To STUDY the various kinds of                                                                                     capital budgeting techniques 
data provided here is not absolute …its only for REFERENCE 
INTRODUCTION:

Capital budgeting decision pertain to fixed/long term assets definition refers to assets which are in operation, and yield a return, over a period of time, usually exceeding one year.

Capital budgeting current outlay or service of outlay or service of cash resources in return for an anticipated flow of future benefits in other words, the system of capital budgeting is employed to evaluate expenditure decision which involves current outlays but are likely to produce benefits may be either in term of increased revenues or reduced costs.

Capital expenditure management, therefore, includes addition, disposition, modification and replacement of fixed assets. From the preceding discussion may be the following basic features of capital budgeting.

· Potentially large anticipated benefits.

· A relatively high degree of risk; and

· A relatively long time period between the initial outlay and the anticipated.

The term capital budgeting is used interchangeable with capital expenditure decision, capital expenditure management, long-term investment decision management of fixed assets and so on.

Most firms have numerous investment opportunities before them. Some are valuable while others are not. The essence of financial management is to identify while are each. The primary goal of this chapter is to introduce you to techniques of capital budgeting while are helpful in identifying valuable investment opportunities. It is divided into ten sections as follows.

Definition:



“Capital budgeting involves the entire process of planning expenditures whose returns are expected to extend beyond one year”.







---- Westona Brigham.



“Capital budgeting is long term planning for making and financing proposed capital outlays”.







----  T.Horngreen

NEED FOR THE STUDY:

It is important to understand the capital budgeting decision because it involves huge amount of funds and the decision once taken will involve many years in future are vital to an organization as they include the decisions as to whether or not the funds should be invested in long term projects such as setting up a business, purchase of plant and machinery etc to analyze the proposal for expansion or creating additional capacities and to make financial analysis of various proposals. It is not often possible to calculate in strictly quantitative terms, all the benefits of the cost relating to a particular investment decision. Capital budgeting decisions generally involve large investment of funds. This involves not only large amount of funds but also funds for long term. The long term commitment of funds increases the financial risk involved in the investment decisions. This technique affected the future growth and profitability of the firm depends upon the investment decision taken today.

SCOPE OF THE STUDY:

The study is related with INCAP LIMITED, Vijayawada. In this project work there is enumeration of the capital budgeting and the financial scenario of the Incap Limited. The scope of the study covers all the financial concepts relevant to the Capital Budgeting. Different capital budgeting strategies are used for a better financial performance of the Incap Limited. The study covers the performance of Incap Limited for the last 5year i.e.,2007-08 to 2011-12.Various Capital Budgeting techniques such as Net Present Value, Profitability Index, Internal Rate of Return, Average Rate of Return etc are explained theoretically along with the advantages and disadvantages. Their usage is evaluated with respect to the projects/assets considered in the company i.e., Incap Limited for the 5years period.

Both primary and secondary source of data are considered necessary statistical tools are also applied are appeal of the study in evaluation process.
OBJECTIVES OF THE STUDY:

· To understand the various kinds of capital budgeting techniques practiced in the company.

· To outline the factors and consideration that goes into making a capital investment decision.

· To understand the various methods, for determining the size of capital budget and evaluating investment proposals.

· To have an insight into the various intricacies of discounted cash flows methods.

· To analyze the strength and weaknesses of exiting process in capital budgeting.

· To measure the profitability of the project by considering all cash flows.

· To make recommendations and to improve further process of capital budgeting.

METHODOLOGY:
Methodology is a systematic procedure of collecting information in order to analyze and verify a phenomenon. The collection of information is done in two principle sources. They are as follows:

• Primary Data

• Secondary Data

PRIMARY DATA:

It is also called as first handed information the data is collected through the observation in the organization and interviews with officials. By asking questions with the accounts and other persons in the financial department. A part from these some information is collected through the seminars, which were held by INCAP LIMITED.
SECONDARY DATA:
The secondary data implies the data that is already available, collected, analyzed, and other information in the newspapers and magazines. The secondary data required for the study was obtained from the main office and websites like www.incap.com.
PRESENTATION OF THE STUDY:
The project report is presented with the following aspects. The   introduction to the study, need & objectives followed by profile of the company, theoretical approach and then the practical study, concluded by the suggestions and summary of the work done.

CHAPTER 1: Deals with the introduction, need, scope, objectives, methodology and limitations.

CHAPTER 2: Deals with genesis and growth of INCAP LTD, VIJAYAWADA.

CHAPTER 3: Deals with the theoretical concepts of Capital Budgeting.

CHAPTER 4: Deals with analysis and interpretation of the data collected from various sources.

CHAPTER 5: Deals with the summary, findings, and suggestions.

LIMITATIONS OF THE STUDY:

· The smaller time frame for understanding this study is also a significant limitation.

· Uncertainty: the future business success is today’s investment decision. The future in the real world is never known with certainty.

· The benefits from investments are received in some future period. The future is uncertain. Therefore, an element of risk is involved.

· A failure to forecast correct risk will lead to serious errors which can be corrected lonely at a considerable experience.

· Problems are also arising because cost incurred and benefits received from capital budgeting decisions occur at different time period. They are not logically comparable because of the time value of money.
CHAPTER-II

INDUSTRY PROFILE 

INDUSTRY PROFILE 


Electronics is among the world’s largest and fastest growing industries.  For the past two decades worldwide predictors in the electronics sector has grown faster than any other industry sector. Electronics is most versatile technology of the present day world. At present the world is witnessing electronics revolution. 

The electronics has grown to that extent that the growth of any nation will be reserved by its electronics technological advancement.  Now over Nation has stand on an edge to face the world wide competitors.  To be successful in the global their marketing, management styles with constantly innovating and relocating their business activities.


Japanese companies are especially sensitive to the dependence of marketing variables.  The price they can large depends on the company’s productivity, which is influenced by personal policies as well as investment decisions. Similarly, product quality it influenced by production reliability and technology which in turn are influenced by personal management an R&D investment. 

Thus marketers must not take price and product for granted but must influence those non marketing variable that will enable the company to duke down costs and produce higher quality products
ELECTRONICS INDUSTRY IN INDIA:


Electronic is most versatile technology of the world.  It can do virtually everything at a low coast. It has the modern world and shrunk it to take a millisecond of instant communication.


Currently, the world is witnessing electronic at present, the development of a nation is by technological advancement, hence the mode of electronic and electronic technologies changed into the trail consumer sectors to determine a nation’s economic efficiency.


Estimates indicate that India is the world’s third man power nation in technology and with the market half of the size of Europe’s man power in India is cost effective.  India holds world attraction from the market print of vice as well in cost and managerial considerations.


  
Electronic industry in India is around 30 years old.  The decade 1960-70 was described as pre-liberalization period during which it was finding its full hold.  

1970 - 80 focused as development of indigenous R&D and production capabilities.  1980 - 90 witnessed a pronounced effort towards self-reliance and liberalization.  Since 1991 in fact, was watershed year for the Indian economy, with the government initiating for reading changes along with new industrial and trade policies.


The VIII five year plan document has set a production target of as Rs.3,00,000 million and an export target of  Rs.63,000 million, to be achieved by 1994-95.  These are small figures, compare to the global size of the electronics industry.  The following are the production trends over the past years.


The electronics industry is the base of what we today term as information technology.  Today both these, industries are the fastest growing segment of Indian industry both in terms of production and exports.  Presently the electronics industry is completely deli censed with the exception of aerospace and defense electronics and along with the liberalization in foreign investments and export import policies of the entire economy; this sector is attracting considerable interest not only as a vast market but also as potential production base by international companies.

