
and not functional obsolescence.

After investigating various data provided 

by the client as well as applying a present 

value factor technique similar to the above 

discussion under functional obsolescence, 

we arrived at a total penalty of $288,000.

Subtracting the $288,000 economic 

obsolescence penalty from the results of 

our RCN less physical depreciation and 

functional obsolescence noted above we 

got $8,404,000 ($8,692,000 - $288,000).

Inutility

Inutility (or a lack of utilization) can be a 

sign of either functional or economic 

obsolescence. In the case of the SDC, 

inutility most likely indicated a combination 

of  both funct ional  and economic 

obsolescence.

When a company begins designing a 

distribution center, the main factor which 

needs to be considered is the total number 

of stores that will be serviced from that 

particular distribution center. The number 

of stores to be serviced directly impacts the 

number and size of the sorters required, the 

number of conveyors required, and other 

requirements.

Therefore, any difference in store number 

will directly impact the cost to build a 

distribution center. The store number is the 

main metric by which to measure the cost 

of any particular distribution center.

In order to calculate the exponent or 

scaling factor, the following data from the 

2006 DC and the 2008 DC was utilized:

Rated Store Capacity of 2006 DC 

= 110 stores

Rated Store Capacity of 2008 DC 

= 150 stores

RCN of 2006 DC = $14,481,000 

(OEM supplied equipment, etc. 

only)

RCN of 2008 DC = $19,179,000 

(OEM supplied equipment, etc. 

only)

Using the data above we arrived at an 

exponent or scaling factor of 0.91.

Earlier in this report, it was stated that the 

SDC was operating at approximately 78% 

of actual potential maximum capacity.

Using the formula:

Inutility % = [1-(Capacity B/Capacity A)x] 

x 100

And subst i tut ing the appropriate 

numbers, we got:

Inutility % = [1-(0.78)0.91] x 100

Inutility % = [1-0.80] x 100

Inutility % = [0.20] x 100

Inutility % = 20%

As such, the inutility penalty was $1,680,800 

($8,404,000 x 20%; rounded to $1,681,000).

Subtracting the $1,681,000 from the 

$8,404,000, we calculated a conclusion of 

$6,723,000.

Conclusion

It is not often that appraisers get to 

incorporate so many different tools and 

concepts into one valuation. It typically 

happens only when valuing a larger 

process-type facility and then, only if the 

adequate information can be gathered 

from the client. As it turned out, we 

obta ined a s ign icant  amount  o f 

cooperation from both the client and their 

suppliers. This particular project was 

extremely fun (as much fun as an appraisal 

can be) because it required a signicant 

a m o u n t  o f  r e s e a r c h , 

s leuthing/interviewing, engineering 

analysis, and other skills which are not often 

required in as much depth as in this 

assignment.

The good news is that this level of detail and 

research ended up saving the client a 

signicant amount of money on an annual 

basis.
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Foreign 
Direct 

Investment

Introduction

Foreign direct investment (FDI) is an ownership 

stake in a foreign company or project made by an 

investor, company, or government from another 

country. Generally, the term is used to describe a 

business decision to acquire a substantial stake in a 

foreign business or to buy it outright to expand 

operations to a new region. FDI is a key element in 

international economic integration because it 

creates stable and long-lasting links between 

economies

Companies or governments considering a foreign 

direct investment (FDI) generally consider target 

rms or projects in open economies that offer a 

skilled workforce and above-average growth 

prospects for the investor. A key feature of foreign 

direct investment is that it establishes effective 

control of the foreign business or at least substantial 

inuence over its decision making.
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When FDI is allowed in INDIA

• T h e  g o v e r n m e n t  b e g a n 

liberalising FDI during 1980-91 

w i t h  t h e  I n d u s t r i a l  P o l i c y 

Statements of 1980 and 1982 

followed by the Technology 

Policy Statement in 1983. 

• This period also witnessed a 

considerable degree of trade 

l i b e r a l i s a t i o n  i n  t e r m s  o f 

reductions in tariffs and the 

shifting of many import items 

from licensing to open general 

license (OGL) category. During 

the rst half of the 1990s, FDI 

emerged, for the rst time, as a 

preferred route for mobilising 

nancial resources over loans 

and other forms of nancial 

channels. 

• Foreign equity up to 51 per cent 

w a s  p e r m i t t e d  u n d e r  t h e 

automatic approval route by 

the RBI in specied industries 

producing intermediate and 

capital goods. 

• FDI  was cons idered as an 

instrument to bring in foreign 

techno logy not  ava i lab le 

d o m e s t i c a l l y  a n d  w h i c h 

subsequently replaced the 

p h r a s e  ' i n d i g e n o u s '  b y 

' s o p h i s t i c a t e d  a n d  h i g h 

technology'.

Advantages of foreign 

direct investment

1. Economic growth: The creation 

of jobs is the most obvious 

advantage of FDI, one of the 

most important reasons why a 

nation (especially a developing 

one) will look to attract foreign 

direct investment. FDI boosts the 

manufacturing and services 

sector which results in the 

creation of jobs and helps to 

reduce unemployment rates in 

t h e  c o u n t r y .  I n c r e a s e d 

employment translates to higher 

i n c o m e s  a n d  e q u i p s  t h e 

population with more buying 

powers, boosting the overall 

economy of a country.

