INVESTMENT ANALYSIS MONTHLY EXAMPLE WITH REVENUE & EXPENSES
Example USA

Including application of Incremental Cash Flow Analysis

INTRODUCTION

This is an investment analysis example where the investment generates revenues and incurs expenses,
which are projected monthly in order to establish the monthly cash flows. It also illustrates the application
of incremental cash flow analysis.

This example is for manufacturing but the analysis applies to profit and non profit organizations such as
government, universities, hospitals and service industries. Any situation where;

1. Aninvestmentis made in plant, equipment or facilities to produce the product or service or to
create cost savings.

2. The investment generates revenues from the sale of products or for the delivery of services.
3. Operating expenses are incurred for labor, materials, utilities, insurance, increased overhead etc.

VERIFYING YOUR ANALYSIS
You can compare your analysis against the two Investit Examples;

1. Invest Rev & Exp Monthly Proj. Part A

2. Invest Rev & Exp Monthly Proj. Part B

Investit Templates ] by Templates ] Wy Projects ] Investit Examples
Select Project to Open Description
= Imvest Decisions Yearly Projections —

Customized Template Example
Invest Expenses Analysis Supplier A
Invest Expenses Analysis Supplier B
Projection Wizard Yearly Practice Set

= Imvest Decisions Monthly Projections
Al Invest Rev & Exp Monthly Praoj. Part A ﬂ—
Al Invest Rev & Exp Monthly Praoj. Fart B ﬂ—
Projection Wizard Monthly Practice Set

EXAMPLE
An organization is considering expanding their production facilities to generate more sales revenue.

OPTION A.
The organization can spend $11,000,000 to expand their New Jersey plant to increase the production and
sales of Product A & B. What is there return on investment and is it acceptable?

OPTION B.
For $15,000,000 they can also add a new product called Product Z. In addition, if they spend $15,000,000
they can lower the unit cost of producing produce A and B resulting in additional savings.



The organizations minimum acceptable Internal Rate of Return (IRR)
The organizations minimum acceptable rate of return using the Internal Rate of Return is 12.00% (Before
Tax). If the investment doesn’t provide a return (IRR) of at least 12.00% it should be rejected.

The decision
Should the organization invest $11,000,000 or $15,000,000? This question is answered using incremental
cash flow analysis. The steps are;

Enter the information for the $11,000,000 investment and save the project
Using “Save As” create a second copy of the $11,000,000 analysis with a new project name
Modify the copy of the $11,000,000 analysis to create the $15,000,000 analysis and save
Use the “Incremental Cash Flow Report” to compare the two options and to decide;

a) Is the financial return on the $11,000,000 plant expansion acceptable?

b) If the $11,000,000 investment is acceptable, can the $15,000,000 investment be

justified?
c) What is the financial return on the additional $4,000,0007? Is it acceptable?
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This is an example of “Mutually Exclusive Investments”  The organization can;

1. Do nothing

2. Invest $11,000,000 to increase the sales of Product A & B or

3. Invest $15,000,000 to increase the sales of Products A & B and add product Z.

They can only choose one of the options.



OPTION A Should the $11,000,000 be invested?

Project Info Folder

Project Name: New Jersey $11M Expansion

Project Description: Increased production for Product's A & B
Analysis Period: 10 Years

Analysis Start Date: March 2010

Purchase Price: $11,000,000 Note: this is not used in any calculations

Investor Folder

Marginal Tax Rate (Including State Taxes): 35.00%

Capital Gain Rate: 35.00%

Recaptured Deprec. Rate: 35.00%

Desired Return or Discount Rate (Before Tax): 12.00%

Short Term Rates for calculating the Modified Internal Rate of Return (MIRR)
Short Term Financing Rate (Before Tax): 7.00%
Short Term Reinvestment Rate (Before Tax): 2.50%

Investment Folder
Investment: $11,000,000 Year 2010 March
Depreciation: 200% Declining Balance. Recovery Period: 7 years

Working Capital Folder
Working Capital: $200,000 Year 2010 March

Expenses Folder
Labor: $60,000 per month for 12 months then increasing at 2.00% per year compounding for 2 years
then 3.00% compounding per year
Materials : 40.00% of Revenues
Repairs & Maintenance: $20,000 per Month for 12 months then increasing at 3.00% compounding
per year
Utilities : $3,000 per month for 12 months then increasing at 4.00% compounding per year
Marketing and Sales Fixed Cost : $60,000 per month for 12 months then increasing at 4.00% per
year compounding
Sales commission: 20.00% of revenue



Revenue Folder
The new facilities produce two product versions. Product A and B. Projected pricing and sales are;

Product A
Price: Year 1. $3,000 per Unit for the first 12 months then increasing at 3.00% per year
compounding
Quantity (Sales per Month):
Year 2010: 100 per month.
Year 2011: 150 per month then increasing at 6.00% per year compounding

Product B
Price: Year 1. $4,500 per unit increasing at 4.00% per year compounding
Quantity (Sales per Month):
Year 2010: 50 per month for 12 months then increasing at 3.00% per year compounding for 2 years
then 5.00% compounding per year

Financing Folder

The organization’s bank approved the following loan to fund the expansion.
Start Date: March 2010

Type: Standard Mortgage

Amount: $3,000,000

Time Period: 7 years

Amortization Period: 7 years

Interest Rate: 7.00% per year

Payments: Monthly

Salvage Value Folder
Salvage Value: $300,000
Disposition Costs: 10.00% of Salvage Value



OPTION B Should $15,000,000 be invested?

Create a second version of the $11,000,000 investment using “Save As” and make the following changes

Project Info Folder
Project Name: Change to “New Jersey $15M Expansion”
Project Description: Change to “Production for Product’'s A, B & Z”

Investor Folder
No change

Investment Folder
Investment: Change to $15,000,000

Working Capital Folder
Working Capital: Change to $260,000

Revenue Folder
Important Note:
Make the changes to the Revenue Folder before making the changes to the Expenses folder

Why? Because the “Materials” and “Sales Commission” expenses are a “% of the Revenue(s) for
Products A,B & Z

The new facilities produce three product versions. Projected pricing and sales are;

Product A
No change

Product B
No change

Product Z
Add the information for the product Z

Price: Year 1. $2,100 per Unit increasing at 4.00% per year compounding
Quantity (Sales per Month):
Year 2010: 35 per month then increasing at 7.00% per year compounding

Expenses Folder
Labor: Change from $60,000 to $80,000 per Month for 12 months then increasing at 2.00% per year
compounding” for 2 years then 3.00% compounding per year

