Theme 3: Business decisions and strategy
3.3 Decision-making techniques
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	(a) Simple payback
(i)Watch the clip https://www.youtube.com/watch?v=kEsZKO87TlU and answer the following questions:
· What is Investment appraisal?
· What are the 3 main methods of investment appraisal?
· How is the payback method measured?
· What is the definition for the actual term payback method?

	THIS IS THE RECALL COLUMN
What questions do you have for Mr Sultan Ahmed about the concepts you have just made notes on?




































	
Write your notes to the above questions in this box
















































	THIS IS THE NOTES COLUMN FOR 3.3.2 Investment appraisal 

	(d) Calculations and interpretations of figures generated by these techniques
Continue watching the YouTube clip and https://www.youtube.com/watch?v=kEsZKO87TlU and fill in the empty spaces with the figures shown in the clip.
*Don't just copy but make a REAL effort to understand why the figures you write down are the correct figures.

	THIS IS THE RECALL COLUMN
What questions do you have for Mr Sultan Ahmed about the concepts you have just made notes on?




































	
Write your notes to the above questions in this box
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	(d) Calculations and interpretations of figures generated by these techniques
· Why does the payback period occur between year 3 and 4?
· How do you calculate the precise payback period? (this can be found in the same video clip)

	THIS IS THE RECALL COLUMN
What questions do you have for Mr Sultan Ahmed about the concepts you have just made notes on?























	
Write your notes to the above questions in this box
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	(e) Limitations of these techniques (payback period)
· What are 2 benefits of using this technique?
· What are 2 limitations of using this technique?

	THIS IS THE RECALL COLUMN
What questions do you have for Mr Sultan Ahmed about the concepts you have just made notes on?























	
Write your notes to the above questions in this box



































	THIS IS THE SUMMARY SECTION
Fill in this section within a day of the lesson
Revise the notes and questions you have written and write a summary of the information in this section
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2. Calculations 1.  Net annual cash flows on an investment are forecast to be: 
				£000
	Now			(600)
	End of year 1		100  
	End of year 2		400
	End of year 3		400
	End of year 4		180
Calculate the pay-back period 
_____________________________________________
4. Calculations 2.  Calculate Payback Period and ARR for the two options:
			Uber				We
Initial Outlay		(£200,000)			(£250,000)

Projected Net Cash Flows:
Year 1			£100,000			£40,000
Year 2 		£100,000			£60,000
Year 3 		£80,000				£100,000
Year 4			£60,000				£120,000
	Your Answers
	Payback Period

	Uber
	

	We
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Investment Appraisal-Payb

Simple Example of Payback

A manufacturer of chocolates
is planning to invest £500,000
in a new, state-of-the-art
chocolate-moulding machine.
This will enable the business
to increase production
capacity and revenues,
generating significant extra
profit.
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Investment Numbers

Investment (cash outflow) (500,000) (500,000)
Net Cash Inflows 100,000
Net Cash Inflows 150,000
Net Cash Inflows 175,000

Net Cash Inflows 150,000
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Investment (cash outflow)

Net Cash Inflows

Net Cash Inflows

Net Cash Inflows

Net Cash Inflows

100,000
150,000
175,000

150,000
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10wn in Table 3. next step is to calculate the profit per annum by dividingg
In this example project C would be chosen because it has profit by the number of years the project runs for, ie £20)

Question 1.

Delrose Associates is a full service digital marketing agency. The company offers a blend of
consultancy and creativity, resulting in fully managed, highly successful online marketing
campaigns. Delrose has clients in a variety of sectors including consumer, corporate, commercial,
retail and not-for-profit. Their main work is developing targeted campaigns to drive quality traffic to"
websites using hi st-effective methods.
ging director of the company recognised the need for a new computer
ne research into three new systems and put together the financial

cted net cash flows from three new computer systems

Capital cost 2007
24,000 6,000
37,000 8,000

12,000 4000





