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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.
In business today, most capital investment decisions are considered with the view of making the most important capital investment project for the organization that will not only increase the shareholders wealth or increases revenue or profits, this type of investments require for the organization to make decisions using the investment appraising methods. The organization is required to consider the following areas before making decisions that include to estimate the costs and benefits from the investments, to select an appraisal method and to use it with the view of checking whether the ascertain investment is financially worthwhile for the organization. And most importantly to decide on whether to go ahead with the investment. It is also important to note that the costs and benefits from the investment are estimates. Costs and benefits in this method is known as cash flows. They are many appraising methods used to assess how financially worthwhile the investments are. Payback period, net present value, internal rate of return and many more are methods used. The following methods have their own calculation and own advantages and disadvantages.
Payback Period
[bookmark: _GoBack]The main objective of using the payback period method is to consider how long will it take for the project to make the organization a return on investment. The payback period is based on the expected cash flows. In order for the organization to use this method they must set a target of the payback period. This method decision making process include that the organization must compare the payback period to its target for if the investment to the project will result in the organization making a quicker return on investment therefore the project should be accepted. The organization should also compare the project to other projects with the view of choosing the project that has the quickest payback period. The disadvantage of this method is that the payback period does not consider how profitable the project is and the main purpose of the payback period is to estimate how long will the project will break even. This method is mostly used by account and fund managers with the purposes of estimating break-even of a project or investment.
Net present value
According to Investopedia (2019) Net present value (NPV) is the difference between the present value of cash inflows and the present value of cash outflows over a period of time. Net present value considers the future cash flow by estimating the cash flows earning from future into present value terms. Investments usually involve a clear purpose of the cash benefits that the organization will receive in the future, this also includes the risks attached to the investment. The net present value tells the organization the impact of project has on the shareholders wealth. Most investment that are approved using the net present value (NPV) are chosen if the net present values is viable because the project or investment chosen will increase shareholders wealth. It’s important for the organization compare projects with the view of picking the project with the highest net present value. The project with a negative net present value will result in the organization making a loss. Money in the present day is worth more than the same amount in the future due to inflation. The advantage of net present value is that considers the future value of money, focuses on financial management objective of the maximization of shareholder wealth, considers the whole life of an investment or project, the net present value focuses on the absolute measure of profitability of an investment made or project. A drawback is that the NPV is not understood by non-financial managers in an organization.
Internal rate of return
The internal rate of return is sometimes referred as the economy rate of return or discounted cash flow rate of return. The internal rate of return is a metric used in capital budgeting to estimate the profitability of potential investments opportunities that the organization may decide to invest in according to Investopedia (2019). The internal rate of return is a discount rate that makes the net present value (NPV) of all cash flows from a particular investment or project equal to zero according to Investopedia (2019). Discounted cash flow techniques such as the net present value and the internal rate of return are superior to the payback period due to the fact that both the net present value and internal rate of return are based on the value of money over time. The internal rate of return is complicated to calculate and calculations only provide estimations. It is based on cash flows not profits which is subjective because the main object of the internal rate of return is to focus on cash flows rather than profits which makes it is less reliable and less appropriate for decision involving investments or projects that the organization may decides on taking. The IRR will lead to maximization of shareholder wealth if the investment made or project will generate a rate of return that is higher than the cost of capital invested on the organization, this will increase shareholders wealth which is the main objective of most organizations in the Private Sector. Another drawback is that the internal rate of return is difficult for most uses because first the user must understand Net present value and that requires the understanding of discounting. The IRR does not give an absolute indication of the profitability of the project compared to the net present value. 

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)
We are aware of the environmental impact a project will have on the environment, for example a construction project will be designed and the project will have an impact on the water or air quality. It’s important that the organization to follow the rules and regulations set by the governing body responsible for it, in this case the building regulator, civil engineers and so on. The importance of the environmental impact that the project has on the local communities and the nation as well will set the foundation for the project not only to increase the project cash flow or profits attended to the project but it will have a massive impact on the project outcome because if for example an construction project has not followed regulation set out the by the regulation body responsible, this will not only lead to massive loss for the organization, this includes possible legal action to the organization management in charge for the project. So it has become a branch mark for the organizations to assess the environmental impact and risk involved before investing in a project.   
When per pairing a project it’s important for the organization to prepare a project report containing the fact that include the timeline, accomplishments and most important the projects milestones. Project milestones is the completion of the most important tasks in the project. Project milestones should be outlined before the project beings, this is normally done in the project planning stage. They have to be a difference between the targets and actual accomplishments. During the project, variances analysis are used to compare the budget cost to the actual costs and this is known as the variances in a project. The project report should contain the risks and challenges that the organization is faced with. During the planning stage the management must assess if the project will have an environmental impact and if so, the management must develop an effect plan with the objective of following the regulations set out and analysis potential risks involved in the projects, this can be avoided by training the employees of the organization and this includes the contractors.
In Europe, the Environment Impact Assessment (EIA) is responsible for sets the rules and regulations. The Environment Impact Assessment (EIA) is set by the European Commission. EIA plays an outstandingly important role in a project’s environmental impact because when assessing the potential impacts on the environment prior to the approval of the project, this will help the organization in terms of identifying, predicting, evaluating the social and other relevant effects of the development proposal prior to major decision being taken therefore the importance of the EIA is suitable for development which is massive in terms of meeting the regulations and protecting the environment. If the rules and regulation are not met this will result in fines and that will put the project investment at risk in terms of covering overhead costs due to the fines.
When determining resources, it’s normal for the management to assess the technical requirement of the proposed project. This also includes the technical requirements for the project are compared to the technical capability that the organization has. If the organization cannot carry out the project than the organization has to outsource the required technical requirements for the project. Financial feasibility also plays a massive role when investing in a project. Financial analysis about the project give a picture about the project in terms of the projected earnings and risks involved. According to the Business Dictionary.com the financial feasibility of a project will include an analysis and evaluation of a proposed project to determine if it the project is technically feasible, the project is feasible within the estimated cost, and will the project be profitable.
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