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Decision Support Using Microsoft Excel

PREVIEW

A very wealthy man has been ask Sy
e\pec.ted = il [lbttll ?sl\eci to invest in an oil exploration company. H
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y profitable. In this case, you will use Microsoft Excel toWl]l llnveSt if the venture s
). analyze the profitabili
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the investment.
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\ i ite sible that the prospector wil
There is no guarantee that a well will bring forth oil. It’s quite po'smgiz s andpbri l?g e el
large patch of shale, sink the shaft, drill horizontally, force water down ]

S spector. An unlucky pros
If so, the well must be shut dO\\’l‘l, and its cost becomes a loss to the prosp p
b))

locate
drills too many dry holes can go bankrupt.

Or no oj
eCtOI‘ ‘VhO
S ars, a barrel of oil go]
The price of oil has fluctuated greatly in recent years. For many years, d

he price has droppey "8

[ ars the price has dr

than 8100 in America and the rest of the world. In recent years, however, P opped

below $50 a barrel at times. Thus, it’s possible that a we
e

Il can produce copious amounts of Oil, but 4¢ 4
: a1 bob 3 i spectors can go bank sai
cost that exceeds the price oil refiners are willing to pay for it. Oil prospe g TPt in thi
way as well. : di=a
i ; i i ith “other people —in other
Oil prospectors typically finance their operations with “other people’s money words, by
borrowing, In recent years, fracking operations have bee

are solq ¢,
i erest
bankers or to iny e ; TS faceli Tateg
are sometimes called “junk bonds” in financial circles. The risk in this case is g pr

may not be profitable enough to pay

OSpector
back the interest and principal. ‘

A well-known Texas oil prospecting firm has entered your state, which has huge areas .ot shale i
regions. The company has bought drilling rights from the farmers who own the land, sold junk bon
gigantic New York City bank, and begun drilling test wells. Already, things look
firm is telling everyone he know:

In order to start recov
the business to wealthy

n financed by high-interest bonds, whicl,
estors in the open bond markets. Bonds issued for high-risk ventures at high int,

S rupg)
ds to 4

good. The owner of the Texas

s that shale oil is flowing like he has never seen it flow before.

ering his investment—and to reduce his risk—the owner v

Vants to sell shareg of
individual investors. He offers to sell a share in his venture f
proposes that one share will be repre

or 8§10 million, apq
sented by one well. For the investment, the owner of the share
receives the net income after taxes from a designated well for the next eight years, which is the term of
the drilling rights. Due to the depletion factor, eight vears is also the expected useful life of the
company’s wells.

A very wealthy man is a good friend of yours in town. He Was approached by the Texas oilman during a
golf outing at the local country club, and your friend is intrigued. “The net income for eight y
producing oil well might be a |

ears from a
ot more than $10 million,” he told you. “But my minimum rate of return for 4
long-term investment is 15 percent. | need to know if the investment’s after-tax cash flows vield
value greater than zero, discounted at 15 percent.”

You are familiar with the conceept of net present value (N
invested $1 million up front, then received a return of
investment for him? The answer depends on the rate
13 percent on his in

vestment, receiving $1.1 million
million/1.15 on day

one, or about $956,000. In other
amount as a “present value.”

In the example, v
81 million in day

a net present
PV). For exam
S1.1 million a year |
of return he require
one year from now j
words, dividing

ple, assume that vour friend
ater. Would that be a good
s. To a man who wants to earn

$ equivalent to receiving $1.1
S1.1 million by 1.15 st

ates the future
our friend would not want to inv

-one dollars. In Excel, the NPV functi
1000000, 1100000) would evaluate to -837,807. The negative value
good one at a discount rate of 15 percent. In Excel, the v
can be represented by cell addresses. Continuing the example, assume th
and cell C6 holds the value 1100000. These values could then become
(15%, B6, C6). The NPV function is covered more completely
Your friend asks you to create a projected eight-year ine
need to find out what the expected costs are,” he said.
analysis should measure the rate of return at hig

85 million, just to see what he says. The

for a barrel of oil.”

est 81 million in order {0 receive a return of less than
on performs this caleulation; the formula =NPV(15%, -
indicates that the investment is not a
alues in the formulg need not be hard-coded; they
at cell B6 holds the value —1000000

the following formula in Excel: =NPV
in Tutorial g,

d

ome statement for g fracking oil well. “You'll
“Don’t just rely on the oilman’s prospectus. Your
asking price, byt also at others, | might want to offer
spreadsheet shoulq measure the rate of return at different prices
You tell your wealthy friend that you are adept with Excel's Scenario M
his request without much trouble.

