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KEEP OR REPLACE ANALYSIS INCLUDING APPLICATION OF INCREMENTAL CASH

FLOW ANALYSIS
CND Example

INTRODUCTION

This is a “Keep” or “Replace” analysis using the following templates;
1. Keep Revenue & Expenses Yearly Template
2. Replace Revenue & Expenses Yearly Template

This example is for manufacturing but the “Keep” or “Replace” analysis applies to profit and non profit
organizations such as government, universities, hospitals and service industries.

Non profit examples of Keep or Replace decisions

1. A hospital is considering whether to replace and aging x-ray machine or not
2. A city is considering whether to replace the traditional parking meters with parking meter stations
which requires a substantial investment but will generate additional revenue and reduce labor costs

VERIFYING YOUR ANALYSIS
You can compare your analysis against the two Investit Decisions Examples;

1. Keep Example with Revenue & Expenses
2. Replace Example with Revenue & Expenses

[rwestit Templates ] My Templates

Select Project to Open

[=I Imvest Decisions Yearly Projections
Customized Template Example
Invest Expenses Analysis Supplier A
Invest Expenses Analysis Supplier B
Frojection Wizard Yearly Practice Set
= Imvest Decisions Monthly Projections
Al Invest Rev & Exp Manthly Proj. Part A
Al Invest Rev & Exp Manthly Proj. Part B
Projection Wizard Monthly Practice Set
=l Replacement Decisions Yearly Projections
Keep Example with Revenue & Expenses =
Replace Example with Revenue & Expenses +
=l Outsourcing Decisions Yearly Projections
Al Make Example. Expenses Only Yearly Proj
Al Qutsource Example. Expenses Only Yearly F'rn:nj|
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KEEP or REPLACE CASE STUDY
A manufacturing organization is considering replacing aging production equipment used to produce plastic
bottles with a more technologically advanced model, which will offer the following benefits:

1. Less rejected products resulting in lower manufacturing costs per unit
2. The new computerized system allows faster set up and less down time
3. Increase in sales because of increased production capacity

4. Lower labor costs

The equipment was bought 5 years ago for $9,000,000 and the depreciation claimed is based on Personal
Prop. St Line with a 7 years recovery period. If retained, a major overhaul costing $2,500,000 will be
required in year 4. The salvage value at the end of the Analysis Period is $75,000

If the “Existing Equipment” is sold now, the current salvage value is $800,000 before tax and $740,000 after

tax

The equipment was financed with a loan of $4,000,000, 8.00% interest repayable over 7 years with uniform
blended payments of principle & interest. If the equipment is sold the loan will have to be paid off.
The current outstanding loan balance is $1,378,479

The new equipment will cost $11,000,000 installed and will be depreciated using Personal Prop. St Line with
a 7 year recovery period. The equipment will be finance with $6,000,000 loan interest repayable over 7
years with uniform blended payments of principle & interest.

Summary

Existing Equipment

New Equipment

Investment

$9,000,000 5 years ago
Major overhaul Year 4 Jan $2,500,000

$11,000,000

Depreciation Method

Personal Prop. St Line
7 year recovery period

Personal Prop. St Line
7 year recovery period

Working Capital Addition

$90,000

Salvage Value

Existing Equipment
$800,000 before tax. Today
$740,000 after tax. Today
$75,000 in 9 years

Major Overhaul $0

$1,000,000 in 9 years

Sales $3,500,000 per Yr increasing at 5.00% | $5,500,000 per Yr increasing
compounding per year at 5.00% compounding per
year
Labor 30.00% of Sales 20.00% of Sales
Materials 25.00% of Sales 20.00% of Sales

Repairs & Maintenance

$324,000 per year increasing at 8.00%

$536,000 increasing at 5.00%
per Yr

year

Utilities $190,000 per year increasing at 6.00% | $335,000 per year increasing
per year at 5.00% per year
Insurance $35,000 per year increasing at 6% per $65,000 per year increasing at

6.00% per year

Selling expenses

10.00% of sales

10.00% of Sales

Financing

Loan Amount

Current Outstanding Balance
Amortization Period
Remaining Amortization
Interest Rate

$4,000,000
$1,378,479
7 years

2 years
7.00%

$6,000,000

7 years

9.00%
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KEEP ANALYSIS

PROJECT INFO Folder

Project Name: Plastic Bottle Manufacturing Division
Project Description: Keep Equipment Analysis
Analysis Period: 9 Years

Analysis Start Date: Year 1 Jan

INVESTOR Folder
Investor's Marginal Tax Rate: 33.00%
Percentage of Capital Gain Rate: 50.00%
Desired Return or Discount Rate (Before Tax): 13.00%
Short Term Rates
Financing Rate: 8.00%
Reinvestment Rate: 2.50%
INVESTMENT Folder

1. Existing Equipment: $2,000,000
CCA Class: Equipment/Machinery

2. Major Overhaul: Year 4 January $2,500,000
CCA Class: Equipment/Machinery
WORKING CAPITAL Folder
Working Capital: $0
EXPENSES Folder
Labor: 30.00% of Revenue

