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WHAT IS STRATEGIC




STRATEGIC

PROJECT
ANALY SIS

Strategic project analysis is @

methodology for determining
the profitability of a potential
Investment.

May be performed ex-ante or
ex-post.

It is entirely possible for a
scenario to be selected where
costs exceed benefits.



Selecting and justifying investment in @
capital project

Deciding whether to repair or replace a
piece of machinery

Prioritizing and selecting from a list of social

APPLICATIONS initiative scenarios

% Prioritizing projects competing for
investment from the same funding source

m Developing government policy




TRADITIONAL COST
BENEFIT ANALYSIS
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TRADITIONAL ECONOMIC CBA

State the objective

Define the scope of the analysis to be performed.

* In theory, the analysis should be all-inclusive, evaluating all known costs.,
benefits, and disbenefits.

* In reality, this is not practical. Every CBA is necessarily reductionist.
» Select the duration of the project
» |dentify the impact area

Identify scenarios

Perform analysis
« |dentify costs, benefits, and disbenefits
« Quantify everything
« Reduce everything to present value
» Calculate net present value, NPV = (Benefits — Disbenefits — Costs) > 0
« Conduct sensitivity testing

Select an option



TYPICAL

CALCULATIONS

e Total profit divided by total cost

* Inputs Minus outputs

* How much the project earns per time period

e Financial point at which a scenario has
recovered its initial investment

e Cost analysis that includes maintenance and
operations, through to decommissioning



WELFARE ECONOMICS
AND EVALUATION
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WELFARE

ECONOMICS

Welfare economics developed and evolved to
evaluate the impact of programs and projects
designed 1o solve specific social problems and
conftribute to the “greater public good”.

When selecting between scenarios for a
particular intervention, the state of the affected
population is appraised both with and without
the proposed intervention, measuring the
anticipated incremental effect of the initiative on
peoples’ lives.

Applied by governments around the world,
intergovernmental organizations (IGOs) such as
the United Nations (UN), related agencies (such
as the World Health Organization, UNICEF, and
UNESCO), and non-governmental organizations
(NGOs) such as the International Red Cross.
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EVALUATION PRACTICE

« Same steps as a CBA, sometimes called a BCA
« Scenarios might not have the same objective

« Perform analysis (often ex-post)
« Quantify if possible
« Calculate (Net Benefits / Costs) > 1
« Apply qualitative methods for nonquantifiable items

« Select an option



e (Benefits — Cost) divided by a measure of
effectiveness E

e |dentifies the worst possible outcome for each
scenario and chooses the least worst

QUALITATIVE

AND MIXED
METHODS







‘\

STAKEHOLDERS

« Stakeholder standing is achieved if benetfits, disbenefits, or costs might
accrue to the person. Standing indicates whose costs and benefits will be
explicitly included in the analysis.

« Scope of strategic project analysis is typically limited to the impact area of
(territory affected by) the proposed project and stakeholder beneficiaries
within that area.

» Using geographic area to determine stakeholder standing is one way of
maintaining objectivity.

 If an understanding of potential distributional effects and equity is desired, an
Impact assessment study may need to be conducted.
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Employees
Facilities
Operations
Maintenance
o Organizational
Administration
Governing Board
Executive Leadership
Inspector General
Shareholders
owners Investors
Donors
- Financial
Creditors
Other Funding Sources Stakeholders
Insurers
Contractors

Consultants
Employees

Steering Committee

Consultants

Partners

Project Management Office Contractual

Vendors

Third Party Providers

Suppliers

Landowners

Other

Environment

Local Businesses

Independent Concerned Parties

Educational Institutions

Functional Beneficiaries

Competitors
Clients and Customers
Neighbors
Future Generations
Public Community
Volunteers
Potential Employees
Voters and Taxpayers Oversight Committee
Special Interest Groups
Governing Bodies Regulatory Agencies
Political Beneficiaries Elected Officials
City
Governmental
County
Government Agencies State
Country

Unions
Media
Activist Organizations
Lobbyists

Industry Groups
Professional Institutions

Chamber of Commerce

International Bodies
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PERSPECTIVE

Investor perspective focuses on maximizing profit

The OUTCOme Of Ony OnC”ySiS iS WhO”y Spenders (those who are delivering necessary services) vs.

Guardians (the funding agency)

9 Perspective can significantly influence analysis results.

dependent on its perspective.

