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Will 
doQ1 

Fill in the gaps 

Investment     ________              considers the quantitative reasons behind making an investment 
decision.  The simplest of the methods is __________                , which considers the length of time 
required to recover the initial investment       __________     of a project.  However this method, like 
the ARR method, fails to take into account the    ___________          value of money.   

By        __________                   future cash flows, the NPV (Net Present Value) method takes into 
account that money is worth more now than in the future.  This is because it could be put into a 
bank and turned into a higher amount.  After discounting all future cash flows and adding them 
together, the initial cost should be                ___  __      to give the NPV figure. 

 Choose from: time; cost; discounting; deducted; payback; appraisal  

 

Q2 Match the method of investment appraisal with the description 

 Payback A. Considers the private costs and benefits, as well as the 
external impact on society for large investments 

 ARR B. Discounts future cash flows and then deducts the initial cost 
to look at how profitable the investment will be 

 Net Present Value C. Considers the length of time to recover the initial outlay on 
the investment 

 Cost benefit analysis D. Examining non-financial considerations of an investment, such 
as the impact on the workforce 

 Qualitative factors E. Measures the net return per annum as a percentage of the 
initial investment cost 

 

Q3 Practising the ARR (Average Rate of Return) method!   

 Fulchester Utd wishes to buy a new football player next season, in the hope of boosting 

attendance and merchandising sales at the club. It is currently considering two players; Frank 

Boyata, who would cost £20m and increase annual returns by £4m, and Charlie Allegro, who 

would cost £25m, but boost annual returns by £7.5m. 

3.1 Calculate the ARR for each investment. Based purely on this quantitative data, select the 

best player for the club. (Remember to show all your workings) 
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Q4 Calculators ready!  Brighouse Biscuits is considering buying a new machine: Machine A or 
Machine B.  To help the business make the decision, conduct a full investment appraisal 
using the payback, ARR and NPV method and from this information, decide which would 
be the best investment for the firm to make. 

£000  Machine A Machine B 

Initial cost  (800) (900) 

Forecast Net Cash Inflow Year 1 400 350 

 Year 2 260 370 

 Year 3 340 270 

 Year 4 200 300 

 Year 5 250 250 

Interest rates are forecast to be 10% over the next few years 

After 1 year 2 years 3 years 4 years  5 years 

Present value of £1 0.91 0.83 0.75 0.68 0.62 

 

Workings: 
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Workings continued… 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Q5 Briefly explain why… 

 5.1 the payback method may be useful if technology is rapidly changing 

 
 
 
 
 

5.2 the ethical effects may need to be considered alongside the financial implications of an 

investment, before a final decision is made  

 

 

 

 

5.3  using the payback method alone may not be advisable for a firm wanting to make an 

investment decision 
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