Tutorial 1– Cost Management Analysis Method
Question 1

a) NPV – Net Present Value

b) ROI – Return on Investment

c) IRR – Internal Rate of Return

Question 2

Discount Rate –Minimum acceptable rate of return on investment

Question 3

NPV – Calculating expected net monetary gain or lost from a project by discounting all inflow and outflow to the present point of time.

Question 4

ROI – (Total discounted benefits – total discounted cost) / discounted cost

Question 5
IRR – Discount rate that makes the NPV equal to zero or the time adjusted rate of return (time taken before the net benefits overtake the continuing costs) The time value is usually set that the project must achieve.

Question 6
Payback Analysis – The amount of time taken for a project to recoup cost (time take before the net benefits overtake the continuing cost. The time value of the benefits and cost are considered.

Question 7
Positive NPV – The return from a project that exceeds the cost of capital.

Question 8

Sunk costs

Question 9
No because sunk cost are in the past and the main consideration for the project should be how much will it cost to complete

Question 10

Profit – Revenue – Expenses

Profit margin – Ration between revenues & Profit

	Option #
	Year 1
	Year 2
	Year 3
	Year 4
	Total

	Costs
	5000
	5000
	2000
	1600
	13600

	Discount Factor
	0.95
	091
	0.86
	0.82
	

	Discount Costs
	4762
	4535
	1728
	1316
	12341

	Benefits
	1000
	5000
	3000
	5000
	14000

	Discount Factor
	0.95
	0.91
	0.86
	0.82
	

	Discount Benefits
	952
	4535
	2591
	4114
	12192

	Discount Benefits – Discount Costs
	-3810
	0
	863
	2798
	-149

	Cumulative
(Benefits – Costs)
	-3810
	-3810
	-2947
	-149
	


Discount Factor:
Year 1
= 1 / (1+ 0.05)1

= 0.95

Year 2
= 1 / (1+ 0.05)2

= 0.91

Year 3
= 1 / (1+ 0.05)3

= 0.86
Year 4
= 1 / (1+ 0.05)4

= 0.82
Question 11
NPV
= 3810 + 0 + 862 + 2798


= -149

negative means a loss on the project. The project should not be understand based on the NPV calculation

Question 12

ROI
= (12192 – 12341) / 12341


= -1.2%

Question 13
There is no payback for the life of this project

Question 14
Set NPV to 0.

IRR = 3.5%
NPV





Same value








