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Investment appraisal is the process of evaluating an investment to see if it is worthwhile, there are three methods, payback, ARR and NPV. The limitation of Vegano using investment appraisal to make a decision about their new cafe is that the data they are using from MINTEL is a projection, this means that there is not guaranteed to be an increase to 2,200,000 vegans by the end of 2022 which may damage the accuracy of their investment appraisal. Additionally, methods such as NPV require a discount factor which can vary given external factors, it may be very expensive for vegano to generate an NPV as they would need expertise to predict the correct discount factor. Additionally as they are in a growing market it would be difficult to predict sales for the future. 

HOWEVER, it could be argued that investment appraisal techniques such as payback would be helpful to vegano as it would enable them to find out how long it would take them to make their money back on building the new cafe. Additionally, using NPV would allow them to fully understand the value of future cashflows, meaning they can see if the new cafe would be financially viable. Finally, if they had a target return in mind for the cafe, ARR would enable them to see if their ideas are likely to return the income they expect.
In conclusion, it can be said that although investment appraisal techniques are liable to mistakes and incorrect data, they would be a helpful tool to vegano as they already understand the market in Newcastle due to their existing store, this is likely to make the data more accurate than if they were building a new café elsewhere. 
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Vegano

Vegano is a 100% vegan café located in the centre of Newcastle. According to Mintel, the market for vegan
and plant based food in the UK is growing, and the UK is officially the world leader in vegan food launches.

Thanks to initiatives like Veganuary, there has been a sharp rise in the number of people opting for meat free
alternatives.

A recent survey shows over 2% of Brits are vegan, around 1,100,000 people. The survey also revealed that
by the end of 2022, this number is set to double, increasing the vegan population to around 2,200,000. This,
combined with massive growth in the number of people who want to eat less meat, makes the market for
plant based food extremely attractive

Given the projected growth in the vegan and plant based market, the owners of Vegano are considering opening

a second café in Newcastle, and the owners are considering using investment appraisal techniques to assess
the viability of the second café.

Assess the likely limitations of using investment appraisal techniques to Vegano when deciding
whether to open the second café.

(10 marks)




