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PROJECT APPRAISAL 

Module I: Introduction 

Capital expenditure – importance and difficulties – objectives, resource 

allocation– Criteria – Investment strategic– Generation and screening of 

investment ideas. 

Project Appraisal Definition & Meaning: 

It is an important activity to evaluate the key factor of the project to decide and 

proceed with the project proposal and ability. 

Introduction; As I’m a PMP and have a broad experience in managing various 

types of project, I always wondered how my neighbor, who is a truck driver and 

thereby not experienced in project appraisal management, could do all those 

“projects” without preliminary assessment and analysis of the initial concept, 

problem, and solution. By the “projects” I mean the activities my neighbor did 

when he was building the garage in his backyard, renovating the kitchen, repairing 

his truck, even speaking with the postman, and so on. My wonder was that this 

person has no idea of project appraisal and management yet he can do successful 

“projects”, even without understanding that these are projects. 

Meaning; When an organization wants to find a solution to a particular business 

problem and identify the best way for implementing that solution, it needs to plan 

and develop a project that might provide an effective action plan for addressing the 

problem through implementing the solution. This organization will need to give an 
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appraisal of the potential project to make sure the project is really effective because 

it supports the right solution and solves the required problem. In this context, 

project appraisal management serves as the major process of analyzing and 

approving the project. In this article, I am going to write about the project appraisal 

process and its key steps. I hope my article will help you learn how to evaluate and 

appraise projects. At the end of the article I give a link to the project appraisal 

template, which is a more structured way of explaining the appraising process. 

Definition; Project Appraisal is a consistent process of reviewing a given project 

and evaluating its content to approve or reject this project, through analyzing the 

problem or need to be addressed by the project, generating solution options 

(alternatives) for solving the problem, selecting the most feasible option, 

conducting a feasibility analysis of that option, creating the solution statement, and 

identifying all people and organizations concerned with or affected by the project 

and its expected outcomes. It is an attempt to justify the project through analysis, 

which is a way to determine project feasibility and cost-effectiveness. 

Capital expenditure 

The components of the firm that come under this kind of capital investment 

appraisal include property, equipment, R & D projects, advertising campaigns, 

new plants, new machinery etc. Thus in simple words, capital investment 

appraisal is the budgeting of major capital and investment to 

company expenditure. 

What are the different types of capital expenditure appraisal? 

Capital expenditure appraisal is the evaluation of investment opportunities.  

1. Payback method = The payback method involves calculating the payback 

period. This is the amount of time it takes a business to recover the initial cost of 

http://www.mymanagementguide.com/project-appraisal-template/
http://www.mymanagementguide.com/project-appraisal-template/
http://www.mymanagementguide.com/project-alternatives/
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an investment. Generally, the shorter the payback period, the better. It's important 

to remember that ten payback method uses net cash flow. 

2. The Average Rate of Return (ARR) = ARR measures the average annual 

profit as a percentages of the annual investment. This means that ARR measures 

the % of profit generated each year by accepting the investment opportunity. When 

comparing two or more investment opportunities, the ones with higher ARR would 

be more desirable because it indicates that particular project can regenerate more 

profits for the company. It's important to remember that ARR uses profit in the 

calculation. 

3. The Net Present Value (NPV) = NPV considers the costs and benefits of an 

investment by calculating the value of a sum of money available in the future 

expressed in terms of what it is worth today using discounted table. Investment 

projects with higher NPV sre more desirable. It's important to remember NPV uses 

net cash flow in the calculation. 

Capital budgeting is the process a business undertakes to evaluate potential major 

projects or investments. Construction of a new plant or a big investment in an 

outside venture are examples of projects that would require capital budgeting 

before they are approved or rejected. 

As part of capital budgeting, a company might assess a prospective project's 

lifetime cash inflows and outflows to determine whether the potential returns that 

would be generated meet a sufficient target benchmark. The process is also known 

as investment appraisal. 

Investment Appraisal Techniques. Investment appraisal techniques are 

payback period, internal rate of return, net present value, accounting rate of return, 

and profitability index. They are primarily meant to appraise the performance of a 

new project. 
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Project appraisal Methods 

Project appraisal is an important activity to evaluate the key factor of 

the project to check the viability of a project proposal. We can use 

various Appraisal methods and tools to accept or reject the project. For example, 

economic or financial appraisal analysis, Excel Templates and other decision 

techniques. 

"Funds spent in the expectation of securing a stream of benefits, which may take 

some time to start flowing and which may last for some years." 

• Land 

 • Plant or Machinery 

 • Development of a New Product 

 • Installation of a New Computer System 

 • Establishment of a new production process 

 • Opening of a new market sector whether the expenditure of this amount of 

capital is going to be worthwhile is the subject of capital expenditure appraisal. 

Capital expenditure appraisal sets out to establish whether: 

 • A particular capital expenditure proposal is justified in terms of the expected 

benefits 

 • If there are alternative proposals which should be undertaken 

 

 

Investment Appraisal 

Advantages Disadvantages 

Takes into account the time value of money so 

makes it more accurate. 
Fails to consider the timings of cash flow 

Helps to determine profitability of projects 

using cash flows rather than profits. 

There may be difficulties in determining an 

appropriate cost of capital. 
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Advantages and Disadvantages of Investment Appraisal 

The Investment Appraisal are techniques used in an organization’s overall strategy 

and decision of capital investment. In general capital investment appraisal are used 

for ranking projects. A firm can usually have many projects that are appraised at the 

same time and those techniques will compare the projects and once completed will 

determine the highest one and this will be implemented. The investment appraisals 

considered are: ARR, PAYBACK, and NPV AND IRR. 

Advantages and Disadvantages of Profitability Index (PI) 

➢ PI considers the time value of money. 

➢ PI considers analysis all cash flows of entire life. 

➢ PI makes the right in the case of different amount of cash outlay of different 

project. 

➢ PI ascertains the exact rate of return of the project. 

Capital expenditure; Importance and Difficulties; 

(a).Long-term Effect; The consequences of capital expenditure decisions extend 

far into the future. The scope of current manufacturing activities of a firm is 

governed largely by capital expenditure in the past. Likewise current capital 

expenditure decisions by provide the framework for future activities. Capital 

investment decisions have an enormous bearing on the basic character of a firm. 

(b). Irreversibility;   The market for used capital equipment in general is ill-

organised . Further for some types of capital equipment, custom-made to meet 

specific requirements, the market may virtually be non-existend. Once such an 

equipment is acquired, reversal of decision may mean scrapping the capital 

equipment. Thus a wrong capital investment decision often cannot be reversed 

without incurring a substantial loss. 
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(c).Substantial outlays; Capital expenditure usually involve substantial outlays.An 

integrated steel plant, for example involves an outlay of several thousand million 

capital costs tend to increase with advanced technology. 

Difficulties 

(a) Measurement problem ; Identifying and measuring the costs and benefit of a 

capital expenditure proposal tends to be difficult. This is more so when a capital 

expenditure has a bearing on some other activities of the firm (like cutting into the 

sales of some existing product) or has some intangible consequences (like 

improving the moral of workers). 

