
finished goods. For practical purposes, it may $simed
that production would be equal to sales.

(i)  The selling price considered should be thiegrealizable
by the company net of excise duty.
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(iv)  The selling price used may be the presedingeprice-it is
generally assumed that changes in selling pricé vl
matched by proportionate changes in cost of praoiuct

4. Cost of Production: The major components ot ocbgproduction
are:
0] Material Cost
(i)  Utilities Cost
(i)  Labour Cost
(iv) Factory Overhead Cos

5. Working Capital Requirements and its Financilmgestimating
the working capital requirements and planning tsrfinancing,
the following points have to be born in mind:

0] The working capital requirement consists @ fbllowing:
a. Raw Materials
b. Stock of work-in-process
C. Stock of finished goods
d. Debtors

(i)  The sources of working capital finance are:

SHORT-TERM SOURCE OF FINANCE

l
1 l

BANK SOURCES
NON- BANK SOURCES

1 l

(i) Cash credit (i)
Trade Creditors
(if) Overdrafts (i)
Commercial Papers
(i) Term Loans
(li)Advances from Customers
(iv) Discounting Of Bills (iv)

Accrued Expenses
(v) Miscellaneous Sources

6. Projected Profitability Statements: Given ttstireates of sales
revenues and cost of production, the next step igrépare the
profitability projections or estimates of workingesults. The
estimates of working results may be prepared atbegollowing
lines:
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(i)
(i)
(iii)
(iv)
(V)
(Vi)
(vii)
(vii)
(ix)
(x)
(xi)
(xii)

Cost of Production

Total Administration Expenses

Total Sales expenses

Depreciation

Total Cost of production ( (i) + (ii) + (i} (iv) )

Expected Sales

Operating Profit((vi)-(v)

Other Income

Preliminary Expenses write off

Profit/loss before taxation((vii) + (viii) X) )

Provision for Taxation

Profit By Tax ( (x)-(xi) ) Less: Dividend on
-Equity Capital
-Preference Capita

Projected Cash Flow Statements: The cash flatersent shows
the movement of cash into and out of the firm @adhet impact
on the cash balance within the firm. In this staetrsources of
funds and applications of funds are calculatedtaed surplus or
deficits are found out.

SELF-ASSESSMENT EXERCISES 3

| Explain Technical Analysis and its Conce
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Sources of Funds

©CoOoO~NOUA~WNPE

Total (A)

. Share Issue

. Profit before taxation with interest added back

. Depreciation provision for the year

. Increase in secured medium and long-term bongvar the project
. Increase in unsecured loans and deposits

. Increase in bank borrowings for working capital

. Sale of Fixed Assets

. Sale of Investments

. Other Income

Disposition of Funds:

oO~NO O WNE

. Capital expenditure for the project

. Increase in working capital

. Decrease in secured medium and long-term bongpfair the project
. Decrease in unsecured loans and deposits

. Decrease in bank borrowings for working capital

. Interest on term loans

. Taxation

. Dividends-

-Equity
-Preference
9. Other expenditure

Total (B)

Opening balance of cash in hand and at bank
Net Surplus/Deficit (A-B)
Closing balance of cash in hand and at bank

CASH FLOW STATEMENT

8.

Projected Balance Sheet: The balance sheetjrsndhe balance

in various asset and liability accounts, refledte tfinancial
condition of the firm at a given point of time. Thermat of a
balance sheet is given below

Liabilities Assets

Share Capital Fixed Assets

Reserve & Surplus Investments

Secured Loans Current Assets, loans and
advance Unsecured Loans Miscellaneous
expenditures

Current Liabilities and Provision

SELF-ASSESSMENT EXERCISES

Define Financial Analysis.
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3.10 Summary

This unit discussed how e-governance are definedwA can see, e-
governance is more than just a government on thbsitee The

strategies of e-governance can enable governmedntitzens to engage
and partner with each other and other stakehold¥esalso discussed
the objectives of e-governance as well as the tgpesrvice delivery in

e-governance. Subsequent units will discuss sorher aispects of e-
governance.

N

Arjan de Jager (2008) E-governance in the Devetppiorld in Action:
the Case of the DistricNet in Uganda. The Jourh&ammunity
Informatics.Vol. 4, No 3.
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u:i 3.12 Possible Answers to SAEs

These are the answers to the SAEs within the cbonfemange the
answers in accordance with the way the SAEs appdhe content. For
example

Answers to SAEs 3

The e-Governance has become an accepted methodalagying the

use of Information Technology in improving transgaey, providing
information speedily to all citizens, improving autinstration efficiency,

improving public services such as transportatianygr, health, water,
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security and municipal services. Governance haaysvween dependent
upon technology, in the broadest sense of knowleskj#ds, techniques

and epistemological strategies, as well as devicasjware, software

and power circuits

Answers to SAEs 3

E-governance is the public sector's use of inforomat and

communication technologies with the aim of impravinformation and
service delivery, encouraging citizen participation the decision-
making process and making government more accodentahnsparent
and effective.

The principles of e-governance are to:

To ensure greater efficiency, objectivity, accobility and speed in
providing services and information to the public;

To provide qualitative and cost-effective services;

To provide a single window for all government sees;

To evolve responsive administration;

To provide a friendly, speedier and efficient ifaee;

Answers to SAEs 3

Service Delivery in e-governance

G3C (Gover nment-to-Citizens):

G3B (Government-to-Business):

G3G (Gover nment-to-Gover nment):

Domains of e-governance

There are three main domains of e-governance:
E-administration: improving government processes
E-services: connecting individual citizens withithgpvernment
E-society: building interactions with and withirvitisociety.
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UNIT 4 PROJECT PLANNING, ANALYSIS AND
MANAGEMENT

Unit Structure

4.1 Introduction
4.2  Learning Outcomes
4.3  Project Management and its various aspects
4.3.1 What is Project Management?
4.3.2 Components of Project Management
4.3  Forms of Project Organisation
4.4  Forms of Project Organization
4.5 Human Aspect of Project Management
4.6  Pre-requisite for Successful Project Impleragorn
4.7  Concept of Project Review and Administrativ@Acts
4.8 Summary
4.7 References/Further Readings/Web Resources
4.8 Possible Answers to SAEs

VT
@ 4.1 Introduction

When investment projects are considered indiviguadny of the
discounted cash flow technique may be applied fiiaiaing a correct
accept or reject criteria. In an existing organesgat however, capital
investment projects often cannot be consideredvidadally or in
isolation. This is because the pre-conditions faewing projects
individually- project independence, lack of capitationing, and project
divisibility are rarely, if ever, fulfilled. Undethe constraints obtained in
the real world, the socalled rational criteria permay not necessarily
signal the correct decision.

@ 4.2

By end of this lesson, you should be able to:

Learning Outcomes

Project Management and its various aspects

What is Project Management?

Components of Project Management

Forms of Project Organisation

Forms of Project Organization

Human Aspect of Project Management

Pre-requisite for Successful Project Implementation
Concept of Project Review and Administrative Aspect
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Project Management and its various aspects
4.3.1 What is Project Management?

Project management is the process of leading thek wb a team to
achieve all project goals within the given constigi This information is
usually described in project documentation, creatiethe beginning of
the development proces<Zakari, 2019) The primary constraints
are scope, time, andbudget. The secondary challengs
to optimize the allocation of necessary inputs apply them to meet
pre-defined objectives.

The objective of project management is to produo®raplete project
which complies with the client's objectives. In mamases, the objective
of project management is also to shape or reforencttent's brief to

feasibly address the client's objectives. Oncectlant's objectives are
clearly established, they should influence all diecis made by other
people involved in the project— for example, pecbjenanagers,
designers, contractors, and sub-contractdeskdri, Ibeme, & Lugurd,
2023). lll-defined or too tightly prescribed project maement

objectives are detrimental to decision making

Project management is the application of knowleddéls, tools, and
techniques to project activities to meet the projemuirements. It
involves the planning, initiation, execution, mamihg, controlling, and
closing of a project to achieve specific objectivegthin defined
constraints, such as time, cost, and resources,(R8H1). It enables
organizations to meet goals, enhance productigitg, achieve results in
an organized and structured manner.

4.3.2 Components of Project Management

1. Project Initiation
Project initiation involves the identification of @oject and its
objectives, establishing feasibility, and definirthe scope.
During this phase, a project charter is createdfawnally
authorize the project and outline its goals andivdedbles
(Larson & Gray, 2020).

2. Project Planning
Planning is a critical phase where the project'adnoap is
established. This phase includes defining projeetlsy creating
schedules, identifying resources, budgeting, rsdeasment, and
developing a communication plan. Effective planniegsures
alignment with stakeholder expectations (Kerznéd, 9.
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3. Project Execution
Execution involves coordinating people and resmjrognaging
stakeholder expectations, and ensuring that projesks are
carried out according to the project plan. Thisgghfocuses on
task completion and ensuring that project objestia@e met
efficiently (Lewis, 2018).

4. Project Monitoring and Controlling
This component involves tracking project progresad a
performance to ensure that it remains within scdpee, and
budget constraints. Techniques such as performagcews,
variance analysis, and earned value managemenuse@ to
measure progress and make necessary adjustmentser;Tu
2020).

5. Project Closing
The closing phase signifies the formal completibérthe project.
It involves finalizing all activities, obtaining adteholder
approval, and releasing resources. A post-pro@gdew is also
conducted to evaluate the project's success angrdot lessons
learned for future projects (PMI, 2021).

SELF-ASSESSMENT EXERCISE 1

| Highlight the Components of Project Manager

4.4  Forms of Project Organisation

Project organisation refers to the structural setuged to manage
projects within an organisation. The choice of ecbjorganisation
structure depends on the complexity, duration, r@sdurce needs of the
project. The most common forms of project orgarsaare:

Functional Organisation: This structure groups pedmsed on their
specialisations. Each department (e.g., markefinance) focuses on its
area of expertise. Project managers have limitéuoaity, and decisions
flow through department heads.

Matrix Organisation: Combines features of both fioral and project-
based structures. Employees report to both a fumatimanager and a
project manager. There are two types:

Weak Matrix: The project manager has limited cdntamd functional
managers hold more authority.
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Strong Matrix: The project manager has greateraitthover resources
and decision-making.

Projectised Organisation: In this structure, teamesformed exclusively
for the project, with a project manager who had fidntrol over
resources and decision-making. Once the projecbnspleted, the team
disbands.

Composite Organisation: This is a hybrid structthat incorporates
features from functional, matrix, and projectisedgamisations,
depending on the needs of the project and orgamisdtobjectives.

Project Management Sections

According to Zakari, Ibeme, and Lugurd (2023), pobjmanagement

can be divided into the following five sections:

1. Project Planning
Project planning involves defining the project'sisg, goals, and
deliverables. It includes scheduling activities, loedting
resources, and identifying risks. A detailed projplan guides
the team through execution and ensures that tieglihudgets,
and objectives are met. Effective planning also uires
forecasting challenges and developing strategiesidoess them.

2. Project Control

Project control focuses on monitoring project pesgragainst the
baseline plan. It involves tracking key performancdicators

(KPIs), managing risks, and implementing correctaetions

when deviations occur. Tools such as Gantt charts Barned

Value Management (EVM) are used to assess whdibkgrrbject

is on schedule, within budget, and meeting its iuatandards.

This section ensures project accountability anasjparency.

3. Human Aspects of Project Management
This section highlights the importance of interpei skills in
managing teams. It includes leadership, commumigatonflict
resolution, motivation, and team building. Managthg human
aspects effectively is crucial to ensuring teamlataration,
maintaining morale, and addressing any personraleciges that
may arise. It also involves stakeholder manageraedtensuring
effective communication across all levels.

4. Pre-requisites for Successful Project Implemeation

Several factors are essential for successful projec

implementation. These include clear objectives, qade
resources, stakeholder involvement, effective lestdp, and risk
management. Zakari et al. (2023) emphasized thgegs are
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more likely to succeed when these pre-requisites raet, and
there is a proper alignment between organisatiguals and
project outcomes.

The forms of project organisation (functional, matprojectised, and
composite) offer flexibility for managing variougpes of projects based
on their complexity and resource requirements. Aakhdeme, and

Lugurd (2023) divided project management into fordical sections,

highlighting that project success relies heavily proper planning,

control, human resource management, and fulfillirggsential

prerequisites for project execution. Each of thesmponents plays a
vital role in ensuring that a project is deliverea time, within budget,

and meets stakeholder expectations.

Project management structures and processes aldovihe success of
any project. The choice of project organisation aackful attention to
planning, control, and human resources signifigaimtipact outcomes.
As Zakari, Ibeme, and Lugurd (2023) note, alignprgject goals with

organisational objectives and ensuring adequateouress are

fundamental for successful project implementation.

4.5 Forms of Project Organization

The traditional form of organization is not suitalfor project work.
Hence there is a need for entrusting an individvitl the responsibility
for integrating the activities and functions of tharious departments
and external organizations involved in the projeark. Such an
individual may be called the project manager ojgmocoordinator.

