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OUTSOURCING DECISION EXAMPLE WITH EXPENSES ONLY COMPARISON
Example Canada

INTRODUCTION
This example shows how to compare two investments that;

Involves an investment in equipment
Incurs operating costs

Uses the “Make Expenses Only Yearly” and “Outsource Expenses Only Yearly” templates and
the “Incremental Cash Flow Report” because revenues are not relevant to the investment
decisions.

EXAMPLE
A manufacturer is introducing a new line of “Excel” pumps has to decide whether to;

1. Purchase and install the equipment for $10,000,000 and manufacture the pump casing
or:

2. Outsource the manufacturing of the pump casing which will require an investment of
$350,000 for material handlings equipment

General Information
Analysis Period: 9 Years
Corporate Marginal Tax Rate: 33.00%
% of Capital Gain: 50.00%
Discount Rate (Before Tax): 15.00%

MAKE ANALYSIS

Project Info Folder
Project Name: Pump Casing. Make Analysis
Project Description: Casing for the Excel Pumps
Analysis Period: 9 years

Investor Folder
Marginal Tax Rate: 33.00%
% of Capital Gain:50.00%
Discount Rate (Before Tax): 15.00%

Investment Folder
Description: Plant and Equipment
Amount: $10,000,000
CCA Class: Equipment/Machinery
CCA Rate: 30.00%

Working Capital Folder
Working Capital: Year 1 $400,000
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Expenses Folder

Labor: $160,000 per month for one year increasing at 3.00% per year compounded for 2
years then 5.00% compounding per year

Materials:

Price: Year 1. $300 per Unit for the first year then increasing at 5.00% per year compounding
Quantity: Year 1: 1000 per year for 1 year then increasing at 5.00% per year compounded
for 2 years then 3.00% compounding per year

Repair & Maintenance: $20,000 per month increasing at 3.00% compounding
Utilities: $7,000 per month increasing at 4.00% compounding

Insurance: $100,000 per year increasing at 3.00% compounding

Incremental Overhead: $40,000 per month increasing at 3.00% compounding

Rent: 3 Terms. 15,000 Sq. Ft.
Term 1: 3 Years at $10 per Sq. Ft per year
Term 2: 3 Years at $12 per Sq. Ft per year
Term 3: 3 Years at $16 per Sq. Ft per year

Financing Folder

Start Date: Year 1 January
Type: Interest Only Mortgage
Amount: $4,000,000

Time Period: 6 years

Interest Rate: 7.00% per year
Payments: Monthly
Compounding Period: Monthly

Salvage Value Folder

Disposition Costs
Selling Expenses: 3.00% of Salvage Value
Removal Costs: $600,000

Salvage Value:
Plant and Equipment: $1,500,000
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OUTSOURCE ANALYSIS

Project Info Folder
Project Name: Pump Casing. Outsource Analysis
Project Description: Casing for Excel Pump Line
Analysis Period: 9 years

Investor Folder
Marginal Tax Rate: 33.00%
% of Capital Gain: 50.00%
Discount Rate (Before Tax): 15.00%

Investment Folder
Description: Equipment & Facilities
Amount: $350,000
CCA Class: Equipment/Machinery
CCA Rate: 30.00%

Working Capital Folder
Working Capital: Year 1 $250,000

Expenses Folder

Product Cost (China):
Price: 3 Term Stepped Projection
Term 1: 3 years at $3,000 per Unit
Term 2: 3 years at $5,000 per Unit
Term 3: 3 years at $7,000 per Unit
Quantity: Year 1: 1000 per year for 1 year then increasing at 5.00% per year compounded
for 2 years then 3.00% compounding per year

Additional Labor: $6,000 per month for 1 year increasing at 3.00% per year compounded
for 2 years then 5.00% compounding per year

Insurance: $4,000 per year increasing at 3.00% compounding
Incremental Overhead: $5,000 per year increasing at 3.00% compounding

Rent: 3 Terms. 4,000 Sq. Ft.
Term 1: 3 Years at $10 per Sq. Ft per year
Term 2: 3 Years at $12 per Sq. Ft per year
Term 3: 3 Years at $16 per Sq. Ft per year

Transportation & Handling: 10.00% of Product Cost (China)

Financing Folder
No financing

Salvage Value Folder
Disposition Costs:

Removal Costs: $45,000
Salvage Value:

Plant and Equipment: $70,000
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TEMPLATE SELECTION
The selection of the appropriate template is based on the following;

1. The analysis is not impacted by the revenues, which is the same for both options

2. Projections are Yearly

3. The analysis is comparing whether it is more cost effective to make pump casing themselves
or outsourcing to a company in China

Templates: ‘Make Expenses Only Yearly’ projections and ‘Outsource Expenses Only Yearly’
projections

STEPS
Using the Make and Outsource Expenses Only Yearly projections templates;

1. Enter the analysis for making the pump casings

2. Enter the analysis for outsourcing the pump casings

3. Use the “Project Comparison Report” or the “Incremental Cash Flow Report” to compare
the two options

INSTRUCTIONS FOR ENTERING the MAKE ANALYSIS

Getting started
The first step is to open the Investit Decisions Template “Make Expenses Only Yearly” as follows:

