Question 1: Production of New Parts: 


        Only one can be accepted
Order 1, Tade Corp: 

Called for the production of a special part for a line of chainsaws.  Tade was a new customer to AFC and had the potential of becoming a major source of business.  Although the Tade project appeared to be quite lucrative in the long run, the contract called for the delivery of parts to be spread over a three year period, with most of the sales being recorded in the final year.
Order 2, Wilson Electric:

Wilson needed a new component part on an urgent basis.  The part could be produced easily and would provide a steady cash flow over the three year contract. 

Projected Sales for the two projects are as follows:


[image: image1.emf]Year 1 Year 2 Year 3

Tade 30,000 $       40,000 $       110,000 $      

Wilson 55,000 $       55,000 $       55,000 $       


** Both projects are expected to have the costs as the following:


[image: image2.emf]Start-up 13,000 $      

New Equipment 16,000 $      

Material & Labor (% of sales) 65%

Admin (% of sales) 5%
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