
Day 2

EVALUATION



What are the four things against which we should 
evaluate an innovative idea?



What are the four risks against which we should evaluate an 
innovative idea? 

1. Financial or Commercial risk (TODAY) 
2. Technical risk 
3. Commercial risk 
4. Company strategic fit risk



Financial Evaluation

Your company

• what process does your company follow?

• what tools does your company use to financially evaluate an 
idea or opportunity or investment? 

• what are the ‘hurdle rates’?

10 minutes

Why is knowing this important?



Financial Evaluation

Cost Benefit Analysis

• finds, quantifies, and adds all the positive factors. 

• identifies, quantifies, and subtracts all the negatives

The difference between the two indicates whether the planned 
action is advisable. 

The real trick to doing a cost benefit analysis well is making 
sure you include all the costs and all the benefits and properly 
quantify them. 



Financial Evaluation

Cost Benefit Analysis – Financial calculators

• Net present value (NPV)

• Return on investment (ROI)

• Internal rate of return (IRR)

• Payback or Breakeven
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Financial Evaluation

Cost Benefit Analysis – Financial calculators
• Net present value (NPV)

• Return on investment (ROI)

• Internal rate of return (IRR)

• Payback or Breakeven

Are the project future cash flows certain or uncertain?

• Risk-adjusted discount rate (RADR)

• Certainty co-efficients (CE)

• Capital asset pricing model (CAPM)

• Weighted average cost of capital (WACC)

‘Super’ uncertain or sensitivity analysis

- Monte Carlo simulation (random)

- Fixed percentage increases (trigger points)



Financial Evaluation - NPV

Net Present Value

What is it?



Financial Evaluation - NPV

Net Present Value

The total present value (PV) of a time series of cash flows. 

It is a standard method for using the time value of money to 
appraise long-term projects.

NPV is an indicator of how much value an investment or 
project adds to the firm



Financial Evaluation - NPV

Net Present Value

In English….

Bank investment

• $1000 for 1 year at 10% = 



Financial Evaluation - NPV

Net Present Value

In English….

Bank investment

• $1000 for 1 year at 10% = $1100

Future money

• In today’s value what is $1100 worth in 1 year?



Financial Evaluation - NPV

Net Present Value

Where

CO = initial investment ($)

C = annual cash flows ($)

t = time period (years, where year 1 = 0)

r = rate of return or cost of capital (%)
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Financial Evaluation - NPV

Net Present Value

Where

CO = initial investment ($)

C = annual cash flows ($)

t = time period (years, where year 1 = 0)

r = rate of return or cost of capital (%)

Apply to Bank investment example (use Excel)
$1000 for 1 year at 10% = $1100
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Financial Evaluation - NPV

Net Present Value

Where

CO = annual capital investment ($)

C = annual cash flows ($)

t = time period (years, where year 1 = 0)

r = rate of return or cost of capital (%)

Apply to Bank investment example (use Excel)
$1000 for 1 year at 10%
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Financial Evaluation - NPV



Financial Evaluation - NPV

Net Present Value

Where

CO = annual capital investment ($)

C = annual cash flows ($)

t = time period (years, where year 1 = 0)

r = rate of return or cost of capital (%)

Apply to Bank investment example (use Excel)
$1000 for 1 year at 10% now with 30% tax
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Financial Evaluation - NPV



Financial Evaluation - NPV

Net Present Value

Where

CO = annual capital investment ($)

C = annual cash flows ($)

t = time period (years, where year 1 = 0)

r = rate of return or cost of capital (%)

Apply to Bank investment example (use Excel)
$1000 for 5 years at 10% and reinvest each year
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Financial Evaluation - NPV



Financial Evaluation - NPV

Industry Example

One of you has identified an idea and undertaken some 
preliminary trials that were successful.  What should happen 
next?

Data….



Financial Evaluation - NPV

Industry Example

One of you has identified an idea and undertaken some 
preliminary trials that were successful.  What should happen 
next?

Data….
- Graduate $250k/3yrs (1 yr completed)

- Trial costs to date are $5k

- Potential company savings of $50k/yr

- Estimated R&D costs $70k over 2 yrs

- Year 1 $50k

- Year 2 $20k

- Unit cost estimated at $10k to make

- Maintenance costs of $2,000

- $500 labour

- $1,500 spares

- Industry market size 65 units

- 5%, 30%, 45%, 15%, 5%

- Units depreciate over 10 years

- Commercialisation costs = $15k/yr

- Cost of capital MLA(0), Processor 
(8%), Commercialiser (12%)

- Cost of buying IP = $50k
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Financial Evaluation - NPV

Industry Example

BLADESTOP

What are the issues if you are a processor with undertaking an 
evaluation on this type of project?



Financial Evaluation - NPV

- Probability = Frequency / Exposure

- Consequence Value 

Industry Example - BLADESTOP

Consequence Consequence Consequence Risk per

Description Probability Cost Annum

(Freq x Exp)

Annual Cost



Financial Evaluation - NPV

Uncertain cash flow theory (insurance projects)



What are the four risks against which we should 
evaluate an innovative idea? 

1. Financial or Commercial risk (TODAY) 
2. Technical risk 
3. Commercial risk 
4. Company strategic fit risk



Technical Evaluation



Commercial Evaluation



Commercial Evaluation



Commercial Evaluation



Evaluation balancing
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