Project Selection Criteria
Present Value Analysis

In all these analysis, “cash in” is +ve and “cash out” is –ve

1. Present Value Analysis, Life’s Equal

Select the best alternative among the given options using PV method. MARR = 10% 
	
	A
	B
	C
	D

	Cost
	10K
	12K
	15K
	20K

	Benefits/year


	2K
	2.5K
	6K
	7K

	Length of time (years)
	5 years
	5 years
	5 years
	5 years

	Salvage Value
	2K
	3K
	4K
	5K


Solution:
PV(A) = -10K + 2K(P/A,10%,5) + 2K( P/F, 10%,5) = -1.176K

PV(B) = -12K + 2.5K(P/A,10%,5) + 3K( P/F, 10%,5) = -2.55K

PV(C) = -15K + 6K(P/A,10%,5) + 4K( P/F, 10%,5) = 10.22K  ( c (HIGHEST PV)
PV(D) = -20K + 7K(P/A,10%,5) + 5K( P/F, 10%,5) = 9.640K
Selection hierarchy: C,D,Ф,A,B

Ф denotes “Do Nothing” option

2. Present Value Analysis, Life’s Unequal (LCM Method)
Since you can’t compare cash, unless you are at the same point in time, you find the LCM and assume the cash flow replicates without change until Length of time“L” is filled. Then you can calculate “PV” over “L”.
Equivalent Uniform Annual Benefit (EUAB)
Select the best alternative among the given options using PV method. MARR = 10% 

	
	A
	B
	C

	Cost
	10K
	12K
	15K

	Benefits/year


	3K
	4K
	5K

	Length of time (years)
	6 years
	10 years
	12 years

	Salvage Value
	4K
	2K
	1K


Solution:
LCM OF 6, 10, 12 = 60

EUAB(A) = -10K(A/P,10%,6)  + 3K+ 4K( A/F, 10%,6) = 1.2234K

PV(A) = 1.2234K(P/A,10%,60) = 12.18324K
EUAB(B) = -12K(A/P,10%,10)  + 4K+ 2K( A/F, 10%,10) = 2.17250K

PV(A) = 2.17250K(P/A,10%,60) = 21.65366K

EUAB(C) = -15K (A/P,10%,12)  + 5K+ 1K( A/F, 10%,12) = 2.84536K

PV(A) = 2.84536K(P/A,10%,60) = 28.36016K ( c (HIGHEST PV)
Selection hierarchy: C, B, A. 
Annual Analysis
This analysis is useful in certain types of studies: Asset replacement & retention time studies to minimize overall annual costs, breakeven studies & make-or-buy decisions. 
Select the best alternative among the given options using AV method. MARR = 10% 

	
	A
	B
	C
	D

	Cost
	10K
	12K
	15K
	20K

	Benefits/year


	2K
	2.5K
	6K
	7K

	Length of time (years)
	5 years
	5 years
	5 years
	5 years

	Salvage Value
	2K
	3K
	4K
	5K


Solution:

EUAB(A) = -10K(A/P,10%,5)  + 2K+ 2K( A/F, 10%,5) = -0.3104K

EUAB(B) = -12K(A/P,10%,5)  + 3K+ 4K( A/F, 10%,5) = -0.67418K

EUAB(C) = -10K (A/P, 10%,5) + 3K+ 4K( A/F, 10%,5) = 2.69826K

EUAB(D) = -10K(A/P,10%,5)  + 3K+ 4K( A/F, 10%,5) = 2.54307K

Selection hierarchy: C,D,Ф,A,B

Ф denotes “Do Nothing” option
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