Chapter One
1. Overview of Project Analysis and Management
1.1. What is Project?
It is very difficult to find a single comprehensive definition of project because projects are different in terms of their nature and objectives. Some of its definitions are:
· Project is an investment activity in which specific resources are committed within a given time frame, to create capital assets over an extended period of time in expectation of benefits that exceed the committed resource.
· A project is a task of considerable magnitude that must be completed within a budget and by a specific time; usually but not always carried out at once.
· A project is a non-repetitive activity that is goal oriented, that has a particular set of constraints, the output of which is measurable, and that changes something when carried out.
· A project is a set of proposal for investment of resources into a clearly identified set of actions that are expected to produce future benefits of a fairly specific kind, the whole series of actions being the subject of individual planning and examination before being adapted and implemented within a single overall financial and managerial framework.
1.2. Characteristics of a Project
Though project can be defined in various ways and though they differ in many respects the following are common features/characteristics of project:
· Project involves the investment of scarce resources in expectation of future benefits,
· Project is an activity that is capable of being planned, financed and implemented as a unit,
· Has a defined set of objectives and specific start and end dates,
· Have a geographical or organizational boundaries,
· It is an activity around which conceptual boundaries can be ascribed,
· A project can be seen as an activity which is likely to have a partially or wholly independent administration.
· They have temporary opportunities and temporary teams.
· Projects are terminated when the objectives are achieved, or conversely, if the objectives cannot be met.
· They involve multiple resources (human and nonhuman) and require close coordination.
· Projects encompass complex activities that are not simple, and may require repetitive acts.
· There exists a constant conflict for project resources and for leadership roles in solving project problems.
1.3. Why are projects undertaken?
The principal purposes of goals of undertaking projects depend on the nature of the project:
· Development projects (undertaken by government or NGOs)- may have the following objectives
· Projects are very powerful and efficient means to achieve development or growth. They are said to be cutting the edge of development.
· They are mechanism for improving income distribution. For example implementing a project that enhances the income of the poor people or that benefit the majority poor.
· They are mechanism to solve immediate problems. For example implementing a project to solve a specific problem in the society such as projects to eradicate malaria such as Anti Malaria Association, projects to prevent the spreading of HIV/AIDS such as Tesfa Goh Ethiopia, project to eliminate poverty.
· [bookmark: _GoBack]Project undertaken by business organizations – have a primary objective of maximizing the wealth of current shareholder. Other objective may include maximization of earning per share or maximization of return on equity. They will also have indirect objectives of creating employment opportunities, and other social benefits.
1.4. Project, Plan, and Program
There is some degree of relationship between projects, plans and programs. There are also significant differences. 
1.4.1. Development Goal/Objectives
A development goal or objective is a statement of intention or aspiration of a government to improve the living conditions of its people- vision of the government. For example, growth, equity in income distribution, reduction of unemployment.
It is a comprehensive statement which guides development. It determines the environment or framework within which development is expected to take place.
1.4.2. Development strategy
A strategy is defined as in various ways by different authors. But in general it refers to the general methods of achieving specific objectives at national or organizational levels.
It mainly describes the essential resources which will be committed to achieve objectives. It also explains how these resources will be organized. Example, it may ask how to organize the labor force of the organization or the project. It can take different forms such as import substitute, export promotion, ADLI etc.
Development strategy is likely to improve
· Establishment of sector goals- for example, what is the goal of agricultural sector in the next 5 years, 10 years; the industry sector in the coming 10 years.
· Defining of the means to achieve the sector goals
· Determining of the feasibility of achieving the stated goals from the political, technical, organizational and resource point of view.
· Preliminary assessment of costs and benefits of the goals and objectives 
· Setting priorities – which sub sector, should be provided more attention in each sector.
1.4.3. Development plans
Plans are designed as a means to accomplish development strategies; National plan should identify priority areas and set a specific objective. The specific objective can be achieved through various means, (fiscal policies and development projects).
Projects can, therefore, be seen as policy instruments through which national and sub-national plans are treated into action. Projects are often referred to as the “cutting age of development”.
The national and sub-national plan serves as a reference for the identification and valuation of a project.
1.4.4. Programs and projects
A program and a project often used interchangeably but they are not the same. As can be shown below, a project is narrower than a program in terms of technical performance, time and resources (scope). A program most of the time consists more than one project.
	
