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Question 1
Winston Clinic is evaluating a project that costs $52,125 and has expected net cash inflows of $12,000 per year for eight years. The first inflow occurs one year after the cost outflow, and the project has a cost of capital of 12%. What year does the project have payback? 
Solution 
Payback Period = Investment / Constant Annual Cash Flow
Payback Period = $52,125 / 12,000 
Therefore Amount recovered in 4 years = 4 X $12,000 = $ 48,000 
Amount remaining = $ 52,125 – $ 48,000 = $4125 
Time required to recover $ 4125 = 4125/12,000 = 0.34375 years 
Payback Period = (4 + .34) years = 4.34 years
Question 2
Winston Clinic is evaluating a project that costs $52,125 and has expected net cash inflows of $12,000 per year for eight years. The first inflow occurs one year after the cost outflow, and the project has a cost of capital of 12%. What is the project’s NPV?
Solution  
Cash inflows = $ 12,000 per year for 8 years. 
Cost of capital = 12%. Present value of cash inflow of year 1 = 12,000 / (1.12) PV of inflow of year 2 = 12,000 / (1.12^2)
Similarly PV of inflow of 8th year = 12,000 / (1.12 ^ 8)
Adding PV of all inflows of 8 years we get the amount as = $59,611.68
NPV = PV of inflows - PV of outflows 
NPV = 59,611.68 - 52,125 = $7,486.68
The project’s NPV = $ 7,487
Question 3
Winston Clinic is evaluating a project that costs $52,125 and has expected net cash inflows of $12,000 per year for eight years. The first inflow occurs one year after the cost outflow, and the project has a cost of capital of 12%. What is the project’s IRR? (Hint: remember to put the answer as a percentage)
[bookmark: _GoBack]Solution 
Between 6th and 7th year the Winston clinic regains their initial investment
IRR = Rate in IRR will make the NPV 0. 
Assume rate to be "r" IRR = 52,125 = 12,000 / (1+r) + 12,000(1+r) ^ 2.......+12,000(1+r) ^ 8 
Therefore IRR = 16.0%
 Question 4
Winston Clinic is evaluating a project that costs $52,125 and has expected net cash inflows of $12,000 per year for eight years. The first inflow occurs one year after the cost outflow, and the project has a cost of capital of 12%. What is the project’s MIRR? (Hint: remember to put the answer as a percentage).
In this case, we calculate the project MIRR as follows; cash flows from year (0 – 8)
Y0, -52,125 Y1 12000, Y2 12000, Y3 12000, Y4 12000, Y5 12000, Y6 12000, Y7 12000, Y8 12000
Therefore; MIRR =   
   = 13.9% 
The project’s MIRR = 13.9%
Question 5
The director of capital budgeting for Big Sky Health System, Inc. has estimated the following cash flows for a new service and has a cost of capital of 10%. What is the project’s payback period?
Solution  
In order to determine the payback period, we must construct the project’s cumulative cash flows. This is simply the summation of all the cash flows that occurred up to that point. 
Therefore, to calculate the cumulative cash flows for Big Sky health Systems, we add
 (100,000) (Year 0) + 70,000 = (30,000) for year 1, (30,000) + 50,000 = 20,000 for year 2, 20,000 + 20,000 = 40,000 for year 3. 
Since we can see the cash flow in Year one is ($ 30,000) and the cumulative cash flow in year 2 is $20, 000.
 We can assume that the payback period must be between Year 1 and Year 2. 
To determine the payback period, we can use the equation where;
 Payback period = 1 + Amount to be recovered / cash flow during the year 4. If we substitute $30 for the amount recovered and $50 for cash flow during Year 4. 
Hence; 1 + $ 30,000/$ 50,000 = 1 + 0.6 = 1.6. 
Our payback period is 1.6 years
Question 6.
The director of capital budgeting for Big Sky Health System, Inc. has estimated the following cash flows for a new service and has a cost of capital of 10%. What is the project’s NPV? 
To determine the projects net present Value (NPV). NPV is the sum of the present values of a cash flow stream. 
In order to calculate NPV we would use the equation;
    
Where CF is the cash flow and r is the required return. 
Therefore, in order to calculate we would input our cash flows we determined above and insert our cost of capital (required return) for r.
Therefore;  = (-$100 + $63.64 + 41.32 + $15.03) = $19.985 (thousands).   
NPV = $ 19,985
Question 7
The director of capital budgeting for Big Sky Health System, Inc. has estimated the following cash flows for a new service and has a cost of capital of 10%. What is the project’s IRR? 
Solution
To determine the projects IRR, which can be done by understanding that the IRR is the discount rate that forces the NPV of the project to equal zero.
Therefore, 
               We would use the same equation as above but input 0 for NPV.
                 = 0.2356 = 23.6%. 
Since our IRR exceeds the project cost of capital (10%), a surplus is projected to remain after recovering the invested capital
The projects IRR = 23.6%
Question 8
The director of capital budgeting for Big Sky Health System, Inc. has estimated the following cash flows for a new service and has a cost of capital of 10%. What is the project’s MIRR? 
MIRR can be calculated by taking the equation   
Where n is the number of periods. 
By plugging in our integers we get,  

The project’s MIRR = 16.9%


