Your company develops excavations and you have to buy a new hydraulic excavator. You want to calculate if it is a better solution to hire or to buy this excavator. The information you have is as follows:

Purchase price			= £350,000
Freight				= £3,000
Insurance			= £3,500
Estimated salvage value	= £50,000
Operation factor		= 60%
Useful life			= 10 years
Hours used per year		= 200days/year, 8hr/day
Maintenance and repair	= 110% of annual depreciation
Diesel fuel price		= £3.8/gallon
Fuel consumption		= 0.04 gallon/hp/hr
Lube oil cost			= 10% of fuel
Interest rate			= 15%


a) Calculate operating cost per hour. (15 marks)

Maintenance and repair costs






Fuel and lube oil costs


Note: 250hp engine is considered.





Total operating costs



b) Calculate ownership cost per hour. (15 marks)

[bookmark: _GoBack]Depreciation (assume straight-line)

Annual investment cost




Total ownership costs




c) Calculate total cost per hour. (5 marks)



d) Explain if it is a good option to buy this excavator or not considering it is used during the whole useful life. (15 marks)

Considering we are using this excavator for the whole useful life, the cost we have is £90.46hr. It means that the cost we have to include in our budgets when we use this excavator is (at least) this amount. If we compare to hiring and the amount per hour is cheaper, then it is no use buying. If it is smaller, then it is worth buying.
Considerations to take in case of buying:
· This is an investment, and it should provide any type of profit or benefit
· We have to ensure the utility of this piece of equipment (right technology and updated) and an extensive use for the whole useful life, otherwise we will lose money.
· We have to ensure adequate knowledge and skills to use this equipment (driver, maintenance, repairs, etc.). This can increase the cost.
· Management should be improved as there are additional activities and procedures to develop about procurement, health and safety, training, etc.

