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Financial Analysis of the Automated Material Handling Project

Although most companies have their own financial justification for projects, there are six traditional
methods used to evaluate projects that TriFactor has performed as part of this analysis:

e Net Present Value (NPV)

e Internal Rate of Return (IRR)

e Modified Internal Rate of Return (MIRR)
e Profitability Index (PI)

e Payback

¢ Discounted Payback

TriFactor used the parameters and variables supplied by ING CO. when entering

data for these analyses. They were:

e Estimated Full Time Equivalent (FTE) reducti
2 shifts)

e Fully burdened cost of an FTE: $30,000

e Anticipated annual labor savings:

s (6 per shift x

e Any other annual savings as a res ' inimize returns, inventory expiration, etc.):
$20,000 in waste savings and reduc

sents the initial cost of the system of $1,316,200.00
NG, CO. The subsequent Years 1 through 5 figures

1,316,200.00

Annual Labor Savi 360,000.00
Other Annual Savings: s 20,000.00
Annual Increase in Profits: s 15,000.00

Annual Cash Flows

Year 0 1 2 3 4 5

Annual Cash Flow $ (1,316,200.00) $ 39500000 $ 396,500.00 $ 398150.00 $ 399,965.00 $ 401,961.50
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Net Present Value (NPV)

The NPV method is based on the evaluation of the discounted cash flow as a result of the project. To
find the NPV, we find the present value of each cash flow, including the negative cash flow resulting
from the initial cost of the project, and discount all other cash flows at the project’s cost of capital, . We
then sum these discounted cash flows and determine the NPV. If a project has a positive NPV, then it
adds value to SAMPLE DISTRIBUTING CO. The formula for the 5 year NPV is as follows:

FCF_, FCE_ FCE_ FCE,_ FCF

S P Il Ui Sl (B Sl (O

— Initial Cost

The NPV of the project equates to: $295,337.11

Internal Rate of Return (IRR)

The Internal Rate of Return is defined as the discount rat forces the ro. The
purpose for analyzing the IRR is to determine if the discoun that forces al zero is

the cost of capital is 10% and a project’s IRR is 3 [ ' ould be a
beneficial investment to SAMPLE DISTRIBUTIN{

FCF, FCF,

NPV = + +
(1+IRR) (1+IRR)

The IRR of the project equate 15.56%

Modified Internal Rate of Retu

The Modified Internal B
but taking into conside
slightly more complicate
profitability of the projec
should be g
SAMPLE

discount rate that forces the NPV to equal zero

h is reinvested at a savings rate, s. Although a
paredto the IRR, it is a better indicator of relative

ws. Similar to the IRR method, the MIRR discount rate
or the project to be financially beneficial to the

r the 5 year MIRR is as follows:

The MIRR of the project equates to: 9.72%
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Profitability Index (PI)

The Profitability Index represents the relative profitability of the project, or the present value per dollar
of the initial cost. A project would be considered beneficial to the company if the Pl is greater than 1.0.
Additionally, the higher the PI, the more beneficial the project is for SAMPLE DISTRIBUTING CO. The
formula for the 5 year Pl is as follows

FCEF, N FCF, N FCF, N FCF, N FCF,
(1+r)1 (1+r)2 (1+r)3 (1+r)4 (1+r)5
Initial Cost

PI=

The PI of the project equates to: 1.24

Payback
The payback method was the first formal method used to

of capital equipment for business sustainabil
The formula for the payback is as follows

Payback =

(Annual Labor Saving

The disco g he'traditional payback method except that the expected
cash flow i ' | st of capital. Therefore, the discounted payback is defined

Unrecovered cost at start of year

Payback = Number of years)prior to full recovery +

Discounted cash flow during full recovery year

The Discounted Payback of the project equates to: 3.07 Years
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Financial Analysis Summary

Analysis Method Result | Recommendation
Net Present Value $295,337.11 | Since Positive Number, Recommend Project
Internal Rate of Return 15.56% gLr:)?zc(freater Than Cost of Capital, Recommend
Modified Internal Rate of Return | 9.72% Slnqe Greater Than Cost of Capital, Recommend
Project
Profitability Index 1.24 Since Greater Tha ecommend Project

Since Greater 3 Years, Do Not Recommend

Payback 3.33 Years Project

Since Greater Tha o Not Recommend

Discounted Payback 3.07 Years

Recommendation:

Since the financial analysis indicates that four of i ' mmendation,
then it is TriFactor’s opinion based solely on the C IBUTING CO. and
these supporting calculations that this project is ) [ n.
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