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Capital Budgeting
Opening a restaurant
With increase in the number of millionaires in Nigeria, there is a definite need for a high-end restaurant of which, for lack of a better word, would say would not be for everyone. This is advised by a preliminary research which shows that the current status of restaurants in the country are not up to the standard. As a result they do not have the capacity to accommodate the rising number of rich people in the country. An evaluation has shown that the best restaurants in the country do not meet the international standards for classification as a four star. Such hotels cannot have luxury facilities to host holidays. This confirms the necessity for my investment in a luxurious five star restaurant along the Nigerian cost as well timed.
Summary of Quantitative Data Associated With the Project
1. Initial Costs
Initial costs are estimated to be to the tune of $2,100,000. This will be made of land acquisition to the tune of $500,000, construction of structures will cost around $400,000. Investments in furniture, fittings and equipment will cost $700,000. Machines for water sports are expected to cost around $500,000.
2. Financing
This cost will be financed by 30% equity and 70% debt. The debt would be a 10 year loan at an interest rate of 8% from commercial or industrial banks preferably Optum Bank, Inc.
3. Expected Revenue
As a model for the African continent, the luxurious restaurant is expected to host distinguished business community members and attract a net cash flow of $400,000 for the next 10 years.
4. Depreciation
Machines will be depreciated at a rate of 12.5%, furniture at the same rate. The buildings will be depreciated at a rate of 5% and the land will appreciate at a rate of 3% per year.
5. Terminal value
By year 10, the investment is expected to have a terminal value of $500,000
Variables to change to conduct a sensitivity analysis.
In evaluation of the project, I can change the following variables to do sensitivity analysis;
1. The proportion of debt and equity in the project financing – By using more debt or more equity than earlier anticipated, the WACC of the project would change and the net present value of the project will also change. This may necessitate a different decision from the one made to invest earlier.
2. The cost of debt – By changing the cost of debt, as an investor, I will understand how sensitive the project is, to changes in the WACC of the company. By negotiating for a cheaper loan, I will be affecting the WACC positively and as a result the net present value can increase making the project more profitable
3. The expected cash inflows from the project – This can be changed by taking steps to attract more customers outside the African continent. If the cash flows increase, then the value of the project will increase. By using different values of the cash flows, I will also understand how the project is sensitive to changes in the cash flows for better planning.
4. The terminal value of the project – This is the residual value of the project and as an investor, I would determine how sensitive it is to the net present value of the project.
5. The initial cost by looking for cheaper designs or cheaper supplies of construction materials
