Tutorial Question and case week Four session two Answer

The ratio of NPV at 10% to outfay in year 8 [the year of capital rationing} is as follows.

Outlay in
Project Year O PV NPY Aaho Ranking
$ $ )
A 56.000 55 700 5700 1114 Jed
B 28.000 H.290 3.290 1.118 2nd
C 30.000 34380 4,380 1.146 15t
Working
Present value A
Year Discount factor Present value
$ 10% $
1 Cash flaw (20,000} 0909 (18,180}
2 Cash flaw 20,000 0826 16,528
7 Cash flow 40,000 0751 36,040
4 Cash flow 40.000 0683 ¢7.320
55,700
Present value B
Year Discount factor Present value
$ 0% 5
1 Cash flow 50,000} 4364 (45.450)
2 Cach fiow 40.000 {.82¢ 33.040
3 Cash flaw 40,000 751 30,040
4 Cash flow 20,000 0687 13.660
21,20¢
Present value C
Year Discount factor Prasenf value
$ 10% $
1 Cash flow {30,000} 0.909 (27.270)
? Cash flow 30,000 0826 24 78¢
3 Cash flow 40,000 0.751 20,040
4 Cash flow 10,000 0687 6830
34,380
The optimal investment palicy is as follows.
Ranking Project Year 0 outlay NPV
$ 5
1st G 30,000 4380
2nd B 28 100 2230
3rd A (bafance] 2,000 {4% of 5.700} 228

*4% = (2,000/50,000)

NPV fram tatal investment = 7 B08
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