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PHASE 2: Case Study
One. 
	Year 
	Tortuga Return
	S$P 500 Return

	1
	12
	7

	2
	22
	16

	3
	-2
	-3

	4
	14
	9

	5
	9
	8

	6
	19
	21

	7
	16
	17

	8
	-10
	-5

	9
	7
	9

	10
	12
	14


Average market return= 6%
E (RT) = (0.06*(12+22-2+14+9+19+16-10+7+12))
           =0.06*99
           = 5.94%
Two
Re-Rf=beta*(RM-Rf)
Beta= (Re-Rf)/(Rm-Rf)
Re Stock return, Beta, Rm market return, RF Risk free rate
Beta= (6-4)/(6-1.5)
         = 2/4.5
          = 0.44
Cost of equity= risk free rate + beta coefficient*market risk premium
                          = 4+0.44*8.5
                          = 7.74%
Three
WACC= TCCE/TCE
TCE= 50,000,000+25,000,000
       = $ 75,000,000
Ordinary shares= 50,000,000
Loan = 25, 000,000
TCCE
Cost of debt= I (1-t)
0.06(1-0.34) = 0.0396
990,000
Cost of ordinary shares
Ke=(D1*100)/ PO
     =(1.5*100)10
      = 15%
50,000,000*0.15= 7,500,000
TCCE= 7500000+990000
         = 8490000
WACC= 8490000/75000000*100
           = 11.32%

Four
	Year
	Project A
	Project B

	1
	-900
	950

	2
	200
	950

	3
	900
	950

	4
	1800
	950

	5
	2500
	950

	6
	2500
	950

	7
	1800
	950

	8
	1200
	950

	9
	800
	950

	10
	200
	950


 Net Present Value (NPV)
	 
	Project A
	i=0.06
	 

	year
	cash flow
	V=(1/(1+i))^n
	present value ('000)

	1
	-900
	0.9434
	-849.06

	2
	200
	0.89
	178

	3
	900
	0.8396
	755.64

	4
	1800
	0.7921
	1425.78

	5
	2500
	0.7473
	1868.25

	6
	2500
	0.705
	1762.5

	7
	1800
	0.6651
	1197.18

	8
	1200
	0.6274
	752.88

	9
	800
	0.5919
	473.52

	10
	200
	0.5584
	111.68

	 
	 
	Total
	7676.37

	 
	 
	less
	5000

	 
	 
	NPV
	+2,676.37

	 
	 
	 
	 

	 
	 
	 
	 



	 
	Project B
	i=0.06
	 

	year
	cash flow
	V=(1/(1+i))^n
	present value ('000)

	1
	950
	0.9434
	896.23

	2
	950
	0.89
	845.5

	3
	950
	0.8396
	797.62

	4
	950
	0.7921
	752.495

	5
	950
	0.7473
	709.935

	6
	950
	0.705
	669.75

	7
	950
	0.6651
	631.845

	8
	950
	0.6274
	596.03

	9
	950
	0.5919
	562.305

	10
	950
	0.5584
	530.48

	 
	 
	Total
	6992.19

	 
	 
	less
	5000

	 
	 
	NPV
	+1992.19

	 
	 
	 
	 

	 
	 
	 
	 



Payback Period

Project A
-849.06+178+755.64+1425.78+1868.25= 3,378.61
5000-3,378.61= 1621.39
1621.39/1762.5= 0.9199 years
Payback period= 5+0.9199= 5.09199 years.
Project B
896.23+845.5+797.62+752.495+709.935+669.75= 4,671.53
5000-4671.53= 325.47 
328.47/631.845= 0.5199 years
6+0.5199= 6.5199 years
Internal Rate of Return (IRR)
IRR= L.R+ (NPVL.R)/ (NPVH.R-NPVL.R)*(L.R-H.R)
	 
	Project A
	i=0.2
	 

	year
	cash flow
	V=(1/(1+i))^n
	present value ('000)

	1
	-900
	0.833333333
	-750

	2
	200
	0.694444444
	138.8888889

	3
	900
	0.578703704
	520.8333333

	4
	1800
	0.482253086
	868.0555556

	5
	2500
	0.401877572
	1004.69393

	6
	2500
	0.334897977
	837.2449417

	7
	1800
	0.279081647
	502.346965

	8
	1200
	0.232568039
	279.0816472

	9
	800
	0.193806699
	155.0453596

	10
	200
	0.161505583
	32.30111658

	 
	 
	Total
	3588.491738

	 
	 
	less
	5000

	 
	 
	NPV
	-1,411.51

	 
	 
	 
	 

	 
	 
	 
	 



IRR= 0.06+(2676.37)/(-1411.51-2676.37)*(0.06-0.2)
      = 0.15*100
       = 15%




	 
	Project B
	i=0.2
	 

	year
	cash flow
	V=(1/(1+i))^n
	present value ('000)

	1
	950
	0.833333
	791.6666667

	2
	950
	0.694444
	659.7222222

	3
	950
	0.578704
	549.7685185

	4
	950
	0.482253
	458.1404321

	5
	950
	0.401878
	381.7836934

	6
	950
	0.334898
	318.1530778

	7
	950
	0.279082
	265.1275649

	8
	950
	0.232568
	220.9396374

	9
	950
	0.193807
	184.1163645

	10
	950
	0.161506
	153.4303037

	 
	 
	Total
	3982.848481

	 
	 
	less
	5000

	 
	 
	NPV
	-1017.151519

	 
	 
	 
	 

	 
	 
	 
	 



IRR= 0.06+ (1992.19)/ (-1017.15-1992.19)*(0.06-0.2)
      =0.15
       = 15%
Five
Decision rules
IRR
Accept a project if the IRR rate is greater than the set discount rate, reject if less.
Payback period
Reject a project if the payback period is longer than the set period, accept if the calculated period is less.
NPV
When evaluating independent projects, take a project if and only if it has a positive NPV.
When evaluating interdependent projects, take the feasible combination with the highest total NPV.
Six
Strengths and weaknesses of NPV
Assumptions of reinvestment.
Accepts conventional flow of the cash flows.
Consideration of all cash flows.
Factors risks.
Weaknesses
Difficulty in determining the required rate of return.
Ignores sunk costs.
IRR
Strengths
It is used to evaluate break-even point.
It shows the return on the original money invested.
Weaknesses
It does not accommodate changing discount rates.
It has multiple rates of return which is its main drawback.
Payback period
Weaknesses
Ignores time value of money.
Ignores an investments profitability.
Neglects cash flows that are received after the payback period. 
Strengths
It is simple to use.
It focuses on risk involved in any project. It focuses at the period within which a project will return its initial investment amount.



