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NET PRESENT VALUE SIMULATION: A CASE STUDY

Robert Stretcher
Sam Houston State University e Huntsville, Texas

INTRODUCTION

This paper presents a strategy for teaching Monte Carlo simulation using the
case of a capital expansion decision for ArkMed Corporation, a small biomedical
device manufacturer located in Houston, Texas. The company is considering
investing in a facility that can provide custom products using 3d printing. The facility
would serve the custom orthotics and solid implant needs of the medical community
of the greater Houston metropolitan area. A simulation of the financial feasibility of
the new facility is appropriate since the manufacturing method is unfamiliar to the
firm’s management, and because the facility would serve a custom ordered product
that would be expeditiously provided, within a few hours to a few days, unlike the
company’s current business.

The case provides an opportunity to augment coverage of capital budgeting
scenario analysis, and to give students an exercise that requires multi-page referencing
in Excel. It also can provide output data that can be summarized into a histogram
and frequency distribution chart. This process allows for a visual of the risk that a
project could return a negative NPV result. The distribution of NPVs thus provides
better information on which to base a capital asset expansion decision than would a
discrete NPV value based on averages of sales growth, expense ratios, and tax rate.

CASE ASSIGNMENT GIVEN TO STUDENTS

Mark Findley finished off the last of the coffee and started a new pot brewing.
He was waiting for a message from the Vice President of ArkMed Corporation. A
new expansion project had been proposed, and it would be Mark’s responsibility to
analyze the project. The firm had never invested in a project of this type before, a
production facility that would custom “print” biomedical devices with a 3d printer.
The firm had other types of custom manufacture, so Mark figured he could use
knowledge from those facilities for cost estimates, but the potential sales could range
from disappointing, making little use of the capacity of the plant - to full capacity,
where the plant would be used around the clock.

Randle Gere, the Vice President, finally called.

“Mark! I’ve asked Roberts in operations to coordinate with Atwood in cost
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accounting to get you operating cost estimates for the new plant. They should be
emailing you a spreadsheet soon.”

“What is our timing, Mr. Gere?” asked Mark. “Do I need to stay late today?”

“No, no - not necessary. In fact they are both staying late to provide you with
the information. You can just do it tomorrow. Can you get me your output and a
report by the end of the day tomorrow?

“Not a problem,” Mark responded. “I will get it to you around mid-afternoon.”

Because of the unfamiliarity of 3d printing technology and the range of
possible sales, Mark planned to carry out a simulation for the net present value of
the project. The simulation was similar to other NPV analyses he had carried out in
the past. He had been with ArkMed for four years and had taken over the “Chief”
position for the forecasting and analytics office after his boss had retired last year.

Mark had already heard from the firm’s marketing manager, who had done a
breakdown of expected revenues by sales region, based on custom manufacturing
sales for other products the firm offered. The facility under consideration was
sort of a wild card, though, because business would be based mainly on quick
turnaround. Measurements and specifications would be provided by technicians
dealing with patients, an order submitted electronically, and then ArkMed would
“print” the custom device, coat it with sterile coatings, package it in sterile packing,
and expedite delivery to the hospital or medical office where the procedure was
being done. While these devices could be delivered in as little as half a day, it was
also possible that quick delivery would not be so critical, and that the firm could
schedule production within a three to four day window. There was thus potential for
the facility to produce at capacity, but it was also possible that there would be times
where the three to four day backlog would be completed with no new orders in the
queue. That brought about the possibility of idle capacity, but a full staff would have
to be retained in order to handle new orders as they came in. The resulting variation
in sales could be significant.

