





® Discounting m

r



N
\

O

CASH ELOW DIAGRAMS g

® Graphic representation of cash outflow (costs) and inflow (revenue).
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® Convention is revenue (benefit) is plotted upward, and expenses (costs) is

plotted downward.

® All cash flows during a year are usually lumped into sums occurring at the end

of the year
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EXAMPLE

® Determine the present worth of each future payment ( PV=FV(1 + i)N)

® Sum these present worth(s) to determine the present worth of the entire series

of payments

@7 cash-flow.R = ‘

& (JSourceonSave Q /v i| ~ [~®Run | 5% | | % Source ~
# cash flow calculations
discount_rate <- 0.@3 # 3% interest rate
payments <- rep(100,10)
present_value <- numeric(@)
present_value <- @
for (1 in 1:10){ #find present value of the i-th year payment
present_value[i] <- payments[i]*(l+discount_rate)A(-1)
1
#add up all the present values
10 message("Present Worth of 1@ annual payments of $100 @ 3% interest is $",sum(present_value))
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10:72 | (Top Level) =

Console ~/

> source('~/Desktop/cash-flow.R")

Present Worth of 1@ annual payments of $10@ @ 3% interest is $853.020283677583
>




® Each mefho produce lor ‘of relative value
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g ives with

* Choose e alternatives having the

greatest present worth

= * If alternatives have intangibles that are approximately equal (policy), choose
/ the alternative having the least cost.




d o the next




rnative.

rn exceeds

“  |ess costly
alternati _alternatives in order of

increased costliness, tl 1e less costly side of each increment

(f being the most cos’rly“pb'é’r‘ hn fhis far.
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* If sets of mut ed, proceed to next part
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cost

| benefit /cost
tive. Continue the
q’ sﬁg costliness, the
alternative on the ess costly e of each inc ement being the most costly
project chosen thus far R——




\atives with

* Choose the ¢ e alternatives having the

greatest net annual be
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* Uncertain

® Uncertainty in recurring events (e.g. flooc g magnitude and times)
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g gd’rive (salvage)

cash flow if nec ary to e planning horizons
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® Compare on uniform basis over common analysis periods




