ST. PAUL MANUFACTURING COMPANY
To:
All Micromatic Companies

Subject:
Technological Improvement Options 

We are proud to announce the availability of the following new products for assembling Micromatic's. St. Paul Manufacturing is the only distributor of these machines. As usual, we are on the cutting edge of technological development in productivity enhancing equipment. 


Productivity
Cost / 1,000 units

Option 
Crew Size
units / crew
Capacity

1.
 1
370
$15,000


2.
 2
900
$45,000


3.
23
7,500
$70,000


4.
40
20,000
$50,000


5.
10
5,000
$50,000


6.
12
7,500
$80,000

Please consider the following in making your decision.

· If you choose to purchase productivity enhancing equipment, the equipment you select will be operational, and you will make payment for that equipment, the quarter after you enter your order for it (e.g.; an order placed in Quarter 5 is operational and paid for in Quarter 6). 
· If you later order additional plant capacity in a region where you previously have technologically improved productive capacity, you must also make additional investments in technological improvements in that region at the same time. 

· This equipment will depreciate over 20 quarters. 

· When plant capacity in a region wears out and becomes fully depreciated, you can choose to replace this capacity with new plant (owned or leased). This will not affect any existing technological improvement in that region. The useful life of a tech improvement is not affected by the useful life of a plant. They each have their own depreciation schedule. The existing tech improvement's productivity and crew size will continue to operate in the new plant until the tech equipment's 20 quarter depreciation schedule is completed. 

· Remember, the above options do not change plant capacity. What changes is the cost of labor, crew size, depreciation, and productivity. Hence technological improvements effect the labor requirements to staff a given plant rather than change the size of a plant and its productive capacity (i.e.; a 16,000 unit plant is still a 16,000 unit plant with a production capacity of 16,000 units). 
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