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Capital Budgeting
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Capital Budgeting
Part 1
By the use of the high-low formula, evaluate the fixed elements and variable elements.

Total cost = variable costs + fixed costs. High-low formula is used in evaluation of variable cost placed in each unit (Stankeviciene et al., 2017). Total cost of August summed up to $14940. In addition, 10000 units were generated.

Month of August    High recording		$14,940 10,000	
Month of October   Low recording 		$11,200 7100	
						$3740   2,900	
Variable cost in each unit is $3740/2,900 equals $1.29
Total cost equals variable costs plus fixed costs
Fixed cost in August equals $2,043.45
Fixed cost in October equals $2,043.45

1. 8,000 units are generated by a company, evaluate total costs involved.
Total costs by 8,000 units are summed up below
	Variable amount cost equals $10,317.24
	Fixed amount cost equals $2,043.45
	Total amount cost equals $12,360.69
Part 2

Generation of a common product being effective is an optimist- forecast assumption. Thoughts by LaGrande dictate that high predictable results are medially in between pessimist and optimistic Forecasts.
Generation of such types of products need forecast return rates of up to 16% where funds to its preface is permitted by the management in top before. This is a theory learned by LaGrande .
LaGrande also learns that margins of contribution of the product are ought to be of 50%. However, they would increase up to 58% and decrease up to 42%. Production facilities worth $3million, advertisement fund and introduction of other products for $2.5million and working capital of $1.5million exampled by inventories are funds that would be included in the initial investment. Facilities produced would sum up values up to $800,000 in a period of 5 years.
Margin contribution sums to 58% 
Optimistic cash flow
	Year
	0 (000)
	1 (000)
	2 (000)
	3 (000)
	4 (000)
	5 (000)

	Working capital
	1,500
	
	
	
	
	

	Cash Flows (CF)
	7,000
	1,044
	2,204
	3,016,
	4,756
	8,216

	Sale
	
	1,800
	3,800
	5,200
	8,200
	10,200

	Salvage amount
	
	
	
	
	
	800

	Advertisement
	2,500
	
	
	
	
	

	Production facility
	3,000
	
	
	
	
	

	WC recovery
	
	
	
	
	
	1,500
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	1,044
	2,204
	3,016
	4,756
	5,916

	NPV (16%)
	Sums to 4,008.596
	
	
	
	
	


Pessimistic CF
	Year
	0 (000)
	1 (000)
	2 (000)
	3 (000)
	4 (000)
	5 (000)

	Working capital
	1,500
	
	
	
	
	

	Cash flows of the project
	7,000
	580
	812
	696
	580
	2,648

	Margin
	
	580
	812
	696
	580,000
	348

	Production facility
	3,000
	
	
	
	
	

	Sale
	
	1,000
	1,400
	1,200
	1,000
	600

	Advertisement
	2,500,000
	
	
	
	
	

	WC recovery
	
	
	
	
	
	1,500

	Salvage amount
	
	
	
	
	
	800

	NPV (16%)
	4,008.596
	
	
	
	
	



Average pessimist and optimistic CF expected 
	Year
	0 (000)
	1 (000)
	2 (000)
	3 (000)
	4 (000)
	5 (000)

	Working capital
	1,500
	
	
	
	
	

	Advertisement
	2,500
	
	
	
	
	

	Cash flow project
	7,000
	812
	1,508
	1,856
	2,668
	5,432

	Salvage amount
	
	
	
	
	
	800

	Sale
	
	1,400
	2,600
	3,200
	4,600
	5,400

	Margin
	
	812
	1,508
	1,856
	2,668
	3,132

	Recovery WC
	
	
	
	
	
	1,500

	Facility
	3,000
	
	
	
	
	

	NPV (16%)
	Sums to 69.509
	
	
	
	
	


Margin contribution equals 50%
Optimistic CF 
	Year
	(000)
	1 (000)
	2 (000)
	3 (000)
	4 (000)
	5 (000)

	Working capital
	1,500
	
	
	
	
	

	Project cash flow
	7,000
	900
	1,900
	2,600
	4,100
	7,400

	Sales
	
	1,800
	3,800
	5,200
	8,200
	10,200

	Facilities
	3,000
	
	
	
	
	

	Salvage amount
	
	
	
	
	
	800

	Margin
	
	900
	1,900
	2,600
	4,100
	5,100

	Advertisement
	2,500
	
	
	
