
1- You have been hired as a consultant for Pristine Urban-Tech Zither, Inc. (PUTZ), manufacturers of fine zithers. The market for zithers is 
growing quickly. The company bought some land three years ago for $1.35 million in anticipation of using it as a toxic waste dump site but 
has recently hired another company to handle all toxic materials. Based on a recent appraisal, the company believes it could sell the land for 
$1,450,000 on an aftertax basis. In four years, the land could be sold for $1,550,000 after taxes. The company also hired a marketing firm to 
analyze the zither market, at a cost of $120,000. An excerpt of the marketing report is as follows: 
  

The zither industry will have a rapid expansion in the next four years. With the brand name recognition that PUTZ brings to bear, we feel 
that the company will be able to sell 3,300, 4,200, 4,800, and 3,700 units each year for the next four years, respectively. Again, capitalizing 
on the name recognition of PUTZ, we feel that a premium price of $600 can be charged for each zither. Because zithers appear to be a fad, 
we feel at the end of the four-year period, sales should be discontinued. 
  

PUTZ feels that fixed costs for the project will be $400,000 per year, and variable costs are 15 percent of sales. The equipment necessary 
for production will cost $3 million and will be depreciated according to a three-year MACRS schedule. At the end of the project, the 
equipment can be scrapped for $375,000. Net working capital of $120,000 will be required immediately and will be recaptured at the end of 
the project. PUTZ has a 38 percent tax rate, and the required return on the project is 13 percent. Assume the company has other profitable 
projects. Table 8.3. 
  

What is the NPV of the project? (Do not round intermediate calculations and round your final answer to 2 decimal places (e.g., 
32.16).) 
  

  NPV 
$     

 

2- Aria Acoustics, Inc. (AAI), projects unit sales for a new seven-octave voice emulation implant as follows: 
 
  

Year   Unit Sales 
1     91,000   
2     104,000   
3     118,000   
4     113,000   
5     94,000   

 

   
  

Production of the implants will require $1,700,000 in net working capital to start and additional net working capital investments each year 
equal to 10 percent of the projected sales increase for the following year. Total fixed costs are $1,600,000 per year, variable production 
costs are $315 per unit, and the units are priced at $430 each. The equipment needed to begin production has an installed cost of 
$22,000,000. Because the implants are intended for professional singers, this equipment is considered industrial machinery and thus 
qualifies as seven-year MACRS property. In five years, this equipment can be sold for about 15 percent of its acquisition cost. AAI is in the 
30 percent marginal tax bracket and has a required return on all its projects of 17 percent. Table 8.3. 
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What is the NPV of the project? (Do not round intermediate calculations and round your final answer to 2 decimal places (e.g., 
32.16).) 
   
  

  NPV 
$     

   
  

What is the IRR? (Do not round intermediate calculations. Enter your answer as a percent rounded to 2 decimal places (e.g., 
32.16).) 
   

  IRR 
    

%   

 

3- We are evaluating a project that costs $768,000, has a six-year life, and has no salvage value. Assume that depreciation is straight-line to 
zero over the life of the project. Sales are projected at 57,000 units per year. Price per unit is $60, variable cost per unit is $35, and fixed 
costs are $770,000 per year. The tax rate is 35 percent, and we require a return of 15 percent on this project. 
    

a. Calculate the accounting break-even point. (Do not round intermediate calculations and round your final answer to nearest whole 
number (e.g., 32).) 

   
  

  Break-even point 
  units   

      

b-1 Calculate the base-case cash flow and NPV. (Do not round intermediate calculations and round your NPV answer to 2 decimal 
places (e.g., 32.16).) 

   
  

    

  Cash flow   
$     

  NPV 
$     

 

   
  

b-2 What is the sensitivity of NPV to changes in the sales figure? (Do not round intermediate calculations and round your final 
answer to 3 decimal places (e.g., 32.161).) 



   
  

  ΔNPV/ΔQ 
$     

  
  

b-3 Calculate the change in NPV if sales were to drop by 500 units. (Enter your answer as a positive number. Do not round 
intermediate calculations and round your answer to 2 decimal places (e.g., 32.16).) 

 
  

  
  NPV would   by $   

 
  

c. What is the sensitivity of OCF to changes in the variable cost figure? (Negative amount should be indicated by a minus sign. Do not 
round intermediate calculations and round your final answer to nearest whole number (e.g., 32).) 

   

  ΔOCF/ΔVC 
$     

 

         
4- We are evaluating a project that costs $680,000, has a five-year life, and has no salvage value. Assume that depreciation is straight-line 
to zero over the life of the project. Sales are projected at 49,000 units per year. Price per unit is $46, variable cost per unit is $26, and fixed 
costs are $685,000 per year. The tax rate is 35 percent, and we require a return of 20 percent on this project. Suppose the projections given 
for price, quantity, variable costs, and fixed costs are all accurate to within ±10 percent. 
   

Calculate the best-case and worst-case NPV figures. (Negative amounts should be indicated by a minus sign. Do not round 
intermediate calculations and round your final answers to 2 decimal places (e.g., 32.16).) 

   
  NPV 

  Best-case 
$     

  Worst-case 
$     
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5- The manager for a growing firm is considering the launch of a new product. If the product goes directly to market, there is a 60 percent 
chance of success. For $169,000, the manager can conduct a focus group that will increase the product’s chance of success to 75 percent. 
Alternatively, the manager has the option to pay a consulting firm $384,000 to research the market and refine the product. The consulting 
firm successfully launches new products 90 percent of the time. If the firm successfully launches the product, the payoff will be $1.84 million. 
If the product is a failure, the NPV is zero. 
 
  

Calculate the NPV for each option available for the project. (Do not round intermediate calculations. Enter your answers in dollars, not 
millions of dollars (e.g. 1,234,567).) 
 
  

                   NPV 

  Go to market now 
$     

  Focus group 
$     

  Consulting firm 
$     

 

    

Which action should the firm undertake? 
  

  
Go to market now 

  
Focus group 

  
Consulting firm 

 

 


