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Project 2
1. We would like a capital budget analysis prepared for the production plant and for the sale of biomass-based fuel produced by the algae using a net present value analysis. Relevant information has been provided in Appendix III. Provide a
Recommendation based on your analysis. 
Answer
	Project Capital Investment Description
	Cost ($)

	Construction of the building and equipment
	1,500,000 + 500,000 = 2,000,000

	Land Capital
	400, 000

	Development costs
	150, 000

	Initial working capital
	30, 000

	Fixed operating costs
	575, 000


	
To produce fuel by algae the company needs to invest a minimum capital of 3,155,000$ for the first year of operations. This investment will be regained in seven years of business running. 


2. We used a lot of assumptions for this capital project analysis. I am concerned that the actual results might be very different from our forecasts. I have read about sensitivity analysis and scenario analysis when it comes to capital budgeting but don’t quite understand the difference. We would like an explanation of what each of these terms means. Also, could you provide four examples of factors that this project’s outcome might be sensitive to as well as one example of a sensitivity analysis and scenario analysis that could be done? 
Answer
Scenario Analysis is the process which involves calculating the value of a specific investment under a variety of scenarios. It involves estimating the expected cash flows and asset value under many simulated scenarios with the aim of getting a better sense of the effect of risk on value.
Scenario analysis helps investors and business managers to determine the amount of risk they are taking before making the investment.
Sensitivity analysis is the study of how the uncertainty in different values of an independent variable may affect a particular dependent variable under a given set of assumptions. This is also known as the what-if analysis.
Factors that this project’s outcome might be sensitive to includes 
 Government regulation
 Technology Evolution
 Innovation Effectiveness
 Market dynamics
For this business a sensitive analysis should be done to ascertain whether the new business modal is sustainable in case of a change in the regulations, technology, innovation and the market shift
3. We have been looking at the management of our working capital and need some guidance on how we should finance the investment in our current and long-term assets. We have examined our receivables and inventory and have determined that these accounts, in total, can fluctuate from a low of $950,000 to a high of $1,300,000 during the year. We would also like to maintain about $60,000 in cash as a minimum balance. For the liabilities, our payables are usually 53% of the balance in current assets (permanent or seasonal). We would like you to explain the conservative, aggressive, and moderately conservative strategies using the specific information for our company and identify which strategy BFG appears to be using and its implications
Answer:
Conservative investment strategy is the one that is keen on preserving their principal and prioritize stability over maximizing returns. This kind of strategy will make an investor to risk little amount of resources towards a new business while maintaining the already established venture afloat.
Aggressive investment strategy is one that sees an investor take high risks on an investment aiming to gain huge returns. This kind of strategy is associated with high risk of loss and the high chance of making a lot from an investment.
Moderately conservative strategy is where the investor is neither conservative nor aggressive but is in the middle. The investor will risk just enough capital and expect an average return.
BFG appears to be applying the moderately conservative strategy since it is not willing to take huge risks to start the new business they discovered thus inviting independent investors to jointly fund the business.

4. As part of our ongoing objective to reduce costs, we are looking at another supplier for some of our raw materials. Our current supplier, RMM Inc. provides terms of 2/10 net 45, and we have always paid within the discount period. The new supplier we are considering, TSQ Inc. is offering terms of 1/15 net 60. We think that both suppliers provide similar quality of product at the same price. The average amount of each invoice is $10,000. Based on your analysis, which supplier should we choose?
(3 marks)
Answer
From the analysis of the payment habits of the company the RMM Inc. supplier should be chosen since they give a 2% discount as opposed to the other supplier who gives 1% discount. The recommendation is made considering that the company pays within the discounted period.

5. We would like a forecast of our net income projected for the next quarter, April to
June 20X3. We have gathered the following information: (7 marks)
· sales — $3,900,000
· cost of goods sold — same percentage of sales as 20X2
· selling and marketing — $26,000
· research and development — $95,000
· general and administration — $115,000
· other operating expenses — $4,600
As at April 1, 20X3, the opening cash balance is $76,250 and the line of credit balance is $181,200. Starting in 20X3, the company now earns 1.5% on its cash balance. Note:
Assume the cash balance and the line of credit balance do not fluctuate during the quarter. Use number of days to calculate interest expense. Round percentages to two decimals; for example, 26.67%
Answer:	3, 900,000    ||    26,000
				   95,000
				   115,000
				       4,600
				 =240,600
		Opening cash balance = 76,250
                        Credit balance is         = 181,200
		                    Total        = 257, 450
      
       3, 900, 000 – 240,600 = 3,659,400 
       3,659,400 + 257, 450 = 3,916,850
      1.5/ 100 * 3,916,850 = 58752.75
The company earns 1.5% which is 58752.75 * 3 = 176,258. 25 total earnings