(b) Uncertainty; A capital expenditure decision involves costs and benefits that 

extend far into the future. It is impossible to predict exactly what will happen in the 

future. Hence there is usually a great deal of uncertainty characterizing the costs 

and benefits of a capital expenditure decision. 

 (C).Temporal spread; The costs and benefit associated with a capital expenditure 

decision are spread out over a long period of time, usually 10-20years for industrial 

projects and 20-50 years for infrastructural projects. Such a temporal spread 

creates some problem in estimating discount rates and establishing equivalences. 

Types of Capital Investment 

Capital investment may be classified in different ways. At the simplest level, 

capital investment may be classified as physical, monetary, or intangible. Phasical 

assets are tangible investment like land, building, plant, machinery, vehicles,and 

computers. Monetary assets are financial claims against some parties. Deposits, 

bonds, and equity shares are examples of monetary assets. Intangible assets are not 

in the form of physical assets or financial claims. They represent outlays on 

research and development, training, market development, franchises, and so that 

are expected to generate benefits over a period of time. 

Phases of capital budgeting 
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Capital budgeting is a complex process which may be divided into six broad 

phases. Planning, analysis, selection, financing, implementation, and review. 

portrays the relationship among these phases. 

CAPITAL BUDGETING PROCESS 
Planning 

Anayisis 

Selection 

Financing 

Implementation 

Review 

 

Objectives, resource allocation 

Objectives of Project Appraisal ; A Project Appraisal involves detailed pre-

investment analysis of market & technical feasibility, financial soundness, 

economic desirability and, finally, measuring its investment worth. 6.7 The task 

aims mainly at ensuring that scarce resources are put to most effective use. 

Objectives of Project Appraisal: 

1. To extract relevant information for determining the success or failure of 

a project. 

2. To apply standard yardsticks for determining the rate of success or 

failure of a project. 

3. To determine the expected costs & benefits of the project. 

4. To arrive at specific conclusions regarding the project. 

What is Project Appraisal? 

Project appraisal is an important activity to evaluate the key factor of the project to 

check the viability of a project proposal. We can use various Appraisal methods 
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and tools to accept or reject the project. For example, economic or financial 

appraisal analysis, Excel Templates and other decision techniques. And in this 

topic, we will see the different aspects of the Appraisal process of Project in 

project management. And Its types, methods, factors, Excel & PowerPoint 

Templates, tools and techniques. 

Project Appraisal Objectives: 

Here are the Key objectives of the Appraisal Process of a Project: 

• Assessment of a project in terms of its economic, social and financial 

viability 

• Decide to Accept or reject a Project 

• It is a tool to check the viability of a Project Proposal 

This topic will answer all the above questions related to Project Appraisal. 

Project appraisal in the international context: 

International context of Project Appraisal: Assessment of a project in terms of 

its financial, economic, technical and management and governance viability. 

Importance of project appraisal: 

As mentioned earlier, Appraisal process of a Project is a very important activity to 

perform before accepting a Project. And this will help you to check if you can 

complete the project. So that you can accept and reject the Project Proposal. 

Features project appraisal 

Here are the Key Features of the Appraisal of Project: 

• Evaluate the key factor of a project 

• Decide to Accept or reject a Project 

• It is a tool to check the viability of a Project 
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Steps in project appraisal process 

Here are the key steps this process. Proposal of a Project is assessed with the below 

steps and aspects. 

• Financial and Economic appraisal 

• Organizational or Management Appraisal 

• Marketing and Commercial Appraisal 

• Technical and Legal Appraisal 

Types of Project Appraisal and aspects 

Project Appraisal is process of assessing the following types of the Appraisal 

Aspects. And these Key aspects of appraisal will be evaluated before committing a 

Project.  Appraisal factors are evaluated by a personal who is not involved in the 

preparation of the Project Proposal. 

• Organizational Aspects 

• Technical Aspects 

• Managerial Aspects 

• Economic Aspects 

• Financial Aspects 

• Marketing and Commercial Aspects 

Project Appraisal Guidelines 

Here are the guidelines for Project Appraisal Process: 

• Project should assess in terms of its economic, social and financial viability 

• Various aspects of a Project should asses before committing a project 

• An individual person or a team who are not involved it’s the preparation of 

Project Proposal should assess the Project. 
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Project Appraisal Techniques and Methods 

Here are the key techniques of this process. Proposal of a Project is assessed with 

the below techniques and methods. 

• Technical Feasibility 

• Economic and Financial Analysis 

• And Marketing and Management Competence 

We use various techniques for assessment of the Project Proposal. Let us see each 

appraisal technique in detailed: 

Project Appraisal Financial Analysis: 

Financial analysis helps to assess the cost of the project and review the project 

revenues. And this type of appraisal analysis helps the company to avoid 

overspending on a project resource and requirements to produce the outputs. This 

will also help the organizations to check feasibility of alternatives to spend less and 

gain more profits. Below are the key things we can understand by performing the 

Financial Analysis. 

What do you understand by Financial appraisal of a project? 

• Cost: Finding out the cost to complete the project and produce the outputs 

• Pricing: Setting of the Product Pricing for Profits 

• Financing: Increasing in investment and efficient use of the fund 

• Investment vs Income: Understanding the cost of production and Profits 

Project Appraisal Economic Analysis: 

Economic analysis of Appraisal helps to justify the benefits of the project vs cost 

to produce the product. And below are the key things we can understand by 

performing the Economic Analysis. 
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What do you understand by economic appraisal of a project? 

• Benefits of the Projects, Products and Features 

• Justification of the products by comparing with the Project Cost of 

Production. 

This will also help to check the following benefits the project. 

• Better output 

• Better services 

• Better employment 

• Better revenue 

• Better earnings 

• Better standards 

• Better income 

• Better distribution 

Technical Analysis: 

Technical analysis helps to study the technical aspects of the Project. For example, 

assessment of Tools and Techniques, Design, Plans and Schedules. 

Organizational Analysis 

Organizational analysis of helps to see if project is adequately staffed with the 

structure of the Organization. And helps to check Resource, Recruitment, and 

Training aspects. 

 

Managerial Analysis 

Managerial analysis of helps to assess competency and business knowledge of the 

promoter’s aspects. 

Market/Commercial Aspects: 
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Market/Commercial analysis helps to assess the market opportunities, marketing 

objectives, Marketing process Plans. 

Project appraisal report: 

We can create Appraisal Report to understand the different aspects of project 

viability. 

Here is the Example format of appraisal report format of a company. 

Project appraisal tools and techniques 

We have already seen the various techniques of Project Appraisal Process. And 

below are the Project Assessment tools and templates to capture the various topics 

and assess it. 

Project appraisal format 

Below are the top Project Appraisal Formats. We can maintain these Excel or 

PowerPoint File to capture the required topics and techniques. And this helps to 

assess and to decide to accept or reject a Project Proposal. 

