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Expected value, 372
Explanatory forecasting models, 363
Export diversion of an input, 287
Externalities, 268–271, 274
External risk, 368

Factoring, 248
Factory cost (FC), 79–80, 122–126
Factory margin, 190
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Features of promising opportunities, 35–36
Fees, 251
Final economic appraisal, 342–343
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Financial risk perspectives, 366–367
Financial statements, 83, 127–142. See also

Proforma financial statements
accounting methods, 128
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component overview, 127
debt service schedule, 135–141
and project appraisal, 127

Financing, unconventional, 246–248
Finished product (FP) cost, 79–80
Finished products, 99
First-year return, 189–190
Fixed assets, 88–89
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Flexible maturity loan, 243
Floating-rate notes, 243
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Flows, combining over time, 170–172
Focus (see Strategic Principles)
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Forecasting, 10, 359–364. See also Risk;

Risk assessment
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296–297
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Foreign exchange shadow pricing, 295–297,

305n26
Foreign investors, 398–399
Foreign prices, 86
Forgone marginal production, 293
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Global markets, 284–285

Global pricing framework, 301–303
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Government approvals, 431
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Grace period, 239–240
Graduated payment loan, 243
Grants, 33, 246
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344–345
Gross national product (GNP), 263–264
Gross profit margin (GPM), 157
Guarantees, 383

Hedging with derivatives, 382
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Idea generation, 36–39
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Image of existing enterprise, 395
Impact of project, 10
Implementation constraints, 16
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Implementation planning, 409–437
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contracting, 432
engineering, 427
enterprise formation, 430
management, 412–416, 434–436
management cycle, 416
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project costs, 432
project implementation plan (PIP), 411
resource analysis, 425
responsibility matrix, 420
scheduling, 421–425
technology acquisition and transfer, 437

Implementation scheduling, 421–423
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Import prices, 297
Import substitution, 287
Income flow analysis, 326–331

adjustment for policy goals, 340
direct consumption impact, 337–340
distribution effects, 330–333
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Income statement, 130–135
Incremental analysis, 11
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Indirect taxes, 291

htt
p:/

/w
ww.pb

oo
ks

ho
p.c

om



P1: a/b P2: c/d QC: e/f T1: g

ind JWBT424-Kurowski February 4, 2011 6:58 Printer: Yet to Come

452 INDEX

Industrial policy, 14
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Infrastructure effects, 269–270
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Infrastructure investment projects, 15–17
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Input/output pricing, 85–86, 289–291
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Internally generated funds, 245
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Investment evaluation, 32
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Investment phase, 32
Investment planning infrastructure, 58–59
Investment profile, 39
Investment project, overview, 2, 9
Investment promotion agencies, 58
Investor responsibilities/activities, 413
Invoice discounting, 248

Joint ventures, 203–206, 207
Judgmental forecasts, 361

Knowledge investments, 21

Laboratory tests, 53
Labor costs, 23
Labor shadow pricing, 292–294
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Land acquisition, 428
Leasing, 246
Lender appraisal concerns, 403
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Leverage ratios, 162–164
Life-cycle impacts, 270
Life insurance companies, 242
Linear optimization model, 278–279
Linkages, 269, 274
Liquid assets, 100
Liquidity, 187
Liquidity ratios, 160–161
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Local resource studies, 37
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Macro-micro appraisal, 392–393
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Marginal cost, 118
Marginal utility, 367
Marine inputs, 24–25
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Market analysis, 41
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Marketing studies, 53
Market interventions, 267
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Materials procurement, 428–429
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Micro-level features of opportunities, 35
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184–185
Monitoring, 364
Monopolies, 266
Monte Carlo method, 371
Morphological analysis, 362–363
Multivariate analysis, 386
Mutual funds, 242
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National consultants, 59
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National parameters, 277 (see Shadow
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National resources, 299–301
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and joint ventures, 203–206, 207
in revitalization projects, 214
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short NPV, 379
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Net present value ratio (NPVR), 185–187
Net profit margin (NPM), 158
Network analysis, 423–426
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New markets, 395
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Nontradables, 289–291

