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Answer question ONE and any other TWO 

QUESTION ONE (30 MARKS) 

a) The following table shows different payoffs for project investment decisions that can be 

made within the economy against different expected state of the economy. 

Project Investment 
Options 

State of Nature 

 High Modest Low 
T. Bills 96 64 24 
Equity 120 72 4 
Time Deposits 56 54 48 

Determine what project would be selected if the investor is considered to be  

i) In the middle of the road      (3 marks) 

ii) Conservative        (2 marks) 

iii) Hates regrets        (3 marks) 

b) Explain four non-monetary factors that would be further considered before investing in 

any of the projects in question 1(a) above     (6 marks) 

c) A project idea can be conceived on the basis of several issues. Identify six basic issues on 

which  a youth group from your area could conceive a project idea to process for 

implementation towards realization of sustainable human development. (6 marks) 

d) Based on the UNIDO approach to social cost benefit analysis (SCBA), explain how the 

following can be valued. 

i) Non tradable output       (3 marks) 



ii) Externality        (3 marks) 

e) Define the term “project feasibility” and explain three forms of feasibility that must be 

considered during project appraisal.      (4 marks) 

QUESTION TWO 

a) The project budget is an important project parameter. Many funding agencies (donors) 

expect organizations to present detailed/ comprehensive budgets alongside their 

proposals. Suppose you are leading a team of professionals who wish to submit  a 

proposal of funding to an international funding organization, elaborate how you would 

ensure how the accompanying budget is comprehensive and reliable. (10 marks) 

b) Given 2 projects, their probability  distribution and their possible returns for various 

states of the economy, choose the project to be used for investment and explain your 

answer.         (6 marks) 

State of  the 
Economy 

Probability of 
occurrence of state 
of the economy (𝑃𝑃𝑖𝑖) 

Profit of project A if 
state of the 
economy occurs 

Profit of project B if 
state of the 
economy occurs 

BOOM 0.2 600 1000 
NORMAL 0.6 500 500 
RECESSION 0.2 400 0 

c) Describe two characteristic features of the project cycle management approach that make 

it most preferred by planners in development projects.   (4 marks) 

QUESTION THREE 

a) A donor grant of $ 200,000 has been extended to the county government to support 

establishment of an income generation project towards realization of a sustainable 

revenue source. The governor’s office has two proposals of projects each costing an 

initial investment of $ 200, 000. After the establishment, each projects’ estimated five 

year cash flows in $ are projected to be as follows 

Year 0 1 2 3 4 5 
Project A 200,000 100,000 80,000 70,000 50,000 48,000 
Project B 200,000 120,000 100,000 80,000 52,000 50,000 



i) Suppose the cost of capital is 10%. Use the NPV approach to determine which 

project the county should support     (6 marks) 

ii) Suppose there is an estimated risk premium of 5% attached to the project, which 

project should the county support     (6 marks) 

b) The government of Kenya is planning to initiate an irrigation scheme along River Tana. 

A consultant has approached you with a requirement for a draft of project proposal. In 

line with statement of the problem, project justification, objectives strategies, project 

duration and budget/costing, provide a draft of project proposal to the consultant.  

          (8 marks) 

QUESTION FOUR 

a) In evaluation of some projects shadow prices are used in estimating costs and benefits. 

Explain the circumstances when shadow prices can be used.  (5 marks) 

b) Explain how each of the following organizational factors influence project decisions 

i) Controllability        (4 marks) 

ii) Endorsement        (3 marks) 

iii) Compatibility        (3 marks) 

c) Discuss the relevance of Arrow- Lind Theorem in estimating cost of Risk-Bearing in 

project appraisal.        (5 marks) 

QUESTION FIVE 

a) The government of Kenya is planning to construct a motor way connecting two busy 

towns (between Limuru and Nairobi). The planner has consulted you as a specialist in the 

evaluation of public projects. Define and identify (with relevant examples) the following 

costs and benefits that would emanate from the project. 

i) Direct costs and benefits      (4 marks) 

ii) Indirect costs and benefits      (4 marks) 

iii) Tangible costs and benefits      (3 marks) 

b) Describe three contexts in which NPV become useful in project evaluation and explain 

the decision criteria in each case,      (9 marks) 



 


