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1. Introduction

How do I outperform rivals and add 
value to customers?,

As he watched closely, the service meth-
od in a good cafeteria in an old city of Ow-
erri, Nigeria, XRIKE saw hunger in the eyes 
of the customers who were in a queue, waiting 
to be attended to. The waiters operated in a 
manner that people were served one after the 
other, dishes washed, while the other people in 
the queue, waited to be served with the same 
dishes. Could there be another innovation, in-
stead of queuing endlessly, make it a takeaway 
service? This was the question that struck on 
the mind of XRIKE before  considering  go-
ing into a new business which its sole aim is 
to make up for the deficiencies and inability 
of the food service industries in delivering on 
time and satisfying  its customers. They had 
made several inquiries on how this business 
would run and the cost of setting-up this busi-

ness. Firstly, there’s need for XRIKE to be reg-
istered with the government and the food and 
beverage manufacturing organizations, with 
whom he would operate under their Umbrel-
las. It was important for him to make a very 
good first impression, which made him con-
sider first the marketability of the business and 
the investment returns. He had to monitor the 
business processes of others that began first, 
then devise means on how to start and become 
competitive. He started by making investment 
appraisals. So many questions were to be an-
swered by XRIKE, the initiator of the business 
venture. Some of the questions include; How 
marketable is this business?, how much does it 
cost to go into this business? Would they make 
a profit at the end of the day?, how do they 
make it right the first time, then remain com-
petitive? In a bid to answer these questions, a 
list of food items that are always wanted by 
customers were outlined.

In order to have a competitive advan-
tage over rivals, XRIKE (The proposed busi-
ness name) decided to concentrate on one 
special food item that the Company would go 
into.  He finally resolved to go into the special 
sealed meal (packaged rice) service known as 
takeaway meals. This packaged food item is 
prepared and packaged in an attractive way to 
entice customers. The former system was for 
to be in a queue, collect their food, sit down 
and eat. But this innovative idea of presenting 
the same food, improved service quality, but 
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different packaging and services, would give 
XRIKE a core competence that would  make 
their business, the talk of the town. XRIKE 
has estimated the total cost of setting up this 
business and has seen that the business would 
require certain costs like; variable cost, over-
head / fixed costs.

Variable costs are costs that could 
change with time, depending on the changes 
in the market and varying output level. Exam-
ples of this cost are; raw material costs, costs 
of fuelling the power generating set. Fixed 
costs remain unchanged. Example  are loans, 
salaries. Overhead costs include the general 
cost of running the entire business including 
transportation and logistics. XRIKE hopes to 
add value to customers by constantly meeting 
their needs and maintaining quality. The com-
pany hopes to generate revenue from the food 
business and with respect to this, would do its 
best to retain customers by constantly meeting 
their food needs and providing adequate and 
affordable services. The company hopes to re-
main competitive and have a long term goal of 
becoming a leader in the food service indus-
try. It also hopes to create employments by ex-
tending to other places while aiming at reach 
an uncompromised customer satisfaction. 

2. Literature Review

2.1.  Purpose of Investment:

The major purpose of this proposed in-
vestment is to reach out and satisfy custom-
ers’ food demands. Investment appraisal is 
an important tool when trying to go into any 
business. If you don’t appraise and know the 
valuability of the business, the costs required 
and other logistics, you’ll definitely end up 
not meeting the aim of  the business. In busi-
ness appraisal, so many factors are considered 
like; the payback period, return of investment, 
funding, and so on. Investment purpose is 
mainly for job creations (November 4, 2008. 
Economic Policy online). In payback period, 
certain factors should be considered to know if 
the investment would yield enough returns as 
to be able to pay back the money borrowed as 
at when due. The length and period of time that 
are needed to pay back or cover the cost that 
was used for an investment is highly impor-
tant in any investment undertakings (Brigham 
and Houston 10th edition page 395).Return on 
investment has to do with the expected returns 
on the investment.

