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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. 
	Please insert your completed assignment ( in word format)  here:


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

· Pay- back method:  It is the numbers of years expected to take to recover the original investment from the Net Cash flow resulting from a capital investment. (1)

· Advantages: The pay –back methods is simple and easy to apply and as a concept, and it is calculated using cash flows, not accounting profits, and should not be open to manipulation by managerial preferences for particular accounting policies.

· Disadvantages: There are number of difficulties in using the pay-back method to access capital investment project and these are sufficiently serious for it to be generally rejected by corporate finance
· Average Rate of Return (ARR): Looks at the total of accounting return for a project to see if it meets the target return and it is expressed in %. The net annual profits are calculated taking into consideration depreciations and taxes.
Advantages: simple to use, takes no account of timing of cash flows.
Disadvantages: ignore some relevant information and may take account of some that is irrelevant and it is inferior to NPV.

· Discounted Cash Flow (NPV): Net Present Value methods of investment appraisal uses discounted cash flow to evaluate capital investment projects to compare the present value of all cash inflows and outflows to their present value. A positive Net Present Value indicates that an investment project is expected to give a return in excess of the cost of capital and will therefore lead to increase in shareholders wealth. (GUIDE, 2005, 2007)

· Advantages: The Net Present Value method of investment appraisal, being based on discounted cash flow, takes account of the time value of the money which is one of the key concepts in corporate finance.

· Disadvantages: Net Present Value is difficult to understand and to estimate the value of the value inflows and outflows over life of a project.

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 for the project.
Why is an environmental impact documented in a project report and how can it affect future cash inflows and outflows.

As part of thorough assessment the owner should launch an audit based on PESTEL ANALYSIS which means Political, Economic, Social, Technological, Environmental and Legal. Briefly I am going to explain their meaning:

· Political: the government policy, political stability, corruption, foreign trade policy, labor law and trade restriction.
· Economical: Economy growth, exchange rate, interest rates, inflation rates, disposable income and unemployment rates.
· Social: Population growth rate, age’s distribution rate, safety emphasis, lifestyles, attitude, cultural attitudes barriers.
· Technological: Technology incentive, level of innovation, technological awareness change.
· Environmental: weather, climate, environmental policies
· Legal: Discrimination law, employment law
All the above I mentioned should the thorough  assessment which needs to launched before any investment as there will  have great impact on the project future cash outflow and inflows in terms of : (1)

· The project potential in market: For instance, if unemployment rates rise there will be no potential feasibility in the market in terms of cash outflow and inflow.
· Technical feasibility: if there no technological awareness, no level of innovation, if there is no people skilled in technology it will be difficult for managerial skills.
· Environmental impact: Weather and environmental policies will have also impact on the project therefore it is important to assess what kind of products to adapt to the environment.
Political: political stability, government law, employment law, corruption, has more on the project potential in the market concerning the future of cash inflow and outflow.
Financial feasibility: economy growth, stability on exchange rates, and disposal income has the impact on financial feasibility whereas inflation, instability in economy has the impact on cash outflow and inflow.
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