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General Invesunein lN.ow.y Nar._a

1. Time value of money
a. Inflation & interest
b. Present value

2. Investment decisions
a. Decision criteria
b. NPV
c. Discount rate

3. Financing Decisions
a. Private sector
b. City Financing

_ols’

City Funding Flows
4. Budget Summary
5. Funding F ows



The two I's

« Inflation
—  price/cost increases

* |nterest

—  Price paid to lender to give up the use of their
funds for a period of time
— Comprises compensation for:
. Not having use of the funds

. Inflation
. Risk




 What a dollar can pu | 03t

always be worth more than what it can buy
in the future

 Higher inflation means faster erosion of
purchasing power

— Higher FV to equate to today’s value

FV
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e.g. Total Green Line funding ($154M/yr
for 30 years) has PV = $3.0B (not $4.6B)
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Payback period

1.
2. Discounted payback period
3.
4
5

Accounting rate of return

. Internal rate of return
. Net Present Value



« Value = benefit - investment, or, aking time value of
money into account:

NPV =PV (benefit) - PV (investment/cost)

« Rule: accept any project which has an NPV greater
than or equal to zero

* Private Sector benefits = future cash flows

* Public Sector benefit = social benelﬁts +
environmental benefits + external economic

benefits (+future cash flows)




 Really a measure of risk

» Think of it as the “opportunity cost of
capital” -- what the money co . ld be
earning if no invested in this project




Private Sector:

 This is actually a complex questior for many
firms

« Should use the WACC (weighted average cost 0°
capital)

 Should vary by project
* Many firms use a constant “hurdle rate”

Public Sector:

. \éVi‘t')hout an equity component, WACC = cost of
ebt




Private Sector:

« Two forms of financing:
— Debt
— Equity

« Value of the f'rm = va.ue of the dcbt + value of
the equity

« Public Sector:
— Debt
— "Equity”
* Reserves
 PAYGO




















































*Need to consider time value of money whe 1 considering
investment decisions
» Present value provides tool to do this

*Public sector decision is differe 1t than private sector
»Similar, »ut different considerations

Significant level of operating funding for capital

*Reserve flows reflect decisions over time as
circumstances have changed




That Council receive this report for information.