	Program
	Project

	Scope/objectives
	Wide/diverse
	Narrow limited

	Location
	Diffused/wide
	Specific

	Life time
	Non-time bound
	Time bound

	Resources
	Larger budget
	Limited budget


2. Project Life Cycle
The development of an industrial investment project from the stage of the initial idea until the plant is in operation can be shown in the form of a cycle comprising three distinct phases, the pre-investment, the investment and the operational phases. Each of these three phases is divisible into stages. Some of which constitute important consultancy, engineering and industrial activities. Increasing importance should, however, be attached to the pre-investment phase as a central point of attention, because the success or failure of an industrial project ultimately depends on the marketing, technical, financial and economic findings and their interpretation, especially in the feasibility study. The cost involved should not constitute an obstacle.
2.1. Project Cycle According To Baum (World Bank) Approach:
Project with the characteristics already outlined above typically run through at least several separable stages of activity, which can be thought of as constituting a definite sequence that some authors/institutions/ have called a project cycle.
The first basic model of a project cycle is that of Baum (1970), which has been adopted by the World Bank and initially recognized four main stages, namely;
1. Identification
2. Preparation
3. Appraisal and Selection
4. Implementation
At a later stage (1978) the author has added an additional stage call “Evaluation” which usually closes the cycle as it gives rise to the identification of new projects, thus making the stages 5 in number. These processes can usually be considered as a comprehensive sequence in the sense that for the project that is implemented each stage naturally follows the proceeding one and leads on the next. Actually, the division into stages is artificial, but it helps us to understand that project planning, though a continuous process over time, has distinct phases and stages.
Throughout the project cycle the primary preoccupation of the analyst is to consider alternatives, evaluate them, and to make decisions as to which of them should be advanced to the next stages. Thus each of Baum’s main stages is discussed briefly below.
2.1.1. Identification
The first stage in the cycle is to find potential projects. Some sources of projects are given here.
· Some may be “resource based” and stem from the opportunity to make profitable use of available resources.
· Some projects may be “market based” arising from an identified demand in home or overseas markets.
· Others may be “need-based” where the purpose is to try to make available to all people in an area of minimal amounts of certain basic material requirements and services.
· Well-informed technical specialists and local leaders are also common source of projects. Technical specialists will have identified many areas where they feel new investment may be profitable, while local leaders may have suggestions about which investment might be carried out.
· Ideas and new projects also come from proposals to extend existing programs.
In general, most projects start an elementary idea. Eventually, some simple ideas are elaborated into a form to which the title “project” can be formally applied.
2.1.2. Preparation (Pre-feasibility studies)
Once projects have been identified, there begins a process of progressively more detailed preparation and analysis of project plans. At this stage the project is being seriously considered as a definite investment action.
Project preparation (project formulation) covers the establishment of technical, economic and financial feasibility. Decisions have to be made on the scope of the project, location and site, soil and hydrological requirements, project size (farm or factory size) etc. 
Resource base investigations are undertaken and alternative forms of projects are explored. Complete technical specifications of distinct proposals accompanied by full details of financial and economic costs and benefits are the outcome of the project preparation stage. The project now exists as a set of tangible proposals.
Project design and formulation is an area in which local and international consultants are very active especially for big project that cover large areas and have big budgets.
2.1.3. Appraisals
After a project has been prepared, it is generally appropriate for a critical review or an independent appraisal to be conducted. This provides an opportunity to reexamine every aspect of the project plan to assess whether the proposal is appropriate and sound before large sums are committed.
Generally, internal government staffs only are used for this work and consultants and projects are appraised both in the field and at the desk level. Appraisals should cover at least seven aspect of a project, each of which must have been given special considerations during the project preparation phase:
a) Technical: here are the appraisals concentrate in verifying whether what is proposed will work in the way suggested or not.
b) Financial: the appraisals try to see if the requirements for money needed by the project have been calculated properly, their sources are all identified, and reasonable plans for their repayment are made where necessary.
c) Commercial: the way the necessary inputs for the project are conceived to be supplied is examined and the arrangements for the disposal of the products are verified.
d) Incentive: the appraisals see to it whether things are arranged in such a way that all those participating will find it in their interest to take part in the project, at least to the extent envisaged in the plan.
e) Economic: the appraisal here tries to see whether what is proposed is good from the view point of the national economic development interest when all project effects (positive and negative) are taken into account and check if all are correctly valued.
f) Managerial: this aspect of the appraisal examines if the capacity exists for operating the project and see if those responsible ones can operate it satisfactorily. Moreover, it tries to see if the responsible are given sufficient power and scope to do what is required.
g) Organizational: the appraisal examines the project if it is organized internally and externally into units, contract policy institution, etc so as to allow the proposals to be carried out properly and to allow for change as the project develops.
These issues are the subjects of specialized appraisal report. And on the basis of these report, financial decisions are made –whether to go ahead with the project or not. In practice, there can be quite a sequence of project selection decisions. Following appraisal, some projects may be discarded. 
If the project involves loan finance, the lender will almost certainly wish to carry out his own appraisal before completing negotiations with the borrower. Comments made at the appraisal stage frequently give rise to alterations in the project plan (project proposal)
2.1.4. Implementation 
The objective of any effort in project planning and analysis clearly is to have a project that can be implemented to the benefit of the society. Thus, implementation is perhaps the most important part of the project cycle. 
In this stage, funds are actually disbursed to get the project started and keep running. A major priority during this stage is to ensure that the project is carried out in the way and within the period that was planned. Problems frequently occur when economic and financial environment at implementations differs from the situation expected during appraisal.