You familiarize yourself with the projected financial dagq in the company’s prospectus. In addition, Yot
talk to a petroleum engineer at the state university about the business. Most of the accounting and financl
fundamentals are clear enough. The effect of depletion rate is the mogt difficult concept to master. Sl

An oil well has an initial production rate (IPR) at the beginning of its life, and then again at th? heg.m;
of each drilling year. A typical beginning IPR is 500 barrels of of] production g day. However, the tru(:"km
production rate tails off rapidly. A typical pattef‘n might bff 70 percent in year 1, 30 percent in year =
20 percent in year 3, and so on. An example will help to illustrate the effect on production.

’ dle
anager, and that you can han

4



The Fracking Oil Investment Decision

AT0 percent decline from 500 barrels a day would mean that year 2’s beginning IPR would be 500-(70%
+ 500), OT 500-350, which equals 150 barrels a ciay. In year 2, the decline would be 30% * 150, or 45 barrels
 that the IPR at the start of year 3 would be 150-45, or 105 barrels a day. A 20 percent decline in year 3 i
s0 ¢ 105 would mean a decline of 21 barrels, to 84 barrels a day. The data is summarized in Figure 7-1

from

Beginning IPR 500 barrels/day 150 barrels/day 105 barrels/day
Decline rate 70% 30% 34:”0 25'/ v
production decline 350 barrels 45 barrels 21 barrels

IPR to begin next year 150 barrels/day 105 barrels/day 84 barrels/day

Source: © 2016 Cengage Learning®
FIGURE 7-1 Example decline rates

The data in the preceding table does not mean that production throughout year 1 is 500 barrels a day,
and then falls off a cliff to 150 barrels a day on the first day of year 2. Production would decline ratably
during a year. Thus, the average production per day in year 1 is the midpoint between 500 and 150 barrels a
dav. This amount is 500-(350/2), or 500-175, which equals 325 barrels a day in year 1. Another way to

caleulate this amount is S00—(( .70/2) * 500); in other words, you can use one-half the decline rate in the
caleulation. Average production per day in year 2 is the midpoint between 150 and 105 barrels per day.
Average production per day in year 3 is the midpoint between 105 and 84 barrels per day. Average
production data is shown in Figure 7-2.

Beginning IPR 500 barrels/day 150 barrels/day 105 barrels/day

Average production/day 325 barrels 127.5 barrels 9% barrels
in year 77 ,

Source: © 2016 Cengage Learning®
FIGURE 7-2 Average production per day in year

ASSIGNMENT 1: CREATING A SPREADSHEET FOR DECISION SUPPORT

In this assignment, you will produce a spreadsheet that models the investment opportunity. Then, in
Assignment 2, you will use the spreadsheet to gather data about possible investment scenarios and then write
a memorandum that documents your analysis and findings. In Assignment 3, you will prepare and give an
oral presentation of your analysis and conclusions to the Texas oil company.

First, you will create the spreadsheet model of the decision. The model covers the well’s eight produc_tive
years from 2017 to 2024. This section helps you set up each of the following spreadsheet components g
entering cell formulas:

°  Constants

° Inputs

®  Summary of Key Results
Calculations

Income and Cash Flow Statement
*  Debt Owed

e is available for you to use; it

A discucci i _ : ‘

will iscussion of each section follows. The spreadsheet skeleton for this cas il

1 Save you tj S R Lt l ot Case 7 aﬂd [hen selec
You time. To access the spreadsheet skeleton, go to your data files, sele )

l‘l'ilckjng.xlsx.

Constants Section

Your Spr lows

B8 0g . ¢ ihe line items fol
the fiflur('ddhh"et should include the constants shown in Figure 7-3. An explanation of the li
e,
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x - g Tk . 1 6 H

1 Eracking Oil Investment Decision

3 Constamty 0 2017 L) e m B 209 e g 04

A R ) NA 20% 0% 2% S0 T5 150000 ]S 100000 15 L5000 0%
5 Cash Needad to Stat Year NA $ 1000 § 1000000 §7 1000000 3 1.000009.5 LOWT 5 LA © 1000000 S 1900000
6 Deckoe Rate Na 070 030 025 o NA . o1
7 Inisal Prodiaction Rate (TPR) NA 500 NA NA NA I T Na

§ o o s NA $ 500000 § 500000 S 500000 $ 500,000 § 500 X $ 500000 § 500,000

Source: Microsoft product screenshots used with permission from Microsoft Corporation.
FIGURE 7-3 Constants section

Income Tax Rate—The income tax rate is expected to be 20 percent each year,

Cash Needed to Start Year—The company wants to have at least $1 million in cash 4 the
beginning of each year to run the well. Assume that the company could borrow in the short.¢
debt market at the end of a year and begin the new year with the required amount. .
Decline Rate—The decline rate for each year is shown.

