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Cost and return on investment evaluation

D) e ailally Aalal)

Accounting Concept

Description

Keys for Project Selection

Present value (PV)

Value today of future cash flows.

The higher the PV, the better.

Net present value (NPV)

Present value of cash inflow (benefits)
minus present value of cash outflow
(costs).

The higher the NPV, the better.

Internal rate of return (IRR)

The interest rate that makes the net
present value of all cash flow equal
zero.

The higher the IRR, the better.

Payback period The number of time periods needed to | The lower the payback period, the
hit the break-even point. Jaill ddads better.
Benefit cost ratio (BCR) A ratio identifying the relationship

between the cost and benefits of a
proposed project.
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Functional Weak Matrix Balanced Matrix Strong Matrix Projectized
Hierarchy Type Traditional. The The staff reportsto | The staff reports to | The staff reports to | The staff reports to
staff reports to the functional the functional the functional the project
functional manager with manager with manager with heavy | manager.
managers. minimal project moderate project project manager
manager manager involvement.
involvement. involvement.
Project Manager Part time or limited | Part time with Full-time Full-time Full-time
Involvement involvement. increased involvement. involvement. involvement.
involvement.
Staff Time Part-time staff. Part-time staff. Part-time staff. Full-time staff. Full-time staff.
Allocated to
Projects

Authority Level of
Project Manager

None or a limited
level of authority.

Limited level of
authority.

Low to moderate
level of authority.

Moderate to high
level of authority.

High to almost full
level of authority.

Advantages

The functional
manager is held
accountable for the
staff and project.

Some level of
authority and staff
for the project and
project manager.

Increased authority
and staff for the
project.

Further increased
authority and staff
for the project.

Highest level of
authority and staff
allocation for the
project.

Disadvantages

The project
manager has little
or no authority or

staff for the project.

Conflicts between
functional manager
and project
manager can occur.

Confusion about
who is actually
responsible for
what parts of the
project may
develop.

The functional
manager may feel
left out of the
process unless the
project manager
keeps him
informed.

The project
manager is held
responsible for the
staff and project
results.
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