Activity 8.1

1. Payback period. Table below gives the cash flows of the four projects, A, B, C, and D. Please use the payback period decision making tool to determine which projects you should accept and which projects you should reject using this method. Please employ three-year and four-year cutoff periods for recapturing the initial cash outflow. Assume that the cash flows are equally distributed over the year.
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	A
	B
	C
	D

	Cost
	-$10,000
	-$26,000
	-$80,000
	-$80,000

	Cash Flow Year1
	$3,500 
	$6,000 
	$17,000 
	$27,500 

	Cash Flow Year2
	$3,500 
	$10,000 
	$22,000 
	$22,500 

	Cash Flow Year3
	$3,500 
	$14,000 
	$27,000 
	$17,500 

	Cash Flow Year4
	$3,500 
	$18,000 
	$25,000 
	$12,500 

	Cash Flow Year5
	$3,500 
	$22,000 
	$22,000 
	$0 

	Cash Flow Year6
	$3,500 
	$26,000 
	$19,000 
	$0 


Please do this in the following steps:
STEP 1: Please copy and paste special values in the Excel table
STEP 2: Please use the sum function to determine payback in 3-year and 4-year cut off.
STEP 3: Please use “if” function to display the decision based on 3- and 4-year payback periods


2.	Net present value. MKZ Airlines has a new project with the following projected cash flows:
	Initial Cost
	0
	-$500,000

	Cash flow
	1
	$95,000

	Cash flow 
	2
	$200,000

	Cash flow
	3
	$200,000

	Cash flow
	4
	$300,000



	Please use a discount rate of 10%, 15% and 20% to determine according to the NPV rule whether the project is feasible at these discount rates following the steps below:
STEP 1:	Please copy and paste special values in table above in Excel
STEP 2: Please find the NPV using the NPV function
STEP 3: Please answer if the project is feasible at the given discount rate
STEP 4: Please determine the IRR of the project
