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JOMO KENYATTA UNIVERSITY
OF
AGRICULTURE AND TECHNOLOGY
		UNIVERSITY EXAMINATIONS 2014/2015

YEAR III SEMESTER II EXAMINATION FOR THE DEGREE OF BACHELOR OF COMMERCE

HBC 2202: PROJECT APPRAISAL 
DATE:   AUGUST 2015	                                      	                TIME: 2 HOURS 
INSTRUCTIONS: ANSWER QUESTION ONE (COMPULSORY) AND ANY OTHER TWO QUESTIONS

QUESTION ONE (30 MARKS)
(a) Discuss FOUR main reasons for carrying out project appraisals.														[8 marks]

(b) An investment of Sh.200,000 is expected to generate the following cash flow (Sh)
	Year		Net Cashflow (Sh)
1 30,000
2 40,000
3 60,000
4 70,000
5 55,000
6 45,000

Required:
Compute payback period of the investment.  Should the investment be made if management wants to recover the initial investment in 3 years or less.	[8 marks]
(c) Smart Manufacturing Company is planning to reduce its labor cost by automating a critical task that is currently performed manually.  The automation requires the installation of a new machine.  The cost to purchase and install a new machine is Sh.15,000.  The installation of machine can reduce annual labour cost by Sh.4,200.  The life of the machine is 15 years.  The salvage value of the machine after years will be zero.  The required rate of return of smart manufacturing company is 25%.

Using NPU should smart manufacturing company purchase the machine.												    [14 marks]








QUESTION TWO (20 MARKS)
(a) What are the benefits of information in cashflow statement during the appraisal?												[6 marks]
(b) Explain any THREE criteria that capital budgeting decision rule should satisfy.												[6 marks]

(c) Explain economic analysis as used in project appraisal 				[4 marks]

(d) A new investment project is to demolish an existing gas statum and construm a small shopping mall.  Which of the items should be treated as a relevant cost to the investment decision.										[4 marks]

QUESTION THREE (20 MARKS)
(a) A construction firm is in the middle of constructing as office building having spent Sh.1 million on it so far.  It requires an additional Sh.0.5 million to complete construction, because of a downturn in the real estate market, the finished building will not fetch its original intended price, and is expected to sell for only Sh.1.2 million.  Based on relevant cost what is the correct course of action for the firm?			[6 marks]

(b) When appraising a project, what is the key areas one should, check in the balance sheet?											[6 marks]
(c) Name and describe any FOUR types of business risk																[8 marks]

QUESTION FOUR (20 MARKS)
(a) A Project requires an initial investment of Sh.225,000 is expected to generate the following net cash inflows:
	Year
	1
	2
	3
	4

	Cash inflow 
	Sh.95,000
	Sh.80,000
	Sh.60,000
	Sh.55,000



Compute net present value of the project if the minimum desired rate of return is 12% 										[12 marks]

(b) Describe the following terms as used in project appraisal;
(i) Mutually exclusive project					[4 marks]

(ii) [bookmark: _GoBack]Capital budgeting							[4 marks]
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