
 

IB Business Management – Finance and Accounts 

3.8 Investment Appraisal: Assessment 

 

 

 

 

 

 

IB Business Management: www.BusinessManagementIB.com 

 

3.8 INVESTMENT APPRAISAL: ASSESSMENT 

Read the case study below and answer the questions that follow. 

 

NEAT ORGANISATION 

Neat Organisation is a leading provider 

of resort-based budget holidays in Spain 

for price conscious consumers. Its 

business strategy is based on offering 

low-cost holidays. Competition in this 

market segment is becoming 

increasingly intense. As part of its growth 

strategy, Neat Organisation intends to 

either purchase: 

Option A:  A number of coaches to 

transport holidaymakers from the airport 

to the resort. The initial cost of the 

coaches is $1 000 000. The cost of transport has increased rapidly in recent years. After 7 years 

(the predicted useful life the coaches), the management hopes that they will have enough 

residual value that can of then be used towards purchasing a new fleet. The projected net 

cash inflows for this investment project are shown in the table below. 

 

Option B:  A new, integrated computer booking system that can reliable bundle multiple 

bookings to the resort, the purchase of airfares and holiday activities such as sight-seeing trips 

around tourist areas. The initial cost of the computer system is $800 000. After 5 years (the useful 

life expectancy of the computer system), the management hopes that there will be enough 

residual value in the computer system so that it can be upgraded, rather than scrapped and 

replaced. The projected net cash inflows for this investment project are shown in the table 

below. 
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1. Examine the likely reliability of these cash flow forecasts for Neat Organisation. 

[3 marks] 

2. Calculate the following (Show all your working): 

 

i. The payback period for each investment option.    [4 marks] 

 

ii. The average rate of return for each investment option.   [4 marks] 

 

iii. The net present value (NPV) using a discount rate of 5 % for each investment 

option.          [4 marks] 

 

3. Explain the relationship between the discount factor used and the future value of net 

cash flows.           [4 marks] 

 

4. Evaluate the usefulness of using the payback period method of investment appraisal for 

Neat Organisation.          [6 marks] 

Year Option A: 

Vans 

Projected net 

cash flows ($) 

 Option B: 

Computer system 

Projected net 

cash flows ($) 

 

1 100 000  400 000  

2 150 000  300 000  

3 250 000  200 000  

4 300 000  100 000  

5 250 000  100 000  

6 200 000    

7 200 000    

Total net 

inflows 

1 450 000  1 100 000  
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