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Pickins Mining’s Project Analysis

Introduction 
Investment decision making can be a tough exercise without the employment of capital budgeting tools. The most applicable methods are discussed as follows; payback period is the length of time that is required for an investment to produce profits that are equal to initial outlay. Longer payback periods are not to be desired for most investments (Brunzell et al., 2013). On the other hand, profitability index seeks to reveal the relationship between the benefits and costs of a potential project. It is obtained by dividing the sum of initial outlay and the present value of future cash flows by the starting outlay. Internal Rate of Return is a tool used to measure that potential profitability of a project at hand. It equates the net present value of future cash flows to zero (Turner & Guilding,2013). 
Calculating Cash Flows
Year 0
The cost of the equipment + working capital 46,000,000+2,775,000= 48,775,000
Calculating working capital (55,490,000*5%) =2,775,000
PVIF at 12%
PV= (48,775,000) *1= (48, 775,000)
Year 1
Revenue from the contract 450,000*65= 29,250,000
Revenue from additional tones 770,000-450,000=320,000*82=26240,000
Total revenue 29,250,000+26240, 000=55,490,000
Costs 
Variable cost 770,000*26= 2002,000
Fixed cost 3,900,000
Depreciation 6,578,000
Income before tax 55,490,000-(2002,000+3,900,000+6,578,000) =24,992,000
Taxation 38%/100*24,992,000= 9,497,000
Income after tax 24,992,000-9,497,000=15,495,000
Add Depreciation 6,578,000+15,495,000
[bookmark: _GoBack]Net Cash flow= 22,073,000
Less working capital 246,000
Cash Flow = 22,073,000-246,000=21,827,000
PV=21,827,000*0.8929=19,488,390
Year 2
Revenue from the contract 450,000*65= 29,250,000
Revenue from additional tones 830,000-450,000=380,000*82=31160,000
Total revenue 29,250,000+31160,000=60,410,000
Costs 
Variable cost 830,000*26=21580,000
Fixed cost 3,900,000
Depreciation 11,270,000
Income before tax 60,410,000-(21580,000+3,900,000+11,270, 000) =23,660,000
Taxation 38%/100*23,660, 000= 8,991,000
Income after tax 23,660,000-8,991,000=14,669,000
Add Depreciation 14,669,000+11,270,000
Net Cash flow= 25,939,000
Less working capital 82,000
Cash Flow = 25, 939,000-82,000=25,857,000
PV=25,857,000*0.7972=20,613040
Year 3
Revenue from the contract 450,000*65= 29,250,000
Revenue from additional tones 850,000-450,000=400,000*82=32,800,000
Total revenue 29,250,000+32, 800,000=62,050,000
Costs 
Variable cost 850,000*26=22,100,000
Fixed cost 3,900,000
Depreciation 8,050,000
Income before tax 62,050,000-(22,100,000+3,900,000+8,050,000) =28,000,000
Taxation 38%/100*28,000,000
= 10,640,000
Income after tax 28,000,000-10,640,000=17,360,000
Add Depreciation 17,360,000+8,050,000
Net Cash flow= 25,410,000
add working capital 451,000
Cash Flow = 25,410,000-451,000= 25,861,000
PV=25,861,000*0.7118=18,407,350
Year 4
Revenue from the contract 450,000*65= 29,250,000
Revenue from additional tones 740,000-450, 000=290,000*82=23,780,000
Total revenue 29,250,000+23,780,000=53,030,000
Costs 
Variable cost 740,000*26=19,240,000
Fixed cost 3,900,000
Depreciation 5,750,000
Income before tax 53,030,000-(19,240,000+3,900,000+5,750,000) =24,140,00
Taxation 38%/100*24,140,00
= 9,173,000
Income after tax 24,140,00-9,173,000=14,967,000
Add Depreciation 14,967,000+5,750,000
Net Cash flow= 20,717,000
add working capital 2,652,000
Cash Flow = 20,717,000-2,652,000= 23,368,000
PV=23,368,000*0.6355=14,850,790
Year 5
Depreciation 4,094,000
Income before tax (4,094,000)
Taxation 38%/100*4,094,000
= 1,556,000
Income after tax (4,094,000) +1556,000= (2,538,000)
Add Depreciation 4,094,000
Net Cash flow= 1,556,000
Reclamation cost (5,500,000)
Cash Flow = 1,556,000+(5,500,000) =3,944,000
PV= (3,944,000) *0.5674= (2,237,930)
Year 6
Depreciation 4,094,000
Income before tax (4,094,000)
Taxation 38%/100*4,094,000
= 1,556,000
Income after tax (4,094,000) +1,556,000= (2,538,000)
Add Depreciation 4,094,000
Net Cash flow= 1,556,000
Tax saving on charity 2,625,000
Cash Flow = 1,556,000+2,625,000=4,181,000
PV=4,181,000*0.5066=2,118,220
Year 7
Depreciation 4,094,000
Income before tax (4,094,000)
Taxation 38%/100*4,094,000
= 1,556,000
Income after tax (4,094,000) +1556,000= (2,538,000)
Add Depreciation 4,094,000
Net Cash flow= 1,556,000
PV=1,556,000*0.4523=703,860
Year 8
Depreciation (2,070,000)
Income before tax (2,070,000)
Taxation 38%/100*2,070,000
= 787,000
Income after tax (2,070,000) + 787,000= (1,283,000)
Add Depreciation 4,094,000
Net Cash flow= 2,811,000
PV=2,811,000*0.4039=1,135,3630
Analysis 
Calculation of payback period, PI, NPV, IRR
NPV= (48,775,000) +19,488,390+20,613040+18,407,350+14,850,790+(2,237,930) +2,118,220+703,860+1,135,3630=25,797,160
IRR=25,797,163/(1+r)-48,775,000=0
IRR=34.09%
PI= (NPV + Initial outlay) ÷ Initial Investment (Nurullah & Kengatharan 2015).
  = (48,775,000+25,797,160)/ 48,775,000
   =1.53
Payback period
2+(18,407.35/48,775.00) =2.04 Years.
Conclusion 
Since the NPV is positive and the IRR is higher than the required rate of run the project should be accepted. The payback period is also relatively short. Consequently, the profitability index is higher than 1 and hence the project is attractive and should be considered.
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