(i) Initial investment, operating cash flows, terminal cash flows and free cash flows.

Solution
Initial Investment/Installed cost of new Asset= cost(new)+ Installation costs
Less
after tax proceeds from the sale of the old asset= proceeds from the sale old asset  + tax on sale.
Add/less change in networking capital(current assets vs current liabilities)

Carrying value of the old machine= value of machine less cumulative depreciation
Depreciation = (500000-160000)/5*3=204,000.00			
Carrying value = 500000- 204,000.00= 296000
Assets proceeds 
if sold today = 480,000
It carrying value=  20000
profit from sale of asset= 480000-296000= 184000
Tax on sale of asset= 184000* 30% = 84000
Change in a Net Working Capital = Change in Current Assets – Change in Current Liabilities.
Change in assets = cash+ accounts receivable inventories 	
=+30000)+(+125000)+ (-25000)= 130,000.00 
Change current assets= 40000
Change in a networking capital = 130000-40000= 90000
	 
	  Asset A  
	 Asset B 

	Installed cost of the machine 
	 
	885,000.00 
	 
	650,000.00 

	Cost of new  
	  840,000.00 
	 
	   650,000.00 
	 

	Installation costs 
	        45,000.00 
	 
	                    -   
	 

	 
	 
	 
	 
	 

	less After-tax proceeds from sale of old  
	 
	       424,800.00 
	 
	   424,800.00 

	proceeds from (old) 
	480,000.00 
	 
	   480,000.00 
	 

	less tax on sale  
	55,200.00 
	 
	55,200.00 
	 

	 
	 
	 
	 
	 

	Add/less change in networking capital  
	 
	   90,000.00 
	 
	                -   

	 
	 
	 
	 
	 

	 Initial investment 
	 
	 550,200.00 
	 
	225,200.00 



	 
	 Current Asset 

	 Depreciation of current Asset 
	       204,000.00 

	 
	 

	carrying value of current asset
	       296,000.00 

	 
	 

	proceeds from sale 
	       184,000.00 

	 
	 

	tax on sale 
	         55,200.00 



	Year 
	Current
	Press A
	Press B

	1
	125000
	255000
	215000

	2
	125000
	275000
	215000

	3
	125000
	285000
	215000

	4
	125000
	340000
	215000

	5
	125000
	280000
	215000

	Assume 30% tax rate on both ordinary and capital gains

	cost of capital 12%
	
	




Incremental relevant cash flow (OCF)

The new machine the revenue and expenses for the next five years are expected to be 
(ii)  Using the data, you developed in a and b above, determine net present value, internal rate of return and payback for each alternative.

(iii) Identify the key qualitative factors that would need to be considered in your decision.How might these qualitative factors be incorporated in your decision model?


(iv) What is the impact on your recommendation of the fact that the operating net cash inflows associated with Press A are characterized as very risky in contrast to the low-risk operating net cash inflows of Press B? 

(v) If this investment alternatives were considered in ABC’s operations in India, what would change in your financial and non-financial considerations and selecting the best alternative.
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      Asset A      Asset B   

I nstalled cost of the machine      885,000.00      650,000.00   

Cost of new       840,000.00          650,000.00      

Installation costs            45,000.00                           -         

               

less  After - tax   proceeds from  sale of old               424,800.00          424,800.00   

proceeds from (old)   480,000.00          480,000.00      

less tax on sale    55,200.00      55,200.00      

               

Add/less change in networking  capital            90,000.00                       -      

               

  Initial investment        550,200.00      225,200.00   

 

