
______ ii 

L 6 

AC 

12i~ 

3''A 

'UiPE T Suggested aEcono- a\of 'Returh-- Nethodo.o~y an
i.~-- -P~i5 Capital' Proj U~.Aaye ~~J 

~ i~ ~The purpose of' io irgra 's -6o the rn.611t al4rra-sucgestmthodology an ~presenting and cal'-L an the '6idncrt 
~SA-:o-cpaa proj 00 -'S in bot h the 'd~si~ .. scpsoxsrvc 

T 'eaneI6 suae 'AID and the prepara tion o-, an
.hs-v rmar the -maj or- sug-e elw 'Thetl~te 

1 

n i"44 analyti-':cal! techniques sugg~e's er'i e :Non ~te 
-o, - onts as to the use of these techn4 ques ar&e-in ~ ses ,oD 

S>iollow-i~n g the surIn,ryfis-; 1 

KSUY2-ALRY OF SUJGGESTIONS' - ." >-V.-&< ' 

-1.-heannuaJ2 ia-lowvsy'stera 4of' presenting and' or'an :4V- oasic- ormation 6'n costs anrbiia L.'Jhud 4~ " 
in ii biez.u ' Vshoul b ,utilze 

p 2-,?National economic profitability is the, m', sI uabIC
 
~ ;d~4-7~ 4 '~of4 th6e donbmic julstificati~on for ~po c~selcti n:,by-AiD. -'T1~ev ,
er, 


relevant ohdunting prices. for the more~sgiaa~n
intepoe eg foreign' exchange and labor cos,s 
I~ or o a edNin this calc4elnulation .~" 

~~~"~'4N'-~3 0" The internaJ. rate ' rletur'n ' (IRR) an'd the, net pre 2~2<~~'v' (V)-rethod of, dicutn h 1 a al,6ash flow.,s can',be',ut '7z~c­
4 h, ngeably, an many- of4 the profitability'4appraisals. The:1rest" '~S

~4<~'~"'4n.RR cloutg oehc or, compa-e~ "~awilreessarLly be& related 
n-"c.x:iation 'of, the, opporturity cost'osf capitai',in ord'' v''~ 'ei.teri on: for investm~tdcsos leNV 4 ~cutn' ~ k 

,~''~'~inioci~± uilie the:'estimated opporunity cost, of 4capital, dz-
ca culations of, net, present~value.. ~ ~ 4-4--~ 

-

Di t'."DBY,- OPhE lON L NO.' DATE "'"~. APPROE'tY/9 J 4 

COFPICG-e.i-"b'4/vlNE"4/'D I7'82' 2/20/6844 "k'd 

OTHERAii) rAD.ftjD CLEARANCE 4 4-'' 

II'J~~~*9,I',44 4~
/____?___A"4 h it41 

' Reern~C A d h 2 e 4 4 'S KN E S A / .P~ -' C') ' " A4 
.4 

7 '.-~'~'' ater 

'4~~ ,,S,; CAT;O "'F:IJ 44 

44r "w?4-"l1LS~~-~~R~rn~
 

T A44,'1 VA 
 - 4''-4''' 

8 ESTAAInEP " Z'o no 1-,I~To~ Ihi line) .144 ''4 

4 

4 

4 



.3~conpa~ag rojec a to ±e'~~ ~u~~xo , 
4, sooun~'hd e ~rdpi7. e h, ioo_n d 

n project 'alt'eratives,&_-e in c'uded in, t aanlys s,and nh
h ate pti'6es ual L 

to-p2.acing~ e M eson an, eq1 ~ie- duiration oasis. 

'1-o uSual assunption as -Uo-e izv osac o' 

I~ t 

7.SlK iivt etn of critical vriables is an intrin sic pa r of 

7_INTRODUCTION0 

.,A- 1mno4i -N1EA CIRCULAR XA:2121, dated Mxarc 9j'9'7~se-- ions of' .FeasbilitySu's Ecooi ad 'ebical ounds ,A
2AC~. rjcs M.O. 1221.2 (including Supplement "N.1, M.1221. In­ho<~enrocess of reision PrlmAaryaxa draft o± af., chap6u 


t~p~ep.,'ed~P'C/SAD~an ditriutd for~mnents. ',NESAhAIRCULAIRX '2 121. 
-. ovi.ded the 4USAIDs' with riied guidelines inregard to highw"oo,.ro ,In,oni;,l cts . early,-Dec'einb& a967A NESA/CDF fra46 6, -vros,, 

e~~~ ,"Economic and Techixical So und ss- nalysso'E~ti~?Ae~~
6j a~ c t s Submittzed: for, CaI il,-' FinningIpraed by i4H NJo'sne'o~ 

<~~~ ~~~flect~ ~ ,eivde~iiith~r be aec 
aa adoob&on ,='.or used by this region as ;a tem'porarzr~~plc .ernz )±'o"~ 

irelevant ,,chapters in the-. e~ 

w:L 1~i~ recommien~detoAJ.lfo 

st =*g Fail tyManuall until~such' irne as aAe-ranual 2has been-approved.~- V.~LA< 

A is unlikely thtayfial or_revised. -'easibilitmPanual series, o0~''yw~nu~son specif'ic~types of' oet~l~hpitau i c omlet 
f;;~~~uze. I Te,pii'pose o±;tisA - CULAR AIRGRvVit Cory-o
Ui ADs, 

­

in this, interim period, i-rith'giidance' in 'one ;'pecif'ic: are~f 
p~~ 6iTheecnmic,rate-Aof,~return on, ca7z7.u.roject analysis; th6-a latih 

Oro.jects. it' is NESA/CDF 
 s. .belief' tha u-this' subjectl is inadeut~ 77-vt1e _Hndd= cussed ~in the eds n' Feasibilizy Manul,' AThe',sstmo anly­p'resented herein*shiould: be.~ inc 6opoated -n6euh~piaJ4 

,-nn cableb~tiid~ e:er+v-ces ',F'or fesb di A and i)nht in ,t iac reoaa%,
ofpC)apC'ers fordcapital< projects. A 

PA;Ii~V+n g.~~-lines prsnt ed 'in ,this CIROU- AR~ AIRGRAWM should pDrov-ide a. 
. 2~AA-gea.er degrree of' uni ozinit? in ~Lhe econ6onic rate ,of' return. Uac.aos


-Ircluded in loan -papers and AID-financed feasiiity,,st'udies. Iit s~
 

-'--~'~iv~~A ~ NCLASSIFID2AA 
AID5aDA (9.G2) CLAGQ1VICATION - fl Z.D 0-r­

44 A--AN 

http:2~AA-gea.er


_ib CULAR-nszAn Nohq cstnt!ED oo~ SIR-­

- or hugestis- ciraci4 agas an osa'r ' toic he~ethn rmithcb overed1iIRC 71 
1- -­ s h~c evl. 

aprisn the -Doiablt of capita2<pro'jects, NE SA/CDF s-es -SY 
a f I w ' js-e is Sthe2Jbash method QhtThe: cash of' aaa 'be 'adpted, 0- . 

co_-ganizing the, economic' information directy erevcu ut4he,4_roosd-nvest, 
npent.i Ine be~cashflowT yem 'the, significant7-elbzment s the,.i~iii ofn~e 

~ &~tpe rojecte eips(eeisancibirsuet 
3 usts r

j~-;~~ the -proj3\kt., 1t is suggested that uthe,:tiriie peoriou an piesena:ig tne 
"4" ~ cctsf. 1ow inifonrat ion be :annual. 

