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Answer Key

Section 1: Multiple Choice
Question 1: A
Question 2: B
Question 3: A
Question 4: D

Section 2: Practical
Question 5: Amart Ltd is interested in investing a new self-service checkout system costing
$1 million. The system will have a working life of 5 years and have the following effect on
the business’s financials:
¢ Eliminate the cost of 5 self-service cashiers with each an annual salary of $52,900.
e The system will save space in the store to help display more merchandise. An
accountant suggests that this will contribute to an additional $5000 per year in
sales.
¢ Increase electricity consumption by approximately $5200 per year
e System will require a casual maintenance worker to perform regular checks,
costing approximately $10,800 per year
e Depreciated using the straight-line method over the 5 years
e System is expected to be upgraded with a newer model at the end of the 5 years.
System is expected to have a resell value of $50,000.
e Do not consider company tax implications

Calculate the following:

i) The Payback period of the investment in years and months.

Annual Cash Inflows

Cashier Cost Savings $264,500

Additional sales $5,000

Total Cash Inflows $264,500 | v V/

Annual Cash Outflows

Electricity S$5,200

Maintenance Wages $10,800

Total Cash Outflows $16,000 7/

Net Cash Flows $248,500 v
Payback Period = %

Payback Period = 4.024 years

0.024 * 12 = 0.288 months

= 1 month (Rounded up)

Payback Period = 4 years 1 month v /
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i) The company expects the investment to be paid within 4 years. Based on a
quantitative analysis, state whether the investment should be accepted.
(1 mark)
¢ Investment should not be accepted as the payback period exceeds the business’s
required payback period of 4 years

iii) Calculate the Net Present Value of the Investment. (5 marks)

Years Net Cash Flows Present Value of | Discounted Cash Flows
S1
1-4 $248,500 3.3121 $823,057 v
5 $298,500 0.6806 $203,159 v
Present Value of Total Cash Flows | $1,026,216 v

NPV = $1,026,216 — $1,000,000
NPV = $26,216 v V/

iv) Based on a Net Present Value analysis, state whether the investment should be
accepted.
(1 mark)

e Investment should be accepted as the NPV is positive, hence it will bring economic
benefits to the business

Question 6: Samson Electronics Ltd is considering purchasing new machinery to make it’s
production line processes more efficient. The machinery costing $250,000 is expected to
have a useful life of 8 years will have the following effects:

¢ Increase sales by $105,000 p.a

¢ Increase electricity costs by $10,000 p.a

¢ Increase factory wages by $25,000 p.a

¢ Require regular maintenance of $5,000 p.a

e Require additional insurance premiums of $250 per year

e Depreciation is through the straight line method

e Scrap value is estimated at $10,000 after the end of its useful life

e Taxrateis 30%
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i) Calculate the net annual after tax cash flows.

Revenue $105,000

Less Expenses

Electricity $10,000

Factory Wages $25,000

Maintenance $5,000

Insurance $250

Cash Expenses $5,000

Depreciation $25,000 $70,250

Before Tax Profit $34,750

Less Income Tax (510,425)

After Tax Profit $24,325

Annual Cash Inflows

Sales $105,000

Total Cash Inflows $105,000

Annual Cash Outflows

Electricity $10,000

Factory Wages $25,000

Maintenance $5,000

Insurance $250

Other Cash Expenses $5,000

Income Tax $10,425

Total Cash Outflows $55,675

Net Annual Cash Flows $49,325

i) Calculate the payback period for the investment. (2 marks)
back od 250,000
Payback Period = —49,325
Payback Period = 5.068 years
0.68* 12 = 0.816 months
= 1 month
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Depreciation =

250,000 — 50,000

8

Depreciation = $25,000 p.a

Payback Period = 5 years and 1 month v /
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i)

The acceptable payback period for the business is 6 years. Based on the
payback period calculation, advise whether you would accept the investment?

(1 mark)

Yes, should be accepted as the payback period of 5 years and 1 month is within the
acceptable 6 year payback period required by the business.

iv) Calculate the Net Present Value.

Years Net Cash Flows Present Value of | Discounted Cash Flows
S1
1-7 $49,325 4.8684 $240,134 /
8 $99,325 0.4665 $46,335 V
Present Value of Total Cash Flows | $286,469 v/
NPV = 286,469 — 250,000
NPV = 36,469 v /
v) Based on the NPV calculation, would you recommend the investment? (1 mark)
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