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A revision "cost benefit" exercise - lab project
You are the systems manager of a large wholesale building materials company.  Some enthusiastic users have just come to you for the idea of a new system, which will completely automate your ordering and inventory control procedures.

The costs are anticipated to be the following:
N$ 500 000 worth of hardware, which has to bought for cash

The development of the system is expected to take 12 months.  Apart from the company's IT staff, who have to be paid anyway, two extra contract analyst/programmers will have to be hired for the duration of the project ‑ they cost N$12000 per month each.

New testing and development software to the value of N$200 000 will be needed, but only half of this should be assigned to the project, because it will be used for other things.

40 hours of management time per month are going to be involved in monitoring the project ‑ cost N$300 per hour.

A programme of testing and user training will be undertaken when the product is to be installed (in a year's time)  ‑ N$ 20 000 has been devoted for this.

Maintenance of this system (software and hardware) will be allowed for at N$8000 per month, at today's prices ‑ however, this is estimated to escalate at 20% per year.

Benefits are the following:
The company has been static recently; with on average a customer going elsewhere for every new customer being acquired.  At the moment there are about 40 major customers.  It is hoped that the system, by giving better service, will make the customer base grow by 10% per year.  Each customer on average contributes about N$ 30000 of profit per year to the company ‑ this figure grows by about 6% per year.

The system will save two members of staff, who will be made redundant or move elsewhere.  At the moment they cost the company N$6000 per month each.

Savings in time and materials with the new system are estimated to be N$ 2000 per month at today's prices.

The company also has an average turnover of at least one staff member per year, in the orders department ‑ this is often claimed to be due to frustration with the present poor system and procedures.  Recruitment and training of a replacement costs about N$ 5000 ‑ with the new system this expense may be avoided.

Do a cost benefit analysis of the above (simplified!) scenario.  Assume a discount (depreciation) rate of 10% per year.  Take the analysis over 5 years, the projected lifetime of the system.  Estimate, at the value of today's money, whether it will be worthwhile to develop the system or not.  I.e., work out the NPV and ROI.

Everything you need will be available on a normal spreadsheet program!

