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Finance questions
Student’s name
Institution affiliation
Professor’s name
Institution


Picture 1
Calcultion of Inital Cash outflow	:



Cost of new machine		-160000

Salvage Value of new machine		55000

Tax paid on Capital gain		-5250

(55000-40000)*35%		



Initial cash outlay		-110250



Note:		

Book value remaining is $8000*5= 40000. So Capital gain = 55000-40000= 15000. tax shall be paid		



Calcultion of Cash flows:

Year		1	2	3	4	5

						

Savings per year		50,000.00	50,000.00	50,000.00	50,000.00	50,000.00

Add: Depreciation saved on old Machine		8,000.00	8,000.00	8,000.00	8,000.00	8,000.00

less: Depreciation on New machine						

						

1st year (160000*33.33%)		-53,328.00				

2nd year (160000*44.45%)			-71,120.00			

3rd year (160000*14.81% )				-23,696.00		

4th year (160000*7.41%)					-11,856.00	

						

opertaing income		4,672.00	-13,120.00	34,304.00	46,144.00	58,000.00

Less: tax@35%		-1,635.20	4,592.00	-12,006.40	-16,150.40	-20,300.00

						

Profit after tax		3,036.80	-8,528.00	22,297.60	29,993.60	37,700.00

Add: Depreciation on new machine		53,328.00	71,120.00	23,696.00	11,856.00	

less: Depreciation on old machine		-8,000.00	-8,000.00	-8,000.00	-8,000.00	-8,000.00

						

less: Salvage lost on old machine						-20,000.00

						

Cash flow		48,364.80	54,592.00	37,993.60	33,849.60	9,700.00

Year	cash inflows

year 0	.....-110250

Year 1	.....48,364.80

Year 2	......54,592.00

Year 3.....	37,993.60

Year 4....	33,849.60

Year 5....	9,700.00

	

						

Calcultion of NPV:NPV is sum of present value of all cash flows.		

Present value of cash flows = cash flows * PVF		

		

PVF formula = 1/(1+Discount rate)^period		

For year 1, PVF = 1/(1+14%)^1=	0.8771929825	

For year 2, PVF = 1/(1+14%)^2=	0.7694675285	

and so on.		



Year	cash inflows	PVF@14%	PV of cash flows

year 0	-110250	1	-110,250.00

Year 1	48,364.80	0.8771929825	42,425.26

Year 2	54,592.00	0.7694675285	42,006.77

Year 3	37,993.60	0.6749715162	25,644.60

Year 4	33,849.60	0.5920802774	20,041.68

Year 5	9,700.00	0.5193686644	5,037.88

			

NPV=			24,906.19
Picture 2
a Cost of new machine                                                            (775 000)
 Salvage value, old.                                                                     180,000
 Savings due to loss on sale ($600,000 –$180000)(0.35). 147000
 Cash outlay for new machine.                                                 ($448 000)
