Chan PARK-chapter 6 Annual worth analysis

Consider a machine that costs $20,000 and has a five-year useful life. At the end of the
five years, it can be sold for $4,000 after tax adjustment. The annual operating and
maintenance (O&M) costs are about $500. If the firm could earn an after-tax revenue
of $5,000 per year with this machine, should it be purchased at an interest rate of 10%?
(All benefits and costs associated with the machine are accounted for in these figures.)
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The total equivalent uniform annual worth (EUAW) of an asset
is given by:
EUAW = EUAB (benefits) - EUAC {costs) DOMALD & HEWMER
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Example: An asset has an initial cost of $100,000 and an
estimated salvage value of $40,000 after its 6-year service life.
Estimated O&M costs are $50,000 in year one, increasing by
£5,000 per year thereafter. Calculate the total EUAC of this
asset at 20% interest. We can calculate it in parts by first
looking at the one-time cash flows and then the annual flows.
We treat them from the cost point of view:

EUA {one-time cash flows) = P (A/P,20%,6) - S (A/F,20%,56)
{This has an alternative form: (P - S)(A/P.20%,68) + Si )

= (100,000)(0.3007) - (40,000}(0.1007)
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Example: An asset has an initial cost of $100,000 and an estimated salvage value of
$40,000 after its 6-year service life. Estimated O&M costs are $50,000 in year one,
increasing by $6,000 per year thereafter. Calculate the operations and maintenance.
Costs are $50,000 in the first year, increasing by $6000 every year per thereafter. The
assets expected to generate annual benefits of $110,000. Is this desirable investment
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