Objectives/goals, 26, 29
Objectives of analysis, 276
Ongoing enterprises, 206–218
Operating costs, 81, 122–126
Operating history, 54
Operating profit margin (OPM), 158
Operational risk, 365–366
Operations, 83
Operations phase, 32, 42–43
Opportunities, 394
Opportunity cost of capital, 190
Opportunity screening, 40
Opportunity study, 48–49
Optimization, 47
Optimization study, 50
Order cycle, 106–108
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Outflows, 85, 87
Overhead. See indirect costs
Overseas Private Investment Corporation

(OPIC), 59
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Parameters in analysis, 276
Payback period, 164–169, 379

dynamic, 172
Pension funds, 242
Performance indicators:

dynamic, 169–188
static, 155–169, 187–188

Periodic reports, 37
Permanent and cyclical working capital,

100–101
Perspectives, national vs. project, 277
Physical contingencies, 92
Physical infrastructure projects, 16
Planning horizon, 31, 43–44
Planning timeline, 31
Plant commissioning, 429–430
Plant/equipment replacement costs, 94
Plant machinery/equipment, 89
Political contstraints, 271–272
Policy goals, adjustment for, 340
Political change, 395
Portfolio diversification, 382
Prefeasibility study, 49–50
Preferred shares, 236
Preinvestment phase, 34–42
Preinvestment studies, 46–58
Preliminary (preinvestment) implementation

plan, 411
Preoperational expenditures, 94–97, 98
Preparatory study costs, 94
Price contingencies, 92
Price distortions, 266–272, 326–331
Price/earnings ratios, 201
Price level adjusted loan, 244
Price level risk, 368
Prices, constant vs. current, 85–86, 198–199
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domestic and foreign, 86
market, 85

Pricing bases, 284–285
Pricing conversion and adjustment, 297–299
Pricing decisions, 121–122
Pricing levels, 283–284
Pricing principles. See Economic pricing

principles
Pricing rules summary, 290–291
Primary resource shadow pricing, 292–297
Private sector, economic analysis and, 259
Probability distribution, 370–374

Process of financial analysis, 81–84
Product inventory, 79–80
Production cost (PC), 79–80, 116–122,

122–126, 284
Production function, 20
Production materials, 99
Production plan, example, 117
Product profitability, 137, 141
Profile of investment, 39
Profitability, infrastructure and, 18
Profitability ratios, 157, 190
Proforma financial statements:

accounting systems, 77–81
depreciation methods, 142–147
financial analysis process, 81–84
Financial costs/benefits, 84–87
Investment costs, 87–116
operating costs, 122–126
overview, 75–77
production cost, 116–122
starting inventory balance, 148–150

Project adjustments, 416
Project analysis, systematic, 10–11
Project appraisal, 10, 33, 41–42, 72n23,

391–407
appraisal report, 399–406
caveats for the appraiser, 406
issues to be addressed, 400–405
macro-micro appraisal, 392–393
outline, 400
stakeholder perspectives, 396–397
SWOT analysis, 393–396

Project compatibility, 27
Project definition, 9
Project design and analysis, 41
Project design/study team, 57
Project development process (PDP), 33–43
Project domains, 12–15
Project economic value, 301
Project environment/strategy, 11–33
Project execution, 414
Project financing, 231–255

capital structure, 232–249
cost of capital, 249–255
debt/equity ratios, 232–235
debt finance, 236–248
equity finance, 235–236
institutional financing, 241
overview, 231–232
risk, 235
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Project impacts, 10, 268–271
Project implementation management costs,

94
Project implementation plan (PIP), 411–412
Project implementation process, 416–437

activation, 431–432
activity breakdown structure (ABS),

418–421
checklist of implementation costs, 439,

440–442
construction and installation, 429
construction management, 434–436
construction project planning, 418
consultants, 428
contracting, 432–433, 434, 435
contractors, 428
contract standards, 437
cost estimation of implementation, 432
enterprise formation, 430
government approvals, 431
implementation budget, 437–438
implementation scheduling, 421–423
land acquisition, 428
legal framework, registration, and

authorization, 430–431
management team, 416–417
materials and services procurement,

428–429
network analysis, 423–426
planning, budgeting, monitoring, and

control, 416–417
plant commissioning, 429–430
project management cycle, 417–418
quality control and testing, 433–434
resource analysis, 426–427
responsibility matrix, 421, 439
suppliers, 428
technology acquisition and transfer, 437

