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Economics, like other fields, is rich with terms that seek to describe certain concepts. These terms guide people into understanding discrete fields better, specifying the area on which to focus. In this assignment, we are going to look at Profitability Index (PI).
Definition
According to Schill (2020), the Profitability Index is a financial tool used to indicate whether a business is worth venturing or not. It is also reffered to as Value Investment Ratio (VIR). The purpose is to assess whether a business idea/proposal should be accepted or rejected. By calculating the projected costs against the gains, the index is a ratio of the present market value of the business against the capital investment required.
Profitability index in use
A profitability margin greater than 1 deems a business attractive, while one that is less than makes it not worth venturing (Gurau, 2012).
A company named Doka seeks to venture into a franchising business. From research, they have realized that the initial cost of the business is about $ 88 million. Also, they have learned that the present value of cash flow projections is $110 million. 
1. What is the Profitability Index of this venture? 
PI = $ 110,000,000/88,000,000
= 1.25 
Since the PI index is greater than one, we can conclusively say that the project is profitable. 
2. Is the project worth venturing?
Even though the project is profitable, the PI ratio is not excellent enough. The company needs to consider other projects that have a greater Profitability Index.
Many start-up businesses fail from failure to conduct practical viability assessments of business due to a lack of knowledge or sufficient information about the nature of the market. Tools such as Profitability Index, in the hands of an expert, can be used o predict the direction in which a business will go. The profitability Index can also be conducted routinely during the running of a business. It is an excellent tool in assessing whether investors should continue in the venture, invest more or less, or look for other ventures.
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