Materials :

Change from 40.00% to 37.00% of Revenues

Change the “% of Revenue(s)” from 40.00% of the revenue for Product A & B to 37.00% of Products
A, Band zZ

Notes:
Material costs have been reduced from 40.00% to 37.00% of sales because of economies of scale

Repairs & Maintenance: Change from $20,000 per month to $25,000 per Month for 12 months then
increasing at 3.00% compounding per year



Utilities : Change to $3,700 per month for 12 months then increasing at 4.00% compounding per year
Marketing and Sales Fixed Cost : Change from $60,000 to $70,000 per Month for 12 months then
increasing at 4.00% per year compounding

Sales commission:

20.00% of revenue. No change

Change the “% of Revenue(s)” from 20.00% of the revenue for Product A & B to 2.00% of Products A,
B and Z

Financing Folder
No change

Salvage Value Folder
Salvage Value: Change to $400,000



INSTRUCTIONS FOR ENTERING THE PROJECT

Template selection
The selection of the appropriate template is based on the following;

1. The analysis involves revenue and expenses

2. Projections are Monthly in order to establish the monthly cash flows

3. Use the “Project Comparison Report” or the “Incremental Cash Flow Report” to compare the two
options
Template: Invest Revenue & Expenses Monthly projections

INSTRUCTIONS FOR ENTERING OPTION A: $11,000,000 EXPANSION

Getting started
The first step is to open the Investit Template “Invest Revenue & Expenses Monthly” as follows:

1. Open Investit Decisions.
2. Select the New Project Folder then select the Investit Templates folder

L'f“' Investit Decisions

Eile Eeports Tools LWilites Investit  Activation Help

Investit Templates ] My Templates ]

Select Template for Hew Project

= Im'vest Decisions Yearly Projections = |
Invest Expenses Only Yearly
Invest Revenue & Expenses Yeatly
= Imvest Decisions Monthly Projections
Imvest Expenses Qnly Monthly
Invest Revenue & Expenses Monthly ef—
[=I Replacement Decisions Yearly Projections
kKeep Expenses Only Yearly
keep Revenue & Expenses Yearly
Replace Expenses Only Yearly
Feplace Revenue & Expenses Yearly

l

Qpen

3. Select and open the Investit template “Invest Revenue & Expenses Monthly”. The analysis period
dialog will open at this point.



4. Enter 10 years and click OK

" Enter or change the Analysis Time Period

For how many years do you wish to analyze the project?

Analysis Time Period m—le | (1| wyEGIS

oK | cancel | Help

Project Info Folder

1.
2.

3.
4,

Enter the Project Name: New Jersey $11M Expansion
Enter Description: Increased production for Product's A & B

Click on the Chanoge Entry Information

Select the following

button. A dialog window will pop up.

Start Date

CYear1, Year 2 etc. % 2006, 2007 etc. |2EI1EI s ﬂ

Starting Manth [March — -]

] 4 Cancel




Your entries in the Project Info folder should look like this;

Entry Information
Enter Revenue and Expenses Monthly | Shange Entry Infarmation

Staring Date March 2010

Project w ] ] Working 1
Info. Investar Investment Capital Expenses
Report Headers
Project Mame |New Jersey $11M Expansion o |
Project Description |Increased production for Product's A & B = |
Analysis Time Period

10 Years Chanoge Analysis Tirme Period

~

Investor Folder

1. Enter the Discount Rate Before Tax: 12.00%

Notes: The Discount Rate is used to calculate the Net Present Value and Net Effective Rent

The program automatically calculates the Discount Rate After Tax
2. Enter Short Term Rates Before Tax
Financing Rate: 7.00%
Reinvestment Rate: 2.50%

The investor folder should look like this;

Froject Warking
Info. 1 investor Investment 1 Capital
[ Turn off Tax Calculations Short Term Rates
Tax Rate Before Tax

Investars Marginal Tax Rate . 35.00%) Financing Rate
Capital Gain Tax Rate ’m Reinvestment Rate
Fecaptured Depreciation Tax Rate ’m
Discount Rate or Desired Return on Investment
Before Tax 'm
After Tax ’W

After Tax
Financing Rate

Reinvestment Rate

w Expenses 1 Fevenue 1 Financing

I—_} 7.000%
I—_b 2.500%

4.550%
1.625%




Investment Folder

Investment: $11,000,000 Year 2010 March
Depreciation: 200% Declining Balance. Recovery Period: 7 years

The Investment folder should appear like this;

Froject Working
Inmvestment .
Infa. 1 Investor 1 1 Capital 1 Expenses 1 Revenue ]
Investments
o o Recovery
De=cription Aot Year honth Depreciation Method )
Petiod [yr=]
and $0/2010  ~|{Mar ~||Land (Mo Deprec.) |
Biildling $0/2010  ~l{mar =l Commercial Frop. St Line = | 39.0
Equipmert & Machinery 02010 ~||mar ~||Perzonal Prop. 200% DB = | 70

1. Individually Delete rows ‘Land’ and ‘Building’ by selecting the row and clicking on the “Delete” button.
2. Change ‘Equipment & Machinery’ to ‘Plant Expansion’
3. Complete the folder as follows

The Investment folder should now look like this;

Project 1 [ ] Inuestmentw A 1 Expenses 1 Revenue 1

Irfa. Capital
Investments
o o Recovery
Description Amount “ear harith Deprecigtion Method )
Period [yrs]
lart Expanizion i $11,000,000[2010 =l /mar ~||Personal Prop. 200% 0B = 70

Working Capital Folder
Working Capital: $200,000 Year 2010 March

1. Enter $200,000 directly into the grid for 2010 March

The Working Capital folder should look like this;

Project 1 Imvestor 1 Investment 1 Wurlfing 1 Expenses ] Fevenue \
Info. Capital B
Working Capital
Description Entry Choice 2010 Mar ... 2010 Apr...
Wiarking Capital Add or Zubtract (-1 Working Capital j —.-Ei 200,000 F0
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Expenses Folder

Labor: $60,000 per month for 12 months then increasing at 2.00% per year compounding for 2 years
then 3.00% compounding per year

Materials : 40.00% of Revenues

Repairs & Maintenance: $20,000 per month for 12 months then increasing at 3.00% compounding
per year

Utilities : $3,000 per month for 12 months then increasing at 4.00% compounding per year

Marketing & Sales Fixed Cost : $60,000 per month for 12 months then increasing at 4.00% per year
compounding

Sales commissions: 20.00% of revenue

The expenses folder should look like this;

Plrr?%ne _Et 1 Imvestar ] Investment 1 'u'éu;rpk&r;lg 1 Expenses
Expenses
Description Entry Choice iy Category 2010 Mar ...

