7.7

Future value approach

Tree value now: 
$200.00

Tree value in 10 years: 
$300.00

Value growth: 
$100.00

Stock holding cost: 
$200(1.0410) - $200 = $96.05

SEV25: 
$150 / (1.0425 - 1) = $90.04

SEV35: 
$200 / (1.0435 - 1) = $67.89

Land holding cost: 
$90.04(1.0410) - $90.04 = $43.24

Total cost (Stock holding cost + Land holding cost):
$139.29

Net gain from holding (Value growth - Total cost):
-$39.29

Decision: Cut now

Present value approach


Cut
Leave


n = 0
n = 10


(1) SVn
$200.00
$300.00

(2) SVn / (1 + i)n
200.00
202.67

(3) MSEV
90.04
90.04

(4) MSEV / (1 + i)n
90.04
60.83

(5) NPV [(2) + (4)]
290.04
263.50


Decision: Cut now

If the existing tree does not hinder the establishment of a new tree, a young yellow poplar, the land holding cost is zero.  Thus the decision would be reversed because value growth ($100.00) is greater than the stock holding cost ($96.05).

