ENGR280 Quiz 3
Tuesday, Oct. 25, 2005, 11:30-12:20 
Time: 30 Minutes 
ELL 168 (Craig) and ELL061 (Le)
Close Book, 1 page of formula sheet and simple calculator allowed.
Please write on the paper:
Student Name
Student Number
Email

(1) “Fly-by-Night” charter service purchased two airplanes at $25,000 each in the year 1972 in Canada.   The CCA rate for airplanes is 25%. What will be the UCC balance for each of the next two years, assuming it was zero before the planes were bought? [3 Marks]

(2) The UVic residence food plan in two years from now is expected to be $2050. Inflation is expected to be 1.5% per year for the next 2 years. What is the real dollar cost of a food plan at that time (two years from now)? [3 Marks]
(3) A new bottle capping machine costs $40,000, plus $5000 for installation. The machine is expected to have a useful life of 8 years with no salvage value at that time (assume straight line depreciation). Operating and maintenance costs are expected to be $3000 for the first year, increasing by $1000 each year thereafter. Interest is 12%. Using the result given below, calculate the three missing numbers A B C in the table, [1+1+1=3 Marks] and find the economic life of a bottle capper. [1 Marks]

[image: image1.emf]Years Salvage O & M EAC EAC EAC

kept Value Costs Capital O & M Total

0 $40,000

1 $35,000 $3,000 $15,400 $3,000 $18,400

2 $30,000 $4,000 $12,475 $3,472 $15,947

3 $25,000 $5,000 $11,327 $3,925 $15,252

4 $20,000 $6,000 $10,631 $4,359 $14,990

5 $15,000 $7,000 $10,122 $4,775 $14,897

6 $10,000 $8,000 $9,713 $5,172 $14,885

7 $5,000 $9,000 $9,365 $5,551 $14,916

8 $0 $10,000       A         B            C


Key: For your reference only, please double check!
(1) “Fly-by-Night” charter service purchased two airplanes at $25,000 each in the year 1972 in Canada.   The CCA rate for airplanes is 25%. What will be the UCC balance for each of the next two years, assuming it was zero before the planes were bought?


[image: image2.wmf]Year

Adj. to UCC from

UCC used for

Capital Cost

Remaining UCC

purch. and dispos.

Cap. Cost Allow.

Allowance

1

$50,000.00

$50,000.00

$12,500.00

$37,500.00

2

$0.00

$37,500.00

$9,375.00

$28,125.00


(2) The UVic residence food plan in two years from now is expected to be $2050. Inflation is expected to be 1.5% per year for the next 2 years. What is the real dollar cost of a food plan at that time (two years from now)?
· N = 2, f = 1.5%,  AN= 2050


AN
=  (P/F, f, N) 



= 2050(P/F, 1.5%, 2) 



= 2050(0.97066) 



= 1888.66

· The real dollar cost of the food plan two years from now is $1888.66. 
(3) A new bottle capping machine costs $40,000, plus $5000 for installation. The machine is expected to have a useful life of 8 years with no salvage value at that time (assume straight line depreciation). Operating and maintenance costs are expected to be $3000 for the first year, increasing by $1000 each year thereafter. Interest is 12%. Using the result given below, calculate the three missing numbers A B C in the table, [1+1+1=3 Marks] and find the economic life of a bottle capper. [1 Marks]

[image: image3.emf]Years Salvage O & M EAC EAC EAC

kept Value Costs Capital O & M Total

0 $40,000

1 $35,000 $3,000 $15,400 $3,000 $18,400

2 $30,000 $4,000 $12,475 $3,472 $15,947

3 $25,000 $5,000 $11,327 $3,925 $15,252

4 $20,000 $6,000 $10,631 $4,359 $14,990

5 $15,000 $7,000 $10,122 $4,775 $14,897

6 $10,000 $8,000 $9,713 $5,172 $14,885

7 $5,000 $9,000 $9,365 $5,551 $14,916

8 $0 $10,000 $9,059 $5,913 $14,972


· The minimum Total EAC occurs when replacement occurs every six years.  

· The economic life of a bottle capper is 6 years






_1191313671.xls
7-5

		

		Years		Salvage		O & M		EAC		EAC		EAC				i =		0.12

		kept		Value		Costs		Capital		O & M		Total				(A/P,i,N)		(P/F,i,N)

		0		$40,000

		1		$35,000		$3,000		$15,400		$3,000		$18,400				1.1200		0.8929

		2		$30,000		$4,000		$12,475		$3,472		$15,947				0.5917		0.7972

		3		$25,000		$5,000		$11,327		$3,925		$15,252				0.4163		0.7118

		4		$20,000		$6,000		$10,631		$4,359		$14,990				0.3292		0.6355

		5		$15,000		$7,000		$10,122		$4,775		$14,897				0.2774		0.5674

		6		$10,000		$8,000		$9,713		$5,172		$14,885				0.2432		0.5066

		7		$5,000		$9,000		$9,365		$5,551		$14,916				0.2191		0.4523

		8		$0		$10,000		A		B		C				0.2013		0.4039

				EAC		EAC		EAC

		Year		Capital		Maint		Total

		0

		1		15,400		3,000		18,400

		2		12,475		3,472		15,947

		3		11,327		3,925		15,252

		4		10,631		4,359		14,990

		5		10,122		4,775		14,897

		6		9,713		5,172		14,885

		7		9,365		5,551		14,916

		8		9,059		5,913		14,972
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		Year		Adj. to UCC from		UCC used for		Capital Cost		Remaining UCC

				purch. and dispos.		Cap. Cost Allow.		Allowance

		1		$50,000.00		$50,000.00		$12,500.00		$37,500.00

		2		$0.00		$37,500.00		$9,375.00		$28,125.00
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		Years		Salvage		O & M		EAC		EAC		EAC				i =		0.12

		kept		Value		Costs		Capital		O & M		Total				(A/P,i,N)		(P/F,i,N)

		0		$40,000

		1		$35,000		$3,000		$15,400		$3,000		$18,400				1.1200		0.8929

		2		$30,000		$4,000		$12,475		$3,472		$15,947				0.5917		0.7972

		3		$25,000		$5,000		$11,327		$3,925		$15,252				0.4163		0.7118

		4		$20,000		$6,000		$10,631		$4,359		$14,990				0.3292		0.6355

		5		$15,000		$7,000		$10,122		$4,775		$14,897				0.2774		0.5674

		6		$10,000		$8,000		$9,713		$5,172		$14,885				0.2432		0.5066

		7		$5,000		$9,000		$9,365		$5,551		$14,916				0.2191		0.4523

		8		$0		$10,000		$9,059		$5,913		$14,972				0.2013		0.4039

				EAC		EAC		EAC

		Year		Capital		Maint		Total

		0

		1		15,400		3,000		18,400

		2		12,475		3,472		15,947

		3		11,327		3,925		15,252

		4		10,631		4,359		14,990

		5		10,122		4,775		14,897

		6		9,713		5,172		14,885

		7		9,365		5,551		14,916

		8		9,059		5,913		14,972
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