Initial Production Rate (IPR)—The IPR to start 2017 (year 1) would be 500 barrels 5 day.
Interest on Junk Bonds—The company financed the entire project with junk bonds. A Si'ngle well
must cover $500,000 in junk bond interest each year.

Inputs Section

The potential investor is concerned about the sale price of a barrel of oil, the requested amount of his
investment, and the interest rate he would need to pay on any new bank debt.

Your spreadsheet should include the following inputs for the years from

2017 to 2024, as shown in
Figure 7-4.

A B C D E F G H ) |
T O R N S ) U e B T TR el (11 2019 2020 2021 2022 2023 2024

11 {Price Per Barel NA NA NA NA NA NA NA NA

12 Interest Rate on New Debt NA | I | I I |

13 Requested Investment [ NA NA NA NA NA NA NA NA

Source: Microsoft product screenshots used with permission from Microsoft Corporation.

FIGURE 7-4

Inputs section

Price Per Barrel—Enter the dollar value for the price of a barrel of oil. The entry applies to all
years.

Interest Rate on New Debt—Enter the assumed interest rate for each of the eight vears of the

Li» /, investment. The oil company may need to borrow from a bank to cover a cash shortfall at the

end of the year. The investor thinks that interest rates will probably increase in the coming
years.

Requested Investment—Enter the amount the investor would pay the oil company for a share of
the fracking well.

Summary of Key Results Section

Your spreadsheet should include the results shown in Figure 7-5.

A B { B C ] 3 F G ,.

15 | Summarv of Kev Results 2016 2017 2018 2009 2020 2021 200

16 |Net Income After Taxes NA

17 |End-of-the-Year Cash On Hand NA 1 T ' !
18 |End-of-the-Year Debt Owed NA | i i T
19 Net Present Value of lnvestment NA NA NA NA NA NA NA

Source: Microsoft product screenshots used with permission from Microsoft Corporation.
FIGURE 7-5 Summary of Key Results section

f the
For each year, your spreadsheet should compute net income after taxes cash on hand at the end of :
o 4 5 sgen
year, debt owed to the bank to cover a cash shortfall at the end of the year, and the expected net prustf1 e
value of the investment. These values are computed elsewhere in the spreadsheet and should be echoé€

Calculations Section

A s - W
You should calculate intermediate results (see Figure 7-6) that will be used in the income and ¢ sh ﬂ(;w
statement that follows. When called for, use absolute referencing properly. Values must be computet =

cell

j
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2022
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ions - NA
7 CllcalaBO e Day (PR) A
Jeitinl ;"od”dhmm in the Year N
Av u—PLWp'm*wM.J,,\;,, NA

ft product screenshots used with permission from Microsoft Corporation.
Microso

e: i .
e E 76 Calculations section

FIGUR

e Initial Production Rate/Day (IPR)—The IPR for 2017 is a constant that can be ec

hoed here. IPRs

for succeeding vears should be computed using the method discussed at the end of the

Background section.

e Average Production/Day in the Year—The production in barrels per day should be
using the method discussed at the end of the Background section.

. l;:lrxjcls of Oil Produced in the Year—This value is a function of the average daily produc
the number of production days (363). You should hard-code the number of production d

vour cell formulas.

Income and Cash Flow Statement

computed

tion and
ays in

The forecast for net income and cash flow starts with the cash on hand at the beginning of the year. This
value is followed by the income statement and the calculation of cash on hand at year’s end. For readability,

format cells in this section as curreney with zero decimals. Values must be computed by cell formula; hard-

code numbers in formulas only if you are told to do so. Cell formulas should not reference a cell with

of “NA.” Your spreadsheet section should look like that shown in Figures 7-7 and 7-8. A discussion of each

item in the section follows each figure.

