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PA 557, Professor Stipak

PRIVATE 

Computer Assignment 3:  Replacement Analysis

B-Level Assignment:

Construct a spreadsheet that implements replacement analysis without discounting to solve the homework problem, part a).  You will probably want to have an input cell for entering the purchase cost.  Label the spreadsheet clearly.  

See Section A of my summary sheet, “Replacement Analysis, Basic Approach”, that is in the course reading materials.  This sheet shows what columns to create to set up this spreadsheet, although you need not follow exactly this format.

A-Level Assignment:

For the A-level assignment, you need to first create a simple b-level spreadsheet.  Print that and turn it in.

Then create a new spreadsheet by taking the simple spreadsheet and modifying it to implement replacement analysis with discounting to solve the homework problem, part b).  Besides an input cell for the purchase cost, you will need also an input cell for the discount rate.

For the formulas in the two columns that compute present values, you can just use the basic discounting formula shown on my summary sheet:  PV = FV/(1+i)^t, where i is the discount rate (expressed as a fraction) and t is the number of years.  One can also use the PV function, but having to use all 5 parameters with the PV function I find more difficult than just entering the formula.

For the formula in the column computing the uniform annual equivalent cost, use the PMT function, which requires three arguments:  PMT(discount rate, no. years, pv).  Note that the PMT function returns a negative value, since the PMT function is typically used to compute the payment required to pay off a loan, and hence is considered a negative accounting entry.  Since in our spreadsheet we are computing the annual equivalent cost, this value should be positive, and to make the calculated value positive instead of negative just add a negative sign in front of the PMT function.

See Section B of my summary sheet, “Replacement Analysis, Basic Approach”, that is in the course reading materials.  This sheet shows what columns to create to set up this spreadsheet, although you need not follow exactly this format.

See the PA557 help section of my web site for an example of how such a spreadsheet might look.

Further enhancement:  Add a graph to show how costs change with the number of years you keep the equipment.

EXTRA CHALLENGE, further enhancement #2:  The example spreadsheet on my web site has a special section that automatically displays the optimum number of years to keep the equipment.  Try to implement this (hint:  You may want to use the IF function).
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