Materials : 25.00% of Revenue

Repairs & Maintenance:
$324,000 per year for the first year then increasing at 8.00% compounding per year

Utilities :
$190,000 per year for the first year then increasing at 6.00% compounding per year

Insurance:
$35,000 per year for the first year then increasing at 6.00% compounding per year

Selling Expenses: 10.00% of Revenue

REVENUE Folder
Sales: $3,500,000 per year for the first year then increasing at 5.00% compounding per year

FINANCING Folder
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Mortgage Details +

" Mew Mortgage o Mortgage already exists

“Mortgage already exists” means that the mortgage or loan was taken out to fund the purchase of the
equipment five year ago. We need to enter the “Outstanding Balance” at the start of the Analysis Period and
the remaining amortization period.

The principle and interest payments for the remaining two years will be included in the cash flow. The
“Outstanding Balance” is used to generate the principle & interest payments for the remaining two year, but
is not included in the cash flow

Description: Loan. Outstanding Balance

Type: Standard Mortgage

Amount: $1,378,479 (The Outstanding Balance on the Analysis Start Date)
Time Period: 2 years

Amortization Period: 2 years (The remaining Amortization Period)

Interest Rate: 7.00% per year

Payments: Monthly

SALVAGE VALUE Folder
Existing Equipment: $75,000
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REPLACE ANALYSIS

PROJECT INFO Folder

Project Name: Plastic Bottle Manufacturing Division
Project Description: Replace Equipment Analysis
Analysis Period: 9 Years

Analysis Start Date: Year 1 Jan

INVESTOR Folder
Investor's Marginal Tax Rate: 33.00%
Percentage of Capital Gain Rate: 50.00%
Desired Return or Discount Rate (Before Tax): 13.00%
Short Term Rates
Financing Rate: 8.00%
Reinvestment Rate: 2.50%

INVESTMENT Folder

New Equipment: $11,000,000 Year 1 Jan
CCA Class: Equipment/Machinery

Salvage Value of Equipment being replaced
Before Tax: $800,000
After Tax: $740,000
Financing Repaid: $1,378,479 (Repayment of outstanding balance for the bank loan for the
preexisting equipment purchased 5 years ago)

WORKING CAPITAL Folder
Working Capital: $90,000 Year 1 Jan

EXPENSES Folder
Labor: 20.00% of Revenue
Materials : 20.00% of Revenue

Repairs & Maintenance:
$536,000 per year for the first year then increasing at 5.00% compounding per year

Utilities :
$335,000 per year for the first year then increasing at 5.00% compounding per year

Insurance:
$65,000 per year for the first year then increasing at 6.00% compounding per year

Selling Expenses: 10.00% of Revenue

REVENUE Folder
Sales: $5,500,000 per year for the first year then increasing at 5.00% compounding per year
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FINANCING Folder
Description: Equipment Loan
Start Date: Year 1 January
Type: Standard Mortgage
Amount: $6,000,000

Time Period: 7 years

Interest Rate: 9.00% per year
Payments: Monthly
Compounding Period: Monthly

SALVAGE VALUE Folder
New Equipment: $1,000,000

Template selection
The selection of the appropriate template is based on the following;

1. The analysis involves revenue & expenses
2. Projections are Yearly

Template: Keep Revenue & Expenses Yearly

STEPS
Using the Keep and Replace Revenue & Expenses Yearly projections templates;

1. Enter the analysis for keeping the equipment

2. Enter the analysis for replacing the equipment

3. Use the “Project Comparison Report” or the “Incremental Cash Flow Report” to compare the two
options
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INSTRUCTIONS FOR ENTERING THE “KEEP” ANALYSIS

Getting started
The first step is to open the Investit Decisions Template “Keep Revenue & Expenses Yearly” as follows:

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

Investit Templates 1 My Templates ]

Select Template for New Project

=1 Invest Decisions Yearly Projections —
Irvest Expenses Only Yearly
Invest Revenue & Expenses Yearly

=l Imvest Decisions Monthly Projections
Imvest Expenses Only Manthly
Imvest Hevenue & Expenses Monthly

=1 Replacement Decisions Yearly Projections
kKeep Expenses Only Yearly
Keep Revenue & EXpenses Yo arly e
Replace Expenses Only Yeatly
Replace Revenue & Expenses Yearly

=l Replacement Decisions Monthly Projections
Keep Expenses Only Monthly
Keep Revenue & Expenses Monthly
Feplace Expenses Onlky Manthly
Feplace Revenue & BExpenses Manthly

=l Outsourcing Decisions Yearly Projections
Make Expenses Only Yearly
Make Revenue & Expenses Yearly
outsource Expenseas Only Yearly

l

3. Select and open the Investit template “Keep Revenue & Expenses 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
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Entering the project data and information

Project Info Folder
Project Name: Plastic Bottle Manufacturing Division
Project Description: Keep Equipment Analysis
Analysis Period: 9 years

