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Case Study 5 - Group 3 
 
 
1.  


Partial Cash Flow Analysis 


 0 1 2 3 4 5 


Land Opportunity Cost ($500,00)      


Building / Equipment Cost ($1,000,000)      


Net Revenues  5,000,000 5,150,000 5,304,500 5,463,635 5,627,544 


Less: Labor Costs  800,000 824,000 848,720 874,182 900,407 


Utilities Costs  50,000 51,500 53,045 54,636 56,275 


Supplies  2,000,000 2,060,000 2,121,800 2,185,454 2,251,018 


Incremental Overhead  36,000 37,080 38,192 39,338 40,518 


Net Income  2,114,000 2,177,420 2,242,743 2,310,025 2,379,326 


Plus: Net land salvage value      500,000 


Plus: Net building / equipment 
salvage value 


     5,000,000 


Net Cash Flow (10,500,000) (8,386,000) (6,208,580) (3,965,837) (1,655,812) 7,879,326 


 
 
2.  
Payback = (Net Cash Flow Year 4 / Net Cash Flow Year 5) 
Payback = 1,655,812 / 7,879,326 = .2,  
Since we start making an actual profit after payback in between years 4 and 5, the payback is 
4.2 years. 
NPV 
Year 1:  2,114,000 X .909 = 1,921,626 
Year 2:  2,177,420 X .826 = 1,798,549 
Year 3:  2,242,743 X .751 = 1,684,300 
Year 4:  2,310,025 X .683 = 1,577,747 
Year 5:  2,379,326 X .621 = 1,477,561 
5,500000 X .621 = 3,415,500 
11,875,283 - 10,500,000 = 1,375,283 
The greater the NPV, the more financially appealing the project becomes.  
IRR  
 
 








3. Not relevant. Known as sunken cost. Should not be included.if we allocate 10000 of existing 
overhead cost then we should not consider that value in our NPV calculation since that cost is 
irrelevant in case of project evaluation as that cost will be sunk cost for this project. 
 
 
 
4. To handle the cannibalization of inpatient surgeries, the net loss in the inpatient surgeries               
should be taken into account. Though the inpatient surgery’s financials will be negatively             
impacted the overall impact on the hospital will still be positive, as the demand of outpatient                
surgeries is higher. Hence we need to incorporate the loss figures of inpatient surgery, due to                
shifting of the patient from the inpatient surgery to the physician’s facility. If the local physicians                
were going to open an outpatient surgery center of their own, then cannibalization would need               
analysis on a much deeper level to pinpoint which physicians are cannibalizing our business the               
most, and have outpatient surgery facilities. Hence, we need to assess extent of cannibalization              
and related losses to the hospital, individually for physicians that have their outpatient surgery              
center in place. 
 
If the hospital is sure about cannibalization and there is no competitor then cannibalization cost               
need to be considered while project evaluation but if the competitor is about to launch similar project                 
then cannibalization cost should not be considered since this cannibalization will happen anyway             
by means of competition and should  not affect  the evaluation of  the project. 
 
 
 
 
5. Could have 25 procedures(best) per day but could have 15(worst) but on average 20 
procedures(mOst likely) would be done per day. Will have a negative number for the worst case 
scenario and will probably have a high number for the best case scenario Conduct a scenario 
analysis. What is its expected NPV? What is the worst and best case NPVs? How does the 
worst case value help in assessing the hospital’s ability to bear the risk of this investment?  
 
A: Expected NPV =$1,376,563.92; worst NPV= -2867228.81; Best NPV= 1,375,283 ±he 
worst-case value tells if the hospital should go Forward with the project or not 
 
 


Partial Cash Flow Analysis (Expected) 


 0 1 2 3 4 5 


Land Opportunity Cost ($500,00)      


Building / Equipment Cost ($1,000,000)      


Net Revenues  5,000,000 5,150,000 5,304,500 5,463,635 5,627,544 








Less: Labor Costs  800,000 824,000 848,720 874,182 900,407 


Utilities Costs  50,000 51,500 53,045 54,636 56,275 


Supplies  2,000,000 2,060,000 2,121,800 2,185,454 2,251,018 


Incremental Overhead  36,000 37,080 38,192 39,338 40,518 


Net Income  2,114,000 2,177,420 2,242,743 2,310,025 2,379,326 


Plus: Net land salvage value      500,000 


Plus: Net building / equipment 
salvage value 


     5,000,000 


Net Cash Flow (10,500,000) (8,386,000) (6,208,580) (3,965,837) (1,655,812) 7,879,326 


 
 
 


Partial Cash Flow Analysis (Best CasCenario) 


 0 1 2 3 4 5 


Land Opportunity Cost ($500,00)      


Building / Equipment Cost ($1,000,000)      


Net Revenues  5,000,000 5,150,000 5,304,500 5,463,635 5,627,544 


Less: Labor Costs  800,000 824,000 848,720 874,182 900,407 


Utilities Costs  50,000 51,500 53,045 54,636 56,275 


Supplies  2,000,000 2,060,000 2,121,800 2,185,454 2,251,018 


Incremental Overhead  36,000 37,080 38,192 39,338 40,518 


Net Income  2,114,000 2,177,420 2,242,743 2,310,025 2,379,326 


Plus: Net land salvage value      500,000 


Plus: Net building / equipment 
salvage value 


     5,000,000 


Net Cash Flow (10,500,000) (8,386,000) (6,208,580) (3,965,837) (1,655,812) 7,879,326 


 
 
 


Partial Cash Flow Analysis (Worst Cascenario) 


 0 1 2 3 4 5 


Land Opportunity Cost ($500,00)      








Building / Equipment Cost ($1,000,000)      


Net Revenues  5,000,000 5,150,000 5,304,500 5,463,635 5,627,544 


Less: Labor Costs  800,000 824,000 848,720 874,182 900,407 


Utilities Costs  50,000 51,500 53,045 54,636 56,275 


Supplies  2,000,000 2,060,000 2,121,800 2,185,454 2,251,018 


Incremental Overhead  36,000 37,080 38,192 39,338 40,518 


Net Income  2,114,000 2,177,420 2,242,743 2,310,025 2,379,326 


Plus: Net land salvage value      500,000 


Plus: Net building / equipment 
salvage value 


     5,000,000 


Net Cash Flow (10,500,000) (8,386,000) (6,208,580) (3,965,837) (1,655,812) 7,879,326 


 
6. Stephanie  


13% discount rate instead of 10 and come up with the NPV based on #5 
 
7.  
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