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% Decision On Additional Investment for expansion project

v' Companies are execute expansion projects.

v The objective of such projects is to give maximum return to share
holders in the form of dividend.

v’ The financial manager has to decide about
(1) Which source of finance should be used ?
(2) What should be earning ability of the project ?
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Learn with Confudence... Step No | Particular Calculation
1 Rate of return of new project (EBIT) rate Investment X x%
Assume x
2 Less : Interest on debts XXXX
3 Less : Corporate Tax XXXX
Necessary Earning for New Equity XXXX
4 Add : Dividend on old Equity at old rate XXXX
a
Expected Rate of Return XX%
6 Total Amount of Expected return
Old Capital + New Capital
b XXXX
Valueof x=a+b
8 Expected rate of return = x x 100 xx%
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Learn with Confidi g O Confirmation
Step No | Particular Calculation
1 EBIT on new investment (Investment x ERR) XXXX

Less : Interest on debts XXXX

2 Profit after Interest XXXX
3 Less : Corporate Tax XXXX
4 Earning for New Equity XXXX
5 Add : Dividend on old Equity at old rate XXXX
6 Earning for total share capital XXXX
7 Divide : Old and New Capital XXXX
8 Expected dividend xx%
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v" Condition of money market.

v" Economic policy of government.

v' Expansion project implementation time period.

v' Possibility of entry of competitors in the market.

v" Future demand of the product.

v Substitute product of own product.

v" Funds raising individual credit worthiness of the company

v" Nature of product — new product — modification in old product
v" Product quality
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(INlustration: 5 |

The management of the company is planning to undertake
one expansion project, where total investment of ¥ 75 crores is
required. At present company has total capital of ¥ 75 crores.
Since last 10 years, company is paying 20% dividend to
shareholders. Now company is planning To mcrease it upto 25%.
The applicable tax bracket to the company is 30%m
options are developed by the company. Give your opinion for
best option.

Option 1 : Finance through equity capital 100%

Option 2 : Finance through 12% loan 100%
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£=-Learning Explore Our Other Academic Courses:

M.Com Sem - 4 International Accounting
M.Com Sem - 4 Management Accounting

Enhance Your Skills with Our Professional Courses

Complete Business Accounting & Taxation
(Covers all practical aspects of Accounting, GST, Income Tax, TDS-TCS, Payroll, and Tally Accounting)
GST Simplified: Practical Compliance & Filing
Income Tax Essentials: Law, Filing & Planning
TDS & TCS Compliance Guide
Payroll & Labor Law Essentials: PF & ESIC Explained
Tally for Accounting & Taxation

8 Join Our Practical Training & Take Your Career to the Next Level!

@ Visit Our Website: www.mantraelearning.com
R Contact Us: 7041503603
I Location: 603, Suvas Scala, Near Parikh Hospital, Nikol, Ahmedabad-382350




