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Session 3- Business Model Analysis 
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Objectives  

 
• Understand flowchart of the project 

• Cash Flow 

• Concept of Discounting 

• Payback Period 
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What is Cash Flow? 

 
Cash Flow (CF) is the increase or decrease in the amount of money a business,  

institution, or individual has. In finance, the term is used to describe the amount  

of cash (currency) that is generated or consumed in a given time period. There  

are many types of Cash Flow, with various important uses for running a business  

and performing financial analysis. 
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 Types of Cash Flow 

 
• Cash Flow from Operating Activity 

• Cash Flow from Investing Activity 

• Cash Flow from Financing Activity 
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What is Discounting? 

 
● Discounting is the process of determining the present value of a payment or a stream 

of payments that is to be received in the future. Given the time value of money, a 

dollar is worth more today than it would be worth tomorrow. 

 

● Discounting is opposite to compounding 
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  Concept of Payback Period 

 
• The payback period refers to the amount of time it takes to recover the cost of an 

investment. Simply put, the payback period is the length of time an investment 

reaches a break-even point. The desirability of an investment is directly related to 

its payback period. Shorter paybacks mean more attractive investments. 

 

• Example- 

      For example, a $1000 investment made at the start of year 1 which returned $500 at 

the end of year 1 and year 2 respectively would have a two-year payback period. 
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Types of Payback Period 

 
● Non-discounted payback period – This is the general payback period. It does not 

take into account the time value of money while calculating the time taken to recover 

the initial cost of investment. 

 

● Discounted Payback Period – Discounted payback period is the time taken to 

recover the initial cost of investment, but it is calculated by discounting all the future 

cash flows. This method of calculation does take the time value of money into 

account. 
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Calculation of Payback Period 

 
 

 

 

 

 

 

 

 

 

 

 

• Initial cash flow invested (outflow) – total cumulative cash flows (inflow) = 900-832 = Rs 68 

• Now, the time taken to recover the balance amount of Rs 68 i.e. the time taken to generate this amount will be 0.22 years 

(68/308). 

• Hence, the total pay-back period will be 4+0.22 = 4.22 years 
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Thank You 


