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CASE INTRODUCTION

« Major competitor in worldwide chemicals industry & a
leading producer of polypropylene

- Morris is recommending a £9 million project;
- Renovate and rationalize a production line at
Merseyside
- To increase production efficiency

- Several objections to the project have been raised at
corporate, and the initial analysis from Greystock
contains errors that need to be fixed

- Objective: To evaluate Frank Greystock’s DCF Analysis
of the Merseyside project, impacts to related
departments, and overall appeal of the project to the
Diamond enterprise.




Greystock's Initial DCF Analysis

Assumptions

[Annual OQutput (metric tons)

Oulput Gain/Original Output

Pricefton (pounds steding)

Infation Rate (prices and costs)
. Deprec.)

Imestment Outlay (mill. )
Energy Saungs/Sales

1. Estimate of Incremental Gross Proft
New Output {fons)
Lost Output—C onstruction
New Sales (M illions)
New Gross Margin
New Gross Proi

Old O utput

Qid Sales

Old Gross Profi
Incremental Gross P ofit

imate of Incremental D epreciation

New Depreciation
3. Overhead
4 Prelim. Engineenng Costs
5. Pretax incremental P roft
6. Tax Expense

7. After-tax Proft
B8 Cash Flow Adjustments
Less Capital Expend 5.00
Add back Depreciation
Less Added WIP imventory
Atertax Scrap Proceeds
-9.00

8. Free Cash Flow

9.00
25.9%

NPV =
IRR =

2.66

E xhibit 2
DIAMOND CHEMICALS (A)
Frank Greystock's DCF Analysis of Merseyside Project
(Financial values in millions ofBritish P ounds)

Discount rate

Depreciable Lik (years)
OrerheadAmvestment

Sahage Value

WP Inventory' Cost of Goods
Months Dowrtime, Construction
Ader ap P roceeds
Preliminary E ngineering

19.18 18.18
250,000 250,000

135.2 135.25
1

0.80
0.00

3.09

250,000 250,000

NPV: 2.00

IRR: 25.9%
Payback Period: 3.6
yrs

EPS: 0.018

14472
12.5%

19.18 18.08 16.09

250,000
25

135.2%5




