Quiz I; F5360; Summer, 1997





Note:  question 1 is worth 40 points, questions 2 and 3 are worth 80 points each.





1.  Provide a short answer (sometimes even one word) to each of the following:


a.  How is diversification related to people’s attitude about risk?


b.  Suppose you have just calculated a number of ratios for Newt Who Inc.  To what should we compare these numbers?


c.  Suppose we are calculating the 1994 EVA for Roundy Round Inc. (an operator of dirt race tracks throughout Texas).  What year’s balance sheet do you need in order to do your calculations?


d.  The APR on a bank account is 9.5%.  Assuming daily compounding, what is the effective interest rate per day on the account?





2.  You are in the market for a new car and the salesperson at FixALot Autos Inc. has told you that if you make a down payment of $1000, then your monthly payments would be $950 per month.  These payments were calculated assuming that you make 36 payments, that the rate on the loan is 7% per year, and that the first payment is one month from today.  The salesperson also states that FixALot has started a new financing approach which allows you to increase your payments across time.  (The same rate would apply to either loan).


a.  What is the price of the car you are looking at?


b.  What would your first payment be under the growing payment approach?  Assume that the first of the 36 payments can actually be delayed until 3 months from today and that the payments would increase by 0.35% each month. 





3.  	a.  The EVA for Bill For Sale Inc. has been negative for each of the last 5 years and has been falling.  What does this tell us about Bill?


b.  What could ratio analysis reveal about the source of Bill’s negative EVAs?








