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	a)	The mean NPV is approximately $2.9 million.
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	b)	The probability that the NPV will be at least $2 million is approximately 76%.
	c)	The mean value of the minimum annual operating profit is approximately $0 million.
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	d)	The probability that the minimum annual operating profit will be at least $0 million is approximately 49.9%.





13.8	
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	The mean claim is approximately $2,750.
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13.12	a)	Option 2 (Hotel Project only):
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	b)	Option 3 (Shopping Center Project only):
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	c)	Option 1 appears to be the best. It has the highest expected NPV ($18 million vs. less than $12 million vs. less than $7 million) and there is less chance of losing money (less than 20% vs. greater than 25% for options 2 and 3).
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Size of Claim Prob.Distribution Parameters Claim (If Claim is This Size)

None 40% Fixed $0 $0

Small 40%Uniform(Min,Max) $0$2,000 $1,000

Large 20%Uniform(Min,Max) $2,000$20,000 $11,000

Size of Claim 1

(0=None,1=Small,2=Large) Simulated Claim $11,000
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NowYear 1Year 2Year 3Year 4Year 5

Land Purchase Fixed -1

Construction Cost Triangular(min,likely,max) -2.4-2-1.6 -2

Operating Profit Normal(mean,s.dev.) 0.70.7 0.70.70.70.7

Selling Price Uniform(min,max) 48 6

Total Cash Flow -1-20.70.70.76.7

Discount Factor 10%

Net Present Value ($million) 2.925

Minimum Annual Operating Profit ($million in y2-y5) 0.700
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