Project appraisal examples 

The below Project Appraisal Examples are provided with dummy data with no 

valid meaning. You can clear the existing data and capture your information. 

Project appraisal excel template 

Here is the Excel Template. You can go to the second sheet to see the template. 

The first sheet of the template contains the brief information about the Project 

Appraisal Excel Template. And the second sheet is the actual spreadsheet to 

capture your data. 

Also, you can capture the topics with appraisal techniques and methods. The 

Fourth Column (Feasibility Score) you can enter the number between -5 and 5. 

And the Weight is important factor of the assessment topic. 

https://analysistabs.com/project/appraisal/excel-template/
https://analysistabs.com/project/appraisal/excel-template/
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On the right-hand side, you can see the overall Appraisal Score of Project, and you 

can enter the minimum acceptance score to decide to accept/reject the project 

proposal. 

Project appraisal PPT template 

Here is the PPT Template. It is a PowerPoint Format Appraisal Report Template. 

You can enter the project information which you have assessed. 

You can use the left-hand side section in this Project appraisal PPT template for 

your observations. And right-hand side table will help you to capture the assessed 

metrics. 

The bottom section of the PPT template helps you to write your conclusion or 

Summary. You can also use this appraisal PPT template in Team and Customer 

Presentations. 

Project appraisal PDF Template 

Here is the PDF Template; this is the copy of the above (PowerPoint) template in 

the pdf file format. And you can use this Project appraisal PDF Template to Print 

and write your Appraisals. 

Project appraisal questions and answers 

Here are the frequently asked Project appraisal questions and answers: 

• What is project appraisal?: It is an important tool to evaluate the key 

factor of the project to check the viability of a project. We can use various 

methods and tools to commit the Project. For example, economic aspects 

analysis of the Project or financial aspects analysis of the Project. We can 

use Excel, PPT Templates and other decision techniques for this process. 

https://analysistabs.com/project/appraisal/pptx-template/
https://analysistabs.com/project/appraisal/pdf-template/
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• What are the various aspects?: The important aspects of the Project are: 

Technical aspects, Economic aspects, Financial aspects, Marketing aspects 

and Management aspects 

• What is market appraisal of a project?:Marketing appraisal analysis of a 

Project helps to assess the market opportunities, marketing objectives and 

Marketing process Plans 

• What is financial appraisal of a project?: Financial appraisal analysis of a 

project helps to assess the cost of the project and review the project 

revenues. This helps the organizations to avoid over budgets on a project 

resource and requirements to produce the outputs. This will also help the 

companies to check feasibility of alternatives to spend less and gain more 

profits. 

• What is economic appraisal of a project?: Economic Appraisal analysis of 

project helps to justify the benefits of the project vs cost to produce the 

product. 

• at is technical appraisal of a project?: Technical Appraisal analysis of project 

helps to observe the technical aspects of the Project. For example, 

assessment of Tools and Techniques, Design, Plans and Schedules. 

• What are the methods and components of project appraisal?: The 

methods, components, factors and elements are: Technical methods, 

Economic methods, Financial methods, Marketing methods and 

Management methods 

 

Project appraisal follows the project formulation phase resulting in the preparation 

of feasibility report (FR). The main objective of project appraisal is to ultimately 

decide whether the project proposed/sponsored in the FR has to be accepted for 

Capital Investment, or be rejected. The initial appraisal of the project sponsored 
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also aims at, if need be, recommending the steps or ways in which the project can 

be redesigned or reformulated with a view to better technical, financial, 

commercial and economic viabilities; also mitigate or minimize any adverse on 

negative environmental impact. Thus, project appraisal is an essential tool for 

judicious investment decision-making, full and complete data and information 

need to be documented/presented, and analyzed in the FR so as to facilitate the 

appraisal authorities to carry out: (i) Demand analysis to establish convincingly the 

need for the project, (ii) Check on optimal location, (iii) Technical analysis to 

determine whether the specification of technical parameters are sound and realistic, 

(iv) Financial analysis to assess whether the project proposal is financially viable, 

(v) Commercial analysis to establish the soundness of product or service 

specifications, marketing plans, organization structure (both project and for 

operation), (vi) Socio-economic analysis to determine whether the project is 

worthwhile to implement from the point of view of the nation that is society at 

large and the economy as a whole, and (vii) Environment and physiographical and 

ecological thresholds analysis which is concerned with the identification of these 

constraints, and make the evaluation of chances of success (or otherwise) which 

the project may have to face (these constraints). Internal consistency and external 

compatibility are two basic attributes of a viable project. Development oriented 

administration and forward looking management may have under consideration, at 

any juncture or time, a number and variety of projects, resources being limited, a 

choice has to be made. Project appraisal is warranted to assess the material 

attributes of an investment proposition and to confirm the implications the project 

will pose for the sponsoring authorities (system) as well as for systems with which 

it will have to co-exist after its implementation. 
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APPRAISAL OF PROJECT IMPLEMENTATION PLAN 

APPRAISAL OF PROJECT IMPLEMENTATION PLAN As indicated earlier, 

project appraisal is the process of evaluating the salient features of the feasibility 

study of a project. Project duration or time profile of the project is one of the basic 

evaluations in comparative appraisal of project ideas. Project Network Analysis 

(PERT/CPM) is concerned with development of work or implementation plan and 

establishment of the overall project duration. It will also provide data and 

information on the quantum and timing of outflow of funds required to implement 

the project. These data and information are essential for financial/budgetary 

planning and control and are of vital importance to project authorities for proper 

and reliable scheduling of the repayment of loans along with interest charges. The 

point to be assessed in the appraisal process is the authenticity and dependability of 

the project implementation plan and schedule. It needs to be checked up whether 

this plan includes all the activities necessary for achieving the project end 

objectives. After the framework of the implementation plan has been tested, it 

needs to be ascertained whether the time and resources scheduling has been done 

on a realistic basis. If time is of essence and happens to be a crucial constraint in 

the overall scheme of things, it has to be checked up whether the overall project 

duration will be in accordance with the time requirements (or availability) of the 

situation. Another aspect to be assessed is whether the project time schedule and 

the financial outlays envisaged (including their time phasing) are in balance. 

1. Project Investment Appraisal  

Let us consider an illustration to demonstrate the application and use of project 

investment appraisal methods/techniques currently popular. A comparative picture 

among them may also be obtained with the help of this illustration. Table in 

Appendix 1 portrays estimated net income (inflow) and profit (before tax) in 

respect of four competing potential projects in view for capital investment, namely, 
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(i) Power (P), (ii) Infrastructure (I), (iii) Fertilizer (F), and (iv) Steel (S). Project 

‘I’, ‘F’ and ‘S’ involve an initial capital investment of Rs. 10 lakh each in year 0 

when the projects are expected to be commissioned, becomes operational and start 

yielding revenue from year 1; similarly, project P with an initial capital of Rs. 1 

lakh. Four (4) years is assumed to be the life of each of these 4 projects. 

