                                  VANCO MOBILE SOLUTION 

                                                                

DISCOUNTED PAYBACK AND NET PRESENT VALUE .

PROJECT B

	Year
	Cash flow
€
	7% Discount Factor
	PV
€
	25% Discount Factor
	PV
€

	
0
1
2
3
4
5

	
(65)
10
35
45
25
20

	
1.000
0.9346
0.8734
0.8163
0.7629
0.7130

	
(65)
9.35
30.58
36.73
19.07
14.27
  _____
+ 45.00
	
1.000
0.8000
0.6400
0.5120
0.4096
0.3277

	
(65)
8.00
22.40
23.04
10.24
  6.56
  -------
+ 5.24

   


DISCOUNTED PAYBACK AT 7% = 2 years + 25.07/36.73 = 2.68 years

N.P.V. OF PROJECT B = €45m




INTERNAL RATE OF RETURN FOR PROJECT B 



+45.00				+ 5.24


7%					    25%

Change in discount factor = 18% ( 25 – 7)
Change in NPV. = 39.76 ( 45 – 5.24)

Therefore, a 1% change in D.F. represents 39.76 / 18 = 2.201 change in NPV.

Therefore :  5.24 / 2.201 = 2.37%

	IRR PROJECT B 	=    25% + 2.37% = 27.37%





NET PRESENT VALUE PROJECT  D 

	Year
	Cash Flow
	7% Discount Factor
	PV
	25% Discount Factor
	PV

	
0
1
2
3
4
5


	
(90)
15
20
25
35
30

	
1.000
0.9346
0.8734
0.8163
0.7629
0.7130

	
(90)
14.02
17.47
20.42
26.70
21.39
______
+ 10.00      
	
1.000
0.8000
0.6400
0.5120
0.4096
0.3277

	
(90)
12.00
12.80
12.80
14.34
 9.83
 ______
--28.23 



DISCOUNTED PAYBACK = 4 YEARS + 11.39/14.26 = 4.53 YEARS

SO NPV OF PROJECT D = €10m





INTERNAL RATE OF RETURN FOR PROJECT D. 

+10.00				    --28.23


7%					     25%

Change in discount factor = 18% (25 - 7)

Change in NPV = 10.00 + 28.23 = 38.23
 
So, a 1% change in the DF represents = 38.23 / 18 = 2.12

Therefore,  £10M / 2.12 = 4.72%, and IRR = 7% + 4.72% = 11.72%

IRR PROJECT D 	=  11.72% 

	





SUMMARY 

	       
	   PROJECT B
	PROJECT D

	
1. Dis. Payback 
        
      2.  NPV at 7%
      3.	IRR
	
2.68 years

+45.00
   27.37%
	
4.80 years

+10.00
    11.72%




Based on the above financial appraisal - CHOOSE PROJECT B.

REASONS:

(I) It has highest NPV.

(II) Consequently it increases the Balance Sheet by highest value.

(III) If WACC is greater than 12% then project D would not be viable.
Project B, is viable as long as the WACC is not greater than 28%   

(IV) It has the shortest discounted payback period, so if liquidity is paramount, then project B would be preferable.


 (b) Optimal investment policy.


                      Cost/       NPV                Benefit/    
Project    Investment    7%                   Cost         Ranking.
                      €M           €M

B                    65         +45.00                 0.69                1.

D                    90          +10.00                0.11                2.


Resulting NPV from optimal investment policy.

                  Benefit/.  
Project      Cost.          Initial outlay             Resultant NPV
                                             €m                               €m

B                  0.69                  65                           + 45.00

D ( .5 x D )   0.11                  45  ( 0.5 x 10.00 )      + 5.00

                                           -------------                   -----------
                                           110 MAX.                   + 50.00
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