Mark had waited until 7:00 pm, working on other forecasting tasks, and
the email from Roberts and Atwood finally came in. Mark began summarizing the
analytical inputs for his simulation immediately (Exhibit 1). He then structured the
inputs into the typical inputs page template in Excel (Exhibit 2) so that he could
spend the next day carrying out the simulation and writing up a brief for Mr. Gere.
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Exhibit 1. Mark’s Summary.
2015 Sales estimate (as if the project were already up and running): $2,748,000

Expected sales growth per year:
2016: 8%, 2.8% std deviation
2017: 6.2%, 5.2% std deviation
2018: 6%, 2.5% std deviation
2019: 4%, 2.7% std deviation
2020: 3.5%, 3.1% std deviation
2021: 2%, 3.5% std deviation
2022: 2%, 3.7% std deviation
2023: 2%, 3.8% std deviation
2024: 2%, 4% std deviation
2025: 2%, 4.1% std deviation

Cash expenses:
2016: 34% of sales, 1.3% std deviation
2017: 34% of sales, 1.5% std deviation
2018: 34% of sales, 1.6% std deviation
2019: 34% of sales, 1.8% std deviation
2020: 34% of sales, 2.0% std deviation
2021: 34% of sales, 2.2% std deviation
2022: 34% of sales, 2.4% std deviation
2023: 34% of sales, 2.6% std deviation
2024: 34% of sales, 2.7% std deviation
2025: 34% of sales, 2.8% std deviation

$7,997,000 Asset Expansion, depreciated on a 7-year MACRS schedule,
with a 10-year life
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MACRS 7-year Depreciation Percentages per year:
year 1 14.29%
year 2 24.49%
year 3 17.49%
year 4 12.49%
year 5 8.93%
year 6 8.92%
year 7 8.93%
year 8 4.46%

Tax rates expected: 33.4% of EBIT on average, 1.6% standard deviation,
based on higher income levels after the expansion and expected political action
concerning tax policy)

Appropriate discount rate for the project: 18.9%
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Exhibit 2. Mark’s Input Parameters Page.
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TEACHING STRATEGY FOR THE CASE

This simulation will involve many rows of calculated data. Spreadsheets, by
default, recalculate the entire workbook when any equation is entered. Wait time
may become problematic when 10,000 iterations times seven pages is recalculating.
To speed things up a bit, students may want to turn off Autocalculation. This is
done in Excel 2003 by selecting Tools... Options... Calculate from the toolbar and
Select “Manual” or in Excel 2007 by selecting Formulas... Calculation Options...
“Manual.” The user can then recalculate the workbook at any time by pressing F9.

Students might also benefit from some guidance on how to specify random
numbers or normally distributed random numbers: The “Math and Trig” function
RAND() generates uniformly-distributed random numbers. Random normally-
distributed numbers with, for example, a mean 100 and standard deviation 20,
can be generated using the “Statistical” function NORM.INV, specifying Uniform
random number inputs RAND() within the NORM.INV Formula: NORM.
INV(RAND(),100,20)). This can also be specified by Selecting Formulas... More...
Statistical... NORM.INV and entering RAND(), 100, and 20, as the specifications.

For a bit more orderly analysis, students should set up a standard workbook
with five worksheets: Mark’s Inputs page, Sales, Cash Expenses, NOCF, and
PVNOCF.

The “Inputs” worksheet (Mark’s Exhibit) lists the parameters of the model.
In the rest of the worksheets, it is most convenient to put the data in “row form” — see
Exhibit 3 for an example sales worksheet.

The Sales worksheet generates data as a simple random growth rate model.
Specifically, Salest+1=Salest*(1+g). For each cell of data, the growth rate is
normally distributed, with mean and standard deviation specified in the “Parameters”
worksheet. Since each year’s sales may be serially correlated, the sales figure for
each year should be based on the prior year’s sales times (1+g). An initial (year
zero) sales figure is shown in cell A17 in Exhibit 2. This is used as a base to calculate
the expected sales in year 1 (2016). Panel A of Exhibit 3 shows the syntax for the
fx input field for the 2016 sales calculation. Each subsequent year’s calculation is
based on the prior year’s calculation. Once the calculation is established for 2017,
the cell can be dragged (copied) to all other years by dragging the cell to year 2025.
The student’s own result will differ since every student will have different randomly
selected inputs. Although only a few rows of data are shown as an example here,
the students’ spreadsheets will have 10,000 rows of data per sheet, dragging the
row B3:K3 down to 10,000 lines. The remaining worksheets are constructed in a
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similar fashion, with 10,000 rows each by 10 years of projections (2016-2025) in

the columns.

