1. Annual expected net cash flows 
Net income + Depreciation = Annual expected net cash flows 
Depreciation for this equipment is computed using straight line method
Depreciation (annual) = (Initial investment/value – Salvage Value)/Expected life of the equipment 
Project Y: 
Depreciation = ($350,000 – 0) / 4
		= $(350,000/5)
		= $87,500
Project Z: 
Depreciation = $(350,000 – 0) / 3
		= 350,000/3
[bookmark: _GoBack]		= $116,666
Expected annual net cash flows: 
	Entries 
	Project Y
	Project  Z

	Net Income 
	$56,000
	$36,400

	Add: Depreciation 
	$87,500
	$116,666

	Annual Expected net cash flows 
	$143,500
	$153,066


The annual expected cash flow for Project Y is $143,500 and that of Project Z is $153,066

2. Payback period 
Payback period = Cost of the investment (machine in this case) / Annual net cash flows 

	Entries 
	Project Y
	Project Z

	Investment Cost
	$350,000 
	$350,000 

	Annual Expected net cash flows 
	$143,500 
	$153,066 

	Payback period 
	2.44
	2.29


This is calculated as per the formula mentioned above. It is done in an excel spread sheet. 

3. Accounting Rate of Return 
Accounting Rate of Return = Annual after tax Net Income/Annual average investment 
Annual average investment = (Beginning book value + Ending book Value) /2
Project Y
Beginning Book Value = $350,000
Ending Book Value = 0
			= ($350,000 + 0)/2 
			= $175,000
Project Z: 
Beginning Book Value = $350,000
Ending Book Value = 0
			= ($350,000 + 0)/2 
			= $175,000
Accounting rate of return: 
	Entries 
	Project Y
	Project Z

	Annual After Tax Net Income 
	$56,000 
	$36,400 

	Annual Average Investment 
	$175,000 
	$175,000 

	Accounting Rate of return 
	32.00%
	20.80%



4. Net Present value 
This is calculated as the difference between present value cash inflows minus the present value of cash outflows 

Project Y: 
	Entries 
	Amount 
	PV annuity factor (8%) 4 years 
	PV of Net Cash Flows 

	Annual expected net cash flows
	$143,500 
	3.3121
	$475,286.35 

	Invested amount
	
	
	$350,000.00 

	NPV for Project Y
	
	
	$125,286.35 


Project Z: 
	Entries 
	Amount 
	PV annuity factor (8%) 4 years 
	PV of Net Cash Flows 

	Annual expected net cash flows
	$153,066 
	2.5771
	$394,466.39 

	Invested amount
	
	
	$350,000.00 

	NPV for Project Z
	
	
	$44,466.39 
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