1. Open Investit Decisions.
2. Select the Investit Templates folder

Investit Templates ] My Templates ]

Select Template for New Project

[=I Imvest Decisions Monthly Projections
Invest Expenses Only Monthly
Invest Revenue & Expenses Monthly

=l Replacement Decisions Yearly Projections
Keep Expenses Only Yearly
kKeep Revenue & Expenses Yearly
Feplace Expenses Only Yearly
Feplace Revenue & Expenses Yearly

=] Replacement Decisions Monthly Projections
kKeep Expenses Only Monthly
keep Revenue & Expenses Monthly
Replace Expenses Only Monthly
Feplace Revenue & Expenses Manthly

=1 Owtsourcing Decisions Yearly Projections
Make Expenses Only Ve arly -l
Make Revenue & Expenses Yearly

[ »

Qpen

3. Select and open the Investit template “Make Expenses Only Yearly”. The analysis period
dialog will open at this point.
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4. Enter 9 years and click OK
" Enter or change the Analysis Time Period

For how many years do you wish to anahze the project?

Analysis Time Period 9 years

ok Cancel Help

Entering the project data and information

Project Info Folder
Project Name: Pump Casing. Make Analysis

Project Description: Casing for the Excel Pumps
Analysis Period: 9 years

Project Warking

Info. [revestor [rvestment Capital
Report Headers
Froject Mame [Pump Casing. Make Analysis s |
Project Description |Casing farthe Excal Pummps j— |
Anahysis Time Period

9 Years Change Analysis Time FPeriod

Entry Information
Enter Revenue and Expenses ‘Yeatly Change Entry Information

Starting Date  January Year 1
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Investor Folder
Investor's Marginal Tax Rate: 33.00%
Discount Rate (Before Tax): 15.00%

The Investor folder will look like this;

Froject
Info. Imvestor Irvestment 1

[ Turh off Tax Calculations

Irwestar's Marginal Tax Rate I——DSE.DEI%

Tax Calculation on Sale hased on

* Percentage of Capital Gain A20.00%

" Income Tax

Discount Rate or Desired Return on Investment

Before Tax I——}‘IE.DD%
After Tax 9.75%

Investment Folder
Description: Plant and Equipment
Amount: $10,000,000
Depreciation Method: Equipment/Machinery
CCA Rate: 30.00%

Instructions for setting up the Investment folder

1. Delete rows 1 and 2 with description ‘Land’ and ‘Building’
2. Change ‘Equipment & Machinery’ to ‘Plant and Equipment’
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Fill out the folder with the following entries;

Project Working ) :
Imvestment :
Infa. 1 Investar 1 Capital 1 Expenses Financing
CCA Claim Option: |Full CCA Claim R4
Investments
I:Ilnﬂate CCA Claim Setting
— - v — con el CCa | First | Claim CCa
E'-'SCt’Ip‘tIl:ll'l fTiaLl ear L] ASE Rate vaar |in Last Year
lant and Equipmert $10,000,000¥ear1 =]/ Jan |/ EquipmentMachinery =) 30.00%| S0.00% v

Working Capital Folder
Working Capital: Year 1 $400,000

FProject Working
. Irevestor Irvestment Capital Expenses
Working Capital
Description Entry Choice Year 1 Jan... | Year 2 Jan...
orking Capital Add or Subtract (-1 Wiorking Capital j F 400 000 -"— F0

Expenses Folder

Labor: $160,000 per month for one year increasing at 3.00% per year compounded for 2 years
then 5.00% compounding per year

Materials:

Price: Year 1. $300 per Unit for the first year then increasing at 5.00% per year compounding

Quantity: Year 1: 1000 per year for 1 year then increasing at 5.00% per year compounded for
2 years then 3.00% compounding per year

Repair & Maintenance: $20,000 per month increasing at 3.00% compounding

Utilities: $7,000 per month increasing at 4.00% compounding

Insurance: $100,000 per year increasing at 3.00% compounding

Incremental Overhead: $400,000 per month increasing at 3.00% compounding

Rent: 3 Terms. 15,000 Sq. Ft.
Term 1: 3 Years at $10 per Sq. Ft per year

Term 2: 3 Years at $12 per Sq. Ft per year
Term 3: 3 Years at $16 per Sq. Ft per year
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Setting up the Expenses folder

1. Press the Add button to add the Building Rent row
2. Make the following entry choice changes

P{E%DE _Ct [rvestor [mvestment 'nfgg:{l;r;? Expenses
Expenses
Description Ertry Chaice Gy Categary
Labar T pEr M0 if— =l — | Common |
IMaterialz F per Unit and Quantity sf— =l —  |commen hd|
uantity —

Repairzs & Maintenance T per Mo -1— ;I — Camman ;I
LHilitie:s: T et M0 ff— =l — _ |Common =l
_|Insurance T per Yr ;l — Common ;l
Jlncremental COwerhead T per Mo 4— ;l — W | Comimaon ﬂ
JRent T per Sg. Ft per Yr ;I 15,000 Comman ;I