B3

A
1 |SALES
2 iteration
3 | 1
4 2
5 3
6 | 4
7 5
8 | 6
9 | 7
10 ]
! Q
3 -
| A
1 |SALES
2 iteration
X 1
4 | 2
5 | 3
6 | 4
7 5
8 | 6
9 | 7
10 | 8
1 9

Exhibit 3. Sales Worksheet Visual.

B C

2016 2017

$2,954,688.83

$3,097,962.25| $3,469,267.61

$3,340,984.85

$3,077,476.76  $3,457,102.10
$3,063,515.44 $3,188,076.40

$2,927,964.72

$3,102,322.04

$3,091,829.60 $3,136,724.87
$2,993,372.57 $3,188,203.46

$2,891,247.23

$3,234,906.75

€2 97N 551 SR/ %7 9R7 947 RS

2016

e

2017

PANEL A

X ﬁ =InputsISASTT*(1+{NORM. INV{RAND(), Inputs! C53, Inputs 1C54)))

D

2018
$3,725,252.01
$3,388,263.63
$3,718,898.09
$3,338,786.16
$3,167,684.92
$3,167,362.42
$3,410,609.55
$3,423,324.43
S2NRR R37 97

2019
$3,792,035.83
$3,581,472.58
$3,770,552.47
$3,470,107.56
$3,280,479.82
$3,275,893.36
$3,586,363.35
$3,596,841.21
€32 27n 745 21

PANEL B

X fr | =BIT(1+{NORM.INVIRANDI(),Inputs!DS3,InputsiD54}])

D

2018

$3,097,962.25| 53,469,267.61| 53,725,252.01

$2,954,688.83
$3,077,476.76
$3,063,515.44
$2,927,964.72
$3,091,829.60
$2,993,372.57
$2,891,247.23
$2.970.551.56

$3,340,984.85
$3,457,102.10
$3,188,076.40
$3,102,322.04
$3,136,724.87
$3,188,203.46
$3,234,906.75
$2.967.947.65

$3,388,263.63
$3,718,898.09
$3,338,786.16
$3,167,684.92
$3,167,362.42
$3,410,609.55
$3,423,324.43
$3.088.637.97

2019
$3,792,035.83
$3,581,472.58
$3,770,552.47
$3,470,107.56
$3,280,479.82
$3,275,893.36
$3,586,363.35
$3,596,841.21
$3.270.295.21

2020
$3,803,324.53
$3,686,000.40
$3,861,251.36
$3,708,368.36
$3,530,915.43
$3,472,468.44
$3,553,774.20
$3,519,947.34
43381 Q50 83

2020
$3,803,324.53
$3,686,000.40
$3,861,251.36
$3,708,368.36
$3,530,915.43
$3,472,468.44
$3,553,774.20
$3,519,947.34
$3.381.950.83

2021
$3,917,165.84
$4,011,318.28
$3,891,569.46
$3,755,018.22
$3,740,242.75
$3,626,122.84
$3,393,995.26
$3,618,919.71
43570 35N 44

2021
$3,917,165.84
$4,011,318.28
$3,891,569.46
$3,755,018.22
$3,740,242.75
$3,626,122.84
$3,393,995.26
$3,618,919.71
$3.570.350.44

$3,946,€
$3,945,¢
$4,292,7
$3,906,2
$3,728,2
$3,654,1
43,3284
$3,650,C
4317491

$3,946,6
$3,945,8
$4,292,7
$3,906,2
$3,728,3
$3,654,1
$3,3284
$3,650,C
$3.749.1

The Cash Expenses worksheet contains values calculated simply as
For convenience, base the Cash Expenses in a

percentages of estimated Sales.
specified cell on the same column and row specified cell from the sales sheet, and
the same for the other sheets. Exhibit 4 shows a sample, again with the calculations
for cells B3 and B4 shown in the fx field.
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Exhibit 4. Cash Expense Worksheet Visual.

