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Q1. Explain the various methods of appraising capital projects, including their relative merits and demerits. 

1) Net present value: This method measures cash in-flow whether excess or shortfall and to guide net present value to a positive position. Net present value involves net cash flow and discount rate. Therefore, high discount rate may reduce the net present value of capital, and high interest rate may increase discount rate of capital. 

2) Accounting rate of return: Projects may earn higher rate or lower rate of returns. The demerits of this method does not take into consideration the time value of money involved.

3) Internal rate of return: This method measure the efficiency of the capital investment. If capital investment cost greater than internal rate of return, most likely the project will be rejected. On the other hand, project with low capital cost may get greater chance for approval. 

4) Modified internal rate of return: This method evaluates capital investment projects that reinvestment rate equals the cost of capital. 

5) Adjusted present value: This methods overcomes the shortcomings of net present value and evaluates a project on the basis of risks associated to prospective company undertaking the investment.

6) Profitability index: This method evaluates a project based on calculation of value per unit of investment. This is a ratio of amount of money invested to profit or pay off of the project.

7) Equivalent annuity: This method divides the NPV value with annuity factor resulting in expressing NPV in relation to annualized cash flow.

8) Payback period: Projects with a shorter payback period are usually preferred for investment when compared to ones with longer pay back periods.

9) Discounted payback period: This method uses the time value of money or discounted value of cash flow is considered for calculation of payback period.

10) Real option analysis: This method uses real option analysis considers and values the various options that managers would have while managing their projects in terms of increasing cash inflow and decreasing cash out flow.



Q2. 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)

The purpose of environment impact documented in a project report is to ensure the decision makers consider the environmental impacts on the project. And this impact push decision maker to study environmental details to avoid any destroy on the environment. 

The process of environment impact documented in a project report: 
1) Proposal: The needs and objectives of project have been decided.
2) Categorical exclusion: Proceed with the project.
3) Environmental assessment: Analyse proposal and aims to reduce the negative impacts on the environment.
4) Environmental impact statement: 
A: Scoping
B: Notice:
C: Draft environmental impact statement
D: Comment on the statement
E: Finalise the environmental impact statement
F: Re-evaluation
G: Make decision 
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