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Marking Criteria:
We expect the learners to write minimum one well expressed point in three lines against each allocated mark. This means one needs to write 15 lines with 5 well expressed points to get high grades for a 5 marks question.
For high grades use examples and illustrations where appropriate. 
	1. Explain the various methods of appraising capital projects, including their relative merits and demerits.
The methods of appraisal are as follows:
· Pay Back Period – Payback period is one of the easiest methods of capital investment appraisal techniques. In this method, the investment is appraised on the time it takes to return the original investment back. Projects with a shorter payback period are usually preferred for investment when compared to ones with longer pay back periods.
· Accounting Rate of Return – The ARR method compares the profit that can be earned to the amount of initial investment capital required for a certain project. Projects that can earn a higher rate of return is naturally preferred over ones with low rate of return. Accounting Rate of Return method is a non-discounted capital investment appraisal technique in that it does not take into consideration the time value of money involved.
· Discounted Cash Flow – DCF method tries to estimate the value of a company today, based on projections of how much money it's going to make in the future. It revolves around the idea that amount in the future is worth less than amount today. If the cost arrived at through DCF analysis is higher than the current rate of the investment, the project will be rejected.
· Net Present Value – The NPV is a calculation involving net cash flow at a particular present time at discount rate. Thus, an inverse proportional relation between discount rate and NPV will be observed. This means that the higher the discount rate goes, the lower NPV capital is derived. This capital investment appraisal technique measures the cash in-flow, whether excess or shortfall, after the routine finance commitments are met with.
· Internal Rate of Return – Among all capital investment appraisal techniques, IRR is generally considered to measure the efficiency of the capital investment. IRR is calculated by comparing NPV to zero and then deriving the discount rate. This method considers the time value of money over the project life time and derives the world discount rate. With this technique, discount rate values 0 to NPV. This means that if the capital investment is higher than the IRR value, the project is unlikely to be accepted. More so, a low capital investment project has higher chances of approval.
· Profitability Index – Also known as value investment ratio and profit investment ratio, this capital investment appraisal method is a ratio of money invested to return or pay off of the project. It assesses a project based on design of value per unit of investment.

2. Preparing a project report involves an analysis of financial data to project future cash outflows and inflows, as well as, a thorough assessment of the following:
	• The project’s potential in the market
	• Its technical feasibility
	• Its environmental impact
	• Its financial feasibility
	• Availability of managerial skills required for the project

Why is an environmental impact documented in a project report and how can it affect future cash inflows and outflows. (1.5 marks for one well - expressed point)
· [bookmark: _GoBack]Natural Environment – Resources & Nature
The natural environment should also be considered in estimating cash flows. Any project that requires the use of natural resources should provide a draft on the usage and consumptions and how it’s going to affect the surroundings. Environmental issues should also be taken into consideration. Product manufacturing often has negative effects on the environment. Pollution, waste disposal, recycling, insurance, and public relations to name some. Companies can be held financially liable for these effects. Companies should be aware during the planning for any environmental impact. There are several environmental laws should be taken into account. Companies should select the best method to address any forthcoming issues related to the environment. And it doesn’t stop there. Constant monitoring should also be implemented to make sure that the company is continuously adhering to the environmental laws and the social responsibility is exercised.
· External Environment – Markets & Economy
	Your company's operating environment also plays a key role. Even with small 	companies, activity in the capital markets impacts investing and financing cash 	flows. If lending is restricted for public companies, it is typically more limited for 	smaller companies that have fewer debt options. When large private equity firms 	cannot take their companies public, small firms may be more cautious about taking 	investment stakes they may be unable to sell within a specified time period. 	Industry and economic events also impact all cash flows. For example, if your 	company is in the aerospace industry and that industry experiences a pronounced 	downturn, your sales may decrease or your sales-related expenses may increase 	as it takes more effort to drive sales. Both translate into reduced operational cash 	flows. If customers are failing, then the risk increases. If your municipality goes 	bankrupt, an economic event, all your company's cash flows could be impacted.
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ASSESSMENT # 13	Total Marks: 30


