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N. Risk factors and management’s perception of the same:  

(a) Internal:  

The manufacturing plants are operationally interlinked.  

Management perception:  

The company maintains high safety standards, hence functioning of one plant does not 

affect the functioning of another.  

(b) External:  

The profitability of the fertilizer operation is dependent upon the government’s subsidy 

policy which may come to the end by 31st March 1997.  

Management’s perception:  

Government is beginning the process of preparing the fertilizer subsidy policy 

commencing from April 1997.  

O. Financial projections:  

As the project is planned within a large existing plant the financial projections of the new 

ammonia plant, separated from all other activities of the company, are not available in 

the offer document and the projections are for the company as a whole. Hence, not 

discussed here.  

 



10. Broad Criteria for Pre-Investment Decisions:  

The development of a project report, we know, passes through the stages of Project 

Profile, Project Pre-feasibility and feasibility report, the techno-economic feasibility 

report and the DPR.  

Somewhere at these stages, a tentative decision is made by the project owner/ 

management for investment in the said project but before a firm decision—certain 

principles—which are the standards for judging the project and launching on it—are 

applied and followed. This exercise is called the criteria for pre-investment decision.  

We know that different considerations are applicable to different projects, and the 

projects for different sectors. Because projects are of innumerable types, these criteria 

vary with different projects.  

 

However, considering their commonality, we summarise below the broad 

criteria applicable to pre-investment decisions for a project:  

A. Objectives and attitude:  

The project is to satisfy the basic objectives for which the investment is planned. There 

should be good, positive attitudes of the project owner, parent company—if any—and the 

senior management involved. There should be a clear commitment for such a project.  

B. Definition:  

The definitions should be comprehensive and clearly communicated 

including:  

i. The various study on the project, carried out in an orderly fashion. In the absence of 

clarity in any, area further support study should be carried out in the relevant area.  

ii. Any area of uncertainty in the technology and/or design should be followed up till a 

clear, acceptable technology/design has been arrived at. The technology/design should 

be tested already (may be even in some other project).  

 

 



C. External factors:  

All external factors which are likely to influence the project (including its 

implementation) should be recognised, e.g.:  

i. Effect on prices;  

ii. Relevant rules and regulations;  

iii. Community factors, particularly in the neighbourhood of the site. (Note the big public 

and environmental outcry about the Rs. 1,800 crore project for Gopalpur port, the Tehri 

Dam project etc.).  

iv. Political support for the project, if any.  

D. Financial aspect:  

1. There should be full financial analysis of the project  due to the project risk undertaken.  

2. The availability of the funding should be completely appraised till the commissioning 

of the project. In deciding about the total commitment, care should be taken to find out  

  i. opportunities available in the market;  

  ii. can the resources be alternatively used to serve the objectives;  

  iii. how does the implementation reflect cost-benefit ratio.  

3. Recognize that government finance may develop to political control on the project 

itself.  

E. Organisation:  

Is there a proper organisation, particularly in the managerial grade, to match the project 

size and complexity so that there are no untoward surprises in the course of its 

implementation. The organisation should be manned by competent personnel for 

resource management with firm and effective leadership.  

 

 

 



F. Schedule:  

The project should have a good planning with clear schedules and adequate back-up 

strategies, particularly for high-risk areas. Proper planning of the Quality Assurance 

(QA) is recognised.  

G. Communication and control:  

The system of communication in implementation and operation and the necessary 

control, as such, should be instituted in the proposed project as visible, simple and 

friendly.  

H. Resource allocation:  

Before making a final commitment on the project, particularly large projects with longer 

duration, a study is made to review whether other alternatives are available to satisfy the 

objectives. Or, does it entail the consumption of least resources for such a project?  

This is a matter of serious consideration in cases of major government 

projects as:  

i. development of railways;  

ii. building of national highways;  

iii. development of major airports, harbours etc.  

The commitment involves resource allocation for years and, as such, a meaningful 

serious consideration before the start of investment.  

 

 

 