The important policy initiatives taken, since July 1991 dimmed at liberalizing and opening up the economy have been quite successful. Promotion of India’s international trade has gained increased importance in the national economy since the eighth plan (1992-97); the electronics industry has achieved a cumulative annual growth of 20 percent production and over 40 percent in exports. 

The production at the end of the ninth plan (1997-2002) is targeted at about Rs.1,380 billion, with growth rate of 37 percent and export at about Rs.490 billion with a growth rate of 52 percent.


A fairly good measure of success has been achieved as export front.  From a value of about Rs. 50 million exports of electronics items in 1970, the export performance of electronics industry was Rs. 17,400 million in 2001-02. Export has increased not only in financial terms but also in terms of variety of items exported and number of exports engaged in this activity.


The software industry has emerged as one of the fastest growing sectors in the economy with a CAGR exceeding 50% and with a likely turnover an export of us $50 billion by the year 2010 for the Indian software industry.

ELECTRONIC COMPONENTS:


The electronic component sector continued to be dependent on the performance of consumer electronics industry.  The new color picture tube (CPT) lines set up by the existing manufacturing consolidated their production during the year. The fourth plants above significantly improved its capacity utilization.  In line with the consistent growth achieved by CTV industry, the CPT industry recorded growth of over 40% during the year.  The production of color picture tubes during 2002 was around 37 lakh numbers.  

The export of CPT also increased comiderably.  Manufacture of color glass parts for 21 inch flat CPT was further     strengthened other components specific to consumer electronics like color deflection components, soft fests, loudspeakers, consumer grade PCB, etc, also showed positive growth during the year.


In the field of professional grade components, no significant developments took place. The components required for computer and telecommunications hardware are largely based on micro electronic devices and are of surface mount type. 

Further the advances in miniaturization of electronic hardware in general; which have been largely responsible for limited growth in professional component sector did not benefit the Indian component industry.  The components used in computers, telecommunications, etc., did not attract any significant investments and the production base in these areas continued   to be very weak is India.  How ever, industry relating to professional grade PCBs and connectors improved their export performance.

CONTROL INSTRUMENTATION AND AUTOMATION IN INDUSTRY SECTOR:


The use of electronic control and instrumentation results in productivity improvement, reduced maintenances  costs and quality end products and consequently a contributes in overall development of core sectors such as steel, mining, textile, suet, paper and pulp, tool processing etc.


In real time control systems, the trend is towards Open Control System (OCSs). OCSs are key to harnessing the rising tide to technological innovations, while at the same time preserving an industry’s investment in existing equipment.  

An OCS produces numerous benefits to process industry, including the flexibility to selected best in class hardware, ATM based networks database, applications, and field deduces.  Integration of control and business information has been a challenge for process industry, attempting to adopt sales order driven manufacturing philosophy.


Computer integration manufacturing and dye house.  Automation is current trend for the textile industry.  An effort is being made to retrofit microprocessor based control, instrumentation and automation systems as well as to introduce MIS packages in the textile industry.

COMMUNICATION AND BROADCASTING SECTOR:


Communication sector include non-public network telecom industry, two-way radio communication, user specific transmission, switching, terminal equipments broadcast and cable TV equipment.  Now telecom policy being drafted to address the various bottlenecks and issues related basic telecom and collector telephony services.

The production of communication and broadcasting equipment during 2001-02 is estimated to be of the order of Rs.4, 900 crores as compared to production of Rs. 3,950 crores in 1999-2000.


Broadcast sector is undergoing technological revolution through the advent of technologies such as `Digital Video Broadcasting` (DVB) digital video compression (MPEG-2), digital storages and retrieval systems, etc.-there are already 70,000 cable operators and 2 crores cable-homes in India. The infrastructure of communication and broadcasting is fast   expanding in the country.  

The business and manufacturing activities are expected to further grown.  Since up linking in phased manner by Indian broadcasters with foreign equity less than 20%.  Interest Service Provides (ISP) licenses have been given to private sector and it will boost Internet and information technology, private investment and information technology.

COMPONENTS AND METERIALS:


Generally linked to the fortunes of the consumer electronics sector, components have reached a level of Rs. 21,500 million by 1982.  After a modest growth in the seventies, components production gained in the eighties to reach its current position.

 In the early seventies, raw materials import was recommended till new technology was indigenously developed, especially for TV factories, MSI/LSI circuits, UHF/microwave diodes, liquid crystals etc., 

IC’s were developed at CEERI, pilani  while work on servo components was tarried out at ECIL production of components till 1974 was works worth Rs.720 million. Production of various capacitors, resistors and potentiometers increased since 1976. SSU`s also started production both passive and electronic components by 77.

PCB switches and connectors were being manufactured locally.  By 1991 production of LED’s ICDS, and PITs eliminated photo electric cells began in small way. Some price increase was visible in plastic film capacitors, receiving values transmitting tubes and carbon filters transistors, overall production has been Rs.1,360 million at the end of year.  

The telecom sector helped electronic component sector in maintaining in 1992 even though formed moderately, presently, satellite television and telecom sector are expected to help electronic component industry. Production of components at the end of 1982 was valued is Rs.21,500 million.

PRODUCTION PROFILE:


Production of electronics equipment during the late 60’s and early 70’s was restricted to consumer and entertainment electronics, electronic components, and certain defense and aerospace equipment.  During 1970-80, there was a marked focus on establishing indigenous R&D and production capabilities, besides selling up units in the small scale sector.


In the public sector, BEL was permitted to import color picture tube (CRT’s) from RPA countries, while ECH was granted permission to manufacture small and medium-sized computers.  The TDC 12 systems were completed or ECH by 1972-73 after which they started developing 32-bit computers.


The period 1980-84 is significance from the point of view of liberalization and self-reliance, and most essential for the drawn of the ‘computer era’ in India.  This period also saw the advance of color TV transmission, followed an upsurge in the consumer electronic industry, especially the TV industry.

CAPACITORS:


Capacitor is a devise which can store electronic charge or energy in it.  Capacitance is the capacity of the capacitor of the capacitor to store this charge.  Charge is simply the electrical energy with some polarity, positive or negative. Unlike in magnetism these two opposite charge can exist independently.  Anybody can be charge electrically by friction of electro static introduction whose principle states that “when a charged body is brought near an uncharged body then the uncharged will develop a charge which is opposite to the charge present on the charge body”.


This charge in the body is essentially static in the present case and is different from the free charges present in.  Conductors (dynamic charges, whose motion constitute a current). Under normal conditions a body will have zero net charge sense the charges present in it are aligned in such a way to cancel each others effect.  When an external force like voltage is applied these charges drift from their normal are equilibrium position and align towards the applied force resulting in all like charges (sag + ve) aliened in  one direction and the other like charges (-ve) in the other direction with respect to the applied force. Thus we say that the body is charged (polarized).  

MANUFACTURE OF CAPACITORS:


The first capacitor with considerable capacitance is “Leyden jar” invented by Leyden in 1745. It consisted of a glass vial containing water and plugged with a cork through which a nail passed to touch the water.  The water constituted one electrode, the other provided by the hand which held the vial.  

The potent of this was only a small fraction of amount frequently required in present day electronic circuit. Also Leyden jars occupy very large space.  A Leyden jar of one micro farad would be as big as an office elevator.  But this provided the basic concepts of capacitor and further study made it possible to have various types of capacitor to meet the circuit requirements.  

