
1



322222



Remember that only cash flows are relevant.  Use incremental, after-tax cash flows to 

calculate NPVs. Remind students to be very careful when using accounting data.  
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It is important to explain that NPVs can be calculated at any point in time. Students are 

most familiar with time = 0. This kind of case shows how we must be flexible in our 

calculations. It is an “outside the box” concept and hard for students to grasp. 
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In practice, the point at which equipment is replaced reflects economics, not physical 

collapse. We must decide when to replace.
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The cash flows of the new machine are equivalent to an annuity of $2,387 per year.
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When recognized, the NPV of the project may prove to be negative.  If so, we still need to 

check whether it is worthwhile undertaking the project now and abandoning it later, when 

the excess capacity of the present system disappears. 
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