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Undertaking a project requires a critical evaluation and determination of results. Three project cases, the base case, Scenario 1, and scenario 2 are evaluated to determine if it is wise to sale a land for $7.3 Million or accept the project.
The project involves a purchase of equipment for $49 Million as the initial cost of the project. The project is expected to last for four years. The depreciation for the equipment’s for the four years is as follows:
	Year
	Depreciation per year
	7 years

	1
	7,002,100
	14.29%

	2
	12,000,100
	24.49%

	3
	8,570,100
	17.49%

	4
	6,120,100
	12.49%




An amount of $18,584,000 is recovered in the 5th year of the project by selling the remaining equipment for $25,500,000 and paying a tax amount of $6,916,000.00 for the sale of property.
Base case:
The required return is 12%.
It is expected to generate revenues and cash flows as shown in the table.
	Year
	1
	2
	3
	4

	Total revenue
	$51,000,000
	$54,840,000
	$56,120,000
	$49,080,000

	Incremental earnings
	$11,189,698
	$9,392,938
	$11,953,538
	$11,085,538

	Incremental cash flows
	$15,641,798
	$18,651,038
	$17,717,638
	$14,751,638



· The payback period is 2.830.The project should be accepted.
· The profitability index is 1.25. The original cost of the project is recovered hence the project should be accepted. PI>1
· The NPV is $12,365,442. The NPV>0 hence the project should be accepted.
· The IRR is 22%. The IRR>12% hence the project should be accepted.
· Carrying out the project based on NPV is better than selling the land at $7.3 Million.

Scenario 1:
The required rate of return is 14%
The variable cost is $27
	Year
	1
	2
	3
	4

	Total revenue
	$51,000,000
	$54,840,000
	$56,120,000
	$49,080,000

	Incremental earnings
	$12,119,698
	$10,397,338
	$12,982,738
	$11,978,338

	Incremental cash flows
	$16,571,798
	$19,655,438
	$18,746,838
	$15,644,438



· The payback period is 2.681. The project should be accepted.
· The profitability index is 1.22. The original cost of the project is recovered hence the project should be accepted. PI>1
· The NPV is $10,783,235. NPV>0 hence the project should be accepted.
· The IRR is 24%. IRR>14 % and hence the project should be accepted.
· It is better to undertake the project based on NPV than to sell the land for $7.3 Million.

Scenario 2:
The required rate of return is 14%
The variable cost is $31
	Year
	1
	2
	3
	4

	Total revenue
	$51,000,000
	$54,840,000
	$56,120,000
	$49,080,000

	Incremental earnings
	$10,259,698
	$8,388,538
	$10,924,338
	$10,192,738

	Incremental cash flows
	$14,711,798
	$17,646,638
	$16,688,438
	$13,858,838



· The payback period is 3.0. This period is long
· The profitability index is 1.11%. P1>1 hence the project should be accepted
· The NPV of the project is $5,272,548.33. NPV>1 hence the project should be undertaken.
· The IRR of the project is 19%. IRR>14% and hence the project should be accepted.
· It is better to sell the land at $7.3 Million that to accept the project because the NPV is less than the value of the Land.

The comparison of the project results can be summarized as shown in the table below.

	
	Base Case
	Scenario 1
	Scenario 2

	Payback Period
	2.83
	2.68
	3.00

	PI
	1.25
	1.22
	1.11

	NPV
	$12,365,442.46
	`$10,783,235
	$5,272,548.33

	Required Rate of return
	12%
	14%
	14%

	IRR
	22%
	24%
	19%



In the Base case the NPV is greater than the value of the land. In scenario 1 the NPV is greater than the value of the land. In Scenario 2 the NPV is less than the Value of the Land. Scenario 2 project therefore cannot be accepted.

[bookmark: _GoBack]
NPV	
Base Case	Scenario 1	Scenario 2	1.2365442E7	1.0783235E7	5.272548E6	Column1	
Base Case	Scenario 1	Scenario 2	Column2	
Base Case	Scenario 1	Scenario 2	

1

3


Utentg » et st i et it ot T i
et e o it e S9 l  e d oo i
et e e T et e+ e

A IS s ot et by il e i

Tkt 0 T et
B T e R A ——
e e 11