~~~~ adatg"o uT&ijohe "cash flow, sys'em, over Jthe more~rxattQU,-on 
'd''is thti rv satm- phased~etmt o e
 

a- d oversZihe assume'& lifetime of the"ore"t- .
 
deii.nafpaur ,concen is inou,,the, net-differeice bi~I~
 

'~""' 2' receipsts.i'iandexpenituires 'bver. the ass~medaifetiue-'of the~'-o~Jetbt
 
diS''buin. over, ,iia-e: -f.this relationship. _.Assuning ffor" exnmr ­bZ an~oa 	 net rec eiptsr Are identical 2 an d the, ccr 

Sttio, orx~pre'-production)",periods and-the' pr'oject:,ife are the" -a'i eL 
apoprate 'choice, between~ twio alternat'z;ve capit.al:px'~cts 1would be . ;c­

6d2by the, distribution over til 'oe of the nto'~s f1oiw (that, is" r- c ei-3 ss 
~' m~ - 1withh the, higher net 's~~w "~­"~~iiditues) Te 'capitaloprolecz 


~";dur~±ng tne earlier, oprbn periode

perating would most likely~be thue projecth~e

4'ot.foi'anancang -and, inpleimentation. ' The primary, ,rational.e ,for~such~aanave st­
n~-enzdecsn ins2 u easstimpI.6n that" the lu s'),ff.6e ido~a~rca 

'$'( e-coended) in Year' 1 exceeds the' value' (cost) of one dollar to''caec '~ 

e -_3end ISailefuturedaea) 

~ 1he' cash floTw- -ystem is, defined a- ti~ 2 snrDe-U
 
~ r'<2 e-. enditures solel~y attribtabie&'to' th' comrmencement. of, th'e', canital' rjet
 