Setting up Labor

1. Selectrow 1 ‘Labor’
2. Click on the Projection Wizard button and enter the following entries
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[ Frojection Wizard

Entry Information
Description:  Labaor

Entry Choice: & per Mo

Projection
Tirme Period
Ent Praject | Starting Ta y Cort. Brar
i ¢ Ertry Using... rereass Year End S || el P

= 5 160,000 &nnual Compounding 7 |=—)300% Year 1 < - ¥

—.. 3
Annusl Compouncing | m—]ies 00%| Year 4 W (5 =] +
t b
fa 1

£ Projection Description

Lakor
Entry Choice: § per Month
ear 1 F160,000 per Month for 1 year
Compounding st 3.00% per vear for next 2 vears
then Compounding &t 5.00% per year far next 6 years

&
O Print Repart Help
ey Projection Insert Frajection Delete Projection
Delete All Projections Frojection Descriptian

Setting up Materials

1. Select row 2 ‘Materials’
2. Click on the Projection Wizard button and enter the following entries
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L_h Projection Wizard

Entry Infor

mation

Description:  Materials

Entry Choice: & per Unit
Projection
Time Period
Eritey ¢ Project . Increase =tarting T Yrs | Cont. Proj.
Entry Lsing. .. Y ear End
el 300.00( Annval Compounding x| {m—e 5 00% vear 1 7| g -

?

-

11 Projection Description

Materials

Ertry Chioice: B per Lnit

ear 1 F300.00 per Unit
Compounding at 5.00% per vear far next & years
F
[o]"s Erint Report Help
e Projection Insert Frojection Delete Frojection

Delete All Projections

Frojection Description

Setting up the Quantity for Materials

1. Select the Quantity row and click on the Projection Wizard button
2. Enter the following entries into the Projection Wizard

10
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i Projection Wizard

Entry Information
Description:  Materials

Entry Choice:  Quantity
Projection

Tirme Period

T

-

1 Pro jection Description

Materizls

ear 1

Ertry Choice: Cuantity

1,000

Compounding st S00% per vear for next 2 vears
then Compounding st 2.00% per vear for next 6 years

F 3

0] 4 Print Report

Help

ew Frojection

Insert Frajection

Lelete Projection

Delete All Projections

Entty ¢ Project Increase starting T Ytz | Cont. Praj.
Entry Using... Year End
e | 000 Arinal COMPOURGING | 5.00% | Year 1 v |-t 3 | [w
Annual Compounding ;l —b 3.00% | Year 4 |7 G ;l +
T |

Frojection Description

Steps for entering Repairs & Maintenance

1. Select the Repairs & Maintenance row
2. Click on the Projection Wizard button and enter the following entries

11
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EI'J Projection Wizard
Entry Information

Description:  Repairs & Maintenance

Entry Choice:  § per Mo

Projection
[Tirme Period
Ertry iF‘rDject . Increase Starting To Yrs | Cont. Proj.
Eritry Us=ing... Year End
el 3. 201 000| &nrial Compounding 7| P Z00%|Vear1 | I? a -

-

i Projection Description

&

Fepairs & Maintenance

Eritry Choice: § per Morth

ear 1 F20,000 per Month for 1 year

Compounding at 3.00% per yvear for next 8 yvears

Fy

Print Report Help

Blew Praojection

Insert Projection

Delete Projection

Delete All Projections

Projection Description

Steps for entering Utilities

1. Select the Utilities row
2. Click on the Projection Wizard button and enter the following entries

12
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E_h Projection Wizard
Entry Information

Description:  LHilities

Entry Chaoice: & per Mo

Projection
[Time Period
Eritry ¢ Project . Increase Starting T Yrs | Cort. Praj.
Entry Uzing... Year End
e § 7,000| Annual Compounding 7| m—e 4.00%|Year1 | I? 9 -l

-

1" Pro jection Description

_ttilitie=
Eritry Choice: $ per Month

ear 1 F7.000 per Month far 1 year

Compounding st 4.00% per vear for next § years

F 3

Erint Report Help

e Brojection Insert Frajection

Delete Projection

Delete All Projections

Frojection Description

Steps for entering Insurance

1. Select the Insurance row
2. Click on the Projection Wizard button and enter the following entries

13
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Eh Projection Wizard

Entry Information
Description:  Insurance

Entry Chaoice:  § per¥'r

Projection
Select |Time Feriod
Ent Project | Starting To y cort. Proi
& Ertry Using. .. MEreass Year Encd L= orit. Froj.
e 5 100,000f Arrual Compounding v | e—)e 300% vear 1 <) W |9 =]

T

f 1
I

1" Pro jection Description >

nELrance
Ertry Chaice; § per Year
ear 1 F100,000 per Year
Compounding at 3.00% per vear for next 8 vears

