Chapter 1 

18. A four-year financial project is forecast to have net cash inflows of $20,000; $25,000; $30,000; and $50,000 in the next four years. It will cost $75,000 to implement the project payable at the beginning of the project. If the required rate of return is 0.2, con​duct a discounted cash flow calculation to determine the NPV.

19. In the project described in Problem 18, assume that the net cash inflows are probabilistic variables. Fur​ther assume that each forecast net cash inflow is nor​mally distributed with standard deviations of $1,000, $1,500, $2,000, and $3,500, respectively. Given a required rate of return of 0.2, find the mean forecast NPV using Crystal Ball. What is the probability that the actual NPV will be positive?

23. Nina is trying to decide in which of four shopping centers to locate her new boutique. Some cater to a higher class of clientele than others, some are in an indoor mall, some have a much greater volume than others, and, of course, rent varies considerably. Be​cause of the nature of her store, she has decided that the class of clientele is the most important considera​tion. Following this, however, she must pay attention to her expenses, and rent is a major item-probably 90 percent as important as clientele. An indoor, temperature-controlled mall is a big help for stores such as hers where 70 percent of sales are from passersby slowly strolling and window shopping. Thus, she rates this as about 95 percent as important as rent. Last, a higher volume of shoppers means more potential sales; she thus rates this factor as 80 percent as important as rent.

As an aid in visualizing her location alterna​tives, she has constructed the following table. A "good" is scored as 3, "fair" as 2, and "poor" as 1. Use a weighted score model to help Nina come to a decision.

	
	
	Location
	

	
	1
	2
	3
	4

	Class of clientele
	fair
	good
	poor
	good

	Rent
	good
	fair
	poor
	good

	Indoor mall
	good
	poor
	good
	poor

	Volume
	good
	fair
	good
	poor