PANELA
B3 X W K ! JRM. TNV () Inputs! CS6, Inputs|CS 7))

A | B C | D | E | F 1 G | H
|iteration 2016 2017 2018 2019 2020 2021

1[ $1,055,016.39] $1,083,547.53 $1,258,024.50 $1,310482.55 $1,271,411.58 $1,554,389.47 $15169
2 $997,056.55 $1,097,665.29 $1,205,083.21 $1,270,662.00 $1,104,074.20 $1,413,058.64 $1,330,8
3 $935780.37 $1,167,995.00 $1,259,927.09 $1,319,079.78 $1,216,057.42 $1,247,669.13 $1,419,9
4 $1,035833.79 $1,085999.13 $1,165409.70 $1,167,680.58 $1,235745.04 $1,381,329.36 $1,285,4
5 $996,722.05 $999,666.86 $1,073,470.15 $1,157,469.96 $1,258,197.17 $1,261,688.41 $1,187,9
6
7
8
9

$1,109,961.02 $1,052,193.76 $1,040,366.64 $1,063,981.80 $1,106,434.62 51,306,100.19 $1,257,1
$1,028,853.53 $1,080,033.45 $1,142,518.01 $1,219,155.04 $1,261,367.04 $1,197,388.90 $1,122,8
$1,045,342.65 $1,100,507.02 $1,196,811.76 $1,058,281.65 $1,249,828.96 $1,390,431.74 $1,307,7
$977.393.80 $1.062.882.43 $991.747.17 $1.073.368.08 $1.145515.77 $1.345482.18 $9459

- R R

=
o

oy
=

PANEL B

=] =| @ X _ﬁ =5ales!C3* [NORM.INVIRAND{),Inputs D36, InputsID57))

A B c o E F 6 H
2 |iteration 2016 2017 2018 2019 2020 2021
1 $1,055,016.39 $1,083,547.53] $1,258,024.50 $1,310,482.55 $1,271,411.58 $1,554,389.47 $1,5169
2 $997,056.55 $1,097,665.29 $1,205,083.21 $1,270,662.00 $1,104,074.20 $1,413,058.64 $1,330,8
3 $935,780.37 $1,67,995.00 $1,259,927.09 $1,319,079.78 $1216,057.42 $1,247,669.13 $1,419,9
4 $1,035833.79 $1,085999.13 $1,165,409.70 $1,167,680.58 $1,235745.04 $1,381329.36 $1,285,4
5 $996,722.05 $999,666.86 $1,073,470.15 $1,157,469.96 $1,258,197.17 $1,261688.41 $1,187,9
6 $1,109,961.02 $1,052,193.76 $1,040,366.64 $1,063,981.80 $1,106,434.62 $1,306,100.19 $1,257,1
7 $1,028,853.53 $1,080,033.45 $1,142,518.01 $1,219,155.04 $1,261,367.04 $1,197,388.90 $1,122,8
8 $1,045,342.65 $1,100507.02 $1,196,811.76 $1,058,281.65 $1,249,828.96 $1,390431.74 $1,307,7
L] 4$977.393.80 $1.067.8R7.43 4991.747.17 S$1.073.36R.0R $1.145515.77 $1.345487.18 49459

In this simple model, NOCEF is calculated as:
(Sales, - Cash Expenses, - Depreciation ) *(1-tax rate)+Depreciation,
Exhibit 5 shows a sample, again with the calculations for cells B3 and B4
shown in the fx field.

Exhibit 5. NOCF Worksheet Visual.

