Additional Exercise - Week 9
1. What is the present value of the following set of cash flows, discounted at 15% per year? 
	Year
	1
	2
	3
	4

	Cash Flow
	100
	-100
	200
	-200


2. Your grandmother has been putting $1000 into a savings account on every birthday since your first (that is, when you turned one). The account pays an interest rate of 3%. How much money will be in the account immediately after your grandmother makes the deposit on your 18th birthday? 
3. Your factory has been offered a contract to produce a part for a new printer. The contract would be for five years and your cash flows from the contract would be $3 million per year. Your up-front setup costs to be ready to produce the part would be $6.5 million. Your cost of capital for this contract is 10%. 
a. What does the NPV rule say you should do? 
b. If you take the contract, what will be the change in the value of the firm? 
c. Does the IRR rule agree with the NPV rule? 

4. You are considering opening a new plant. The plant will cost $100 million up front. After that, it is expected to produce profits of $30 million at the end of every year (starting from the first year) of production. The cash flows are expected to last forever. Calculate the NPV of this investment opportunity if your cost of capital is 8%. Should you make the investment? Calculate the IRR and use it to determine the maximum deviation allowable in the cost of capital estimate to leave the decision unchanged.

5. You are evaluating a project that will cost $500,000, but is expected to produce cash flows of $125,000 per year for 10 years, with the first cash flow in one year. Your cost of capital is 11% and your company’s preferred payback period is three years or less. 
a. What is the payback period of this project? 
b. Should you take the project if you want to increase the value of the company? 

6. Kartman Corporation is evaluating four real estate investments. Management plans to buy the properties today and sell them three years from today. The annual discount rate for these investments is 15%. The following table summarizes the initial cost and the sale price in three years for each property:

Project 		Cost Today 	Sale Price in Year 3 
Parkside Acres 	$650,000 	$1,150,000 
Real Property Estates 	800,000 	1,400,000 
Lost Lake Properties 	650,000 	1,050,000 
Overlook 		150,000 	350,000 

Kartman has a total capital budget of $800,000 to invest in properties. Which properties should it choose? 
[Hint: Compute the NPV and Profitability Index of each proposed investment. Select the best combination of investments.]
