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D22MB114: Project Appraisal and Finance

Course Outcomes

CO1: Understand various terminologies and definitions under Project Appraisal and Finance
CO2 Distinguish between Project Evaluation Techniques, deploy suitable techniques, prepare
Project Evaluation Models

CO3: Develop a Multicurrency Financial Model and Evaluate Social Cost Benefit Analysis
CO4: Analyze Projects from Risk Perspective and evaluate Real Options and use them for
decision making and risk analysis '

COS: Evaluate tax impact of Projects and Backers like REIT and INVIT; assess the role of PE
funding
* /

4

Unit 1: Planning & Analysis Overview

Capital budgeting concepts, objectives and phases; levels of decision making; resource
allocation framework; key criteria for allocation of resources; elementary investment strategies

Learning Outcome: Understand the process of estimating Cash-Flows and distinguish
between investment strategies.

)

Unit 2: Project Ideas :

Generation and screening of project ideas; generation of ideas — monitoring the environment —
regulatory framework for projects; corporate appraisal — preliminary screening — project rating
index (Theory) : :

Learning Outcome: Discuss the various approaches to generating project ideas that are

feasible and acceptable. f £

Unit'3: Market and Demand 'Analysis - . J s
Market and demand analysis; technical analysis (steps to be discussed in detail); Financial
Analysis: estimation of cost of project and means of financing — estimates of sales and
_. production — cost of production — working capital requirement and its financing — estimates of
* working results — breakeven points

parning Outcome: Evaluate market demand and its adequacy for financial feasibility.

Unit 4: Modelling Project Cash Flows :
Projected cash flow statement — projected balance sheet. Project cash flows: Appraisal criteria:
Net Present Value — benefit cost ratio — internal rate of returns urgency — payback period —
accounting rate of returns — investment appraisal in pra(_:tice e
Learning Outcome: Prepare Project Cash flow for estimating financial viability.

Unit 5: Types and Measure of Risk . A _ i

Types anc){ Ir)m:asurc of risk, Price Risk, Interest Rate Risk, Foreign Currency Risk, Political
Risk. Economic Risk— simple estimation of risk — sensitivity analysis — scenario analysis —
Mon’tc Carlo simulation — Decision tree analysis — selection of projects under risk — risk

alysis in practice ' . ) ; )
ir:gm)-,ning 3 utcome: Evaluate Project Risk and prepare an inventory of the various risks, |

.+ 6: Risk in Special Decision Situations : . ¢ i
U;]"t. 68 {:::tween ﬂmmany exclusive projects of unequal ll.fe — optimal tlmmg-_decmon -
((i: t‘;;‘r:nination of economic life — interrelationships between investment and financing aspects

e .

_ inflation and capital budgeting | ,-
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"-Eéarning Outcome: Report on how cash-flow timing differences can impact project selection.

~ Unit 7: International Capital Budgeting

Comparative Evaluation of Project cash-flows and conversion of one currency cash-flows into
home country cash flows. Interest Rate Parity approach to forecasting Exchange Rate; yield
curve and currency revaluation and devaluation; Cost of Equity of a foreign project; approaches
to calculate Country Risk Premium; foreign currency cost of debt; Hurdle Rate on domestic
projects and Hurdle Rate on Foreign Projects; Economic Analysis and Industry Analysis
Learning Outcome: Perform project evaluation when foreign projects are involved.

Unit 8: Social Cost Benefit Analysis (SCBA)

Rationale for SCBA — UNIDO approach to SCBA — Little and Mirle approach to SCBA.
Multiple projects ‘and constraints: Constraints — methods of ranking — mathematical
programming approach — linear programming model — Qualitative Analysis: Qualitative factors
in capital budgeting — strategic aspects — strategic planning and financial analysis —
informational asymmetry and capital budgeting — organizational considerations;
Environmental, Social and Green Impact on Project; Impact Investment

Learning Outcome: Articulate to appraise the impact on society, planet and people before
accepting a project.