PANEL A
B3 -| 8 X oW fl ={Sales!B3-'CASH EXP'IB3-Inputs|CS10)*{1-(NORM.INV{RAND(), Inputs!C513,InputsIC514) |l Inputs | C510
oA B c | D | E | F | G | H
1 [NocF
2 |iteration 2016 2017 2018 2019 2020 2021
3| $2,245410.11 $2,080,226.71 $1,072,127.61 $1,934,929.24 $1,820,247.61 $1,865,9

1
4 2| $1,695297.11 $2,143,411.70 $1,898,950.81 $1,874,790.44 $1,928,339.54 $1,992,723.66 $1,941,8
5 3| $1,814,955.64 $2,170,106.78 $2,120,303.98 $1,983,166.12 $1,992,905.45 $2,023,507.39 $2,167,1
6 | 4 $1,718514.98 $2,051,942.28 $1,898,346.19 $1,855,397.39 51,891,638.80 $1,846,690.28 $2,028,5
7 | 5 $1,675,080.09 $2,052,371.99 $1,840,958.75 $1,772,120.44 51,741,856.71 $1,901,280.74 $1,904,2
8 6 $1,693,100.27 $2,038,990.83 $1,894,188.41 $1,803,252.92 $1,829,736.91 $1,788,210.81 $1,859,4
9 7 $1,688,760.65 $2,062,431.29 $1,987,248.14 $1,928,660.99 $1,779,010.06 $1,737,339.46 $1,679,9

8 $1,589,346.17 $2,074,301.40 $1,971,901.92 $2,048,572.10 $1,749,875.02 $1,773,965.78 $1,816,7

9 S17N5R1R17 S192729N0A 49 S1R44 17048 517391051 S1747R24 R0 517337 R2 5210249
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. ~ PANELB . . §

A B c D | E | F | G | H
1 |NocF
2 |iteration 2016 2017 2018 2019 2020 2021
$1,733,831.14] $2,245410.11] $2,080,226.71 $1,972,127.61 $1,934,929.24 $1,820,247.61 $1,8659
$1,695,297.11 $2,143,411.70 $1,898,950.81 $1,874,790.44 $1,928,339.54 $1,992,723.66 $1,941,8
$1,814,955.64 $2,170,106.78 $2,120,303.98 $1,983,166.12 $1,992,905.45 $2,023,507.39 $2,167,1
$1,718,514.98 $2,051,942.28 $1,898,346.19 $1,855,397.39 $1,891,638.80 $1,846,690.28 $2,028,5
$1,675,080.09 $2,052,371.99 $1,840,958.75 $1,772,120.44 $1,741,856.71 $1,901,280.74 $1,904,2
$1,693,100.27 $2,038,990.83 $1,894,188.41 $1,803,252.92 $1,829,736.91 $1,788,210.81 $1,859,4
$1,688,760.65 $2,062,431.29 $1,987,248.14 $1,928,660.99 $1,779,010.06 $1,737,339.46 $1,679,9
$1,589,346.17 $2,074,301.40 $1,971,901.92 $2,048,572.10 $1,749,875.02 $1,773,965.78 $1,816,7
$1.705.818.17 $1.972.906.49 $1.844.129.48 $1.763.919.51 $1.747.874.80 $1.733317.63 $2.100.9

W oo~
O 0~ DN B W e

The last worksheet is the Present Value of NOCF,. Recall that:
PV(NOCF) = NOCF /[ 1+8]¢-219

Where 3 is the discount rate for cashflows. Exhibit 6 shows a sample, again
with the calculations for cells B3 and B4 shown in the fx field.

Exhibit 6. PVNOCF Worksheet Visual.