I~,T~Exren diture s ;are the stu lof the f olloig itms caia a J'taj 

-\ "1~.~e- vestient 'in fi:c6d~assets, lthe ianitial level, of, working'2capital, ,Pls- -'j
2'changes in, this initial 'level,' -andIany.renewial ;or Irepa~eto~~­

"-'and ,uh o's ma= tenanc e,, overzeac se4±n=1n'on-capita.l oui~tlayrs> oe atinig, 
an te urn cost zf- th pjec' .LThe differenhauon be en,~ 
"'oncalaJ ~o~the analysis A~I~he an;l~.an c" outltisJ is irrelevantu t i Jo'h boh. 

a.dre, considered as cash outlays .and involve .the use of resources in_ thti~e 
n3Lrlo'd ± :,hch hey are projeced occur.' .1~'1i~P'~'' 

Reoce 	 pts ooss fterjce as noet eere b t1 poJ Cu.. 
70:.MOSu idd~ral ashflow income -edli be-, oased p.~ojectuedrojetsthe on 

sales, not~nece'ssarily olt actualreceipts. The wri"dgi capital cash 0_ra,as 

BES77V ~ 	 2,~LAL~CO ~-UNCIJASS7I"IED'. 
AID !3A	 1 9.62) ' CLAG&Ii'ICATiON ''Pl~~ 

64 

http:s'),ff.6e
http:easstimpI.6n


1-4EIII I;~ 

X2,. MW~.We M&'z~e 

a). to2.vp=2 th leee~~iffrnc"( as r,- axve- nn 

as dc:invoni sdbredcd a a~ in reeial. aa ont
an'Uhntumns not a&u ot e i'Qan far tza- dd-'re n~su ' The 

-ca.owsst_Ialin raes ofoira'nalsi ison -rly de6u~> 

>,Lo i n p jectote'd o ocur:,hei ie tehed, h h:n, i ,ca time 
z l -'or_n tF andaz pamn,-s _aio~elthe cas c£om. qh io rt 

2.ZsccMSn asInecatsdhn s an ou usas 

agsees are e,~u~ rad 

constrcon ecva a e, big za:- 1 
expenditurest e~ oicredf 

- -e 0'~1 C, 

cash f1~~c~Rpaymensaeecdd'the Ish fl oans a. r Ve 
Uz2Cd~aen,-*oare aloexldesnce hb discounting cdue .icsS(ai

sQ~rf~ctn., ntreus tornthN ru ion:t'r~ecve- ', athell assd 

inititues aeeitres
J *-N~x anured)..rdi~/h r~routo rcos~uto 

<ij-ojct,&~ hi~h mesavaeorcmaktfoo 'ialue assets a 
4 -- e N !4asetsiuand'N-rm heg cah -flow' a ly in teanen "rein 'flasa oa : lu emainngTe pojed." -'-dol 

'~- NTI~ N - A~'~ 'A -A-reun th4, I
re A~c'.n u toN pr ec afUrrcv r fu,,e~n etdtc - -

' T 

T~R)AL ATEOF PRSE?' ~ hADRTU~(IR)NE VLUE' '~'i~N-' N---~,N-~7 

prncocueceingih r patpofiae su le t ,oL, lifiina'6f" 

je'4;u v tihc aluesogfne ows mart asig~iecahAf pzeetvalues. Ther 
i etds acc,,omishcigthi - Nteakn n re~o f P d 

'A 

, 
a ra n inthe p-reet. ~f~t~' 

capitalusio Ntral 'Alnere df-E
e~~f th project.Nom5 thie Ang N 

e ,bri
td;'e~thi incemetaold beas atative~to, ,G4o 
copare osm 4 nnmmcapital' ""-

-o:Ceemis ' the'pt. to(os bd'fdisciuntised ,d~tr lt' l Ue~z~n;-I t e 
prce ure, a' C 

iutareIj1D~ ne ahfovauso opeeIvle.% 1 5 9 ( 6 ), ~ -- Teeaeto 
of,,a4o 

' ~C A ~ P C ~i N , ,N ~ N ~ A LNT i rAehd Atak:. a,, Ae , is' apl v arioU ­
pls n is' rit On th di-> -anA 

nC" ,Sh f 011 



5;~g_ _ MA5_1: 1 19A 

W e e udb cp d aebd escnKh 

o beappie&d '1~e c~ flois ~ seect 'e dap2 ~9je 

~'81 
.2a.noor.',iul,-ea c oevaa onsr erae rneA-cA e th)d jir 

IRD to~a edth secondd _T 

alvt -­"',os, .1 CTE.i0 obeapp e totocash flowiandh6lec a;1aia :ioroj~eb 
onarv;or,em a'7 pr~sn~r h Fo 'the-,,) espartn asanl~ p~ s~~'ioheiprojec araa)onosts r~ private sc'tor e.,ustia. rpojc _7h, 

