Empowered lives.
‘Resilient nations.

Project Economic and Financial Appraisal &
Risk Analysis: A focus on GCF Fu
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GCF’s Investment criterion 6: Efficiency and

Effectiveness

Financial viability
Co-financing, leveraging and
mobilised long-term l Application of best practices

investments (mitigation only) I I
Key efficiency and

CGS'E-EﬁEﬂWE"H? and Efficiency and effectiveness indicators
efficiency effectiveness (mitigation only)







GCF’s Investment criterion 6: Efficiency and
Effectiveness...cont’




GCF’s Investment criterion 6: Efficiency and
Effectiveness...cont’




GCF’s Investment criterion 6: Efficiency and
Effectiveness...cont’







Approach/Methodology




N
)
-
o
N
DN
(@)
O
@)
-
@)
o -
)
()
=
~
o -
9
(o]
O
el
o
Q.
<C







CBA into perspective..cont’







CBA into perspective..cont’




CBA into perspective..cont’




CBA into perspective. Other steps




An In-depth look at Project/Investment
Appraisal and Risk An
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Analysis Module A: Financial/Budget Module
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Analysis Module B




Analysis Module C: Stakeholders and Basic Needs Analysis




Projects with Multiple Components
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Economic Value Composition
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Summary of Project Decision Criteria

1. Financial NPV
2.  Financial IRR ~  Project Owner’s View
3. Annual DSCRs R Banker’s View
4. LLCRs [
5. Economic NPV -ﬁ;_ Country’s View
6. Economic IRR
7. PV of Impact on Stakeholders __]r— Distribution Analysis
8. Probability of unacceptable outcome ™
.. Rask

for each of indicators above (risk simulation)

Analysis



The Big Picture
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Alternative Investment Criteria




Alternative Investment Criteria




Alternative Investment Criteria...
NPV..cont’




Alternative Investment Criteria
Benefits-costs ratio

- PV of Cash Inflows (or Economic Benefits)
PV of Cash Outflows (or Economic Costs)

R




Alternative Investment Criteria

Benefits-costs ratio

Basic rule:
If benefit-cost ratio (R) > 1, then the project should be undertaken.
Problems?

Sometimes it is not possible to rank projects with the Benefit-Cost
Ratio

- Mutually exclusive projects of different sizes

- Mutually exclusive projects and recurrent costs subtracted out of
benefits or benefits reported gross of operating costs

= Not necessarily true that if R, > Rg, then project “A” is better
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Benefits Less Costs
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Project Cash Flow Profile
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Cash Flow Statement Derivation




Moving from Financial to Economic Analysis




Use of Consistent Prices, Exchange Rates, and Interest
Rates in Project Evaluation




Steps for Undertaking Financial Analysis

. Estimate Real Prices, (P /P, level) for project life
. Make Assumptions about Future Inflation Rate (5)
. Calculate Changes in Inflation-Adjusted Prices

. Calculate estimated Nominal Interest Rate

1

2

3

4

5. Determine Cash Requirements (Nominal)

6. Determine Financing Requirements (Nominal)

7. Estimate Taxable Income and Income Taxes (Nominal)

8. Construct Pro-Forma Cash Flow Statement in Nominal Values
9. Calculate Nominal Net Cash Flows from Different Points of View
1

0. Calculate Debt Service Coverage Ratios for Total Investment (Banker’s) Point of
View

11. Deflate Nominal Value by General Price Index for Each Year to Obtain Real
Cash Flow Statements

12. Calculate NPV and IRR for Owner’s Point of View

y
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Treatment of Land in Cost Benefit Analysis




Treatment of land in Cost Benefit Analysis...cont’
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