Depending on the authority that is given to thesparresponsible for
the project, the project organization may take ohthe following three
forms:

I. Line and Staff Organization

. Divisional Organization

iii. Matrix Organization.

1. Project Planning:
Projects involving few activities, resources, coaisits and inter-
relationships can be visualized easily by the hummand and
planned informally.
a. Functions of Planning:
I. It provides a basis for organizing the work on the
project and allocating responsibilities to
individuals.
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il. It is a means of communication and coordination
between all those involved in the project.

iii. It induces people to look ahead.

iv. It establishes the basis for monitoring and control

b. Areas of Planning:
Comprehensive project planning covers the following
I Planning the project work
. Planning the manpower and organization
iii. Planning the money
iv. Planning the information system

2. Project Control:
No sooner is the project launched; control becotmesiominant
concern of the project manager. Project controblves a regular
comparison of performance against targets, a setochhe
causes of deviation, and a commitment of check radve
variances. It serves two major functions:
(1) It ensures regular monitoring of performance
(i) It motivates project personnel to strive faichieving

project objectives.

3. Human Aspects of Project Management:
A satisfactory human relations system is esserfial the
successful execution of a project. Without suchystesn, the
other systems of project management, however stheyd may
be by themselves, are not likely to work well. Tohigve
satisfactory human relations in the project seftitige project
manager must successfully handle problems and ectusb
relating to:
I Authority Orientation
il. Motivation
iii. Group Functioning.

4. Pre-requisite for successful project implementson:
The pre-requisite are:
I. Adequate Formulation
il. Sound Project Organisation
iii. Proper Implementation planning
iv.  Advance action
V. Time availability of funds
vi.  Better contract management
vii.  Effective monitoring Zakari, Ibeme, & Lugurd, 2023)
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SELF-ASSESSMENT EXERCISES 2

Q1 What do you mean by Project Management? Explgivarious
aspect

4.6 Human Aspect of Project Management

A satisfactory human relations system is essembialthe successful
execution of a project. Without such a system, abieer systems of
project management, however sound they may bedwmgblves, are not
likely to work well. To achieve satisfactory humaelations in the
project setting, the project manager must succkgdiandle problems
and challenges relating to:

1. Authority

2. Orientation

3. Motivation

4 Group Functioning.

1. Authority:
Since the project manager works largely with preifesals and
supervisory personnel, the basis of the authoriguld/ be
different from that found in simple superior-suboate
relationships.

2. Orientation:

Most of the managers working for a project are lgu@ngineers.

Typically, an engineer:

I Works with physical laws

il. Adopts a structured, mechanical approach to hislenos.

iii. Seeks an enduring solution to his problem.

iv.  When an engineer assumes managerial responsgilite
faces a very different world in which the is supgubso:

V. Perform the task of planning, organizing, directiagd
controlling the resources of the firm in a world of
uncertainty.

vi.  Attach greater importance to efficient utilizatioof
resources.

vii.  Thus, the project manager has to strengthen thagesial
orientation of project personnel so that the priogmals
and objectives can be efficiently achieved withhme t
constraints of time and budget.

3. Motivation:

The principal behavioural factor which he can ieflae is the

motivation of the project personnel. In this comtexe should

bear in mind the following:
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Human beings are motivated by a variety of needs:
0] Physiological needs

(i)  Social needs

(i)  Self-actualization needs

Group Functioning:

In a large complex project, many persons drawn eckfit

functions, departments and organizations are imeIV his leads

to formulation of groups, formal and informal. Tgeup formed
in a project setting may be of three types:

I. Vertical Group: A vertical group consists of peodlawn
from different levels in the same department, arcfion,
or company.

il. Horizontal Group: A horizontal group consists obpk
drawn from different functions, departments, and
companies but occupying similar hierarchical posii

iii. Mixed Group: A mixed group consists of people drawn

from different levels from various functions, dejpaents,
and companies

SELF-ASSESSMENT EXERCISES 3

What are the Human Aspects of Project Management?

4.7

Pre-requisite for Successful Project Implemeation

The pre-requisite for successful implementatiothefproject are:

1.

Adequate Formulation: Often project formulatien deficient

because of one or more of the following shortcoming

I Superficial field investigation

. Slip-shod methods used for estimating costs andfiien

iii. Omission of project linkages.

iv. Undue hurry to get started

V. Deliberate over-estimation of benefits and under-
estimation of costs.

Sound Project Organization: A sound projectaargation for

implementing the project is critical to its succesEhe

characteristics of such an organization are:

I Adequate attention is paid to the Human side of the
project.

. Systems and methods are clearly defined.

iii. Rewards and penalties to individual are related to
performance.
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3. Proper Implementation Planning: Once the imaest decision is
taken-and often even while the formulation and ajsat are
being done- it is necessary to do detailed impldatem
planning before commencing the actual implemermntatio

4. Advance Action: When the project appears primeie to be
viable and desirable, advance action on the foligwactivities
may be initiated:

I Acquisition of Land

. Securing essential clearances

iii. Identifying technical consultants

iv.  Arranging for infrastructural facilities

V. Preliminary design and engineering
vi.  Calling of tenders
5. Timely Availability of Funds: Once a project @pproved,

adequate funds must be made available to meetdisrements
as per the plan of implementation-it would be hygtiesirable if
funds are provided even before the final approwaliritiate
advance action.

6. Better Contract Management: The proper managenué
contracts is critical to the successful implemeatatof the
project. In this context, the following should bene:

a. The capability of all the contractors must be eedur

b. Penalties which may be graduated must be imposed fo
failure to meet contractual obligations. Likewise,
incentives may be offered for good performance.

C. Help should be extended to contractors and sugphéen
they have genuine problems.

7. Effective Monitoring: In order to keep a tab the progress of
the project, system of monitoring must be estabtishThis help
in:

I Anticipating deviations from the implementationmla
. Analysing emerging problems
iii. Taking corrective action

SELF-ASSESSMENT EXERCISES 4

What are the Pre-Requisites for successful prajgokementation?
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4.8

(A)

(2)

(B)

Concept of Project Review and Administrative Apects

Project Review: A project is monitored during the
implementation phase so that time and cost overs rare

minimized. Further, by a commissioned its perforogans

periodically reviewed to see whether its perfornghas been in
line with expectations. It is divided into two seacs:

(1) Control of In-Progress Projects

(2) Post-Completion Audits

(1) Control of In-Progress Projects: Though adbeffort is
expended in selecting capital projects, things roftm
wrong in the implementation phase. There are tvpees
of controlling in-progress capital projects:

Establishment of Internal Control Procedure: For every
in-progress capital project, proper control acceware set-
up. These are charged with all relevant expendituhéch

are further classified into capital and revenumge

Use of Regular progress Reports: Periodic progress
reports compare actual expenditures against es#mat
They offer several benefits:

They provide timely information so that correctigetion
can be initiated to tackle potential problems

They serve as the basis for calculating varianaed a
explaining variances.

Post- Completion Audits: as audit of a projégtit has been
commissioned is referred to as a post-audit orst-p@mpletion
audit. Regular post-completion audits of capitaij@cts:

Enable the firm in identifying individuals with sepor abilities
in planning and forecasting.

Help in discovering systematic biases in judgmdntis a
common practice to use ROI for evaluating existinuginesses
and projects on a continuing basis.

_ NetIncome
" Book Value of Assets

ROI

Administrative Aspects: The discussion on administrative
aspects has been organized as follows:
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(1) Identification of promising investment opparites: For
identifying promising investment opportunities tHellowing
points should be borne in mind:

Monitor changes in market demand, source of supply,
profitability, competition, government policies, c@omic
conditions, and technological developments.

Formulate long range plans on analysis of oppaditsiand
threats in the environment and assessment of adtestnength,
weaknesses.

Communicate long range plans and corporate perspsdb all
persons who are likely to be involved.

Encourage employees to make suggestions and rethard
suitable for valuable suggestions

(2) Classification of Investment: The classificati of capital
expenditure proposals refers to the grouping oflaimproposals
into separate categories. These are:

(1) Replacement Investments: These represent atapit
expenditure for the replacement of existing fixededs.

(i)  Modernization Investments: This comprises itap
expenditure for improving productivity, increasing
efficiency, reducing costs.

(i) Expansion Investments: These represent ahpit
expenditure for increasing capacity

(iv) New Product Investments: These represent taapi
expenditure to manufacture new products

(3) Submission of Proposals: To ensure that &lvent information
for proposals is gathered systematically, standeddiproposal
form may be used by all the sponsors of investrpejects.

(4) Decision-Making: It may be argued that the @t capital
budget for the firm as a whole can be drawn up erign capital
investment decisions are completely centralizeds,Tiowever,
is not desirable in most cases because some daltsation is
required to facilitate quick decisions, develop@iaes.

(5) Preparation of Capital Budget And Appropriatiolhe capital
expenditure budget is based on a careful reviewanrfous
factors. Changes in circumstances may warrant @sang the
budget. This is perhaps the reason why a final tsands
required before actual expenditure in many comganiehe
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coordination of the capital expenditure budget &thqueferably
be done by a financial officer of the firm.

(6) Implementation: For implementing the projectidwing points
are helpful:
(1) Adequate formulation of projects
(i)  Use of the principle of responsibility Accotimy
(i)  Exercise of proper control.

(7) Performance Review: Performance review is rmmed&or
evaluating actual performance with projected pentonce. It is
concerned with the verification of assumptions rdgey both
revenues and costs.

SELF-ASSESSMENT EXERCISES 2

Write a short note on the following:
(A) Project Review
(B) Administrative Aspects

19

4.8 Summary

In conclusion, project management is a comprehengivocess divided
into five critical sections: forms of project orgaation, project
planning, project control, human aspects of projgenagement, and
pre-requisites for successful project implementaii@akari, Ibeme, &
Lugurd, 2023). The forms of project organizatiomypde structure for
managing projects, while project planning involvestlining goals,
schedules, and resources necessary for succességut®n. The
planning functions include establishing a framewfmk key areas such
as time, cost, and quality management. Projectrabansures that the
project stays on track through monitoring and adpest mechanisms.
Additionally, the human aspects of project manageneenphasize the
importance of leadership, communication, and tegnachics in driving
project success. Finally, specific pre-requisi®sgh as clear objectives,
resource allocation, and stakeholder alignment, arecial for the
successful implementation of any project.

Effective project management provides organizatioith the ability to
deliver projects on time, within budget, and to tkatisfaction of
stakeholders. By adhering to project managemenhcipies and
focusing on its core components, organizations arieve significant
results, enhance productivity, and improve overfiitiency.
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Project management ensures the successful deliwkrgrojects by
systematically coordinating resources and actwitisvithin the

constraints of time, cost, and scope. Each comgeseom initiation to

closing—plays a critical role in guiding the prdjélerough its lifecycle.
While project initiation defines the project's fdmlgy and objectives,

planning ensures a roadmap, execution carries feutptanned tasks,
monitoring controls deviations, and the closingahires the project
outcomes.

N
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u::4.10 Possible Answers to SAEs

Answers to SAEs 1

Components of Project Management

Project initiation identifies objectives and scopeljowed by project
planning, which establishes schedules, budgets, aomdmunication
strategies. Execution ensures task completion atakelsolder
alignment. Monitoring and controlling track progsesind manage
adjustments. Finally, project closing finalizes iates, secures
approval, and reviews lessons learned for futuneravements (Larson
& Gray, 2020; PMI, 2021).

Answers to SAEs 2

What do you mean by Project Management? Explain itsvarious
aspects

The traditional organizational structure is oftaadequate for managing
project work, necessitating the assignment of geptomanager or
coordinator to oversee and integrate the activiiesoss departments
and external entities. Project organization care take of three forms:
Line and Staff Organization, Divisional Organizatioor Matrix
Organization. Effective project planning and cohtrare critical
components. Planning ensures coordination, esteslisesponsibilities,
and sets the foundation for monitoring and conaotoss areas like
manpower, budgeting, and information systems. Gnpeoject begins,
control focuses on comparing performance againsttagets and
addressing deviations. The human aspect of projactagement is also
crucial, as effective authority orientation, motiea, and group
functioning are essential for success. Preregsisitesuccessful project
implementation include clear formulation, sound asrigation, proper
planning, timely availability of funds, and effioie contract
management. These elements collectively ensure dhecessful
execution of project objectives.

Answers to SAEs 3

What are the Human Aspects of Project Management?

The human aspect of project management emphasigasiportance of
a well-functioning human relations system for ssstal project

execution. Project managers must address challemgkded to

authority, orientation, motivation, and group fuootng. Authority in

project management often involves leading profesd®) requiring a
different approach from traditional superior-subioate dynamics.
Orientation is crucial since many project persorarel engineers, who
must adapt from technical problem-solving to managgasks like

planning and resource management in uncertain @mwents.

