EXERCISES
1.- We bought a new cleaning facility that costed £9,000, paid in one single payment. We know the useful life is 10 years. 
a) how much money would we have to earn/save if the investment is considered at a 12% interest?
b) What annual payback would be considered for this equipment?
c) We would like to hire this equipment to other companies. For this, we would like to calculate a minimum monthly quantity they should pay for this equipment. How much could it be? (no operations or maintenance costs considered)
a) 

b) 

c) 

Renting will be min £219.12 to cover ownership expenses.
2.- We have to install a new boiler (lifespan 25 years). For this, we have to study the possibility of leasing or purchasing. The initial cost is £35,000, whereas if we lease it the rent would be 300GBP monthly. Which do you think it is the most expensive option? (not considering operating costs or any other ownership costs) (You can consider the money could be invested at 10% interest)
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3.- A company purchased a piece of equipment 3 years ago with an initial value of £15,000, salvage value of £3,000, annual operating cost of £2,000, and estimated life of 10 years. Calculate the book value of the machine now using the straight-line, sum-of years digits and sinking fund depreciation method. Assume interest rate 10%.
Straight-line method



Sum-of-years digits method





Sinking fund method






3.- Calculate the ownership cost per hour for a dump truck powered by a 120-hp gasoline engine based on the following data:
Purchase price			= £175,000
Freight charges			= £2,000
Estimated salvage value		= £57,500
Operation factor		= 40%
Useful life			= 5 years
Hours used per year		= 1800
Maintenance and repair		= 130% of annual depreciation
Tire cost			= £5,000
Tire life				= 4,000 hours
Maintenance and repairs (tires)	= 15% of tire depreciation
Gasoline fuel price		= £4.0/gallon
Fuel consumption		= 0.06 gallon/hp/hr
Lube oil cost			= 10% of fuel
Interest rate (i)			= 10%

Depreciation

Investment



Total ownership costs


Maintenance and repair cost


Fuel and lubricate oil costs



Rubber tires

Total operating costs


