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Objectives

» Understand flowchart of the project
« Cash Flow

» Concept of Discounting

» Payback Period
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Need for Rehabilitation
« Loads

- Age
= Traffic Increase
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Cash Flow - How It Works to Keep Your Business Afioat
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What iIs 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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XYZ Company

Operating, Investing and Financing Cash Flow Statement

Cash Flow from Operating Activities:

Amountin$

Cash received from customers $23,361
Cash paid to suppliers -9,187
Cash paid operating expenses -3,972
Cash paid for Income tax -1,193
Net cash from operating activities 4,329

Cash Flow from Inv'"*mg Activifg>s:
Cash received frc sa h F l 0 W 750
-1287

Cash paid for purc:™™

Net cash used for mvestlng activities -537
Cash Flows from Financing Activities:

Cash paid for long term debt -459
Net cash used in financing activities -2595
Net increase/(decrease) in cash 1197
Cash balance, 31 December 2017 10,569
Cash balance, 31 December 2018 11,766
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What Is Discounting?

e 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.

e Discounting is opposite to compounding
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FPresent Value of Ihscounted Cash Flows

R + i + R i
(14 1" (1 4 71 ° (1 4+ 4+ 71 ++"

PV o=

CF equals cash flow for a period,
r eqquals the discount rate, and

n aquals the number of periods.
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FCFF Calculation | ! } | 5 b !
EBIT Mo64 S22 6509 S90S  S120954 144545 §170,556
Less: Taxes on EBIT (G1399) (129760 (S10.960) (S28.691) (S36.286) (433641 (551,167)
EBIT'(144) 3005 §30.276 353,619 66,945 84,008 3101,182) 119,389
Less: Depreciation N L 4,414 4,414 4,414
Less: Amortization %,837 6,847 851 Sh8% 6,837 3,837 36,657
Net income (loss) L (S8,006)  $19.008 428 SS5e74  S7330T  §89.911  §108,118
Plus: Depreciation 414 04 Gl MM S4,414 4,414 4414
Free Cash Flow to the Firm | (53,592 DAY 546,762 60,088 17,811 94325 11150
Present Value of FCFF L G130 35003 G469 Sdpoed  §520M| 86736
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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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Initial Investment OR
Payback Period _ Original Cost of the Asset

Formula Cash Inflows
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Types of Payback Period

e 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.

e 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

Calculation of Net CashFlow Yearo  Year1  Year2  Year3  Yeary  Years

Capital Outlay -800

Working Capital -100

Cash Profit 258 258 258 258 258
Loss of Income -50 -50 -50 -5o -50
Recovery of Working Capital 100
Net Cash Flow -900 208 208 208 208 308
Cumulative Cash Flows 208 416 624 832 1140

® 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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Initial Investment

Projected Cash Flow
Year 1

Year 2

Year 3

Year 4

Year g

Total Projected Cash Flow
IRR

NPV (at 5% discount)
Payback Period (Years)

Return on Investment (NPV- Initial Investment)

Project A Project B Project C

-40000

5000
10000
15000
25000
20000
75000
20%
63028
3-4
23028

-50000

20000
25000
15000
10000
5000
75000
33%
66826

2.33
16826

-200000

55000
55000
55000
55000
55000

275000

12%
238121
3.64
38121
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Thank You




