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FINAL EXAM
(150 Points)

Read each question carefully.  Answer each question completely and concisely.  Use
diagrams, graphs and equations when they are asked for or when they help you in
answering the question.  Label all diagrams correctly.  Show all of your work to receive
full credit.  Manage your time wisely.

(15)  1. A goal of many executives is to manage a creative organization.  To be creative
in the business context, an idea must be original, useful and actionable.

a.  Drawing upon the Harvard Business Review article by Teresa Amabil,
illustrate, with a figure, the three components of creativity.

b.  According to Amabile, what are two approaches to managing creativity?
Please list and describe using one sentence for each.

c.  According to Amabile, what are two creativity killers in business?  Please list
and describe using one sentence for each.
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(15)  2. Employees in any organization represent the organization’s most valuable asset.  
The responsibility of management is to create a working environment where 
employees can be as productive as possible.  With this goal in mind, please 
respond briefly to the following questions.

a.  What are the top three human needs in Maslow’s pyramid of human needs?

b.  How does the manager promote decentralization and participation in the 
organization?

c.  What are three elements of a good communication system in any organization?

d.  What is meant by the phrase “Management by Objective”?

e.  How does the manager show that she trusts her employees?
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(20) 3.  You have a new job with Bank of America working as a financial analyst in
their small business lending division.  You have been handed the financial
information for Barry Computer Company and asked to perform a quick
business analysis on this company.  Barry Computer is struggling with its loan
payment to Bank of America.  The benchmarks for this industry are:

Current Ratio 2X
Times Interest Earned 7X
Quick Ratio 1.5X
Acid Test Ratio 1.1X
Debt to Equity Ratio 40%
Times Interest Earned 6X
Inventory Turnover Ratio 7X
Return on Investment 9%
Return on Common Equity 11%
After-tax profit as a Percentage of Sales 4%.

On a before-tax basis (use EBT), please calculate the following measures and 
compare how Barry Computer performs against the industry standards.  Why is 
this company struggling?

a. Current Ratio

b. Acid Test Ratio

c. Debt to Equity Ratio

d. Return on Investment

e.  Times Interest Earned
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(15)  4.  Please write a brief essay discussing the key components for an accurate 
business ratio analysis and what the analyst must take into consideration (i.e. be 
careful about) in order not bias his analysis.
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(20)  5.  Breakeven analysis represents a useful analytical tool for the business 
manager.  Using your knowledge of breakeven analysis, please answer the
following questions for Ilsa’s Bakery, a small custom bakery in Tucson.  
The unit of production is a serving.

a. What is the breakeven selling price of a serving if Ilsa’s fixed costs are
$100,000/year, yearly production is 100,000 servings, and the average
variable cost is $2.00?

b. Suppose Ilsa’s wanted to advertise the bakery in the newspaper.
Suppose the cost of the advertisement was $1,000.  Use the
information in “a” to calculate the change in dollar sales required to
make the advertisement worthwhile.

c. Now suppose that the management of Ilsa’s wants a 10% profit on all
sales.  If fixed costs are $100,000 and the contribution margin is 33%,
what is the breakeven sales level?

d. Using the information in “c”, what is the breakeven sales figure
without the profit objective?
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(15)  6.  A key element of capital budgeting tools is the discount rate, the mechanism for 
treating the time value of money.  Please answer the following questions using the
appropriate knowledge and tool.

a.  Why is the discount rate often referred to as a  “price”?

b.  Your wealthy uncle died last year and the trustee of his estate has approached
you with a choice regarding the settlement of your uncle’s estate.  Your
uncle, in his generosity, left a sizable amount of money to you.  Your
options are to take $800,000 dollars today or $150,000 a year for ten years.
If your discount rate is 15%, which option is preferable to you?  Why?
(Show all your work)

c. You have completed the financing of a used car for 2 years (24 payments).
You financed $2,000.  Your monthly payment is $94.15.  What interest rate
are you paying?
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(15) 7.  Please answer the following time value of money problems.  Be sure to show 
all your work in order to receive full credit for your answer.

a.  In class, Cody Baker decided to take $5,000 today rather than $10,000 in three 
years.  Use your discounting tools to estimate Cody’s discount rate.

b.  Your grandfather has been promised an annuity as part of his retirement plan 
that will pay him $24,000 per year for 20 years.  What is the present value of this 
annuity if your grandfather’s opportunity cost of capital is 10%?

c.  Desert Productions, a small, local movie production company, is selling stock 
for $10 per share.  Suppose the value of this stock grows 5% a year for 10 years.  
What is the value of a share after 10 years?
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(15) 8.  Business experts, and even some economists, have shown an increased interest
in cooperation as a strategic tool in a global economy.  Please write a brief 
essay, based on the course material, concerning the role of cooperation and 
collaboration in business success.
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(20) 9.  Three years after graduation, a friend asks you to invest in a business 
venture that will sell sports equipment over the Internet.  He asks that 
you invest $100,000 immediately.  According to your friend, you can 
expect the following net benefits from your investment over the next five 
years.

Year Net Benefits
                  1 $  10,000

  2     20,000

  3     30,000

  4     50,000

  5     60,000

a. What is the payback period for this investment?

b. What is the net present value of this investment if your opportunity
cost of capital is 8%?  What does this figure mean to you?

c.  Without recalculating the problem, what would your decision be if 
your discount rate was 15%?  Why?


