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1. a. Discuss the areas of difference between project and general management. 
                                                                                            

(5 marks) 
 

 b.  Identify and describe two categories of design activity. 
                                                                                            

(10 marks) 
 

 c.  Discuss the formation of the project brief and the progression of the project  
  design phase. 

                                                                                           (10 marks) 
                                                                                  

Total 25 marks   
                                                 
2. a.  Distinguish between the Value, the Cost and the Worth of a product.  
                                                                                             

(5 marks) 
 

 b. Discuss the procedure that is likely to be followed during a value planning  
  workshop. 
                                                                                           

(15 marks) 
 

 c. Describe a technique used to facilitate functional analysis in the value  
  management process. 

                                                                                             (5 marks) 
                                                                                    

Total 25 marks 
 

Please turn the page 
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3.  a.  Describe and evaluate the Average Rate of Return method of investment  
  appraisal. 
                                                                                                 

(5 marks) 
 

 b.  A civil engineering contractor is reviewing his plant maintenance policy.  
  Currently he operates on an unplanned basis but feels that the use of either a  
  corrective or a preventative system may be more advantageous. Projected  
  costs of the alternative systems are shown in the table below.  
 

yr A, existing alternative B, corrective 
alternative 

C, preventative 
alternative 

0 - 50,000 100,000 

1 100,000 85,500 72,000 

2 100,000 85,500 72,000 

3 100,000 85,500 72,000 

4 100,000 85,500 72,000 

5 100,000 85,500 72,000 

 
 Carry out an investment appraisal using the internal rate of return technique. 

Comment on the results obtained and, given that the company requires a 
minimum rate of return for investment of around 11%, advise the company on 
the viability of the proposals.  

                                                                                                      (10 marks) 
 
 c.  A regional contractor with a minor works department is about to purchase a  
  mini- excavator. The cash price of the machine is £25,000.  
 

However, the contractor has negotiated a deal whereby he will initially lease 
the excavator for a payment of £6,000 each year over a 3 year period and, at 
the end of the 3 year period, will purchase the machine for a residual value to 
be calculated using a 12% depreciation rate. 

 
The contractor expects to keep the excavator for a total period of 6 years and at 
that time would expect to sell the machine on for a price to be determined using 
a 15% depreciation rate over the 6 year period.  

 
Question 3 continued over the page… 
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Question 3 continued 
 
The excavator will require an overhaul at the end of year 3 and, in addition a thorough 
service at the end of each year (except end year 3). The cost of the overhaul will be 
£3500 and each service is expected to cost £850. 
 
If the cost of capital to the contractor is 10% pa, calculate the equivalent annual cost of 
owning the excavator. 

                                                                                        
(10 marks)                                                            

                                                                                                        
Total 25 marks 

 
Please turn the page 
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4. a. Discuss the major elements of the decision making process 
                                                                                       

(10 marks) 
 

  b. A contractor is considering the prospect of expanding his operations.  
If he maintains activity at current levels he will need to replace certain existing 
equipment at a cost of £100,000. He reckons that he would then have a 0.75 
prospect of earning £80,000 each year over the next 5 years. However, he 
feels that there may be a fall in demand for this type of work and estimates a 
0.25 probability of his earnings being reduced to £35,000 pa over the 5 year 
period. 

 
The expansion plan would involve an initial investment of £350,000 and with 
the resources acquired he estimates there would be a 0.6 probability of 
gaining several contracts to produce earnings of £175,000 pa for 5 years. He 
recognises a 0.4 probability of not winning sufficient contracts when his 
income would amount to £90,000 pa.  

     
If he pursued the expansion plan and found he was not winning sufficient 
contracts he would need to make a further decision after 1year. He could 
mount an intensive marketing campaign or sell off surplus resources or 
attempt to build up his reputation with clients over a period of time. 

 
The marketing initiative would cost in the region of £50,000 but, with a 0.75 
probability of success could lead to more contracts being obtained and an 
income of £200,000 achieved during the following 4 years. There would be a 
0.25 probability of the campaign failing and, in this event earnings would amount 
to £120,000 over the following 4 year period.  

 
  If resources were sold the contractor could expect to receive £200,000. 
 

The attempt to build up his reputation would lead to earnings of £120,000 for 
the first two years followed by 2 years in which he would earn £150,000. 

 
By use of decision analysis technique, present the contractor’s plans in a 
structured format and carry out a full analysis before identifying the option 
(either maintaining current levels or expanding) which will produce the highest 
expected monetary value. Assume the cost of capital to the contractor is 10%.   

                                                                                             
(15 marks) 

                                                                             
Total 25 marks 

 
 

END OF QUESTIONS 
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