THE OPEN UNIVERSITY OF SRI LANKA '
BACHELOR OF MANAGEMENT STUDIES DEGREE (BMS) - LEVEL 5 (*
FINAL EXAMINATION 2010
PROJECT APPRAISAL - MCU 3204

DURATION: THREE (03) HOURS

DATE : 23" February, 2010 = TIME : 1.30 pm —4.30 pm

Instructions: (I) Answer Question 1 (compulsory)} and any THREE (03) from others.
(I) Use of a non-programmable calculators is allowed.
(IlI) A PV table is attached herewith.

1. EN Holdings is considering whether to invest in a new product with a product life of
four years. The cost of the fixed asset investrment would be Rs. 2,000,000 in total,
with Rs, 1,000,000 payable at once and the rest after one year. A further investment of
Rs. 400,000 in working capital would be required.

The management of EN Holdings expect all their investments to justify themselves
financially within four years, after which the fixed asset is expected to be sold for Rs.
500,000, ‘ '

The new venture will incur fixed operating costs of Rs. 960,000 in the first year,
including depreciation of Rs. 400,000. These costs, excluding depreciation, are
expected to rise by 10% each year because of inflation. The unit selling price and unit
variable cost are Rs. 250/- and Rs 120/~ respectively in the first year and expected
yearly increases (because of inflation) are 8% and 14% respectively. Annual sales are
estimated to be 17,500 units. '

EN Holdings cost of capital is 28%.
(i)  Calculate the Pay Back Period (PBP) of the project. What are the advantages
and disadvantages of using PBP as a tool of evaluating this project? -
(07 Marks)

(i)  Whatis the NPV of the project? . . (06 Marks)

(ii)  Calculate the Net Benefit Investment Ratio (NBIR) for the project? '(06 Marks)

(iv)  As far as Accounting Rate of Return is considered, is this project prbﬁtable?
Explain. (05 Marks)
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) Suppose a 75% of the total capital requireﬁéﬁtﬁﬁth‘é'pm_]ect will be financed
by a bank loan at 18% interest and rest is from equity (cost is 16%). As per the
Internal Rate of Return, is this project feasible? Explain. (08 Marks)

(vi) EvaIuate the viability of this project considering all the above calculaféd o
figures. Are there any aspects that you should take in to account when you

evaluate projects? Discuss. (08 Marks)
(Total 40 Marks) _
2. () Develop your own definition for a project emphasizing its finite A

characteristics. i - |

(i) ~ Why is it important for every project to pass through a cycle? Explain.
; L (20 marks)

3. Explain what activities a project analyst should undertake to analyze the market
feasibility of a project. ‘

(20 marks)

4. (i) _. What is the importance of analyzing the technical aspect of a project? Discuss
your answer with suitable examples.

(i)  “The importance of a managerial and institutional appraisal is less when the i
project is capital intensive.” Discuss.

(20 marks)

5. (i)  On what basis the financing structure of a commercial project should be
chosen? Why this decision is important in project analysis? Explain.

(i)  What aspects a project analyst should consider when analyzing the financial
viability of a project? Explain. ‘

(20 marks)
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