Lakor % per Mo |l — |Common = §0
|Materials F per Mo ;l — Common ;l F0
Repairs & Maintenance F per Mo j — Camman j F0
tiltie= F per Mo j — Camman j F0
Inzurance $ per Mo =l —  |Common =l §0
Jlncremental Crverhead F per Mo j — Common j F0
JHent F per Sg. Ft per Yr j Of Camman j F 000

Steps for setting up the folder

1. Select row 2 ‘Materials’

2. Select the entry choice ‘% of Revenues'. The % of Revenue window will pop up. There will only be
one option available check it and Press OK. We will have to return here after we set up the Revenue
folder.

3. Select row with description ‘Insurance’
4. Enter description ‘Marketing & Sales Fixed Costs’

5. Select row with description ‘Incremental Overhead’
6. Enter description ‘Sales Commissions’.

7. Select entry choice ‘% of Revenue’ The % of Revenue window will pop up. There will only be one option
available check it and Press OK. We will have to return here after we set up the Revenue folder.

Select row with description ‘Rent’
Click on the Delete button

©®
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The Expenses folder should now look like this;

F'lrr?%ne-ct l Investar l Investment l vgg:?tg? l Expenses

Expenses
Description Eritry Choice ity Category 2010 Mar ...

abar T per Mo ;l — Camman ﬂ 0
IMaterislz % of Revenue(s) =l —  |Common =l 0.00%
Repairs & Maintenance § per Mo =l —  |Common =l §0
| Hilities: ¥ per Mo ;l — Common ;l F0
|Marketing & Sales Fixed Co... | § per Mo ;l — Camman ﬂ 0
Sales Commissions % of Revenue(s) =l —  |Common =l 0.00%

Entering the Expenses

Labor: $60,000 per month for 12 months then increasing at 2.00% per year compounding for 2 years
then 3.00% compounding per year

1. Selectrow 1 ‘Labor’

2. Click on the Projection Wizard button and enter the data as follows

E_ﬁ Projection Wizard

Entry Information

Description:  Labor
Entry Choice:  § per o
Projections
Select [ StantDate Tirne Period
Paid Project Ertt K Morth | | h I Cort. Proj
al I ear n] rs s NCrease ont. Fraj.
Ertry Using... ¥ End * !
Morthly for 12 Morths ~ || Annusl Compounding < || $60000.00|2010 = |(Mar =] 3 xl|0 x| o0nen| [l
Annual Compounding < 2013 Mar ==l |7 -0 = 300%
[ - = 1
FE = - = = bl
1" Projection Description
Select

Lakor

2010 har

then Compounding st 3.00% per year for next 7 years

Enitry Choice: § per Maornith
FE0,000.00 per Morth paid monthly for 12 months
Compounding at 2.00% per year for next 2 years

Ok

| | Print Report ‘

| Help

‘]

1]

&

[ »

‘ Hew Projection ‘

Insert Frojection |

‘ |Ernjectinn Description ‘

‘ Delete Projection ‘

|
| Delete All Projections |

3. Click OK on the Projection Description window to return to the Projection Wizard
4. Click OK on the Projection Wizard window to save your entries and return to the Expenses folder
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Materials : 40.00% of Revenues

1. Select row with description ‘Materials’

2. Click on the Projection Wizard button and enter the data as follows

’Eﬁ Projection Wizard
Entry Information

Projections

Description:  Materials

Entry Choice: % of Revenue(s)

Select

Start Date Tirme Period

Enter

Project
. £
Enitry Using...

Year manth

Ta
End

i‘r’rs Moz Increase | Cont. Proj.

honthly for 12 Months = |

Constart (Fill Right) =l 40.00%

200 <l{mar | W

m =0 =]

T

E

[ »

£l Projection Description

haterials

Entry Choice; % of Revenuels)

Sales Revenue Procuct 2

Sales Revenue Product B

2010 hMar 40.00% of Revenuels) far 12 months
Constant per year for next 9 years ‘,

ok | | printReport | | He

1]

ey Projection

In=ert Prajection ‘

‘ Projection Description

| Delete Projection |

Delete All Projections ‘
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Repairs & Maintenance: $20,000 per month for 12 months then increasing at 3.00% compounding per
year.

1. Select row with description ‘Repairs & Maintenance’
2. Click on the Projection Wizard button and enter the data as follows

[E_ﬁ Projection Wizard

Entry Information
Description: Repairs & Maintenance

Entry Choice:  § per o

Projections
Select Start Date Time Period
Paicd Project Ertr by Morth To N M I Cont. Praj
al Entry LISing... ¢ ’:."¢ ear La] End (=3 [nky NCrease ant. Fraj.
Morthly for 12 Months =~ || Annusl Compounding =) $2000000(200  =ljMar = W |10 =llo =l 300% |
i Projection Description
Fepairs & Maintenance
Ertry Chaice: § per Month
2010 Mar F20,000.00 per Month paid monthly for 12 months
Compounding st 3.00% per year for next 9 years
| ok || printRepent | | e | i
-
1] [ »
‘ ew Projection | ‘ In=ert Projection ‘ | Frojection Description ‘
‘ Delete Projection | ‘ Delete All Projections ‘
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Utilities : $3,000 per month for 12 months then increasing at 4.00% compounding per year

1. Select row with description ‘Utilities’
2. Click on the Projection Wizard button and enter the data as follows

Eﬁ Projection Wizard

Entry Information
Description:  Hilities

Entry Choice:  § per Mo

Projections
Salect Start Date Time Period
Paid Project ' darth T bl i | Corit. Praj
Al Er|tr3-' Using... En‘try ear [u] End (=] 0= NCrease ant. Fro).
Wonthly for 12 Morths ~ || Annusl Compounding <l $300000/ 2010 <limar =] W |10 o =] 4 00% =
fam =y
P ] ] ] ] el
L Projection Description
LHilities
Ertry Choice: § per Month
2010 Mar F3,000.00 per Morth paid monthly for 12 months
Compounding at 4.00% per year for next 9 vears
| 0K | ‘ Print Repart | | Help | |
Jlal
1] [»

| Blews Projection |

| Frojection Description |

| Lelete Projection |

‘ Insert Projectian |

Lielete All Projections |
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Marketing & Sales Fixed Cost : $60,000 per month for 12 months then increasing at 4.00% per year

compounding

1. Select row with description ‘Marketing & Sales Fixed Cost’
2. Click on the Projection Wizard button and enter the data as follows

