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Investment evaluation

Classification
of
Decision making

Classification of solved tasks

Classification of solved tasks
- more detailed

Deciding
on changes

CVP analysis Sensitivity analysis
Decision making
tasks ‘Either or’ tasks
with

: Optimization tasks
no requirements

on deposit funds

Assortment optimization
Optimization of the scope of activity

Decision making

tasks Investment evaluation:

with requirements
on deposit funds

With respect to time factor:
* Net present value

* Internal rate of return

* Rentability index

With no respect to time factor:

* Payback period

* Financial return on investment
* The annual average cost method

Price decisions
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Task 1 - Example 1 (NPV)

The company ABC 1s considering an investment project that requires
capital expenditure of 400 000 CZK at the beginning of 20XX.

It 1s assumed that in individual years, always at the end of the period,
the investment will bring the following cash income.

Period Size of cash income (CZK)
20XX 125 000
20XX + 1 125 000
20XX + 2 125 000
20XX +3 100 000
20XX + 4 25 000

Task: Would you recommend the company to implement this
investment project if required profitability 1s:

a) 5 %,

b) 6 %,
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Task 2 - NPV

The company ABC considers including 1n its investment plan

an mvestment with the following parameters:
Expenditures (K)
At the beginning of 20XX ... 200 000 CZK
At the end of 20XX ... 150 000 CZK
At the end of 20XX+1 ... 200 000 CZK
At the beginning of 20XX+2 ... 200 000 CZK
At the end of 20XX+3 ... 50 000 CZK
Revenue (CF)
Always at the end of each year from commissioning 300 000 CZK.

The investment will be put into use on 1 January 20XX+4
and will operate for the next 5 years.
The company requires a return of 12 %.
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Task 2 - NPV

Tasks and control questions

Is it worthwhile for the company to carry out the investment
project?
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Task 3 - IRR

The company ABC 1s considering the implementation
of a new investment project.

The following available investment options appear to be the most
appropriate:
Project A
discounted cash income = 900 000 CZK
discounted expense = 650 000 CZK
Project B
discounted cash income = 500 000 CZK
discounted expense = 250 000 CZK
Project C
discounted cash income = 700 000 CZK
discounted expenditure = 400 000 CZK

EVROPSKA UNIE S
Evropské strukturalni a investiéni fondy I

Operacni program Vyzkum, vyvoj a vzdélavani




Task 3 - IRR

Tasks

Which investment project would you recommend
for implementation?
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Task 4 - IRR

Company 1s considering the implementation of an investment project,
which 1s associated with the one-time capital expenditure at the
beginning of the year in the amount of 2 500 CZK.

The following cash receipts are also associated with the project

(always at the end of the year):
1 200 CZK 1n the first year,
1 500 CZK 1n the second year.

Profitability of 10 % 1s required.

Task
What 1s the value of the IRR criterion of this project?
Will the company 1mplement this investment optlon‘?
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Task 5 - Payback period

Interest rate 1s 10 %.
Capital expenditures and cash inflows of potential investments:

Year Investment Depreciation Profit
expenditure
1 15 0 0
2 0 3 2
3 0 2 3
4 0 2 5
5 2 3 5
Total 17 10 15

Task
Determine the payback period that business management can expect
in connection with this investment.

EVROPSKA UNIE ’\K%
Evropské strukturalni a investiéni fondy I

Operaéni program Vyzkum, vyvoj a vzdélavani




Task 6

Natural person will invest 400 000 CZK today.

The expectance 1s that after one year the purchased asset will be sold
for sales price 450 000 CZK.

Investment of missed opportunity i1s 11 %.

Task
Is 1t reasonable to make such an investment?
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Thank you for your attention!
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