2. Accounting Rate of Return  

The salient features of this method (ARR) are brought out in Appendix 2. The table 

in this appendix indicates how to work out ARR for the 4 projects ‘I’, ‘F’, ‘S’ and 

‘P’. It is assumed that the average capital gets steadily liquidated over the project 

life (4 years) and hence the midpoint becomes the basis. 

3.Cash Flow  

The project appraisal method needs to relate future revenues from the project to the 

capital cost invested. Depending upon the type of the project, the cash receipts 

(inflow) may vary from year to year or be a fixed amount each year. The cash flow 

may be worked out as the difference between the cash inflow with the new project 

capital investment, and the cash inflow without it, as in the case of an expansion 

project. Let us consider project ‘F’ involving an initial capital of Rs. 10 lakh, as an 

example. How to arrive at the Net Cash Flow ( i.e., Profit) 

4. Payback Method  

How long will the project take to repay the full capital cost to be invested in the 

project? The payback method provides answer to this query. The period 

(years/months) taken for the project Net Cash Flows ( i.e., cumulative net income) 

to become equal to the initial capital outlay is worked out in this method. 

5. Discounted Cash Flow (DCF)  

This concept is reverse of ‘Compound’ interest approach (CIA). In CIA, a sum 

(principal) of Rs. 100/- invested (principal) (P) today at 10% interest per annum 

will become Rs. 110/- after one year ( i.e., including interest (I) of Rs. 10 and so 
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on, year after year if you continue to re-invest without withdrawing the principal 

sum and accumulated interest. The cumulative amount (A) (P+I) at the end of the 

nth year from initial investment is given by the well-known compound interest 

formula. 

A = P ( 1 + r) n 

Where 

 r = interest rate (per annum) on cost of capital 

 P = principal A = principal + actual amount of interest 

 n = number of years for which the principal is invested 

 

The discounted cash flow (DCF) technique is just the reverse of the compound 

interest method. The amount of Rs. 110/- ( mentioned in the preceding paragraph) 

to be received after 1year is worth Rs. 100/- today. In other words, the Present 

Value (PV) of Rs. 110/- to be received after 1 year is Rs. 100/-. Similarly, an 

amount of Rs. 99 (Future Value) to be received after 1year is worth Rs 90 today. 

(at 10% interest rate per annum); that is, the present value (PV) of Rs. 99 to be 

received after one year is Rs. 90. Thus, the DCF formula emerges as: 

Pv=p/1+r 

Where PV = Present Value. Another example is that a sum of Rs. 100.05 

received after 1 year at 15% interest rate has a Present Value (PV) of Rs. 87 

100 1.15 Similarly, an amount of Rs. 100/- to be received after 1 year at 

10% interest rate is worth Rs. 90.90 100 1.1 today. 
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6. Net Present Value (NPV)  

More or less similar in approach as indicated in Para (3) above regarding cash 

flow, the difference between the sum of the Present Value (PV) [vide the formula 

in the foregoing Para 5] of cash inflow and that the PV of all cash outflow gives 

the Net Present Value (NPV). If two alternative proposed projects are considered 

for capital investment, the one with a greater NPV will receive higher priority for 

investment. For the 4 projects ‘I’, ‘F’, ‘S’ and ‘P’ under discussion, how to arrive 

at the NPV is shown in Table in the Appendix 5. It will be observed from the result 

of this analysis that project ‘F’, with the highest NPV, is the most preferable option 

for an initial capital investment of Rs. 10 lakh. 

7. PV Concept  

The PV concept is further illustrated below: Assuming an initial capital outlay of 

Rs. 5 lakh for interest rate (i.e., cost of capital) of 10% (r): 

 

Year (n) Cash in flow (Rs. 
’000) 

(1 + r)nor (1 + 
0.1)n 

Present value (Rs. ’000) 

0     

1 200 1.10 200/1.1 = 181.81 

2 300 1.21 300/1.21 = 247.93 

3 250 1.33 250/1.33 = 187.97 

4 250 1.46 250/1.46 = 171.23 

Total 1000   788.94 

The Net Present Value (NPV) = Rs. 7,88,940 – 5,00,000 = Rs. 2,88,940. Therefore, it will be a 
worthwhile proposition/investment. 

Discounting Factors  

The discounting Table in Appendix 8 sets out discounting factors for different rates 

of interest for working out NPV. 

Internal Rate of Return (IRR)  
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In this IRR method, the objective is to calculate and find out the discount rate 

which will provide zero (0) NPV, which rate is styled Internal Rate of Return 

(IRR). The relationship between NPV and discount rate is illustrated in the Table 

in Appendix 5. It will be seen from this table that as the discount rate increases, the 

NPV of a project decreases. IRR is the point where NPV curve crosses the 

horizontal axis. The process for calculating IRR is iterative. If it is found that for 

one discount rate, the NPV is positive, and for another, the NPV is negative, the 

IRR will be in between the two by a process of iteration. We can narrow the gap 

between the two discount rates (positive and negative) making it reasonably and 

negligibly small – say, 1% and thus enabling us to arrive at the IRR by 

interpolation. The project organization can compare this IRR with its target rate 

usually set by the Corporate Management to decide whether the proposed project 

deserves green signal for its implementation. How to work out or identify IRR is 

shown in the Table in Appendix 6 The highest IRR of 33.3% is claimed by projects 

‘F’ and ‘P’ 

Investment strategic 

Although the potentials offered by new technology for dealing with the strategic 

challenges facing manufactures today are considerable, the strategic elements of an 

investment decision appear to be causing problems. This paper examines the more 

well known strategic models. The apparent conflict between accountants and 

engineers over the appraisal of capital projects is also highlighted. 

The Npv Rule Is the Best Investment Appraisal Method. Investment decisions 

are essential for a business as they define the future survival, and growth of the 

organisation. The main objective of a business being the maximisation of 

shareholders' wealth. 
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The main techniques you can use are: accounting rate of return. payback period. 

discounted cashflow. 

 

Appraisal is an important decision making tool that lays the foundations for 

delivery and justifies spending money on a project. ... An evaluation should 

provide information that is credible and useful, enabling the incorporation of 

lessons learned into future decision-making processes. 

Appraisal techniques 

It's important to estimate the benefits of the investment in financial terms. 

The main techniques you can use are: 

• accounting rate of return 

• payback period 

• discounted cash flow 

• investment risk and sensitivity analysis 

When using these techniques you should ignore any sunk costs (costs that you've 

already incurred or would spend regardless). These are not part of your specific 

investment. 

Accounting rate of return 

Accounting rate of return or 'ARR' compares the profits you expect to make from 

an investment to the amount you need to invest. 

It's normally calculated as the average annual profit you expect over the life of an 

investment project, compared with the average amount of capital invested. 

Payback period 



22 
 

Payback period is a simple technique for assessing an investment by the length of 

time it would take to repay it. It's usually the default technique for smaller 

businesses and focuses on cash flow, not profit. 