[a]’s Print Repart IHEHJ

100

Hew Frojection Insert Frojection Lelete Proje

-?-I-

Delete All Projections Projection Description

Steps for entering Incremental Overhead

1. Select the Incremental Overhead row
2. Click on the Projection Wizard button and enter the following entries

14
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L_h Projection Wizard

Entry Information
Description:  Incremental Overhead

Entry Choice: & per Mo

Projection
Select |Time Feriod
Ert Project I Starting To v Cort. Proi
"y Ertry Uzing. .. ricrease ear Endl re ont. Fro).
5 40,000| Annual Compounding 7 |=—)e 300% | vear1 -l W |3 -
¥ 1
S - - - - [ |
1" Projection Description

ncremental Crverhesd
Eritry Choice: § per Month
ear 1 F40,000 per Month far 1 year
Compounding at 3.00% per vear for next 8 years

Qe Erint Repart | Help

101

Mewy Brojection Insert Frajection Delete FProje

-?-I-

Delete All Projections Frojection Description

Steps for entering Rent

1. Select the Rent row
2. Click on the Projection Wizard button and enter the following entries

15
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i Projection Wizard
Entry Information

Description.  Rent

Entry Choice:  § per 5. Ft perr

Projection
Time Period
- Project | T Starting To v Cont. Proi
8 Errtry USiI‘Ig... Ncrease Erm ear End =3 ont. Fral.
s 5 10.00| Stepped Projection sl = g1z200] 1 |vear1 | r|l—pez -
—f F1600] 2 | Yeard —c -
3 |Year7 M |3 =l
(= | T
Stepped Projection T
=
117 Projection Description
Mew value at"End of Term" based on:
Fent
" Annual Compounding Rate Increase Ertry Choice: § per Sq. Ft per Year
= Entar value I Guantity: 15,000
ear 1 Jan Stepped Projection
" § Increase Term 1: $10.00 per Sg. Ft per Year for 3 years
R THTEEEE Term 2 Changed to $12.00 per So. Ft per Year for 3 years
Term 3 Changed to $16.00 per Zq. Ft per Year for 3 years
Mo. of Terms: 3| e r Y
[s]4 ‘ | Print Report | ‘ Help
[ Show E ‘
[8]’4 | | Cancel ‘ ‘ Help |
| Iewy Projection | ‘ Inserd Projection ‘ | Delete Projection |
Edit Stepped Projection ‘ | Delete All Projections ‘ | Frojection Descriptiaon

16
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Financing Folder

Start Date: Year 1 January
Type: Interest Only Mortgage
Amount: $4,000,000

Time Period: 6 years

Interest Rate: 7.00% per year
Payments: Monthly
Compounding: Monthly

Make the following entries into the Mortgage window

Mortgage

Mortgage Details Terms and Amortization Details

Analysis Period: Year 1 Jan to vear 9 Dec Mo of (Balloon) Terms 15
[ Time Period
Commencing  [Year1 = | Manth |[January -
Term v . Marminal
Ears 0 S

T |Interest Cnly Payment ﬂ Mo Irterest Rate

Ype Ol 7 000%

1 —
Armount I—_b$ 4,000,000( Interest Rate |Fixed b

Description |Equipment&lmprwements o |

Mortgage Settings

Payment Frequency  [Monthly |

Make the entries and then click on

Additional PaymentsBorrowing | the Compute button

Payment Rounded |Uptu MHearest Cent /

Compounding Freguency |ru1|:|nthly j

17
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Salvage Value Folder
Disposition Costs:
Selling Expenses: 3.00%
Removal Costs: $600,000
Salvage Value:
Plant and Equipment: $1,500,000

Make the following entries in the Salvage Value folder

Yarking E Fi . Salrage
Capital ¥penses inancing Value
Disposition Costs
De=cription Entry Chaice Expenze
eling Expenses % of Salvage Valus v |m—t 3 00%
Legal % of Salvage 'x-"aluej 0.00%
Removal Costs Amount | el $5 500,000
|| Addd || Insert || Delete || Ml v |
Salvage Yalue
5 o Capital Salvage
gsCription Investment “alue
JF‘Iant and Equipment £ 10,000,000 m— 5 1 500,000

SAVE YOUR PROJECT

18
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INSTRUCTIONS FOR ENTERING the OUTSOURCE ANALYSIS

Getting started

The first step is to open the Investit Decisions Template “Outsource Expenses Only Yearly” as
follows:

1. Open Investit Decisions.
2. Select the Investit Template folder

Investit Templates ] My Templates ]

Select Template for Hew Project

[=I Imvest Decisions Yearly Projections i~
Invest Expenses Only Yearly
Invest Revenue & Expenses Yearly

= Imvest Decisions Monthly Projections
Imvest Expenses Only Manthly
Imvest Revenue & Expenses Maonthly

[=I Replacement Decisions Yearly Projections
kKeep Expenses Only Yearly
Keep Revenue & Expenses Yearly
Replace Expenses Only Yearly
Replace Revenue & Expenses Yearly

=l Replacement Decisions Monthly Projections
keep Expenses Only Monthly
kKeep Revenue & Expenses Monthly
Replace Expenses Only Monthly
Replace Revenue & Expenses Manthly

=l Outsourcing Decisions Yearly Projections
Make Expenses Only Yearly
mMake Revenue & Expenses Yearly
Qutsource Expenses Only Yearly
Qutsource Revenue & Expenses Yearly

1]

3. Select and open the Investit template “Outsource Expenses Only Yearly”. The analysis period
dialog will open at this point.
4. Enter 9 years and click OK

" Enter or change the Analysis Time Period

For how many years do you wish to anahze the project?

