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Abstract: The purpose of this paper is to present efficiency of investments. Besides
that, answers to certain questions of investments efficiency, due to_practical
impossibilty to grasp all relevant interdependences investments altematives, present
approximation with different refiabilty interval
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1. Introduction

Since economical processes are by its nature complex results of economical analysis
of them, they must be enough clear and viewable so that decision about choice of
investment aternative be optimal and the cartier of the decision s completely
informed and aware why he has brought such decision. Efficiency investments
grades alone, as @ quanitive base for decision making, by structure and applied
methods changes and adjusts o type of investment project and aspect of analysis.
Besides that, answers to certain questions of investments efficiency, due to practical
impossibility to grasp all relevant interdependences invesiments alternatives, present
approximation with different reliabilfty interval. Scores basis of efficiency investments,
financial flows, 50 should be understood as *derived, analytical and synthetic views of
business events in the century investment project presented as easy money flows,
which have significant inflows or outfiows, depending on what kind of business event
represent'. Solution of choice does not mean that any method that will be applied in
“esessing the efficiency of investment, considering that each investment project
<hows a different sensitivity observed with different aspects. Applied methods should
be reflected diversiy critria, but they do not determine. The criteria are given
exogenous, as quantification of the economic financial nvestment of the project, the:
plan defined development goals.

2. Criteria of efficincy of investments

Citeria of efficiency of investments are calculable values caloulated based on net
money flow from project exploitation. Net money flow can be approximated in form of
schematics in Table 1.

The scheme net cash flow from the exploitation of the project cannot meet the
requirements of capital planning in cases when serious weather is expected
Gistortion between the expected annual income and expenditure of the project and
he use of income and expenditure of cash that resuit from them.

Table 1: Net money flow from project exploitation
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[ =Net money flow from project exploitation

Distortion s the result of expected changes in the revolving funds and shortterm
obligations at the end of some years during the century of economic projects in these

cases, cash flow can show on Table 2

Table. 2: Correction of income exploitation project in net cash flow

n Elements. % T

N
¢
2

| Expocted admittance of cash
| 1. Estimated year net income from sales

~increase of requirements from buyers

+ Decrease of requirements from buyers

2. Estimated requirements of cash from project 3

1l Expected roleases from proj

3. Costs of manufacturing, sales and management with
adminisiration

Material costs

Calculated personal income:

Services costs

‘Calculated responsibilties

4. Material store, cash and short term obiigations.

|+ Increment of material store.

- Lowering material store
+ Cash increment
- Cash decrement

+ Decrement of short term obligations

- Increase of short term obligations

5. Tax and income on results

6. Total cash issuing (324+5)

1l Net money flow (1 - 11) A

T

Criteria are more. Their number is the result of investment intentions and
mathematical procedures used for the calculation of the required size. Therefore,
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PP=V/, —retum time;
CF - financial flow.

Ta-years;
CF,—financial flow for -year;

P, - exception of authenticity for i-variant, %;

n— number of variants |
We nave pessimistic, realistic and optimal variant on return financial flows.
Itis possible that the range of expected cash flows is different for the two altemative
investment projects in matching averages. In this situation the investor's choice will
be influenced entirely by the risk component.
Project A s less risk and less tolerance range of expected cash flows would be more
atiractive than compeitive project "C". This is presented in Figure:

Figure 2: Profile of the probabilty distribution





[image: image4.jpg]Figure 4: Machine in Fabric for micromechanical components (2009) ~ for example.

As this assumption does not stand time of retumn s caloulated as a period for which
will squalize discounted amount of net income with discounted amount of investment.
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Observed from aspect of this ciiteria project s acoeptable if his time of retum is
shorter than its economy life span.

Often is talked about average period of return which rests on assumption that the
average year net money flow from project exploitation Gan be accepted as satisfying
approximation of real expected net money income in project life span. This ndicator
can be calculated as ratio between investments (/) and average year money flow.
During determination of average period of retum it is necessary to make the
difference between project with annuity and inconsistent year money flow.

