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Preview
[bookmark: _GoBack]	Valuation can be termed as the process of establishing profit worthiness of any venture or investment that an individual or a corporation aspire to take. Most project fails because valuation was not done or probably it was done wrongly. There are different methods of valuing capital projects, for instance the net present value (NPV), the internal rate of return (IRR), the profitability index (PI), payback period, discounted payback period etcetera. The choice of the method depends on the type of venture and user’s preference (Feuz et al., 2017). 
	Electronics Unlimited is considering the introduction of a new product. The evaluation below will examine the project prospects and yield a constructive inference towards the same. 
Part A
Profit determination of the purposed venture




Cash flow in the 5-year project life:


Part B
The Net present value, NPV



Part C
Should the company introduce the new product?
	Arrival of the decision to the above question will be based on the above calculations. A project is initiated to yield profits to the business. If a venture does not earn the company any profits, then there is no business, and the venture has no reason of being implemented. 
	The Net Present Value of the above project has being calculated. The reached value to the NPV is positive, $591,443. The decision rule to the NPV approach suggests that ventures having positive NPVs are attractive in terms of profit worth. The NPV value may significantly differ between projects but as long as the projects have positive NPV value, they are worth the funding (Feuz et al., 2017). 
	The $591,443 means that consistent such returns will be realized. It does not mean that this is the best option that the company has. If other ventures are on board, this method can be used to compare the different NPVs. Decision rule remains that the highest NPV value should be preferred. 
The IRR has also been calculated. Gotze et al., stated that the IRR is rate at which the net present value to the project equals to zero (2016). In other words, it is the interest rate at which the company would break even for the purposed venture. The IRR in the case for Electronics Unlimited is 30%.
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NPV in million USD

Year  Cash Flow Profitability Index at 20% Present Values

0 -0.7 1 -0.7

1 -1.79 0.8333 -1.491607

2 0.517 0.6944 0.3590048

3 1.327 0.5787 0.7679349

4 2.068 0.4823 0.9973964

5 1.639 0.4019 0.6587141

               NPV 0.5914432

                IRR 30%
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Profit Calculation in millions USD

Initial Investment ($500,000) 1

1st year 2nd year 3rd Year4th Year 5th Year

Expected Sales 10 13 13 8.66667 4.33333

Cost of sales 6 7.8 7.8 5.2 2.6 0.6

Selling,general&adm 2.35 3.055 3.055 2.03667 1.01833 0.235

Depreciation Expense 0.1 0.1 0.1 0.1 0.1

Introductory Expense 0.2 0 0 0 0

Gross Profit 1.35 2.045 2.045 1.33 0.615

Tax Payable 0.54 0.818 0.818 0.532 0.246 0.4

Net Profit 0.81 1.227 1.227 0.798 0.369
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						Profit Calculation in millions USD

		Initial Investment ($500,000)				1

				1st year		2nd year		3rd Year		4th Year		5th Year

		Expected Sales		10		13		13		8.6666666667		4.3333333333

		Cost of sales		6		7.8		7.8		5.2		2.6		0.6
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Cash Flows in millions USD

Inception Year1st Year 2nd Year3rd Year4th Year 5th Year

Equipment costs -0.5 0 0 0 0 0

Introductory Expenses -0.2 0 0 0 0 0

Net Profit 0 0.81 1.227 1.227 0.798 0.369

Depreciation (Plus) 0 0.1 0.1 0.1 0.1 0.1

Required Working Capital 0 2.7 3.51 3.51 2.34 1.17 2.7

Realized Working Capital 0 0 0 0 1.17 1.17

introducted Working Capital 0 -2.7 -0.81 0 0 0

Expected Cash Flows -0.7 -1.79 0.517 1.327 2.068 1.639
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						Cash Flows in millions USD

				Inception Year		1st Year		2nd Year		3rd Year		4th Year		5th Year

		Equipment costs		-0.5		0		0		0		0		0

		Introductory Expenses		-0.2		0		0		0		0		0

		Net Profit		0		0.81		1.227		1.227		0.798		0.369

		Depreciation (Plus)		0		0.1		0.1		0.1		0.1		0.1

		Required Working Capital		0		2.7		3.51		3.51		2.3400009		1.1699991		2.7

		Realized Working Capital		0		0		0		0		1.1699991		1.1700018

		introducted Working Capital		0		-2.7		-0.81		0		0		0

		Expected Cash Flows		-0.7		-1.79		0.517		1.327		2.0679991		1.6390018