Project ] 1 1 Warking 1
Info. [revestor Irevestment Capital Expenses
Report Headers
Project Mame |F'Iastic Battle Manufacturing Division - |
Project Description |Keep Equipment Analyss |
Anahysis Time Period
9 Years Chanoge Analysis Time FPeriod

Entry Information
Enter Revenue and Expenses Yearly Change Entry Information

Starting Date January Year 1

INVESTOR Folder
Investor's Marginal Tax Rate: 33.00%
Percentage of Capital Gain Rate: 50.00%
Desired Return or Discount Rate (Before Tax): 13.00%
Short Term Rates
Financing Rate: 8.00%
Reinvestment Rate: 2.50%

Froject Working
i 1 Investor 1 Investmentw Capital 1 Expenses 1 Revenue ]
[ Turn off Tax Calculations Short Term Rates

Investar's Marginal Tax Rate I——FES.DD% B!efure.Tax
Tax Calculation on Sale based on Financing Rate I_—.' 8.000%

{« Percentage of Capital Gain 50.00% Reinvestment Rate I——PE.SDD%

" Incorme Tax
After Tax

Discount Rate or Desired Return on Investment Financing Rate 5 900,

Before Tax I——}H.DD%
Feimestment Rate 1.625%
After Tax 2.45%




INVESTMENT Folder
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1. Existing Equipment: $2,000,000
CCA Class: Equipment/Machinery

2. Major Overhaul: Year 4 January $2,500,000
CCA Class: Equipment/Machinery
Instructions for setting up the Investment folder

Enter the following into the Investment folder

Info.

el ] Investor l Imrestment ]

Warking
Capital

CCA Claim Option: IFuII CCA Claim

=l

] Expenszes ] Revenug ] Financing ]

Investments
CCA Claim Settin
:
o OCA | First | Claim CCA | Investmert
Dezcription Arnount Year Month CCA Clazs Rate vear |in Last Year|New Exists
wisting Equipment = § 2 000,000/ Year 1 Jan EquipmertMachinery = || 30.00% I~ [ O
Major Crverhayl f— $2,500,000vear 4 <l Jan =||EquipmertMachinery  =|| 30.00%| 50.00% I~ IO

T

T
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Working Capital Folder
No Working Capital.

Expenses Folder

Labor: 30.00% of Revenue
Materials : 25.00% of Revenue

Repairs & Maintenance:
$324,000 per year for the first year then increasing at 8.00% compounding per year

Utilities :
$190,000 per year for the first year then increasing at 6.00% compounding per year

Insurance:
$35,000 per year for the first year then increasing at 6.00% compounding per year

Selling Expenses: 10.00% of Revenue
Setting up the Expenses folder

1. Selectrow 7 ‘Rent’ and click on the Delete button
2. Make the following changes to the Expenses folder

Froject Working E
. ZPpEnses
Infa. l Investor l Investment l Capital l 1]
Expenses
Description Entry Choice Gty Category Year 1 Jan...
akar % of Revenuels) *‘— ;l — COmmon ;l 0.00%
IMaterialz % of Revenue(s) == =|| — |[Common | 0.00%
Repsirs & Maintensnce § per Y ff— =l —  |common = §0
I tilitie= § per 't t— -l —  |common | %0
_|Inzurance F per Yt *1— ;l — COmmon ;l F0
JSEIIing Expenzes s % of Reverue(s) = -|| — | Common | 0.00%
Fill out the % of Revenues windows as follows
- -
[ -~ 1
Revenues

Select

Dezcription
— |7 =Revenue or Cost Savings=

ok Cancel Help

10
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Setting up Labor

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

ﬁf’i Projection Wizard
Entry Information
Description:  Lahor
Entry Choice: % of Revenue(s)
Projection
Time Periad
- Project | Starting To y cant. Froi
Ertry L=ing... rereass Y ear End e -
e 300 00055 Constart (Fill Right] =] vear1 = W |2 <]
1" Pro jection Description
Labor
Ertry Chioice: % of Revenue(s)
Zales
ear 1 30.00% of Revenue(s)
Constant per yvear far next & years
F'y
[n]%4 Brint Report
ew Projection [n=ert Frajection Delete Projection
Delete All Projections Projection Description

11



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

Eﬁ Projection Wizard

Entry Information

Description:  Materials

Entry Choice: % of Revenuels)

Projection
|Time Peariod
o Project I Starting To . Cortt. Proi
Ertry Using... rerease Year Encl r i
- 25 003 Constart (Fil Right) | vear1 || W |2 |
- — b !
1" Projection Description E
Materialz
Ertry Choice: % of Revenuels)
Sales
ear 1 25.00% of Revenue(=)
Constant per year for next & yvears
Qe Brint Repart Help

[ ew Brojection

lr=ert Projectimn

Delete Projection

Delete All Projections

Projection Description

12
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Setting up Repairs & Maintenance