Discounted cash flow 

Discounted cash flow applies a discount rate to work out the present-day 

equivalent of a future cash flow. There are two types of discounting methods of 

appraisal - the net present value (NPV) and internal rate of return (IRR). 

Investment risk and sensitivity analysis 

Investment risk and sensitivity analysis is a realistic assessment of risks is 

essential. In practice, the biggest risk for many investments is the disruption they 

can cause. 

‘’The main techniques you can use are: accounting rate of return. payback period. 

discounted cashflow’’, 

China-USA Business Review, Oct. 2018, Vol. 17, No. 10, 494-498  

doi: 10.17265/1537-1514/2018.10.002  

 

The Importance of Strategic Analysis in Investment Appraisal  
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criteria should be used. Here, we highlight the importance of the strategic aspects 

for the investment decision and  

the importance of synergies and consistency with the strategic objectives of the 

company. The strategic analysis of  

investments is relevant to understand the combined effect with the project sponsor. 

In this sense, these issues are  

crucial in investment decisions, which is explained by the risks associated with an 

inadequate analysis. We also  

present the main strategic risks and how to minimize them.  
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investments is relevant to understand the combined effect with the project sponsor. 

In this sense, these issues are  

crucial in investment decisions, which is explained by the risks associated with an 

inadequate analysis. We also  

present the main strategic risks and how to minimize them.  

China-USA Business Review, Oct. 2018, Vol. 17, No. 10, 494-498  

doi: 10.17265/1537-1514/2018.10.002  

 

The Importance of Strategic Analysis in Investment Appraisal  

Nuno Moutinho  

Polytechnic Institute of Bragança, Porto, Portugal    

Helena Mouta  

Risk, Planning and Research Unit, IFD, Porto, Portugal  

  

A company’s investment promotes the creation of shareholder value, so an 

adequate analysis of all factors that may  

interfere with its viability is relevant. For the evaluation of a given project, 

financial criteria and non-financial  

criteria should be used. Here, we highlight the importance of the strategic aspects 

for the investment decision and  

the importance of synergies and consistency with the strategic objectives of the 

company. The strategic analysis of  

investments is relevant to understand the combined effect with the project sponsor. 

In this sense, these issues are  

crucial in investment decisions, which is explained by the risks associated with an 

inadequate analysis. We also  

present the main strategic risks and how to minimize them.  



25 
 

What is the difference between project appraisal and project evaluation? 

 

‘’Appraisal is an important decision making tool that lays the foundations for 

delivery and justifies spending money on a project. ... An evaluation should 

provide information that is credible and useful, enabling the incorporation of 

lessons learned into future decision-making processes.’’ 

What is meant by investment appraisal? 

‘’Definition. Investment appraisal is the analysis done to consider the 

profitability of an investment over the life of an asset alongside considerations of 

affordability and strategic fit.’’ 

Objectives; 

With any decision it is vital to understand what is trying to be achieved in the first 

place as this will influence the method to be used. 

Maximising shareholder wealth; 

The most common objective in investment appraisal is to maximise shareholder 

value. This is because most decisions are made by companies where the directors 

have a duty to act in the interests of their shareholders. 

Research has found that  to develop decision making metrics that maximise 

shareholder value, the following factors need to be incorporated: 

1 Cash is preferable to profit 

Cash flows have a higher correlation with shareholder wealth than profits. 

2 Exceeding the cost of capital 

 The return, however measured, must be sufficient to cover not just the cost of debt 

(for example by exceeding interest payments), but also the cost of equity. Peter 

Drucker commented, in a Harvard Business Review article: ‘Until a business 
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returns a profit that is greater than its cost of capital, it operates at a loss. Never 

mind that it pays taxes as if it had a genuine profit. The enterprise still returns less 

to the economy than it devours in resources… until then it does not create wealth; 

it destroys it.’ 

3 Managing both long and short-term perspectives 

Investors are increasingly looking at long-term value. When valuing a company’s 

shares, the stock market places a value on the company’s future potential, not just 

its current profit levels. 

Company announcements – about capital expenditure, research and development, 

or new investments – are often treated as positive rather than negative factors by 

the market, even though these announcements may have a detrimental effect on 

short-term profits. New biotechnology companies, for example, clearly have a 

value despite the fact that many currently have no products. 

Taken together, these would suggest the use of discounted cash flow techniques. 

 

Improving profitability 

Despite a poor correlation with shareholder value, many businesses focus on 

increasing profit. This is due mainly to familiarity and simplicity. Popular profit 

based measures include the following: 

• Return on capital employed / Accounting rate of return 

Other objectives 

Many other objectives can be incorporated into decision making. Some are more 

complex that others. For example: 

• Liquidity concerns can be incorporated by setting a target payback period 

https://kfknowledgebank.kaplan.co.uk/KFKB/Wiki%20Pages/Discount%20cash%20flow%20techniques.aspx?mode=none
https://kfknowledgebank.kaplan.co.uk/KFKB/Wiki%20Pages/Basic%20investment%20appraisal%20techniques.aspx?mode=none
https://kfknowledgebank.kaplan.co.uk/KFKB/Wiki%20Pages/Basic%20investment%20appraisal%20techniques.aspx?mode=none
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• Trying to simultaneously maximise return while minimising risk can get 

very complex! 

• Some objectives are very difficult to quantify (e.g. impact on quality of life 

of local residents when appraising a decision to build a new shopping centre) 

Relevant cash flows 

From a theoretical standpoint decisions should only consider factors that are 

directly affected by the decision: 

If we consider: 

A: the cash position if we accept a project 

B: the cash position if we don't 

then the key figure is the difference between A and B. 

Decisions should thus be based on future net incremental cash flows , also known 

as "relevant cash flows" or "opportunity cash flows". 

There are three elements here: 

• Cash flows. To evaluate a decision, actual cash flows should be considered. 

Noncash items such as depreciation and inter divisional charges should be 

ignored. 

• Future costs and revenues. This means that past costs and revenues are only 

useful insofar as they provide a guide to the future. Costs already spent, 

known as sunk costs, are irrelevant for decision making. 

• Incremental costs and revenues. Only those costs and revenues that alter as 

a result of a decision are relevant. Where factors are common to all the 
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alternatives being considered they can be ignored; only the differences are 

relevant.  

Where this type of analysis can get more subtle is when the cash flow for not 

accepting a project (B in our example above) is not zero. Rather we consider the 

next best alternative (if we don't do the project, then what else would we do 

instead) and consider cash flows avoided or foregone. 

• If doing the project means we have avoided a cost, then we have an 

"opportunity saving", 

• if we have revenue foregone, then an "opportunity cost". 

Time value of money 

Most methods of long term investment appraisal take into account the "time value 

of money". This recognises the fact that money paid out or received now is worth 

more to us than the expectation of the same amount at some future date. this is due 

to the following: 

• Investment opportunities - money received now could be invested and hence 

grow to a larger sum in the future 

• Cost of finance - if we have a loan, then money received sooner could be 

used to repay it and save interest.(Alternatively, payments made now might 

increase a loan or overdraft resulting in higher interest payments) 

• Inflation - inflation erodes the purchasing power of money. $100 now will 

buy more than $100 in five years' time. 

