Remaining Useful Life

Understanding the significance of
remaining useful life
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Luw/ — Why useful life matters

e The proper application of the Sales
Comparison Approach and Cost Approach
considers the analysis of useful life.

 The asset impairment process requires an
analysis of remaining useful life.

* The Mark to Market accounting often requires
analysis of remaining useful life.

* Insurance Loss & Purchase Price Allocation
requires Age Life analysis



@?‘srgs._?&;l;‘?}qv

5?% 's“. O“:xé

f \

&/ Whati ife?
ek S IS Usertul 1irte

% BAANA d .
o~ ®st. 1990

< TRUSTED PROFESSIONALS

e Age Life has several forms:

e Normal Useful Life (NUL)

 Remaining Useful Life (RUL)

e Estimated Age (EA)

o Useful life varies by class of equipment,

e Examples from Construction, Milling,
Packaging, Healthcare, Fabrication, Mining.
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Lum/ Factors affecting useful life

e OEM’s will almost never identify a useful life
for any product.

e Remaining useful life of any product is a
function of the following:

* Quality of original manufacture.

e Maintenance of equipment.

* Age and hours of use of equipment.

e Cost of rebuilding and restoring condition.
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e ASA Estimated Useful Life (2010) schedule.
e |RS Publication F (1954)
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ASA Estimated NUL
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 Equipment life cycle
e OEM sells new equipment to the end user in the
market for new equipment

* The end user sells the used equipment to the
secondary market which consists of end users
auctioneers and dealers.

e At end of useful life equipment may be rebuilt to
create a second useful life

* Once useful life is exhausted the equipment is
sold to the scrap or salvage market.
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i/ The value curve

In the secondary market there is a value curve
which tracks the value to end users and
dealers.
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e There may more than one cycle for long lived
equipment.

e Estimated Age (EA) vs Remaining Useful Life
(RUL): NUL=EA+RUL.

e Use of market approach adjusting
comparables
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