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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. (15)
Investment Proposals are related, to the business long term resources, which will last for more than 10 years.

Bellow, are explained few of the investment proposals;

· Pay Back Period
In the Pay Back Period method of appraising, all the investment, is returned, by the net cash flow.

The only problem with this method, is that the time of each cash flow, is not taken into consideration, and any other cash flow, after the recovery of the investment, is ignored too. So this method, can not be completely reliable.

· Accounting Rate of Return

In this method, the consideration is about the net profit, after the tax and depreciation, have been deducted. 

After they have been deducted, the average net profit will be calculated, by considering the life of the project.
Some of the drawbacks of this method are the ignorance of the Working Capital.

This method also ignores the time of the cash generation and the scrap value of assets, which is, how much the asset is worth, after it has been used in the business.

The lack of an official way to calculate profit on investment in this method, is the other weak point of it. 

Therefore, there can not be precise calculation of profit, by using the ARR.
· Discounted Cash Flow

In this method, the time value of money, is ignored too. For example, the value of £1 now, can be totally different, in a few years time. So, a Discount on any future returns on investment, must be discounted, to show the real value at each period of time. 

The Discounted Cash Flow principle, includes to concepts of calculation;

a. Net Present Value (NPV)

This method, considers the rate of interest, in order to calculate any future return on investment.

The method is a rational based, so it shows itself to be useful for any making of decisions.

This method considers, the value of money in a time period.

It also recognizes the benefits of the project, during the life time of the project.

It contributes to the management of the increase, of the shareholder's  wealth.

Some of the drawbacks of this method are the difficulty to calculate and the difficulty in choosing the best discounting rate, and any change in the discounting rate, could make the project not to appear very useful.

When NVP can be not so reliable, when dealing with various capital outlays. 


b. Internal Rate of Return (IRR)

In this method, the discounting rate of the cash inflows is equal to the cash outflows. The only difference here, is that the cash inflows and their present value is considered, and the cash outflows, are related to a different time period. The cash inflow is about the future, but the cash outflow is about the present.

The drawback of this method, is that the calculations can not be precise.

Another weakness of this method is, that the cash flows, are invested at the same rate as IRR.
· Profitability Index

A proposal with a lower IRR, may bring more profit, and despite of that fact, sometimes, it would not be accepted, just because of its lower IRR.

The Profitability Index, is a very effective method of investment appriasal.


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 i s a n 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)

There are external factors, which need to be considered, like an inflation for example, which make the investment proposals, not %100 percent reliable, all the time. 

Other factors as an example to be considered, which show sometimes that an investment proposals, can not be reliable, are when a new product is created, or when entering into a new market. In those instances, a %100 percent estimation and calculation, can not always be achieved.
For example, when a new product is introduced, the reaction of the potential customers, or the competitors, can not completely and precisely be estimated, or calculated. It would be only subjective and approximate, but not always precise.

And yet other things, like the wrong estimation of volume sales, can also result in the weakness of the investment proposal made.

The investment appraisal methods, can be useful, and precise depending on the method used, but if a common sense is not used, when doing the estimation, then relying only on the appraisal methods, would be a mistake, and a potential miss-interpretation, of the reality of business, leading to a bad decision.
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