1. Select row 3 ‘Repairs & Maintenance’
2. Click on the Projection Wizard button and enter the following entries

[Eﬁ Projection Wizard
Entry Information

Description:  Fepairs & Maintenance

Entry Choice: & per'r

Projection
Time Period
Ert Project I Starting To y Cont. Proi
i Ertry Using... rEreass YEar Encl e P
- § 324 000 Snnusl Compounding 7| |=—)g.00%,vear1 || W |3 <
- oy
e u u u u [ = |
1" Projection Description
Fepairs & Maintenance
Eritry Choice: § per Year
ear 1 F324 000 per Year
Compounding at 5.00% per vear for next 8 years
Fy
[0]%4 Print Report Help
ewy Frojection Insert Frojection Delete Projection
Delete All Frojections Projection Description

13




Setting up Utilities

1. Select row 4 ‘Utilities’
2. Click on the Projection Wizard button and enter the following entries
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'EI'J Projection Wizard

Entry Information
Description:  LHilities

Entry Choice:  § peryr

Compounding at 6.00% per vear for next 8§ years

F'y

(]34 Brint Report

Help

e Projection

Insert Frajectian

Delete Projection

Delete All Projections

Projection
Tirme Period
Eritty Project ) Increaze Starting T Yrz | Cont. Praj.
Entry Using... “ear End
w5 190,000 &nnual Compounding 7| (=—) 500%|Year1 <[ W (3 -]
-~ -,
£ Projection Description
I_ttilities=
Ertry Chaice: § per Year
ear 1 190,000 per Year

Projection Description

14
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Setting up Insurance

1. Selectrow 5 ‘Insurance’

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

Eﬁ Projection Wizard

Entry Information
Description:  Insurance

Entry Chaoice:  § per¥r

Projection
Time FPeriod
Eritty Project ) Increaze Starting Te Ytz | Cont. Proj.
Entry Uzing... Year End
e £ 55,000 &nrual Compounding | e—) 5 00%Year 1 7| a -~

T

s

;

1 Pro jection Description

nEUrance

Ertry Chaice: § per Year

ear 1 F35,000 per Year
Compounding at 6.00% per year for next 8 vears

F 3

Qs Brint Repart Help

ey Prajection Insert Projection

Delete Projection

Delete All Projections

Frojection Description

15
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Setting up Selling expenses

1. Select row 6 ‘Selling expenses’

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

[E['J Projection Wizard

Entry Information
Description:  Selling expenses

Entry Choice: % of Revenue(s)

Projection
Time Peariod
o Project Increase Starting Tao " Cort. Proi
Ertry L=ing... Y ear End e - R
el 1 01.00%| Coniztant (Fill Righit) =1 vear1 | W |3 <]
= '\
1" Projection Description
=eling expenses
Entry Choice: %% of Revenue(s)
Sales
ear 1 10.00% of Revenues)
Constant per yvear far next & vears
F 3
QK Erint Repart Help
Hew Prajection Im=ert Frajection Delete Projection

Delete All Projections

Frojection Description

16




REVENUE Folder
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Sales: $3,500,000 per year for the first year then increasing at 5.00% compounding per year

Set up the Revenue folder as follows

Froject Warking
Infa. l Irve star l Irvestment l Capital l Expenses I Revenue
Revenue
Description Ertry Choice | Gty Category Year 1 Jan..
Sales i— § per %r ‘— ;IJ — Camman ;I 0
Setting up the Sales
1. Selectrow 1 ‘Selling expenses’
2. Click on the Projection Wizard button and enter the following entries
LTJ Projection Wizard
Entry Information
Description:  Sales
Entry Choice: & perr
Projection
Time Period
Ert Project I Starting To . Cortt. Proi
i Ertry zing... rEreass Year Encl r i
e § 3,500,000 Snnusl Compounding | =—)es 00 vear 1 || WO |3 =]
= = '\
1 Projection Description
males
Ertry Choice: § per Year
ear 1 3,500,000 per Vear
Compounding at 5.00% per vear for next 8 years
F 3
QK Print Report Help
ey Projection Insert Prajectian Delete Projection
Delete All Frojections Projection Description

17
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Financing Folder

Description: Loan. Outstanding Balance

Type: Standard Mortgage
Amount: $1,378,479 (The Outstanding Balance on the Analysis Start Date)

Time Period: 2 years
Amortization Period: 2 years (The remaining Amortization Period)

Interest Rate: 7.00% per year
Payments: Monthly

18
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Make the following entries into the mortgage window

Mortzage

Mortgage Details

" Mew Mortgage — s Maortgage already exists

Ty

Terms and Amortization Details

Mo of (Balloon) Terms 15

Analysis Period: Year 1 Jan to Year 9 Dec ! Time Period ! Amortization
Term Marminal

Commencing IYear1 vI tdonth I.January vl hlo vears Morths ears etz Irterest Rate

oo IStandard Martgage sf— LI ! —»: & —»: O 7.000%
Armount ’Wlnteresmate m
Description |L|:|an. Cutstanding Balance s |
Mortgage Settings
Fayment Frequency |ru10nthl\,f LI
Additional Payments/Borrowing [~ Make the entries and then click on the
Payment Rounded IUptu MWearest Cent ll/c"mPUte button
Campounding Freguency Iru'lonthly

