Project: is an activity on which we will spend money in expectation of returns and which logically seems to lend itself to planning, financing and implementation as a unit.

Characteristics of a project:

1. It is a specific activity with a specific starting point and a specific ending point intended to accomplish a specific objective.

2. It is something we draw a boundary around at least a conceptual boundary and this is the project.

3. It is something which is measurable both in its major costs and returns.

4. It will have some geographical location or at a rather clearly understood area of geographic concentration.

5. It will have a specific clientele group which it is intended to reach.

6. It will have a relative well defined time sequence of investment and production.

Aspects of project analysis

1. Technical aspects

2. Managerial and administrative aspects

3. Organizational aspects

4. Commercial aspects

5. Financial aspects

6. Economic aspects

Technical aspects:

The technical aspect analysis will concern itself with inputs and outputs of real goods and services. Clearly technical analysis is extremely important and the project framework must be tightly enough defined to permit the technical analysis to be thorough and precise. Good technical staffs are essential for this work.

Managerial and administrative aspects
Managerial and administrative are very difficult to evaluate but they may be the key to success or failure of a project. On the one hand we must examine the ability of the project staff to administer large scale public sector activities such as water project, an extension service, or a credit agency, including arrangements to train the necessary (personnel). On the other hand, we are concerned about whether farmers will have the opportunity to learn, the new management skills they need if they are to adopt new practices or cropping patterns. Obviously both kinds of management skills can only be evaluated subjectively.

Organizational aspects:

Closely related to the managerial and administrative considerations are the organizational aspects. Some indeed, would say they are all part of a single, inseparable judgment about how well a projection be carried.  

Commercial aspects:

The commercial aspects of a project include the arrangements for marketing, the output, and production by the project and the arrangement for the supply of material and services needed to build and operate the project. It may also include the arrangements for the procurement of project equipment and materials and for completive bidding if there are to be major construction works.

Financial aspects:

The financial aspect deals primarily with the revenue earning considerations of a project. It is concerned with whether the project will be able to secure the funds it will need and be able to repay these and whether the project can become financially able viable.

Economic aspects: 

The economic analysis is directed toward determining whether the project is likely to contribute significantly to the development of the economy as a whole.

Difference between economic analysis and financial analysis

	1. Analysis from the point of view of whole economy is called economic analysis. The total return or productivity to the society or economy of all the resources committed to the project regard less of whole in the society contributions them and regardless of who in the society receives the benefits
	1. analysis from the points of view of the individual financial entities which participate in a project farmers, businessmen, entrepreneurs, private corporations, public agencies – each is properly concerned about the return to the equity capital (he contributes). 

	2. Economic analysis if a project tells us nothing about income distribution, it is neutral as well to capital ownership.
	2. In financial analysis, we are very much concerned about income distribution and capital ownership.

	3. In economic analysis, certain price may be changed to reflect better true social or economic values. The adjusted prices are often termed “shadow or accounting prices”.
	3. In financial analysis, market prices including taxes and subsidies are always used.

	4. In economic analysis taxes and subsidies are treated us transfer payments.
	4. In financial analysis such adjustments are unnecessary taxes are treated quite simple as a cost and subsidies as a return.

	5. In economic analysis, interest on capital is not separated out and deducted from our gross returns since it is a part of the total return to capital available to the society as a whole.
	5. In financial analysis interest paid to outside supplies of money is treated as a const and repayment of money borrowed from outside supplies is deducted before arriving at the benefit.


Identification cost and benefit of agriculture project

Cost of agriculture project:

1. Goods and services cost

2. Labour cost (skilled and unskilled)

3. Cost of land

4. Taxes

5. Subsidies

Benefits of agriculture project

1. Increased value of output

(i) Greater physical production

(ii) Quality improvements

(iii) Changes in location and time of sale

(iv) Changes in farm (grading and processing)

2. Cost of reduction

(i) Gains from mechanization

(ii) Reduce transportation cost

(iii) Loser avoided

(iv) Other kinds of direct benefit

3. Secondary cost

(i) Forward linkage

(ii) Backward linkage

4. Intangible benefits

Shadow prices

May be defined as that price which would prevail in the economy if it were in perfect equilibrium under conditions of perfect competition. Consider three general area uses shadow price

(i) Foreign exchange

(ii) World market

(iii) Labour

Discounted measures of project worth

Benefit Cost Ratio (BCR): The ratio between present worth of benefits and present worth of costs is called benefit cost ratio. 

BCR = Present worth of benefits/Present worth of costs

Mathematically,

                          BCR = 

Where, Bn = Benefits of each year

Cn = Cost of each year

n = Number of year

i = interest rate

Use: The benefit cost ratio is used almost exclusively as a measure of social benefit that is, for economic analysis and most commonly for water resource projects. It is almost never used for private investment analysis.

Conclusion: If BCR>1, then the project may be profitable

BCR = 0, then the project may be neither profit nor loss

BCR<1, then the project may be loser.

BCR will very depending on the interest rate. The higher interest rates the smaller the resulting benefit cost ratio.

Advantages:

(i) It is easier process

(ii) It is easy to compare between different projects

(iii) It is easy process to determine social benefit

Disadvantages:

(i) Its’ some time failure to determine profitable projects.

(ii) It does not consider the lifetime of projects.

(iii) Which project is more efficient, not determine it process.

Net Present Value (NPV): NPV is defined by the difference between the present worth of benefit stream and the present worth of cost stream.

NPV = 

Conclusion:

If NPV = + the project is profitable

NPV = - the project will be losses

Advantages:

(i) It applicable the time value of money

(ii) In this case, Net cash flow of project is under account.

(iii) In this process adjustment of risk, in case of risky project the discount rate is high and in case of low risky project discount rate is comparatively low.

(iv) It satisfies the maximum welfare of the owner of the farm.

Disadvantages:

(i) It is difficult to understand and applicable.

(ii) It is difficult to calculate discount

Internal Rate of Return (IRR): IRR is that discount rate which just makes the net present worth of the cash flow equal to zero. IRR represents the average earning power of money used in the project over the project life.

IRR is that discount rate, such that

Where, Bn = benefit of each year

Cn = Cost of each year

n = Number of year

i = discount rate.

Conclusion: If IRR> opportunity cost of capital then the project may be accepted.

IRR<opportunity cost of capital, then the project will be rejected.

We can express IRR is another way,

IRR = Lower discount rate + difference between the discount rate (Present worth of cash flow at lower discount rate/Absolute difference between the present worth of the cash flow at the two discount rates)

Advantages:

(i) Its’ a good method

(ii) Its’ use both economic and financial analysis

Disadvantages:

(i) It is difficult to understand, measure and application.

(ii) a country where economy is unstable a project establishing by IRR method is high risky.

Sensitivity Analysis (Treatment of uncertainty)

In agriculture there are four main general kinds of sensitivity analysis which should be considered-

(i) Prices: To examine what happens its profitability if the price assumption prove wrong. for this was make alternative assumption about future prices and see how these affect the in term economic and financial returns. Testing a project to see what will happen to the internal economic return when we assume different shadow prices is also kind of sensitivity analysis.

(ii) Delays in implementation: Most agriculture project are very subject to delays in implementation. Farmer may fail to adopt new practices as rapidly as we anticipate. It also other technical difficulties aries the delays the project implementation. So testing to determine the impact of delay on the internal economic and financial returns from a proposed agricultural investment is an important part of the sensitivity analysis.

(iii) Cost over run: In those agriculture projects which involve significant construction costs, the project should be tested for its sensitivity to a cost overrun. 

(iv) Yields: We may wish to test a proposed project for its sensitivity to errors in yield estimates IRR.
