


Preparation of technical documentation for 
infrastructure projects
Economic and financial analysis



Introduction

• Investment decisions require tools based on which they are made

• Cost-Benefit Analysis (CBA) is an analytical tool for judging the economic advantages or
disadvantages of an investment decision

• Assessing costs and benefits

• Opportunity cost

• Long-term perspective

• Incremental approach

• Microeconomic approach

• Calculation of economic and financial performance indicators

• EU guide to CBA: https://ec.europa.eu/inea/sites/inea/files/cba_guide_cohesion_policy.pdf



Reference periods



Incremental approach

• CBA compares a scenario with-the-project with a counterfactual baseline scenario 
(without-the-project)

• Without project scenario is defined as what would happen in the absence of the project

• With project scenario includes proposed investments, all cost, revenues, etc.

• Projections are made of all cash flows related to the operations in the project area for each 
year during the project lifetime

• CBA only considers the difference between the cash flows in the with project and the without 
project. 

• The financial and economic performance indicators are calculated on the incremental cash 
flows only.



Standard CBA steps

• Description of the context

• Definition of objectives

• Identification of the project

• Technical feasibility & Environmental sustainability

• Financial analysis

• Economic analysis

• Risk assessment



Financial analysis
Objectives

• Assess the consolidated project profitability

• Assess the project profitability for the project owner (and some key stakeholders)

• Verify the project financial sustainability (a key feasibility condition)

• Outline the cash flows which are the basis for calculation of the socio-economic costs and 
benefits



Financial analysis
Methodology

• Discounted Cash Flow (DCF) method

• Only cash inflows and outflows are considered in the analysis

• As a general rule, analysis is carried out from the point of view of the infrastructure owner 
(consolidated financial analysis also possible)

• Financial Discount Rate (FDR)

• Time horizon (or reference period)

• Constant (real) prices

• Net of VAT, if VAT is recoverable



Financial analysis
Costs and revenues

• Investment cost, replacement costs and 
residual value:

• Operating costs and revenues:



Financial analysis
Sources of financing

• Union assistance (the EU grant);

• National public contribution (central, regional or local government level, if any);

• Project promoter’s contribution (loans or equity), if any;

• Private contribution under a PPP, (equity and loans) if any.



Financial analysis
Financial profitability and performance indicators

Financial net present value – FNPV(C) - and financial rate of return – FRR(C) - on investment

Financial net present value – FNPV (K) - and the financial rate of return - FRR (K) - on national capital.

Calculation of performance indicators:



Financial analysis
Financial sustainability

• The project is financially sustainable when the risk of running out of cash in the future, both 
during the investment and the operational stages, is expected to be zero. 

• Project promoters should show how the sources of financing available (both internal and 
external) will consistently match disbursements year-by-year.

• Financial sustainability example:



Economic analysis

• Will the society be better-off with the project?

• Shadow prices to reflect the social opportunity cost of goods and services, instead of market 
prices

• From market to shadow prices

• Evaluation of direct benefits

• Evaluation of non-market impacts and correction for externalities

• Economic performance indicators

• Economic Net Present Value (ENPV): the difference between the discounted total social benefits 
and costs;

• Economic Rate of Return (ERR): the rate that produces a zero value for the ENPV;

• B/C ratio



Economic analysis

• Calculation of performance indicators:



Risk assessment

• A risk assessment must be included in the CBA

• This is required to deal with the uncertainty that always permeates investment projects,
including the risk that the adverse impacts of climate change may have on the project

• The recommended steps for assessing the project risks are as follows:

• sensitivity analysis,

• qualitative risk analysis,

• probabilistic risk analysis,

• risk prevention and mitigation.



CBA in projects prepared by PPF6

• CBA in water management sector projects

• Main points

• Questions/discussions

• CBA in energy efficiency projects

• Main points

• Questions/discussions



Questions and Answers



EU PROJECT PREPARATION FACILITY PROJECT

All documents, information, materials and pictures from this 
EU PPF training are available for download in the download section of our site

www.ppf.rs

http://www.ppf.rs/
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