1)

A firm's current profits are $900,000. These profits are expected to grow indefinitely at a constant annual rate of 2 percent. If the firm's opportunity cost of funds is 4 percent, determine the value of the firm:

Instructions: Enter your responses rounded to one decimal place.

a. The instant before it pays out current profits as dividends.
   
   

 $  _____million
 

b. The instant after it pays out current profits as dividends.
 

    $ _____ million

2)
Suppose that the total benefit and total cost from a continuous activity are, respectively, given by the following equations:

B(Q) = 100 + 36Q − 4Q2 and C(Q) =80 + 12Q.

(Note: MB(Q) = 36 − 8Q and MC(Q) = 12.)

Instructions: Use a negative sign (-) where appropriate.

a. Write out the equation for the net benefits.

N(Q) =  +  Q +  Q2
 

b. What are the net benefits when Q = 1? Q = 5?

Net benefits when Q = 1: 


Net benefits when Q = 5: 

c. Write out the equation for the marginal net benefits.


MNB(Q) =  +  Q
 

d. What are the marginal net benefits when Q = 1? Q = 5?

Marginal net benefits when Q = 1: 


Marginal net benefits when Q = 5: 

e. What level of Q maximizes net benefits?
 

f. At the value of Q that maximizes net benefits, what is the value of marginal net benefits?
 

3)

You are the manager in charge of global operations at BankGlobal – a large commercial bank that operates in a number of countries around the world. You must decide whether or not to launch a new advertising campaign in the U.S. market. Your accounting department has provided the accompanying statement, which summarizes the financial impact of the advertising campaign on U.S. operations. In addition, you recently received a call from a colleague in charge of foreign operations, and she indicated that her unit would lose $8 million if the U.S. advertising campaign were launched. Your goal is to maximize BankGlobal’s value. 
 

	 
	Pre-Advertising Campaign
	Post-Advertising Campaign

	Total Revenues
	$18,610,900
	$31,980,200

	Variable Cost
	 
	 

	TV Airtime
	5,750,350
	8,610,400

	Ad development labor
	1,960,580
	3,102,450

	Total variable costs
	7,710,930
	11,712,850

	Direct Fixed Cost
	 
	 

	Depreciation – computer equipment
	1,500,000
	1,500,000

	Total direct fixed cost
	1,500,000
	1,500,000

	Indirect Fixed Cost
	 
	 

	Managerial salaries
	8,458,100
	8,458,100

	Office supplies
	2,003,500
	2,003,500

	Total indirect fixed cost
	$10,461,600
	$10,461,600


 

Should you launch the new campaign? Explain.

 


 4)

What is the maximum amount you would pay for an asset that generates an income of $250,000 at the end of each of five years, if the opportunity cost of using funds is 8 percent?

Instructions: Do not round intermediate calculations. Round only your final calculation to the nearest penny (two decimal places).
 

$ 
5)

According to the Wall Street Journal, merger and acquisition activity in the first quarter rose to $5.3 billion. Approximately three-fourths of the 78 first-quarter deals occurred between information technology (IT) companies. The largest IT transaction of the quarter was EMC’s $625 million acquisition of VMWare. The VMWare acquisition broadened EMC’s core data storage device business to include software technology enabling multiple operating systems – such as Microsoft’s Windows, Linux, and OS X – to simultaneously and independently run on the same Intel-based server or workstation. Suppose that at the time of the acquisition a weak economy led many analysts to project that VMWare’s profits would grow at a constant rate of 2 percent for the foreseeable future, and that the company’s annual net income was $39.60 million. If EMC’s estimated opportunity cost of funds is 9 percent, as an analyst, how would you view the acquisition? Explain.


Would your conclusion change if you knew that EMC had credible information that the economy was on the verge of an expansion period that would boost VMWare’s projected annual growth rate to 4 percent for the foreseeable future? Explain.