Did I meet my target? Having a projec-
tion on how the business should run, goes a 
long way in determining if the business would 
thrive or not. In this business proposal, XRIKE 
intends having a monthly performance review 
(MPR) in which at the end of the month, sits 
with the management of the business to know 
the areas the business didn’t measure up, and 
to project future performance in the subse-
quent months (Thomas F. Patterson, 1987)
This monthly review would also enable this 
business owner calculate how much was in-
vested and how much it yielded. For example, 
XRIKE targets 50 new customers every month 
and one of the strategies would be to discuss 
with highway bus drivers to make XRIKE 
their eating point, which would automatically 
make hungry passengers become XRIKE’s 
customers. 

Would this return, enable me go fur-
ther in investing? The targeted customers if 
met, would enable the Company know if it 
should further strengthen this investment by 
having branches in other strategic places of 
the Country. Fifty (50) new customers every 
month means that the Company would need 
new and competent employees, which was one 
of the major aims of XRIKE (to create jobs). 
From the already made forecasts, and if all 
things work as planned, this business would 
be highly profitable and also requires a lot of 
commitments by the management and staff. 
These questions were addressed by XRIKE 
and he was convinced that if properly fol-
lowed, would outperform rivals and in return, 
add value to customers. Another important 
factor to consider, apart from payback period 
and the investment appraisal is the funding of 
the business (Modigliani, F., Miller, M. (1958) 
this requires the investor, knowing how much 
he/ she can contribute to the business (Equity) 
and how much he intends borrowing from the 
Bank or any other funder (Debt).

Table 1: Break Down of the investment 
appraisal and costs that are likely to be in-
curred.(Estimated figures. Interpretation 
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and Application of International Financial 
Reporting Standards. John Wiley & Sons. 
Page. 91–97)

The analysis of the required revenue 
was ascertained from the estimated total costs 
of going into this business. A total of N5.5 
for both variable and fixed costs would be in-
curred, and since every business is subject to 
uncertainties and unforeseen circumstances, a 
further N1.5 should be Banked to meet what-
ever need that arises, bringing the total rev-
enue to be N7(all in million Naira).

Note: labor costs include, cost of con-
structing the building where the food cafeteria 
would take place, paying of subcontracted la-
borers, etc. Raw material costs include; cost of 
ingredients like vegetable oil, tomatoes, bags 
of rice. While energy costs involves, the gen-
erating set in case of power failures, electric 
bills, cost of maintenance of the sets.

Fixed costs are broken down as 
follows;

Administration: Day to day running of 
the business, including logistics, cost of pho-
tocopying of business materials, phone calls.
Marketing: costs incurred in sourcing for new 
customers.

Revenues (N7) : 40% equity and 60% 
debt. Which means that XRIKE would con-
tribute an equity financing of 2.8 million, 
while the remaining 4.2 million, would be bor-
rowed from the Bank to be paid over time. 

Should I invest?

Having seen that customer satisfac-
tion was lacking in the competitor’s method 
of food services, XRIKE found a reason for 
this investment which was deemed necessary 
if it must meet customers’ food demands. It 
was found that the demand for such kind of 
packaged foods would be very high due to 
the fact that there won’t be any need for hun-
gry customers to queue up for services, and 
this method is very hygienic. All these, made 
XRIKE decide it was time to make an innova-
tive approach towards meeting these demands 
which would definitely yield returns while 
satisfying  and retaining its customers. For 
XRIKE to remain competitive in its dealings, 
the Company must be very sensitive to price 
without compromising quality, this could be 
done by ensuring that its packaged food are 

prepared in a clean and well serviced envi-
ronment and would also be affordable to the 
common man. For this quality to be achieved, 
the Company intends to register with the Inter-
national Standard Organization (ISO), which 
would from time to time, monitor the activi-
ties of the Company to ensure that the goods 
and services are of standard. 

There’s also plans for sending its chef 
in training to ensure no stone is left unturned 
in making its services the best. The XRIKE’s 
profit would be measured by the difference 
between its sales revenue and its direct costs 
of production. Deducting fixed costs from the 
gross profits, gives the other common measure 
of the net-profit. The time duration is of the es-
sence in investment and its appraisal.(Brigham 
and Houston 10th edition, page 285). Is it the 
ripe time to invest? What about our competi-
tors, have we benchmarked them to know if 
we could actually compete? In order to be suc-
cessful in this undertaking, these factors must 
be adequately considered. 