E_h Projection Wizard

Entry Information

Description:  Marketing & Sales Fixed Costs

Entry Choice:  § per Mo

Projections
Select [ Start Date Time Period
. Project Ta .
Paid . Entry Year darth Yrs Moz | Incresse | Cont. Proj.
Ertry Using...
Mortthly for 12 Months < Annusl Compounding =) $60,00000(2010  ~l{Mar =] 10 =llo =l  400% =

t t

-

'E_ﬁ Projection Description

ll

arketing & Sales Fixed Costs
Eritry Choice: § per Month
20110 War $60,000.00 per Month paid manthly far 12 months
Compounding st 4.00% per vear for next 9 years

F 3

| ok | prntRepott | || e |

‘ Iew Projection |

‘ Delete Projection |

| Insert Prajection ‘ ‘ Projection Description |

Delete All Projections ‘
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Sales commissions: 20.00% of revenue

1. Select row with description ‘Sales Commissions’
2. Click on the Projection Wizard button and enter the data as follows

El Projection Wizard E
Entry Information

Description:  Sales Comimissions

Entry Choice: % of Revenuels)

Projections
Select [ Start Date Time Period
Erter Project . l l% Year arth To Yrs Moz | Incresse | Cont. Proj.
Erttry Using... End
Maorithly for 12 Months || Constant (Fill Right) =l 2000%| 2010 <l{mar =] W 10 =ljo = - |

-

T -,

£ Projection Description

Sales Commiszions
Ertry Choice: % of Revenue(s)
Zales Revenue Product &,

Zales Revenue Product B

2010 har 20.00% of Revenuelz) far 12 months
Constant per year for next 9 vears
‘ oK ‘ | Print Report | <
4]

‘ ey Brojection ‘ | Insert Frojection ‘ | Projection Description ‘

‘ Delete Projection ‘ Delete All Projections ‘

Note: The Projection Description will look slightly different before the Revenue folder is set up correctly as
Product A and Product B have not been created yet.

Revenue Folder

Product A

Price: Year 2010. $3,000 per Unit for the first 12 months then increasing at 3.00% per year
compounding

Quantity (Sales per Month):
Year 2010: 100 per month.

Year 2011: 150 per month then increasing at 6.00% per year compounding

Product B

Price: Year 2010: $4,500 per unit for the first 12 months increasing at 4.00% per year
compounding

Quantity (Sales per Month): Year 2010: 50 per month for 12 months then increasing at 3% per
year compounding for 2 years then 5% compounding per year

17




Steps for setting up the folder
1. Inrow 1 enter the Description ‘Sales Revenue Product A’

In this example we are using a user defined entry choice. Follow the steps for setting up a user defined
entry choice:

F'lrr?%ne _Et l Inwestor l Investment l vgg:?tg? l Expenses l Revenue
Revenue
Description Ertry Choice ity Category
Sales Revenue Product & F per Hour and Quantity ;I — Camman ;I
F per % —
F per Mo
F per Wik
§ per Day
Amourt
F per Unit and Quantity
F per Hour and Guantity
% of Revenuels)
% of Expenzel=)
Eclit lizt... f—Gelect
Ihe entry choice list will pop up N
Entry Choice List

§ perr Click —|—} Add. |

§ per Mo

§ per ik | Edit. |

§ per Day

Amount | Delete |

§ per Unit and Quantity

§ per Hour and Quantity | Move Down |

% of Revenue(s)

% of Expenseis) | HEERETe |

|F'r|:|grammed EC{
[0]54 icancel Help

18



-,

Add Entry Choice

" Tirme Period

" Mo Time Period

| Edit | |User Defined ﬂ_..f;and Quantity
§ per |UnitF‘deuctA4— | and Quantity

" Enter using Dollars & Cents Eg. $754.35
* Enter using only Dollars En. §754

Preview
£ per Unit Product A and Quantity

ok Cancel Help

2. Select the entry choice you have just created

3. Press the ADD button to create a new row for Product B
4. Enter the Description ‘Sales Revenue Product B’

Product B also has its own user defined entry choice. Follow the same steps you did to create the
entry choice for Product A.

Enter the following into the Add Entry Choice Menu:

-,

Add Entry Choice
" Tirme Period
" Mo Time Period
| Edit | |User Defined ﬂ_.,f;and Quantity
] per |UnitF'r|:|duc:tEI f— | and Guantity

" Enter using Dollars & Cents Eg. $754.35
* Enter using only Dollars En. §754

Preview
£ per Unit Product B and CQuantity

ok Cancel Help
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Product A
Price: Year 2010: $3,000 per Unit for the first 12 months then increasing at 3.00% per year
compounding
Quantity (Sales per Month):
Year 2010: 100 per month.
Year 2011: 150 per month then increasing at 6.00% per year compounding

1. Select the row with the Description ‘Sales Revenue Product A’ and click on the Projection Wizard
button.
2. Enter the following entries into the Projection Wizard

'E_ﬁ Projection Wizard
Entry Information

Description:  Sales Revenue Product A

Entry Choice:  § per Unit Product A

Projections
Select [ Start Date Time Period
Enter Froject . i Ertry Year fanth Te Yrs Moz Increase | Cont. Proj.
Entry U=ing... Encd
horthly for 12 Morths = || Annual Compounding =) $3000 2010  =|[Mar -] 10 =ljo =l 3.00% =

— <l

t t

- -1
S e . . . . [ e
1% Projection Description
males Revenue Product &
Eritry Chaoice: § per Unit Product 2,
2010 har F3,000 per Unit Product & entered monthly for 12 months
Compounding at 3.00% per year far next 9 years
| [0]24 | | Print Repaort | | Help ‘ |
-
4] [¥]
‘ [ew Frojection | ‘ Insert Frojection | | Projection Description |
‘ Delete Projection | ‘ Delete All Projections |

3. Select row 2 and click on the Projection Wizard to enter the Quantity for Product A
4. Enter the following entries into the Projection Wizard
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£ Projection Wizard

Entry Information

data for row 2.