187



PAD 402 PUBLIC PROJECT MANAGEMENT & ANALYSIS

Motivation plays a key role, with managers needitty address
physiological, social, and self-actualization neetisheir teams. Group
functioning is also significant in large projectss various teams from
different departments or organizations collabordteming vertical,

horizontal, or mixed groups. Effective group dynesnienhance
communication and coordination, contributing to thehievement of
project goals.

Answers to SAEs 4

Pre-requisite for Successful Project Implementation

The successful implementation of a project requseseral critical pre-
requisites. Adequate formulation is essential, roftendermined by
superficial investigations, inaccurate cost-benegiimates, and haste. A
sound project organization is key, emphasizing rcleystems,
performance-based rewards and penalties, and iattemd human
factors. Proper implementation planning should ocbeafore actual
execution, focusing on detailed strategies. Advaacton, including
land acquisition, securing clearances, and engagpngultants, must be
initiated early when the project shows viabilitymEly availability of
funds is crucial, ensuring financial resources rahgith the project’s
schedule. Effective contract management, includiegaluating
contractors’ capabilities and establishing perfaro® incentives or
penalties, plays a critical role in meeting obligas. Lastly, effective
monitoring systems are needed to track progressitifg deviations,
and resolve issues early, ensuring the projecs siaycourse.
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UNIT 5 MULTIPLE PROJECTS AND CONSTRAINTS
Unit Structure

5.1 Introduction

5.2  Learning Outcomes

5.2  Constraints

5.3  Method of ranking

5.4  Mathematical programming approach
5.5 Linear programming model

5.6  Summary

5.7 References and Further Readings

5.8 Answer to Self- assessment questions

.
@ 5.1 Introduction

When investment projects are considered indiviguadny of the
discounted cash flow technique may be applied fiiaiaing a correct
accept or reject criteria. In an existing organesgat however, capital
investment projects often cannot be consideredvidadally or in
isolation. This is because the pre-conditions faewing projects
individually- project independence, lack of capitationing, and project
divisibility are rarely, if ever, fulfilled. Undethe constraints obtained in
the real world, the socalled rational criteria permay not necessarily
signal the correct decision.

S

By end of this lesson, you should be able to a) ddstdnd the
constraints in the selection of new projects. bpl&x the techniques of
mathematical programming that may be applied ifggtananagement

Learning Outcomes

Constraints

Project Dependence:

Project A and B are economically dependent if tleeeptance or
rejection of one change the cash flow stream ofother or affects the
acceptance or rejection of the other. The most mionsus kind of
economic dependency occurs when projects are nhtestlusive. If
two or more projects are mutually exclusive, acaepe¢ of any one
project out of the set of mutually exclusive projesutomatically
precludes the acceptance of all other projectshm det. From an
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economic point of view, mutually exclusive projeet® substitutes for
each other. For example, the alternative possiklkes wf a building
represent a set of mutually exclusive projectsa@yeif the building is

put to one use, it cannot be put to any other use.

Economic dependency also exists when projects, d@lengh not
mutually exclusive, negatively influence each otheash flows if they
are accepted together. Bierman and Smidt have garerexcellent
illustration of this kind of economic dependencypraject for building a
toll bridge and a project for operating a toll ferfhese two projects are
such that when they are undertaken together, trenues of one will be
negatively influenced by the other.

Further, the projects are said to have positive nwhbere is
complementarity between projects. If undertakingreject influence
favourably the cash flows of another project, thneo tprojects are
complementary projects. Complementarity may be wb ttypes:
asymmetric complementarity and symmetric complear@gt In
asymmetric complementarity, the favourable effed¢ereds only in one
direction.

Capital Rationing: Capital rationing exists when funds available for
investment are inadequate to undertake all propbish are otherwise
acceptable. Capital rationing may arise becaussahternal limitation
or an external constraint. Internal capital ratngniis caused by a
decision taken by the management to set a limititsocapital 3
expenditure outlays; or, it may be caused by acehaf hurdle rate
higher than the cost of capital of the firm. Int@rcapital rationing, in
either case, results in rejection of some investn@ojects which
otherwise are acceptable. External capital ratgpramises out of the
inability of the firm to raise sufficient amount$ fonds at a given cost
of capital. In a perfect market, a firm can obtalints funds requirement
at a given cost of capital. In the real world, heere the firm can raise
only a limited amount of funds at a given cost apital. Beyond a
certain point, the cost of capital tends to inceeas

Project Indivisibility: Capital projects are considered indivisible, ae.
capital project has to be accepted or rejectedtm-ta project cannot be
accepted partially. Given the indivisibility of ds projects and the
existence of capital rationing, the need arisesfwnparing projects. To
illustrate this point, consider an example. A fiisn evaluating three
projects A, B, and C which involve an outlays=ef.Bl@nillion, N 0.4

million, and-N 0.3 million respectively. The netegent value of these
projects are=N. 0.2 million=N 0.25 millioas N Orillion respectively.

The funds available to the firm for investment 8®.7 million. In this

situation, acceptance of project A (project witle thighest net present
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value) which yields a net present value=of N O.3ioni results in the
rejection of projects B and C which together yieldcombined net
present value o&N 0.25 million. Hence, becauséhefindivisibility of
projects, there is a need for the comparison ofepte before the
acceptance/rejection decisions are taken.

Method of Ranking

Two approaches are available for determining whgobject to accept
and which projects to reject (i) the method of iagk and (ii) the
method of mathematical programming. This sectiosculses the
method of ranking; the following section discusdbe method of
mathematical programming. The method of rankingsisia of two
steps:

(1) Rank all projects in a decreasing order acicwydto their

individual NPV'’s, IRR’s or BCR's.

(i)  Accept project in that order until the capitaudget is exhausted.

The method of ranking, originally proposed by JDelan is seriously
impaired by two problems:

(1) conflict in ranking as per discounted cashwfleriteria, and

(i)  project indivisibility

Conflict in Ranking:

In a given set of projects, preference ranking setaddiffer from one
criterion to another. For example, NPV and IRRecrd may yield
different preference rankings. Likewise, there nisy a discrepancy
between the preference rankings of NPV and BCRdfiecost ratio)
criteria. When preference rankings differ, theafeprojects selected as
per one criterion tends to differ from the set objpcts selected as per
some other criterion. This may be illustrated byeaample. Consider a
set of five projects, A, B, C, D, and E, for whittte investment outlay,
expected annual cash flow, and project life arehasvn below:
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Project Investment Outlay Expectegnidal Cash Flow
Project Life

=N =N
Years
A 20,000 4,00(
22
B 25,000 20,00(
4
C 30,000 6,00(C
20
D 38,000 22,00(
26
E 35,000 22,00(
9

The NPV, IRR and BCR for the five prdge@nd the ranking
along these dimensions are shown in Exhibit 5.2

Exhibit 5.2 NPV, IRR and BCR foetkive Projects

Project NPV NPV IRR IRR BCF
BCR

Nl Ranking (%) Ranki
Ranking
A 24,776 4 39 2 2.
2
B 5,370 5 22 4 2.
5
C 24,824 3 29 5 2.
4
D 45,688 2 30 2 2.2
2
E 28,936 2 29 3 2.8
3

It is clear that in the above case the three @iteank the projects
differently. If there is no capital rationing, athe projects would be
accepted under all the three criteria though irtleranking may differ
across criteria. However, if the funds available Bmited, the set of
projects accepted would depend on the criteriorptedb What causes
ranking conflicts? Ranking conflicts are traceable differing
assumptions made about the rate of return at wimigrmediate cash
flows are re-invested.
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Project Indivisibility

A problem in choosing the capital budget on theidha$ individual
ranking arises because of indivisibility of capiedpenditure projects.
To illustrate, consider the following set of prdg¢ranked according to
their NPV) being evaluated by a firm which has @it budget
constraint oEN2,500, 000.

Project t@y NPV
N N

A 500,000 400,00

B 020,000 350,00

C 800,000 300,00

D 700,000 300,00

E 600,000 250,000

If the selection is based on individual NPV rankipgojects A and B
would be included in the capital budget- these quts exhaust the
capital budget. A cursory examination, however, M@uggest that it is
more desirable to select projects B, C, and D. &libsee projects can
be accommodated within the capital budgetof N2@&00, and have a
combined NPV of=N850,000, which is greater thaa ¢cbmbined NPV
of projects A and B.

Feasible Combinations Approach:

The above example suggests that the following phoee may be used
for selecting the set of investments under capst#bning.

2. Define all combinations of projects which aradible, given the
capital budget restriction and project interdep@caks.

2. Choose the feasible combination that has thdesig NPV. To

illustrate this procedure, consider the followingjpcts that are being
evaluated by a firm which has a capital budget waimg of-N3,000,000.
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Project tay NPV
N N

A 820,000 750,00

B 500,000 600,00

C 2@0,000 500,00

D 750,000 360,00

E 600,000 300,000

Projects B and C are mutually exclusive. Otherguty are independent
Given the above information the feasible combinmatiand their NPV

are shown below:

Feasible tiay
NPV
Combination

=N =N
A ,800,000
750,000
B ,500,000
600,000
C ,2@0,000
500,000
D 750,000
360,000
E 600,000
300,000
A and C 3,000
2,250,000
A and D 2,5300
2,220,000
A and E 2,4010
2,050,000
B and D 2,500
960,000
B and E 2,20
900,000
C and D 2,91
860,000
C and E 2,800
800,000
B, D and E 2,85@M(C
2,260,000
C,Dand E 2,55@00 2,

260,00(
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MODEULE 4

Unit 1 Introduction to Public Project Management

Unit 2 Public Project Management. Key aspects and
Methodologies

Unit 3 Social Cost Benefit Analysis (SCBA)

Unit 4 Project Planning, Analysis and Management

UNIT 1 INTRODUCTION TO PUBLIC PROJECT
MANAGEMENT

Unit Structure

1.1  Introduction

1.2  Learning Outcomes

1.3  Background to Public project Management

1.4  The Importance of Public Project Management

1.5 The role of Public Project Management in reses Allocation
1.6  Optimizing Resource Allocation for Governmémtiatives
1.7 References/Further Readings/Web Resourceeient

1.8 Possible Answers to SAEs

gl.l Introduction

This unit will cover the background of Public PrjeManagement,
exploring its significance in managing public resms efficiently. It

will also highlight the importance of Public PrdjeRlanagement in
ensuring the successful implementation of governmatiatives. The

role of Public Project Management in resource alion will be

examined, focusing on how it optimizes the distiitou of limited

resources to achieve governmental objectives aneé dine success of
public sector projects.

@ 1.2

By the end of this unit, you should be able to:

Learning Outcomes

Background to Public project Management

The Importance of Public Project Management

The role of Public Project Management in resoufdéscation
Optimizing Resource Allocation for Government laiives
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Background to Public project Management

Public project management plays a crucial rolensueing the effective
implementation and evaluation of government aad#isit As public
needs evolve over time, the importance of projeanagement in
government activities becomes more apparent. Onetsofcentral
functions is decision-making, which directs thessivéies toward
improving the conditions of society as a whole. éwling to Ebrahim
and Masud (2021), public project management helpgmbésh a
framework that ensures government resources aeete#ly allocated
and utilized to meet societal needs. This framewacKitates planning,
resource allocation, monitoring, and evaluationjcwrare fundamental
to government success.

The ability of public project management to inflaendecision-making
is significant in steering government activitieswérd societal
improvement. Decisions relating to resource alliocat budgeting,
funding, investments, and cost management are tesenthe success
of public projects. Each of these factors represartritical point where
decisions can either enhance or undermine the te#eess of
government activities. A study by Al-Turki (2020nphasized the role
of budgeting and resource allocation in enhancinglip sector
performance, noting that efficient budgetary pedi allow
governments to achieve set objectives while remgimvithin resource
constraints. Similarly, Baird and Zelin (2019) derswated how
misallocation of resources leads to delays, coserramns, and,
ultimately, project failure, which compromises pabltrust in
government institutions.

Government projects often fail when these essefdietbrs—resource
allocation, budgeting, and cost management—are ledridchproperly.

For instance, inefficient allocation of resourcesghh result in

inadequate project implementation, while poor btitdgepractices can
lead to financial shortfalls or overspending. Fumgdiand investment
decisions also play a vital role. A study by Uddimd Rahman (2022)
highlighted that public sector projects in devetgpcountries often face
financial challenges due to improper funding suges, which

subsequently hinder project completion. Withouteefive funding

models, even well-planned projects may stall, legdo wasted public
resources and unmet societal needs.

In addition to financial challenges, the complexity government
projects presents further obstacles. Public prsejeften involve multiple
stakeholders, intricate regulatory requirements, lang timeframes. To
manage such complexity, public project managemardtrhe dynamic
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and adaptable to evolving needs. According to Asagdi Ahmad (2023),
a failure to account for this complexity can leaa foor project

outcomes, as rigid or outdated project managemgmtoaches cannot
address unforeseen challenges or shifts in pubtiorifles. Thus,

modern public project management necessitates apretrensive

approach that integrates flexibility, stakeholdeg@&gement, and risk
management into all phases of the project lifecycle

Effective public project management also ensuras plblic funds are
used appropriately and in line with societal godlse management and
analysis of these projects enable governmentsaitk ttheir progress,
assess their impact, and make informed decisiomaitatheir future
course. A study by Khalil and Mehmood (2021) empteasthe role of
performance monitoring and evaluation in safegueydhe proper use
of public resources. By continually assessing wérethrojects are
meeting their objectives, governments can takeectisre actions before
significant resources are wasted. Monitoring aralweation also provide
a basis for accountability, which is crucial forintaining public trust.

