RAR - example
An engine manufacturing company is evaluating the development of a new product.
· The market life of the product is seven years (years 1-7).
· The development of the product requires an investment of 1000 every year for two years (years 0 -1).
· The expected CFs of the investment are:
· 1171 with NCF = 0.17	(years 1 – 5)
· 971   with NCF = 0.21	(years 6-7)
·  The risk free rate is 5%.
The enterprise risk (a) and the investment specific risk (d) are defined as in the table below.
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