Frequently original proposals are modified, through usually with difficulty, because of the need to get agreement between the parties involved.
It is during implementation that many of the real problems of the project are first identified. Because of these, the feedback effect on the discovery and design of new projects and the deficiencies in the capabilities of the project actor can be revealed.
Therefore, to allow the management to become aware of the difficulties that might arise, recording, monitoring and progress reporting and important activities during the implementation stage. There are some aspects of implementation that are of particular relevance to the project planning and analysis.
1. The first is that the better and more realistic a project plan is, the more likely it is that the plan can be carried out and the expected benefit realized. This emphasize once again the need for careful attention to each aspect of project planning and analysis
2. The second is that implementation must be flexible. Circumstances will change and project managers must be able to respond intelligently to these changes.
The common ones are technical changes (soils, water logging, and nitrogen applications) price changes, economic changes and these will alter the ways in which it should be implemented.
2.1.5. Evaluation
The final phase in the project cycle is evaluation. Once a project has been carried out, it is often useful, (though not always done) to look back what took place, to compare actual progress with the plans, to judge whether the discussion and actions taken were responsible and useful.
The extent to which the objectives of a project are being realized provides the primary criterion for evaluation. The analyst looks systematically at the elements of success and failure in the project experience to learn how better to plan for the future.
Evaluation is not limited only to completed projects. It is also important to in ongoing projects and rather formalized evaluation may take place at several times in the life of a project.
Evaluation may be undertaken when the project is in trouble, as the first step in a re-planning effort. Careful evolution should precede any effort to plan follow-up projects. And, finally, evaluation should be undertaken when a project is terminated or is well into routine operation. Many different people may do evaluation.
· Project management will be continuously evaluating its experience as implementation proceeds.
· The sponsoring agency, perhaps the operating ministry, the planning agency or an external assistance agency- may undertake evaluation.
· In large and innovative projects, the project’s administrative structure may provide a separate evaluation unit responsible for monitoring the projects implementation and for bringing problems to the attention of the project’s management.
Evaluation can help not only in the management of the project after the initial phase, but will also help in the planning of future projects.
Experience with one project can give rise to new ideas for extension, repetition, the need for “vertically” associated projects, which supply, inputs to or process products from this project, and other ideas which became the seeds or new project proposals.
2.2. Project Life Cycle – UNIDO Approach
According to UNIDO, project cycle involves three major phases. These are:
1. Pre-investment phase
2. Investment phase (Implementation phase)
3. Operation phase (operation and ex-post evaluation)
Each of the above phases will be explained in the section that follows:
2.2.1. Pre-investment Phase
The pre-investment phase includes four major activities; namely, project identification, pre–selection, project preparation, and appraisal.
Project Identification / opportunity study/
Opportunity study is the main instrument used to quantify the parameters, information and data required to develop a project idea in to a proposal. In opportunity study, the firm is required to analysis the following:
· Availability of resources
· Future demand for goods, increasing population and increasing purchasing power.
· Import and export substitutions
· Environmental impact
· Success of similar projects elsewhere
· Possible inter-linkage with other industries
· Expansion through linkages (Backward integration) and forward linkages (Forward integration)
· Industrial policies of the government
· General investment climate of the country
· Export potentials
· Availability and cost of production
· Etc
Generally, opportunity studies can be categorized in to Area studies, Industry studies, and Resource based studies. Opportunity studies are rather a sketch in nature and rely more on aggregate estimates than on detailed analysis. Opportunity studies could be general or specific.
General Opportunity Studies (Sector Approach) could be area studies designed to identify opportunities on a given area (Administrative, province, backward region), industry studies to identify opportunities in delimited industrial branch and resource-based studies to reveal opportunities based on the utilization of natural, agricultural or industrial.
Specific Project Opportunity Studies (Enterprise Approach) are seen in the form of products with potential for domestic manufacture. A specific project opportunity study may be defined as the transformation of a project idea into a broad investment proposition.
A project opportunity study should not involve any substantial cost in its preparation, as it is intended primarily to highlight the principal investment aspect of a possible industrial proposition. The purpose of opportunity study is to arrive at a quick and inexpensive determination of salient facts of an investment possibility.
Pre-selection /pre-feasibility study/
This phase involves the analysis of the following factors:
1. Examination (investigation) of all possible project alternatives
2. Ensure that the detailed analysis of the project is justified.
3. In-depth investigation of critical areas of the project 
4. Examine the attractiveness (viability) of the project
5. Investigate the stability of the environmental situation at the location site
The above analyses are based on guess-estimated data.
Preparation (feasibility study)
The projects justified by pre-feasibility study enter this phase for detailed analysis based on investigated efforts than on guess-estimated. This stage provides all data, define, and critically examine the commercial, technical, financial, economic, and environmental aspects for each project. In feasibility study phase, window dressing approach should be avoided. 
What should be the major components of feasibility study?
The components of feasibility study are:
1. Project Background and history
a. Name and address of the promoter
b. Project Background
c. Project objectives
d. Outline of the proposed basic project strategies
e. Project location
f. Economic and industrial policies supporting the project
2. Summary of market analysis and marketing concepts 
3. Raw materials and supplies 
4. Location, site, and environment 
5. Engineering and Technology 
6. Organization and Management 
7. Implementation planning & budgeting 
8. Financial Analysis and investment appraisal 
After the three phases (opportunity study, pre- feasibility, and feasibility study), the supporting data should fulfill the following minimum reliability standards.
(1) After opportunity studies, the project should be reliable about 70% for implementation
(2) The project should be reliable about 80% for implementation after pre- feasibility studies 
(3) After feasibility studies, the project should be about 90% reliable for implementation.