the New Projection button then enter the

Description:  Sales Revenue Product A
Entry Choice:  Quantity
Projections
celect [ Start Date Time Period
Ertt Project Ertt 1 Manth To e 7] I Cort. Proj
er Eer Llsing... I ear (] End re 0 Nncreazse ort. Fraj.
Marithly far 12 Morths = || Annusl Compounding =] 1002010 ~l|mar = 1 =llo =l | =
Monthly for 12 Months = || Annual Compounding = 150/2011 =limar = W |9 =0 =] 6.00%
Select

Enter the data into row 1 and then click on rgﬁ Projection Description

ales Revenue Product 2
Ertry Choice; Guantity

2010 hlar
2011 Mar

100 entered monthly for 12 manths
150 entered monthly for 12 morths
Compounding at 6.00% per year for next 3 years

[ o

‘ | Print Repart |

E

4

[ »

‘ Iemy Frojection |

Insert Frojection |

‘ Delete Projection |

Delete All Projections |

‘ Projection Description |

Product B

Price: Year 2010: $4,500 per unit for the first year increasing at 4.00% per year compounding

Quantity (Sales per Month):

compounding for 2 years then 5% compounding per year

1. Select the row with the Description ‘Sales Revenue Product B’ and click on the Projection Wizard

button.

2. Enter the following entries into the Projection Wizard
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Eﬁ Projection Wizard

Entry Information

Description:  Sales Revenue Product B

Entry Chaice:  § per Unit Product B

Projections
Calect Start Date Time Period
Project To :
Erter . Ertry Year Marth s Mos | Increase | Cont. Proj.
Entry Using...
Morithly far 12 Morths ~ || Annual Compounding <[ $4,500/ 20010 <limar = 10 =llo =l 4.00% - |

t t 1

iy Projection Description

F-

Sales Revenue Product B

Ertry Choice: § per Unit Product B

2010 Mar %4500 per Unit Product B entered marthly far 12 manths
Compounding at 4 00% per year for next 3 years

A

| ok | | pintReport || fe | a
1] [»] |
| Mew Projection ‘ ‘ Inser Projection | ‘ Projection Desctiplion |
| DeleteProjection || Delete All Projectians |

3. Select row 4 and click on the Projection Wizard to enter the Quantity for Product B

4. Enter the following entries into the Projection Wizard
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L_ﬁ Projection Wizard
Entry Information

Description:  Sales Revenue Product B

Entry Choice:  Gluantity

Projections
Select [ Start Date Time Period
Ertt e Ert Y Marith T ke ] [ Cort. Proj
er El'l‘h"y' Llsing... B ear L] End =] [nE= NCrease ant. Froyj.
Monthly for 12 Morths || Annual Compounding = | sol2010 < |{Mar ] 3 ~llo =l zoom| W |
annual Compounding < | & 2013 Mar W |7 ~llo =l so0% +
Select
[ - 1
3 B 5 a o—— T
L1 Projection Description

males Revenue Product B

Ertry Choice: Guantity

2010 Mar 20 ertered monthly for 12 months

Compounding at 3.00% per year for next 2 years
then Compounding at 5.00% per year for next 7 years

| ok pantRepon ||| e | |
q] | Plv
‘ Wew Projection | | Insert Frojection ‘ ‘ Frojection Description |
‘ Delste Frojection | | Delete All Frojections ‘

Expenses Folder

Now that the Revenues have been entered the expenses that used the entry choice ‘% of Revenues’
need to be revisited. This is why for Project B we will update the Revenue folder first.

1. Select the row with the Description ‘Materials’ and click the ‘% of Revenues’ button (lower left corner).
Make the following selections
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f = = 1

(- -]
Fevenues

Select

Description

Zales Revenue Product &

Sales Revenue Product B

—
—»

X<

ok Cancel Help

2. Select the row with the Description ‘Sales Commissions’ and click the ‘% of Revenues’ button.
Make the following selections

~ -\
Revenues
Select
Dezcription
= | [ |Sales Revenue Product &
= | [ |Sales Revenue Product B

ok Cancel Help

Financing Folder

The organization’s bank approved the following loan to fund the expansion.
Start Date: March 2010

Type: Standard Mortgage

Amount: $3,000,000

Time Period: 7 years

Amortization Period: 7 years

Interest Rate: 7.00% per year

Payments: Monthly

1. Click on the Add Mortgage button and enter the following into the Mortgage window
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Mortgage
Mortgage Details Terms and Amortization Details
Analysis Period: 2010 Marto 2020 Feh Mo of iBalloon) Terms 1E|
[ Time Period [ Amortization
Commencing IED1D vl Manth IMarch vl
Term Years Morths Years Months Hominal
T IEtandard Martgage ﬂ ho Interest Rate
Ype
1 — 7 0 e 7 (] e 7 010101

Armount I—_b$ 3,000,000 Interest Rate IFixed vl
Description |Financing — |
Mortgage Settings
Fayment Freguency IMnntth LI
Additional Payments/Eorrowing [
Fayment Rounded IUp to Mearest Cent LI
Compounding Fregquency IMDntth LI

[8]%8 ‘ | Campute | | Filll Draiery | | Cancel ‘ ‘ Help | | Comments

Salvage Value Folder
Salvage Value: $300,000
Disposition Costs: 10.00% of Salvage Value

1. Enter the following into the Salvage Value folder

YWiarking . . Sahlrage
Capital Expenses Revenue Fihancing Value
Disposition Costs
Description Entry Choice Expenze
eling Expenzes % of Zalvage ‘-.-’alue;l —.- 10.00%
|| Add || Insert || Delete || M e
Salsage Yalue
D - Capital Salvage
BscHiption Imvestment Walue
Plart Expansion 11,000, D00 m— 5 500,000

Save This Project
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INSTRUCTIONS FOR ENTERING OPTION B: $15,000,000 EXPANSION

Getting started
The first step is to create a duplicate of Project A.

1. Open Project A within Investit Decisions.
2. Goto the File menu and select Save As.
3. Change the name to Project B and save

Project Info Folder

Project Name: Change to “New Jersey $15M Expansion”
Project Description: Change to “Production for Product’'s A, B & Z”

Make the following changes to the Project Info folder;

Project Warking
Info. Irvestor 1 Investment 1 Capital 1 Expenses
Report Headers
Project Mame |NewJersey F15M Expansion sfe— |
Project Description |F'r|:|ducti|:|n of Product's A | B & 7 i |
Analysis Time Period

10 Years Change Analysis Time Period

Entry Information
Enter Revenue and Expenses Monthly | Change Entry Inforrmation

Starting Date  March 2010
Investor Folder
The Investor folder is unchanged.

