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END OF SEMESTER EXAMINATION
MDF 8109: PROJECT FINANCE AND MANAGEMENT

Date: Friday, 25" August 2023 Time: 3 Hours

Instructions:

1. This examination consists of FIVE questions.

2. Answer Question ONE and ANY OTHER THREE questions.

3. You are expected to work independently.

4. Question one is 31 marks, and all other questions carry 23 marks

Question 1 (31 Marks)

Fusion Engineering Inc. is designing a new product for welding two different alloys. The

company has limited time and resources to complete the project. The following activity
information is available.

Immediate | Normal | Normal Crash Crash Time (Days)
Activity | Predecessor(s) | Time [ Cost ($) | Cost/ Day ($)
(Days)
A 4 400 125 3
B A 5 800 200 4
C A 4 520 150 2
D B 3 600 225 2
E C 3 255 100 2
F B, E 4 600 175 2
a) Draw the project network. ( 7 marks)
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b)
¢)

e)

Find the critical path. (3 marks)

Find the project completion time and the corresponding cost. (3 marks)

What is the total cost, if the project deadline is 13 days? (7 marks)

Assume the project deadline is 10 days. The company has to bear $170 for each day of
delay. Find the optimal number of days to crush the project. (11 marks)

QUESTION 2 (23 Marks)

a)
b)

c)

d)

Define a project and project management and illustrate with practical examples (4 marks)
Emotional intelligence, power and politics must all be balanced for the success of projects.
With reference to the above statement, discuss why the three elements are recommended
in project management. (5 marks)
Aligning organizational strategy with project governance is recommended in project
management. With reference to the above statement, as a project management expert,
explain five reasons why it is important to align organizational strategy with project
governance. (9 marks)
Setting the appropriate context (framing) at the start of Decision and Risk Management in
project management is a significant step. In line with the above statement, discuss how
defining the frame may be undertaken to understand the decision. (5 marks)

Question 3 (23 Marks)

a)
b)
¢)

d)

In the context of project management and citing a relevant example, explain the term “risk
management”. (4 marks)
Discuss briefly five sins of Decision and Risk Management (DRM) in project
management. (9 Marks)
Examine five considerations which could be considered while designing a stakeholder
management plan in project planning. (5 marks)
Define the following basic Decision Risk and Management terminologies.
I.  Decision and Risk Management (1 Mark)
II. Risk (1 Mark)
III.  Consequence (1 Mark)
IV.  Black Swan (1 Mark)
V.  Yellow Rhinoceros (1 Mark)
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Question 4 (23 Marks)
a) Answer the following:

i) Briefly explain using practical examples what is meant by turnkey and non-turnkey contracts
in project management. ( 4 marks)

ii) By using practical examples, explain under what circumstances a turnkey and non-turnkey
contract will be entered into. ( 6 marks)

b) The cost of capital is the rate of return that a firm must earn on the projects in which it invests
to maintain the market value of its stock. It can also be thought of as the rate of return required by
the market suppliers of capital to attract their funds to the firm. If risk is held constant, projects
with a rate of return above the cost of capital will increase the value of the firm, and projects with
a rate of return below the cost of capital will decrease the value of the firm. The cost of capital is
an extremely important financial concept. It acts as a major link between the firm’s long-term
investment decisions and the wealth of the owners as determined by investors in the marketplace.
It is in effect the “magic number” that is used to decide whether a proposed corporate investment
will increase or decrease the firm’s stock price. Because of its key role in financial decision-
making, the importance of the cost of capital cannot be overemphasized.

1) Bamburu Cement Corporation has a 40% tax rate. Assuming there is a 9.4% before-tax debt
cost and using one of the equations familiar to you in project finance course, find an after-tax cost
of debt Ki (4 marks)

i1) Typically, the explicit cost of long-term debt is less than the explicit cost of any of the
alternative forms of long-term financing, what might be the possible explanation? (1 mark)
¢)

Bamburu Cement Corporation wishes to determine its cost of common stock equity, ks. The
market price, Po, of its common stock is $50 per share. The firm expects to pay a dividend, D1, of
$4 at the end of the coming year, 2004. The dividends paid on the outstanding stock over the past
6 years (1998-2003) were as follows:

YEAR DIVIDEND
2003 $3.80
2002 3.62
2001 3.47
2000 3.33
1999 3.12
1998 2.97

Assuming the annual growth rate of dividends g, is 5.05%, determine the cost of common stock
equity Ks (4 marks )
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d) Bamburu Cement Corporation now wishes to calculate its cost of common stock equity, ks,
by using the capital asset pricing model. The firm’s investment advisers and its own analyses
indicate that the risk-free rate, RF, equals 7%; the firm’s beta, b, equals 1.5; and the market
return, km, equals 11%. Compute Ks ( 4 marks)

Question 5 (23 Marks)

a) Project finance is the financial analysis of the complete life-cycle of a project. Typically, a
cost-benefit analysis is used to determine if the economic benefits of a project are larger than the
economic costs. The analysis is particularly important for long-term projects of growth CAPEX.
In many parts of Africa,there are instances of projects financed either by public funds or by Public
Private Partnership (PPP) that the economic costs have been too high.

i) What is due diligence in project finance? (3 marks)

ii) Briefly explain how due diligence in project finance is carried out (7 marks)

b) Africa is a continent rich in natural resources and boasts of a largely young, ambitious, and
entrepreneurial-minded population. Harnessed properly, these endowments and advantages could
usher in a period of sustained economic growth and increased well-being for all Africans.
However, a lack of modern infrastructure is a major challenge to Africa’s economic development
and constitutes a significant impediment to the achievement of the Sustainable Development
Goals.

Facing the dearth of infrastructure funding, an increasing number of countries in Africa, are turning
to Public-Private Partnerships (PPPs) in order to tap private capital. Although PPPs cannot fully
solve this problem, they can provide significant financing where viable projects are carved out.
Yet PPPs in Sub-Saharan Africa remain a very small market, with projects concentrated in only a
few countries namely, South Africa, Nigeria, Kenya, and Uganda.

i) List and explain three (3) critical factors needed for the success of PPPs in a country such as
Kenya.

(6 marks)
ii) List and explain three (3) roles the government of Kenya needs to play so as to guarantee
success in PPP projects in the country. (6 marks)

iii) Indicate three (3) benefits of PPPs in Kenya, elaborating in each case why this is a significant
benefit attributable to the PPP form of procurement. (3 marks)
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Cumulative Probabilities for the Standard Normal Distribution
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