• Risk - future cash flows are less certain 
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The implications of this can be very significant, particular for long projects. 

The time value of money is reflected in techniques such 

as NPV, IRR, MIRR, discounted payback and duration. 

Your FeedbackWe value your feedback on the topics or anything else you have 

found on our site, so we can make it even better.  

 

Generation and screening of investment ideas 

‘’Generation and Screening of a project idea. ... An organization has to 

identify investment opportunities which are feasible and promising before taking a 

full fledged project analysis to know which projects merit further examination 

and appraisal’’. 

 

Generation and screening of Project Ideas (Project Identification) 

Generation of Ideas: Identifying suitable project ideas is the most important step 

in the whole process of project preparation. The search for promising project ideas 

is the first step towards establishing a successful venture. The key to success lies in 

getting into the right business in the right time. The objective is to identify 

investment opportunities which are feasible and promising. 

Generation of an idea of producing a new product, new business, requires 

imagination sensitivity to environmental changes and the realistic assessment of 

what the firm can do? A project is not a product or commodity to be purchased. It 

has a promise as well as a risk. 

An idea regarding a required intervention in a specific area to address identified 

problem is formed and developed. This idea is usually hatched through discussions 

by specialists and local leaders in a community need based on issues and turned 

into a proposal. 

https://kfknowledgebank.kaplan.co.uk/KFKB/Wiki%20Pages/Discount%20cash%20flow%20techniques.aspx?mode=none
https://kfknowledgebank.kaplan.co.uk/KFKB/Wiki%20Pages/Discount%20cash%20flow%20techniques.aspx?mode=none
https://kfknowledgebank.kaplan.co.uk/KFKB/Wiki%20Pages/Modified%20Internal%20Rate%20of%20Return%20(MIRR).aspx?mode=none
https://kfknowledgebank.kaplan.co.uk/KFKB/Wiki%20Pages/Discounted%20payback.aspx?mode=none
https://kfknowledgebank.kaplan.co.uk/KFKB/Wiki%20Pages/Duration.aspx?mode=none
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Generally project ideas are generated depending on:             

• Consumer needs 

• Market demand 

• Resource availability 

• Technology 

• Natural calamity 

• SWOT analysis 

• Political considerations etc., 

The project idea selection is selection of project idea from available alternatives is 

to be best suited to the entrepreneurs’ capacity, competence and willingness. The 

project Selection includes 

• Profitability 

• Feasibility 

• Resource-ability 

• Acceptability 

The basic criterion for selection of a project could be existence of a favorable cost-

benefit relationship. 

People would like to select a project which requires a minimum investment, low 

degree of competence, completed in the shortest time, and which has the highest 

return potential. 

A project idea should be SMART: 

S – Specific objective 

M – Measurable 

A – Achievable 

R – Realistic 

T – Time bounded 
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Project identification: A search for promising   project ideas could contribute 

towards achieving specified development objectives. Project identification should 

be an integral part of the Macro-planning exercise of the state with sectored 

information and strategies as the main source of the ideas. 

Generally ideas are formed from several sources based merely on some vested 

interests of the individuals involved. However irrespective of their origin, project 

ideas should be in general aim at overcoming constraints on the national 

development effort. 

 Good project ideas are the key to success. Therefore a wide variety of sources 

should be tapped to analyze them. To have a wide range of options, the sources of 

project ideas can be categorized into two they are: 

A. Micro level sources 

B. Macro level sources 

A] Micro level; 

At micro level project ideas can be generated from various sources. Some of these 

are discussed below. 

1. Analysis of the performance of  existing industries;  A study of existing 

industries in terms of their profitability utilization can indicate promoting 

investment opportunities which are profitable and relatively risk free. An 

examination of capacity utilization of various industries provides information 

about the potential for further investments. Such study is more useful if it is done 

region wise. Particularly for products which have high demand for consumption 

and wide scope for production. 

2. Examination of the input-outputs of various industries: The analysis of 

inputs required for various industries may throw some project ideas. Opportunities 

exist when {1] Materials, purchased parts, or supplies are presently procured from 
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distance sources with considerable  time lag and transportation cost and [2] Several 

firms produce internally some components parts which can be supplied at lower 

cost by a single producer who can enjoy economics of scale. Similarly a study of 

the output of the existing industries may reveal opportunities for adding value 

through further processing of the main outputs, by produce, by products as well as 

waste products. 

3. Review of imports and exports; Analysis of import statistics for a period of 

five to seven years is helpful in understanding the trend of imports of various 

goods and the potential for import substitution. Indigenous manufacture of goods 

currently imported is advantageous for several reasons. [1] It improves the balance 

of payments situation. [2]It generates employment, and [3] it provides market for 

the supporting industries and services. Likewise an examination of export statistics 

is useful in learning about the export possibilities of various products. 

4. Investigation of local materials and resources; A search for project ideas may 

begin an investigation into local resources and skills. Various ways of adding value 

to locally available materials may be examined. Similarly, the skills of local 

artisans may suggest products that might be profitably produced and marketed. 

Such assessment may consider issues such as the human and material resources, 

Infrastructure facilities and market for various products. 

5. Analysis of economic and social changes: A study of economic and social 

trends is helpful in projecting demands for various goods and services. Changing 

economic conditions and consumer preferences provide new businesses 

opportunities. For example a greater awareness of the value of time is dawning on 

public. Hence the demand for time saving products like prepared food items, ovens 

and powered vehicles has been increasing. The other change that can be seen 

during analysis is the increasing desire for the leisure and recreational activities. 

This has caused a growth in the market for recreational products and services. 
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6. Study of new technological developments: New products are the new process 

and technologies for existing products developed by the research laboratories may 

be examined for profitable communication. 

7. Exploring the possibility of reviving sick units: Industrials sickness is spread 

in many countries. There are innumerable bossiness units which have been 

characterized as sick. These units either closed are have reached the prospect of 

closure. A significant proportion of sick units however can be nursed back to 

health by sound management, fusion of further capital and provision 

of   complementary inputs. Hence there is a fairly good scope investment in this 

area. 

8. Identification of unfulfilled psychological needs: 

For well established multi brand product groups like bathing soaps,  detergents, 

cosmetics and tooth paste, the questions to be asked is not whether there is an 

opportunity to manufacture them for satisfying an actual physical need, but 

whether there are certain psychological needs of the consumers which are presently 

unfulfilled. 

9. Attending trade fairs: 

National and international trade fairs provide an excellent opportunity to know 

about new product and developments. 

10. Stimulating creativity for generation’s new product lines: 

New product ideas may be generated by thinking along the following lines: 

Modifications, rearrangements, reversal, magnifications, reductions, substitutions, 

adoptions and combinations. 