Analysis Time Period 9 years

(8] cancel

19
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Entering the project data and information

Project Info Folder
Project Name: Pump Casing. Outsource Analysis
Project Description: Casing for Excel Pump Line
Analysis Period: 9 years

Project Working
Info. [revestor 1 Investment 1 Capital
Report Headers
Froject Mame |F'ump Casing. Qutsource Analysisﬂ— |
Project Description |Casing far Excel Purmp Line -li=— |
Analysis Time Period
9 Years Change Analysis Time Period

Entry Information

Enter Revenue and Expenses Yearly Change Entry Information
Starting Date  January Year 1

Investor Folder
Investor's Marginal Tax Rate: 33.00%
Discount Rate (Before Tax): 15.00%

The Investor folder will look like this;

Froject
Info. Imvestor Irvestment 1

[ Turh off Tax Calculations

Irwestar's Marginal Tax Rate I——DSE.DEI%

Tax Calculation on Sale hased on

* Percentage of Capital Gain A20.00%

" Income Tax

Discount Rate or Desired Return on Investment

Before Tax I——}‘IE.DD%
After Tax 9.75%

20
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Investment Folder

Description: Equipment & Facilities

Amount: $350,000

CCA Class: Equipment/Machinery

CCA 30%

Instructions for setting up the Investment folder

1. Enter the following data to complete the Investment folder;

Fill out the folder with the following entries;

Project 1

Infa. Investar 1

CCA Claim Option: |Fu|| CCA Claim
Imvestments

Inflate

Description Amount

quipment & Facilties —.'SB 350,000

Warking ) )
Investment :
Capital 1 Expenses Financing
Rd
CCA Claim Setting
- . e CizA First | Claim CC&

=ar " Ass Rate “ear | inLast Year

Year 1 ~||Jan | EquipmentMachinery || 30.00%/| 50.00% v

Working Capital Folder

Working Capital: Year 1 $250,000

Project Working
Info. Irvestor Irvestrnent Capital Expenses
Working Capital
Description Entty Choice Year 1 Jan... | Year 2 Jan..
Wiorking Capital Add ar Subtract (-] Woarking Capital j F 250,000 1— F0

Expenses Folder

Product Cost (China):

Price: 3 Term Stepped Projection

Term 1: 3 years at $3,000 per
Term 2: 3 years at $5,000 per
Term 3: 3 years at $7,000 per

Unit
Unit
Unit

Quantity: Year 1: 1000 per year for 1 year then increasing at 5.00% per year compounded
for 2 years then 3.00% compounding per year

Additional Labor: $6,000 per month for 1 year increasing at 3.00% per year compounded
for 2 years then 5.00% compounding per year

Insurance: $4,000 per year increasing at 3.00% compounding

Incremental Overhead: $5,000 per year increasing at 3.00% compounding

Rent: 3 Terms. 4,000 Sq. Ft.

Term 1: 3 Years at $10 per Sq. Ft per year
Term 2: 3 Years at $12 per Sq. Ft per year
Term 3: 3 Years at $16 per Sq. Ft per year

21
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Transportation & Handling: 10.00% of Product Cost (China)

Setting up the Expenses folder

1. Press the Add button twice to add the Rent and Transportation rows
2. Select the Incremental Overhead and press the Insert button to add the Insurance row
3. Make the following entry choice changes

F'lrr?%ue.ct Imwestar Investrment ugna;]klltg? Expenses
Expenses
Description Entry Choice Gy Category
rocuct Cost (Chinaj*— T per Unit and Guantity ;l — Camman ﬂ
Cuantity —

Addclitional Labor F per Mo - =l — |Common =l

Inzurance sf— § per vt =l —  |Common =l

|Incremertsl Overhead *‘— ¥ per Mo *‘— ;l — Common ;l

Fert sifp— § per So. Pt per vt sif— | el 00| Common |

Transportation & Handing <= % of Expensels) =l —  |Common =l

4. When selecting the Entry Choice “% of Expense(s)” for Transportation & Handling a window
will pop up. Select the following

Expenses

-,

Select

Dezcription

—p

Product Cost (China)

Additional Lakaor

Insurance

|Inu:remental Owerhead

=

Rent

[
py

zan

cel

Help

22
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Setting up Product Cost (China)