Public trust in government activities hinges nolyam the outcomes of
projects but also on the transparency and accoilitytadd the processes
involved in managing public funds. A study by Bettnend James
(2022) highlighted the link between effective potjenanagement and
public trust, noting that clear communication abbutigeting, funding,

and decision-making processes helps build confielearoong citizens.
When the public perceives that government resouraes being

managed responsibly, they are more likely to supmmvernment

initiatives and view the administration as trustthgr

In conclusion, the task of determining what to ol dnow to do it is
complex and requires careful consideration by forgnofficers and
project managers. Effective public project managamensures that
government activities are implemented efficientlyggsources are
allocated properly, and public funds are used wisklis essential to
maintain public trust in government by upholdingngparency and
accountability in areas such as investment, fundininagement,
decision-making, and budgeting. As society evolgestoo must public
project management practices, ensuring that theaire adaptable to
new challenges and continue to serve the greatat.go

1.4  The Importance of Public Project Management
Public project management plays a crucial role e wsuccessful
execution of governmental projects by organizing tarious processes,

resources, and stakeholders involved. It providssructured approach
to managing the complexities inherent in publideemitiatives, where
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political, social, and economic interests ofteneiséct. According to
Clarke and Higgs (2020), public project managenfearheworks are
essential for maintaining project coherence in a ltifaceted
environment, especially when dealing with competinggrests and
limited resources. By organizing resources effetyiv public project
management helps ensure that projects are exeuwutieid budget, on
time, and according to the defined scope.

The theoretical underpinnings of public project mgement are
founded on the practical necessity for governarystems tailored to
public sector challenges. These challenges inckal@table resource
distribution, the need for broad stakeholder pgyéiton, adherence to
laws and regulations, and the implementation ofusblaccountability
measures (Grimshaw & Donovan, 2019). Public prej@tten involve
multiple layers of governance, each with its owh aepriorities and
constraints. Therefore, the application of publiojgct management
frameworks helps to systematize decision-makinggsses, allowing
for more efficient allocation of resources whilesering compliance
with regulatory and legal standards (Smith et2821).

An essential feature of public project managementts ability to

promote transparency and accountability. As notgdAhderson and
Jones (2022), public projects are often under sgescrutiny from both
governmental oversight bodies and the general puBlublic project
managers must therefore implement rigorous monioand evaluation
processes to ensure that public funds are usednsifily and that
project outcomes meet societal expectations. Tlaguires the
integration of accountability structures, such asfgrmance audits, to
track progress and address any deviations fronptbct’s objectives
(Kumar & Patel, 2023).

In addition, public project management frameworkspkasize

stakeholder engagement as a critical component. ec&fe

communication with stakeholders, including localmeounities, non-

governmental organizations, and political entitiessures that diverse
perspectives are considered in the decision-magogess (Lindholm,
2021). This collaborative approach fosters trustl amhances the
legitimacy of public projects.

In summary, public project management is a fundaabetool for
organizing and rationalizing the complex processegolved in
governmental projects. It enables the efficient ofSeesources, ensures
compliance with regulations, and fosters accouhtgland stakeholder
participation, all of which contribute to achievirublic objectives
effectively.
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1.5

The role of Public Project Management in resages
Allocation

Allocating resources in governmental structures complex endeavour

that

demands the application of public project ng@naent

methodologies.

1.

Public project managers are responsible for detenmiresource
needs, creating assessments of resource capabidiid ensuring
that those resources are deployed in a way thatesewith

strategic objectives and public priorities. Thiguiges generating
forecasts of need, and exercising flexibility inettiace of
changing dynamics in public service environmentse Practice
of allocating resources in ways that make the nobsdvailable

resources enables the achievement of public value.

Public project management plays a critical role r@source
allocation within governmental structures, ensutimgf resources
are effectively utilized to achieve public valuené of the
primary roles of public project management in reseu
allocation isneeds assessmenPublic project managers evaluate
the specific requirements of each project by anatythe scope,
objectives, and expected outcomes. This proces®lviey
identifying the types of resources necessary, sashhuman
capital, financial support, and technological istracture, to
meet project goals (Cleland & Ireland, 2015). Tiglouneeds
assessment, public managers can pinpoint gaps Hochte
resources in a way that maximizes efficiency anadlipienefit.

Another essential role i®source capability assessmenPublic
project managers must evaluate the availabilityppacay, and
suitability of the resources at their disposal. sThnvolves
determining whether existing resources can meetiéneands of
the project or if additional resources need to becyred. In
governmental structures, this often includes coltabng with
various departments and agencies to pool resouncesdirect
them from less urgent projects (Kerzner, 2021). &gessing
resource capabilities, public project managers rensthat
resources are appropriately matched with projeanatels,
reducing waste and enhancing productivity.

Prioritization is also a key function of public project
management in resource allocation. In the contéxtinoited
resources, public managers must make decisionst aloch
projects or initiatives should receive priority bdson strategic
objectives and public priorities. This requiresgalng resource
allocation with government policies, budget coristsa and the
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potential impact on society. According to Larsond aGray
(2020), prioritization helps to ensure that researare distributed
in a way that addresses the most pressing needte wfiil
leaving room for flexibility when unforeseen circatances arise.

Forecastingis another critical role. Public project managersst

anticipate future resource needs based on thegteojde cycle

and changing dynamics in the public service envirent. This

involves predicting the availability of financia¢sources, labor,
and materials over time, allowing for more informeecision-

making and the adjustment of resource allocatiamgplas the
project progresses (Pinto, 2019). Accurate foraugiseduces the
risk of resource shortages or surpluses, ensuhag projects
remain on track.

Lastly, public project managers are responsiblenfonitoring
and evaluation Continuous monitoring of resource utilization is
essential to ensure that resources are being uSergly and
effectively. Project managers evaluate whether #hiecated
resources are contributing to the achievementagpt goals and
make necessary adjustments if inefficiencies ar¢ectied.
Monitoring and evaluation provide feedback loopat tanhance
decision-making and improve future resource aliocat
processes (Heldman, 2018).

SELF-ASSESSMENT EXERCISE 1

List and explain the role of Public Project Managemin resource
Allocation

2

1.6

1.

200

Optimizing Resource Allocation for Governmentnitiatives

Strategic optimization in project management ineslv
implementing methodologies aimed at enhancing speedcing
costs, and minimizing waste. For public project agers, this
requires a precise approach to project scope tefiniand
execution to meet objectives in the most efficienanner
possible. One commonly used methodology Isean
management which focuses on eliminating waste (activitieatth
do not add value) in processes. By streamliningkflmrs and
ensuring that only essential steps are includeblipprojects can
be completed faster and at a lower cost. Studies Bhown that
Lean management is effective in reducing projedayde and
improving resource allocation, particularly in pigbl
infrastructure projects (Liker & Meier, 2016).
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2. Another popular methodology i&gile management which is
highly adaptive and allows project teams to respswiitly to
changes. Agile promotes iterative development, Wwini@ans the
project is divided into smaller, manageable phades are
completed in cycles. This ensures continuous imgmmnt and
quicker decision-making, which is essential in prlgrojects
where policy changes or stakeholder demands céinoser time
(Righy, Sutherland, & Takeuchi, 2016). Agile alsostkers
collaboration among teams and stakeholders, creatiieedback
loop that enables adjustments without major disongt to the
project timeline or budget.

3. Stakeholder collaboration is a critical aspect of strategic
optimization. Public project managers need to eegaith a
variety of stakeholders, from government agen@esommunity
groups, to ensure that project goals align withliputeeds and
expectations. This engagement can be enhanced Img us
technology toolsto collect and share real-time data, which
allows stakeholders to make informed decisions dase the
most up-to-date information (Rodriguez-Segura ¢t28i20). For
example, Geographic Information Systems (GIS) amnddiBg
Information Modeling (BIM) are technologies thabpide visual
data representation, helping to reduce misundeistge and
delays caused by information gaps.

4. Additionally, these methodologies enable public jerb
managers to makdata-driven decisionsby leveraging real-time
analytics to evaluate trade-offs and risks effatyivThis reduces
the uncertainty inherent in public projects andow# for
adjustments that can prevent wasteful expenditdsea result,
projects not only achieve their goals more effidignbut they
also creat@reater public value which is a primary objective of
public sector initiatives (Kaplan & Norton, 2008).

In conclusion, the application of Lean and Agilethaglologies, along
with collaborative stakeholder engagement and tbe of advanced
technology, can significantly enhance the efficiené public projects.
These strategies not only streamline processesalsot ensure that
public resources are used in a way that maximizdsev However,
challenges such as resistance to change and theleayn of

stakeholder management still pose barriers toofatimization.

SELF-ASSESSMENT EXERCISE 2

| Optimizing Resource Allocation for Government laitves
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The unit discussed the Background to Public Projdeihagement,
exploring its origins, principles, and the framelrsed to manage
public sector projects effectively. It emphasizebdeTImportance of
Public Project Management, highlighting its roleeimsuring successful
project execution, accountability, and public valuereation.
Additionally, the unit examined The Role of Puldimject Management
in Resource Allocation, focusing on the efficiemtdbution of limited
resources to meet public needs. Lastly, it cov€@ptimizing Resource
Allocation for Government Initiatives, discussirigasegies to maximize
the use of resources for various government prajeensuring
efficiency, effectiveness, and sustainability irbjixi project outcomes.

In summary, the role of public project managememt resource

allocation includes needs assessment, resourceitBpassessment,
prioritization, forecasting, and monitoring and lexsion. By applying

these methodologies, public project managers ertbateresources are
deployed in a manner that maximizes public valualevhemaining

adaptable to changing circumstances.

N

Kaplan, R. S., & Norton, D. P. (2008)he execution premium: Linking
strategy to operations for competitive advantage. Harvard
Business Press.

1.7 References/Further Readings/Web Resources Cents

Liker, J. K., & Meier, D. (2016)The Toyota Way: Lean leadership.
McGraw-Hill Education.

Rigby, D. K., Sutherland, J., & Takeuchi, H. (201&mbracing agile.
Harvard Business Review, 94(5), 40-50.

Rodriguez-Segura, E., Lopez-Martinez, J., Lopeztshon J. R., &
Sebastian-Pérez, E. (2020). GIS-BIM based framewfmnk
collaborative real-time assessment in public ptsjeutomation
in Construction, 112, 103093.

Cleland, D. 1., & Ireland, L. R. (2015Rroject management: Strategic
design and implementation. McGraw-Hill Education.

Heldman, K. (2018).Project management jumpstart. John Wiley &
Sons.

Kerzner, H. (2021).Project management best practices: Achieving
global excellence. John Wiley & Sons.

202



PAD 402 PUBLIC PROJECT MANAGEMENT & ANALYSIS

Larson, E., & Gray, C. (2020Project management: The managerial
process. McGraw-Hill Education.

Pinto, J. K. (2019).Project management: Achieving competitive
advantage. Pearson.

Anderson, R., & Jones, M. (2022)tansparency and accountability in
public sector projects. Public Management Review, 24(5), 879-
898.

Clarke, L., & Higgs, A. (2020).Governance in public project
management: A practical guide. Journal of Public
Administration, 35(4), 345-367.

Grimshaw, J., & Donovan, P. (2019hallenges in public sector
project management. International Journal of Project
Management, 37(7), 1047-1056.

Kumar, P., & Patel, S. (2023performance audits and accountability in
public projects. Government Finance Review, 47(2), 112-120.

Lindholm, H. (2021).Sakeholder engagement in public projects: A
review. Journal of Public Policy, 41(3), 509-523.

Smith, A., Roberts, C., & Lee, D. (2021)egal and regulatory
frameworks in public project management. Public Administration
Quarterly, 44(1), 29-42.

Abdu, M. A., & Ahmad, Z. K. (2023). Managing Comgity in Public
Sector Projects: The Role of Dynamic Project Managya
Approaches.International Journal of Public Administration,
46(3), 210-230.

Al-Turki, S. H. (2020). Resource Allocation and Eeting in Public
Sector Projects: A Case Studypurnal of Government Financial
Management, 34(1), 45-58.

Baird, J., & Zelin, R. (2019). The ConsequencesMigallocation in
Public Sector Projects: Insights from InternatioGalse Studies.
Public Sector Review, 27(2), 111-123.

Bennett, P., & James, C. (2022). Public Trust argjelet Management
Transparency: The Role of Communication in Govemme
Projects.Journal of Public Administration and Policy Research,
40(4), 180-195.