2. Human capital development: 

Human capital involved the 

knowledge and competence of 

a  w o r k f o r c e .  S k i l l s  t h a t 

employees gain through training 

and experience can boost the 

education and human capital 

of a specic country. Through a 

ripple effect, it can train human 

resources in other sectors and 

companies.

3. Technology: Targeted countries 

and businesses receive access 

to the latest nancing tools, 

technologies, and operational 

practices from all across the 

world. The introduction of newer 

and enhanced technologies 

results in company's distribution 

into the local economy, resulting 

in enhanced efciency and 

effectiveness of the industry.

4. Increase in exports: Many goods 

produced by FDI have global 

markets, not solely domestic 

consumption. The creation of 

100% export oriented units help 

to assist FDI investors in boosting 

exports from other countries.

5. Exchange rate stability: The ow 

of FDI into a country translates 

into a continuous ow of foreign 

exchange, helping a country's 

C e n t r a l  B a n k  m a i n t a i n  a 

prosperous reserve of foreign 

exchange which results in stable 

exchange rates.

6. 6. Improved Capital Flow: Inow 

o f  c a p i t a l  i s  p a r t i c u l a r l y 

benecial for countries with 

limited domestic resources, as 

well as for nations with restricted 

opportunities to raise funds in 

global capital markets.

7. 7. Creation of a Competitive 

Market: By facilitating the entry 

of foreign organizations into the 

domestic marketplace, FDI 

helps create a competitive 

environment, as well as break 

domestic monopolies. A healthy 

c o m p e t i t i v e  e n v i r o n m e n t 

pushes rms to continuously 

enhance their processes and 

product offer ings,  thereby 

fostering innovation. Consumers 

also gain access to a wider 

range of competitively priced 

products.

Disadvantages of foreign 

direct investment

1. H i n d r a n c e  o f  d o m e s t i c 

investment: Sometimes FDI can 

hinder domestic investment. 

Because of FDI, countries' local 

companies start losing interest to 

invest in their domestic products.

2. The risk from political changes: 

O t h e r  c o u n t r i e s '  p o l i t i c a l 

movements can be changed 

constantly which could hamper 

the investors.

3. Negative exchange rates: 

Foreign direct investments can 

sometimes affect exchange 

rates to the advantage of one 

country and the detriment of 

another.

4. Higher costs: When investors 

invest in foreign counties, they 

might notice that it is more 

expensive than when goods are 

exported. Often times, more 

m o n e y  i s  i n v e s t e d  i n t o 

machinery and intellectual 

property than in wages for local 

employees.

5. E c o n o m i c  n o n - v i a b i l i t y : 

Considering that foreign direct 

investments may be capital-

intensive from the point of view 

of the investor, it can sometimes 

be very risky or economically 

non-viable.

6. Expropriation: Constant political 

c h a n g e s  c a n  l e a d  t o 

expropriation. In this case, those 

countries' governments will have 

control over investors' property 

and assets.

7. M o d e r n - d a y  e c o n o m i c 

colonialism: Many third-world 

countries, or at least those with 

history of colonialism, worry that 

foreign direct investment would 

result in some kind of modern-

day economic colonialism, 

which exposes host countries 

and leave them vulnerable to 

foreign companies' exploitation.

Types of Foreign Direct 

Investment [FDI]

Foreign direct investment can be 

classied into horizontal, vertical, and 

conglomerate. The types of FDIs are 

segregated on the basis of the 

companies that the investors are 

invest ing in.  Walk through the 

illustrated points to get complete 

details of the types of FDI.

1. Horizontal FDI: It is a type of 

i n v e s t m e n t  i n  w h i c h  t h e 

company makes investment 

only in the company running 

their type of business in foreign. 

Example – If any sportswear 

c o m p a n y  w a n t s  t o  m a k e 

investments, they will only invest 

i n  a n y  o t h e r  s p o r t s w e a r 

company in another country 

rather than in any other sector. 

It's called horizontal investment.

2. Vertical FDI: In this type of 

inves tment ,  the company 

Type of FDI

Horizontal FDI

Vertical FDI

Conglomerate FDI
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When FDI is allowed in INDIA

• T h e  g o v e r n m e n t  b e g a n 

liberalising FDI during 1980-91 

w i t h  t h e  I n d u s t r i a l  P o l i c y 

Statements of 1980 and 1982 

followed by the Technology 

Policy Statement in 1983. 

• This period also witnessed a 

considerable degree of trade 

l i b e r a l i s a t i o n  i n  t e r m s  o f 

reductions in tariffs and the 

shifting of many import items 

from licensing to open general 

license (OGL) category. During 

the rst half of the 1990s, FDI 

emerged, for the rst time, as a 

preferred route for mobilising 

nancial resources over loans 

and other forms of nancial 

channels. 