 

 

 

 



34 
 

B. At Macro level: 

At macro level project ideas can be obtained from various sources as mentioned 

below: 

1. Project ideas from government policies and plan: 

From time to time governments produce guidelines such as the national 

development plans and session papers which spell out the directions the 

government should take to achieve certain targets in various sectors of the 

economy and guidelines to various organizations and individuals. The information 

contained in these documents is useful in generating ideas for new projects for Ex: 

If the government intends to start number of new schools in a given area then a 

number of projects which of related to the establishment such schools would be 

considered. 

2. Project ideas from technical specifications: 

For many industrial projects, ideas will usually tend to come from technical 

specifications, which by virtue of their experience and for research findings will 

give use full information which may lead to the manufacturing of new products or 

improving the existing products. 

3. Project ideas from local leaders: 

For community and social projects, local leaders usually have important ideas, 

which they together with their local people, have identified as being important in 

improving the welfare of the people. In the case of social projects depending in 

which one is to identify, there may be number of other projects which are linked to 

the identified projects. 

Ex:  A project of constructing a dam for the generation of hydro electric power will 

be giving suggestions for the start of irrigation projects, a fishing project and other 

related projects. 
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4. Project ideas from Entrepreneurs: 

For commercial and industrial projects, Entrepreneurship is an important source of 

ideas. Entrepreneurships include the characteristics of preparation of managerial 

competence and motivation to achieve results. Although entrepreneurship skills 

have been passed on from one generation to another along Family and social-

economic circles, it has been recognized that programs for entrepreneurship 

development will help individuals to come up with useful ideas which can be 

translated into viable projects. 

Monitoring the environment 

Basically a promising investment idea enables a firm to exploit opportunities in the 

environment by drawing on its competitive strengths. Hence the firm must 

systematically monitor the environment and asses its competitive abilities. For 

purposes of monitoring the business environment may be divided into six broad 

sectors. They are as follows: 

Economic Sector 

• State of the economy 

• Overall rate of growth 

• Growth rate of primary, secondary, and territory sectors 

• Cyclical fluctuations 

• Linkage with the world economy 

• Trade surplus/deficits balance of payment situation 

Government Sector 

• Industrial policy 

• Government programs and projects 

• Tax frame work 

• Subsidies, incentives, and concessions 
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• Import and export policies 

• Financing norms 

• Lending conditions of financial institutions and commercial banks 

Technological Sector 

• Emergence of new technologies 

• Access to technical know-how, foreign as well as local 

• Receptiveness on the part of industry 

 Socio-demographic Sector 

• Population trends 

• Age shifts in population 

• Income distribution 

• Educational profile Employment of women 

• Attitudes toward consumption and investment 

Competition Sector 

• Number of firms in the Industry 

• Degree of homogeneity and differentiation among products 

• Entry barriers 

• Comparison with substitutes in terms of quality, price, appeal, and functional 

performance 

• Marketing policies and practices 

Supplier Sector 

• Availability and cost of raw materials 

• Availability and cost of energy 
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Screening potentially promising project ideas 

Once a list of project ideas has been put forward, the first step is select one or more 

of them as potentially promising. This calls for quick preliminary screening by 

experienced professionals who could also modify some of the proposals. At this 

stage, the screening criteria are vague and rough, that becomes specific and refined 

as project planning advances, during the preliminary screening to eliminate ideas, 

which are not promising, and one is required to look into the following aspects 

1. Compatibility with the promoter: 

The idea must be compatible with the interest, personality, and resources of the 

entrepreneur. It means [1] it should fit to the personality of the entrepreneur; [2] it 

should be accessible to him and [3] it should offer him the prospect growth and 

high return on the invested capital. 

2. Consistency with government priorities: 

The project idea must be feasible given the national    goals and governments 

regularity framework. The questions to be raised in this context are: 

Is the project consistent with national goals and priorities? 

Are there any environmental effects contrary to government regulation? 

Can the foreign exchange requirements of the project be easily accommodated? 

Will there be any difficulty in obtaining the license for the project? 

3. Availability of inputs: 

The resources and inputs required for the project must be reasonably assured. To 

assess this, the following questions need to be answered. 

Are capital requirements of the project within manageable limits? 

Can the technical know- how required for the project be obtained? 

Are the new materials required for the project available domestically at a 

reasonable cost? If the materials have to imported, will there be problems? 
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 Is the power supply for the project reasonably obtainable from external sources 

and Captive power sources? 

4. Adequacy of the market: 

The size of the present market must offer the prospect of adequate sales volume. 

Further there should be a potential for growth and reasonable return on investment. 

To judge the adequacy of the market the following factors have to be examined; 

• Total present domestic market 

• Competitors and their market shares 

• Exports markets 

• Sales and distribution system 

• Projected increase in consumption 

• Barriers to the entry of new units 

• Economic, Social and demographic trends favorable to increased 

consumption 

• Patent protection 

5. Reasonableness of cost: 

The cost structure of the proposed project must enable it to realize an acceptable 

profit with a price. The following should be examined in this regard: 

• Cost of material inputs 

• Labor costs 

• Factory overheads 

• General administration expenses 

• Selling and distribution cost 

• Service cost 

• Economies of scale 
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6. Acceptability of risk level: 

The desirability of a project critically dependent on the risk characterizing in the 

assessment of risk the following factors should be considered: 

• Business cycles 

• Technological changes 

• Competition from substitute 

• Competition from imports 

• Government control over price and distribution 

Therefore, during the preliminary selection, the analyst should eliminate project 

proposals that 

• Technically unsound and risky 

• Have no market for the output 

• Have inadequate supply of inputs 

• Are very costly in relation to benefits and 

• Assume over ambitious sales and profitability. 
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PROJECT APPRAISAL 

Module I: Introduction 

Capital expenditure – importance and difficulties – objectives, resource 

allocation– Criteria – Investment strategic– Generation and screening of 

investment ideas. 

 

MULTIPLE CHOICE QUESTIONS 

1-A ____ is a set of activities which are networked in an order and aimed towards achieving the 

goals of a project. 

(A) Project 

(B) Process 

(C) Project management 

(D) Project cycle 

2-Resources refers to 

(A) Manpower 

(B) Machinery 

(C) Materials 

(D) All of the above 

3-Developing a technology is an example of 

(A) Process 

(B) Project 

(C) Scope 

(D) All of the above 

4-The project life cycle consists of 
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(A) Understanding the scope of the project 

(B) Objectives of the project 

(C) Formulation and planning various activities 

(D) All of the above 

5-Following is(are) the responsibility(ies) of the project manager. 