a value

T E [3 G H i J
.r Income and Cash Flow Statement 2016 2017 2018 2019 2020 2021 2022 2023 2024
27 Begnnmng of-the- Year Cash On Hand NA
2 Reveme NA
% 'Out of Pocket Costs and Expenses NA
3 01 Transport (312 barel) NA
Wel Operations ($3/barrel) NA
General and Admmistrative NA N 200,000 $ 200000 S 200,000 S 200,000 S 200,000 S 200,000 $ 200,000 S 200,000
Royalties to Land Owners NA
NA
NA
Interest on New Debt NA
2 Total Out of Pocket Costs and Expenses NA
5 Income Before Taxes NA
NA
NA
Source: Microsoft product screenshots used with permission from Microsoft Corporation.
FIGURE 7-7  Income and Cash Flow Statement section
*  Beginning-of-the-Year Cash on Hand—This value is the cash on hand at the end of the prior year.
°

Revenue—This amount is a function of the price of a barrel of oil (from the Inputs section) and

the number of barrels produced in the year, which is taken from the Calculations section.
°

Oil Transport (
b

5 "
Calculations section.

$12/barrel)—Oil must be trucked to a refinery after it is sold. The cost is $12 a
arrel; you should hard-code this factor. The number of barrels produced is taken from the

*  Well Operations ($3/barr el)—The cost to operate the well during the year is S3 per barrel
produced. This amount is a function of the number of barrels produced (from the Calculations
e S?Cﬁoll) and the $3 factor, which you should hard-code in the formulas. AR
General and Administrative—This cost is allocated company overhead, which is $200,000 per
o Year. The amount should be hard-coded in the formulas.

alties Ar sshts ill their land.
II{IO\ alties to Land Owners Land owners have already been paid for the rights to drill their lar
1e

alty if there is production. The royalty is 12 percent of t!le em‘.ller‘

tlue minus the Oil Transport cost. You can hard-code the 12 percent "“C,tor,lll"\our
ou should insert a comment in the label to explain the ealculation‘. To insert lacn
t the cell, then right-click it. In the resulting menu, select Insert Comment, th

Y are also paid a roy
Revenue v

lormu]as, and y
Comment, selec
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. that appears. The presence of a comment is denote

type the comment into the text box that .lppu.ns. lll I d by
: .1 ~orner » cell.

small diamond in the upper-right corner of the ¢

Severance Taxes

Fracking’s drilling and transportation process dustrolys roads in the area. Thg

‘ = ) g . roads. The tax equals 5 perce N 7
state taxes the operation in order to maintain the roads. The t‘ll\ Ll(ll;' I Ll’LLfnt of the earlier
Revenue value minus the Oil Transport cost. You can hm‘d-C(Ix (.I t ?L S pereent factor in vour

) ) . o explii > caleulation.
formulas and insert a comment in the label to explain Ehn. 1 i e
Interest on Junk Bonds—This value is taken from the Constants hL(,ll()l] ‘mcl can be echoeq here,
Interest on New Debt—This amount is the product of short-term debt owed to ‘thc bank at (e
beginning of the vear and the interest rate on short-term debt, which is taken from the Inputs
section. o
N " - L iQ 2 S a S N Q

Total Out of Pocket Costs and Expenses—This amount is the sum of oil tr n?port COsts,; wel]
operation costs, general and administrative costs, royalties, severance taxes, junk bond Interest,
and interest on new debt.

Income Before Taxes—This amount is the difference between revenue and total out-of-pocket
costs and expenses.

Income Tax Expense—This amount is zero if income beto‘re taxes 15‘ Z€ro or negatll\'c. Other\\,isey
income tax expense is the product of the year’s tax rate (from the Constants section) and
income before taxes.

Net Income After Income Tax Expense—This amount is the difference between income before
taxes and income tax expense.

Line items for the year-end cash calculation are shown in Figure 7-8. In the figure, column B represens
2016, column C is for 2017, and so on. Year 2016 values are NA except for end-of-year cash on hand, which
is 81 million.

Values must be computed by cell formula; hard-code numbers in formulas only when vou
s0. Cell formulas should not reference a cell with a value of “NA.”

are told to do
An explanation of each item follows the
figure.
ik
A B c D ; F G i i
Net Cash Position (NCP) Before
43 Borrowing and Repayment of Debt NA |
44 Add Increase in Borrowing NA L
45 Less: Repayment of Debt NA
46 End-of-the-Year Cash On Hand S 1,000.000
Source: Microsoft product screenshots used with permission from Microsoft Corporation.