	
	

	Recovery WC
	
	
	
	
	
	1,500

	NPV (16%)
	Sums to 2,641.211
	
	
	
	
	


Pessimistic CF 
	Year
	0 (000)
	1 (000)
	2 (000)
	3 (000)
	4 (000)
	5 (000)

	Working capital
	1,500
	
	
	
	
	

	Project cash flow
	7,000
	500
	700
	600
	500
	2,600

	Recovery WC
	
	
	
	
	
	1,500

	Margin
	
	500
	700
	600
	500
	300

	Sales
	
	1,000
	1,400
	1,200
	1,000
	600

	Advertisement
	2,500
	
	
	
	
	

	Facility
	3,000
	
	
	
	
	

	Salvage amount
	
	
	
	
	
	800

	NPV (16%)
	Sums to 4,150.317
	
	
	
	
	


Expected CF 
	Year
	(000)
	1 (0000)
	2 (000)
	3 (000)
	4 (000)
	5 (000)

	Working capital
	1,500
	
	
	
	
	

	Cash flow of the project
	7,000
	7,000
	1,300
	1,600
	2,300
	5,000

	Sales
	
	1,400
	2,600
	3,200
	4,600
	5,400

	WC recovery
	
	
	
	
	
	1,500

	Salvage amount
	
	
	
	
	
	800

	Advertisement
	2,500
	
	
	
	
	

	Facilities
	3,000
	
	
	
	
	

	Margin
	
	700
	1,300
	1,600
	2,300
	2,700

	NPV (16%)
	Sums to 754.553
	
	
	
	
	


Margin contribution equals 42%
Optimistic CF 
	Year
	(000)
	1 (000)
	2 (000)
	3 (000)
	4 (000)
	5 (000)

	Working capital
	1,500
	
	
	
	
	

	Project cash flow
	7,000
	756
	1,596
	2,184
	3,444
	6,584

	Margin
	
	756
	1,596
	2,184
	3,444
	4,284

	Salvage amount
	
	
	
	
	
	800

	Sales
	
	1,800
	3,800
	5,200
	8,200
	10,200

	Advertisement
	2,500
	
	
	
	
	

	Recovery WC
	
	
	
	
	
	1,500

	Facility
	3,000
	
	
	
	
	

	NPV (16%)
	Sums to 1,273.827
	
	
	
	
	


Pessimistic CF 
	Year
	(000)
	1 (000)
	2 (000)
	3 (000)
	4 (000)
	5 (000)

	Working capital
	1,500
	
	
	
	
	

	cash flow of the project
	7,000
	420
	588
	504
	420
	2,552

	Sale
	
	1,000
	1,400
	1,200
	1,000
	600

	Salvage amount
	
	
	
	
	
	800

	Margin
	
	420
	588
	504
	420
	252

	Advertisement
	2,500,000
	
	
	
	
	

	Recovery WC
	
	
	
	
	
	1,500

	Facility
	3,000
	
	
	
	
	

	NPV (16%)
	Sums to 4,431.057
	
	
	
	
	


Expected CF
	Year
	(000)
	1 (000)
	2 (000)
	3 (000)
	4 (000)
	5 (000)

	Working Capital
	1,500
	
	
	
	
	

	Cash flow of the project
	7,000
	588
	1,092
	1,344
	1,932
	4,568

	Project sale
	
	1,400
	2,600
	3,200
	4,600
	5,400

	Recovery WC 
	
	
	
	
	
	

	Margin
	
	588
	1,092
	1,344
	1,932
	2,268

	Salvage amount
	
	
	
	
	
	

	Advertisement
	2,500
	
	
	
	
	

	Facility
	3,000
	
	
	
	
	

	NPV (16%)
	Sums to 1,578.615
	
	
	
	
	


Margin contribution
	NPV
	58%
	50%
	42%

	Pessimistic (000)
	3,869.578
	4,150.317
	4,431.057

	Optimistic  (000)
	4,008.596
	2,641.211
	1,273.827

	Expected    (000)
	69.509
	754.533
	1,578.615




Product launch will only be effective following optimistic conditions. It increases risks to take up product launching. Thus, negative NPV makes it in-viable for the project. A negative NPV indicates that a project is very risky to invest in and hence the likelihood of failing remains high (Simon, 2015).
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