PANEL A
B3 <X o fr | =NOCFIB3/[(1+1nputs!$BS19)A(PVNOCFIBS2-2015))
A B c | D _ E | F | G _ H
1 |PVNOCF
2 literation 2016 2017 2018 2019 2020 2021
3 1] $1458,226.36] $1,588,297.91 $1,237,556.70  $986,751.05  $814,246.34  $644,227.62  $555,4
4 2 $1,425817.58 $1,516,149.01 $1,129,713.06 $938,048.54  $811,473.30  $705,270.87  $578,
5 3| $1526455.55 $1,535,031.86 $1,261,399.24  $992,274.14  $838,643.57  $716165.95  $645(
6 4 $1445344.81 $1451,447.83 $1,129,353.37  $928,345.26  $796029.09  $653586.29  $603
7 5 $1,408814.20 $1451,751.79 $1,095212.75  $886,677.76  $732,998.61  $672,907.12  $566
8 6 $1,423969.95 $1,442,286.58 $1,126,879.85  $902,254.85  $769,979.88  $632,889.06  $553,
9 7 $1420320.15 $1,458867.26 $1,182,242.41  $965002.59  $748,633.28  $614,884.52  $500(
10 8 $1,336708.30 $1,467,263.62 $1,173,112.73 $1,024,999.93  $736372.83  $627,847.41  $540,7
n 9 4$1.434666.75 S$1.360.173.96 $1.097.089.07 SRR7.574.44 S735.510.11 SR13.461.10 SR75.6
PANEL B

3 =| i X ﬁ =NOCFIC3/({1+InputsSBS19)*(PVNOCFICS2-2015))

A B © D E | F _ G | H
1 |PVNOCF
2 |iteration 2016 2017 2018 2019 2020 2021
| 1 $1,458,226.36] 51,588,297.91] $1,237,556.70  $986,751.05  $814,246.34  $644,227.62  $5554
4| 2 $1,425817.58 $1516,149.01 $1,129,713.06 $938,048.54  $811,473.30  $705270.87  $578(
5 | 3 $1,526,455.55 $1535031.86 $1,261,399.24  $992,274.14  $838,643.57  $716165.95  $645(
6 | 4 $1,45344.81 $1451,447.83 $1,129,353.37  $928,34526  $796,029.09  $653,586.20  $603,
7| 5 $1,408,814.20 $1451,751.79 $1,095212.75  $886,677.76  $732,998.61  $672,907.12  $566
8 | 6 $1,423,969.95 $1,442,286.58 $1,126,879.85  $902,254.85  5$769,979.88  $632,889.06  $5534
9| 7 $1,420,320.15 $1458867.26 $1,182,242.41  $965,002.59  $748,633.28  $614,884.52  $500(
10 8 $1336,708.30 $1,467,263.62 $1,173,112.73 $1,024,999.93  $736372.83  $627,847.41  $540,7
'I'll 9 51.434666.75 5$1.360.173.96 $1.097.099.07 S$RR7.574.44 $735.510.11 $613.461.10 SR75.6
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On the PVNOCEF sheet, construct a single column of data for PV(NCF) within
the PVNCF worksheet by summing the ten years of PVNOCEFs. Then create another

column subtracting the initial cash outlay from the PVNOCEF total, to get a column
of 10,000 NPVs.

Exhibit 7. SUM of PVNOCF Column and NPV Column Visual.

X oo fe | =sumpaxy)

| G H 1 ] | K L fPm N

1 {

2 2021 2022 2023 2024 2025 SUM of PVNOCFs NPV

3| $644227.62 $555414.77  $506,733.09 $354,61167  $324,386.60 $473,452.11
4 | $705270.87  $578,014.00  $489,610.57  $405,746.98  $336,900.09 $8,336,744.01  $339,744.01
5 | $716,165.95  $645081.52  $505,065.83  $445,722.64  $360,096.98 $8,825,937.28 $828937.28
6 | $653,586.29  $603,835.34  $489,394.90  $338,869.39  $317,231.54 $8,153,437.82 5156,437.82
7 | $672,907.12  $566,826.06  $426,543.95  $343,271.45  5304,112.94 $7,889,116.64 (5$107,883.36)
8 | $632,889.06  $553,483.54  $471,968.07  $393,368.50  $306,376.54 $8,023,456.81  $26,456.81
9 | $614,884.52  $500,058.76  $390,784.53  $339,244.13  $287,124.36 $7,907,161.99  (589,838.01)
10 | 5$627,847.41  5540,793.40  5$486416.48  $383,965.72  $322,736.70 $8,100,217.12  $103,217.12
11| $613,461.10  $625985.49  $428,698.85  $365,610.80  $281,648.63 $7,825428.69 (5171,571.31)
12| $662,465.55  $591,574.48  $486,823.08  $410,932.31  $343,773.14 $8,417,675.19 5420,675.19
13| $593,542.83  $535534.25  $436,555.06  $347,673.66  $315,966.41 $8,048,771.77  $51,77L.77
14 | $641,674.74  $615485.03  $519,022.77  $403,173.23  $331,309.79 $8,049,415.48  $52,415.48
15| 5$648,784.03  5513,031.20 $398,966.68  $313,225.05  5$255,246.58 $7,576,685.84 ($420,314.16)
1A/ €720 285 N <cga 547 a1 4474 QRA AT <200 ARA Q7 SIMA TN R SR COR 24N 77 <Ko 24n 27