Ok | | Compute | Eilll Do ‘ ‘ Cancel | | Help | ‘ Comments

SALVAGE VALUE Folder
Existing Equipment: $75,000

Make the following entries in the Salvage Value folder

] ] Sahrage
Expenses Revenle Finanting Value
Disposition Costs
Dezcription Entry Choice Expenze
eling Expenses % of Salvage Walue ;| 0.00%
Legal Fees % of Salvage Yalue j 0.00%
Femoval Costs Amount = F0
|| Add || Inser || Celete || Mowe
Salvage Yalue
D o Capital Salvage
BsCrption Investment “alue
Exizting Equipmenrit F 2,008 092 w3 75,000
_|Major overhaul F 100,000 F0

SAVE YOUR PROJECT

19
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INSTRUCTIONS FOR ENTERING THE “REPLACE” ANALYSIS

Getting started
The first step is to open the Investit Decisions Template “Replace Revenue & Expenses Yearly” as follows:

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

Investit Templates 1 My Templates ]

Select Template for New Project

=1 Invest Decisions Yearly Projections —
Irvest Expenses Only Yearly
Invest Revenue & Expenses Yearly
=l Imvest Decisions Monthly Projections
Imvest Expenses Only Manthly
Imvest Hevenue & Expenses Monthly
=1 Replacement Decisions Yearly Projections
kKeep Expenses Only Yearly
kKeep Revenue & Expenses Yearly
Replace Expenses Only Yeatly
Replace Revenue & Expenses Yearly
=l Replacement Decisions Monthly Projections
Keep Expenses Only Monthly
Keep Revenue & Expenses Monthly
Feplace Expenses Onlky Manthly
Replace Revenue & Expenses Monthly el
=l Outsourcing Decisions Yearly Projections
Make Expenses Only Yearly
Make Revenue & Expenses Yearly
outsource Expenseas Only Yearly

l

3. Select and open the Investit template “Replace Revenue & Expenses 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

20
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Entering the project data and information

Project Info Folder
Project Name: Plastic Bottle Manufacturing Division
Project Description: Replace Equipment Analysis
Analysis Period: 9 years

Project 1 ] 1 Wyarking 1
Info. Investor Investment Capital Expenses
Report Headers
Project Mame |F'Iastic Eottle Manufacturing Division o= |
Project Description | Replace Equiment Analysis s |
Analysis Time Period
9 Years Chanoge Analysis Time Period
Entry Information
Enter Revenue and Expenses ‘eatly Change Entry Information
Starting Date  January Year 1

INVESTOR Folder
Investor's Marginal Tax Rate: 33.00%
Percentage of Capital Gain Rate: 50.00%
Desired Return or Discount Rate (Before Tax): 13.00%
Short Term Rates
Financing Rate: 8.00%
Reinvestment Rate: 2.50%

Froject Working
i 1 Investor 1 Investmentw Capital 1 Expenses 1 Revenue ]
[ Turn off Tax Calculations Short Term Rates

Investar's Marginal Tax Rate I——FES.DD% B!efure.Tax
Tax Calculation on Sale based on Financing Rate I_—.' 8.000%

{« Percentage of Capital Gain 50.00% Reinvestment Rate I——PE.SDD%

" Incorme Tax
After Tax

Discount Rate or Desired Return on Investment Financing Rate 5 900,

Before Tax I——}H.DD%
Feimestment Rate 1.625%
After Tax 2.45%

21
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INVESTMENT Folder

New Equipment: $11,000,000 Year 1 Jan
CCA Class: Equipment/Machinery

Salvage Value of Equipment being replaced

Before Tax: $800,000
After Tax: $740,000

Financing Repaid: $1,378,479 (Repayment of outstanding balance for the bank loan for the
preexisting equipment purchased 5 years ago)

Make the following entries in the Investment folder

Froject Working ) : Salvage
i, ] Investar ] Inmvestment 1 Capltal ] Expenses ] Revenue ] Financing ] e
CCA Claim Option: |Full CCA Claim ~]
Investments
CCA Claim Settin
:
o CCA | First | Claim CCA | Investmert
Description Armourt Year Marith CCA Clazs Rate vear |inLagt Year| Neve Exists
isting Equipment =g £ 2,000,000/ ¥ear 1 Jan EquipmentMachinery - || 30000% v [ O
Miajor Overhiall -elf— e 100,000 vear ¢ ~||Jan || EquipmertMachinery -] 30.00% 50.00% rd v

?