1.	Explain the various methods of appraising capital projects, including their relative merits
and demerits.	(15)
The methods of appraisal are as follows:
· Pay Back Period – Payback period is one of the easiest methods of capital investment appraisal techniques. In this method, the investment is appraised on the time it takes to return the original investment back. Projects with a shorter payback period are usually preferred for investment when compared to ones with longer pay back periods.
· Accounting Rate of Return – The ARR method compares the profit that can be earned to the amount of initial investment capital required for a certain project. Projects that can earn a higher rate of return is naturally preferred over ones with low rate of return. Accounting Rate of Return method is a non-discounted capital investment appraisal technique in that it does not take into consideration the time value of money involved.
· Discounted Cash Flow – DCF method tries to estimate the value of a company today, based on projections of how much money it's going to make in the future. It revolves around the idea that amount in the future is worth less than amount today. If the cost arrived at through DCF analysis is higher than the current rate of the investment, the project will be rejected.
· Net Present Value – The NPV is a calculation involving net cash flow at a particular present time at discount rate. Thus, an inverse proportional relation between discount rate and NPV will be observed. This means that the higher the discount rate goes, the lower NPV capital is derived. This capital investment appraisal technique measures the cash in-flow, whether excess or shortfall, after the routine finance commitments are met with.
· Internal Rate of Return – Among all capital investment appraisal techniques, IRR is generally considered to measure the efficiency of the capital investment. IRR is calculated by comparing NPV to zero and then deriving the discount rate. This method considers the time value of money over the project life time and derives the world discount rate. With this technique, discount rate values 0 to NPV. This means that if the capital investment is higher than the IRR value, the project is unlikely to be accepted. More so, a low capital investment project has higher chances of approval.
· Profitability Index – Also known as value investment ratio and profit investment ratio, this capital investment appraisal method is a ratio of money invested to return or pay off of the project. It assesses a project based on design of value per unit of investment.

2.	Preparing a project report involves an analysis of financial data to project future cash outflows and inflows, as well as, a thorough assessment of the following:

 	The project’s potential in the market
 	Its technical feasibility
 	Its environmental impact
 	Its financial feasibility
 	Availability of managerial skills required for the project

Why is an environmental impact documented in a project report and how can it affect future cash inflows and outflows. (1.5 marks for one well - expressed point)	(15)
· Natural Environment – Resources & Nature
The natural environment should also be considered in estimating cash flows. Any project that requires the use of natural resources should provide a draft on the usage and consumptions and how it’s going to affect the surroundings. Environmental issues should also be taken into consideration. Product manufacturing often has negative effects on the environment. Pollution, waste disposal, recycling, insurance, and public relations to name some. Companies can be held financially liable for these effects. Companies should be aware during the planning for any environmental impact. There are several environmental laws should be taken into account. Companies should select the best method to address any forthcoming issues related to the environment. And it doesn’t stop there. Constant monitoring should also be implemented to make sure that the company is continuously adhering to the environmental laws and the social responsibility is exercised.
· External Environment – Markets & Economy
	Your company's operating environment also plays a key role. Even with small 	companies, activity in the capital markets impacts investing and financing cash 	flows. If lending is restricted for public companies, it is typically more limited for 	smaller companies that have fewer debt options. When large private equity firms 	cannot take their companies public, small firms may be more cautious about taking 	investment stakes they may be unable to sell within a specified time period. 	Industry and economic events also impact all cash flows. For example, if your 	company is in the aerospace industry and that industry experiences a pronounced 	downturn, your sales may decrease or your sales-related expenses may increase 	as it takes more effort to drive sales. Both translate into reduced operational cash 	flows. If customers are failing, then the risk increases. If your municipality goes 	bankrupt, an economic event, all your company's cash flows could be impacted.
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