
                       CAPITAL APPRAISAL REVISION QUESTION 

Vanco Mobile Plc is considering investing in two new capital projects which would enhance its range of mobile phone products and accessories. It has raised a €110 million long term loan from a financial institution, at an interest rate of 10%. Both of these projects are divisible( ie.It is possible to undertake a fraction of a total project. )
The company has calculated its weighted average cost of capital to be 7%, after the introduction of the above loan.
The estimated net cash flows for each of the two projects are as follows : 

	
	Project B
	Project D

	
Initial capital expenditure
Net Cash Inflows  Year    1 
		 	         2
			         3
			         4
                                         5
Estimated resale value end of year 5
	€m
65
10
35
45
25
15
5
	€m
90
15
20
25
35
20
10



Note:
(1)	Present value €1 received at the end of each year is as follows :

	
	7%
	10%
	15%
	20%
	25%

	Year 1
Year 2
Year 3
Year 4
Year 5
Year 6
	0.9346
0.8734
0.8163
0.7629
0.7130
0.6663

	0.9091
0.8264
0.7513
0.6830
0.6209
0.5645
	0.8696
0.7561
0.6575
0.5718
0.4972
0.4323
	0.8333
0.6944
0.5787
0.4823
0.4019
0.3349
	0.8000
0.6400
0.5120
0.4096
0.3277
0.2621



The Board of Directors has asked you to prepare the following information for a meeting to discuss the viability of these projects :


(a)	Calculate for each project:-
                                    
(i)	Discounted Payback period in years.                                              
(iii	Net Present Value (NPV).                                           
(iii)	Internal Rate of return (IRR).                                      

	Based on the above three methods, discuss which project you would recommend for acceptance, incorporating the reasons for your decision. 

(b)	Projects B and D are divisible ( ie. It is possible to undertake a fraction of a total project. )
           Calculate : (1) The optimal investment policy.
                              (2) The resulting total NPV from your investment policy.
