CAPITAL INVESTMENT 
EXERCISE 1
Rocket Enterprises have two investment opportunities but only access to sufficient funds to pursue ONE project. 
The company has a cost of capital of 12% and has a successful history of investing in riskier projects than some its main competitors. 
Project Alpha requires an initial outlay of £80,000 while project Beta would require an outlay of £100,000. Both the Alpha and Beta will have a NIL scrap value at the end of the project. 
The net cash inflows for each project are as follows:-
	Net cash inflow
	Project Alpha
	Project Beta

	Year 1
	£40,000
	£20,000

	Year 2
	£60,000
	£30,000

	Year 3
	£10,000
	£50,000

	Year 4
	£5,000
	£50,000

	Year 5
	£5,000
	£50,000



Required: 
Calculate the following:
i) ARR based on initial investment
ii) Payback period
iii) The net present value and 
iv) Discounted payback period to the nearest month
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13.12 Comparison of approaches to capital budgeting. (22-25 minutes)

Bayern-Bauwerk is thinking of buying, at a cost of €220000, some new packaging equip-
ment that is expected to save €50000 in cash-operating costs per year. Its estimated useful
life is 10 years, and it will have zero terminal disposal value. The required rate of return is
16%.

Required

1 Calculate the payback period.

2 Calculate the net present value.

3 Calculate the internal rate of return.
4

Calculate the accounting rate of return based on net initial investment. Assume straight-
line depreciation.




