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Advanced Capital Budgeting Decisions

Risk Adjusted Discount Rate (RADR)

Question 17:

Rohan Pharmaceuticals Ltd is planning to venture into biotech business. The project costs the
company Rs 350 crore in the current year and Rs 150 crore in the next year. The expected operating
cash in-flows from this project during its life time is as follows:
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The company likes to use risk adjusted discount rate method for the appraisal of this project. The
premium for normal risk of the firm is 3%. Risk free rate is 6%. The extra premium for abnormal risk
of the project is 75% of the normal risk premium.

You are required to find the risk adjusted NPV of the project.
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