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Fourth Semester MBA Degree Examination, May/June 2010
Project Appraisal, Planning and Control

Max. Marks: 100

Note: 1. Answer any FOURfull questionsfrom the Q.No.l to 7.
2. Question No.8 is compulsory.

a. What is project management? (03Marks)
b. Discuss the basic postUresassociated with the SPACE approach. (07Marks)
c. Discuss the major issues on which an application for financial assistance from all India

financial institution seeks information. (to Marks)

a. State the various elementary investment options. (03Marks)
b. Discuss about the biases in cash flow estimation. (07Marks)
c. The balance sheet of Megha Ltd. at the end of year n (the year which is just over) is as

follows (Rs. in million) :

Time: 3 hrs.

2

3

The projected income statement and the distribution of earnings is given below:
Sales = 25, cost of goods sold = 19, depreciation = 1.5, PBIT = 4.5, interest = 1.2,
PBT = 3.3, tax = 1.8, PAT = 1.5, dividend = 1.0, RE = 0.5.(all in Rs, millions)
During the year n + 1 the firm plans to raise a secured term loan of Rs.l million, repay a
previous term loan to the extent of 0.5 million. Current liabilities and provisions would
increase by 5%. Further the firm plans to acquire FA worth Rs.l.5 million and raise its
inventories by Rs.0.5 million. Receivables are expected to increase by 5%. The level of cash
would be balancing amount of the projected balance sheet. Given the above information,
prepare: i) Projected cash flow statement ii) Projected balance sheet (to Marks)

a. What are the important components of the cost of a project? (03Marks)
b. Discuss, for demand forecasting: i) Jury of executive method ii) Delphi method.(07Marks)
c. Explain the UNIDO method of project appraisal. (to Marks)

4 a. What is the difference between accounting breakeven and financial breakeven? (03Marks)
b. Discuss the meaning, objectives and scope of environmental impact assessment undertakn in

respect of a project. (07Marks)
c. A company is considering a project, and the cash outlay and sources of finance are as below

(Rs. in lakh):
Plant and machinery = 210 ; Working capital = 121. The proposed scheme of financing is :
Equity = 120; Longterm loan = 108; Tradecredit= 38 ; Commercialbanks= 55.The life
of the project is 10 years. Plant and machinery are depreciated at the rate of 15% p.a. as per
W.D.V method. The expected annual net sales are Rs.360 lakhs. Cost of sales (including
depreciation but excluding interest) is expected to be Rs.200 lakhs a year. The tax rate of the
company is 50%. The long term loans carry an interest of 14% p.a and are repayable in eight
equal installments starting from end of the 3rdyear. Short term advances from commercial
banks will be maintained at Rs.55 lakhs and will carry an interest of 14% p.a. It will be fully
liquidated after 10 years. Trade credit will be fully paid at the end of 10 years. You are
required to prepare long term cash flow stream for 5 years of the project. (to Marks)

lof2

Liabilities Amount (Rs.) Assets Amount (Rs.)
Share capital 5 Fixed assets 11

Reserves/surplus 4 Investment 0.5
Secured loans 4 Current assets:
Unsecured loans 3 Cash 1
Current liabilities 6 Receivable 4
Provisions I Inventories 6.5 11.5

23 23
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5 a. Whatdoyou understandby socialcost benefit analysis? (03Marks)
b. Discuss the different ways of managing the project related risks. (07Marks)
c. Triveni enterprise is determining the cash flow of a project involving replacement of an old

machine by a new machine. The old machine bought a few years ago has a book value of
Rs.400000 and it can be sold to realise a post tax salvage value of Rs.500000. It has a
remaining life of five years, after which its salvage value is expected to be Rs.160000. It is
being depreciated annually at a rate of 25% under W.D.V method. The working capital
required for the old machine is RsAOOOOO.The new machine costs Rs.1600000.It is
expected to fetch a net salvage value of Rs.800000 after 5 years, when it will no longer be
required. The depreciation rate applicable to it is 25% under W.D.V method. The net
working capital required for the new machine is Rs.500000. The new machine is expected to
bring a saving of Rs.300000 annually in manufacturing costs (other than depreciation). The
tax rate applicable to the firm is 40%. Given the above information, workout the incremental
after tax cash flow associated with the replacement project. (10Marks)

6 a. What is venture capital finance?
b. Explain the process of project planning.
c. Explain the prerequisites for successful project implementation.

(03Marks)
(07Marks)
(10Marks)

7 a. Describe the features of term loan. (03Marks) .

b. Explain the major investment options that require allocation of corporate resources.
(07Marks)

c. X Ltd is considering the purchase of a new plant requiring a cash outlay of Rs.20000. The
plant is expected to have a useful life of 2 years without any salvage value. The cash flows
and their associated robabilities for the two ears are as follows:

Cashflow Probabili
i 8000 0.3
ii 11000 0.4
Hi 15000 0.3

2ndvear: If cash flow in 1s are Rs.8000, Rs.l1 000, Rs.15000
Cash flow Probabili Cash flow Probabili Cash flow Probabili

i 4000 0.2 13000 0.3 16000 0.1
ii 10000 0.6 15000 0.4 20000 0.8
Hi 15000 0.2 16000 0.3 24000 0.1

Presuming that 10% of the cost of capital, plot the above data in the form of a decision tree
andsuggestwhethertheprojectshouldbe taken up or not. (10Marks)

1st year:

8 Case study: (20Marks)
For the following project, normal time, crash time, normal cost, crash costs are given. Find.
the optimal project duration, considering an estimated indirect cost of Rs.120/day.

* * * * *

20f2

Time Cost
Activity Nonnal Crash Nonnal Crash

1-2 5 4 170 240
1-3 9 6 310 550
2-3 6 4 80 200
2-4 10 8 130 230
3-4 6 4 110 290
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