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Question 1 (20 points) Tesla Corporation wants to build a new electric car model. The CEO, Elon Musk estimates that a net cash inflow of $205,000 for the firm during the first year, and the cash flows are projected to grow at a rate of 5.2 percent per year forever. The project requires an initial investment of $1,800,000.
a) Assume that the firm requires a return of 13 percent on such undertakings, should the project be accepted? (10 points)
b) At what constant growth rate would the company just break even if it still required a return of 13 percent on its investment? (10 points)
Question 2 (10 points): GM is considering a four-year project to improve its production efficiency. Buying a new machine for $405,000 is estimated to result in $170,000 in annual pretax cost savings. The machine falls in the MACRS five-year class, and it will have a salvage value at the end of the project of $25,000. The machine also requires an initial investment in spare parts inventory of $35,000, along with an additional $3,000 in inventory for each succeeding year of the project. If the shop's tax rate is 31 percent and its discount rate is 12 percent, should the company buy and install the machine? (30 points)
Question 3. (10 points) You are considering a new product launch. The project will cost $800,000, have a four-year life, and have no salvage value; depreciation is straight-line to zero. Sales are projected at 200 units per year; price per unit will be $18,300, variable cost per unit will be $15,300, and fixed costs will be $630,000 per year. The required return on the project is 12 percent, and the relevant tax rate is 34 percent. (30 points)
a) Based on your experience, you think the unit sales, variable cost, and fixed cost projections given here are probably accurate to within ±12 percent. What are the best and worst cases for these projections? What is the base-case NPV? What are the best-case and worst-case scenarios? (20 points)
b) Evaluate the sensitivity of your base-case NPV to changes in fixed costs (10 points)
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