                          Since more than any other factor, the nature on condition of the dielectric determines the characteristics as capacitor; study of various dielectrics was encouraged.  This study revealed that each dielectric had a factor with which it affects the capacitance for given dimensions.  This factor was called ‘dielectric constant’ and was measured relative to air whose dielectric of 3 could store 3 times the charge that can be stored when air is used a dielectric.  

Hence naturally, dielectrics of greater dielectric constant were demanded and studies.  This resulted in the development of various types of capacitors using various types of dielectric.  Each had its own advantageous mainly because their dielectrics.  A simple capacitor would have to parallel conductors separated by an insulator called dielectric.

Charging or strong energy in a capacitor is done by applying in electrical force or voltage between two parallel plats or conductors.  The static charges present in the dielectric are them displaced from equilibrium position towards the applied force but will always come under a restoring force which tend to pull them back to equilibrium position. The placement is complete, the capacitor is charged.  

Charging of a capacitor takes place when the two conductors of the charged capacitor are shorted.  The displaced charged would then return to their equilibrium position due to restoring force.  Hence the capacitor is discharged.


Here note that charging is similar to storing of potential energy in the form of configuration a wounded spring.  Also, note that time is required for the displacement of charges for charging and discharging. This is important in study of circuit transients.

Presently there are various types of capacitors available in the market each having its own applications and advantages.  All this capacitors vary essentially in the dielectric material they contain since the capacitor characteristics and capacitance depends on dielectric than any other factor. The names acquired such as Paper, Mica, Air, Electrolytic etc.

ELECTROLYTIC CAPACITORS:


Aluminum electrolytic capacitors/while not as valunie Lill Jily efficient as other capacitors, offer the lowest cost for microfarad of the four primariesdielectric-electric-ceramic/tantalum/aluminumelectrolytic.

Capacitors have been known for their limited shelf life and poor low-temperature characteristics.  Because of this, they are traditionally used in short shelf life electronic equipment with emphasis upon consumer audio and video imaging products. 

 In recent years, however, significant improvements have been realize, and both of these historical shortcomings have been improved upon, so that aluminum capacitors are now used in applications that also includes 

Computer printed circuit boards, modern cords, baltely chdiyeli. (01 cellular phone / PDA’s, air bad circuits / lighting ballasts and medical electronic devices.

MARKET SIZE AND COMPETITIONS:


Historically production of aluminum electrolytic capacitors developed in conjunction with increased production of consumer audio and video imaging equipment with    emphasis upon television sets, computer monitors, stereo equipment and modern telephones-products which are produced primarily in Asia.  

 In 2010, it is estimated that 90% of global aluminum electrolytic capacitor production will occur in Japan, China. Taiwan and the other   countries in the Asia region out side of Japan. The major global manufacturers of aluminum electrolytic capacitors are Japanese and include Nippon Chemi-con.  Rubycon and Panasonic. 

In Europe and the United States, aluminum electrolytic capacitor production is limited and centered on the supply of aluminum capacitors for computer terminals and for especially motor start product lines.  European manufactures of aluminum capacitors include BC components Beligum, BHC Aerovox (U.K), EPCOS (Germany) and Vishay-Roederstein (Portugal).  US producers of aluminum capacitors are also quite limited with cornel dubiler (South Carolina), BC components (South Carolina) and Nippon cemicon (UCC-Michigan) the major domestic manufactures.

VOLTAGE RATING:


The majority of aluminum electrolytic capacitors are employed at voltage from 6.3 volts to 50 volts, with particular emphasis on the popular 16 volt parts.  However, voltages of motor starts aluminum electrolytic capacitors can be as high as 220V, 450V, and 600V. 

So aluminum’s will generally run the gamut with respect to voltage.  One of the unique aspects of aluminum electrolytic capacitors is their ability to offer high capacitance and high voltage in the same package.  The only other type of capacitor that can accomplish this is the power film capacitor, but at a much higher price.

CONFIGURATIONS:

Aluminum electrolytic capacitors are available in leaded and surface mount configurations. Surface mount aluminum electrolytic are still only a small portion of the business companies that dominate the supply of surface mount aluminum electrolytic include Nichicom and Nippon industries through NIC components.  

The bulk of sales of aluminum electrolytic capacitors continue to be radial leaded devices.  Radial leaded devices are future dichotomized between standard radial, snap-in and screw-terminal.  Dual and single-leaded anneal designs are also available.

In most consumer electronic applications, capacitance values less that 1000 Mew are generally radial leaded surface or surface mount in design; capacitance values from 1000 Mf to 4,700 Mf are generally of multipoint snap in design; and product with values greater than 4,700 Mf are usually screw terminal (Computer Grade).


Surface mount aluminum electrolytic capacitors topically fall into the  0 Mf to 47 Mf range and are generally found in large numbers only in personal computer and modern cards, although these parts have been noted in smaller number on the computer add-on cards as video’s and sound cards for DVD players and consumer entertainment boards.
CONSTRUCTION:


The construction of aluminum electrolytic capacitors requires high purity aluminum foil for the anode and the cathode, which is usually supplied by KDK, JCC Becromal or Satma.  Anode foils accounts for the higher costs associated with producing aluminum electrolytic capacitors. The foil is etched into tunnels that provided a surface area for the formation of aluminum oxide, which provides the capacitance.

AMERICAN CAPACITOR CORPORTION:


American Capacitor Corporation serves the film Capacitor market with both high volume catalog styles and special designs.  Film capacitors can be supplied in all dielectric systems, including Super Metalized Polypropylene, Metalized Polypropylene, Metalized Polycarbonate, Metalized Polyester, Metalized Mylar, Super Metalized PolyPluse, Metalized Polysulfone, Metalized Teflon, Metalized Paper, Polypropylene & Foil, Polycarbonate & Foil, Polyester & Foil, Mylar & Foil, PolyPluse & Foil, Polysulfone & Foil, Polystyrene & Foil, Teflon & Foil, Mica & Foil, Paper & Foil and other Dielectrics and dielectric systems.

Capacitor designs include combination Metallized and Film & Foil types as well as multi series constructions.  Case Styles, include Wrap & Fill (Oval & Round), Epoxy Case (Rectangular & Round), Metal Hermetically Sealed (Rectangular & Round), all Case styles are available in both Axial and Radial Leaded as well as special terminals. 

 The manufacturing facility located in Irwin dale California; utilize the most modern equipment in a controlled atmosphere.  Class 100 flow hoods are utilized in the winding process enabling the manufacturing of extremely high quality capacitors. 

Specially made and low cost custom capacitors are our specially.  American Capacitors is an approved Mil-1-45208 manufacturer, FSCM 59366.
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COMPANY PROFILE
COMPANY  PROFILE


“INCAP” limited was incorporated in the year 1990 in Andhra Pradesh at “NIDAMANURU” in “VIJAYAWADA” as a Public Limited Company and obtained certificate of commencement of business on 30/05/1990. It is located on NH-5, and connected by rail, road, water and airways

PROMOTERS :

INCAPLIMITED
is  promoted by  first’s  generation  entrepreneurs they are :

· Sri C.BHAGVANTHARAO 

· Sri K. SRINIVASA RAO 

· Sri K. RAMAKOTRSWARA RAO       

· Sri V.V.V. SATYANARAYANA    

· Sri A.V.S. PRAKASH.
The chief promoter Sri C. BHAGAVANTHA RAO, a post graduate in commerce has about 15 years of experience in financial management, and exports and general Krishanaveni Agro Oil Products Ltd., before promoting INCAP LIMITED.