Unit 9: Project Management

Forms of project organization — project planning — project control — human aspects of project
management, stakeholder conflict management. — Prerequisites for successful project
implementation. Project review and administrative aspects: Control of in-progress projects
Learning Outcome: Evaluate how key stakeholders many have different outcomes often at

conflict with each other and appraise managing such conflicts.

Unit 10: Use of Real Options in Project Evaluation
. Option to Expand, Abandon and Delay Project using Option Valuation methods; the post-audit,

Abandonment Analysis, administrative aspects of capital budgeting, agency problem,
evaluating the capital budgeting system of an organization '
Learning Outcome: Discuss the Agency Cost impact on project decisions like location,

funding and beneficiaries.

Unit 11: Investment Structuring for Projects
Infrastructure Projects preference for debt financing, Zero Coupon Bonds, REIT and INVIT,

other financial structuring — innovative financing alternatives, collaboration, lease financing,

equity participation — project finance Vis-a-vis corp_orate ﬁnanf:e
Learning Outcome: Evaluate the role of Financial Innovation in creating Instruments for

Infrastructure Project Investment.

and Contents of Project Repl)l:t
Objective Project Progress, Risk and Risk Management, Budget,

i Summary, . i i
E?cec‘;‘_t:gz Resources, Team, Financial Performance and Conclusion; Project Approval,
Tlmi;il ’Visibility Cost Management and Cost Overrun, Financial Tumaround of Projects,
;rafi Ell’tg;te e Otl,lel' Projects; Institutional Financial Assistance; Financial Institution and
ea
; iect Report : e X o
their Ilt.?cd g;i‘:ﬁ ::;' Disiuss the various parts of the Project Report and its interconnectivity
Learning ; ;

between the various parts.

Unit 12: Components
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Int gy Amp act on Initjal Project Cost, Depreciation method and impact on Taxable Incomezi
eres.t T.a}.{ Shield, Set-off of loss and Carry Forward of loss, Deferred Tax Asset and Deferre

Tax. Llablllty; Indirect Tax and Impact on Initial Investment of a Project; Customs Luty m;

Project Import, GST input tax credit on Capital Expenditure and the Process of set off agains

Outward Supply of goods and services

Learning Qutcome: Evaluate the tax impact on project financial viability.

Unit 14: Taxation of REIT, INVIT

i i nds of
Overview of Incomes of REIT that is taxed in its hands and those that are taxed in thedhands 2
the unit holders; taxability of interest, dividends and capital gains earned by REIT and INVIT;
performance analysis of REITS in India

Learning Outcome: Compute the total income and tax liability of the above persons.

Unit 15: Build O
Method

BOT, BOOT and PPP for Highway and Airlines, BIAL Projéct, NHALI projects for Highway,

National Asset Monetization and its importance to attract PE funds like Black Rock;
concessions, tax breaks and sovereign guarantees

Learning Outcome: Develop a view on how future o
evolve with the involvement of PE funds e

Text Books:

perate Transfer, Build Own Operate Transfer of Project Delivery

f Infrastructure Project financing will

Baum, A. E,, Crosby, N., & Devaney, S. (2021). 'Property_r‘nvesmz'ent appraisal. John Wiley
& Sons. b, :

Dayananda, D. (2002). Capital budgeting: ﬁn'_ancz'al appraisal of investment projects.
Cambridge University Press. i i '



Ut — B

Pmblemg of Dndustsiiad Cinance Sndia ¢—

Drawbacks:

The following are some of the important drawbacks of industrial finance in India:
1. Backward Financial System: : :

One of the important drawback of industrial finance in Indla is that it is not yet developed fully,
the extent of capital market which is a source of long term finance including equity and debt is
quite small. It also fails to provide risk capital in adequate quaritity. The development of non-bank
financial intermediaries is also very poor.

Drawbacks:

The following are some of the important drawbacks of industrial finance in India:

1. Backward Financial System:

One of the important drawback of industrial finance in India is that it is not yet developed fully,
the extent of capital market which is a source of long term finance including equity and debt is
quite small. It also fails to provide risk capital in adequate quantity. The development of non-bank
financial intermediaries is also very poor.