Let us look at some important calcula-
tions of the expected revenue and costs. Note: 
forecast cost = N5.5, and expected Revenue = 
N7. Remember that the revenue is gotten  from 
40% equity, and 60% debt as stated earlier. We 
shall now look at the gross profit, gross profit 
margin, net profit, net profit margin.

Gross Profit = Total Revenue – Total 
variable costs

i.e. N7 – N3 = N4. From table above    
Gross profit Margin = gross profit / rev-

enue x 100
= 4 / 7 x 100 = 57%
Net Profit = Total Revenue – Total costs 

(variable and fixed costs)
i.e. N7- N5.5 = N1.5
Net Profit margin = Net Profit / Revenue 

x 100
i.e. N1.5 / 7 X 100 = 21.4%

2.2.  Projected Cash Flow Analysis : 

In order for the company to remain prof-
itable in this proposed business, there’s a need 
to evaluate the expected financial benefits of 
this investment and decide if the business is 
worth going into. Statement of Cash flows is 
very important in ensuring that the investment 
is worth going into. It operates on the basis 
of knowing the firm’s financial standings and 
then making investment decisions.(Scoth Bes-
ley, Eugene Brigham, page 91). Cash flows, 
help in answering questions, how much debt 
financing do we need for this project? How 
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and when do we intend to pay back? Consider 
the table below of XRIKE’s predicted  cash 
flow.

The table shows the expected cash in-
flow and outflow of the two major machiner-
ies (Water treatment plant and power generat-
ing machine), that XRIKE would constantly 
maintain if the business must adequately run. 
This projection would be for a period of 3 
years and thus cumulative cash flows would 
be calculated to determine if there could be 
reduced in  maintenance and service costs.

Table 2: Estimated figures. The Cash 
Flow Statement”. Financial Analysis - Tools 
and Techniques

The calculations are as follows; 
(Estimated figures. The Cash Flow Statement”. 
Financial Analysis - Tools and Techniques - A 
Guide for Managers. McGraw-Hill. p. 42

Net Cash Flow of Generator = Cash In-
flow of Generator – Cash Outflow of generator

For the year 1, we have that 0.32 – 0.1 = 
0.22 ( all cash flows in million Naira)

Also, for water treatment plant, the same 
calculation goes

i.e. Net cash flow of water treatment 
plant = cash inflow – cash outflow

= 0.20 – 0.03 = 0.17.
To calculate the cumulative cash flow, 

we have

For generator, net flow of year 0 – net 
flow of year 1 = 0.5 – 0.22 = 0.28

Year 2: 0.28 – 0.25 = 0.03

Year 3: 0.03 – 0.01 = 0.02.

For water treatment plant,

Year 0: 0.25 – 0.17 = 0.08 (year 0 – year 
1)

Year 2: 0.08 – 0.04 = 0.04

Year 3: 0.04 – 0.03 = 0.01

The calculations above, would enable 
the intending investor to know how the bud-
get for the investment should look like. It also 
helps to analyze the expected cash that would 
enable the business run efficiently without in-
terruption. 

Why should I appraise?

Business appraisal is very important in 
a bid to starting a new business. Why should 
I go into this business? What is my expected 
return rate? Would there be profits at the end 
of the day? What about the payback period? 
These questions are what we call a business 
appraisal. They help an investor to know how 
valuable the business would be, the costs of 
venturing into it, the expected profit and loss, 
and most importantly, the  economic value it 
would add (Philip McArthur online) 

2.3. Net Present Value: This is known 
as the difference of the present values  (PVs) 
of the individual cash flows. Similarly, we de-
fine the net present value of a project or in-
vestment as the difference between the pres-
ent value of its benefits and the present value 
of its cost. The NPV analysis should be done 
accurately (Lawrence D. Schall, Charles W. 
Haley) in another to be certain of the worth 
of each investment, both in the present, and in 
the future. 

Net present value (NPV) = PV (Bene-
fits) – PV (Costs).

