{10,

)
A

Icast savings;with new system is X 5,000 Lex
sales with new system is assymed at d@

original total sales of X10,00,00. Company iollows straight line

Question: 11 @ @

A Company named Roby’s cube decided to replace the existing

Computer_system ojftheir organization. Original cost of old
system @ 25,000 and it was ipstalled 5 years ago. Current
market value of old system is Depreciation of the old

system was\charged with life of 1 Jyears with Estimated Salvage

value a! :_::D Depreciation of the new system will be charged with
S

ife over

1S iIS0,000!
1s XJ.000. Estimated

years Present cost of the new syste

i e —
Estimated Salvage value of the new system

ear. Increase in
per year based on

method of depreciation. Cost of capital of the company i1s 10%

whereas tax rate 1s 30%.
e
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yuestion: Vo L I

A company has an old machine having book valu which

can be sold fDr X 50,000. The company i1s thinking to choose one
from fnllﬂwmg two alterpatives:

¥’ T€geur additional cg} of X 10,00,000 to upgrade the old

N ———
existing machine.

To replace old machine with a new machine costing X
20,00,000 plus installation cost X 50,000.

Both above propo envisage useful life to be with
0 salvage value to b

The expected €§ter tax prufltafnr the abmr alternatives are

as under

D | Machine (%) |Machine () | (%)

e | 5,00,000 5,50,000 6,00,000

) (OO u 2 5,40,000  5,90,000 6,40,000

iy C"' 5,80,000 6,10,000 6,90,000
4 6,20,000 6,50,000 7.,40,000
5 6,60,000 7.,00,000 8,00,000

9 5 The tax rate is 40 per cent.
The company f{ollows straight line method of depreciation.

Assume cost of capital to be 15 per cent.
assesee——

P.V.F. of 15%, 5 = 0.870, 0.756, 0.658, 0.572 and 0.497. You are

required to advise the company as to which alternative is to be
adopted.
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2
Question: 07 lK

Compan s forced to choose between twnlmachines A an{ B
———

“The two machines are designed differently but have identical

capacity and do exg he same I’ﬂb. Machine A costs ¥1,50,000
and will la 3 @ It costs X 40,000 per year to run.
Machine

@is an ‘economy’ model costing only X_1.00.000, but

onstant purchasing powep)l Iegnore t ‘ Opportunity cost of

capital 1s 10 per cent. Which machine company X should buy?

01‘0'” | EAPVCO (Page No. 12)




