Question 18 – NPV & ARR
High Finance Limited is deciding whether to invest in specialised equipment to produce a new line of products. 
The purchase cost of equipment will be £190,000 and it is expected to have a productive lifetime of four years, at the end of which time it will be sold as scrap for £15,000. Depreciation will be accounted for on the straight-line basis over the 4 years.  
High Finance Limited expects demand to be:
			2016 		2017 		2018 		2019
Demand (units)		17,500 		20,000 		25,000 		12,500
The selling price is expected to be £15.00 per unit in 2016.  Variable manufacturing costs are expected to be £9.00 per unit in 2016.  The overheads for 2016 will be £17,000. 
The selling price and the costs are projected to increase as follows: selling price by 2% per year, variable manufacturing costs by 4% per year, and overheads by 5% per year.
High Finance Limited has a Weighted Average Cost of Capital (WACC) of 8% and a target ARR of 20%. 
The company pays Corporation Tax at an annual rate of 21% one year in arrears. 
Required:
[bookmark: _GoBack]For the five years 2016 to 2020, and using the standard costing sheet layout, calculate the Net Profit (after tax).
All workings must be shown.

