THE OPEN UNIVERSITY OF SRI LANKA

BACHELOR OF MANAGEMENT STUDIES DEGREE (BMS) - LEVEL 5
FINAL EXAMINATION 2013

PROJECT APPRAISAL - MCU 3204

DURATION: THREE (03) HOURS

DATE : 21* July, 2013 TIME : 1.30 pm — 4.30 pm

Instructions:
.o Answer Question 1 (compulsory) and any THREE (03) from others.
e Use of a non-programmable calculators is allowed.

o A PV table is attached herewith.

(1) ABC is a medium-size educational institution located in Colombo. ABC offers diploma
programs for IT skills and English language. ABC’s most recent annual net income statement

is as follows (all values are in Rs. "000).

Revenue from operations Rs.5800
Total costs

Cost of operations Rs. 2260

Wages and salaries Rs. 200

Rent Rs. 320

Depreciation Rs. 160

Utilities Rs. 180

Miscellaneous Rs. 30

ABC’s revenue and expenses have remained relatively constant over the past few years and
are expected to continue unchanged in the near future. To increase revenue, ABC is
considering using some floor space to introduce a new Advance Diploma programme for

Marketing of one year duration. ABC intends to operate the Advance Diploma programme
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for a three-year period, initially, and then would re-evaluate its profitability. Commencement
of the new programme would require an incremental investment of Rs 2 million for initial
planning, finalizing course structures, preparing study materials and purchasing furniture
and equipment. This is the only capital investment required during the initial three-year
period. At the end of that period, an additional capital would be required to continue the
degree programme and capital would not be recovered if the project is terminated. The new
programme is expected to have 50 enrolments each at a fee of Rs 100,000. Operating
expenses are estimated to be Rs 800,000 per year. With the new programme, wage and
salary expenses are expected to increase by 8% and utility expenses by 5%. The
commencement of the new programme will reduce the floor space available for other
programmes and, as a result, ABC will have to reduce the number of enrolments of other
programmes. Hence, the revenue from the existing programmes is expected to decline by
10%.

i.  Calculate net incremental cash flows for the new programme. (05 Marks)
ii. Assume that ABC has the capital needed to commence the new programme and that

they place a 12% opportunity cost on those funds. Should ABC commence the new
Advance Diploma programme for Marketing? Why or why not? (05 Marks)

iii. Calculate;

a. Internal Rate of Return (IRR)of the project (08 Marks)
b. Accounting Rate of Return (ARR) of the project (07 Marks)
c. Net Benefit Investment Ratio (NBIR) of the project (07 Marks)

iv. Evaluate the new project concentrating on different aspects of financial analysis.

(08 Marks)

(Total 40 Marks)
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(2)  ‘The decision to start a new project and go ahead with that project can be thought of as a

project appraisal decision. You only go ahead if projected returns look attractive on a

personal and financial basis.” Discuss this statement. (20 Marks)
(3) i.  Define a project elaborating its finite characteristics. (10 Marks)
ii.  Is a programme totally different from a Project? Elaborate. (10 Marks)
(total 20 Marks)
(4) “Managing each stage of a project is equally important.” Discuss. (20 Marks)

(5) i. Isproject financing an important decision? Elaborate your answer with suitable

examples. (10 Marks)

ii. The total capital requirement of a project is 450 Mn, of which two third is financed by
ordinary shares. 60% of the rest is financed with 16% debentures and the balance is
finance by 22% bank loan. Owners expect 24% return on their investment. Calculate the

total cost of capital. (05 marks)

iii. Explain why working Capital management is important in project management.

(05 Marks)

(6)  Write short notes on the followings. (5 Marks each)
i. Independent project and mutually beneficial projects
ii. Externalities and subsidies offered to projects
iii. Technical feasibility of a project

iv. Application of ratio analysis

(All right reserved)
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