203



PAD 402 PUBLIC PROJECT MANAGEMENT & ANALYSIS

Ebrahim, A., & Masud, M. (2021). Public Project Maement and
Societal Impact: A Framework for Decision-Makintpurnal of
Public Policy and Management, 19(2), 75-98.

Khalil, R., & Mehmood, S. (2021). Monitoring and &wation in Public
Sector Projects: Ensuring Accountability and Propése of
Funds.Journal of Public Sector Management, 15(3), 210-223.

Uddin, M., & Rahman, K. (2022). Challenges in Pal8iector Funding:
The Role of Strategic Investment Model(Slobal Journal of
Public Financial Management, 17(1), 54-68.

u:iZ.S Possible Answers to SAEs

Answer to SAEs 1

The role of Public Project Management in resourcesllocation

Allocating resources in governmental structures complex endeavour

that demands the application of public project ngenaent

methodologies.

1. Public project managers are responsible forraeteng resource
needs, creating assessments of resource capabidiid ensuring
that those resources are deployed in a way thatesewith
strategic objectives and public priorities. Thiguiges generating
forecasts of need, and exercising flexibility inettiace of
changing dynamics in public service environmentse Practice
of allocating resources in ways that make the nobsivailable
resources enables the achievement of public value.

2. Public project management plays a critical raleresource
allocation within governmental structures, ensutimgf resources
are effectively utilized to achieve public valuené of the
primary roles of public project management in reseu
allocation isneeds assessmenPublic project managers evaluate
the specific requirements of each project by anatythe scope,
objectives, and expected outcomes. This proces®lvies
identifying the types of resources necessary, sashhuman
capital, financial support, and technological istracture, to
meet project goals (Cleland & Ireland, 2015). Tiglouneeds
assessment, public managers can pinpoint gaps Hochte
resources in a way that maximizes efficiency anadlipibenefit.

3. Another essential role resource capability assessmenPublic

project managers must evaluate the availabilitypacdy, and
suitability of the resources at their disposal. sThnvolves
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determining whether existing resources can meetiéneands of
the project or if additional resources need to becyred. In
governmental structures, this often includes coltabng with
various departments and agencies to pool resouncesdirect
them from less urgent projects (Kerzner, 2021). &gessing
resource capabilities, public project managers rensthat
resources are appropriately matched with projeanatels,
reducing waste and enhancing productivity.

Answer to SAEs 1
Optimizing Resource Allocation for Government Initiatives

1.

Strategic optimization in project management olags
implementing methodologies aimed at enhancing speedcing
costs, and minimizing waste. For public project agers, this
requires a precise approach to project scope tefiniand
execution to meet objectives in the most efficienanner
possible. One commonly used methodology Isean
management which focuses on eliminating waste (activitieatth
do not add value) in processes. By streamliningkflmrs and
ensuring that only essential steps are includedlipprojects can
be completed faster and at a lower cost. Studies Bhown that
Lean management is effective in reducing projedayde and
improving resource allocation, particularly in pigbl
infrastructure projects (Liker & Meier, 2016).

Another popular methodology Agile management which is

highly adaptive and allows project teams to respswiitly to

changes. Agile promotes iterative development, Wwin@ans the
project is divided into smaller, manageable phades are
completed in cycles. This ensures continuous imgmmnt and
quicker decision-making, which is essential in pulgrojects
where policy changes or stakeholder demands céinoser time
(Righy, Sutherland, & Takeuchi, 2016). Agile alsosters
collaboration among teams and stakeholders, ceeatiieedback
loop that enables adjustments without major disongt to the
project timeline or budget.

Stakeholder collaboration is a critical aspect of strategic
optimization. Public project managers need to eegafth a
variety of stakeholders, from government agen@esommunity
groups, to ensure that project goals align withliputeeds and
expectations. This engagement can be enhanced Img us
technology toolsto collect and share real-time data, which
allows stakeholders to make informed decisions dase the
most up-to-date information (Rodriguez-Segura.efal0)
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UNIT 2 PUBLIC PROJECT MANAGEMENT: KEY
ASPECTS AND METHODOLOGIES

Unit Structure

2.1  Introduction
2.2  Learning Outcomes
2.3 Planning in Public Project Management
2.3.1 Public Projects Execution
2.3.2 Monitoring and Controlling in Public Projédanagement
2.3.3 Managing Resources in Public Project Managgm
2.3.4 Managing Timelines in Public Projects
2.3.5 Managing Budgets in Public Project Managdmen
2.4  Ensuring Transparency and Accountability iblleuProjects
2.5  Stakeholder Involvement in Public Project Mzaraent
2.6  Summary
2.7 References/Further Readings/Web Resourceisnt
2.8 Possible Answers to SAEs

&
@2.1 Introduction

The unit will provide a detailed explanation of RabProject
Management, covering key aspects such as plannexgcuting,
monitoring, and controlling public sector projectd. will explore
methodologies for managing resources, timelines, laundgets, while
ensuring transparency, accountability, and stakigmoinvolvement in
the successful completion of public projects.

@ 2.2

By the end of this unit, you should be able to:

Learning Outcomes

. Explain the term planning in Public Project Managem

. Describe the concept of Public Projects Execution

. Discuss the concept of Monitoring and Controlling Public
Project Management

. Explain the term Managing Resources in Public Rtoje
Management

. Examine the Managing Timelines in Public Projects

. Discuss the ways of Managing Budgets in Public dttoj
Management

. Expalin the concept of Transparency and Accouritgbin

Public Projects
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2.3 Public Project Management: Key Aspects and
Methodologies

2.3.1 Planning in Public Project Management

Public project management begins with a detailadmihg phase, where
project goals, objectives, and deliverables ararbledefined. In the

context of public sector projects, this phase imesl aligning the

project’s goals with the government’s strategicechyes and public
needs. The planning process also involves the ifdetion of the

stakeholders and beneficiaries, assessing projeetsitility, risk

analysis, and the allocation of resources. A sthgyAigbavboa and
Thwala (2017) emphasized that planning in publ@guts is critical for

avoiding delays and budget overruns, particularly imfrastructure

projects. Planning also includes the developmena oletailed project
roadmap that outlines tasks, responsibilities, limee, and budgetary
requirements (Osei-Kyei & Chan, 2018). Effectivarpling ensures that
public projects stay aligned with policy objectiyestakeholder

expectations, and legal frameworks.

2.3.2 Public Projects Execution

The execution phase of public project managemerthmes the actual
implementation of the project plan. During this gharesources are
mobilized, tasks are assigned to project teams,paojgct activities are
carried out. A study by Flyvbjerg (2016) assesseéd tommon
challenges faced during the execution phase ofi@uiobjects, noting
that many public sector projects encounter issweh @s inefficient
resource allocation, lack of skilled labor, and pooordination among
stakeholders. The execution phase also requiregar@rcommunication
among project teams and stakeholders to ensuré¢hharoject stays on
track. Public projects, particularly large infragtture projects, are often
executed in phases, with each phase being moniferedompliance
with the initial plan, and adjustments are madeesessary to address
challenges or unforeseen circumstances (AgyekumsktenKnight, &
Coffey, 2017).

SELF-ASSESSMENT EXERCISE 1

i. Explain the tem Planning in Public Project Mgament
ii. Describe the Public Projects Execution
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2.3.3 Monitoring and Controlling in Public Project Management

Monitoring and controlling are crucial for ensurititat public projects
stay within their scope, time, and budget constsaiThis phase
involves the continuous oversight of project atida to identify

deviations from the plan and implementing corrextactions where
necessary. Monitoring tools such as key performandieators (KPIs),
earned value management (EVM), and regular progegests are often
used to track project performance (lka, Diallo, &ufllier, 2012).

According to Osei-Kyei and Chan (2018), in publiect®r projects,
monitoring is critical for ensuring accountabilignd transparency.
Public projects are often subject to scrutiny byersight bodies, and
maintaining accurate records and reporting progresgularly is

essential for demonstrating compliance with legald aregulatory
requirements. Controlling mechanisms are put ircelto ensure that
any risks or issues identified during the monitgriprocess are
addressed promptly to avoid project delays or ocestruns.

2.3.4 Managing Resources in Public Project Managesnt

Effective resource management is a fundamentakasp@ublic project
management, as public sector projects often invosignificant

investments in human, financial, and material reseai According to
Kerzner (2017), resource management involves ttienapallocation of

available resources to achieve project objectivespublic projects,
resource management is often complicated by burattigrocedures
and the need to comply with public procurement l&gns. Ensuring
the efficient use of resources is critical for ntaining public trust, as
inefficient resource management can lead to wastegeuption, and
project failures (Flyvbjerg, 2016). Resource mamagyet also includes
human resource management, where project managestsemsure that
the project team has the necessary skills, trajnamgl motivation to
complete the project successfully.

2.3.5 Managing Timelines in Public Projects

Managing timelines in public projects is essenf@ ensuring that
projects are completed on schedule. Time managenrerdlves
developing a detailed project schedule, identifykey milestones, and
setting deadlines for the completion of variousjgebtasks. According
to lka et al. (2012), delays in public sector petgeare common due to
various factors, including bureaucratic red tapeprpcoordination
among stakeholders, and unforeseen challengesasuemvironmental
or legal issues. To mitigate delays, public projeetnagers use project
management tools such as Gantt charts and crgatal method (CPM)
to track progress and ensure that deadlines are Higctive time
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management in public projects also involves fldiini where project
managers adjust schedules when necessary to acaaterchanges or
address unexpected challenges (Osei-Kyei & ChatB)20

2.3.6 Managing Budgets in Public Project Managemen

Budget management is a critical aspect of publiggot management, as
public sector projects are often funded by taxpayemey. Public
projects must adhere to strict budgetary conssaiand any cost
overruns or misallocation of funds can lead to udlistrust and loss of
credibility. According to Aigbavboa and Thwala (201 effective
budget management involves developing a detailege@r budget that
outlines all expected costs, including labor, matgy equipment, and
contingency funds for unforeseen expenses. Budgetagement also
involves regular financial reporting and audits elosure that project
expenditures align with the approved budget. In lipulprojects,
transparency in budget management is crucial, bBicpsector projects
are often subject to scrutiny by government auslitord anti-corruption
bodies (Flyvbjerg, 2016).

2.4  Transparency and Accountability in Public Progcts

Transparency and accountability are fundamentaicypies in public

project management, as public sector projects @ndefd by taxpayer
money and directly impact citizens' lives. A studly Osei-Kyei and

Chan (2018) emphasized the importance of transpgrém project

planning, execution, and reporting to build pulitiest. Public projects
must adhere to legal and regulatory frameworks, @ogect managers
are required to report regularly on project progyésidget expenditures,
and challenges faced during the project. Accouhtahbinechanisms,

such as internal and external audits, are oftenrpplace to ensure that
public funds are used efficiently and that projeatcomes meet the
expected standards (Flyvbjerg, 2016). Stakeholdeslvement is also
critical for ensuring accountability, as stakehoédecan provide

oversight and input into project decisions, engurthat the project
meets the needs and expectations of the public.

2.5 Stakeholder Involvement in Public Project Mangement

Involving stakeholders in public project managementessential for
ensuring that public projects meet the needs ottmmunity and align
with government policies. Stakeholders in publiojects include
government agencies, local communities, contractaaed non-
governmental organizations (NGOs). A study by Ikaaé (2012)
highlighted that stakeholder involvement is cruda gaining public
support for the project, addressing community comgeand ensuring
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that the project has a positive social and envimma impact.
Stakeholder involvement also enhances transpar@mtyaccountability,
as stakeholders can provide input into project dleas and monitor
project progress.

SELF-ASSESSMENT EXERCISE 2

i. Explain the concept of Managing Timelinesimblic Projects

ii. Discuss the ways of Managing Budgets in PubRkecoject
Management

19

2.6 Summary

The unit examined Public Project Management by @xml essential
components including planning, execution, monitgyiand control of
public sector projects. It delved into methodolsgifor managing
resources, timelines, and budgets effectively. Aadidally, it

emphasized ensuring transparency, accountabilityd aactive
stakeholder engagement, which are critical forsilnecessful completion
of public projects.

N

Agyekum-Mensah, G., Knight, A., & Coffey, C. (201 Bxamining the
challenges of managing large infrastructure preject
International Journal of Project Management, 35(4), 624-634.
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u::Z.S Possible Answers to SAEs

Answers to SAEs 1

Planning in Public Project Management

Public project management begins with a detailadmihg phase, where
project goals, objectives, and deliverables ararbledefined. In the
context of public sector projects, this phase imesl aligning the
project’s goals with the government’s strategicechyes and public
needs. The planning process also involves the ifdetion of the

stakeholders and beneficiaries, assessing projeetsitility, risk

analysis, and the allocation of resources

Public Projects Execution

The execution phase of public project managemertlwes the actual

implementation of the project plan. During this gharesources are
mobilized, tasks are assigned to project teams,paojgct activities are
carried out. A study by Flyvbjerg (2016) assesseéd tommon

challenges faced during the execution phase ofi@uiobjects, noting

that many public sector projects encounter issweh @s inefficient

resource allocation, lack of skilled labor, and pooordination among
stakeholders.