Sri. K. RAMAKOTESWARA RAO, a post graduate in mechanical engineering worked in various capacities from 1981-1991 in BHEL. He has gained good experience in design during said period and has been associated with erection and commissioning groups. 

Sri K. SRINIVASA RAO is an Agriculturist, and does not have any qualifications. Formally he was a director in Krishnaveni Agro Oil Products Ltd.

 Sri V.V.V.SATYANARAYANA, a graduate in electronics and telecommunications engineering.

THE MAIN OBJECTIVE OF “INCAP LTD”:

· To carry on business of development, manufacture, buy, sell, deal, import and export of the aluminum electrolytic capacitors.
· To manufacture, buy, sell, export, deal in, assemble, fit, repair, convert, overhaul, alter maintain all types of capacitors used in electronic component devices equipments and appliances, equipment such as TV transmitters, tape recorder, broadcast relay object to the laws of the land as applicable in this respect from time to time and reception equipments ideographs and other equipment used in and/ or for audio and visual communications.
MANAGEMENT:  

     The Management of   “ INCAP  LIMITED”  is:

· Sri WARLU, (chairman)

· Sri C.BHAGVANTHA RAO, (Management  Director)    
· Sri K.  RAMAKOTESWARA RAO, ( whole Time Director) 
· Sri P.RAMA RAO,

· Sri M.N. RAO, 

· Sri M. PRABHAKARA RAO, were inducted in the board. 
Sri P.RAMA RAO, Managing Director Advanced Radio Masts Limited, has 15 year experience in designing and manufacturing of antennas, duplex filters.

Sri M. PRABHAKARA RAO is a post graduate in autonomy and M.D. of  NUZIVEEDU SEEDS PRIVATE LIMITED.

INCAP’S CUSTOMERS:

a) TELECOM SECTOR:

i) BHARATIYA TELECOM.

ii) TATA TELECOM.

iii) INDIAN TELEPHONE INDUSTRY.

b) AUDIO –VIDEO SECTOR:

i) VIDEOCON 

ii) BPL

iii) SONY

iv) ONIDA

c) AHNJA

d) TELCO and many others.

INCAP’S COLLABORATOR:


The company has purchased free hold land of 2.5 acres and the same is sufficient for the project. The necessary deeds for the transfer of land in favor of company has been executed civil work for factory as well as non-factory building was completed. The company’s building has a plinth area of 2700 sq. Meters (approx) and the type of construction is RCC with false selling and vinyl flooring.

PLANT & MACHINERY:

The main Plant & Machinery is an automatic slitting machine, automatic switching machines, winding machines and assembling machines with (or) without impregnation facility, slaving machine, testing machine etc. The machinery has supplied by M/s Lelon electronics Corporation, Taiwan &       M /s UFO Company Ltd., Japan. The indigenous machines comprises of regulated power supplies, belongs low and high temperature chamber, two 125 KVDA diesel generator set and air conditioning plant.

MAN POWER:

 The total employee of  INCAP was 174. The employees divided into various departments.
Production department         =      94

Maintenance department       =     21

Quality control department   =     20

P.P.C Stores                          =     13

         Administration department   =     26

Total employees       
       =   174

The company must give the training to every employee. When the new employee joins the company gives the 7 days training every month. Company gives the training to the employees every month.

RAW MATERIALS:


The raw materials required in the process are aluminum (AL) foils (with or without oxide costing) of 99.99% purity, tissues paper also of 99.99% purity, electrolytic (ethylene glycol) Alcans, rubber bungs and PVC sleeves. 

The anode and cathode foils though made of AL differ from each other in the following way. The anode AL foils will have an anode in the electrolytic process. 

This coating is just to be an AL foil but an etched one. Etching is a process of removing some metal on the surface of the foil (not that much that it makes a hole on the foil). This will and cathode foils thus controls the capacitance value.

PRELIMINARY REQUIREMENTS:


Before the actual process is started, some requirements have to be met. These are essential to see that the manufacturing process goes on continuously without interception. The requirements are:

1) Slitting of anode & cathode foils with required width.

2) Slitting of capacitors paper with required width.

3) Lead – tab making.

4) Lead – tab treatment.

5) Rubber Seal treatment.

6) Electrolytic preparation  

               



                       7)Specification printing on PVC staves.      
TECHNOLOGY & TECHNICAL COLLABORATION:



The project is being implemented with technical know how from M/s LELON ELECTRONIC CORPORATION, TAIWAN who are also one of the suppliers of imported equipment. The collaboration agreement with equality participation by RBI videos its letters dated 21/10/1992. 

They export nearly 85% of their production to USA, SINGAPORE, MALASIA and HONGKONG. LEC has an associate company which is mainly engaged in the manufacture of equipment included to provide technical assistance including drawings to erect technical and install the plant & machinery to supervise the production till it achieves 90% capacity utilizing with quality maintenance assisting in establishing R&D continue to provide improvements and developments in technology and training the technical staff etc.

STRENGTHS OF “INCAP LTD”:

· Quality of the product

· Good  R&D department

· Personal contacts with customers.

· Technological support from LELON ELECTRONICS, TAIWAN.
WEAKNESSES OF “INCAP LTD”:

· Dependant on imports for raw material

· Currency fluctuation affects input costs

· Location of the unit
COMPETITORS:

· KELTRON 
· PUNSUMI
· BC COMPONENTS
· IMPORTED SOURCES

TOTAL PROJECT COST ITEM WISE:

	                        ITEM 
	    COST OF ITEM 
    ( Rs. IN LAKHS )                 

	Land & Site

Building 

Plant & Machinery imported(CIF)

Import duty

Clearing & Forwarding

Indigenous

Foundation & installation

Foreign  & Indian technologies

Miscellaneous fixed assets

Working capital

Preliminary & proprietary

Expenses contingencies
	       16

       81

     479

     214

        9

      42

       7

       3

     59

   124

   114

     52

	Total


	  1200


PLANT LOCATION ADVANTAGES:

The project is setup at village Nidamanuru, Krishna district, Andhra Pradesh on national high way no.5 and is about 12 kms from the city of Vijayawada, and it is well connected by road and rail and has the necessary infrastructure. INCAP has the following favorable location factors.

1) It is connected to national high way no.5 with a railway link and airways.

2) Availability of cheep manpower.

3) Availability of fuel and power.

4) Availability of water.

5) Climatic conditions

6) Financial aids (A.P. government given a subsidy of 15 lakhs on total cost of the project.)

7)  Good community attitudes.

8) Presence of other allied industries around it.

9) Good facilities for expansion.  

MATERIAL HANDLING:


The material handling system in INCAP is conventional type of handling system.  They use plastic tubs to transfer the material from one machine to another machine.

MANUFACTURE OF AEC:


The company is to manufacture Aluminum, Electrolytic Capacitors (AEC’s). The manufacturing of Aec’s involves wending two metal foils (electrodes, which have deals switched on them) with an impregnated paper place in between.  This then would be placed in AL can with a rubber bung, for protection.  Then a step with the necessary information is finally put on.


The anode and cathode foils have to be cut to required width   which is decided by the capacitance required. This is analogous to the area we considered in parallel plate capacitors. Similarly the paper which is going to be cut into required width.  

