Task 3





The key factors are Time & interest rates/inflation (cost of capital):





Time affects the relevant revenues by, the more years it takes to complete the project the more the revenues will have to be discounted to correct it.





Interest rates affect the relevant costs by, the higher or lower the interest rates for each year the more has to be added on to costs that come from places such as overdrafts and loans. The cost of capital in general is also affected by the interset rates or even inflation as the costs can increase over time (affects costs as well as revenues).





Task 4





		Germany		Korea


Payback	2 years 6 months	3 years


ARR		34%			29%


IRR		47%			47%


NPV		£403,800		£458,000





I would use Korea, basically because of the NPV result, because of the large difference in NPV ammounts for the Korean machine compared to German machine, it show that the investment will have the largest return over the 5 years. But the IRR does however make the Germany machine seem better on paper but the NPV still makes the Korean machine the better choice. I have not taken in to account the payback on the 2 machines as it it does not take in to account the years after the intial cost have been paid back. The Arr also doesn’t take in to consideration if the income was to fluxuate alot of the 5 years but still add up to the same answer as a machine that stays the same over the 5 years.


 


