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What is sunk cost?

Sunk cost refers to money, time, or resources that have already been spent and cannot
be recovered. It's a concept often considered in decision-making, where one should
focus on future costs and benefits rather than past investments that cannot be changed.

What is sunk cost fallacy?

The sunk cost fallacy is a cognitive bias where individuals continue investing in a
decision or project because of the cumulative investment they have already made, even
when future prospects indicate it might not be the best choice. It involves letting past
costs influence current decisions instead of objectively evaluating the situation.

Perform a sunk cost analysis of old rice mill owned by my late father and later
managed by my late mother and how managed by the children.

To conduct a sunk cost analysis for the old rice mill, follow these steps:
1. Identify Sunk Costs:

o List all costs incurred in the past, including initial purchase, maintenance, and
any renovations.

o Separate these costs from ongoing or future expenses.

2. Recognize Irrecoverable Expenses:
¢ Acknowledge that past expenses are sunk costs and cannot be recovered.
e Focus on future costs and benefits to make rational decisions.

3. Evaluate Current Situation:
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e Assess the current condition of the rice mill, considering its efficiency, market
demand, and potential for profitability.

4. Estimate Future Costs and Returns:
» Project future expenses, such as maintenance, repairs, and operational costs.

o Estimate potential returns based on the current market conditions for rice
milling.

5. Compare Costs and Benefits:
o Compare future costs with potential returns.

« If the future benefits outweigh the costs, it might be worthwhile to continue
managing the rice mill.

6. Consider Alternatives:

o Explore alternative uses for the property or resources, considering their
potential returns and any associated costs.

7. Decision-Making:

+ Make decisions based on the analysis, focusing on future gains and losses
rather than past investments.

Remember, the sunk cost fallacy involves avoiding decisions solely based on emotional
attachment to past investments. Prioritize the viability and potential of the rice mill in the
current economic context.

How can you ignore the sunk cost because of sentimental value of the rice?
Possible?

While it can be challenging to separate emotions from business decisions, it's essential
to prioritize the economic viability of the rice mill. Here's how you can try to minimize the
impact of sentimental value:

1. Objective Assessment:

» Evaluate the rice mill objectively, considering its current financial performance,
market demand, and potential for profitability.

2. Financial Analysis:
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e Focus on the financial aspects by analyzing future costs, returns, and market
trends.

¢ Set aside emotional attachment and base decisions on economic factors.
3. Consultation:

o Seek advice from professionals or experts in the rice industry who can provide
unbiased insights into the business's potential.

4. Alternative Uses:

o Explore alternative uses for the property or resources. Consider whether the
sentimental value aligns with the best economic use.

5. Family Discussion:

* Have an open and transparent discussion with family members about the
emotional attachment and its impact on decision-making.

o Consider the long-term well-being of the family and the business.
6. Balanced Decision-Making:

« Strive for a balanced approach that acknowledges sentimental value but doesn't
let it overshadow the practical aspects of managing the rice mill.

7. Professional Advice:

o Consider seeking advice from business consultants or financial advisors who
can provide an impartial perspective on the business's prospects.

By consciously acknowledging the emotional aspects while placing a strong emphasis
on the economic factors, you can make more informed decisions about the rice mill's
future.
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