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AREC 315
Fall 2007

Quiz  #3
(75 Points Possible)

Please respond to the following questions in a clear and precise manner.  Use equations,
graphs, and numbers, where appropriate or when asked for, to support you answer.  Show
your calculations on problems to receive full credit for your answers.  Use complete
sentences in your responses.  Please manage your time wisely.

(5 Points)  1.  Chris Bedwell (Ultralights Archtectural Lighting, Inc.) noted in his 
class presentation that “too many small businesses throw darts at the wall”
with regard to their market.  What did he mean by this phrase?

(5 Points) 2.  Chris Bedwell also emphasized the importance of budgeting in 
virtually every decision.  He stated that he uses a variance in his 
budgeting.  What is a variance and why does he use one?

(5 Points) 3.  Graphically illustrate the impact superior human resource management 
can have on the productivity of employees.
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 (10 Points) 4.  a. Using a partial budgeting framework, analyze the decision to adopt a
single pass, multiple operation implement in cotton production if the 
investment adds $30/acre in costs, $10/acre in added returns, $5/acre 
in reduced returns, and $40/acre in reduced costs.  Is it profitable to invest 
in the new implement?

b. Many analysts remark that the partial budgeting tool has conceptual 
roots in economic theory.  What do they mean?

(5 Points) 5.  Based on our class discussion, briefly discuss three ways managers can 
convey trust to their employees.
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(10 pts.)   6. Operational and cash flow budgets are two critical tools for managing 
any profit or non-profit organization.  Please compare and contrast these 
two tools on the basis of their structure and their measure for profitability.
Structure implies the format utilized for organizing the budget 
information.

(5 Points) 7.  Compare and contrast the liability issues surrounding three major forms
of business organization: sole proprietorship, general partnership, and a
general corporation.
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(20 Points) 8.  Please answer the following time value of money questions.  Show all 
your calculations in order to receive full or partial credit for the problems.

a.  What is the future value of $5,000 received every year for 15 years if 
your opportunity cost of capital is 8%?

b.  What is the present value of a monetary gift of $1 million that your 
expect to receive in 10 years?  Assume your opportunity cost of capital is 
20%.

c.  What is the present value of an annual payment of $50,000 that you 
expect to receive from an inheritance for the next 5 years, assuming an 
opportunity cost of capital of 12%?

d.  Mark argues that the future value of $100,000 invested today for three 
years at an interest rate of 14% is $142,000.  Is he correct?
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(5 Points) 9.  What did Adam Smith imply when he stated that a market acts as an 
“invisible hand”?  You may want to use a graph to illustrate your answer.

(5 Points) 10.  Why are sunk costs and fixed costs not necessarily the same concept?