Owner vs. operator

1 Perspective may also differ depending on who is performing the analysis.



Bias can significantly
influence analysis results.

Bias can be described as
CONSCIOUS or subconscious
prejudice in favor of or
against a scenario, which
may result in a lack of
objectivity and illogical or
irrational choices.

BIAS

There are over 150 types
of cognitive bias, some of

which are particularly
pervasive in strategic
decision-making.




®_ o ] When it comes to assessing risk, humans often fail to make rational decisions g:‘:gi'o’:mmm Sy

C 0 gnltlve blas because our brains take mental shortcuts that prevent us making the correct B I R e
choice. Since the 1960s behavioural scientists and psychologists have been B

researching these failings, and have identified and labelled dozens of them. bbbt bt il Dl

® Social  ® Financial @ Failure to estimate @ Short-termism Here are some that can cause havoc when it comes to assessing risks in business el S e el

ANCHORING EFFECT “The first test seemed “The conveyor belt broke three GAMBLER'’S FALLACY

times last month. It's pretty Believing that future probabilities are
altered by past events, when in fact
they are unchanged

Relying too much on the initial piece of OK. Do we need to look
information offered when making decisions any more?”

unlikely it'll happen again.”

AVAILABILITY HEURISTIC “| saw something very similar
Overestimating the importance and

e : to this on LinkedIn. We need
likelihood of events given the greater Yo takelit A Iy”
availability of information O take it seriously

“Let's just get the deal HYPERBOLIC DISCOUNTING

done ASAP” Preferring a smaller, sooner payoff
over a larger, later reward

“The whole department
knows there’s no
problem here”

“This worked fine in the ILLUSION OF VALIDITY
factory in the Korea, it Ovi imati ility to make

” accurate predicl ecially wh
should work fine here data appears to tell a coherent "story"

BELIEF BIAS “I didn’t quite follow your
Basing the strength of an argument

’ 9 argument but the conclusion
on the believability or plausibility of = &
e sancinslon seems about right’

- . < OSTRICH EFFECT
Looks like we've run out Avoiding negative financial

of time to discuss this” information by pretending it
doesn't exist

“Let’s ignore Sarah's
views on this one.
She's biased”

POST-PURCHASE
“We made a good RATIONALISATION

call on that one” Tendency to retroactively ascribe positive
attributes to an option one has selected

CLUSTERING ILLUSION “This is the second week in a
Erroneously overestimating the

: row that this has happened.
importance of small clusters or Th B bl 7
patterns in large data ere must be a probiem

“Our competitors are only
doing well because their
products are cheap”

CONFIRMATION BIAS “We did loads of
Focusing on information that only simulations. Most of them
confirms existing preconceptions showed there’'s no problem”

“Now we've got the new RISK COMPENSATION
equipment we can cut the Taking bigger risks when perceived

time spent on maintenance” safety increases; being more careful
P when perceived risks increases

“The last time we discussed
this the meeting lasted for
hours. Let's move on”

i i STATUS QUO BIAS
“If it ain’t broke - don't fix it” Preferring the current state of affairs

over change

ENDOWMENT EFFECT “I know it will cost a fortune “Dave from tech is worried
The tendency for people to ascribe more to fix but it cost us £15,000. - but frankly the tech team

value to things merely because they already We can't just throw it away.” are always pessimists”
own/have them

RACONTEUR




The action of determining
stakeholders’ standing is an ethical
qguestion.

Trade-offs between scenarios may
even pose an ethical dilemma in
which unpleasant choices and
complex judgments are made.

Every step in the strategic project
analysis process has an ethical
component.



SUSTAINABILITY
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SUSTAINABILITY

The United Nations 2030 Agenda for Sustainable Development is perhaps the most
widely recognized guide to sustainability, comprised of seventeen (17) Sustainable
Development Goals (SDG).

1.
2.

W

© N O O

End poverty in all its forms everywhere.

End hunger, achieve food security and improved nuftrition, and promote
sustainable agriculture.

Ensure healthy lives and promote well-being for all at all ages.

Ensure inclusive and equitable quality education and promote lifelong learning
opportunities for all.

Achieve gender equality and empower all women and girls.
Ensure availability and sustainable management of water and sanitation for all.
Ensure access to affordable, reliable, sustainable and modern energy for all.

Promote sustained, inclusive and sustainable economic growth, full and
productive employment and decent work for all.



