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Capital Budgeting For WePROMOTE Company
	The global smart phone cases market is brought about by the increasing demand of the accessories all over the world. The high demand has led to a boom of the cases. The cases are specifically made to protect the phone against dirt and they also have features like water resistance thus increasing the durability of the smart phone. Smart cases are preferred by the user because they provide convenience. The smart phone cases market is highly contingent upon the sale of smart phones in the world (Cho, 2015). The market is estimated to increase over the next forecast period. The increase in disposable income of the population is the major factor that is fuelling the smart phone cases market. The effect of increased urbanization and increasing population has also lead to the increased demand for the smart phones. However the global market is highly fragmented with many manufacturers dominating the market. The aim of this paper is to conduct a research on a new project start up aimed at promoting the sales of smart phones in the market. The objectives of the case  study are to determine whether it is prudent to take up the project or not based on the Net Present Value calculations from the project.
	WePROMOTE Company is a promotional material company plans to establish a project. The company is owned on a partnership basis .The project considered is to manufacture a very unique case for smart phones. During manufacturing the company will ensure that the cases are atttractive, durable and are able to fit many models of smart phones. The cases also bear the logo of the company and it is planned to be given away at public relations events by the company. More and more details of the company will become apparent with more certainty and precision. The following data shows the estimates up to this point.
· You can borrow funds from your bank at 3%.
· The cost to install the needed equipment will be $105,000 and this cost is incurred prior to any cash is received by the project.
· The gross revenues from the project will be $25,000 for year 1, then $27,000 for years 2 and 3. Year 4 will be $28,000 and year 5 (the last year of the project) will be $23,000.
· The expected annual cash outflows (current project costs) are estimated at being $13,000 for the first year, then $12,000 for years 2, 3, and 4. The final year costs will be $10,000.
· Your tax rate is 30% and you plan to depreciate the equipment on a straight-line basis for the life of the equipment.
· After 5 years the equipment will stop working and will have a residual (salvage) value of $5,000).
· The discount rate you are assuming is now 7%.
To estimate the viability of the project, the next step will be to compute the Net Present Value of the project on the basis of the estimates shown above.
To calculate depreciation after 5 years 
Depreciation=Cost-Salvage value/ time in years
D=105000-5000/5
=$20000s
Solution
All amounts are in USD
Year                                     1               2              3             4                   5     
Revenue inflows            25,000        27,000    27,000   28,000      23,000
Cash outflows              -  13,000         12,000     12,000   12,000  10,000
Before tax net                 12,000         15,000     15,000   16,000   13,000
Cash flows
Depreciation                    20,000          20,000      20,000   20,000    20,000
Income before taxes      -8,000          -5,000      -5,000       -4,000    -7,000
Taxes @30%                    -2,400         -1,500       -1,500       -1,200      -2,100
After tax net income       -5,600         -3,500        -3,500        -2,800   -4,900
Depreciation                   + 20,000          20,000       20,000       20,000    20,000
After tax cash flows         14,400           16,500       16,500        17,200    15,100
Discount rate @7%        0.9346        0.8734       0.8163        0.7629       0.7130
Present value of               13458.2         14411.1     13469         13122      10766.3
 Cash flows
Total present value = 65,226.6
The Net Present Value= present value of cash flows-initial outlay
Therefore, NPV is given by; 65,226.6- 105,000 = -39,773.4$
Net Present Value (NPV) is an approach that is applied in capital budgeting to investigate whether a project will add value or not. It involves finding the future cash flows and discounting them to get their net present worth and compare it to the initial outlay.
The procedure for the calculation of the NPV from the estimates follows the following steps.
· Deducting cash outflows from revenue inflows to come up with before tax net cash flows
· Calculation of depreciation using the straight line method given the salvage value and the useful life of the equipment.
· Deducting depreciation from before tax net cash flows to get income before taxes.
· Calculation of the tax using the tax rate of 30%
· Deducting taxes from income before tax value to come up with after tax net income.
· Add back depreciation expense to get after tax cash flows
· Calculating the present value of the cash flows using the discount rate of 7%.
· Calculating the net present value which equals the total present value less the initial outlay.
The annual depreciation expense is treated as incremental cash flow and this expense must be taking into account when calculating the NPV of the project. Depreciation is a cash expense and directly affects the cash flow; it has the effect of decreasing the net income of a firm and lowers the tax bill in the year (Weissenrieder, 2004). Any Calculation of the NPV must take into account the income tax implications. This is because many governments charge the income tax based on the profit generated thus has effect on reducing the cash flows.
After-tax net cash flows = (cash inflows – cash outflows – non-cash expenses) × (1 – tax rate) + non-cash expenses.
The increase in net cash flows due to decrease in taxes is referred to as the tax shield. Due to this depreciation tax shield, the firm has more cash in hand at the end of the year than it would have without expensing the depreciation (Weissenrieder, 2004). Since the depreciation formula is straight-line basis the depreciation will be the same for all the five years.
In conclusion, since the NPV is negative, the company should not go ahead with the project of manufacturing Smartphone cases. This is because the investment will be done but the returns will be negative indicating that the project will generate losses. Therefore, it is prudent of the WePROMOTE Company not to undertake the project.
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