Prepare the following problems in Excel and ensure the formulas are present in the appropriate cells:
10-1 to 10-6, 10-13 to 10-16, 10-21
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NPV years, and a cost af capital of 11%. What is the project’s NPV? (Hint: Begin by
constructing a time kne.)
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Unequal Lives

Shao Airlines is cansidering the purchase of two alternative planes. Plane A has an
expected lfe of § years, will cost $100 million, and will procuce net cash flows of $30
million per year. Plane B has 2 life of 10 years, will cost $132 million, and will produce net
cash flows of $25 millon per year. Shao plans to serve the route for oaly 10 years. Inflation in
‘operating costs, aplane costs, and fares i expected o be zero, and the company's cost of
capitalis 12%. By how much would the value of the coempany increase i it accepted the better
project (plane)? Wt is the equivalent anwal annuity for each plane?




[image: image4.png]010-1%  Cummings Products is considering two mutually exclusive investments whose expected
NPV and IRR Analysis et cash flows are as follows:
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2 Construct NPV profles for Projects A and B.

b. What i each project’s IRR?

< 1 each project’s cost of capital were 10%, which project, i either, should be selected?
1 the cost of capital were 17%, what would be the proper choice?

. What is each project’s MIRR at the cost of capital of 10%? At 17%? (Hint: Consider
Period 7 as the end of Project B's kife)

& What is the crossover rate, and what is its sigificance?
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Your divisian is considering two investment projects, each of which requires an
up-frant expenditure of $25 million. You estimate that the cost of capital is 10% and
that the investments will produce the following after-tax cash flows (in millions of
dollars):

Your Project A Project
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2 0 0 )
3 " s
. 2 5

2 What is the regular payback period for each of the projects?

b. What s the discounted payback period for each of the projects?

. 1 the two projects are independent and the cost of capital is 10%, which project ar
projects shoalé the firm undertake?

. 1 the two projects are mutually exclisive and the cost of capital is 5%, which project
should the firm undertake?

. 1 the two projects are mutually exclusive and the cost of capital is 15%, which project
should the firm undertake?

£, Whatis the cromover rate?

5 1f the cost of capital is 10%, what s the modified IRR (MIRR) of each project?