FIGURE 7-8 End-of-year cash on hand section

Net Cash Position (NCP) Before Borrowing,
year equals the cash at the beginning of th

and Repayment of Debt—The NCP at the end of a
Increase in Borrowing—Assume that the b

€ year plus the year’s net income after income taxes.
ank can borrow enough cash in the short-term market
um cash needed to start the next vear. If the NCP is
less than this minimum, the bank must borrow enough to start the next year with the minimun.
Borrowing increases cash on hand, of course. :

Repayment of Debt—If the NCP is more th
debt is owed to the bank at the
as possible, but not take

at the end of the year to reach the minim

an the minimum cash needed and some short-term
beginning of the year, You must pay off as much short-term debt
ash below the minimum amount required to start the next year.
Repayments reduce cash on hand, of course.
End-of-the-Year Cash on Hand—This

amount is the NCp plus any short-term borrowing and
minus any repayments.

Debt Owed Section

This section shows a calculation of short-term debt owed to i
bl RICat - PVNan R G Sl sl except for end-of-year deby owed, which is $1 million. (Assum®
that the company has already had to borrow this amount from the b :

The section also caleulates the investment’s net present v
Results section.

ear’s end; 8
ank to cover cash shortages at years ¢t

o k hand-
ank to have the minimum cash on l:c\'
i ] arv of Ke
alue, which is echoed to the Summary of
Values must be computed by cell formula; hard-code
so. Cell formulas should not reference a cell with a vs

in f , told to do
numbers in formulas only when you are
figure.

it " ) " R S the
ue of “NA.” Ap explanation of each item follows




s Vabor
Net Present 22

osoft product screenshots used with permission from Microsoft Corporation.
Debt Owed section

source: Micr

FIGURE 7-9

2016 2017 2018 2020 2021
NA
NA
NA
$ 1,000,000
R — ~ ] Na NA NA NA NA

The Fracking Oil Investment Decision

2019

Beginning-of-the-Year Debt Owed—Debt owed at the beginning of a year equals the debt owed at
the end of the prior year.
Increase in Borrowing—This amount has been calculated elsewhere and

*an be echoed to this
section. Borrowing increases the amount of debt owed.

Repayment of Debt—This amount has been calculated elsewhere and can be echoed to this
section. Repayments reduce the amount of debt owed.
End-of-the-Year Debt Owed

In 2017 through 2024, this value is the amount owed at the
beginning of a year, plus borrowing during the year, and minus repayments during the y

ear.
Net Present Value Data

Certain data is needed to compute NPV, and it is convenient to have the data
in one place. In the 2016 cell, echo the amount of the requested investment from the Inputs section.
In your formula, multiply the value by minus 1: The NPV formula needs this value to be represented
as a negative amount. In the 2017-2024 cells, echo the amounts for net income after taxes.

Net Present Value @ 15%—This value is the investment opportunity’s NPV calculation. The NPV
formula’s inputs are the discount rate (15 percent in this case, a value you can hard-code) and a
series of values for the investment and its returns. In this case, the series of values is shown in the
Net Present Value Data cells. These values are reduced by the NPV function to a single number in
the cell for the 2016 column. A positive NPV value represents a potentially good investment. A
negative value represents an unacceptable investment at a 15 percent minimum rate of return.

ASSIGNMENT 2: USING THE SPREADSHEET FOR DECISION SUPPORT

Complete the case by (1) using the spreadsheet to gather data about possible investment scenarios and
(2) documenting vour findings in a memo.

The wealthy investor wants to know the NPVs at per-barrel oil prices of 850, §70, 890, and 8110, using the
company’s $10 million investment requirement and his counteroffer of $35 million. For now, the investor assumes
that interest rates will be 4 percent a year during the eight-year period. Therefore, you have eight scenarios to test;
“His” denotes the Texas oilman’s requested investment, and “Yours” denotes the wealthy investor’s offer.

1.

6.

~1

: The Wealthy iny
OW which N PVg

to he

4 break-ey,

His 50—The investment is $10 million, the price per barrel is $50, and the interest rate is
4 percent each year from 2017 to 2024.

His 70—The investment is $10 million, the price per barrel is 870, and the interest rate is
4 percent each year from 2017 to 2024.

His 90—The investment is $10 million, the price per barrel is 890, and the interest rate is
4 percent each year from 2017 to 2024.

His 110—The investment is $10 million, the price per barrel is $110, and the interest rate is
4 percent each year from 2017 to 2024. )
Yours 50—The investment is 85 million, the price per barrel is $50, and the interest rate 1s
4 percent each year from 2017 to 2024.