Project life, 44
Project management, 412–416. See also

Project implementation process
Project manager, desirable characteristics,

414–415
Project plan, 54
Project planning, strategic, 25–33
Project promotion, 33
Project risk, 41–42, 190
Projects, revenue-generating, 299–301
Project scope, 44–46

Project size, relevance of impacts on wider
domain, 14, 15–17

Project strategy formulation, 28–29
Project strategy planning, 25–33
Project study costs, 47–48
Project study information flow, 54–56
Project valuation at market prices, 311–316
Promotion agencies, 58
Promotion of project, 33
Public-private partnerships (PPPs), 15
Public sector, economic analysis and,

259–260
Purchasing power parity, 296

Qualitative risk assessment, 380
Quality control, 433–434
Quantitative forecasting, 363–364
Quantitative risk assessment, 369–379

breakeven point analysis, 374–379
probability distribution in, 370–374
sensitivity analysis, 369–370

Quick ratio, 161

Raw materials studies, 53
Real flows, 137, 138–139, 153n34,

311–314, 320, 323, 326, 327, 332, 334
Receivables, 99–100
Receivables turnover, 162
Redemption premium, 251
Regulation/deregulation, 395
Reinvestment of surplus, 183
Relationships with external environment,

27–28
Relative efficiency, 353–354
Relative prices, 85
Renewable inputs, 396
Rental cost, 249
Replacement costs for plant/equipment, 94
Residual value of assets, 91–92, 129
Resource allocation, 259–260
Resources:

analysis, 277, 426–427
availability, 395
constraints, 22–25, 267–268
scarcity, 259–260, 265, 279
and time, 170

Resources consumed, 116
Responsibility matrix, 421, 439
Return on assets (RoA), 160
Return on equity (RoE), 159–160, 190
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Return on investment (RoI), 158–160, 190
Revenue project costs/benefits, 299–301
Revenues, 81
Revitalization projects, 206–218

alternative application, 217
analysis methods, 212
benefits of, 209
continuing enterprise, 216
financial analysis of, 210–215
internal rate of return (IRR), 214–215
liquidation, 217
mergers/acquisitions and, 210
net present value (NPV) and present value

of future benefits, 214
reasons for, 209
scenarios for, 211–212
selling a going concern, 216
signals indicating need for, 208
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210–211
technological implications of, 209–210
valuation of, 215–219

Revolving underwriting facility, 245
Risk, 235

behavioral, 366
break-even, 374–379
categories of, 368–369
conceptions of, 365
dimensions of, 367–369
financial, perspectives on, 366–367
forecasting, 359–364
international investors and, 385–386
operational, 365–366
overview, 364–365
payback as measure of, 379
probablility distribution and, 370–374
short NPV, 379
stakeholder views on, 397

Risk/appraisal, 41–42
Risk assessment, 10, 83

appraisal concerns, 405
qualitative, 380
quantitative, 369–379

Risk balance, 27–28
Risk immunization for financiers, 383–385
Risk management, 380–383

completion contract, 382
coverage for lenders, 383
diversification, 381
guaranties, 383

hedging with derivatives, 382
international investors, 384
premium, 381

Risk premium, 381, 382

Salvage value, 129
Savings impact, 333–335, 338, 339
Scarce capital allocation, 25
Scenario analysis, 366
Scope of economic analysis, 272–277
Scope of project, 44–46
Screening of opportunities, 40
Seasonal sales/production, 105, 108–109
Sector growth rate, 395
Sector studies, 37
Selection criteria, 40
Self-explanatory forecasting models, 363
Seller’s inflation, 395
Sensitivity analysis, 190, 342, 366, 369–370,

388n12
Services procurement, 428–429
Shadow exchange rate, 295–297
Shadow pricing, 265, 278–281

and primary resources, 292–297, 303n8,
304n13

value at efficiency price (VEF) with
adjustments for SER, 322–326

Shadow pricing of project assets, 294
Shadow wage rate, 292–294
Shared equity loan, 243
Shareholder equity, 159, 253, 256n14
Short-term loans, 240–241
Site preparation/development, 88
Site selection, infrastructure and, 18
Small infrastructure projects (SMEs), 15
Social and cultural milieu appraisal concerns,