Project Appraisal
After feasibility studies are completed, the projects should be presented to the appraising parties. The appraisal of project is based on the objectives set earlier, the expected risk, costs, and gains. The quality of feasibility studies makes easier the appraisal work. If the objective of the appraiser is Return on investment, the project is appraised on this base.
Types of decisions to be taken during each pre-investment phases
	Decision
	Type of study
	Decision goal

	Identification 
	Opportunity studies
	· Identify opportunity
· Determine critical areas for support studies
· Determine area for pre-feasibility or feasibility study.

	Pre-selection
	Support study
	· Determine which of the possible choices is the most viable

	
	Pre-feasibility study
	· Determine provisional viability of the project
· Appraise whether the feasibility study should be launched.

	Final analysis
	Support studies
	· Investigate in detail selected criteria requiring in-depth study

	
	Feasibility study
	· Make the final choices of project characteristics
· Determine the feasibility of the project and selected criteria

	Project evaluation
	Evaluation study
	·  Make final investment decision

	Project Appraisal
	Appraisal report
	


2.2.2. Investment Phase
The investment phase, also called implementation phase, includes the following activities:
1. Establish legal, financial and organizational basis
2. Technology acquisition and transfer
3. Detailed engineering, design, contracting, tending & negotiations.
4. Acquisition of land, construction works, and installations
5. Pre- production marketing, securing of supplies, and setting up administration.
6. Recruitment, training, and placement of workers.
7. Plant commissioning and startup
2.2.3. Operating phase
Once activities listed under investment phase are completed, the project will go in to actual operation. The operation involves producing the envisaged goods, and sale to the target market, or renders the envisaged service to the target market. The project also requires evaluation, which deals with the review of whether the project is being implemented as per expectation. The necessary corrective actions should also be taken if deviation is identified.
2.3. DEPSA’s Project Cycle
There are various ways in which the project cycle may be viewed and depicted depending on the purpose, emphasis and detail required to illustrate.
According to the Guidelines to project planning in Ethiopia (1990) of Development Project studies Authority (DEPSA), the project compromises three major places.
1. Pre-investment
2. Investment and
3. Operation
Each of these three phases may be divided into stages. The guidelines have divided the project into six stages.
1. Identification
2. Preparation
3. Appraisal 
4. Implementation
5. Operation
6. Ex-post evaluation
The pre-investment phase consists of the first-three stages, the investment phase includes the fourth stage and the operation phase covers the last two stages.
The project cycle means the various stages of information gathering and decision-making, which take place between a project’s inception and completion.
In reality, these are somewhat artificial, but do serve to emphasis the need to think of project planning as a process of decision-making taking place over time. Broadly speaking, what is important about this process is that it should begin with the identification of a number of alternatives, using existing information and gathering new data in such a way as to limit alternatives under consideration to those few, which are most promising.
Throughout the project cycle the primary preoccupation of the analyst is to consider alternatives, evaluate them, and to make decisions as to which of them should be advanced to the next stage.
In short, the project planning process is essentially one of eliminating and the planner naturally hopes that the best alternative will emerge.
In this process:
1. The results (output) of a given stage serve as the input or part of the input of the next stage, if it is decided to proceed to the next stage.
2. The output or part of the output of one stage may be used as new input (feedback) to reconsider or revise, where necessary, the result of a proceeding stages and
3. Most importantly, the results of the implementation, operation and ex-post evaluation stages of a project constitute valuable experience for the preparation of subsequent projects provided these inputs are systematically documented and analyzed. 
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