• Foreign equity up to 51 per cent 

w a s  p e r m i t t e d  u n d e r  t h e 

automatic approval route by 

the RBI in specied industries 

producing intermediate and 

capital goods. 

• FDI  was cons idered as an 

instrument to bring in foreign 

techno logy not  ava i lab le 

d o m e s t i c a l l y  a n d  w h i c h 

subsequently replaced the 

p h r a s e  ' i n d i g e n o u s '  b y 

' s o p h i s t i c a t e d  a n d  h i g h 

technology'.

Advantages of foreign 

direct investment

1. Economic growth: The creation 

of jobs is the most obvious 

advantage of FDI, one of the 

most important reasons why a 

nation (especially a developing 

one) will look to attract foreign 

direct investment. FDI boosts the 

manufacturing and services 

sector which results in the 

creation of jobs and helps to 

reduce unemployment rates in 

t h e  c o u n t r y .  I n c r e a s e d 

employment translates to higher 

i n c o m e s  a n d  e q u i p s  t h e 

population with more buying 

powers, boosting the overall 

economy of a country.

2. Human capital development: 

Human capital involved the 

knowledge and competence of 

a  w o r k f o r c e .  S k i l l s  t h a t 

employees gain through training 

and experience can boost the 

education and human capital 

of a specic country. Through a 

ripple effect, it can train human 

resources in other sectors and 

companies.

3. Technology: Targeted countries 

and businesses receive access 

to the latest nancing tools, 

technologies, and operational 

practices from all across the 

world. The introduction of newer 

and enhanced technologies 

results in company's distribution 

into the local economy, resulting 

in enhanced efciency and 

effectiveness of the industry.

4. Increase in exports: Many goods 

produced by FDI have global 

markets, not solely domestic 

consumption. The creation of 

100% export oriented units help 

to assist FDI investors in boosting 

exports from other countries.

5. Exchange rate stability: The ow 

of FDI into a country translates 

into a continuous ow of foreign 

exchange, helping a country's 

C e n t r a l  B a n k  m a i n t a i n  a 

prosperous reserve of foreign 

exchange which results in stable 

exchange rates.

6. 6. Improved Capital Flow: Inow 

o f  c a p i t a l  i s  p a r t i c u l a r l y 

benecial for countries with 

limited domestic resources, as 

well as for nations with restricted 

opportunities to raise funds in 

global capital markets.

7. 7. Creation of a Competitive 

Market: By facilitating the entry 

of foreign organizations into the 

domestic marketplace, FDI 

helps create a competitive 

environment, as well as break 

domestic monopolies. A healthy 

c o m p e t i t i v e  e n v i r o n m e n t 

pushes rms to continuously 

enhance their processes and 

product offer ings,  thereby 

fostering innovation. Consumers 

also gain access to a wider 

range of competitively priced 

products.

Disadvantages of foreign 

direct investment

1. H i n d r a n c e  o f  d o m e s t i c 

investment: Sometimes FDI can 

hinder domestic investment. 

Because of FDI, countries' local 

companies start losing interest to 

invest in their domestic products.

2. The risk from political changes: 

O t h e r  c o u n t r i e s '  p o l i t i c a l 

movements can be changed 

constantly which could hamper 

the investors.

3. Negative exchange rates: 

Foreign direct investments can 

sometimes affect exchange 

rates to the advantage of one 

country and the detriment of 

another.

4. Higher costs: When investors 

invest in foreign counties, they 

might notice that it is more 

expensive than when goods are 

exported. Often times, more 

m o n e y  i s  i n v e s t e d  i n t o 

machinery and intellectual 

property than in wages for local 

employees.

5. E c o n o m i c  n o n - v i a b i l i t y : 

Considering that foreign direct 

investments may be capital-

intensive from the point of view 

of the investor, it can sometimes 

be very risky or economically 

non-viable.

6. Expropriation: Constant political 

c h a n g e s  c a n  l e a d  t o 

expropriation. In this case, those 

countries' governments will have 

control over investors' property 

and assets.

7. M o d e r n - d a y  e c o n o m i c 

colonialism: Many third-world 

countries, or at least those with 

history of colonialism, worry that 

foreign direct investment would 

result in some kind of modern-

day economic colonialism, 

which exposes host countries 

and leave them vulnerable to 

foreign companies' exploitation.

Types of Foreign Direct 

Investment [FDI]

Foreign direct investment can be 

classied into horizontal, vertical, and 

conglomerate. The types of FDIs are 

segregated on the basis of the 

companies that the investors are 

invest ing in.  Walk through the 

illustrated points to get complete 

details of the types of FDI.

1. Horizontal FDI: It is a type of 

i n v e s t m e n t  i n  w h i c h  t h e 

company makes investment 

only in the company running 

their type of business in foreign. 

Example – If any sportswear 

c o m p a n y  w a n t s  t o  m a k e 

investments, they will only invest 

i n  a n y  o t h e r  s p o r t s w e a r 

company in another country 

rather than in any other sector. 

It's called horizontal investment.

2. Vertical FDI: In this type of 

inves tment ,  the company 

Type of FDI

Horizontal FDI

Vertical FDI

Conglomerate FDI
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