Investment Folder
Plant Expansion: Change to $15,000,000

Froject Warking
Investment :
Infa. 1 Irvestor 1 1 Capital 1 Expenses ] Revenue 1
Investments
- L Recovery
Description Amourt Year hanth Deprecigtion Method )
Petiod [yrs]
lart Expansion e 15,000,000/ 2010 = ||Mar || Personal Prop. 200% DB~ | 7.0
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Working Capital Folder

Working Capital: Change to $260,000

~

Froject 1 Irvestar 1 Investment 1 Wurlfing ‘ Expenses ] Revenue
Info. Capital
Working Capital
Description Entry Choice 2010 Mar ... 2010 Apr...
arking Capital Acled or Subtract (-] Working Capital j —.'Ei 280 000 F0

Revenue Folder
Important Note:

Make the changes to the Revenue Folder before making the changes to the Expenses folder

Why? Because the “Materials” and “Sales Commission” expenses are a “% of the Revenue(s) for

Products A, B& Z

The new facilities produce three product versions. Projected pricing and sales are;

Product A
No change

Product B
No change

Product Z

Add the information for the product Z

Price: Year 2010: $2,100 per Unit for the first 12 months increasing at 4.00% per year

compounding

Quantity (Sales per Month):

compounding

Steps for setting up the Revenue folder

1. Pressthe “ADD” to create Product Z.
2. Enter the Description ‘Sales Revenue Product Z’

3. Create the following entry choice (same procedure as pages 18-19)
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Edit Entry Choice
" Time Period
" Mo Time Period
| Edit |UserDeﬂned =l P+ and Quantity
§ per |Unit Product Z elf— | and Quantity
" Enter using Dollars & Cents Eg. $754.35
' Enter using only Dollars Eng. §754
Preview
£ per Unit Product £ and Quantity
ok Cancel Help
4. Click on the Project Wizard button.
5. Enter the following into the Projection Wizard
Eﬁ Projection Wizard E
Entry Information
Description:  Sales Revenue Product Z
Entry Choice: & per Product £
Projections
Select [ Start Date Time Period
Enit Pl Enit 1 Morth | | v i I Cort. Proj
e Entr';-' USiI‘IQ... [y ear La] Endd (=3 [nk3 NCrease ont. Fraj.
Morithly for 12 Morths ~ || Annual Compounding || $210000/2010  ~liMar =l ¥ [10 =llo -] 4.00% |

-

¢

{

£ Projection Description

Sales Revenue Product £
Ertry Choice: § per Product £

2010 Mar F2,100.00 per Product 7 ertered marthly for 12 months
Compounding st 4.00% per yvear for next 9 years

‘ oK | |ErintREpur1| | Help |

1]

1]

[ »

| ey Frojection

| ‘ Insert Frojection |

| Delete Projection | ‘QeleteAllF‘rujectinns|

| Frojection Description |
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6. Select the Quantity row for Product Z and click on the Projection Wizard button
7. Enter the following into the Projection Wizard

'E_[” Projection Wizard
Entry Information
Description:  Sales Revenue Product £
Entry Choice:  Guantity
Projections
Select | StatDate Time Period
Ert Project Ert ki hianith T | Tl I Cant. Praj
er El'ltr’:.-' Using... Iy ear L] End Fs [E= NCrease ont. Fraj.
Maonthly for 12 Monthe = [ £nnual Compounding = | 352010 ~limar =l M [10 =lo -] 7.00% = |
[ — h
1" Projection Description
Fales Revenue Product £
Entry Choice: Guantity
2010 hMar 35 entered monthly for 12 months
Compounding at 7.00% per year for next 9 years
| (5] 4 ‘ | Print Report | |
il
1] [»]
‘ Projection Description
Dielete Projection | | Delete All Projections |

Expenses Folder
Labor: Change from $60,000 to $80,000 per Month for 12 months then increasing at 2.00% per year
compounding for 2 years then 3.00% compounding per year

Materials :

Change from 40.00% to 37.00% of Revenues

Change the “% of Revenue(s)” from 40.00% of the revenue for Product A & B to 37.00% of Products
A, Band Z

Notes:
Material costs have been reduced from 40.00% to 37.00% of sales because of economies of scale

Repairs & Maintenance: Change from $20,000 per month to $25,000 per Month for 12 months then
increasing at 3.00% compounding per year

Utilities : Change to $3,700 per month for 12 months then increasing at 4.00% compounding per year

Marketing and Sales Fixed Cost : Change from $60,000 to $70,000 per Month for 12 months then
increasing at 4.00% per year compounding

Sales commission:

20.00% of revenue. No change. Change the “% of Revenue(s)” from 20.00% of the revenue for
Product A & B to 20.00% of Products A, B and Z
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1. Select the row with the description ‘Labor’ and click on the Projection Wizard button
2. Enter the following into the Projection Wizard

Eﬁ Projection Wizard

Entry Information

Description:  Labor
Entry Choice:  § per o
Projections
Change Start Date Time Period

Paid e it Y Morth | | v M [ Cort. Praj

al El'l‘tr'y' Using... Iy Ear [u] End rs 0= Ncrease ont. Fraj.
Morthly for 12 Morths ~ || Annual Compounding = $80,00000(2010  ~|/Mar =] 3 =lfo -l 200% v ||

Annual Compounding - | 2013 har M|z =o -l 3.00%
£e Projection Description m

Lakar

Ertry Choice: § per hMonth
2010 Mar

F80,000.00 per Morth paid monthly for 12 months
Compounding st 2.00% per yvear for next 2 years
then Compounding at 3.00% per year for next 7 years

F'y

-

| |ErintRepnr‘[| |

Help |

1]

[«]

L]

e Projection

Insert Projection

| Projection Description |

‘ Delete Projection | ‘QeleteAllF‘rnjectinns|

1. Select the row with the description ‘Materials’ and click on the ‘% of Revenues’ button
2. Make the following selections
i

k|

Revenues E
Select
Description
|7 Sales Revenue Product &
¢ |Sales Revenue Product B
—.' |7 Sales Revenue Product £
oK Cancel Help
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3. Click on the Projection Wizard button and enter the following

k_ﬁ Projection Wizard

Entry Information

Description:  Materials

Entry Choice: % of Revenue(s)

Projections
Start Date Time Period
Ernter Project ) £ ‘Year Maorith Te e Mos Increaze | Cont. Proj.
Ertry Using. .. End
Morthly for 12 Months || Constart (Fill Righty =) 37.00% 2010 ~lfmar =l M [10 =llo =] |
- -
iy Projection Description
Change
aterials
Eritry Choice: 3% of Revenue(s)
Sales Revenue Product &
Sales Revenue Product B
Zales Revenue Product £
2010 hdar 37 .00% of Revenue(s) for 12 months
Constant per yvear for next 9 vears
A
| oK | Erint Report | |
-
1] [ ¥]