(A) Budgeting and cost control 

(B) Allocating resources 

(C) Tracking project expenditure 

(D) All of the above 

6-Following are the phases of Project Management Life Cycle. Arrange them in correct order 

1. Design, 2. Marketing, 3. Analysis and evaluation, 4. Inspection, testing and delivery 
(A) 3-2-1-4 

(B) 1-2-3-4 

(C) 2-3-1-4 

(D) 4-3-2-1 

7-Design phase consist of 

(A) Input received 

(B) Output received 

(C) Both (A) and (B) 

(D) None of the above 

8-Project performance consists of 

(A) Time 

(B) Cost 

(C) Quality 

(D) All of the above 

9-Five dimensions that must be managed on a project 

(A) Constraint, Quality, Cost, Schedule, Staff 

(B) Features, Quality, Cost, Schedule, Staff 

(C) Features, priority, Cost, Schedule, Staff 
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(D) Features, Quality, Cost, Schedule, customer 

10-Resorce requirement in project becomes constant while the project is in its _____ progress 

stage. 

(A) 40 to 55% 

(B) 55 to 70% 

(C) 70 to 80% 

(D) 80 to 95% 

ANSWERS: 

 

1-(A), 2-(D), 3-(B), 4-(D), 5-(D), 6-(A), 7-(C), 8-(D), 9-(B), 10-(D) 

 
11.Arrange the following steps involved in capital budgeting in order of their occurrence 

(i) Project Selection 

(ii) Project appraisal 

(iii) Project generation 

(iv) Follow up 

(v) Project execution 

A. (ii), (iii), (i), (v), (iv) 

B. (iii), (ii), (i), (v), (iv) 

C. (i), (iii), (ii), (v), (iv) 

D. (i), (ii), (iii), (v), (iv) 

 Ans; B 

12.Depreciation is incorporated in cash flows because it 

A. Is unavoidable cost 

B. Is a cash flow 

C. Involves an outflow 

D. Reduces tax liability 

Ans; D 

  

13.Which one is more appropriate for cost of retained earning? 

javascript:void(0);
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javascript:void(0);
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A. Weighted Average cost of capital 

B. Opportunity cost to the firm 

C. Expected rate of return by the investor 

D. None of the above 

Ans ;B 

14.Debt financing is a cheaper source of finance because of 

A. Time value of Money 

B. Rate of Interest 

C. Tax deductibility of Interest 

D. Dividends not payable to lenders. 

Ans ;C 

15.Which of the following steps of purchase decision process is in sequence? 

(i) Problem recognition 

(ii) Search for alternative 

(iii) Evaluation of alternative 

(iv) Purchase action 

(v) Post purchase action 

A. 1,3,2,4,5 

B. 1,2,4,3,5 

C. 2,1,3,5,4 

D. 1,2,3,4,5 

Ans; D 

16. Current Ratio can be computed by 

A. Stock/Debtors  

B. Stock/Assets 

C. Current Assets/Current Liabilities 

D. Stock + Cash + Share/100 
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Ans;C 

17.Average Rate of Return can be obtained by 

A. Average Annual Profit/Sales 

B. Sales/Profit x 100 

C. Average Profit/Average investment 

D. Sales/Cash 

Ans; C 

  

18.Pay back period computed by 

A. Profit/Sales x 100 

B. Initial Investment (Cost of Project)/Annual Cash Inflow 

C. Initial Investment/100 

D. Profit/Expenses x 100 

Ans; B 

19.If the intrinsic value of a stock is greater than its market value, which of the following is a reasonable 

conclusion? 

A. The stock has a low level of risk. 

B. The stock offers a high dividend payout ratio. 

C. The market is undervaluing the stock. 

D. The market is overvaluing the stock. 

Ans C 

20.Which is the functions of finance as per John J. Hampton? 

A. Liquidity function 

B. Managing assets 

C. Managing funds 

D. All of the above 

Ans; D 
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21.The following should be used for questions 1 through 3. A project manager is relegated to a 

venture ahead of schedule in the venture lifecycle. Something that must be done is to do a 

justification for the project. Since very little information is known about the project, the 

estimates are considered to be rough estimates. The accompanying table is the project manager’s 

gauge of the income that will occur throughout the following five years: 

End of Year Cash Flow In Cash Flow Out 

1 0 500,000 

2 300.000 90,000 

3 400,000 100,000 

4 100,000 175,000 

5 50,000 35,000 

1. What is the payback period for this project?  

A. One year B. Two years C. Three years D. Four years  

(Ans.: C) 

22. After the estimates, the actual cost should be equal to +/- 10% of the estimated cost. Here, the 

estimated cost of the project is 100000 dollars. So, B is the correct answer. 

Your association is thinking about running a venture which will involve a speculation of 

$1,000,000. The item from the venture is determined to make incomes of $250,000 in the 

primary year after the end of the venture and of $420,000 in each of the two after years. What is 

valid for the net present estimation of the venture over the three years cycle at a rebate rate of 

10%? 

A. The net present value is positive, which makes the project attractive.  

B. The net present value is positive, which makes the project unattractive. 

 C. The net present value is negative, which makes the project attractive. 

 D. The net present value is negative, which makes the project unattractive. 

 (Ans.: D) 

23.A project manager is dealing with a venture. The first extension standard of the venture was 

planned at $100,000. Since work on the venture began there have been seventeen approved and 

affirmed changes to the venture. The progressions have an estimation of $17,000 and the cost of 

exploring them before their endorsement was $2,500. What is the present spending plan for the 

venture? 
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A. $100,000  

B. $114,500 

C. $117,000  

D. $119,500  

(Ans.: D 

24.In independent projects evaluation, results of internal rate of return and net present value lead 

to:  

A. Cash flow decision 

 B. Cost decision 

 C. Same decisions 

 D. Different decisions. 

 (Ans.: C) 

25. Projects which are mutually exclusive but different on scale of production or time of 

completion then the: 

 A. External return method 

 B. Net present value of method 

 C. Net future value method 

 D. Internal return method 

 (Ans.: B) 

26. The accounting rate of return is measured as follows 

A. Average annual profit expressed as a percentage of the total funds invested in the project  

B. Average annual profit expressed as a percentage of the average funds invested in the project 

C. Total profits expressed as a percentage of the average funds invested in the project 

 D. Total profits expressed as a percentage of the total funds invested in the project 

 (Ans.: B) 

27. Which of the following statements concerning the payback period, is not true? 

 A. The payback period is simple to calculate and understand 

 B. The payback period measures the time that a project will take to generate enough cash flows 

to cover the initial investment 

 C. The payback period ignores cash flows after the payback point has been reached 

 D. It takes account of the time value of money 
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 (Ans.: D) 

28. The net present value method and the internal rate of return method will always yield the 

same decision when: 

 A. A single project is evaluated B. Mutually exclusive projects are evaluated 

 C. A limited number of projects must be selected from a large number of opportunities 

 D. All of the above are correct 

 (Ans.: D) 

29.In cases where capital must be rationed, a firm should rank projects according to their: 

 A. Net present values B. Internal rates of return  

C. Profitability indexes D. External rates of return 

 (Ans.: C) 

30. Assume that the risk-free rate is 5% and that the rate of return on a balanced portfolio of 

common stocks is 9%. If a firm has a beta coefficient of 2, then its risk premium is: 

 A. 18%  

B. 10%  

C. 8%  

D. 4%  

(Ans.: C) 