1. Select row 1 ‘Product Cost (China)

2. Click on the Projection Wizard button and enter the following entries

'EI’J Projection Wizard

Edit Stepped Projection ‘

Entry Information
Description:  Product Cast (China)
Entry Choice:  § per Linit
Projection
Time Period
- Project | T Starting To . et Bl
¥ ncrease Erh rs orit. Proj.
Y Ertry Using... Year End .
s §; 3,000| Stepped Projection o] = 55000 1 |Vear1 |iei -]
— 57000 2 |Yeard —s -]
“ear T |7 3 ;l
F W
L Projection Description
Product Cost (China)
Entry Choice: § per Unit
ear 1 Jan Stepped Projection
Term 1: 3,000 per Unit far 3 years
Term 2 Changed to $5,000 per Unit for 3 years
Term 3 Changed to 7,000 per Unit for 3 years
oK | | PrntReport | |t
| eve Projection | | Insert Prajectian | | Delete Projgction |

| Delete All Projections | |

Projection Description

23
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Setting up the Quantity for ‘Product Cost (China)’

3. Select the Quantity row for ‘Product Cost (China)’
4. Click on the Projection Wizard button and enter the following entries

l!_ﬁ Projection Wizard

Entry Information

Entry Choice:  Guantity
Projection

Description:  Product Cost {China)

|Time FPeriod

Ertry Project Increase Starting To “rs | Cort. Proj.
Entry Using... “ear Enc
= 1 000{ Arrual Compounding ¥ | =—)es 00%| vear 1 || ——ted - =il
| — 3 00% | Yoor 4 e |5 <]

Annval Cu:umpu:uundingT

-~

1 Pro jection Description

ear 1

Product Cost (China)
Ertry Choice: Cuantity

1,000

Compounding at 5.00% per vear for next 2 vears
then Compounding st 3.00% per year for next 6 years

A

(8] Erint

Feport

Helg

[ew Brojection

et Projectimn

Delete Projection

Delete All Projections

FProjection Description

24
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Setting up Additional Labor

1. Select row ‘Additional Labor’
2. Click on the Projection Wizard button and enter the following entries

lg_f‘] Projection Wizard
Entry Information

Description;  Additional Labor

Entry Chaice:  § per Ma

Projection
Time Period
Ert Project | Starting | To v Cort. Prar
& Erttry Llzing... nereass Year End [ |f e [FHE,

m—f 5 5 000] Annual Compounding < —_— O0%|ear 1 |y -]
Annual Compounding ;I —.' 5.00% | Year 4 |7 B ;l +

1 |

" Pro jection Description

Additional Lakoar

Ertry Choice: § per Month

ear 1 6,000 per Month for 1 year
Campounding at 3.00% per year for next 2 years
then Compounding at 5.00% per year far next 6 years

A
| ok | | printRepornt | || Hen |
Iew Projection || Insert Projectian || Delete Projectio |
| Delete All Projections ‘ | Projection Description |

25
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Setting up the Insurance

1. Select the Insurance row
2. Click on the Projection Wizard button and enter the following entries

lE'_f‘i Projection Wizard
Entry Information

Description;  Insurance

Entry Chaice:  § peryr

| Delete All Projections ‘ | Projection Descriptian

Projection
Time Period
= Project I Starting To w e it
i Ertry Uzing... nereass Year Encl " Slnke -
e £ 4 000| Arnual Compounding 7| — s 00% [ Year 1 || W |3 ]
L 1
P - - - - el
11" Projection Description
nzurance
Eritry Choice: § per ear
ear 1 F4,000 per Year
Compounding st 3.00% per year for next 8 years
. oK | | PrintReport | Help |
Iew Projection || Insert Projectian || Delete Projeftion |
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Steps for entering Incremental Overhead

1. Select the Incremental Overhead row
2. Click on the Projection Wizard button and enter the following entries

i Projection Wizard
Entry Information

Entry Choice: & per Mo
Projection

Description:  Incremental Overhead

Time Period
= Project I Starting Tao . s, P
b Eritry U=ing... MCrEase Year Enc ' i AT
e §; 5 000| Arral Compounding 7 — 3 00%|Year 1 || |3 -
r—' p - ] - - -\
Ll Projection Description
ncremental Crverhead
Eritry Choice: § per Month
ear 1 $5,000 per Marth far 1 vear
Compounding at 3.00% per year for next S years
| oK | | PrintRepon | Help |
Iew Frojection | | Insert Frojection | | Delete Projgction |

| Delete All Projections | |

Projection Description
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Steps for entering Rent

1. Select the Rent row

2. Click on the Projection Wizard button and enter the following entries

IEI’J Projection Wizard

Entry Information
Description:  Rent

Entry Choice: ¥ per 5q. Ft per ¥t

Projection
Time Feriod
Ert Project | T Starting | To y cont. Pro
i Ertry Uzing... NEresse erh Vear End s ort. Praj.
=) § 10.00] Stepped Projection ol = §12000 1 |vear1 ez -]
— 51600 2 |Yeard =3 |
3| Year? W |z =l
jecti =i T
Stepped Projection - e
i 1 3 TR —
LI Projection Description