o cashl rietton~~teecnxis~i$ u "~~ ihf 'o aesr h ttl p .c aeheani _LUsingtheVreutos'rta type rcecldoe eu n'rot ~ 
c''ae s rf~n 6 nl1iri care \th--) u4. re e hn h R ato7 

orunthodstahenPV becapatiuary sdeticl.hn~ecmaasn r 'd 
o6he.varitnoihipr aicteF~prjc xmle, h 

u~c
~QmgTor ewe ltraiera valuthsin ia~ons~ 1.1D projecfIaken'b 

UdiIis(triutblcL'as twlJ as the 4to b16hslerate t Lon tib 'ecVCMS 6 asoutin . discusod; thb Io chosn the~msdnmcatat Irr&yb
Itft~owad 

h iRei 
~~~ih~~~~~~ ow.'nalThealteratdivei , I\thca the lar siesnLne

~t~~le t . ' usci relais the nIrin r:an vinsignficanT ,hNP c;h
~~~asaloth mic6~'~vtfdi utin eth onto s the.: eadscot cas 

,.forojec in~'~pre ofethtu y deeinn 'appbeeri l benmad,,ie tht prthect.ale.L 

roect isj beaull econompric wheInseltsn pivfitsecots inutilprjAt 

.. xp~~odof
'Threur U-

sin 
f teecno methorahte-o rtur tat.o 'the 3 

the Nal Vys beoeqal6 AJthu'ne NVmt~dohf~ialyco&
silatrtm~h~~t~ie qiaen~'i the tprjetsaly ~ 

' eTaallc iundersconsdal';ne haettion' 
t 

si 
capi poJectsa 

nce, a. sldifrnsul t hs.dof ani0.., d 
c Jtatin1.ensitia-6 -a bThi,pawoi 

7,,eoma,,o o±'hyaiec~i 
e articsul~ when 

5 
nt fr~xm)Xi

t6elcomired on ar made 
coss'o 

Th~AC6 'P' 

- ari4io, "withi 

ohti'bLASSbetEDeen,te ' 
bal :otly 'other.:TIO 

'd'its 
cot 

_pr 

fo 

34bsi 

na' 
'eINTIXO'enaiv 

e x m 6 

jray"os~can'rjc 
,c m .so 

4h 

: - 10re0ieyt 
3s~vl :as the< beeis trbtal o.ec . l e-tv UIgte:? 

dis oun'4 ingmto,"haifrcosn3h'Iot-, rai( 



R !a XA 2 '2,- NCIJASSIFIED 

T'pwe.,theirie s. 

'ec-ro c~~o, ny~ 
e~~ksin oi "a ___ 

reI.
 
n re onthe. p u~al±' -e u,'p4dx~ed Gngae-_'ie prLc 

r- Uz-_I nd aa yas!o -te ane ,~of'heoidca -

VidaaU 

On'~>, ysccriterion in ,piojec "si'ecto 'is~cthe economic fipm a-u "f' L~ 
aina' 3 -oro baiit" Nc.alpoetin ten-is of"n'h c'onmi D_3 to occ 

eae ythe' 3 projec~'by disconi4ng"~''~~b2.~ymes~irsthiae o~ retn 
a~ f," socia retu'ns (,receip:s), 3andsociai"'Costs (6~n~trs)e~ 

br theMR method or, by, the NV methiod. Tne dJiflerence in thie'zesults- o~f 
t'.,-0 OC' M0 da-feen',t.than 'hs~etoe previously.l"

3 equal xceeding somie accepube~ppr­7 aTithod~r~u~sii aebrt' o 

-zb:cost ~ital. the r-roj ac't, ;decision s~ fa.o~b.' f~h NV"ehd 
s.re~~Asult' ini, a3 positive net 'presento social vle he ~pL-ject 4de ci si.on' 

2he udezr yin'- basic3 in'maio ised in the cacu o in aa~r3
 

'p 2 e,-' rbf'it'ability, is a-''een calculatbing te '49
cor L. frthA'used -in 
~>n'a cia1.ra~ef reurn to.a, priwvate fir-mr or, comrpany. :,Taxes p~i a~c'6'SI 

s'ubsidies, received -dor-160OA~he'"Private~f'i:= Ii~cl rdZ&6' s,&t~ 
d' ~ n ­~~~ 6

a' 


-Lim considee~csse 'or retur'n s3 
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---< l~m PVeo~e)here proj ect analysts 'have identified these,'extern~a relationsi-)s 
- 'and ass..Lgned,monetary values, 'it -is'liinportanti that, the' basis for 'the 
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