Answers to SAEs 2

Managing Timelines in Public Projects

Managing timelines in public projects is essenf@ ensuring that
projects are completed on schedule. Time managenrerdlves
developing a detailed project schedule, identifykey milestones, and
setting deadlines for the completion of variousjgebtasks. According
to lka et al. (2012), delays in public sector petgeare common due to
various factors, including bureaucratic red tapeprpcoordination
among stakeholders, and unforeseen challengesasuemvironmental
or legal issues.

Managing Budgets in Public Project Management

Budget management is a critical aspect of publiggot management, as
public sector projects are often funded by taxpayemey. Public
projects must adhere to strict budgetary conssaiand any cost
overruns or misallocation of funds can lead to udlistrust and loss of
credibility. According to Aigbavboa and Thwala (201 effective
budget management involves developing a detailege@r budget that
outlines all expected costs, including labor, matsy equipment, and
contingency funds for unforeseen expenses
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UNIT 3 SOCIAL COST BENEFIT ANALYSIS (SCBA)
Unit Structure

3.1 Introduction

3.2  Learning Outcomes

3.3 Introduction to Social Cost Benefit Analysis

3.3  Features of Social Cost Benefit Analysis (SCBA)

3.4  Procedure of Social Cost Benefits Analysis

3.5 Rationale FOR SCBA

3.6  UNIDO Approach for Measuring SCBA

3.7 Summary

3.8  References/Further Readings/Web Resources

3.9 Possible Answers to Self-Assessment Exercisefff)in the
content

VT
@3.1 Introduction

This unit covers the concept of Social Cost-Bengfialysis (SCBA) in

Public Project Management. It includes the defomtiwhich explains
SCBA as a method for evaluating the economic, $océnd

environmental impacts of public projects. The uomtlines key
components such as costs, benefits, and exteesal@mphasizing its
significance for decision-making. It highlights tfeatures of SCBA and
explores the UNIDO approach for measuring SCBA. Thgonale

behind SCBA is discussed, stressing its importancevaluating the
broader impact of projects. Finally, the procedofreonducting SCBA
is explained, detailing the steps involved in thalgsis

G,

By the end of this unit, you should be able to:

Learning Outcomes

. Define the concept of Social Cost Benefit Analf{SEBA)

o Explain the concept Social Cost-Benefit Analysi<CB3\) in
Public Project Management

. Outline and explain the Components of Social Ca=tit

Analysis

Explain the Significance of Social Cost-Benefit Aysis

Itemize Features of Social Cost-Benefit Analysis

Explain Procedure of Social Cost Benefits Analysis

Outline the Rationale FOR SCBA

Explain the UNIDO Approach for Measuring SCBA
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Social Cost Benefit Analysis (SCBA)

3.3.1 Definition of Social Cost-Benefit AnalysisSCBA) in Public
Project Management

The term social cost refers to all those harmfuhsemuences and
damages which the community on the whole sustams aesult of
productive processes and for which private entreguwes are not held
responsible. Social cost benefit analysis is a otkitogy developed for
evaluating investment projects from the point @wiof the society as a
whole.

In Social-Cost Benefit Analysis the focus is oniabcosts and benefits
of a project. These often tend to differ from thests incurred in
monetary terms and benefits earned in monetarystégnthe project.

Social Cost-Benefit Analysis (SCBA) is an evaluatimethod used to
assess the overall value of a public project bymamng the social costs
and benefits derived from it. Unlike traditional stdenefit analysis
(CBA), which primarily focuses on the financial economic benefits,
SCBA also includes non-monetary factors, such agr@mmental,

social, and community impacts. A study by Misham &uah (2020)
defines SCBA as a systematic approach to calcglaimd comparing
the benefits and costs of a project in terms ahifgact on the welfare of
the society, taking into account externalities th#fect stakeholders
beyond the financial realm.

SCBA is essential in public project management bseamany
projects—such as infrastructure development, healéh systems, and
educational reforms—directly affect the public abdoader social
systems. Public sector projects often have sigmtiexternalities, and
SCBA helps quantify these to ensure that projettaues align with
the societal objectives of equitable growth andasnability (Mishan &
Quah, 2020).

SELF-ASSESSMENT EXERCISE 1

Define term the Social Cost-Benefit Analysis (SCBAPublic Project
Management

3.3.2 Components of Social Cost-Benefit Analysis

1. Identification of Costs and Benefits
SCBA begins with identifying all the possible coatsd benefits
associated with the public project. According tostady by
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Boardman et al. (2018), these costs and beneétaatrrestricted
to monetary values but include social and enviramalefactors.
This includes both tangible costs, such as construcand
operation, and intangible costs, like environmedggradation or
displacement of communities. Benefits may includgroved
quality of life, reduced poverty, and enhanced ao&quity
(Boardman et al., 2018).

2. Monetization of Social Impacts
Once the costs and benefits are identified, theygaiantified in
monetary terms to allow for comparability. A stubdy Pearce,
Atkinson, and Mourato (2019) explains that thigstés complex
due to the challenge of assigning monetary valuetangible
elements such as ecosystem services or socialyedarious
methods, such as contingent valuation or revealef@ence, can
be used to assign value to these social impacte¢@eAtkinson,
& Mourato, 2019).

3. Discounting Future Costs and Benefits
Future costs and benefits are discounted to presdoe terms
using a social discount rate. A study by Layard2(®0suggests
that choosing an appropriate discount rate is afwas it affects
the valuation of long-term projects like climateanolge initiatives.
Lower discount rates are often favored for publigjgcts due to
their long-term social significance (Layard, 2020).

4. Net Present Value (NPV) Calculation
After monetizing and discounting, the Net Preseatu€ (NPV)
is calculated. This is done by subtracting the gmes/alue of
costs from the present value of benefits. Accordm@oardman
et al. (2018), a positive NPV indicates that thejgut is socially
beneficial, while a negative NPV suggests it wifipose more
costs than benefits on society.

5. Sensitivity Analysis
A study by Sugden and Williams (2021) highlightse th
importance of conducting a sensitivity analysis test how
different assumptions—such as discount rates, tiofla or
growth rates—affect the outcome of the SCBA. Thimponent
helps policymakers understand the potential risid \aariability
associated with the project.

3.3.3 Significance of Social Cost-Benefit Analysis

SCBA plays a crucial role in ensuring that pubésaurces are allocated
efficiently, with the goal of maximizing social wate. A study by
Mishan and Quah (2020) points out that SCBA helpsision-makers
evaluate whether a project provides a net beregotiety by capturing
both direct and indirect impacts, including extdities. For example, a
highway project may lead to economic growth, bubitld also increase
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pollution and disrupt local communities. SCBA helpalance these
factors by assigning them comparable values (Migh&uah, 2020).

In terms of social equity, SCBA ensures that pitsjedo not
disproportionately benefit one segment of the pafjph at the expense
of others. According to Pearce et al. (2019), ibvas for a more
comprehensive analysis that includes marginalizedgs, ensuring that
the project outcomes contribute to inclusive depelent and reducing
inequalities.

Prospects of Social Cost-Benefit Analysis

As public projects become more complex and involdeerse
stakeholders, the need for SCBA will continue tovgr A study by
Sugden and Williams (2021) suggests that SCBA isoimng
increasingly integrated with sustainability framels) particularly in
sectors such as climate change, healthcare, araoh widvelopment. As
the demand for sustainable development grows, SGBlAbe used to
evaluate the long-term impacts of projects on Rigenerations (Sugden
& Williams, 2021).

Furthermore, advancements in data analytics ancimadearning are
likely to enhance the accuracy of SCBA models. Adow to Layard

(2020), future SCBA will benefit from real-time daand predictive

modeling, allowing for more dynamic assessmentsamial impacts.

This will improve the precision with which futureefits and costs are
estimated, making SCBA an even more valuable tooptiblic project

management.

Conclusion

Social Cost-Benefit Analysis is an indispensabl@ io public project

management, helping policymakers make decisionaihaimize social

welfare by considering both economic and non-ecaonampacts. By

identifying and monetizing both tangible and intiohg costs and

benefits, SCBA ensures that public projects delieguitable and

sustainable outcomes. Its significance lies inaltdity to account for

externalities, provide comprehensive project ewauna, and guide
resource allocation in a way that benefits sociaty a whole. The
prospects for SCBA are bright, with technologicav@acements and an
increased focus on sustainability likely to enhaitseapplication in

future public projects.

3.3.4 Features of Social Cost-Benefit Analysis
1. Assessing the desirability of projects in thbl, as opposed to
the private sector.

2. Identification of costs and benefits
3. Measurement of costs and benefits.
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4. The effect of risk and uncertainty in investinappraisal.
5. Presentation of results-the investment criterio

3.3.5 Procedure of Social Cost Benefits Analysis:

The objective of social cost-benefit analysis 1s,its widest sense, to
secure and achieve the value of money in econoifdcbly simply
evaluating the costs and benefits of alternativenemic choices and
selecting an alternative which offers the largesthenefit.

1 Estimates of costs and benefits which will aecto the project
implementing body.

2 Estimates of costs and benefits which will aectol individual
members of society as consumers or as supplidestr input.

3 Estimates of cost and benefits which will accriee the
community

4 Discounting the costs and benefits which acower a period of

time to determine the feasibility of the project.
3.4 Rationale FOR SCBA

In SCBA the focus is on the social costs and benefi the project.
These often tend to differ from the monetary caesid benefits of the
project. The principal sources of discrepancy are:

1. Market Imperfections. Market prices, which form the basis for
computing the monetary costs and benefits fronpthet of view
of the project sponsor, reflect social values amyler conditions
of perfect competition, which are rarely. When imipetions
exist, market prices do not reflect social valu€se common
market imperfections found in developing countaes:

(1) Rationing
(i)  Prescription of minimum wage rates, and
(i)  Foreign exchange regulation

2. Externalities: A project may have beneficial external effectst Fo
example, it may create certain infrastructural liées like roads
which benefit the neighboring areas. Such benafisconsidered
in SCBA, though they are ignored in assessing tlomatary
benefits to the project sponsors because they toeceive any
monetary compensation from those who enjoy thiserexd
benefit created by the project. Likewise, a projeay have a
harmful external effect like environmental pollutioln SCBA,
the cost of such environmental pollution is reldydnough the
project sponsors may not incur any monetary costs.

3. Taxes and Subsidies: From the private poinviel, taxes are
definite monetary costs and subsidies are defiaaetary gains.
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3.5

From the social point of view, however, taxes anldsgdies are
generally regarded as transfer payments and heowsidered
irrelevant.

Concern for Savings: Unconcerned about howbésefits are
divided between consumption and savings, a prifiate does

not put differential valuation on savings and conption. From

a social point of view, however, the division ofleéits between
consumption and savings is relevant, particulamlythie capital-
scarce developing countries. A rupee of benefiedas deemed
more valuable than a rupee of benefits consumed.

Concern for Redistribution: A private firm doest bother how
its benefits are distributed across various graapthe society.
The society, however, is concerned about the digion of
benefits across different groups. A rupee of bergding to an
economically poor section is considered more vdaudban a
rupee of benefit of going to an affluent section.

Merit Wants: Goals and preference not expressatie market
place, but believed by policy makers to be in #wgeér interest,
may be referred to as merit wants. For example gtheernment
may prefer to promote an adult education prograntineeigh
these are not sought by consumers in the markeg pla

UNIDO Approach for Measuring SCBA

UNIDO stands for United Nations Industrial Develagmh Organisation
Approach. Towards the end of the 2960s and in #e €970s two
principal approaches for Social Cost Benefit Anslysmerged: the
UNIDO approach and the Little-Mirrlees approache THNIDO method
of project appraisal involves five stages:

1.

2.

3.

ok

Calculation of financial profitability of thergect measured at
market prices.

Obtaining the net benefit of project measuredterms of
economic prices

Adjustment for the impact of the project on iegg and
investment.

Adjustment for the impact of the project oname distribution.
Adjustment for the impact of project on mewibgs and demerit
goods whose social value differ from their econowailues.

Calculation of financial profitability of thergect measured at
market prices: Stage first of the UNIDO approacltascerned
with the determination of the net benefit of thejpct measured
at market prices.
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2.

Net Benefit in terms of economic prices: Stag® of the

UNIDO approach is concerned with the determinatbthe net

benefit of the project in terms of economic pricedso referred

to as shadow prices. The UNIDO approach suggese gources

of shadow pricing, depending on the impact of thejgzt on

national economy. A project as it uses and produessurces

may for any given input or output

(1) Increase or decrease the total consumption the
economy.

(i)  Increase or decrease production in the ecgnom

(i)  Decrease imports or increase imports

(iv)  Increase exports or decrease exports.

Adjustment for the impact of the project on iegg and

investment: Most of the developing countries facaraty of

capital. Stage three of the UNIDO method, concemvil this,

seeks to answer the following questions:

0] Given the income distribution impact of theopct what
would be its effect on savings.

