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Question - 36
X Ltd. 1s @idering its new project with the following

details:

Particulars Figures

Eg Initial capital cost X 400 Cer.
\/ Annual unit sales 5Cr.
‘/ Selling price per unit I 100
" Variable cost per unit z 50
f Fixed costs per year % 50 Cr.
iIscount Ka 69
Required:
1. Calculate the @: f the project.
4 impact on the project’s NPV considering a

2.5 per cent] adverse variance in each variable. Which
variable is having maximum effect?

Consider Life of the project HS@
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Question - 43 —
XYZ Ltd. 1s considering a projeith an nitial outlay of

I 14,00,00(] and the possible three cash inflow attached

with the project as follows:

700

Worst case 450 400
Most likely 800
Best case 650 500 900

scenario.\If XYZ Ltd 1s certain about the most likely result in

first two years but uncertain about the third year’s cash

flow, analyze what will be the NPV expecting worst scenario
in the third year. —

Assumin%the cost of capital as 9%, determine NPV in each
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Question — 26

A firm has an investment proposal, requiring an outlay of X
80,000. The investment proposal is expected to have two years
economic life with no salvage value. In year 1, there is a 0.4
probability that cash inflow after tax will be ¥ 50,000 and 0.6
probability that cash inflow after tax will be ¥ 60,000. The
probability assigned to cash inflow after tax for the year 2 is as
follows:

The cash inflow % 50,000 T 60,000
year 1
The cash inflow Probability Probability
year 2
- X 24,000 0.2 X 40,000 0.4
X 32,000 0.3 X 50,000 0.5
X 44,000 0.5 60,000 0.1

The firm uses a 10% discount rate for this type of investment.
Required:

(i) Construct a decision tree for the proposed investment project
and calculate the expected net present value (NPV).

(i) What net present value will the project yield, if worst outcome
is realized? What is the probability of occurrence of this NPV?

(1) What will be the best outcome and the probability of that

occurrence? —
(iv) Will the project be acceeted ?
(Note: 10% discount factor 1 year 0.909; 2 year 0.826) ql
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