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Questiun@

An enterprise is investing oroject.)The risk-free

Calculate Net Present Value of the project based on '
and also on the basis offRisks adjusted discount rate
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Question: 24
The Textile Manufactur; any Ltd., 1s considering one of
two Projects M and N, which
require cash outlays of X 8,50,000 _gnd %} 8,25,000f respectively.
The certainty-equivalent (C @ approach 1 ed in incorporating
risk in capital budgetyfig decisions. The \current wyeld on
government bonds is @'ﬁ and thy used ag S, free rave.)
The expected net caslf flowsgind their :

RADR)

Project M Project N

as follows: o

=
end Flow X Flow X
v 4.,50,000 A 4.50,000
v 2 5,00,000 ({{ 4,50,000
v'3 5,00,000 5,00,000

Present value factors of £ 1 discounted at 6% at the end of yes
1, 2 and 3 are 0.943, 0.890 and 0.840 respectively.
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@ Which project should be accepted?
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