Question 3: Stamping Press Replacement: 


        Only one can be accepted
Press 1: Lasts 5 yrs
Cost = $65,000 installed.  
Annual Savings = $28,000
Salvage Value (end of 5 yrs) = $5,000
Press 1: Lasts 10 yrs
Cost = $90,000 installed.  

Annual Savings = $28,000
Salvage Value (end of 10 yrs) = $5,000
*Same for both presses:
1. Labor and Materials = 65% of sales
2. Admin costs = 5% of sales
3. **Depreciation = 200% declining balance method


[image: image1.emf]% of Investment recovered in Year under 200% Declining Balace Method

Year 3 Year 7 Year

1 66.7% 28.6%

2 16.7% 20.5%

3 16.6% 14.5%

4 9.1%

5 9.1%

6 9.1%

7 9.1%

Property Class


**Presses are considered 7 year property.
4. 15% hurdle rate
5. Salvage proceeds in excess of salvage value at the time of salvage were taxed at income tax rates.

6. Tax rate 34%
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						Year 1		Year 2		Year 3

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

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

				Start-up		$   13,000

				New Equipment		$   16,000

				Material & Labor (% of sales)		65%

				Admin (% of sales)		5%
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