¢ T e B . R T » interest rate is
Yours 70—The investment is 85 million, the price per barrel is $70, and the interest rat

4 percent each year from 2017 to 2024. ’
Yours 90—The investment is $5 million, the price per barrel is 590, and the interest rate is

4 percent each year from 2017 to 2024. -
Yours 110—The investment is $5 million, the price per barrel is S110, and the interest rate 18
4 percent each year from 2017 to 2024.

. Alion investment, and he wants to
estor wonders if any of the NPVs are positive with the $10 million iny ebt"“:;y()() 000 of zero
s . PV withi
are positive with a $5 million investment. He would consider an I\l\‘ \élltgglo‘oo )
: : DV of ;
€n proposition. Thus, he would consider an investment with an NI V of - )
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Assignment 2A: Using the Spreadsheet to Gather Data

You have built the spreadsheet to model tl.m.‘ fracking investment de.cision. For each of the eight Scenariog,
vou want to know whether the NPV is positive at a 15 pvffcent required .rate ‘of retlllrn.
" You will run “what-if” scenarios with the eight sets of input values using Scenario M
for details on using Scenario Manager.) Set up the eight scenarios. Your ir‘lstructor may
tional formatting to make sure your input values are proper; conditional formatting is d
Note that in Scenario Manager you can enter noncontiguous cell ranges,
The relevant output cell is the NPV calculation in the Debt Ow
gather the data into a report. When you finish, print the spre
print the Seenario Manager summary sheet, and then sav

anager. (See Tutoria] o
ask you to use condi-

1scussed in Tutorig] f,
such as C19, D19, C20:F20).

ed section. Run Scenario Ma
adsheet with the input for any
e the spreadsheet file for the final

Assignment 2B: Documenting Your Results in a Memo
Use Microsoft Word to write a brief memo th
memo to your wealthy friend. Observe

nager to
of the scenarios,
time,

at documents your analysis and results. Y.

ou can address the
the following requirements:

* Set up your memo as described in Tutorial E.

° In the first paragraph, briefly state the business situation and the purpose of your analysis.
®  Next, describe the eight scenarios tested and indicate w

L]

hich represent acceptable investments.
State your conclusions: Which scenarios should your friend consider an investing opportunity?
Looking forward to negotiations, do y

ou think a fair investment is closer to $10 million or to
85 million? State your opinion and reasoning.

Support vour statements graphically,
return to Excel and copy the Scen

as your instructor requires. Your instructor may ask you to
should include a summary

ario Manager summary sheet results into the memo. You
table built in Word based on the Scenario Man
results. (The process of creating a Word table is described in Tutorial E.)

Your table should be in the format shown in Figure 7-10.

ager summary sheet

Scenario

Investment

Oil Price Interest Rate NPV @ 15%
His 50 $10,000,000 $50 4%
His 70 $10,000,000 870 4%
His 90 510,000,000 S90 4%
His 110 510,000,000 8110 4%
Yours 50 85,000,000 S50 1%
Yours 70 $5,000,000 $70 4%
Yours 90 $5,000,000 $90 4%
\ﬁurs 110 55,000,000 $110 4%
Source: © 2016 Cengage Learning®

FIGURE 7-10 Format of table to insert in memo

ASSIGNMENT 3: GIVING AN ORAL PRESENTATION

Your instructor may ask you to explain your analysis and results in

3 3 Q > tha the

an oral presentation. If so, assume th dlt X
w i i 3 s i ids o

wealthy investor wants you to explain your work to the Texas oilman in 10 minutes or less. Use visual ai

¢ . . : " i g sentation.
handouts that you think are appropriate. See Tutorial T for tps on preparing and giving an oral presentat

DELIVERABLES

Your completed case should include the following deliverables for your instructor:

e A printed copy of your memo

Printouts of your spreadsheet and scenario summary
Electronic copies of your memo and Excel DSS model



Hints for Case 7:
In the Inputs Section, the interest rate on new debt is 4%

In Summary of Key Results Section, the NPV is
=NPV(15%,B54:)54)

In Income and Cash Flow Statement
Revenue =$B$11*C24

Oil Transport =12*C24

Well Operations =3*c24

Royalties .12*(c29-c31)

Severance =.05%(c29-c31)

Interest on new debt =C49*C12

Income before taxes =C29-C38

Income tax expense =IF(c39<=0,0,C39%c4)

Page 124 Net Cash Position =c27+c41
Increase in borrowing =IF(C43>C5,0,C5-C43)
Repayment of debt =IF(C49=0,0,IF(C43<C5,0,IF((C43-C5)>=C49,C49,C43-C5)))

% At the very end, Net Present Value (2,681,381.17)



