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Introduction
This is the analysis to show that the Pathrite system can give better to the firm. By analyzing various factors of accounting such as WACC, IRR we can get the profitability of the firm so that the firm can decide whether the firm can go ahead to purchase the Pathrite system. This analysis also helps to know what return we get from this project.

Cost of equity

The appropriate rate of return an investor gets from capital is called the cost of equity. In this case, the expected rate of return is directly proportional to the risk. When the risk is high then the expected return is also high when it is low then the expected return is also low. After utilizing the capital the return that a firm gets is the cost of capital. The best way of finding out the cost of equity is Gordon’s discount model together with the CAPM. In this case according to Gordon’s discount formula

r= D/P + g where D represents the dividend, P represents the prevailing market price and g represents the growth rate.

r=D/P

r= 0.459130435

This is found by dividing the sum of the dividends for the different years by the value of the price of the stock that is in 2006.

Debt cost of capital

The interest rate at which the firm pays for the debt is called the cost of debt. These include debt such as loans, bonds, etc. These debts are those that are related to the expenses which are after taxation. When firms need to calculate the cost of debt they first calculate the payment made in terms of interest. The cost of debt is found by multiplying the effective interest rate by the factor of one minus the tax rate in some firms. The debt cost of capital for this case scenario is as follows: The debt of capital is given by 106.08/18= 5.893333333
WACC

Weight average cost of capital helps the firm to find the expected value of the project’s net present value. By this method, we can find the total cost of capital by multiplying the interest rate with the market value of the data of the different funds. WACC will be till far to the total expenses of the firm. Therefore by the calculation, the WACC is 10.395% as an outcome. Then the value of WACC is more than IRR value it means the firm does not lose its wealth purchased because the necessary rate of return of 8.59% is lower than the value associated with WACC.    
	WACC (Weight Average Cost of Capital

	Weight of debt
	0.30
	Risk premium
	0.07

	Weight of equity
	0.70
	Risk Free rate
	0.05

	Cost of debt
	0.07
	Beta
	0.01

	Cost of equity
	0.14
	Tax Rate
	0.40

	WACC (Weight Average Cost of Capital
	 
	 
	0.10395


Calculations are as shown below.

From case 1, the one that represents the steady-state, there exists a nominal cash flow worthy 2500000. The net present value for this case shall be 118,245.21 and the IRR shall be 8.59%. From case two, 2500000X1.3 shall be the expected cash flow with a net present value of 2,202,737.73 and an internal rate of return of 16.44%. From case three, the expected cash flow is 2500000* 0.85 and the net present value shall be -960,507 with an internal rate of return of 4.25%. With these three states, the expected value of NPV which involves all the probabilities of every scenario shall be as follows.

The expected values for the Net Present Values are equal to NPV of the first scenario multiplied by the likelihood of the first scenario+ NPV of the second scenario multiplied by the likelihood of the second scenario+ NPV of the third scenario multiplied by the probability of the third scenario as shown below.

= 118,245.21X 0.7 + 2,202,737.72 X 0.2 + (-960,507.80) X 0.1 = 427268.42

The Expected value for the internal rate of return shall be equal to 9.724% as shown in the excel sheet.  And from the above table, WACC is given as 10.395%.
Incremental cash flows
Incremental cash flow involves the finding of after-tax earnings and then adding past depreciation to it. It is the system that would cost more than $2 million and then later the system would cost 49 million. 

Depreciation treatment
The principle that links the company expenses to the duration in which associated revenues are earned is called depreciation. Briefly, it is a convention that aids in matching costs and revenues. In the case, depreciation is stated to be half the value. The value for depreciation is found as follows: 

Inflation
The numerical measure of the rate at which the mean price of products together with services in an economy rises during a certain duration is called inflation. It is the constant increase in the price of the product. Inflation is found by dividing the final CPI index with the starting CPI value. For our scenario below, the inflation rate is given as 

143/8 divided by $7 which was the price of the share in 1996 this gives 2.053571429
Sensitivity Analysis
The method which is used to find the way independent values affect a certain dependent variable from a certain group of assumption is known as a Sensitivity analysis. This analysis is dependent on a single or more input item. Net present value is considered as a base in case of measurement of sensitivity analysis and then all the necessary inputs kept constant. The percentage change in terms of output and dividing the same with the percentage change of the input values we get the Sensitivity analysis.                                                
Conclusion
The expected value of the system in terms of NPV is more than zero.so the firm can go ahead and purchase the Pathrite system. The positive value of NPV shows that the system can give a better return to the firm. By analyzing the WACC and IRR we can say that the project is worth purchasing. The system is worth seeing that the net present value has an expected value of more than a positive figure.
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