[image: ][image: ][image: ] 
Making Investment DecisionsInvestment Appraisal Previous Exam Questions

[bookmark: _GoBack]What is meant by the term ‘investment appraisal’?
____________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________
Table 1 Appraising an investment opportunity
	
	Opportunity 1
	Opportunity 2

	Initial cost
	£350,000
	£600,000

	Inflows:
	
	

	Year 1
	£50,000
	£300,000

	Year 2
	£200,000
	£250,000

	Year 3
	£100,000
	£150,000

	Year 4
	£100,000
	£140,000

	Year 5
	£100,000
	£130,000


Discount factor: 1, 0.91, 0.83, 0.75, 0.68, 0.62
Calculate payback for each of the two opportunities given in Table 1.
Payback: __________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________
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(b) Calculate the payback period for each of the three options. Show your workings.
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3 100000 160000 90000 i
4 150000 210000 95000
5 200000 250000 100000
6 200000 250000 100000
7 200000 250000 100000

(a) What is meant by the term ‘payback period'?

(b) Calculate the payback period for each of the three options. Show your workings. 61
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given below.
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6  The estimated net cash-flow figures for the three options under consideration at Fairburn Farm are

Net cash-flow (£)

Option 1
Christmas trees

Option 2
Golf range

Option 3
Luxury holiday
caravans
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(460000)
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(a) What is meant by the term ‘payback period'?





