
CAPITAL BUDGETING CASE ORB501

Here, we are going to discuss a case of hypothetical company in which we get to learn different aspects of Capital
Budgeting Decisions. Introduction Nowadays.

D Cash Flows: The company is likely to bear distribution and processing charges of Rs 0. This is a very
powerful financial tool with which the investment in a capital asset, a new project, a new company, or even
the acquisition of a company, can be analyzed and the basis or cost justification for the investment defined and
illustrated to relevant stakeholders. They use this number to determine which projects to accept, to adjust the
rate at which the firm grows and as a measure for compensation within each business area, and as incentive
Calculating a meaningful and accurate residual or terminal value is also important. Shveta Singh about the
latest research in Financial Analysis of projects in capital budgeting. In the case of AAA, that would consist
of: Step 2: Determine the cash flows the investment will return. In this case, value is being created and the
project is worthy of further investigation. Successful Capital Budgeting Rules to Follow The key to capital
budgeting is the accuracy of the projected cash flows. ARR is used mainly as a general comparison between
multiple projects as it is a very basic look at how a project is doing. If we look at both in terms of their present
value we can compare values. The learning established that the cash adaptation cycle was of more significance
as a computation of liquidity Let it be known that I will have put every ounce of my knowledge into this
assignment to make this experience one for the record books So in order to truncate the future cash flows and
have a finite timeline to evaluate the cash flows and calculate the NPV, it is often assumed that such a venture
is sold and the final cash flow is a residual value. Further, by running sensitivity on the asking price
investment size , we could determine the price range within which the purchase could be justified. Per annum.
After three years of extensive research, his team came up with a great product and is looking to start
manufacturing it. IRR method has an advantage that Managers tend to better understand concepts in
percentages but for it to be a valid way, it needs to be compared to a discount rate. Cost of plant 4,, Annual
cash inflows 4,, Annual cash One duty of a financial manager is to choose investments with satisfactory cash
flows and rates of return. It used net income, which is NOT cash flow. The key to this valuation was allowing
the BD director to know what the ROI would be on the purchase at alternative prices, and the absolute
maximum price that could be paid and still return an acceptable ROI. The production cost for company is Rs 3
per unit while the price of each unit is Rs  In my experience, failed attempts at using capital budgeting came
from not using detailed projections of project cash flows. After month of research his team came up with two
business proposals. Augmenting this with capital budgeting will help to demonstrate whether the new venture
will actually generate value for the parent.


