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Chapter 8 

Lecture # 2-3

• Comparing Several Large Projects

• Comparing Investment Alternatives

• The Concept of Risk
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Comparing Several Large Projects

DCFROR tells us how efficiently we are using our DCFROR tells us how efficiently we are using our 
money.money.

The higher the DCFROR, the more attractive the The higher the DCFROR, the more attractive the 
individual investment.individual investment.
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Comparing Investment Alternatives

Algorithm for Incremental Investment AnalysisAlgorithm for Incremental Investment Analysis
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The Concept of Risk

A A secondsecond plant is to be plant is to be 
built in another region to built in another region to 
meet increasing meet increasing 
demand.demand.

A A newnew product is to be product is to be 
produced which has produced which has 
never been made in never been made in 
large scale.large scale.

Company has dominant Company has dominant 
market position for this market position for this 
product.product.

Pilot plant tests have Pilot plant tests have 
been made and product been made and product 
sent to potential sent to potential 
customers.customers.

The rate of return is to The rate of return is to 
be 12%.be 12%.

The calculated rate of The calculated rate of 
return is 33%.return is 33%.

Option 2Option 2Option 1Option 1
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The Concept of Risk

Items that Favor Option 2Items that Favor Option 2Items that Favor Option 1Items that Favor Option 1

Matured technologyMatured technology

Transportation costs will be Transportation costs will be 
lessless

WellWell--known manufacturing known manufacturing 
costscosts

Opens new product Opens new product 
possibilitiespossibilities

Well established marketWell established marketHigh return on the High return on the 
investmentinvestment
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The Concept of Risk

The high rate of return of option 1 is The high rate of return of option 1 is 
associated with high associated with high riskrisk..

VPVP’’s Decision: Consider option 2 due to s Decision: Consider option 2 due to 
concern for lost market position.concern for lost market position.
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