WORKING CAPITAL Folder

Working Capital: $90,000 Year 1 Jan

Make the following entries in the Working Capital folder

Project w 1 w Working w w
Infa. Ireveestor Irevestrment Capital Expenses
Working Capital
Dezcription Entry Chaice Year 1 Jan...
Wiarking Capital Add or Subtract (-1 Working Capital j —.' F 90,000

EXPENSES Folder

Labor: 20.00% of Revenue

Materials : 20.00% of Revenue

Repairs & Maintenance:

$536,000 per year for the first year then increasing at 5.00% compounding per year

Utilities :

$335,000 per year for the first year then increasing at 5.00% compounding per year

Insurance:

$65,000 per year for the first year then increasing at 6.00% compounding per year

Selling Expenses: 10.00% of Revenue

22
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Setting up the Expenses folder

1. Select row 7 ‘Rent’ and click on the Delete button
2. Make the following changes to the Expenses folder

Select

Dezcription
— |7 =Revenue or Cost Savings=

ok Cancel Help

23

Froject Working E
. ZPpEnses
Infa. l Investor l Investment l Capital l 1]
Expenses
Description Entry Choice Gty Category Year 1 Jan...
akar % of Revenuels) *‘— ;l — COmmon ;l 0.00%
IMaterialz % of Revenue(s) == =|| — |[Common | 0.00%
Repsirs & Maintensnce § per Y ff— =l —  |common = §0
I tilitie= § per 't t— -l —  |common | %0
_|Inzurance F per Yt *1— ;l — COmmon ;l F0
JSEIIing Expenzes s % of Reverue(s) = -|| — | Common | 0.00%
Fill out the % of Revenues window as follows
- -
[ -~ 1
Revenues
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Setting up Labor

1. Selectrow 1 ‘Labor’

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

Eﬁ Projection Wizard

Entry Information
Description:  Labor

Entry Choice: % of Revenue(s)

Delete All Frojections

Projection
Tirme Period
% Project I Starting To v Cont. Proi
Entry Using. .. Mereass Y ear End e - L
w20 00| Constant (Fill Right) | vear1 | W |a <]
I — !
1" Projection Description
Lakor
Ertry Chioice: % of Revenue(s)
Sales
ear 1 20.00% of Revenuels)
Constant per yvear for next 8 years
ry
[8]54 Print Report Help
e Frojection In=ert Frajection Delete Projection

Projection Description
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Setting up Materials

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

Entry Information

Description:  Materials

Entry Choice: % of Revenue(s)

Projection
Time FPeriod
g Project ) Increase starting Yrs | Cont. Proj.
Entry Using... Year
el 201 00%| Conztart (Fill Right] = vear1 g |

-

1" Pro jection Description

B 3=

Materials
Entry Chaice: % of Revenue(s)
Sales
ear 1 20.00% of Revenuels)
Constant per year for next & years
QK Print Repart Help
%

ey Projection

Insert Frajectian

Delete Projection

Delete All Frojections

Projection Description

25
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Setting up Repairs & Maintenance

1. Select row 3 ‘Repairs & Maintenance’
2. Click on the Projection Wizard button and enter the following entries

Eﬁ Projection Wizard

Entry Information

Entry Chaoice:  § per™'r

Description:  Repairs & Maintenance

Projection
[Tirne Period
Ertry Project . Increase starting To “rz | Cont. Praj.
Entry Using... “ear
mlle . 536,000 Annual Compounding 7| m—es 00%, vear 1 7| g |

-

Erc
v
T

1" Pro jection Description

ear 1

Fepairz & Maintenance

Entry Choice: § per Year

F536,000 per Year

Compounding at 5 .00% per vear for next 8 vears

Qk Print Report

Help ]

e Projection

Insert Frajectian

Delete Projection

Delete All Frojections

Projection Description
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Setting up Utilities

1. Select row 4 ‘Utilities’

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

[E_ﬁ Projection Wizard

Entry Information
Description:  Ltilities

Entry Choice:  § peryr
Projection

Project

Ert
i Entry Uszing...

Increaze
Year

Starting

Titme Petiad

To

Yrz | Cont. Praj.
End :

= 3 335,000 Arnual Compounding 7 | m—]e5.00% | Vear 1

=

a -l

T

o
T

¥ Pro jection Description

I_ttilities
Ertry Choice: | per “ear

ear 1 F335,000 per Year
Compounding at 5.00% per vear for next § vears

F

0] 4 Print Report Help

vy Projection Insett Prajection

Delete Projection

Delete All Projections

Frojection Descriptian
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Setting up Insurance

1. Selectrow 5 ‘Insurance’

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

Fp rojection Wizard

Entry Information
Description:  Insurance

Entry Choice: % per™'r

Projection
Time Period
Eritty Project ) Increase Starting T iz | Cont. Praj.
Ertry Using... Year Erl
— § 55,000] Annual Compounding | — 500% | Year 1 7 g -~

T

I
T

B FProjection Description

nEurance

Entry Choice: § per Year

ear 1 F65,000 per Year
Compounding st 6.00% per vear for next 8 vears

A

ks Print Report

Help

Hew Projection Insert Frajection

Delete Projection

Delete All Projections

Projection Description
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Setting up Selling Expenses

1. Select row 6 ‘Selling Expenses’

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

[E['J Projection Wizard

Entry Information
Description:  Selling expenses

Entry Choice: % of Revenue(s)

Projection
Time Peariod
e Project Increaze =tarting To Y Cont. Proj
Ertry L=ing... Y ear End e - R
el 1 01.00%| Coniztant (Fill Righit) =1 vear1 | W |3 <]
1" Projection Description
=eling expenses
Entry Choice: %% of Revenue(s)
Sales
ear 1 10.00% of Revenues)
Constant per yvear far next & vears
F 3
QK Ptint Report Help
Hew Prajection Im=ert Frajection Delete Projection

