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Semester I 2021/2022 
 
 Name 		: Megat Irfan Zackry Bin Ismail
 Matric No. 	: A20EC0205
Subject        : System Analysis & Design (SCSD2613) 
Section         : 08 – Dr Naghmeh Niknejad 
Task             : Class Activity – Cost Benefit Analysis 1 
 

Instruction: 
Read the description and answer the questions 
 
  
ABCD is an established tuition center that has several branches in Johor Bahru. Recently, the top management has decided to consider an information system to help their growing business. You have been hired as the system analyst to handle the project. Before continuing with the development of the project, you need to assess the economic feasibility from the budget that the company plans to invest. Table 1 shows the information given by the company. 
 
Table 1: Estimated cost and expected benefits for ABCD 
	Estimated Costs: 
	Expected Benefits: 

	 
 
Hardware               RM  20,000 
Software                RM  10,000 
Stationeries            RM    5,000 
Salary                    RM  30,000 
	 
 
Savings                    RM 2,000 per month 
Increase sales          RM 25,000 
Motivation Course  RM 10,000 

	 
 
Assumptions: 
 
 
Discount rate                             15 % 
Sensitivity factor (cost)             0.5 
Sensitivity factor (benefit)        0.9 
Annual increment (costs)          5% 
Annual increment (benefit)      15% 


 
(a) Calculate the cost-benefit estimation using the Present Value (PV) analysis (for 3 years) to assess the economic feasibility for the ABCD project proposal.
	Costs
	Year 0
	Year 1
	Year 2
	Year 3

	Development Cost
· Hardware
· Software
	
10 000
  5 000
	
	
	

	Total
	15 000
	
	
	

	Production Cost
· Stationary
· Salary
	
	
  2 500
15 000
	
  2 625
15 750
	
  2 756
16 538

	Annual Prod. Cost
(Present Value)
	
	17 500
15 217
	18 375
13 894
	19 294
12 686

	Accumulated Costs
	
	30 217
	44 111
	56 797



	Benefits
	Year 0
	Year 1
	Year 2
	Year 3

	· Savings
· Increases Sales
· Motivational Course
	
	21 600
22 500
  9 000
	24 840
25 875
10 350
	28 566
29 756
11 903

	Total
(Present Value)
	
	53 100
46 173
	61 065
53 100
	70 225
61 065

	Accumulated Benefits
	
	46 173
	99 273
	160 338

	Gain or Loss
	
	15 956
	55 162
	103 541
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(b) What is the PI value for this PV analysis? What is your recommendation based on the PI value and justify it. 

PI = 103 541 / 15 000
	   = 6.9
Profitability index = 6.9, showing that it is a good investment because of its index is more than one.
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