404
Social cost of reduced leisure, 293
Social impacts, 270, 274
Social prices, 283
Social security funds, 242
Society’s goals, 285
Sources of investment ideas, 36–39
Sponsor responsibilities/activities, 413
Stages of strategy development, 29–30
Stakeholder perspectives, 396–399

on indicators, 187
on risk, 366–367, 397
on venture partners, 397–399

Stakeholders, 10
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Standard deviation, 372
Starting balance (SB) of existing enterprise,

210–211
Starting inventory balance, 148–150
Static criteria. See Static indicators
Static indicators, 155–169

debt/equity ratio, 162
debt service coverage, 164
fixed asset coverage, 163
for financial decisions, 189–190
financial ratios, 156–160, 164, 165,

166
first-year return, 189–190
leverage ratios, 162–164
liquidity ratios, 160–161
stakeholder views on, 187–188
turnover ratios, 161–162

Stochastic simulation, 371–372
Straight-line depreciation, 142–145, 146
Strategic development process, 29–30
Strategic principles, 27–28
Strategic project planning, 25–33
Strategy importance and utility, 27
Strengths of project, defined, 394
Strengths, weaknesses, opportunities, and

threats (SWOT) analysis. See SWOT
analysis

Studies of natural resources, 37
Study reports, 48, 53–54
Study types, 47–56

feasibility study, 50–52
opportunity study, 48–49
optimization study, 50
prefeasibility study, 49–50
support studies, 52–53

Subsidies and grants, 246, 291
Sum of years’ digits depreciation, 147
Supplementary indicators, 351–353

employment, 351
foreign exchange, 352
international competitiveness, 352
relative efficiency, 353

Supply chains, 23–25
Supply source selection, 22–23
Support studies, 52–53
SWOT analysis, 21–22, 393–396
Syndicated loans, 245
Systematic project analysis, 10–11
System dynamics, 362
System of accounting prices, 285–288

Taxes, 291
Technological forecasts, 362–363
Technological impacts, 270, 274
Technology acquisition and transfer, 437
Technology selection studies, 53
Temporal demand for infrastructure services,

19
Terminal value, 129
Terrorism, 14
Threats, in project appraisal, 394
Timelines, 30–31
Time value, 170–172
Tradable goods, 287–288
Trade credits, 246
Trade deficit, 297
Traded goods, 286–287
Trading on equity, 236
Trading prices, foreign/domestic, 296–297
Transferable loan instruments, 245
Transportation costs, 18
Trend extrapolation, 362
Turnkey projects, 436
Turnover ratios, 161–162
Types of preinvestment studies, 47–56

Uncertainty. See Risk
Unconventional financing, 246–248
Underemployment, 266
United Nations Industrial Development

Organization (UNIDO), 59
Unit variable cost, 118–119

Valuation, in revitalization projects,
215–219

Valuation of assets, 129–130
Value-added analysis (VAA), 275, 343–354

calculation of, 344
and accounting prices, 350
components, 343–344
criteria, 349–350
decomposition, 347–349
distribution, 350
employment effect, 351–352
foreign exchange (FX) effect, 352
international competitiveness, 352–353
and national income, 344–346
net present value (NPV) of, 349
NPV of, 349
redistribution, 346
relative efficiency, 353–354
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Value-added analysis (VAA) (Continued )
stages of, 346–347
VA and accounting prices, 350–351

Value at efficiency price (VEF), 322, 326,
327–329, 331, 334–335

Values with distortion removed (VDR),
319–322, 323–325, 331–333

Variable costs, 118–120
Variance, 372
Venture capital funds, 242
Venture partners, 397–399
Victoria Coke Project, 5–7
Vision, 29

Weaknesses, defined, 394
Weighted average cost of capital, 252–254
Wider domain, 4, 12–15, 61–62
Wider domain appraisal concerns, 403–404
Willingness to pay, 284

Working capital, 97–114
bases, 102
coefficient of turnover, 101–102
current assets, 97–100
current liabilities, 100
cyclical supply of input, 105–110
economic order quantity, 114
estimating, 101–114
example, 111–112, 113
inventory, 103–104
net working capital, 97, 100, 110
nonmaterial items, 104
optimal investment, 110, 113
optimization of, 114
permanent and cyclical working capital,

100–101
seasonal sales/production, 105

Work in progress (WIP), 79, 99
World Bank Group, 59
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