Delete All Projections

Frojection Description
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REVENUE Folder
Sales: $5,500,000 per year for the first year then increasing at 5.00% compounding per year
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Set up the Revenue folder as follows

Froject Warking
Infa. l Irve star l Irvestment l Capital l Expenses I Revenue
Revenue
Description Ertry Choice | Gty Category Year 1 Jan..
Sales i— § per %r ‘— ;IJ — Camman ;I 0
Setting up the Sales
1. Selectrow 1 ‘Sales’
2. Click on the Projection Wizard button and enter the following entries
{u Frojection Wizard
Entry Information
Description: Sales
Entry Choice: % per™'r
Projection
Time Period
Ert Project I Starting Ta " Cort. Proi
i Entry Uzing... Creass YEar End r - R
e § 5 500,000] Arrual Compounding 7 | m—es 00% | Year 1 7| g |

T

A

-

i Projection Description

-,

Sales

ear 1

Ertry Choice: § per Year

$5,500,000 per Year
Compounding st 5.00% per year for next 8 vears

Fy

(8] Print Report

Helg

Blew Projection

Ifsert Prajectian

Delete Projection

Delete All Projections

Projection Description
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FINANCING Folder
Description: Equipment Loan
Start Date: Year 1 January
Type: Standard Mortgage
Amount: $6,000,000

Time Period: 7 years

Interest Rate: 9.00% per year
Payments: Monthly
Compounding Period: Monthly

Make the following entries into the Mortgage window

Mortzage
Mortgage Details Terms and Amortization Details
Analysis Period: Year 1 Jan to Year 9 Dec Mo of (Balloon) Terms 15
[ Time Period [ Amartization
Commencing  |vear1 | Moaonth January A
Term - — - — Mominal
Ears L = Ears L] =
Type |Standard Mortgace ﬂ Mo Interest Rate

1 — 7 0 —t7 1] e 5 0003
Armount I——Pﬂ; 6,000,000 Interest Rate |Fixed b

Description |Equipment Laan = |

Mortgage Settings

Payment Fregquency |Munthlv ﬂ

Additional Payments/Borrowing [

FPayment Rounded |Up to Mearest Cent ﬂ
Compounding Fraguency |MDnThW j Make the entries and click on the
Compute button
0k ‘ ‘ Compute | Eilll Erowr ‘ ‘ CZancel | | Help ‘ ‘ Comments
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SALVAGE VALUE Folder
New Equipment: $1,000,000
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Make the following entries into the Salvage Value folder

Warking ) . Sahrage
Capital Expenses Revenue Financing Valug
Disposition Costs
Description Entty Chaoice Expenze
eling Expenzes % of Salvage Yalue ;l 0.00%:
Legal Fees % of Salvage Value ;l 0.00%
Removal Costs Amount j F0
|| Add || Insert || Delete || Miove
Salvage Yalue
b . Capital Salvage
escription Investment Walue

Mewy Equipment

$ 11,000,000 —F 1 000,000

|

SAVE YOUR PROJECT
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DECIDING BETEEN “KEEP” & “REPLACE”
To decide between the two options use;

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.
Step involved in selecting the projects for the Project Comparison Report.

1. Select the Project Comparison Report on the Reports 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.
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Project Comparison Report

&

Selected Projects

The Multi-Project Comparison Reportis generated from the selected projects.

Project Mame Add
Click on the "Add" button, select the 7/ Remove
Project and click on the "OK" button
IFemove all
Wove LIp flove: Crovi
Freview Eeport Erint Bepart Expart ta Excel Exportto FDE Done

Project Selection List

Select project

[ease Analysis [enant Oice V1
Lease Analysis Tenant Office W2

||Rep|ar.e Example with BEevenue & Expenses

Supplier & Analysis
Supplier B Analysis
Projection Wizard Monthly Practice Set

T

3.

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

Project Comparison Report

Selected Projects

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

Praoject Mame

Add...
Replace Example with Revenue & Expenses.nnp “_
Keep Example with Revenus & Expenses.nnp 1— REmove
Remuove all
To preview the report
hlmwe L e Do
Preview Report Print Report Export to Excel Export to PDF Dane
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Project Comparison Report

Project Companson Report {(Before Tax)
Met C==sh Flow [ Before Tax)
Feplace Example with Revenue & Keep Example with Rewvenue &
Expenses Expenses

Wear ul (5,662,979 -
1 G665, 526 54617
2 745,636 (42,787
3 240,149 619539
4 930,342 741 DES
a 1,043,961 764,129
E 1,152,725 ToG 282
T 1,267 422 /0e 203
g 2,596,205 30102
a 3,852,539 Q26 566
Total 7284604 5350792

