[bookmark: _GoBack][image: ]
[image: ]
image1.jpg
Answer the following questions. Show all work for full credit. You may use excel for numerical
problems.

1.

A firm earns cash inflows of $140,000 per year from Project A and has cash outflows of

$100,000 per year. The investment outlay for
tax rate is 40%, and the cost of capital is 12%

the project is $100,000. Its life is 10 years, the

a. Estimate the yearly cash flows of the project assuming the firm uses the straight

line depreciation method for tax
b. Calculate the NPV of the projec
the project

pu

Assume that a firm can invest an initial outlay

rposes

and suggest whether the firm should invest in

of $100,000 in a 10-year project that yields

EBITDA of $22,000 per year. The firm’s tax rate is 40% and the cost of capital is 12%.

a. Calculate the NPV of
tax purposes. Should
b. Calculate the NPV of

he project

he projec

using the straight line method of depreciation for
he firm accept the project?
using the sum-of-years-digits accelerated

depreciation method for tax purposes. (You may have to look up this method.)

Should the firm accept the project?

Assume a firm is considering replacing a machine that will increase EBITDA from $20,000 to

$51,000 per year. The new machine will cos
tax rate is 40%, and the cost of capital is 12%.
used for tax purposes.

a. Calculate the NPV of

he project i

$100,000 and has a life of 8 years. The firm’s

. The straight-line depreciation method will be

neither machine has a salvage value and are

fully depreciated. Should the replacement be made?

b. Assume that the old machine has

a book value of $40,000 and still has a useful

life of 8 years, but can be sold today for a salvage value of $15,000. Further

assume that the new machine wil
replacement be made?

have a salvage value of $12,000. Should the

A firm is considering a new project that costs $10,000 that will last 5 years and will have no
salvage value. The project would save $3,000 per year in salaries and would be financed
with a loan that will accrue interest costs of 15% per year. The firm’s tax rate is 40%, its cost
of capital is 20%, and the firm will use the straight-line method of depreciation.

a. Whatis the NPV of the project?

b. Should the firm invest in the project?
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5. The cash flows of projects A, B, and C are given below:

Project CF
Year A B Cc
0 -1 -1 -1
1 0 1 0
2 2 0 0
3 -1 1 3

a. Assume a 10% cost of capital. If A and B are mutually exclusive, and C is
independent, which project, or combination of projects, should the firm invest?
Why?

b. What will be the value added to the firm?




