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CONTENTS OF CASH FLOW 
• Present Worth Method 

(1) Revenue dominated cash flow diagram 

(2) Cost Dominated cash flow diagram 

• Future Worth Method 

(1) Revenue dominated cash flow diagram 

(2) Cost Dominated cash flow diagram 

• Annual Equivalent Method 

(1) Revenue dominated cash flow diagram 

(2) Cost Dominated cash flow diagram 

• Rate of Return Method 



PRESENT WORTH METHOD OF 

COMPARISON 
• Among the different alternative the best 

alternative is selected based on the value of 

the present worth of different alternatives. 

• In revenue/profit dominated cash flow 

diagram : 

(a) all inflows to the organization such as 

profit, revenue, salvage value is (+) 

(b) The cost (Outflows) will be assigned 

with (-) 



PRESENT WORTH METHOD OF 

COMPARISON 
• In the cost dominated cash flow 

diagram: 

(a) The cost (Outflows) will be 

assigned with (+) 

(b) All inflows to the organization 

such as profit, revenue,  salvage value 

is (-) 



DECISION ON PRESENT WORTH 

METHOD OF COMPARISON 

• To select an alternative with minimum cost 

then the alternative with least present worth 

amount will be selected. 

 
• To select an alternative with maximum 

profit then the alternative with maximum 

present worth amount will be selected 



REVENUE DOMINATED CASH FLOW 

DIAGRAM 
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COST DOMINATED CASH FLOW 

DIAGRAM 
S
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PROBLEM 

• A project involves an initial cost of Rs 30,00,000 and with 

the following transactions for the next five years. The 

salvage value at the end of the life of the project is Rs 

2,00,000. Draw a cash flow diagram for the project and 

find its present worth assuming i = 15% compounded 

annually 

End of 

year 

Maintenance and 

Operating expense (Rs) 

Revenue (Rs) 

1 2,00,000 9,00,000 

2 2,50,000 10,00,000 

3 3,00,000 12,00,000 

4 3,00,000 13,00,000 

5 4,00,000 12,00,000 



SOLUTION 



 



 



 



 



 



 



 



 



 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

FUTURE WORTH METHOD 



FUTURE WORTH METHOD 

• Future worth method is used particularly in 

an investment situation where we need to 

compute the equivalent worth of the 

project at the end of its investment period 

• For Eg : Building a nuclear power plant, 

where it is time consuming. In such 

situation it is more common to measure 

the worth of the investment at the time of 

commercialization 



THE ACCEPT AND REJECT 

RULE 
• The accept and reject decision rule for a 

single project evaluation is as follows: 

 
If FW(i) > 0, accept the investment 

If FW(i)= 0, Remain indifferent to the 

investment 

If FW(i) < 0, Reject the investment 



REVENUE DOMINATED CASH 

FLOW DIAGRAM 
S 
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SIGN CONVENTION 

• In revenue/profit dominated cash flow 
diagram : 

(a) all inflows to the organization such as 
profit, revenue, salvage value is (+). 

(b) The cost (Outflows) will be assigned 
with (-). 

• The formula for computing the future worth of 
the above diagram 

FW(i) = 

• The alternative with maximum future worth 
amount should be selected as the best 
alternative. 



COST DOMINATED CASH FLOW 

DIAGRAM 
S 
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SIGN CONVENTION 

• In the cost dominated cash flow diagram: 

(a) The cost (Outflows) will be assigned 
with (+) 

(b) All inflows to the organization such 
as profit, revenue, salvage value is (-) 

• The formula for computing the future worth of 
the diagram is 

• 

•  The alternative with minimum future worth 
amount should be selected as the best 
alternative. 



PROCEDUE TO CALCULTE ANNAUL 

EQUIVALENT REVENUE 

• Step 1 : Calculate the present worth 

value of the given alternatives 

 
• Step 2 : Calculate the annual 

equivalent revenue using the present 

worth value 



 
 

ANNUAL EQUIVALENT METHOD 

 
• REVENUE DOMINATED CASH FLOW 

DIAGRAM 

PW(i) 

 

 

• COST DOMINATED CASH FLOW 

DIAGRAM 

PW(i) = 



TO CALCULATE ANNUAL 

EQUIVALENT REVENUE 

• Using the formula 

 
 
 

• Using the Tables : 

A = PW(i) (A/P , i, n) 



DECISION ON ANNAUL EQUIVALENT 

METHOD 

• For various alternative if it is a revenue 

dominated method choose the alternative 

with maximum annual equivalent revenue. 

 
• For various alternatives if it is a cost 

dominated method choose the alternative 

with minimum annual equivalent revenue. 



RATE OF RETURN METHOD 
 
• The rate of return of a cash flow pattern is 

the rate of interest at which the present 

worth of the cash flow reduces to zero. 

• The rate of return for each alternative is 

computed. 

• The alternative which has the highest rate 

of return is selected as the best 

alternative. 



PROCEDURE 

• Step 1 : To find the present worth of the 

given alternative using some i value 

PW(i)= 

 

• Step 2 : The above procedure is repeated 

till the present worth value changes from 

positive to negative. 

• Step 3 : Then the value of i is obtained 

using the method of interpolation 



PRESENT WORTH FUNCTION 

GRAPH 
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