For example, assuming XRIKE  had an 
investment opportunity in which the Company 
will receive N10,000 today in exchange for 
paying N10,500 in one year. If the risk-free 
interest rate is 9% per year, we shall consider 
if this investment is a good idea.

Solution:

The benefit of N10,000 is already in PV 
terms. The cost, however, is in terms of Naira 
(Nigerian currency) in one year. We, therefore, 
convert it at a risk-free interest rate:

PV(Cost) = (N10,500 in one year) / 
(1.09N in one year/ N today) = N9633.02
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NPV = N10,000 – 9633.02 = N366.98 
today. The NPV is positive, so the investment 
is a good idea. Undertaking this investment is 
like gaining an extra N366.98 at hand today

2.4. The rate of Return: How much am 
I expecting at the end of the day and how do 
I achieve this? XRIKE’s business model is to 
minimize the costs of operating the business 
and maximize profits, while ensuring that the 
customers are satisfied. In a bid to achieve 
this, XRIKE has a plan to run this business on 
a 24 hour, 7days a week, which means that the 
business intends to run continuously, since it 
is located in a day and night business environ-
ment. The business also intends making a net 
profit of 55% on a monthly investment. 

2.5. An Investment that Lasts

For any Business to thrive, it needs a 
long term plan. The Management of the Busi-
ness, the customers, the shareholders, all play 
very important roles in ensuring that every 
necessary tool; human, technological, finan-
cial and material resources are put in place. 
Furthermore, environmental factors must be 
accounted for and all resulting risk, visualized 
to ensure that appropriate forecasts and con-
trol measures are made.

It is not enough to have an investment, 
but how to invest, add value and make it last is 
an important issue. The investment appraisal 
as we said earlier, must be appropriately done. 
Furthermore, return rates, risks involved in 
doing the business, projection of future per-
formance of the business must be considered, 
and benchmarking competitors to know and 
improve the process are factors that cannot be 
over emphasized.

3. Conclusion

In conclusion, following the analysis 
made in undertaking this business, one could 
say that the reward in venturing into this busi-
ness, is worth the risk. Since XRIKE’s busi-
ness approach or system is to make profit with 
minimum cost, while satisfying the customers 
optimally and maintaining quality, it must take 
into consideration certain factors that would 
inhibit the business performance. 

Certain forecast both in material, de-
mand, supply, environmental, government 
and all other risks and uncertainties should be 
made to ensure the business runs smoothly. 
Furthermore, various costs such as set-up and 
maintenance should be calculated to ensure 

the organization does not end up at a loss.

Meaning of terms:

XRIKE:  Proposed business name    

NPV: Net Present Value   

RT:  Rate of Returns                                       

PV: Present Value

CF: Cash Flow                                                
 

FV: Future Value

REFERENCES

[1] The process of investment appraisal: Experience of 
British and Dutch Companies (Science Direct.
com)

[2] Fundamentals of Financial Management (10th Edi-
tion Brigham and Houston)

[3] Basic Financial Management (7th Edition Keown 
Scoth, Martin Petty).

[4] Essentials of Managerial Finance (12th edition, 
Scoth Besley, Eugene F. Brigham)

[5] Financial management theory and practice. (6th edi-
tion, Lawrence D. Schall, Charles W. Haley).

[6] Refining Performance Appraisal. (Thomas F. Pat-
terson,1987)

[7] Economic and financial appraisals (Philip McAr-
thur, online journal.

[8] The Cost of Capital, Corporation Finance and the 
Theory of Investment(Modigliani, F., Miller, 
M. (1958).

[9] The Nature of Financial Statements: The Cash 
Flow Statement”. Financial Analysis - Tools and 
Techniques - A Guide for Managers.( Helfert  
Eric, A, 2001).

[10] Interpretation and Application of International 
Financial Reporting Standards. John Wiley & 
Sons. pp. 91-97)



International Journal of Scientific Research in Information Systems and Engineering (IJSRISE)
Volume 1, Issue 2, December-2015. ISSN 2380-8128 

IJSRISE © 2015.
http://www.ijsrise.com 