The leads that are going to be switched as to the foil have to be flattened into three selections for easy switching and for rubber band to hold the ‘element’ (the wounded foils and paper).  The leads as well as rubber seal are treated to remove impurities.
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THEORETICAL FRAMEWORK

CAPITAL BUDGETING:

Capital budgeting is a decision making process by which a firm evaluates the purchase of major fixed assets. It involves a firm’s Capital expenditure decision which provides yield for number of years. The total capital of a company is generally utilized for purchase of fixed assets and current assets. Fixed assets refers to those assets which are acquired for own use and not for resale. Capital budgeting is the process of deciding whether or not money should be invested in long term projects. This involves preparation of cost and revenue estimates for all the proposed projects, examinations of the merits of each and the choice of those projects giving the highest returns on investments. Thus, Capital budgeting involves planning for the purpose of maximizing the profitability of the business enterprise. Capital budgeting decision refers to assets that are in operations and yield a return over a period of time, usually exceeding one year. It is a long-term investment decision involving huge capital expenditures.

Examples: - Land, Building, Machinery, Furniture etc.    

WHAT IS CAPITAL BUDGETING:
               Capital budgeting is earning the long term assets whose returns are expected to arise over a period beyond one year, planning and control of capital expenditures. They well allocation of funds to different types of assets long term as well as short term.

MEANING OF THE CAPITAL BUDGETING:
              Capital budgeting is a process of making decisions regarding investments in fixed assets which are not meant for sale such as land, building, machinery or furniture.
• Capital Budgeting is a project selection exercise performed by the business enterprise. 
• Capital budgeting uses the concept of present value to select the projects. 
• Capital budgeting uses tools such as payback period, net present value, internal rate of return, profitability index to select projects. 
FEATURES OF CAPITAL BUDGETING:
· The exchange of current funds for future benefits.

· The funds are invested in long-term assts.

· The future benefits will occur to the firm over a series of years.

· In the investment analysis, it is cash flow which is important, not the accounting profit.

· The firm’s value will increase if investments are profitable and add to the shareholder’s wealth.

OBJECTIVES OF CAPITAL BUDGETING:
· Define "capital budgeting" and identify the steps involved in the capital budgeting process. 

· Explain the procedure used to generate long-term project proposals within the firm. 

· Justify why cash, not income, flows are the most relevant to capital budgeting decisions. 

· Summarize in a "checklist" the major concerns to keep in mind as one prepares to determine relevant capital budgeting cash flows. 

USAGE OF CAPITAL BUDGETING:
· Influence of fasteners disposition on behavior of timber-framed walls with double fiber-plaster coating boards 

· Cost optimization of composite I beam floor system 

· Use of capital budgeting methods for investment project evaluation in the field of civil engineering 

· Prediction of permanent deformation of pavement's unbounded layers based on cyclic triaxial tests

· Road transport congestion costs calculations adaptation to engineering approach

· Simulation of the pedestrians' influence to the capacity of motorized vehicles in a roundabout 

· Transversely cracked beam's finite elements with a hinged end

· Mobile computing changing the traditional ways of organizing the Construction Company 

IMPORTANCE OF CAPITAL BUDGETING: 
       Capital budgeting decisions are most crucial and critical business decision. Special care should be taken in making this decision on account of the following reasons

PROCESS OF CAPITAL BUDGETING:
The process is designed to help policy makers: 

· In the selection of a few capital projects from many alternatives 

· From an inventory of capital projects to a capital budget 

· In the timing of the expenditure to be incurred by the projects selected.
FACTORS INFLUENCING CAPITAL EXPENDITURE DECISIONS:-

There are many factors like financial as well as non-financial which influence the capital expenditure decisions and the profitability of the proposal, yet there are many other factors which have to be taken into consideration while taking a capital expenditure decision. They are:

1. URGENCY: sometimes, an investment is to be made due to urgency for survival of the firm or to avoid heavy losses. In such circumstances, proper evaluation cannot be made through profitability tests. Examples of such urgency are breakdown of some plant and machinery, fire accidents etc.
2. DEGREE OF UNCERTAINITY: Profitability is directly related to risk, higher the profits, greater is the risk or uncertainty. Capital budgeting involves prediction of future so the amount of risk is high.

3. CONTINUOUS CASH FLOWS: Sometimes, a project with some lower profitability may be selected due to constant flow of income as compared to another project with an irregular and uncertain inflow of income.
4. INTANGIBLE FACTORS: Sometimes, a capital expenditure has to be made due to certain emotional and intangible factors such as safety and welfare of the workers, prestigious project, social welfare, goodwill of the firm etc.

5. AVAILABILITY OF FUNDS: As the capital expenditure generally requires large funds, the availability of funds is an important factor that influences the capital budgeting decisions. A project how so ever profitable may not be taken for want of funds and a project with lesser profitability may sometimes be preferred due to lesser pay-back period for want of liquidity.

6. FUTURE EARNINGS: A project may not be profitable as compared to another one today, but it may promise better future earnings. In such cases, it may be preferred to increase future earnings.

LIMITATIONS OF CAPITAL BUDGETING:
· The use and effectiveness of existing capital equipment is not monitored or evaluated as part of priority setting activities

· The level of expertise among members of capital budgeting committees with regard to the equipment often is limited.

 THE CAPITAL BUDGET EVALUATION PROCESS:

           Many companies follow a carefully prescribed process in capital budgeting. The process usually includes the following steps; Project proposals are requested from department’s plants and authorized capital budgeting.

Capital Expenditure is an out lay of cash for a project that is expected to produce a cash flow over a period of time exceeding one year. Example of projects include investments in property, plant, and equipment, research and development projects, large advertising companying, or any other project that requires a capital expenditure and generates a future cash flow.

Because capital expenditures can be very large and have a significant impact on the financial performance of the firm, great importance is placed on project selection. This process is called capital budgeting.

CAPITAL BUDGETING PROCESS: 
       Capital budgeting is a complex process as it involves decisions relating to the investment of current funds for the benefits to be achieved in future and the future is always uncertain. However, the following procedure may be adapted in the process of capital budgeting .There are five stages in the capital budgeting process.
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· Identification of investment opportunities:

The capital budgeting process begins with the identification of potential investment opportunities. Typically, the planning body (it may be an individual or committee organized formally or informally) develops estimates of future sales which identifying required investment in plant and equipment.

· Assembling of investment proposals:

Investment proposal identified by the production department and other department are usually submitted in a standardized capital investment proposal form. Generally, most of the proposal before they reach the capital budgeting committee or viewed from different angle. It also helps in creating a climate for bringing about co-ordinations of interrelated activities.

· Decision Making:

 A system of rupee gateways usually characterized capital investment decision making. Under this system executive are vested with the power to pay investment proposals up to certain limits.

· Preparation of Capital Budgeting:

       Projects involving smaller out lays and which can be decided by executives at lower levels are often covered by a blanket appropriation for expenditures action. Projects involving larger outlays are included in the capital budget after necessary approvals. Before under facing such projects an appropriation order is usually required. The purpose of this check is mainly to ensure that the funds position of the firm satisfactory at the time of implementation.

· Implementation:

        Translating an investment proposal in to a concert project is a complex, time consuming, and risk-fraught task. 

· Performance review:

Performance review, or post – completion audit, is a feedback device. It is a means for comparing actual performance with projected performance. It may be conducted, most appropriately. When the operation of the project have stabilized. It is useful several ways. It throws light on how realistic were the assumption underlying the project.  It provided a documented log of experience that is highly valuable for decisional making.

