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Question: 33 TY I< 11

Red Ltd. is considering a project with the following Cash flows:

Cost of Plant | Recurring Cost m

10,000

1 4,000 12,000
2 5,000 14,000

The cost of capital is 9%. Measure the sensitivity of the project to
changes in the levels of plant value, running cost and savings
(considering each factor at a time) such that the NPV becomes
zero. The P.V. factor at 9% are as under;

Year Factor
0 1

1 0.917
2 0.842

Which factor i1s the most sensitive to affect the acceptability of
the project?
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