Average Investment
Explanation:
This formula assumes that the value of an asset gradually declines from its initial investment (the starting value when the asset is first purchased) to its scrap value (the residual or salvage value at the end of the asset's useful life) in an even way. The average investment essentially represents the midpoint or average capital tied up in the asset throughout its life cycle.














Here’s how this formula is used:
Initial Investment: This is the total cost to acquire or set up the asset, which could include purchasing equipment, building infrastructure, etc.
Scrap Value: At the end of the asset’s life, it still has some value, which might come from selling it for parts, recycling it, or repurposing it.

Benefits:
1. Simple and Practical: The average investment method offers a quick estimate for decision-making purposes in capital budgeting.
2. Amortization Reflection: It reflects the fact that the asset’s value declines over time as it’s depreciated, but there is still some value (scrap) at the end.
3. Use in Return on Investment (ROI): This method can be useful when calculating returns (e.g., in Return on Investment (ROI) or Return on Capital Employed (ROCE)), as it approximates the average amount of capital that has been invested in the project or asset over time.

Limitations:
1. Even Depreciation Assumption: This formula assumes that the asset’s value declines at a steady rate, which may not always be realistic. In many cases, the asset's value might decline faster in the earlier years (as in declining balance depreciation).
2. No Adjustments for Maintenance Costs: This method doesn’t account for operating or maintenance costs that may increase as the asset ages, potentially impacting the net cash flow.