Mewy value at"End of Term” hased on:
" Annual Compounding Rate Increase
o ENter Value f—

i § Increase

% Increase

Mao. of Terms: 3| -

Fent

Ggantity: 4,000
ear 1 Jan

Ertry Choice: § per So. Ft per Year

Stepped Projection

Term 1: F10000 pet So. Ft per Year for 3 years

Term 2 Changed to F12.00 per Sq. Ft per Year for 3 years
Term 3 Changed to $16.00 per Sog. Ft per YWear for 3 years

| oK ‘ ‘ Erint Repart Help
["Eshow Example ==
kK | | Cancel ‘ ‘ Help |
| Bew Prajection H Insert Projection H Dielete Projection ‘
Edit Stepped Projection ‘ | Delete All Projections | ‘ Projection Description
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Steps for entering Transportation & Handling

1. Select the Transportation & Handling row
2. Click on the Projection Wizard button and enter the following entries

L Pro jection Wizard
Entry Information

Description:  Transportation & Handling

Entry Choice: % of Expensels)

Projection
Tirme Period
% l Project ) Increase starting Yra | Cont. Praj.
Entry U=ing. .. Year
e 10.00%| Constant (Fill Right) | vear1 = | g -

-

1 Pro jection Description

B —9s

ear 1

Transportation & Handling
Ertry Choice: % of Expenzels)
Product Cast (Chins)

10.00% of Expenzels)

Constant per yvear for next § vears

ErintRepnnT

e Projection Insert Projection

Delete Projection

Delete All Projections

FProjection Description

Financing Folder
No Financing
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Salvage Value Folder
Disposition Costs:
Removal Costs: $45,000
Salvage Value:
Plant and Equipment: $70,000

Make the following entries in the Salvage Value folder

Yiarking . . Sahlrage
Capital Expenses Fihancing Value
Disposition Costs
Description Entry Choice Expenze
elling Expenzes Y% of Salvage Yalue j 0.00%
Legal Fees % of Salvage Yalue j 0.00%
Removal Costs Amount || =— 45000
|| Add || Insert || Delete || Move |
Sahrage Yalue
D - Capital Salvage
escription Investment “Yalue
Equipment & Facilties § 350,000 e i 70,000

SAVE YOUR PROJECT
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DECIDING BETWEEN THE “MAKE” or “BUY”
To decide between the two options use the;

a) The Project Comparison Report and
b) The Incremental Cash Flow Report

Project Comparison Report

Up to four projects can be compared side by side.
Steps involved in selecting the projects for the Project Comparison Report.

1. Select the Project Comparison Report on the Report menu
Beports Tools Utilites |nvestit  Activat
& Print Reports. .
Export Reports to Excel...
Export Reports to PDF ...

General Information Reports

Expense Statement
Operating Cash Flow
Waorkina Canital

Project Comparison Report q—
Lease Analysis Comparison Report
Incremental Cash Flow Report

Feport Manager...
Feport Preferences...

2. On the Project Comparison Report dialog click on the “Add” button to display the Report
Selection List. Select the Project and click ‘Ok”. Repeat the process to add another project(s).
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Project Comparison Report
Selected Projects

Click on the "Add" button, select the project,

then click on the "Done" button
The Multi-Project Comparison Reportis generated from the selected projects.

Project Mame A

Project Selection List '

Select project Z
Al Make Example. Expenses Only Yearly Praoj -1——
I: Al Outsource Example. Expenses Only Yearly Proj

keep Example with Revenue & Expenses
Mew Jersey Plant Expansion Option A
I:I Mew Jarsey Plant Expansion Option B Done

Projection Wizard Monthly Practice Set
Projection Wizard Yearly Practice Set
Replace Example Revenue & Expenses
Supplier & Analysis
Supplier B Analysis

3. The diagram below shows selected projects to be displayed in the “Project Comparison
Report”

IProje{'.t Comparison Report
Selected Projects

The Multi-Project Comparison Report is generated from the selected projects.

Project Mame
A1 Make Example. Expenses Only Yearly Proj.nnp 4—
A1 Outsource Example. Expenses Only Yearly Proj.nnp "—

Adi...

Rermove all

Il

P[eviewRepnn| | Print Report | |E}:pnrttl:|ExceI| |E}:pnrttn:uF'DF| | Done
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Project Comparison Report

Met C=ash Flows| Before Tax)

“fear

W=l moh Wk O

o

Total

Financid Return Before Tax
Intema Raeof RAum [IRR]
MIRER
Shortterm financing rate
Shortterm reinvestment rate
Met Present wWdue [NPY]
Annual Equivaency

Bendfit to Cost Rio

Payback Period [Years)
Discounted Pay Back Period [Years)

MNote

A1 Mace Bcamp

Project Comparison Report (Before Tax)

le. Expens ez Onhy A1 Outsource Example. Expenses

“earhy Praj Onby “earhy Proj
(5,400,0007) (00,0007
2, 25,0007 (2,726,000
(2 670,210) (2.545,050)
[3,792,535) (3,524,184
(3,523,822 5,446,135
4, 153,535) (5,639,242
(8,332,172) (6,238,105)
(4,200,224 (9,728,960
4,982,631) (10,022,925
(3,0652,132) 9,253,335