4. Criteria of net present value

Analysis logic of every economic activity is before al defermination of its net effects.
Because of that one of the investment riteria efficiency uses net present value.
Essence of these criteria is in "difference between total discounted uses and total
discounted costs which realizes one investments project’. Sense of discounting is
creating assumption for comparing sum of discounting net money flows with capital
investments in given project. According to this criteria project is considered
acceptable if its value is larger than zeo. In the case of mutual exclusive projects is
accepted a project with maximal net, present value. Previous conclusion can be
inadequate if we compare projects: with different heights of starting investments,
different Ife span, different discount step, different discount period. In purpose of
performing adequate conclusions it s necessary to perform

improvement this criteria

NPV =3 NP =123, or m’iu

G =

T

When:
NPV - net present value;
NP - net income;
df — discount factor;
i~ economic lfe span,
€, - initial investment;
n - years in period for investment;
r - discont factor;
NPV,
NPV, - NPV,

IR

i+ =)

When:
:— interal rate retum (IRR), when NPV > 0;
2 ~ internal rate return (IRR), when NPV <0
NPV, =1,
NPV,
1P~ index for profitableness.
i er

If 1P>1-5 NPV >0
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If IP <1 NPV <0
It 1P=1-5 NPV

S mr=rz

Table 3. Preview of return time

Wo. Elomants T Vai 5|
i [ProjectA
[ Annuity monsy flow
2 Proctife span 1
3 Inital captlal investment | 600 000€
4 [Retum tme 5000001200 000 =3 years _|
o
1 [ Life span & years 1
2 [Tnvesiment 720 000€
3| Net money flow il
Tyear [@s0000€
iyears 220000€ ]
[iiTyears 200000€
IV years 130 000€
Vyears 130000 €
Vi years 130 000 €
“Average year money flow | 1260 00076 =210 000 €
Average retum period | 7200001210000 =343
Real refur period Y-1=Y-NP=>225years |
Table 4: Preview of calcultion of present value
Ne [ Netyear money Discount | Present value of
flow € factor | net money flow €
= 450000 0,909 409050
2 220000 0526 181720
5 200000 0751 150020
4 130000 0,683 88790
5 130000 0621 80730
& 130000 0564 73320
[ Present value of net money flow. € 963810
~Net capital expense. € 720000
[Net present value of project. € I 263810

5. Intern rate of rentability

Basic problem which need {o be solved during usage of discount values is choice of
discount value. He needs to sustain alternative usages of available accumulation in
§ime and sliminate subjectivity in his choice which can lead to wrong conclusions. In
that purpose is formed a criteria of intem rate of rentabily as discount rate which
equalizes net present value of investment project with starting investmen, that is by
Wihich realization of certain investment project presents "empty business". Investment
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« Ifin course of project e span investment effects and expenses several times
change presign s a solution can appear more intem rafes and that is not
“possile to say which one of them is real because each satisfies equation of
intern rentabilty "

+ Intern rate s a function of income size and outcome in project lfe span and
ot ime preferences of invesiment decision maker because discount rate on
which would preference should reflect appears s solution of choice problem

ir=df=NSV=0

Table 5: Calculation of intem rentability rate

Years | Netmoney Present | Discount | Present |
flow.€ value 1, value 2,
LI €. | € |
7 450000 357 300 354 150
3 220 000 138,600 136 400
3 200000 100000 97600
4 1300001 0397 51610
5 130000 | 0.315| 42950 39390
6 130000 0,250 325001 30940
Present value of net money flow 1_| 720 960
—Capital expense 720000
Net present value of project 1 960
Present value of net money flow 2 708400 |
—Capital expense 720 000
Net present value of project 2 -11600
Intern rentabilfy rate. 26.08%

6. In conclusion

Citeria of investing define conditions of allocating available financial potentials. By
that are in largest level determined stabiliy and tempo of company development.
Disrespect of economic criteria of investing culminates weaknesses from year to
year. lowers concurrent ability of a company efc. largest number for evaluation of
efficiency of investments is of partial character. Criteria rest on calculation of nominal
Values use data from one, representative year, project ife span. As such they can not
qive adequate information's about effects in entire period of investment exploitation.
also in fime information for eventual, improvement of investment. Crieria rest on
calculation of discount value respecting that one dinar available now and one dinar
available in several years make two different economic goods. Considering that
investments cause qualty and quantity changes in economy of a company s
necessary existence of one complex ciiteria who would have a character of criteria
function with appiication of certain criteria as specific limitations or additional
indicators.
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