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Jackson PLC 

Go through the financial statements of Jackson Plc Ltd and calculate and interpret the financial ratios of Jackson Plc Ltd. From the following statements:

Exercise 1:
payback formula for payback period = 30K / 10K = 3 Years
Exercise 2:
Profit before tax: £300,000 tax 50% = £150,000
PAT = £300,000 - £150,000 = £150,000
Add back Depreciation: Cash inflow = £150,000 + £250,000 = £400,000
Payback Period formula = Initial investment / annual cash inflow
= 20,00,000 / 4,00,000 = 5 years
Exercise 3: 
Step 1 – the initial investment = £25,00 
Step 2 – Annual cash inflows 
	Year 
	Cash inflow 
	Cumulative Inflow

	1
	5,000
	5,000

	2
	8,000
	13,000

	3
	10,000
	23,000

	4
	12,000
	35,000

	5
	7,000
	42,000







After Year 3 → £23,000 recovered
Amount still unrecovered:
£25,000 − £23,000 = £2,000
Year 4 cash inflow = £12,000
Payback Period
3 + 0.17 = 3.17 years 
Payback Period = approximately 3 years and 2 months 



Exercise 4: 
(a)
Initial Investment (Cash outflow) = £100,000
Annual Cash inflow (after tax, before depreciation) = £25,000
Life = 6 years
1️⃣ Payback Period

 Payback Period = 4 years

2️⃣ Post Pay-back Profitability
Total cash inflow over 6 years:

Cash inflow after payback (after year 4):
Remaining years = 2 years

Post Pay-back Profit = £50,000
3️⃣ Post Pay-back Profitability Index

(b)
Initial Investment = £100,000
Cash inflow (after tax and depreciation):
· First 5 years = £20,000 each
· Next 5 years = £8,000 each
· Salvage value = £16,000
· Life = 10 years


1️⃣ Payback Period
Cumulative inflow:
First 5 years:

Investment recovered exactly in 5 years.
 Payback Period = 5 years
2️⃣ Post Pay-back Profitability
Cash inflow after payback:
Next 5 years:

Add Salvage value:

Post Pay-back Profit = £56,000
3️⃣ Post Pay-back Profitability Index

4️⃣ Accounting Rate of Return (ARR)

(a) ARR
Depreciation:

Profit before depreciation = 25,000
Profit after depreciation:

ARR:

✅ ARR (a) = 8.33%
(b) ARR
Total profit over 10 years:
First 5 years:

Next 5 years:

Add Salvage value:

Average annual profit:

ARR:

✅ Final Answers Summary
	
	(a)
	(b)

	Payback Period
	4 years
	5 years

	Post Pay-back Profit
	£50,000
	£56,000

	Post Pay-back Index
	50%
	56%

	ARR
	8.33%
	15.6%











Exercise 5: 
 Answer Summary
	 
	Proposal 1
	Proposal 2

	Annual Profit
	£24,000
	£12,500

	ARR
	10.91%
	20.83%

	Annual Cash Flow
	£64,000
	£20,000

	
	
	


Looking at results – proposal 2 would be better looking at ROI method. 
Exercise 6: 
Project X:   Scrap Value = 1,000 x 0.621 = 621 
Project Y:   Scrap Value = 2,000 × 0.621 = 1,242
Final Comparison
	Project
	NPV

	X
	£4,227

	Y
	£4,728

	

Both NVP’s for project’s X and Y are positive and acceptable, but looking at project’s Y higher NPV of £4,728, project Y would be best to take.  

Exercise 7: 
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Exercise 8: 
Final Answer
Internal Rate of Return = 17.5%
Decision Rule
If required rate is below < 17.5% → Accept this
If required rate is greater than > 17.5% → Reject this

Exercise 9: 
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Project A
At 10% discount rate:                                       
NPV = +544 (Positive)
At 12% discount rate:
NPV = –312 (Negative)
 IRR is between 10% and 12%
Project B 
At 10% discount rate:
NPV = +134 (Positive)
At 12% discount rate:
NPV = –1,052 (Negative)
IRR lies between 10% and 12%.
Looking at results – Project A should be selected 
Exercise 10: 
Project cost = Rs. 16,000
Cash inflow = Rs. 4,000 every 5 years
Answer: IRR = 4.56%
Exercise 11: 
Initial Investment = Rs. 10,000
Cash inflow per year = Rs. 3,500 for 5 years
Assume discount rate = 10%
Present value factor for 5 years @10% = 3.791
Exercise 12: 
Part A — Project Selection (Using Profitability Index)
Budget = £2,000,000
Rank projects by Profitability Index (PI):

Project 3 → PI 2.31 → £1,000,000
Project 1 → PI 1.46 → £600,000
Project 4 → PI 1.32 → £400,000

Total cost = 1,000,000 + 600,000 + 400,000 = £2,000,000
✔ Select Projects 3, 1 and 4.

Part B — NPV Calculation
Project X
PV of inflows = £24,227
Initial investment = £20,000
NPV = 24,227 – 20,000 = £4,227

Project Y
PV of inflows = £34,728
Initial investment = £30,000
NPV = 34,728 – 30,000 = £4,728

The final Recommendation
Since Project Y has the higher NPV, it should be accepted.
 Project Y is the choice.

Exercise D: 
	Year
	Cash Flow
	Discount Factor @10%
	PV

	0
	–175,000
	1
	–175,000

	1
	–515,000
	0.909
	–468,315

	2
	45,000
	0.826
	37,170

	3
	65,000
	0.751
	48,815

	4
	85,000
	0.683
	58,055

	5
	100,000
	0.621
	62,100


 
NPV = -£437,000, with a negative NPV so this means the project should be rejected. 
Exercise E: 
· The Initial investment = £10,000
· Cash inflow = £3,500 per year for 5 years
· Assume discount rate = 10%
Step 1: Present Value of inflows
PV factor for 5‑year annuity @10% = 3.7908
Step 2: NPV

Step 3: Excess Present Value Index

Answer (A):
EPVI = 0.327**

Cash Flow After Tax
	Year
	PAT
	Depreciation
	CFAT

	1
	6,000
	18,000
	24,000

	2
	9,000
	18,000
	27,000

	3
	24,000
	18,000
	42,000

	4
	16,000
	18,000
	34,000

	5
	0
	18,000 + 10,000 scrap
	28,000



Decision making 
PI > 1 
NPV is positive 
Overall project cost is £100,000, this is well within available capital of £2,000,000
Meaning answer B is the project that should be accepted. 
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Year

Net Cash 

Flow PV Factor

Present 

Value

0–175,000 1–175,000

1–515,000 0.909–468,135

2 45,000 0.826 37,170

3 65,000 0.751 48,815

4 85,000 0.683 58,055

5 100,000 0.621 62,100
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Project A Project B

Year

Cash 

Flow

Year

Cash 

Flow

1 12,000 1 2,000

2 4,000 2 2,000

3 2,000 3 4,000

4 10,000 4 20,000