SUSTAINABILITY

9. Build resilient infrastructure, promote inclusive and sustainable industrialization, and
foster innovation.

10. Reduce income inequality within and among countries.
11. Make cities and human settlements inclusive, safe, resilient, and sustainable.
12. Ensure sustainable consumption and production patterns.

13. Take urgent action to combat climate change and its impacts by regulating
emissions and promoting developments in renewable energy.

14. Conserve and sus’rainabl¥ use the oceans, seas and marine resources for
sustainable development.

15. Protect, restore and promote sustainable use of terrestrial ecosystems, sustainably
manage forests, combat desertification, and halt and reverse land degradation
and halt biodiversity loss.

16. Promote peaceful and inclusive societies for sustainable development, provide
CITCCﬁSS TOIJUSTICG for all and build effective, accountable and inclusive institutions
at all levels.

17. Strengthen the means of implementation and revitalize the Global Partnership for
Sustainable Development.




TN
RESILIENCE

Resilience is defined by The Rockefeller Foundation as “the capacity of individuals,
communities, institutions, businesses, and systems within a city fo survive, adapt, and grow,
no matter what kinds of chronic stresses and acute shocks they experience.”

1. Minimal human vulnerability

Diverse livelihoods and employment
Effective safeguards to human health and life
Collective identity and community support
Comprehensive security and rule of law
Sustainable economy

Reduced exposure and fragility

Effective provision of critical services

9. Reliable mobility and communications

10. Effective leadership and management

11. Empowered stakeholders

12. Integrated development and planning

© NN
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SCENARIOS - CONSTRUCTION

. . Focus on capacity building.
Construction (merit goods) — e °

. . ey Very good at identifying costs, benefits, and disbenefits.
education, healthcare, housing, ufilities

Published methods and historic data for shadow pricing.

Focus on jobs, social procurement, human capacity

Construction (pUb“C gOOdS) B building, and environmental benefits.

transportation infrastructure

Separate economic impact analysis

: . Environmental impact analysis required, may pursue
Construction (commercml, green building certification.

manufacturing) Fokc):L.J(sj'on jobs and economic impact if pursuing local
subsidies.




OTHER SCENARIOS

« Sporting events (public goods)

. FCQPTQmiC Impact (sport tourism, visitor spending), jobs, event revenue, future use of
acilities.

« Difficult to quantify volunteer value, intangibles (image, goodwill).

« Science, research, and technology (public goods)
« Formerly justified as military and national security investments.
« Benefits will never exceed the initial cost.

« Current justification is knowledge as a public good, pure scientific interest.
« Focusis on research output (publications), broader impacts (STEM, human capacity
building, mediaq), jobs.
« Extreme long-term scope, generational impact, no competitive market.

« Very difficult to quantify initial costs, non-use and intangible benefits (future
knowledge & surprise outcomes, technology spillover, science diplomacy).

» Policymaking
« 80% of US Environmental Protection Agency (EPA) CBAs over a thirteen (13) year
period excluded benefits considered important, significant, or substantial fo the
analysis due to data limitations and an inability to perform meaningful quantification
and calculation of those benefits.



CRITICAL QUESTIONING




What is the funding source for the analysise

What is the perspective from which the
analysis was conducted?

CO NTEXT What is the analysis objective?

‘(@:. What is the expected audience for and
= use of the report?

= What is the expected use of the report
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CONTENT

Is determination of stakeholder standing clearly explained and justified?

Is the selection of the clearly explained and justifiede

What is the in which costs and benefits are analyzed<e How is it justified?e

Is there any applied to scoringe How is it justifiede

Does the report identify its data sources?

Does the report clearly explain the methodologies used for quantification?

Was a sensitivity analysis conducted? How does the report reconcile or acknowledge ite
How was scenario ranking conducted? Is the methodology clearly explained and justified?
How clear is the logic, justification, soundness, and relevance of the analysis and conclusions?
Does the report identify any ¢ How are they treated?

. Are identified? Are they clearly explained and justified?

Are implications and consequences identified?e Are they clearly explained and justified?

Is any bias evident?

Is any clarification needed?

Is there any lack of evidence®?

1.
2.
3.
4.
S.
6.
/.
8.
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QUESTIONSY

DrAlexia@earthlink.net

New book coming soon !l

Strategic Project Analysis: A Powerd
Techniques for Managers
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