Fimanci=l Return Before Tax
Interma Rate of Raum [IRR] 14.62% 2496.54%
MIRR 10.29% 57 .86%
Shortterm financing rate 2.000% 2 000%
Shortterm reinvestment rate 2.800% 2 500%
MNet Present waue [NPW) —." F 473,550 at 13.00% —h" F 2580627 at 13.00%
Annual Equivaency F 92,243 at13.00% F 497 035 at 12.00%
Benditta Cost Raio 0497 at12.00% 86,39 at 13.00%
Fayback Period [Years) 5.30 247
Oiscourted Py Back Period [Years) 253 at 12.00% 221 at13.00%

Interpretation and decision using the “Comparison Report”

The “Keep” option is the best choice because the Net Present Value at 13.00% before tax is $2,550,627
compared to $473,360 for the Replace Option
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Incremental Cash Flow Report

When carrying out “Incremental Cash Flow Analysis” the largest investment goes first for the Incremental
Cash Flow Report. In this case it is the Replace” option

Steps

Select the Incremental Cash Flow on the Report menu

Eeports  Tools  Lilites  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. The Option B project was
selected first because it the investment of $12,260,000 is larger than the $8,200,000 investment for Option
A.

Incremental Cash Flow Report ]
Investor's Rates. Applied to all selected projects

Investor Short Term Rates (Before Tax)

Investor Marginal Tax Rate +| 35.00%! Financing Rate —h ?.5[!%_I
Discount Rate (Before Tax) —H 13.00%5 Reinvestment Rate _ 2.5[!%_I
Selected Projects
The Differential Cash Flow Repartis created by ‘Adding’ or "Subtracting’ the cash flows for the selected
Projects, 1) Click on the “Add” button to

display the project list
Add Subtract
i Add..,
REGiRsL e Cash Flow Cash Flow -
Iifﬂjectuﬁelection List v

= Select project

iReaI Estate Investment Yearly

. - = : || [IReplace Example with Revenue & Expenses
| FreviewsBepart| | EdntREepam | Export Supplier A Analysis f

o R o : S Supplier B Analysis

2} Select the project &

click on the "0OK" button —E 0] 4
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The selected projects for the Incremental Cash Flow Report are:

Incremental Cash Flow Report

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

Investor Marginal Tax Rate | 35.00%| Financing Rate
Discount Rate (Before Tax) | 13.00%| Reinvestment Rate

Selected Projects

Ceoow

The Incremental Cash Flow Report is created by ‘Adding’ or 'Subtracting’ the cash flows for the selected

FProjects.
Al Subtract
i Add...
Project Name Cash Flow Cash Flow
Replace Example with Revenue & Expenses.nnp -‘— + = 8 Rernoye
Keep Example with Revenue & Expenses.nnp e i = &
Remove all
The et Cash Flow for the "Keep" option will be subtracted from the Net Cash
fmve g flmye Dot
Freview Repaort Print Report Export to Excel Exportto POF Done

Click on the “Preview Report” button to display the “Incremental Cash Flow Report”
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Met Cash Flowe[ Before Tax)]

“fear

Wwo - M EW RO

Total

Before Tax Financal Raum
Intems Rate of Raum [IRR]
Met Present Waue [NPY) & 13.00%4%
Mo dified Internal R ate of R eturn (MIRR)
Shaortterm financing rate
Shartterm reinvestment rate
Annual Equivaency & 130004

EBendgfit to Cost Ratioat 132.00%4

Fayback Period
Dizcounted Pay Back Period a 4300%

Increnental Cash Flow Report (Before Tax)

Incremental
Flus hfi nus Maet Cash Flow
Replace Example with Keep Example with Rewenue [Before Ta)
Fevenue & Expenses & Expenses
(9,552 479 - (5,552 479
555 926 (54,517 G20,203
Fi SR=xis] (42,787 TEE 423
840,149 G1as3 220,311
920,348 T4 065 197 =254
1042 4961 TEd, 128 278,222
1,152,735 ToE 282 265,953
1267 S22 20850 458,119
25496205 22010 1,716,103
e =iegacie] 26 SEG 2o254973
7284609 5,250 792 1814812
—P 1a52% —p 245 5% — 450%
- § 473,260 —p § 2550527 = (F 2077 Z67)
10 .29% 57.86% SHE%
S00% 2.00% 200%
280% 2.80% 280%
§ooz2.293 N SR (F 404,795
ogr BE.2 MNeA
.30 years 247 years B35S years
863 years 2.2 wears MiA

Interpretation and decision using the “Incremental

If the organization’s minimum acceptable rate of return (IRR) is 13.00% before tax, both the “Keep” and the
“Replace” options seem to be acceptable because they both provide a return (IRR) higher than 13.00%

before tax.

Cash Flow Report”

However, the return (IRR) on the incremental investment for “Keep” is 4.60% which is far below the

minimum acceptable value of 13.00%. In this case the “Replace” option should be rejected and the ‘Keep”

option accepted.

The other approach is to select the project with the highest Net Present Value (NPV), which is “Keep” option
which has a Net Present Value at 13.00% before tax of $2,550,627 compared to $473,360 for the Replace

option

Both the ‘Incremental Cash Flow” approach or choosing the option with the highest Net Present Value
(NPV) will result in the same choice when dealing with mutually exclusive investments.
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