2. Paucity of Funds. ; |
Another shortcoming of industrial finance is that it is grossly inadequate for the continuously

growing and large requirements, especially to meet the needs of large industries. Moreover, the
small industries are also facing shortage of finance in an acute manner. Besides, the securing and '
servicing of foreign funds are becoming difficult and expensive. Thus as a result of pauclty of fund

the expansion of industries is becoming very difficult.

3. Unsatisfactory Interest Structure:

The interest rate structure for different type’s loans like short term, medium term and long term
are more or less unsatisfactory. These rates are not appropriate and are not properly aligned with '
one another and these rates are largely distorted and does not attain demand — supply equality for
capital. Indigenous money lenders also charges high rate of interest from small and village
industries distorting the market interest rate structure. i

4. Lack of Adequate Capital Formation: 4k
Industrial finance usually suffers from lack of adequate capltal formation. There are mherent Sy

difficulties of mobilizing the quantum of incremental rural incomes WhICh could have been utilized ' 0
for financing rural industries.

5. Difficulties of Small Industries: .
Small industries located both in urban and rural areas are facing serious problem in reallzmg i

adequate finance. The problems faced by SSIs are varied. Firstly, they are lack of i Institutional
finance available to SSI units. Even till to day financial corporations exclusively meant for SSI
units have not yet been set up in all the states of the country. Secondly, in meetmg the short term
needs of SSI Units, banks and other ﬂnan01al institution demand adequate security acceptable to

e L RS et e L ] o SRt . = g SRR



them showing least, regard to potentials and other qualities of SSI units reducing the credit
worthiness of these units.

Thirdly, in respect long term capital also, i.e., in raising share capital, SSI units are getting less
favor as compared to that of large industrics, Finally, whatever financial support are available
informal and indigenous sources of industrial finance to SSI units are considered to be small and
costly considering the high rate of interest changed by these lenders,

Remedial Measures:
As the industrial finance set up in India suffers from serious shortcomings thus serious attempts
should be made to improve the set up and to remove its shortcomings

The following are some of remedial measures suggested for the purpose:

1. Strengthening the Domestic Source of Finance:

In order to improve the system of industrial finance, the domestic sources of finance need to be
strengthened and expended. Therefore, reliance on foreign aid needs to be reduced gradually
because of its unreliable character.

2. Diversity Sources:

In order to tone up industrial finance, sources of this finance should be diversified by setting up
new institutions and expanding the existing ones. Thus the banking institution including regional
rural banks, cooperative banks, and non-banking financial institutions need to be expanded for the
purpose. Moreover, to expand the scope of long term finance, securities market needs to be

developed and strengthened.

3. Expanding Market-finance: _

Strengthening of industrial finance in India requires expansion of market finance which includes
setting up of market related institutions, and extension of market- based institutions. These requires
development of capital market, development of financial ‘instrument, to promote financial
deepening of the system, promoting market finance as a good signaling device and finally to attract
household savings, especially from the rural untapped areas.

4. Improvement of Banking Institutions:

In order to improve the quantity and quality of industrial finance, banking institutions need to be
improved and strengthened. This requires reforming the banking structure and its activities
improving the management of banks and upgrade the quality of banking personnel and the internal
system followed by banks also needs to be improved,

5. Strengthening NBFIs:
In order to tone up industrial finance, the non-banking financial institutions needs to be

strengthened by setting up new units NBFIs, and also toning up the existing ones by developing



."lr.

El_p,g__ ,al?’l‘iﬁte legal framework, Development of long term finance institutions. Mutual fund industry
ete. and establishing proper monitoring framework can strengthen this sector of industrial finance.

. Encouraging Foreign Capital: :
onsidering the paucity of domestic finance, arrangement be made for smooth flow of foreign

capital. In this respect, inflow of foreign direct investment in more important than the entry of _

portfolio of investment. Foreign capital should also facilitate entry of advanced technology and
improved business practices. ;

7. Benefitting Small Industries:

Industrial finance set up should benefit the small scale industrial units adequately, without
discriminating their stature.
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