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Financial and economic appraisal of development projects

7. Example of project appraisal: textile mill and telecommunications system.

Years Project appraisal
0 1 2 3 4 5 NPV(10%) CBR IRR in %
Project appraisal at market prices
Textile mill
Wages 350 100 100 100 100 100
Costs in foreign exchange 500 0 0 0 0 0
Other costs 150 0 0 0 0 0
Total costs 1000 100 100 100 100 100 1254
Revenues in foreign exchange 0 400 400 400 400 400
Other revenues 0 0 0 0 0 0
Total revenues 0 400 400 400 400 400 1378
Total revenues - Total cost -1000 300 300 300 300 300 125 1.10 15.2
Telecommunications system
Wages 100 50 50 50 50 50
Costs in foreign exchange 800 0 0 0 0 0
Other costs 100 0 0 0 0 0
Total costs 1000 50 50 50 50 50 1081
Revenues in foreign exchange 0 0 0 0 0 0
Other revenues 0 350 350 350 350 350
Total revenues 0 350 350 350 350 350 1206
Total revenues - Total cost -1000 300 300 300 300 300 125 1.12 15.2
Project appraisal at social prices: Shadow wage is 75% of market wage, so all wage costs are reduced by 25%
Textile mill
Wages 262.5 75 75 75 75 75
Costs in foreign exchange 500 0 0 0 0 0
Other costs 150 0 0 0 0 0
Total costs 912.5 75 75 75 75 75 1088
Revenues in foreign exchange 0 400 400 400 400 400
Other revenues 0 0 0 0 0 0
Total revenues 0 400 400 400 400 400 1378
Total revenues - Total cost -912.5 325 325 325 325 325 290 1.27 229
Telecommunications system
Wages 75 37.5 37.5 37.5 37.5 37.5
Costs in foreign exchange 800 0 0 0 0 0
Other costs 100 0 0 0 0 0
Total costs 975 37.5 37.5 37.5 37.5 37.5 1016
Revenues in foreign exchange 0 0 0 0 0 0
Other revenues 0 350 350 350 350 350
Total revenues 0 350 350 350 350 350 1206
Total revenues - Total cost -975 312.5 312.5 312.5 312.5 312.5 191 1.19 18.1

Project appraisal at social prices:
Textile mill

Shadow exchange rate is 20% above official rate, so net foreign exchange flow is raised by 20%

Wages 350 100 100 100 100 100
Costs in foreign exchange 600 0 0 0 0 0
Other costs 150 0 0 0 0 0
Total costs 1100 100 100 100 100 100 1345
Revenues in foreign exchange 0 480 480 480 480 480
Other revenues 0 0 0 0 0 0
Total revenues 0 480 480 480 480 480 1654
Total revenues - Total cost -1100 380 380 380 380 380 310 1.23 21.5
Telecommunications system
Wages 100 50 50 50 50 50
Costs in foreign exchange 960 0 0 0 0 0
Other costs 100 0 0 0 0 0
Total costs 1160 50 50 50 50 50 1227
Revenues in foreign exchange 0 0 0 0 0 0
Other revenues 0 350 350 350 350 350
Total revenues 0 350 350 350 350 350 1206
Total revenues - Total cost -1160 300 300 300 300 300 -21 0.98 9.2