(i)  What is the Value of such savings to the sty@

Adjustment for the impact of the project ondnme Distribution
impact: Many governments regard redistribution @éome in
favour of economically weaker sections as a sqgcidéisirable
objective. Due to practical difficulties in pursgithe objective of
redistribution entirely through the tax, subsidydatransfer
measurers of the government, investment projeces aso
considered as instruments for income distributiord aheir
contribution toward this goal is considered in theialuation.

Adjustment for the impact of project on mentlademerit goods:
In some case, the analysis has to be extended thestage four
to reflect the difference between the economic eadnd social
value of resources. The difference exists in theecaf merit
goods and demerit goods. A merit goods is one foichvthe
social value exceeds the economic value. For examamountry
may place higher social value than economic vatuproduction
of oil because it reduces dependence on foreigpliggp In case
of demerit good, the social value of the good wsl¢han its
economic value.

SELF-ASSESSMENT EXERCISE 2

Q1 what is Public project
Q2 Identified the Components of a Public Project
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|V<f/|
3.6  Summary

This unit covers the concept of Social Cost-Bengfialysis (SCBA) in
public project management, which evaluates bothctdsts and benefits
of projects from a societal perspective. It inclei@®mponents such as
economic, environmental, and social impacts. Theitance of SCBA
lies in its ability to guide decision-making forcsally optimal projects.
Key features include quantifying non-market effeeisd long-term
impacts. The UNIDO approach emphasizes measurin@AS@r
development projects. The rationale for SCBA igtgure resources are
allocated efficiently. The procedure involves iditg costs/benefits,
quantifying them, and conducting a net presentevahalysis.

N

Boardman, A. E., Greenberg, D. H., Vining, A. R.,VEeimer, D. L.
(2018). Cost-benefit analysis: Concepts and practice. Cambridge
University Press.
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u:iB.S Possible Answers to SAEs

Answers to SAEs 1

Definition of Social Cost-Benefit Analysis (SCBA)n Public Project
Management

The term social cost refers to all those harmfuhsemuences and
damages which the community on the whole sustams aesult of
productive processes and for which private entreguwes are not held
responsible. Social cost benefit analysis is a oukifogy developed for
evaluating investment projects from the point @wiof the society as a
whole
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Social Cost-Benefit Analysis (SCBA) is an evaluatimethod used to
assess the overall value of a public project bymamng the social costs
and benefits derived from it. Unlike traditional stdenefit analysis
(CBA), which primarily focuses on the financial economic benefits,
SCBA also includes non-monetary factors, such agr@mmental,
social, and community impacts.

Procedure of Social Cost Benefits Analysis:

The objective of social cost-benefit analysis 1s,its widest sense, to
secure and achieve the value of money in econoifdcbly simply
evaluating the costs and benefits of alternativenemic choices and
selecting an alternative which offers the largesthenefit.

1 Estimates of costs and benefits which will aecto the project
implementing body.

2 Estimates of costs and benefits which will aectol individual
members of society as consumers or as supplid¢estr input.

3 Estimates of cost and benefits which will accriee the
community

4 Discounting the costs and benefits which acower a period of

time to determine the feasibility of the project.

Rationale FOR SCBA

In SCBA the focus is on the social costs and benefi the project.

These often tend to differ from the monetary castd benefits of the

project. The principal sources of discrepancy are:

1. Market Imperfections. Market prices, which form the basis for
computing the monetary costs and benefits fronpthet of view
of the project sponsor, reflect social values amger conditions
of perfect competition, which are rarely
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UNIT 4 PROJECT PLANNING, ANALYSIS AND
MANAGEMENT

Unit Structure

4.2  Introduction

4.2  Learning Outcomes

4.3  Public Project in the Public Sector
4.3.1 Components of a Public Project
4.3.2 Characteristics of Public Project

4.4  Project Sustainability

4.5 Prospects of Public Projects

4.6  Choice between mutually exclusive projectar@qual life
4.6.1 Optimal Timing
4.6.2 Determination of Economic Life
4.6.3 Interrelationship between investment and nidney

aspects

4.7  Market Risk in Project Analysis

4.8 Firm Risk in Project Analysis

4.9 Summary

4.10 References/Further Readings/Web Resources

4.11 Possible Answers to Self-Assessment Exergise(thin the
content

-
@ 4.1 Introduction

This unit will discuss the concept of public pragm the public sector,
focusing on their definition, components, and cbtmastics. It

highlights the importance of project sustainabilgpd prospects for
public projects. The unit covers decision-makings&lecting mutually
exclusive projects with unequal life spans and aramoptimal timing

and economic life determination. It also addregkesinterrelationship
between investment and financing aspects. Addilipnéne unit delves
into market and firm risks in project analysis, dmagizing how these
factors influence public project implementation a@awaluation.

@ 4.2 Learning Outcomes

At the end of this unit, you should be able to:
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Public Project
4.3.1 Definition of a Public Project in the PublicSector

A public project refers to any initiative undertakby a government
entity or public institution aimed at delivering agts, services, or
infrastructure for the benefit of the public (Zakat, al 2023). These
projects are often financed through public fundshsas taxes, grants, or
international loans and are designed to enhancevétiare of citizens
by addressing their needs, such as healthcareatolctransportation,
and public utilities (Awortwi, 2020). Public projisccan also be initiated
to stimulate economic growth, reduce poverty, @anpote social equity.
The nature and scope of these projects can vamyfisantly depending
on the country’s socio-economic priorities, pobfieenvironment, and
available resources.

Public projects are generally large-scale and kemgr endeavors that
require effective planning, management, and eviaindb achieve their
intended outcomes. Given their scope, public ptsj@tvolve various

stakeholders, including government agencies, coloirsy non-

governmental organizations, and citizens. As sticy demand high
levels of accountability and transparency to ensaé public resources
are used efficiently (Rosenbloom & Kravchuk, 2019).

4.3.2 Components of a Public Project

Identified the Components of a Public Proj&tdkari, et al. 2023):

1. Project Identification and Planning
This is the initial phase where public needs anoblems are
identified, and potential projects are conceivelde Government,
through its various ministries or departments, sss& public
demands and proposes projects that align with maticor
regional development goals (Flyvbjerg, 2018). Atstlstage,
feasibility studies are often conducted to evalulgepracticality,
costs, and potential impacts of the proposed pijec

222



PAD 402 PUBLIC PROJECT MANAGEMENT & ANALYSIS

Project Design and Approval

Once a public project is identified, the design gghdbegins,

involving the creation of detailed plans and speatfons. These
designs must adhere to legal and regulatory framksmo ensure

compliance with government standards. The projelso a
undergoes a rigorous approval process, wherergviewed by

relevant governmental bodies, financial controllensd, in some
cases, the public (Domingues et al., 2021).

Project Financing

Securing funds for public projects is a criticahgmnent. Public
projects are financed primarily through governmeemdgets, but
they can also be supported by international donprsjate
partnerships, or loans from financial institutiossch as the
World Bank or the International Monetary Fund (IMHAJhe
financing process often involves complex negotiaito ensure
that the project’s costs are covered without burdgethe public
sector’s financial health (Gomez-lbéafiez, 2019).

Project Execution

During this phase, the project is implemented atiogr to the
approved design and within the allocated budget.e Th
government usually contracts private firms or puldntities to
carry out the execution. Monitoring mechanisms @rein place

to ensure the project progresses as planned amnestdve any
arising issues (Grimsey & Lewis, 2017).

Project Monitoring and Evaluation

Continuous monitoring is vital to ensure the progays on track
in terms of timelines, costs, and expected outcoiBesluation is
carried out both during and after project completio assess its
overall success, efficiency, and the quality of th&tcomes.
Evaluation also helps to identify any lessons ledrthat can
inform future projects (Li et al., 2020)".

4.3.3 Characteristics of Public Project

Identified Characteristics of Public Project (Zalety al 2023).

(1)
(2)

3)

Objectives: A project has a set of objectieesa mission. Once
the objectives are achieved the project is treasecompleted.
Life cycle: A project has a life cycle. Théelicycle consists of
five stages i.e. conception stage, definition stgganning &
organising stage, implementation stage and comomnisgj stage.
Uniqueness: Every project is unique and no {wojects are
similar. Setting up a cement plant and constructiba highway
are two different projects having unique features.
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(4) Team Work: Project is a team work and it ndiyneonsists of
diverse areas. There will be personnel specializedtheir
respective areas and co-ordination among the @¢ivamsas calls
for team work.

(5) Complexity: A project is a complex set of aittes relating to
diverse areas. (6) Risk and uncertainty: Risk amckrtainty go
hand in hand with project. A risk-free, it only nmsathat the
element is not apparently visible on the surfacd anwill be
hidden underneath.

(7)  Customer specific nature: A project is alwaystomer specific.
It is the customer who decides upon the produdietgroduced
or services to be offered and hence it is the mesipdity of any
organization to go for projects/services that aiged to customer
needs.

(8) Change: Changes occur through out the lifen sjfa project as a
natural outcome of many environmental factors. Thanges
may very from minor changes, which may have vatielimpact
on the project, to major changes which may havegantpact or
even may change the very nature of the project.

(9) Optimality: A project is always aimed at optim utilization of
resources for the overall development of the ecgnom

(20) Sub-contracting: A high level of work in aopect is done
through contractors. The more the complexity of pha&ect, the
more will be the extent of contracting.

(10) Unity in diversity: A project is a complextsef thousands of
varieties. The varieties are in terms of technolaguipment and
materials, machinery and people, work, culture athers.

4.3.4 Project Sustainability

A key consideration for public projects is ensuritieeir long-term
sustainability. This involves planning for the omgp maintenance and
operation of infrastructure, as well as ensurirg gervices continue to
meet the evolving needs of the population (Jiare).e2022).

Significance of Public Projects

I. Economic Growth
Public projects, particularly in infrastructure @&pment (such
as roads, schools, and hospitals), are fundameiniaérs of
economic growth. They improve the efficiency of keis by
reducing transportation costs, increasing accessltieation and
healthcare, and facilitating trade and investmédgef-Kyei &
Chan, 2017).
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4.4.5

Public Welfare

By providing essential services such as clean watectricity,

and healthcare, public projects directly contribidehe welfare
of citizens. These projects address critical issueh as poverty,
health disparities, and access to education, tiemproving the

quality of life for large sections of the populatiqEstache,
2020).

Social Equity

Public projects also aim to reduce inequalitieselbguring that
underserved or marginalized communities receive it@oje
access to services and opportunities. Projectsetiagy rural
development, for example, help bridge the gap betwerban
and rural populations (Domingues et al., 2021).

Job Creation

Public projects often generate significant emplogime
opportunities, both directly and indirectly. Durinige execution
phase, labor is needed for construction, admiristra and
project management. Indirectly, public projectsnsiiate local
economies by creating demand for materials, sesyimed supply
chains (Gomez-lbafiez, 2019).

Improved Governance and Accountability

Successful public projects contribute to better ggoance by
setting a standard for transparency and accouityahil the use
of public resources. By involving multiple stakethels,
including citizens, public projects also promotemderatic
participation and oversight (Grimsey & Lewis, 2017)

Prospects of Public Projects

Innovation and Technology Integration

As public projects evolve, there is an increasirend towards
integrating innovative solutions and new technatsgisuch as
smart city technologies and renewable energy pigjeinto
public service delivery. These advancements cad teamore
efficient and sustainable project outcomes (Jidrag.£2022).

Public-Private Partnerships (PPPs)

A growing prospect for public projects is the exgian of

Public-Private Partnerships (PPPs), where privettos expertise
and capital are leveraged to enhance public prageetution.
PPPs help reduce the burden on government budgetsresure
that projects are delivered on time and within lrid@sei-Kyei

& Chan, 2017).
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iii. Sustainability and Climate Resilience
With climate change becoming a global concern, reutpublic
projects will likely focus more on sustainabilitydh resilience.
Projects designed to improve water management, waie
energy, and urban infrastructure can mitigate timpaicts of
climate change while promoting sustainable develmnfLi et
al., 2020).

iv.  Global Collaboration
International cooperation plays an increasingly antgnt role in
public projects, especially in developing countriéhrough
organizations like the United Nations, World Baakd regional
bodies, countries can access funding, expertiseé,technology
transfer to support large-scale projects (Domingied., 2021).

4.5 Choice between mutually exclusive projects ohequal life

Mutually exclusive projects are those projects a@utvhich we choose
between two projects of an unequal life. For Exam@lpha Ltd. is

considering two machines, A and B. Though desigtiédrently, they

serve the same function. Machine A, cests N75,0@Dlasts for 5 years.
Its annual operating cost will ke N22,000. Machihecists-N50,000 but
lasts for only 3 years. Its annual operating cosit be N20,000.

Assuming discount rate 22% How should Alpha Ltdo@de between
the two machines?

