Question: 03

ABC Chemicals is evaluating two alternative systems for waste
disposal, System A and System B, which have lives of 6 years
and 4 years respectively. The initial investment outlay and

annual operating costs for the two systems are expected to be as
follows:

| SystemA | SystemB
Initial Investment Outlay ¥ Smillion %4 million
Annual Operating Costs ¥ 1.5 million % 1.6 million

Salvage value % 1 million 2 0.5 million

If the hurdle rate is 15%, which system should ABC Chemicals
choose?

The PVIF @ 15% for the six years are as below:

Year 1 2 3 4 S 6
PVIF 0.8696 0.7561 0.6575 0.5718 0.4972 0.4323
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Question: 09
A machineRusedjon a production line must be replaced at least
osts incurred to run the machine according to

Age of the Machine (years
' o | 11 ] 2 | 3 | 4
Purchase price inX) 60,000
Maintenance (in X) -
Repair (in X)
Scrap Value (in X) 32,000 24,000 16, :

lﬁumre replacement will be with identical machine with same mst.,

Revenue 1s unaffected by the age of the machine. Ignoring inflation
and tax, eter'{nine the optimum re Iacej'men cycley PV factors of
the cost of capital of 15% for the respective four years are 0.8696,

0.7561, 0.6575 and 0.5718.
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Question: 12 W\

X Ltd. is a taxi operator. Each taxi cost to company X4,00.000 and

has a useful life of 3 years. The taxi’s operating cost for each of 3
years and salvage value at the end of year is as follows:

——
| Year1 | VYear2 | VYear3 _
Operating Cost X 1,80,000 X2,10,000 <X 2,38,000
Resale Value 280,000 <X230,000 <X 1,68000

You are required to determine the optimal replacement period of
taxi if cost of capital of X Ltd. is 10%.

esnmm———
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