el _even o poriod «hw: Jhan M&&@n_-_
Jmm ARk Pﬁf.gglg_f_c%ou{@i
‘! w ol d&mwwtd MH’\ da& allocatron @5’

J:ka. l\rgmj Xeance Mvual Nseteod  Ameong the

‘LaJo[a mar ket @Paﬂﬁmcﬁu Wit Some JO(-QW O/T
ke and Wtﬂl.tau%;
Dalovmivabion  of an%%(w'
| 085 6‘% ;ﬂfw,\ wmest mbewftmf ﬁab_@_&pL
*; odﬂm WLWLMA £

,

»ﬂu&mﬁﬁmme&ota«s o
@Aé&&m__mmi W(ﬂLOM.‘(MQathDJLGPQSw(

Y i B Iwatvmui’ o IM{'[CUL C'a,;‘n C)ui’u&w

L Cad Tflow

#—x_@i/) TQILMML GJA IV\-H&W |
w\lUMb/lm’aal fon Oubflow =Tt seprouts

1 He /,smm%lf alk  cash oumﬂw_s ol Zero -ﬁVM
- hquol Stwee. e (w\/uhw;d' cottt oewos ab

s g
"\Mﬁ;m tntak &M

\MWM——Q&@ML\N

o -

—_—




PR
mm@_w%%_ Ihide Ceyupukl? wﬁaL -

7/

..Agm _Spotial W _Nol” WW?L Caf»@
C(.e._ cunmk omets —  Curvunk J(ajolllﬁu) ‘\

C ab(hli bws(gglma , almeéf i Lwﬂdw
mmou c'_smfgeu.gnﬂ of _AL\-

Aémw'\ 54' add&ﬁ&ﬁﬂLﬁ_LMMWﬂ_;ﬁ\
th d%tm/ rawivables , addibieval  cash

hotanca S olatns

'D@' nation gé Lok 2 Ovtilon ,@w G

St'ugla. “Trgjeet
U U
, : 7
Lritial cod= of m\/f;ncﬁu}c/’mo?eda&/m XX
() Dhutellaton  clurngos Xx

s
(t) w&M?P_QP‘MM _XX'
Toitial Cash Oukflew (co) X X X

Dotoamivation _of  Litiak  Cast Outilow fon_

MMM-

L————/'

BB e e eé hom/ Meq;o,gt/m(— Sexe |
(+) Laubkllabion d\tumnﬂd | X ¥
() Wowking Cgm{uk N9G punemonts %) - yeN
() Ath.gaL caﬁ&k_q&fmw o
& Sala procseds g% old_ asek S

(BT ag habthtr e Gauuﬁz:k bnoldk O ) ol
a—l« ald %.gé any r XX 8

rmm X d(gah/ va) |

() Mwmga/l;mt- on_ Capital lews 1

’/i&ag_&wﬁ_@\ 5 i
E [Tex nafe ¢ vy om Book et Yt o) -

'P

MCMM ook L







For Single Project / Proposal
Determination of Cash Inflow (CI)

i

- T
ales Revenue T

() Variable Cost __(_—_)’:
- Contribution ok
| () Operating Fixed Cost ) **

(excluding non-cash expenses like depreciation, loss on sale of fixed assets etc.]
. Barnings/ Profits Before Depreciation and Tax (EBDT/PBDT) L.
& Depreciation ) %
| Bamings/Profits Before Tax (EBT/PBT) "t
. (9 Tax Ehs
‘ ings/Profits After Tax (EAT/PAT) i
':"‘(+) Non-cash expenses like depreciation, loss on sale of fixed assets etc. (Added back) () *
| Cash Inflow After Tax (CIAT) ' s
For Replacement Situation and Mutually Exclusive Proposals
Determination of Cash Inflow (CI)

__ 4R E
Tf- Ad ditional /Incremental Sales Revenue -
 (5) Additional / Incremental Operating Cost exciicins SEpIsciation G
L ditional /Incremental Profit or Earnings Before Depreciation and Tax (EBDT) =
L (9 Additional /Incremental Depreciation \ & =
> Additional /Incremental EBT e
> 1) Tax . By
* Additional / Incremental EAT -
Additional /Incremental Depreciation (Added back) (+) **
.‘ditional /Incremental CIAT -







ﬁgures are as follows :

@:, «t of the machine ¥ 15,00,000
m t of installation T 80,000

-onomic life of the machine 6 years
Gcrap value T 50,000
_a rofit before depreciation and tax Z 3,00,000
Tax rate 35%

¢ 6th year ; (iv) Annual Cash Inflow in the 6th Year.

| 7 Company Ltd. has under consideration the following capital budgeting proposal for which

(i) Initial Cash Outflow ; (ii) Annual Cash Inflow upto 5th year ; (iii) Terminal Cash Inflow

petermination of Initial Cash Outflow (CO)

8

' itial cost of the new machine 15,00,000

. (+) Installation charges 80,000

15,80,000
tmn of Annual Cash Inflow (CD)

| ‘i ofit before depreciation and taxes 3,00,000

Less : Depreciation [’ 15,00,000+ X80 000 X o 2,55,000

Profit Before Tax (PBT/EBT) 45,000

Tax @ 35% 15,750

After Tax (PAT/EAT) 29,250

e Depreciation 2,55,000

2,84,250

nnual Cash Inflow After Tax [CIAT] [upto 5th year]

rm of scrap value of the machine.

Cash Inflow in the 6th year (i.e., at the end of the life of the machine) will be ¥ 50,000,

ual Cash Inflow in the 6th year will be ¥ 2,84,250 + ¥ 50,000 (scrap realisation) i.e., ¥ 3,34,250.




Mllustration 4.

HP Ltd. is considering to enhance its production capacity. The following two mutually exclusiv
proposals are being considered :

F Proposal A | I

e | .
Plant 3,00,000
Building 50,000
Installation 10,000
Working capital required 50,000

Annual earnings (before depreciation) 80,000

Sales promotion expenses

Scrap value of Plant : 10,000

Life of the project is 10 years. Sales promotion expenses have not been considered to find out
annual earnings (given above). Depreciation is provided on straight line system. The Income Tax ra
is 35%. Calculate (4) Cash Outflow ; (b) Annual Cash Inflow After Tax ; and (¢) Terminal Cash Inflo



7- J Hl! ‘

rmination of Cash Outflow (CO)

R

& Particulars Proposal A [Proposal B
5 z z
“Cost of Plant 3,00,000 | 4,00,000
Installation charges 10,000 | 15,000
| Cost of Building 50,000 | 1,00,000
irement of Working Capital 50,000 | 65,000
4,10,000 | 5,80,000
_gl;)etermmatlon of Annual Cash Inflow (CI)
,,,,, 5 Particulars Proposal A | Proposal B
- 2 g
- Annual Earnings (before Dep.) 80,000 1,00,000
| Less: Sales promotional expenses — | (95,000
. EBDT (Earnings before depreciation and tax) 80,000 | 95,000
| 4 _' Less : Depreciation on Plant :
L > Proosal A '3,00,000+1(1)(,)000-10,00m L 0
.
\:.
: 15,000 - 20,000 ]
4 — Proposal B [ 4220 10 — (39,500
Depreciation on Building :
- — Proposal A -50{800] (-) 5,000 =t
- ; 000
— Proposal B l‘%—-] — | (=) 10,000
EBT 45000 | 45500
Less: Tax @ 35% 15,750 15,925
3 EAT 29,250 29,575
‘ Added back : Depreciation on Plant 30,000 39,500
Depreciation on Building 5,000 10,000
____ Annual Cash Inflow After Tax (CIAT) 64,250 | 79075







