
UTIFUL TRAVELS

i does have some.experience of working as an assisfantin a tourist bus

is now thinking of floating a tourist bus service himself. The project

ibstimated cost of Rs 3r00,'0p'0 i,e. Rs 2,00,000 as cost ofbus chassis and

'b as cost of deluxe body with 50 seats. Sunii's fathef has promised him to

1,00,000 as equity capital on his behalf. His father would like him to

easf an after-tax irtu* of 13 per cgnt on equiq capital. The remaining

hG i,po,ooo willbe,bono*"ipy ttim ftom a'nationalized bank'

CT IDEA

. ,i

where Sunil lives, is situated at about ]J0 km Northwest of Delhi on the

,Well as goodrpignic spoJg,aqdhill stations, To,its north are Shimlaland th,e

ifdens where the Pandavas were said to have lived during their exile. To

#'dst i, enundpur Sahib wh'ere the,ninth Sikh Guru, Guru Teg Bahadul,

lated, and also the BhakraNangal Dam To its west are industrial towns'of

iana luffunder, and atsb ttre fan.rOus'Golden Temple at Amritsar; and be-

is the wagah International Bo where the sgunding of,tle L1t 
lost 

is

ibn for toufists, fo thb souih of Chandfgaih is the famotis old city of

Ith its wonderfirl museum Of ota lveapons, and to its east is the popular

which is a great picnii spot.

all these attractions in andiaround Chandigarh, there is a very good

I' to run a tourist bus service. At present there is hardly any good tourist

, Train serv'ices are available, but they are time-consuming as well as

iient,
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All this prompted Sunil Mehra to think of starting a tourist 
lY,t 

,...Tt". U"1e{ll

in Chandigarh. He has done some market survey. He is convinced that there are n(r,

good services at Chandigarh to cater to the touring needs of the upP:r class peoplc',#

who are prepared to pay for a good tourist service, if it is available. He has als9, -;

^^-+^^+^A o^-o nfrha hnfelc in cnd nrnrrnd Chandisarh and was assured sunnort il' Icontacted some of the hotels in and around Chandigarh and was assured supporl,:!{$

he could run a good bus service ".,',,

ESTIMATES OF THE PROJECT'SI'PROFITABILITY
AND CASH FLOWS

As stated earlier, the initial cost of the project is estimated as Rs 3,00,000. On t
basis of the project's profitability and cash flow estimates, a nationalized bank

sanctioned a five-year term loan of Rs 2,00,000 at l5 per cent per annum (the banK,

letter of approva! is given in Annexure I). 
'. . t: !::i

Exhibits I, I.I and III respectively give the estimates of operating costs,"di

Sunil has assumed that in spite of gcprofitability. In preparing the estimates,

publicity and hard work, it will not be possible for him to operate the bus for m1

ihan 70 per cent of its occupanW. Wi$ sustainef e,fforts and. good .":1"*.,r1
occupancy is expected to increase to 80 per cent in the second year and to 90 i--
bent in the subsequent year. He hopes to run the bus tor'25 days m a mor

Further, he expec6 the bus to have a useful life of five years' after which it ccif

be sold for Rs i,00,000. Depreciati6n will be charged at 30 per cent per year on t

vehicle's written down value.

Fuel cost is the major item of variable cost. It is expected to increase at l0 
;

cent per year due to change in diesel price. Repairs are semilfixed costs (they' li5

been assumed as variable cost in Exhibit I); they are expected to increase

increased occupancy over the years. Tax, insurance and rent are assumed toj

main constant because of the reduction in insurance premium owing to

ated value of the vehicle, offset by increase'in road tax and rent, Miscella

expenses for office rent and furnifure include Rs 5,000 per year'

Revenue is calculated assuming Rs 350 per running km, In spite of thd

t'l

crease in the fuel cost, the rate is assumed to remain constant during the projel

life because ofthe expected competition from other bus operators. Bank interei

payablq at 15 per centPer year, taking into account the monthly repayments.

esiimated thattsunil will be paying tax approximately at25 cent per alnumi

hibits II and III show the detailed estimates of the project's befor-e-and-a

profitability. The project earns an averaqe r+tf 9f1gturn-of l!.2 per cent before'

and a 13.6 per cent after tax-which is slightly higher than the minimum reqrii

rate of return on equitY caPital. : i:



CjtyBeoutiful Trovels 25.|

{{o prepared estimates:'ofnet cash floWs (,Exhibit IV). His,estimates

'idpaying the instalments of the term loan and allowing an average
r.pentdividendonequity,capital,,hewillfiave a,totalcashsurplusofRs 53,400
;,'end 6f ttre project's life. This qurount would be much more if the'prciject'i

sa'lvage.Value is also included.
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