‘ e Projection |

‘ Projection Description |

‘ Delete Projection |

‘ Insert Frojection

Delete All Projections |

1. Select the row with the description ‘Repairs & Maintenance’ and click on the Projection Wizard button
2. Enter the following into the Projection Wizard
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iﬁ Projection Wizard

Entry Information

Changtj

£5 Projection Description

1]

Fepairs & Maintenance
Entry Choice: F per Maonth
2010 hdar

F25,000.00 per Morth paid monthly for 12 months
Compounding at 3.00% per vear for next 9 years

A

| oK

‘ |ErintRepnr’[‘ |

Help |

Description:  Repairs & Maintenance
Entry Choice:  § per Mo
Projections
Start Date Time Period
Paicl Project Ertt Y haorth To ¥ b I Cart. Praoj
al Entr\,r' Llsing... Yy ear [u End Frs [n}d NCrEase ort. Fraj.
Morthly for 12 Morths = || Annusl Compounding  =l| $2s00000/ 2010 =l|Mar =] B [10 =l =] 3.00% - |

[*]

| evy Frojection

Insert Frojection |

| Projection Description ‘

| Delete Projection ‘

| Delete All Projections |

1. Select the row with the description ‘Utilities’ and click on the Projection Wizard button

2. Enter the following into the Projection Wizard
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£ Projection Wizard B
Entry Information

Description:  LHilities

Entry Choice:  § per Mo

Projections
Start Date Time Period
Paid Project . Ertry Year otk T Yrs Moz | Increase | Cont. Proj.
Ertry Using... Encd
Monthly for 12 Morths = || &nnusl Compounding - §370000/2010  ~|imar <l W |10 =0 -] 4.00% |
I 1
ChangeT ’Efi Projection Description
|_tilitie=
Ertry Chaice: § per Morth
2010 har F3,700.00 per Month paid monthly for 12 months

Compounding st 4 00%% per year for next 9 years

| Ok ‘ | Print Repaort | Help ‘ N
1] Dl
‘ New Projection | Insert Projection | | Projection Description ‘

‘ Delete Projection | |Qe|eteAIIPrnjectinns|

1. Select the row with the description ‘Marketing & Sales Fixed Costs’ and click on the Projection Wizard
button
2. Enter the following into the Projection Wizard
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Eﬁ Projection Wizard

Entry Information

Entry Choice: % per Mo
Projections

Description:  Marketing & Sales Fixed Costs

5

tart Date

Time Period

Paicd

Project
Ertry Using...

Entry

“ear hanth

Tao
Encl

Ytz | Moz | Increase | Cont. Proj.

Monthly for 12 Maonths ;l Annual Compounding ;l

§ 70,000.00) 2010

;l Mar ;l

¥ [10 ~lo -l 4.00%

"
ChangeT

[ »

i

i Projection Description

2010 har

Marketing & Sales Fizxed Costs
Eritry Choice: § per Monith

F70,000.00 per Manth paid monthly for 12 morths
Compounding at 4.00% per vear for next 9 vears

oK | ‘Erintﬁepnﬂ‘ | Help |

1]

ll

[ »

‘ Iewy Frajection

Insert Frajection

‘ Delete Projection ‘

Delete All Projections |

| Projection Description ‘

1. Select the row with the description ‘Sales Commissions’ and click on the ‘% of Revenues’ button

2. Make the following selections

k|

Fevenues

X

Select

Description

Sales Revenue Product &

=ales Revenue Product B

RURUEY

Sales Revenue Product £

cancel

Help

3. The entries in the Projection Wizard remain unchanged

Financing Folder
No change
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Salvage Value Folder
Salvage Value: Change to $400,000

Warking . . Sahlsage
Capital Expenses Fevenue Financing Value
Disposition Costs
De=crigtion Ertry Chaice Expenze
eling Expenses % of Salvage Value;l 10.00%
|| Addd || Insert || Delete || h e
Salvage Yalue
D - Capital Salvage
BsCrption Investment Walue
Plant Expansion § 15,000,000  se—§ 400 000

SAVE YOUR PROJECT
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DECIDING BETEEN THE TWO OPTIONS A & B
To decide between the two options use the;

a. The Project Comparison Report and
b. The Incremental Cash Flow Report

Project Comparison Report

Up to four projects can be compared side by side.
Step involved in selecting the projects for the Project Comparison Report.

1. Select the Project Comparison Report on the Reports menu
Beports Tools Utilites |nvestit  Activat
& Print Reports. .
Export Reports to Excel...
Export Reports to PDF ...

General Information Reports

Expense Statement
Operating Cash Flow
Waorkina Canital

Project Comparison Report q—
Lease Analysis Comparison Report
Incremental Cash Flow Report

Feport Manager...
Feport Preferences...

2. On the Project Comparison Report dialog click on the “Add” button to display the Report Selection
List. Select the Project and click ‘Ok”. Repeat the process to add another project.
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Selected Projects
The Multi-Project Comparisan Report is generated from the selected projects.

Project Mame Add
Click on the “Add: button, select the Remﬁe
project & click on the "ok Button ¥,

Refwe all

F i

Project Selection List ‘
oz Uy Select project
- - Mew Jersey Plant Expansion Qption A ﬂ—
REViEwTERDT ErEEROT |: Mew Jersey Plant Expansion Option B

Supplier A Analysis
Supplier B Analysis

|
v

3. The diagram below shows selected projects to be displayed in the “Project Comparison Report”

Project Comparison Report

Selected Projects
The Multi-Project Comparison Reportis generated from the selected projects.