Solutions
Cost of Machine A = 75,000 +229 4 12000 12000
(1.12)1 (1.12)2 (1.12)3
12,000 12,000
(1.12)4 (1.12)5
=228, 260
. _ 15,000 15,000 15,000
Cost of MachmeB-SO,OOOaF)1 + T2 REDE

= 86,030

The present value of costs associated with madBirgelower than that
of machine A. Based on such a comparison, one mgyeathat,
machine B is preferable to machine A. For a praymmparison of the
tow alternative, that have different lives, we haveonvert the present
value of costs into a uniform annual equivalent BJAThe UAE is
simply:

PVCOST
~ PVIFAT,n
The UAE of the two machines is calculated below

UAE
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Machine A UAE = 1;86§§° = 32,804
Machine B UAE = % = 35826

The choice between machines A and B can be maderoparing their
UAE. Since the UAE of machine A is lower than thABJof machines
B, machine A ir preferable to machine B.

4.6  Optimal Timing

In real life, an investment is rarely a "now or @ev proposition.

Typically, it can be undertaken now or at some poihtime in the

future. Given this option, the issue of optimal itig;m assumes

significance. Under conditions of certainty, theim@al timing may be

determined by using the following procedure:

(1) Examine alternative dates when the investnecantbe made.

(i)  Estimate the net future value as of eachralibve date and
convert the same to its current value.

(i)  Choose the timing that has the highest aurralue.

This procedure may be explained with the help ofeaample. Alpha
Ltd. is evaluating different dates for investing anproject. The net
present value for various dates is as follows:

Time Net Future Value{N. In Million)
20
28
33
36
38
Time Net Future Value{N. In Million)
20,000 _
0 iz - 20.0
28,000 _
2 o 25.0
33,000 _
2 - 26.30
36,000 _
3 - 25.62
38,000 _
4 - 24.25

The Optimal timing is year 2 because it maximizesdurrent value
2.6.1 Determination of Economic Life

A distinction may be made between the physicaldifiel the economic
life of an asset. The physical life of an assetesents the number of

years it can be used to produce a certain outpuedpylar maintenance
and repair. The economic life of an asset referthéonumber of years
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the asset should be used to produce a certaintodtpe economic life
of an asset is influenced by the behaviour of dpggaand maintenance
costs on the one hand and capital costs on the.dDerating and
maintaining costs cover labour, material and posvgrenses to operate,
maintains and repair the asset. Capital costs, adferred to as
ownership costs, represent the decline in the vafitiee asset over time.

2.6.2 Interrelationship between investment and finacing aspects

The most commonly followed procedure for capitatidgpeting involves
four steps namely:

a. Forecast the post-tax cash flows of the project

b. Assess the riskiness of the project

C. Estimate the post-tax weighted average cosapital

d. Calculate the net present value.

2.6.3 Inflation and Capital Budgeting

Inflation has been a persistent feature of thealmadiconomy. Hence, it
should be properly considered in capital investnaggraisal. Since the
cost of capital, the discount rate, is typicallypessed in nominal terms,
all the cash flows should also be expressed in nainerms.

2.6.4 International Capital Budgeting

In international capital budgeting we have to compe with the
forecasted exchange rates. Then we have to coalldtte dollar cash
flows into rupees. And then we have to calculatsNet Present Value
in rupees with the help of rupee discount rate.

SELF-ASSESSMENT EXERCISE

| Q1. What are the Special Decision Situations?

4.7  Market Risk in Project Analysis

The critics of project risk approach fall into tooups. These are:

1. Market Risk

2. Firm Risk

3. Market Risk: The market Risk affects all theojpcts in an
industry and not a particular project. The conaaptnarket risk
has been explained with respect to factors whiehbayond the
control of individual corporates. The market riskfurther sub-
divided into:
I Security Market Risk
il. Interest rate Risk
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(i)

(ii)

(iif)

iii. Purchasing Power Risk

Security Market Risk: Often we read in the spaper that the
stock market is in the bear hug or in the bull gilipis indicates
that the entire market is moving in a particularediion either
downward or upward. The economic conditions anditipal
conditions affect the security market. The recessmeconomy
affects the profit prospect of the industry and siheck market.
These factors are beyond the control of the cotpornd
investor. They cannot be entirely avoided by theestor. It
means that the market risk is unavoidable. Theefotbat affect
the stock market are tangible and intangible everig tangible
events are real events such as earthquake, waiticaol
uncertainty and fall in the value of currency. hg#le events are
related to market psychology. The market psychoisgsffected
by the real events

Interest Rate Risk: Interest rate risk is tregiation in the single
period rates of return caused by the fluctuationghie market
interest rate. Most commonly interest rate risleet the price of
bonds, debentures and stocks. The fluctuationshén interest
rates are caused by the changes in the governmenetary

policy and the changes that occur in the interatgtsrof treasury
bills and the government bonds. The bonds issuedthay
government and quasigovernment are considered tshédree.

If the stock market is in a depressed conditiomegtors would

like to shift their money to the bond market, tovdan assured
rate of return. The interest rates not only afféded security

traders but also the corporates bodies who caey thusiness
with borrowed funds. The cost of borrowing wouldrease and a
heavy outflow of profit would take place in the foof interest to

the capital borrowed. This would lead to a reduciio earnings
per share and a consequent fall in the price aksha

Purchasing Power Risk: Variations in returar® caused also by
the loss of purchasing power of currency. Inflatisrthe reason
behind the loss of purchasing power. Purchasingepoisk is the
probable loss in the purchasing power of the retutm be
received. The rise in price penalizes the retuenghé investor,
and every potential rise in price is a risk to theestor. The
Inflation may be demand-pull or cost-push inflatiom the
demand -pull inflation, the demand for goods andises are in
excess of their supply. The cost push inflationtr@sname itself
indicates that the inflation or the rise in pricecdaused by the
increase in the cost. The increase in the costaof material,
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labour and equipment, makes the cost of productigh and
ends in high price level.

SELF-ASSESSMENT EXERCISE

Q1. Define Market Risk in Project Analysis.

4.8 Firm Risk in Project Analysis

Firm risk is unique and peculiar to a firm or adustry. Firm risk stems
from Managerial inefficiency; Technological chanigethe production
process; Availability of Raw Material

Changes in the Consumer Preferences; Labour Preblem

The nature and magnitude of the above- mentionetria differ from

industry to industry, and company to company. Thewe to be

analysed separately for each industry and firmaBhg firm risk can be

classified into:

(1) Business Risk

(i)  Financial Risk

(1) Business Risk: Business risk is that portiohtlee firm risk
caused by the operating environment of the businéasation
that occurs in the operating environment is refidcon the
operating income and expected dividends. The vamah the
expected operating income indicates the busine&s Business
risk is divided into external business risk anceinal business
risk:

(&) Internal Business Risk: Internal business isskssociated
with the operational efficiency of the firm. Theevptional
efficiency differs from company to company. The
efficiency of operation is reflected on the company
achievement of its pre-set goals and the fulfillineinthe
promises to its investors. The various reasonsieirmal
business risk are discussed below:

Fluctuations in the Sales: The sales level hasetonhintained.
Loss of customers will lead to a loss in operatiomaome.
Hence, the company has to build a wide customeg Hasugh
various distribution channels. Big corporates bsdmave long
chain of distribution channel. Small firms oftencka this
diversified customer base.

Research and Development: Sometimes the productgmayut
of style or become obsolescent. It is the managemém has to
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overcome the problem obsolescence by concentratinthe in-
house research and development program.

Personnel Management: The personnel managementheof t
company also contributes of the operational efficie of the
firm. Frequent strikes and lock out result in lafsproduction
and high fixed capital cost. The labour producyiitould also
suffer. The risk of labour management is presetlithe firms.
Fixed Cost: The cost components also generatenaltesk if the
fixed cost is higher in the cost component. Dutiihg period of
recession or low demand for product, the compampaiareduce
the fixed cost. At the same time in the boom peatsd the fixed
factor cannot vary immediately. Thus, the high dixeost
component in a firm would become a burden to tira.fi

Single Product: The internal business risk is higheghe case of
firm producing a single product. Hence, the comp&ag to
diversify the products if it has to face the conip®t and the
business cycle successfully

(b)  External Business Risk: External Risk is tlesuit of
operating conditions imposed on the firm by
circumstances beyond its control. The externabfacare:

Social and Regulatory Factors: This risk is morendustries
related to public utility sectors such as telecdrmanking and
transportation. The government tariff policy of teéecom sector
has a direct bearing on its earnings. Likewise,itherest rates
and the directions given in the lending policieseetf the
profitability of the banks.

Political Risk: Political risk arises out of the afge in the
government policy. With a change in the ruling pathe policy
also changes.

Business Cycle: The fluctuations of the businesdecyead to
fluctuations in the earnings of the company. Reoass the
economy leads to a drop in the output of many itréess The
effects of the business cycle vary from one compargnother

(i)  Financial Risk: It refers to the variabilitgf the income to the
equity capital due to the debt capital. Finands#t m a company
is associated with the capital structure of the pamy. Capital
Structure of the company consists of equity fundd borrowed
funds. The presence of debt and preference cagisallts in a
commitment of paying interest or pre fixed ratedofidend. The
residual income alone would be available to the itgqu
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shareholders. The interest payment affects the patgrthat are
due to the equity investors

SELF-ASSESSMENT EXERCISE

1. What is Public project
2. Identify the Components of a Public Pro

19

4.9 Summary

This unit explores the concept of public projectsthe public sector,
focusing on their definition, components, and cbtmastics. It

highlights the importance of project sustainabilgpd prospects for
public projects. The unit covers decision-makings&lecting mutually
exclusive projects with unequal life spans and aramoptimal timing

and economic life determination. It also addregbkesinterrelationship
between investment and financing aspects. Addilipnéne unit delves
into market and firm risks in project analysis, dmagizing how these
factors influence public project implementation a@awaluation.

N
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Lambert Publishing company. Germany.
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u:i4.11 Possible Answers to SAEs

Answers to SAEs 2

Business risk is divided into external businesk aisd internal business

risk:

(@) Internal Business Risk: Internal business rsslassociated with
the operational efficiency of the firm. The opevatl efficiency
differs from company to company.

Research and Development: Sometimes the productgmaput
of style or become obsolescent. It is the managemém has to
overcome the problem obsolescence by concentratinthe in-
house research and development program.

Personnel Management: The personnel managementheof t
company also contributes of the operational efficie of the
firm. Frequent strikes and lock out result in lafsproduction
and high fixed capital cost. The labour producyiitould also
suffer. The risk of labour management is preseatlithe firms

Fixed Cost: The cost components also generatenaltesk if the
fixed cost is higher in the cost component. Dutiihg period of
recession or low demand for product, the compampaiareduce
the fixed cost. At the same time in the boom peatsd the fixed
factor cannot vary immediately. Thus, the high dixeost
component in a firm would become a burden to tira.fi

Single Product: The internal business risk is higheghe case of
firm producing a single product. Hence, the compdag to
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diversify the products if it has to face the conip®t and the
business cycle successfully

(b)  External Business Risk: External Risk is tlkeult of operating
conditions imposed on the firm by circumstancesohbely its
control. The external factors are:

Social and Regulatory Factors: This risk is moréngustries related to
public utility sectors such as telecom, banking &aghsportation. The
government tariff policy of the telecom sector hadirect bearing on its
earnings. Likewise, the interest rates and thectioes given in the
lending policies affect the profitability of the rides.

Political Risk: Political risk arises out of theastge in the government
policy. With a change in the ruling party, the pglalso changes

Answers to SAEs 2

Public project and Identified the Components of a Bblic Project

A public project refers to any initiative undertakby a government

entity or public institution aimed at delivering ats, services, or
infrastructure for the benefit of the public (Zakat, al 2023). These
projects are often financed through public fundshsas taxes, grants, or
international loans and are designed to enhancevétiare of citizens

by addressing their needs, such as healthcareatolctransportation,

and public utilities (Awortwi, 2020).

Identified the Components of a Public Proj&tdkari, et al. 2023):

1. Project Identification and Planning
This is the initial phase where public needs anoblems are
identified, and potential projects are conceivelde Government,
through its various ministries or departments, e public
demands and proposes projects that align with maiticor
regional development goals (Flyvbjerg, 2018). Atstlstage,
feasibility studies are often conducted to evalulgepracticality,
costs, and potential impacts of the proposed pijec

2. Project Design and Approval

Once a public project is identified, the design gghébegins,

involving the creation of detailed plans and speatfons. These
designs must adhere to legal and regulatory framksmo ensure

compliance with government standards. The projelso a
undergoes a rigorous approval process, wherergviewed by

relevant governmental bodies, financial controllensd, in some
cases, the public (Domingues et al., 2021).
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3. Project Financing

Securing funds for public projects is a criticahgmnent. Public
projects are financed primarily through governmeemdgets, but
they can also be supported by international donprsjate
partnerships, or loans from financial institutiossch as the
World Bank or the International Monetary Fund (IMHJhe
financing process often involves complex negotraito ensure
that the project’s costs are covered without burtdgethe public
sector’s financial health (Gomez-lbéafez, 2019).
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