Risk Analysis on Investment Decision
    After completing the Capital Budgeting simulation, prepare a 700-1,050-word APA paper analyzing the risks associated with your investment decision. Included in the analysis of risk should be a mitigation plan for each risk discussed.
    Focus on concepts learned and applied in the exercise and present the detailed results from the simulation analysis. Explain the risks and how Silicon Arts addressed the risks as well. You need to develop a thorough understanding of sensitivity analysis, net present value, internal rate of return, and profitability index
SEE SIMULATION SLIDES BELOW….
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Capital

Welcome to the simulation on Capital Budgeting

In this simulation, you will use measures lie Net Present Value (NPV), Internal Rate of
Return (IRR), and Proftabilty Index (PI) to compare two mutually exclusive capital i
investment proposals. Before you arrive at the final NPV, IRR, and Pl values for the
proposals, you will analyze their cashflow statements. You will do this by:
a. Examining the assumptions made while predicting sales, price, and marketing

costfor the proposals
b. Checking whether the capital expenditure schedules planned are optimal
c. Accounting for hidden cashfiows
d. Accommodating for the risks inherent in the proposals
Leveling the cashfiow streams of the two proposals using Annuy calculation

choose the proposal with the higher NPV, IRR, and P! values
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Dig-image proposal

A recent worldwide study has forecasted that the Digital Imaging semiconductor
‘market will grow 20% in Year 1. The demand will grow 7% annually from Year 2
onwards. By Year 5, new technologies will take over the market

‘SAl occupies 18% of the current global Digital Imaging semiconductor market. It can
expand its market share further by increasing its production base

The Dig-image proposal discusses the details of setting up a plant in Sunnyvale, CA. It
will become functional by end of Year 0.

The Sunnyvale plant will produce the existing range of SAI's Integrated Circuits. The
life of the project is estimated to be five years and it will make a 30% contribution to
SAI's annual revenues during this period

In Year 1, the project is expected to generate revenues worth $54 milion (30% of $180
‘milion) through the sale of around 400,000 chips.

The capital outlay for the plant is approximately $40 million. The planned capacity is
10,000 units per day. The cost of capital i taken at 17%
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| approximately $16 million. The new plant will produce 3000 units per day.

W-Comm proposal

Industry estimates say that about 25 milion mobile handsets would be sold in Year 3.
About 50% of the 25 million handsets (12.5 millon handsets) would be data enabled.

The good news for SAlis that ts IC 1032, a specialized chip used in data embedded
‘mobile phones, has performed well in the pilot tests.

The W-Comm proposal discusses the details of the production of IC 1032 on a

commercial scale. The life of the project will be seven years. Itis estimated that SAI
will capture about 3-4% of the 12.5 million data enabled mobile handsets market by
Year 4 and this willincrease over the life of the project.

Excess real estate at the Santa Clara plant will be used for production in the first three
years. The capital outlay is $18 milion, which includes specialized machinery costs

and the research and development cost of IC 1032. This facility will produce 1000 units
per day.

Anew plant will be set up at Sunnyvale in the third year. The expected capital outiay is

The cost of capital is taken at 18%.
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Market forecasts:

+ Global Digital Imaging semiconductor market to grow 20% in Year 1

+ Worldwide demand to grow 7% annually till Year 4

+ By end of Year 5, new technologies will take over the market

Predictions for SAIl:

« SAlplans to generate $54 million in Year 1 from the sale of about 400,000 units by putting up the proposed plant in
Sunnyvale

« It can target more than 20% revenue growth in Years 2 and 3

« In Years 4 and 5, sales growth is expected to slope down at around 10% annually

Markets:

+ Markets in South East Asia to grow faster than the mature markets of North America and Europe

Entry barrier:

+ Intense competition and price war

« Prices to go down 5% annually in Year 2 and Year 3

« Prices are expected to fall in Year 4 and Year 5 as well, although forecasters are unable to predict the extent

Marketing strategy:

+ Chip manufacturers need to develop a powerful branding strategy

+ Marketing costs to go up to 5% of sales in Year 1, 2 and 3 for SAl

+ Marketing is not expected to have major impact on sales in Years 4 & 5, since it will be a declining market

Tailpiece:

Itis rumored that T&T, SAl's major competitor, is working on a low cost IC version for Digital Imaging. T&T plans to launch its product in

early Year1. This might affect SAl's sales volume up to 5% in Year 1
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Market forecasts:

+ Mobile handsets market is growing and about 25 million handsets are expected to be sold in Year 3
+ 50% of these 25 million (12.5 million) to be data enabled, and will use semiconductor chips like IC 1032 developed

by SAI

+ The market is expected to grow 10% annually between Years 4 and 7

Predictions for SAIl:

« Year 1 sales for SAlis expected to be relatively small, at around 175,000 units

+ Sales are expected to grow in excess of 15% in Years 2 and 3

+ SAl can target to capture 3-4% of the global market by Year 4 (around 450,000 units)

« It can target to grow faster than the market between Years 4 and 7, at around 15% annually
Markets:

+ North America, Europe, and Southeast Asian region

Entry barrier:

+ Competition and comparable products are the entry barriers for IC 1032

+ These two will cause prices to fall 5% in Years 2 and 3

« Prices are expected to fall in Years 4 to 7 as well, although forecasters are unable to predict the extent
Marketing strategy:

« Strong distribution network to become the backbone of operations

« Innovative commission packages for distributors in the South East Asian markets

+ Marketing cost to go up to 5% of sales in Years 1,2 and 3

« Marketing cost is expected to be lesser between Years 4 and 7, at around 3% of annual sales
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