6)

From California to New York, legislative bodies across the United States are considering eliminating or reducing the surcharges that banks impose on noncustomers, who make $12 million in withdrawals from other banks’ ATM machines. On average, noncustomers earn a wage of $26 per hour and pay ATM fees of $3.50 per transaction. It is estimated that banks would be willing to maintain services for 4 million transactions at $1.50 per transaction, while noncustomers would attempt to conduct 19 million transactions at that price. Estimates suggest that, for every 1 million gap between the desired and available transactions, a typical consumer will have to spend an extra minute traveling to another machine to withdraw cash.

Based on this information, what would be the nonpecuniary cost of legislation that would place a $1.50 cap on the fees banks can charge for noncustomer transactions?

Instructions: Enter your responses rounded to the nearest penny (two decimal places).

$ 

What would be the full economic price of this legislation?

$ 
7)

Rapel Valley in Chile is renowned for its ability to produce high-quality wine at a fraction of the cost of many other vineyards around the world. Rapel Valley produces over 20 million bottles of wine annually, of which 5 million are exported to the United States. Each bottle entering the United States is subjected to a $0.50 per bottle excise tax, which generates about $2.5 million in tax revenues. Strong La Niña weather patterns have caused unusually cold temperatures, devastating many of the wine producers in that region of Chile.

How will La Niña affect the price of Chilean wine? Assuming La Niña does not impact the California wine-producing region, how will La Niña impact the market for Californian wines?

8)

You are an assistant to a senator who chairs an ad hoc committee on reforming taxes on telecommunication services. Based on your research, AT&T has spent over $15 million on related paperwork and compliance costs. Moreover, depending on the locale, telecom taxes can amount to as much as 25 percent of a consumer’s phone bill. These high tax rates on telecom services have become quite controversial, due to the fact that the deregulation of the telecom industry has led to a highly competitive market. Your best estimates indicate that, based on current tax rates, the monthly market demand for telecommunication services is given by Qd = 300 − 4P and the market supply (including taxes) is QS = 2P − 120 (both in millions), where P is the monthly price of the telecommunication services.

The senator is considering tax reform that would dramatically cut tax rates, leading to a supply function under the new tax policy of QS = 2.5P − 120. How much money per unit would a typical consumer save each month as a result of the proposed legislation?

Instruction: Enter your response rounded to the nearest penny (two decimal places).
 
$ 
9)

Use the accompanying graph to answer these questions.
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The horizontal axis labeled quantity of good X, ranges from 0 to 6 in increments of 1. The vertical axis labeled price of X in dollars, ranges from 0 to 20 in increments of 2. A line labeled S-superscript 0 begins at the point (0, 2) goes up to the right and exits the top right of the quadrant through the point (4.5, 20). A line labeled S-superscript 1 begins at the point (0, 8) goes up to the right and exits the top right of the quadrant through the point (3, 20). A line labeled D begins at the point (0, 14) goes down to the right and exits the bottom right of quadrant through the point (6, 2).



a. Suppose demand is D and supply is S0. If a price ceiling of $6 is imposed, what are the resulting shortage and full economic price?

Shortage: 

Full economic price: $ 

b. Suppose demand is D and supply is S0. If a price floor of $12 is imposed, what is the resulting surplus? What is the cost to the government of purchasing any and all unsold units?

Surplus:  units

Cost to government: $ 

c. Suppose demand is D and supply is S0 so that equilibrium price is $10. If an excise tax of $6 is imposed on this product, what happens to the equilibrium price paid by consumers? The price received by producers? The number of units sold?

Equilibrium price paid by consumers: $ 

Price received by producers: $ 

Number of units sold:  units

d. Calculate the level of consumer and producer surplus when demand and supply are given by D and S0 respectively.

Consumer surplus: $ 

Producer surplus: $ 

e. Suppose demand is D and supply is S0. True or False: A price ceiling of $2 would be beneficial to consumers?

multiple choice
· False
· True

