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OUTLINE

Part 1: Scope and principles of public finance
Part 2: Managing revenues, expenditure and 
debt
Part 3: Performance based budgeting
Part 4: Budget Execution / internal controls
Part 5: Cost benefit analyses



Part 5: Benefit Cost Analyses



Approaches to investment decision making



Steps to Benefit – Cost Analysis

Identify and value benefits
Identify and value costs
Convert Financial Costs to Economic Costs
State general assumptions/ discount rate
Calculate Economic Rate of Return
Calculate Net Present Value
Perform sensitivity analyses
Decide whether or not to invest



Step 1: Identify and value benefits



Step 2: Identify and value costs

Capital / investment costs 
Operation and maintenance costs
Environmental costs



Step 3: Convert Financial Costs to Economic Costs



Example: Convert Financial Costs to Economic 
Costs



Step 4: State General Assumptions

When will full benefits be realized?
When will benefits will occur ? 
Are O&M costs constant in project life?
What is the discount rate (opportunity cost of 
capital) Ministry of Economic Planning 



Step 5: State decision rule:

Accept investment project if:
Economic Internal rate of return (EIRR) of project 
is greater than the discount rate
Net present value (NPV) is greater than 0



Example: Constructing a school building



Example: Rural Road Project



Example: water supply project



Sensitivity Analyses: What happens when 
costs and benefits increase or decrease?

If sensitivity indicator is greater than +/-1, then project  is sensitive to the 
parameter



SUMMARY

Part 1: Scope and principles of public finance

Part 2: Managing revenues, expenditure and debt

Part 3: Performance based budgeting

Part 4: Budget Execution / internal controls

Part 5: Cost benefit analyses



Reflection Question

What are the 5 main lessons you take away 
from this module???