TYPES OF CAPITAL BUDGETING DECISION:
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Expansion:

The company may have to expand its production capacities on accounts of high demand for its products or inadequate production capacity. This will need additional capital equipment.

Diversification:

A company may intend to reduce its risk by operating in several activities. In such a case capital investment may become necessary for purchases of new machinery and facilities to handle the new product.
Replacement:

       The replacement of fixed assets in place of existing assets, either being worn out or become out dated on account of new technology.

Research and Development:


         Large sums of money may have to be spent for research and development, in case those industries where technology is rapidly changing. In such cases large sum of money are needed for research and development activities. So these are also included in the proposals of Capital Budgeting.

Miscellaneous Proposals:
       A Company may have to invest money in projects, which do not directly helping achieving profit-oriented goals. For example, installation of pollution control equipment   may be necessary on account of legal requirements. Therefore, funds are required for such proposal also.

CAPITAL BUDGETING INVESTMENT:




















OVERVIEW OF CAPITAL BUDGETING:
           Capital Expenditure Management or Capital Budgeting is concerned with planning and control of Capital Expenditure. Capital Budgeting is defined as the acquisition of durable productive facilities in the expectations of future gains. It consists of Physical Capital like Plant & machinery, Buildings and other machinery. Capital Budgeting is the planning of expenditure where return will be available beyond one year time interval. It is the process of developing in advance whether a concern should commit its resources to a project or not whose benefits are spread over several time periods. It involves the current outlay of cash in return for an anticipated flow of future benefits and these benefits are available in the long run. Therefore, Capital Budgeting refers to a long-range Capital investment programmers and is translated in to Annual Budget Outlay and may relate to National Five-year Plans.


It is evident from the above that the Capital Budgeting is decision making of the organization to invest its current finances most efficiency in long-term  productive activities with expectations of flow of future benefits of a long period. The crux of the Capital Budgeting is the allocation of available resources of the organization to the various investment proposals, as the demand on resources is almost always higher than the availability of resources. Given the importance of Capital Budgeting, the decision regarding investment, Management faces the challenging task of allocating the limited available resources in a manner that would maximize the profits or the objectives of the organization.

Financial Management, in the modern sense of the term can be broken down in to four major decisions as functions o finance, they are:-

1. The investment or long-term asset-mix decisions.

2. Financing or capital-mix decision.

3. Dividend or Profit allocation decision.

4. Liquidity or Short-term asset-mix decision.

 SHAPE  \* MERGEFORMAT 



 INVESTMENT DECISION:

It is broadly consigned with investment project assets. The main idea is maximization of owner’s wealth. Decision is taken to maximize of equity shareholder. Investing the funds in a proper way helps in additional revenues and reducing costs.

FINANCING DECISION:
The major second decision of the firm is the financing decision. This is mainly concerned with mobilization of funds. Here, the financial manger is concerned with determining the best financing mix or capital structure for his firm. The management will decide how much funds should be raised from outside public and financial institutions.
SOURCES OF FINANCE:

1. Equity Share Capital 

2. Preference Share Capital 

3. Debenture Capital 

4. Long Term Loans from Financial Institutions.

5. Public Deposits.

6. Reserves and surplus

DIVIDEND DECISION:


Dividends refer to that portion of a firm’s net earnings, which are paid out to the shareholders. Dividend decision has got two alternatives, one is declaring immediately and issuing in the form of cash / bonus shares to the shareholders Or retaining them with the firm for further investment proposals.

Dividend decision will have impact on value of the firm and its final objective is to maximize the shareholders’ wealth.

LIQUIDITY DECISION:

            The function of financial management is to review and control decisions to commit funds to new or ongoing uses thus, in addition to raising funds, financial management is directly concerned with production, marketing and other functions, within an enterprise whenever decisions are made about the acquisition or distribution of assets.

TECHNIQUES OF CAPITAL BUDGETING:

1) Traditional or undiscounted cash flow

2) Discounted or time adjusted cash flow             

MODERN TECHNIQUES OF CAPITAL BUDGETING :
 
The methods of appraising Capital expenditure proposals can be classified in to 2 broad categories known as Traditional and Time adjusted. The Traditional methods are called as Non-discounting methods and Time adjusting methods are called Discounting method.

THE TRADITIONAL METHODS INCLUDE:
a) AVERAGE RATE OF RETURN.

b) PAY BACK PERIOD.

c) IMPROVED APPROACH TO PAY BACK PERIOD METHOD.

· Post Payback Profitability method.

· Payback Reciprocal method.

· Post Payback period method.

· Discounted payback method.

THE DISCOUNTING METHODS INCLUDE:
a) NET PRESENT VALUE.

b) INTERNAL RATE OF RETURN.

c) PROFITABLITY INDEX.
TRADITIONAL METHODS:
A) AVERAGE RATE OF RETURN

Average rate of return is also known as accounting rate of return method. It is based on accounting information (Profit) rather than cash flows. ARR is a technique the helps us in knowing the return expected from the particular project, from which decision can be made to accept or reject the investment proposal. Accounting to the ARR as accept / reject criterion, the actual ARR would be compared with the predetermined or a minimum required rate of return or cut off rate. A project can be accepted if the actual ARR is higher than the minimum desired ARR, otherwise it is liable to rejected. ARR depends upon profit after depreciation and tax (PAT). ARR neglects the scrap value. The time value of money is not taken in to consideration.

ARR= 
AVG. ANNUAL PROFITS AFTER TAX     X 100  





AVG. INVESTMENTS 

ACCEPT/REJECT CRITERIA:

The actual rate of return is compared with predetermined or minimum required rate of return or cut off rate. A project would qualify to be accepted, if the actual average rate of return is higher than the minimum desired average rate of return. If more than one alternative proposal is under consideration, the average rate of return may be arranged in descending order of magnitude starting with the proposal with the highest average of return.

MERITS:

· It is simple to understand and easy to calculate.

· The entire stream of income is used to calculate the average rate of return.
DEMERITS:

· It uses accounting income instead of cash flows.

· It does not take into account the time value of money.

· The average rate of return criterion of measuring the worth of investment is not differentiated between the size of the investment required for each project.

· It does not take into consideration any benefits which can accrue to the firm from the sale or abandonment of equipment which is replaced by the new investment.
B) PAY BACK PERIOD

Payback measures the number of years required for the cash flow after tax to payback the original outlay required in an investment proposal. It depends up on cash inflows before depreciation and after tax. Payback period does not consider the scrap value. There are two ways of calculating the payback period.

The first method can be applied when the cash in flows are uniform.



PBP = 

TOTAL INVESTMENT




CONSTANT ANNUAL CASH IN FLOWS

If the calculated payback period is les than the standard, project is accepted and vice versa.


The second method is used when a project’s cash flows are not equal and vary from year to year. Pay back period is calculated by the process of cumulating cash flow till the time when cumulative cash flow becomes equal to the original investment outlay.

C)
IMPROVED APPROAH PAYBACK PERIOD METHOD

The payback period method can be used in evaluating the profitability of short term and medium term capital investment proposals. But the limitations for this method are that it does not take in to account the cash inflows earned after payback period and hence the true profitability of the project cannot be assessed. The following methods are developed to consider various other factors to the, projects, which need their application.

· Post Pay back Profitability Method:
This method considers the returns receivable beyond the pay period. These returns are called post payback profits.


