056:054 Engineering Economy




NAME ______________________________

Quiz #8  Date: April 1,2004
☺☺☺☺☺
1) What is the effective tax rate with a federal marginal rate of 35% and a state marginal rate of 8%?
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2) As discussed in class, the newly approved IRS  depreciation method Loof-Lirpa (named after the famous Dutch economist) uses Quadruple Declining Balance (QDB or 400% Declining Balance) for all years, with no inclusion of Straight Line depreciation. What are the main advantages to a corporation in using the Loof-Lirpa depreciation method compared with using the older MACRS?
Hint:  Look closely at Loof-Lirpa.
        Loof-Lirpa is April Fool spelled backwards.  

(85% of the class tried to answer this question- even with the hint!)
3) What is i) the marginal tax rate and ii) the average tax rate paid by a corporation with $60,000 of taxable income. The tax rates are (ignoring the odd dollar round off)

	Taxable Income
	0 -40,000
	40,000 – 100,000

	Tax rate
	20%
	30%


       i) Marginal tax rate = 30%
       ii) Average tax rate = ((.20*40,000) + (.30*20,000))/60,000 = 23.3%
4) A company has  a Gross Income of $400,000 in years 1 to 3, but incurs a cost of $210,000 in Year 1 for special tooling (with a 3 year IRS life). All other expenditures are $200,000 for each year. Produce TWO  tables, the first for cash flow and the second for taxable income for the 3 years.

	Year
	1
	2
	3

	Gross Income
	$400,000
	$400,000
	$400,000

	Expenses
	
	
	

	      Tooling
	$210,000
	0
	0

	      Other
	$200,000
	$200,000
	$200,000

	Net Cash Flow
	-$10,000
	$200,000
	$200,000


	Year
	1
	2
	3

	Gross Income
	$400,000
	$400,000
	$400,000

	Expenses
	
	
	

	      Tooling
	$70,000
	$70,000
	$70,000

	      Other
	$200,000
	$200,000
	$200,000

	Taxable Income
	$130,000
	$130,000
	$130,000


5) For  an individual tax return, on what form are the following placed

a) Rental real estate activities 
1040 Schedule E
b) Credit card interest

Credit card interest cannot be deducted
c) State Income Taxes

Form 1040 or 1040 Schedule A
Continue over if needed
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