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© TYPES OF INVESTMENT PROJECTS

- Replacement or Modernization decisions

____Grow’rh or Expan5|on pr0|ec’rs

- DlveI‘SIfICCITIOI‘l pr0|ec’rs

- New project or New firm

- Mandatory projects



© KINDS OF INVESTMENT DECISIONS

~ Independent projects (Accept /Reject
Decmons)

Mutually Excluswe Pr0|ec’rs |

Con’rmgen’r Decisions

- Ca pi’rcnl,Rc:’rionizng;Decisi'ons-.:



© CAPITAL BUDGETING PROCESS

 Project Generation

~ Preliminary Screening

Detailed -pr-oiec.:’r Evdl;ua'rion

~ Project Selection and its Implementation

- Control of Capital Expenditure



CAPITAL BUDGETING DECISION MAKING
" PROCEDURE

Es’nmq’rlon of Cost and Benefits of an investment

- Proposal

~ Estimation of m|n|mum reqmred rate of return |

Appllccmon of SU|’rque Capital Budge’rmg ’rechnlque o



© PRINCIPLES OF CASH FLOW ESTIMATIONS

~ Consider only relevant and incremental cash flows

Calculate cash flows on qf’rer tax b0|5|s

~ Ignore sunk cost

Include opportunl’ry costs

~ Calculate operating cash flows and exclude mteresf

payments

~ Incorporate changes in working capital investment
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LRLE TR R AR B L N 8 RO
1 oardimntion nf Releaand € ash 1 ‘f"""{"
Tevdtvml 0 asle 4 Veal (Tovane
Comtl ol e asset (=)
Isralbatisn « b gres
Ay ollves capabal expenditnre
Inerisase / Thecnase in nel workingg raprital

Pxtimation of

Total of Bitial cash oulilow

Fstymation of Anmwal Nef Operating Cash Iiflores . _
Cash flosw APeotit bolore depreciation and tax (PBLFE)
= Drwprociation

Trofit before tax (PBT)
Less tax
Profit after tax (PAT or EAT)
+ Depreciation (non-cash expenditure) Add back
+ Interest pavment (1 — £ ) )
(Only when PAT has been calculated after
providing for interest charges)
— Any major repair or capital expenditure
+ Decrease/Increase in net working capital

Annual net operating cash inflows
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CONVENTIONAL AND NON CONVENTIONAL CASH
- FLOWS

- Convenhonal Cash flows: initial investment is followed

by a series of cash inflows over a period of time.

- Non conventional cash flows: there are more than one

cash flows which is is followed by a series of cqsh inflows
over a perlocl of time. | =