(46,137 36 (61,459,535
HiA Y E
HA Ha

e §; 27,007 DAY at 15.00%

— (§ 555007

Unable to caleulate the IRR and MIER because allthe Cash Flows are negative.

e 25,555,100) at 15.00%

) at1500% e (§6,043,108) 3t 15.00%
M M
(I M
M M A

Interpretation and Decision

Financial Results

Option Net Present Value (NV) at 15.00% Annual Equivalency at 15.00%
Make ($27,007,060) ($5,659,987)
Outsource ($28,835,199) ($6,043,108)

The company should choose the option that provides the lowest Net Present Value (NPV), which
is to “Make” the pumps rather than “Outsource” them.
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Incremental Cash Flow Report
Can be used the show the differences in the cash for “Make” versus “Outsource”
Steps

Select the Incremental Cash Flow on the Report menu

Bepors Tools Litilites Investit  Activati
&5 Print Reports...
Export Reports to Excel...
Export Reports to PDF ...

General Information Reports

Expense Statement

Project Comparison Report
Lease Analysis Comparison Report
Incremental Cash Flow Report +

Report Manager...

Report Preferences...
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Enter;

Investor’'s Marginal Tax Rate
Discount Rate
Short Term Rates

On the “Incremental Cash Flow Report” dialog click on the “Add” button to display the Report
Selection List. Select the Project and click ‘Ok”. Repeat the process to add another project(s).

Investor's Rates. Applied to all selected projects
Imvestor Short Term Rates (Before Tax)

Investor Marginal Tax Rate 33.00%| Financing Rate 0.00%
Discount Rate (Before Tax) 15.00%| Reirvestment Rate 0.00%

Selected Projects

The Incremental Cash Flow Report is created by ‘Adding' or 'Subtracting' the cash flows for the selected
1) Click on the "Add" button to

Projects.
display the project list
A Subtract
i Add...
Project Name Cash Flow Cazh Flow

-

Project Selection List

b 4
Select project

A1 Make Example. Expenses Only Yearly Proj -
Al Outsource Example. Expenses Only Yearly Proj

2) Select the project and
click on the "0OK" button

35




Investit Software Inc. www.investitsoftware.com

The selected projects for the Incremental Cash Flow Report are;

-

Incremental Cash Flow Report

Investor's Rates. Applied to all selected projects
Investor

Short Term Rates (Before Tax)

= 33.00%| Financing Rate
= 15.00%| ReinvestrmentRate

Investor Marginal Tax Rate
Discount Rate (Before Tax)

Selected Projects

The Incremental Cash Flow Reportis created by 'Adding' or 'Subtracting' the cash flows for the selected
Projects.

Praject Natme Add Subtract Add
Cash Flow Cazh Flow

A1 Make Example. Expenses Only Yearly Proj.nnp i (4 A

A1 Cutzource Example. Expenses Only Yearly Proj.nng A . (4

The Cash Flow for 'Outsource’ will be subtracted from the Cash Flow

Remaove all

for 'Make'

!

|F'[E'-.-'iEWREpDI“t| | Print Repaort | ‘ExpnrttnExcel| |ExpnrﬂnF‘DF| |

Daone

Click on the “Preview Report” button to display the “Incremental Cash Flow Report”
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Net Cash Flow| Before Tax)

“ear

Before Tax Financial Raum
Intema Raeof Ratum [IRR)
Net Presert Walue [MPY] & 15.00%
Modified Internal R ate of B eturn (MWIRR)
Shortterm financing rate
Shortterm reinvestment rate
Annual Equivalency 2 15.0084

Benditto Cost Ratioat 15.00%4

Fayback Period
Discounted Pay Back Period & 1500%

Incremental Cash Flow Report (Before Tax)

Incremental
Flus hlinus Met Cash Flow
A1 Make Example. A1 Outsource B<ampla. [Before T
Expenzes Onby vearhy Proj Experses Onby “rearhy Proj

115,900 000y (00,0007 (5,800 000
3954000 (3,726,000 (223000
(3670.310) (3 645,080 (25220
(3,792 539) (3,824,184 1,549
(39523 8250 (5 45,1350 2462,213
(4,153 538) (5 5239,24 2485707
(2,322,173 (5,538,105) {1,498 055
(300 220 9,728,060 =]
(4422 531 [10,025,495) 5 559,554
(3,052 ,132) (9,863,335) 6211203
(G, 137 26 (61,960,575 16322 ,172
M, M, — 1055%
—.- (% 27,007 D5 —.' % 22, 525,109) —.- ¥ 15222,120
MIA MA 12.11%
5,659 9780 (% 5,043,102) F 382,131
MIA MA MHIA
MiA M 547 years
MHiA M 8.06 vears

Interpretation and conclusion

Making the pumps will save $1,828,139 when discounted at 15.00% and provide an Internal Rate

of Return (IRR) of 19.55%
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