Post Payback Profitability Index = Post Payback Profits    x  100






                           Investment


· Payback Reciprocal method:
Sometimes, payback Reciprocal method is employed to estimate the internal rate of return generated by a project. Payback reciprocals can be calculated as under:

Payback Reciprocal =   Annual cash in flows




              Total Investment
Conditions to use this method:

(1) Equal cash inflows are generated every year.

(2) The project under consideration has a long life,

Which must be at least twice the payback period?

· Post payback Period method:
One of the limitations of payback period method is that it ignores life beyond the payback period. Post payback period method takes in the account the period beyond the payback method this is known as Surplus Life over payback method. According to this method the project that gives the greatest post payback period may be accepted.

Conditions to use this method:
(1) Where the projects under consideration do not differ significantly as to their size.

(2) The expected cash inflows are even throughout the life of project.

· Discounted Payback method: 

This is developed due to the payback period method that it ignores time value of money. Hence, an improvements is made where the p[resent values of all inflows are cumulated in order of time. The time period at which the cumulated present value of cash inflows equals the present value of cash outflows in known as discounted payback period. The project, which gives a shorter discounted payback period, is accepted.
ACCEPT-REJECT CRITERION:
                   The payback period method can be used as a decision criterion to accept or reject investment proposals. If a single investment is being considered, if the annual pay back period is less than the pre-determined payback period the reject will be accepted, if not it would be rejected.

When mutually exclusive projects are under consideration, they may be ranked according to the length of the pay back period. The project with shortest payback may be assigned rank one and so on.

MERITS:

· It is the best method in case of evaluation of single project.

· It is easy to calculate and simple to understand.

· It is based on cash flow analysis.

DEMERITS:

· It completely ignores all cash flows after the pay back period.

· It completely ignores time value of money.

DISCOUNTING METHODS:


This is known as discounted cash flow or Time adjusted techniques. The Discounted cash flow Capital Budgeting technique is that which takes in to consideration the time value of money while evaluating the cost and benefits of a project.

A) NET PRESENT VALUE:
NPV may be defined as the summation of the present values of the cash proceeds (CFAT) in each year minus the summation of present cash values of the cash out flow. NPV depends up on the cash inflows before depreciation and after tax. Scrap value is considered. If the NPV is positive, proposal will be accepted and if it is negative, proposal is rejected.

 NPV
=    n


              ∑
           CFt - CFo

             t =1  
(1+K)t
where:
CFt = Annual cash inflows from year 1 to n


CFo = Initial investment


K    = Cost of capital / required capitalization rate
ACCEPT/REJECT CRITERION:

If NPV>Zero, Accept      and    If NPV<Zero, Reject

In case of mutually exclusive projects, the various proposals would be ranked in order of descending order. The proposal with higher NPV is to be accepted
MERITS:
· It recognizes the time value of money.

· It is sound method of appraisal as it considers the total benefits arising out of the proposal over its lifetime.

· A changing discount rate can be build into the NPV calculation by altering the denominator. This rate normally changes because longer the time span, lower the value of money and higher the discount rate.

This method is very useful for selection of mutually exclusive projects.

DEMERITS:

· It is difficult to calculate as well as understand.

· The present value method involves the calculation of required rate of return to discount the cash flows, which present serious problems.

· It is an absolute measure.

This method may not give satisfactory results in case of projects resulting in case of projects having different effective lives
B) INTERNAL RATE OF RETURN:
The IRR can be defined as that which equates the present value of each inflow with the present value of cash outflow of an investment. In other words, it is the discount rate at which the ~V of a proposal works out to be Zero. Calculated IRR is compared with the required rate of return, the project is accepted if calculated IRR is more than the required rate of return.

IRR = 
     n


              ∑
           CFt = CFo

             t =1  
(1+K)t
Interpolation method,
IRR = rl + P.V of cash inflows at rl – P.V of cash outflow  X(rh-rl)


          P.V of cash inflows at rl – P.V of cash inflow at rh 

r = Interest rates ( l = Lower, h = Higher)

ACCEPT/REGECT CRITERION:
1. Accept the proposal if the IRR is higher than or equal to minimum required rate of return i.e. the discount rate or cut off rate otherwise reject it.

2. In case of alternative proposals, one with higher IRR has to be accepted as long as the IRR is greater than the discount rate.

MERITS:

· It recognizes the time value of money.

· It considers all cash flows occurring over the entire life of the  project to calculate its return or return.

· It is consistent with the shareholder’s wealth maximization objective.

DEMERITS:

· It gives misleading and inconsistent results when the NPV of a project does not decline with discount rates.

It also fails to indicate a correct choice between mutually exclusive under certain situations.
C) PROFITABILITY INDEX OR BENEFIT COST RATIO: 

It is the ratio of the present value of the cash inflow at the required rate of return to the initial cash outflow of the investment. Using the Pl a project will qualify for acceptance if its Pl exceeds one. The NPV will be positive when the Pl is greater than one and will be negative when the Pl is less than one. Thus, NPV & Pl approaches give the same results regarding the investment proposal. The selection of project with the Pl method can also be done on the basis of ranking. Pl depends up on cash inflows before depreciation and after tax. It takes in to consideration the scrap value. The formula to calculate Profitability Index or Benefit Cost Ratio is as follows.

                                                                   n
Pl = Total Present Value of Cash inflows     =  ∑
           CFt 
       Total Present Value of Cash outflows    t=1  
(1+K)t








  CFo


ACCEPT/REJECT CRITERIA:

· If P1>1, accept the proposal on the other hand

· If P1<1, reject the proposal

· In case of the alternative proposals, the project with higher PI has to be accepted.

MERITS:

· It gives due consideration to the time value of money.

· Since the present value of cash inflows is divided by initial cash outflows it is a relative measure of the project’s profitability.

DEMERITS:

· It is difficult to understand.

· It involves more computation than traditional methods.

CHAPTER-V

DATA ANALYSIS
&
INTERPRETATION

DISCOUNTING METHODS

CALCULATION OF NET PRESENT VALUE

	Years
	CFAT  Rs. in lakhs
	PV@15%
	Present Values

	1
	-128
	0.870
	-111.36

	2
	-10
	0.756
	-7.56

	3
	106
	0.658
	69.748

	4
	96
	0.572
	54.912

	5
	763
	0.497
	379.211


Total present Value of Cash Inflows   = 384.951
Less: Initial Cash Outflows
          = 330.000

                                            NPV     =   +54.951
   Decision Making: NPV is positive, hence it can be accepted.

     From the above table it is observed that in the first two years the present values of cash inflows were negative i.e, -111.36 & -7.56. In the last three years of the study period the cash inflows were positive. Thus, the respective present values of cash inflows are  69.748,  54.912 & 379.211. The discount rate is taken at 15%. The Net Present Value of the project is positive at the end of fifth year. The project may be acceptable.


INTERPRETATION:

The above graph shows cash flows generated by the project for 5 years. Through the present value of cash inflows were generated negative cash flows for the years 1 & 2, the reason for negative cash inflows during the first two years of the project is due to shortage of required spare parts and sales could not be generated adequately. Later it has generated positive result and NPV is more than 0. So the project is acceptable.

CALCULATION OF INTERNAL RATE OF RETURN


The internal rate of return is also calculated including the Net Present Value under this form to know the return after discounting method.

Cash inflows = -128 + (-10) + 106 + 96 + 763 = 827
Average Annual Cash Flows = 827 /5= 165.4

Fake Payback Period =
Initial Outlay





Avg. Annual Cash Flows

                                  =   330.0
                                        165.4

                                  =   1.99
By seeing the annuity tables, 1.99 lies in between 15% & 27%. So IRR lies in between 15% & 27%. IRR can be calculated by using interpolation formula.