Project Mame add
ew Jersey Plant Expansion QOption A nnp 1—
Mew Jersey Plant Expansion Option B.nnp *‘— Femowe
Femaowve all
¢ fioye Lip Mowe Do
Preview Report Print Report Export to Excel Export to PDF Daone
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Sample Project Comparison Report

Project Comparison Report (Before Tax)

Met Cash Flow[ Before Tax)]

Mew Jers ey Plant Expansion Mew Jerzey Plant Expansion
Option B Option A
“rear u] (12,260,000 (8,200,000
1 400,524 260 G4
2 1,313,054 1021752
3 1,594,339 1,202 700
4 1,950 858 1,502 230
5 2,302 4492 1874437
E 2,702 670 2,198 421
7 3177 436 2575515
g 4,241,909 3547 184
3 4,794,616 3,938 114
10 5,034,120 4,955 428
Total 16,251,268 15,176 505

Financid Return Before Tax

Intema Raeof Raum [IRE] *13.42% * 17 19%

MIRR QE0% 11.25%
Short term fin ancing rate F.000% 7 000%
Shortterm reinvestment rate 2 B00% 2 S00%

Het Present Waue [HPY) *’ F 1046747 at 12.00% * F 2642992 at12.00%

Annual Equivaency F 173,945 at 12.00% F 467,758 at 12.00%

EBendfit to Cost Raio 105 at 12.00% 1.21 at12.00%

Fayback Period [Years] 663 595

bizcourt ed Pay Back Period [Years) 942 at 12.00% 827 at12.00%

Interpretation and Decision

The organizations minimum acceptable return (IRR) is 12.00% before tax.

On initial inspection it appears that both options exceed the desired return (IRR) of 12.00% and they
should proceed with Option B and invest $12,260,000. This conclusion is incorrect.

They should choose the option that;

1. Provides the highest Net Present Value (NPV)
2. The highest Benefit to Cost Ratio

This is Option A, which has a Net Present Value (NPV) at 12.00% of $2,642,992 compared to $1,016,747
for Option B

This can be clearly seen using Incremental Cash Flow Report
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Incremental Cash Flow Report

When carrying out “Incremental Cash Flow Analysis” the largest investment goes first for the Incremental
Cash Flow Report.

In this example select Option B for $12,260,000 first, and then subtract Option A the $8,200,000
investment as follows...

Steps

Select the Incremental Cash Flow on the Report menu

Bepors Tools Litilites Investit  Activati
&5 Print Reports...
Export Reports to Excel...
Export Reports to PDF ...

General Information Reports

Expense Statement

Project Comparison Report
Lease Analysis Comparison Report
Incremental Cash Flow Report +

Report Manager...
Report Preferences...
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Enter;

Investor’'s Marginal Tax Rate
Discount Rate
Short Term Rates

On the “Incremental Cash Flow Report” dialog click on the “Add” button to display the Report Selection
List. Select the Project and click ‘Ok”. Repeat the process to add another project. The Option B project
was selected first because it the investment of $12,260,000 is larger than the $8,200,000 investment for
Option A.

Incremental Cash Flow Report |
Imvestor's Rates. Applied to all selected projects
Investor Short Term Rates (Before Tax)
Investor Marginal Tax Rate ~$| 35.00%| Financing Rate - 750%]

Discount Rats (Before Tax) =P 13.00%| Reinvestment Rate - 250%]
Selected Projects
The Differential Cash Flow Report is created by ‘Adding’ or 'Subtracting’ the cash flows for the selected

Frojects. 1) Click on the "Add" button to
display the project list
Acld Subtract
. Add..,
Ereet e Cash Flow Cash Flow | :
Project Selection List Y

- . . Select project

l_ e | U MNew Jersey Plant Expansion Option A

— Mew Jersey Plant Expansion Option B =
Hepon | | Expor Supplier A Analysis Select
B Supplier B Analysis

2} Select the project & :
click on the "OK" button -E 6]:4
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The selected projects for the Incremental Cash Flow Report are:

Incremental Cash Flow Report

Investor's Rates. Applied to all selected projects
Imvestor Short Term Rates (Before Tax)

Investor Marginal Tax Rate 35.EIEI%| Financing Rate E.EIEI%|
Discount Rate (Before Tax) 13.EIEI%| Feinvestment Rate 2.50%|

Selected Projects

The Incremental Cash Flow Repaortis created by ‘Adding’ or 'Subtracting’ the cash flows for the selected
Projects.

Acld Subtract Add
Cash Flaw Cash Flaw
Mew Jersey Plant Expansion Option B.nng *— . Remove
Mew Jersey Plant Expansion Option & .nnp 1—

Project Mame

Femaove all

The Net Cash Flow for Option A will be
subtracted from the Net Cash Flow for Option B

hlmwe L idowe Do

Freview Report Print Report Export to Excel Exportto POF

Click on the “Preview Report” button to display the “Incremental Cash Flow Report”
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Incremental Cash Flow Report (Before Tax)
The Net Cask Flow for Option A is sabtracted from the

Net Cask Flow for Option B to give the "Incremental Cashk Flow™

Met Cash Flows[ Before Tax)

Incremental
Flus hlinu= Met Cash Flow
Mew Jarsey Plant Expansior  MNew Jersey Plant Expansior [Before Tax)
Option B Option A

fear 0 (12,260 0000 (8,200,000 (<050 000
1 400,524 250 564 139,850
2 1.2313,054 1,081 752 231,303
3 1504, 2230 1,202,700 291 639
4 1. 950,558 1892220 et s e
4] 2302, 1854427 423,005
[ 2702670 Z2,198 421 504,245
7 27T 426 2875515 601,921
o] 4241 400 2547 184 694,225
3 4754, 516 2838114 B05,802
10 G024, 120 4955 453 1078 532
Total 16251, 258 15,176 505 1074762

Before Tax Financial Raum

Irtems Rateof Retum [IRF) —’ 1342% —’1?.14% —' 248%

Met Present waue [NPY] & 1320004 F 201,505 F zoarnoa F 1755414
Wi dified Internal R ate of R eturn (MIRR) BE0% 11.85% 2AG%

Short term financing rate T EO% FE0% FEO%

Shortterm reinvestment rate 250% 2.50% 250%
Annual Equivaency g 13.0004 F 53,738 FOITT A (F 323504
EBensfitto Cost Ratioat 13.000 upl=] 1.15 MR
Fayback Period G563 vears 5895 years 900 years
Discourted Pay Back Period & 1300% B8dyears 855 years MiA

Interpretation and conclusion

If the organization’s minimum acceptable rate of return (IRR) is 12.00%, both Option A and Option B
seem to be acceptable because they both provide a return (IRR) higher than 12.00%.

However, the return (IRR) on the incremental investment of $4,060,000 for Option B is 3.48%, which is far
below the minimum acceptable value of 12.00%. In this case Option B should be rejected and Option A
accepted.

The other approach is to select the project with the highest Net Present Value (NPV), which is Option A

Both the ‘Incremental Cash Flow” approach or choosing the option with the highest Net Present Value
(NPV) will result in the same choice when dealing with mutually exclusive investments.

42



