(b) What is its initial rate of return? (7)

CSS-2013
Q.9. Sapphire Corporation is considering cash outlay of $800, 000 for acquisition ¢
The useful life is four years and the firm assesses zero residual value at the en
After-tax cash inflow of $200,000 is expected in year 1, $250,000 in year 2
$400,000 in year 4. The company falls in the tax bracket of 50%.
(i) If the required rate of return is 15 percent, what is the net present

project acceptable? e ;

(i) What is the internal rate of return?

CSS 2018 (A & A)

ABC Company is considering a new product line to supp emeht its range line. It is antlcxpated that the
new product line will involve cash investment of Rs. 700,000 at Time 0 and Rs. 1.0 million in year 1.
Afier tax cash inflows of Rs. 250,000 are expected igyear 2, Rs 300,000 in year 3, Rs. 350,000 in year
4, and Rs. 400,000 each Year thereafter tlnough year 10. Through the product line might be viable after
Year.10, Company prefers to be conservanve and__ end all calculations at that time.

{ Q\
Required: P

é“"““’*

(a) if the required rate of return is: 15% x;}mt is the net present value of the Project. [s it acseptable?
(b) What is its internal rate of ;'eturn?
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Example #1 i

Fin¢ ihe IPR of an, 1nvéstmenl having initial cash outflows of Rs.213000, The cash inflow during the
first , second” fth}/Id ‘and fourth years are expected to be Rs. 65,200 , Rs.96,000 , Rs.73,100 and
RS.55,4 00 respegtivel

Example#z : 5 St e ; S E e

A company is deciding whether to purchase new equipment that costs Rs.500,000. Management
estimates the life of the new asset to be four years and expects it to generate an additional profit
Rs.160,000 each year. In the fifth year, the company plans to sell the equlpment for its salvag@'
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