	 Years
	         CF
	       PV@27%
	         Present Values

	1
	   -128
	      0.7874
	-100.7872

	2
	   -10
	      0.620
	-6.2

	3
	   106
	      0.4881
	51.7386

	4
	    96
	      0.3844
	36.9024

	5
	   763
	      0.3026
	230.8838








   Difference 

 Required PV
330.000                    |54.951|
PV @ 15%

384.951

                                                              |172.4134|

PV@ 27%

212.5376           
         12%
By interpolatation method IRR is 

= 15+12[54.951/172.4134]
= 15+3.81

= 18.81% 

At 15% discount rate is positive. As the IRR is calculated on trail-and-error method, a higher discount rate has to be taken to discount the cash inflows. Arbitrarily 27% discount rate is applied. By discounting the cash inflows at 27%, present value of cash inflows is lower than the investment.


Thus, IRR is in between 15% and 27%. By applying interpolation method IRR is arrived at 18.81%.    
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INTERPRETATION:

 In the above graph, the graph can be taken by considering the years and present values. Negative values in the present values of cash inflows for the first two years appear. The internal rate of return is greater than the required rate of return.
         Required return k0 = 15%
         Internal rate of return(r) = 18.81%

         So, r > k0

The profitability on the project (r) is higher than the cost of funds ( or required return) k. the project is acceptable.  
CALCULATION OF PROFITABILITY INDEX
	  Years
	         CFAT
	          PV@15%
	                         Present Values

	1
	-128
	0.870
	-111.36

	2
	-10
	0.756
	-7.56

	3
	106
	0.658
	69.748

	4
	96
	0.572
	54.912

	5
	763
	0.497
	379.211



Profitability Index    =
Present Value of Cash Inflows





         Initial Outlay

                                      =

384.951





330.000     

                                       =        1.16                                                                                                                                                                    

The profitability index is greater than 1, hence it can be accepted.

The present values of cash flows are discounted with cost of funds or required return or capitalization rate. Here, the discounting is 15%. The process of discounting cash inflows is similar to that Net Present value method. But in respect of profitability index, the total present value of cash inflows is divided by initial outlay (or present value of cash outflows). 
In case of the profitability index, the value is 1.16. The decision rule is                
                  n

                  ∑       CFt 
                  t=1  
(1+K)t   >  1
Co



The project is acceptable.
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INTERPRETATION:
 In the above graph, the graph can be drawn by taking into consideration of years and present values. We get the negative values in the present values for the first two years. The PI is high in the last year. This is due to that we find the more profitability in the last 2 years due to the low risk. Due to the high risk we get the negative value in the first 2 years. When calculating we get the profitability index is greater than 1.  So we can accept the profitability index.

 CALCULATION OF PAY BACK PERIOD

  The payback period calculation for the investment made for the calculated in for financial feasibility. 

Pay Back period represents the length of time required for the stream of cash proceeds produced by the investment to be equal to the original cash outlay, i.e. the time required for the project to pay for itself.

	 Particulars 


	 2007-08

	 2008-09

	 2009-10

	 2010-11

	 2011-12


	Cash    inflows
	-128
	   -10
	106
	96
	763

	 Un-realized  cash      
	458

	468

	362
	266
	0


        In 2007-2008 cash inflows are negative. So at the end of the year the required funds to be recorded is investment + loss i.e, Rs. 330+128 = Rs. 458. In the second year (2008-09), because of loss, the amount to be recorded is Rs. 468. The project yields positive cash inflows of Rs. 106 in 2008-09 and as a result, the recoverable amount decreased at Rs. 362. 
Similarly in 2010-11 the recoverable amount is Rs. 266. In the fifth year 2011-12, the cash flows are Rs. 763 which is larger than Rs. 266.


The payback is 4years and a fraction of fifth year. The fraction can be calculated as follows:

Cash flows Rs. 763 is for 365 days required cash flows 266 is …..?



365*266 = 127.25 days  

                        763

= 4 months and 7 days.

Thus payback period is 4 years, 4 months and 7 days.                                                                                                                              
CALCULATION OF AVERAGE RATE OF RETURN 
Statement of profit after taxes:
	      Year 
	    PAT

	    2007-08
	-194

	    2008-09
	     -76

	    2009-10
	      40

	    2010-11
	      30

	    2011-12
	      697

	 Total 
	      497


ARR =   Average Annual Profits After Taxes (PAT)      X   100


    Average investments over the life the project

          Average PAT = 497/ 5 = 99.4
   Average investment = salvage value + ½ (cost of machine-salvage value)

                                       = 0+ 1/2(330 – 0) = 165

Therefore 
ARR= (99.4/165)* 100 

                                   = 68.24%
Average rate of return (AR) is observed to be very high at 68.24%. This rate is several times higher than required return of 15%.





ARR > k





68.24% > 15%.

ARR is just above 4 times of required return or cost of funds. Hence, the project is acceptable.

Comparative Analysis:

1. Net Present Value (NPV) = Rs. 54.95.

2. Internal Rate of Return (IRR) = 18.81%.

3. Profitability Index (PI) = 1.16.
4. Payback Period (PB) = 4 years, 4 months and 7 days.

5. Average Rate of Return (ARR) = 68.24%.

The project is acceptable with the assessment of all the above mentioned method.

CHAPTER-VI
               FINDINGS & SUGGESTIONS

               BIBLIOGRAPHY
FINDINGS

             The study concerned with the Capital Budgeting with reference to INCAP LMITED. The data is collected, organized, analyzed and interpreted. 

The following findings are obtained from the analysis of data.                                    
· The payback period is 4 years, 4 months and 7 days.

· Net present value is 54.951. Here NPV is marginal. However it can be accepted as the present value of cash flows yields positive outcome.
· The Internal rate of return is 18.81% which is higher than cost funds (15%). 
· The profitability index is 1.16.
Here the profitability index is greater than 1, so the project is accepted.

· The average rate of return is 68.24% and it is considered to be higher than the required rate of return (15%).
· INCAP LIMITED has a good organization culture, excellent working environment and a very precious asset that is highly dedicate, hardworking, well qualified efficient and knowledgeable workforce.

· Incap Limited is having enough financial resources for investment.

· The finance dept of Incap Limited is directly linked with the top management.

· The finance department looks after allocation of funds, auditing, costing & accounting of financial resources of the organization.

SUGGESTIONS
· The payback period is 4 years, 4 months and 7 days. It is because, negative cash inflows in the first two years, marginal (or lower) cash inflows in the following year. The payback period is extended beyond 4 years.
· The Net Present Value is marginal. The cost fund is 15% which may be considered to be higher side.

INCAP management may negotiate with financial institution; commercial        banks and other investment companies to lend long- term funds at lower rate.
The after tax rate of funds 15% is higher side. The financial manager may think of revise the capital structure by adding some more term loans or bonds at lower interest rate. Reduces overall cost of capital. 
· The value of the profitability index is greater than 1 because of the constant cash outflows.
· The firm could re-invest at 18% its profits. So, it can have expansion of production facilities and increase its profitability. Plough-back of its profits help INCAP to improve its size, funds and market image. Team work and inter departmental co-ordination must be elevated to finish the jobs within the stipulated time.  
·  The management and employee should trust on each other to overcome the crisis situation by performing the entrusted jobs properly. 
· To sustain in the competition market, it has to make better positioning its output.
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