1. Compute the straight line depreciation for each year of this new machine's life. (Round depreciate amounts to the nearest dollar.) 
Solution 
Depreciation = (initial cost of the machine – salvage value) / estimated life of the machine
		= ($480,000 - $20,000) / 4
		= $460,000 / 4
		= $115,000
Machine’s depreciation per year is $115,000


2. Determine expected net income and net cash flow for each year of this machine's life.( Round answers to the nearest dollar.) 
Solution 
Expected net income =  (Expected annual sales - Direct Material - Direct labor - Overhead excluding straight-line depreciation on new machine - Straight line depreciation - Selling and administrative expenses)*(1-tax rate)
Expected net income = $(1,840,000 - 480,000 – 672,000 – 336,000 – 115,000 – 160,000) * (1 - 30%)
Expected net income = $ 53900
Expected net cash flow for each year = Expected net income + Straight line depreciation
Expected net cash flow for each year = 53900 + 115000
Expected net cash flow for each year = 168900
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	The excel computations: 

	Entries 
	 Amount 
	 Amount 

	Expected annual sales 
	 
	 $   1,840,000.00 

	Minus: Expected annual cost
	 
	 

	Direct Materials 
	 $        480,000.00 
	 

	Direct labor 
	 $        672,000.00 
	 

	Overhead
	 $        336,000.00 
	 

	Depreciation
	 $        115,000.00 
	 

	Selling & administrative expenses
	 $        160,000.00 
	 $   1,763,000.00 

	income before tax
	 
	 $         77,000.00 

	Minus: Income taxes (77000*30%)
	 
	 $         23,100.00 

	Net income 
	 
	 $         53,900.00 

	Depreciation 
	
	 $       115,000.00 

	Cash Inflows after tax
	
	 $       168,900



3. Compute this machine's payback period, assuming that cash flows occur evenly throughout each year. (Round the payback period to two decimals.) 
Machine's payback period = Initial Investment/ Expected net cash flow for each year
Machine's payback period = 480000 / 168900
Machine's payback period = 2.842Years

4. Compute this machine's accounting rate of return, assuming that income is earned evenly throughout each year. (Round the percentage return to two decimals.) 
Machine's accounting rate of return = Annual Expected net income/Average Investment
Annual Expected net income = 53900
Average Investment = $(480,000+20,000) / 2 = 250,000
Machine's accounting rate of return = $53,900 / $250,000
Machine's accounting rate of return = 21.56%

5. Compute the net present value for this machine using a discount rate of 7% and assuming that cash flows occur at each year-end. Salvage value is at the end of the asset's life. Round the net present value to the nearest dollar.
Net present-value =- Initial Investment + Expected net cash flow for each year *PVIFA(7%,4) + Salvage Value * PVIF(7%,4)
Net present-value = -480000 + 168900*3.38721 + 20000*0.76290
Net present-value = $ 107,358


	Year
	 Cash inflow 
	PVIF (7%)
	 PV 

	1
	 $                                   168,900.00 
	0.934579439
	 $                157,850.467 

	2
	 $                                   168,900.00 
	0.873438728
	 $                147,523.801 

	3
	 $                                   168,900.00 
	0.816297877
	 $                137,872.711 

	4
	 $                                   188,900.00 
	0.762895212
	 $                144,110.906 

	
	Preset Value of Cash Inflows 
	
	 $                587,357.885 

	
	
	
	

	
	Cash outflow 
	
	

	0
	 $                                   480,000.00 
	 $                     1.00 
	 $                480,000.000 

	
	Present value of cash outflows
	 $                480,000.000 

	
	NPV
	
	 $                107,358
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