Topic: ARR (2) 
	Q1
	Clothes Encounters is a designer menswear store based in Edinburgh. Formed in 1994 by two brothers, Andrew and Duncan, the business specialises in contemporary fashion. The brothers are currently keen to expand the business further. In 2007, they launched the Clothes Encounters online store and sales have been growing steadily. Andrew wants to invest in a new website and e-commerce platform to capitalise on this growth area, whereas Duncan believes that the money would be better invested in opening up a second store. The financial estimations for both investments are below.

New website and e-commerce platform:
The cost of the new website and e-commerce platform is estimated to be £130,000. The forecasted yearly net cash flows are below:
Year 1:   £28,000
Year 2:   £33,000
Year 3:   £37,000
Year 4:   £41,000
Year 5:   £48,000

New store:
The cost of the new premises is £180,000. Duncan estimates that refurbishment costs will be £20,000.
Estimated cash inflows are:
Year 1:  £72,800
Year 2:  £85,800
Year 3:  £96,200
Year 4:  £106,600
Year 5:  £124,800
The forecasted outflows are estimated to be 2/5ths of cash inflows

Activity: Based purely on the ARR, which investment should Andrew and Duncan choose?
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