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1) Given the following project cash flows:
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a. Calculate NPV.
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b. Would you proceed with the project?  Why or why not?

Yes; NPV is not >= $0


2) Given the following project investments:
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a. Calculate FV of the investments (since each investment occurs in a different year, you should use two separate FV calculations, then add the amounts).
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b. Do you think this is a low risk project or a high risk project?  Explain your answer.

High risk, as indicated by the high required return.
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Investment (85,000) $        (10,000) $      

Required return 22.80%

Year
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Investment (85,000) $        (10,000) $      

Required return 22.80%

Calculations

Cash flow 85,000 $       

1+ yield 1.228             

Years 3                     

FV 157,403 $     

Calculations

Cash flow 10,000 $       

1+ yield 1.228             

Years 2                     

FV 15,080 $       

Total FV 172,483 $     

Year
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Investment (8,000) $          

Cash flow (1,200) $         500 $              800 $             

Disposal 12,000 $       

Total (8,000) $           (1,200) $         500 $              12,800 $       

Required return 11.50%

Year
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Investment (8,000) $          

Cash flow (1,200) $         500 $              800 $             

Disposal 12,000 $       

Total (8,000) $           (1,200) $         500 $              12,800 $       

Required return 11.50%

Calculations

Cash flow (8,000) $           (1,200) $         500 $              12,800 $       

1+ yield 1.115                1.115              1.115              1.115             

Years -                    1                      2                      3                     

PV (8,000) $           (1,076) $         402 $              9,234 $          

NPV 560 $               

Year