Excluding the “Inputs” worksheet, each worksheet should have a header row
representing years 2016-2025 and a single row of data. This single row represents
one possible future for our company (based on the chosen parameters). The purpose
of the simulation is to generate many realizations of the future and use the distribution
of valuations to make meaningful insights into the economic value of the project
under consideration. To do so, we must fill each of the data worksheets with 10,000
rows of data. If the formulas were carefully constructed (with proper relative and/
or absolute cell addressing) then this is a trivial matter. For example, suppose you
have data in cells B3:K3 and you want to fill in the next 1,000 rows. To do so,
click the “Name Box” in the upper left hand corner and type B3:K1002. This will
highlight a block of cells. From the Edit Menu, select Fill->Down and all contents
are copied. Do this for the Sales, Cash Expenses, NOCF, and PVNOCF worksheets.
After all the data is filled, students should be sure to manually recalculate the cells if
autocalculation is off (Note: The fill can also be accomplished by ‘dragging’ the cell
or cells through to the 10,000th line using Excel’s “+” function).

To create the column of 10,000 NPV’s on the PVNOCEF sheet, or each row
(iteration), sum the PVNOCEF for all ten years and subtract the initial cash outlay,
$7,997,000. Add descriptive statistics of the distribution of NPV to the Parameters
Worksheet. Specifically, calculate the minimum, median, mean, maximum, and
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standard deviation of NPV using Excel’s automated statistical functions (or use the
data analysis toolpack to calculate all these measures and more in a single step).

An analysis with this level of sophistication has the potential of making or
breaking a capital budgeting decision, or the decision by a capital provider to either
fund the project or not. Absence of an analysis such as this may cause the same to
question the firm’s ability to provide valid estimations of the impact of the project on
the welfare of the firm’s shareholders. A chart of the distribution of NPV’s is a good
visual to see the likelihood, given the input distributions, that a positive (or negative)
NPV would occur. The negative probability can be calculated easily by counting all
of the negative NPV’s out of 10,000 (this is the probability of a negative NPV). The
same can be repeated for the positive values. Exhibit 8 shows an example of the
resulting frequency distribution, created by charting the histogram output using the
histogram function in the data analysis toolpack, with an indicator line showing the
critical NPV value of zero drawn in. While each student’s result will differ a bit from
this visual, it is clear to see that the NPV has a greater likelihood of being positive,
but there is also substantial risk that the NPV could be negative as well.

Exhibit 8. Frequency Distribution of NPV’s.

1200 4

400

200 A “
repl I ._.I.l.l. I EEEEEEEEENE IIlll
e 2 2 o o 2 o

223228828883 8¢%8§8 tre2asggggesssgszggs
uuuuuuuuuu
e © & 8 © e & 6 6 & o o
2888 gs888 88888 | 2882288823883 ¢3¢8¢88¢g:=
T M Moo O M B M DWW MM oA | ™ Mmoo @ - B O S = oom = 0

An optional requirement could be to request that students prepare a
professional report and correspondence, taking the role of Mark, and selling the
analysis to upper management.
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A solution Excel workbook may be downloaded by JBS readers from the
author’s website:

www.shsu.edu/~fin_rhs/JBSsolution.xlsx
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