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MIDTERM 06/22/06



DO YOUR WORK ON THIS HANDOUT. THIS WILL EXPEDITE THE GRADING OF THE PAPERS. 


NAME ________________________ 


MIDTERM SCORE _________________________


Please read the problems carefully and provide the information requested and only the information requested in each question. Use the minimum amount of work required to answer each question. Do all your final work on these pages. If you are DEN student, do not use the backs of pages; sometimes they forget to FAX them. I have included blank pages where I thought you might need extra space. The test is worth 100 points. (15% of your total grade)


Hand in your test papers no later than 8:00 P.M. or two hours after you start, whichever is later. It is unfair to your fellow students who hand in their papers on time to use more time than they had. Carefully consider this time allotment when deciding how to answer the questions.


The midterm is open notes and open book. Use your calculator or laptop if needed and indicate so on your paper. 


A normal probability table is provided at the end of the exam, should you decide that you needed it.


If you want to ask a question, come up to Erim and ask him. Please don’t talk to your neighbors. If you need to borrow a calculator or pencil, ask me. It is usually better to make your own assumptions and stating them rather than get an explanation from the TA


Remember, each of these problems is relatively short. Do not consider involved, long solutions. Move on to the next problem if you are stuck.

Good luck, I hope you all do well.

Problem No. 1
[image: image5.png]‘Standard Most
Simulation Value  Type Mean deviation | Max Min Likely.
Cost Basis 125,000 UnitPice  § 6033 Normal § 60 5 100
Type 7 Year MACRS Demand 2918 Normal 2800 50
Income Tax rat¢ 40% Variable cost  § 39 Uniform  § 37 s 4005
VARR 5% ‘General infition rate = 5% Fixed Cost ~ §13470 Unfom § 13,000 $12000 § 14,000
Year 0 1 2 3 4 5 Sahagevalue 38% Triangular 27% 50% 0% 3% 064 0764829
NPW $19.295
Income Statement Trial NPW 92 NORMINV(RAND(),L2,M2)
Infiation rate 1 511,920 53 NORMINV(RAND(),L3,M3)
Unit Price 5% $60 s14 575 575 75 2 54691 m ROUND(04+(N4-04)"RAND(),0)
Units 2918 2918 2918 2918 2918 3 531584 5 ROUND(N5+(05-N5)"RAND(),0)
Revenues 2% S176475  $216301 $218.481 $218,589 $218,594 4 545,165 5% IF(R6>Q6,P6+(R6-Q6)"(N6-P6)/(1-Q6),06+R6"(P6-06))
Expenses 5 (51.531)
Unit variable | 5% 39 43 43 48 48 5 $11.474
Unit variable total 114080 139,825 141234 141,304 141,307 7 524,418
Unit fixed 5% 13470 13470 13470 13470 13470 8 (53.579) 20800 3
Depreciation 17857 30612 21866 15618 5578 9 58,045 31200 1
Taxable Income. §31029  §32.346 541862 548,148 556.190 10 56,319 41600 2
Income taxes $12411 $12938) §16745 519259 $23.276 1 $18.479 52000 1
12 58,012 More 0
Net Income $T6617 519408 525117 526669 534914 13 $19.619 2
u 58,749
Cash Flow Statement 15 $10217 Histogram
16 51529
Operating Activiies 7 (517.988) 20
Net Income 18617 19408 26117 28889 34914 18 533,678
Depreciation 17857 30612 21866 15618 5578 19 54,821 g
Investment Acthvties 20 $4.482 R
Investment | _($125,000) 21 (54.094) g .
Sahage 5% g2 2 §12.022 < ) =
Gains Tax (6.733) 2 $12.327
o (§1625) 10400 20800 31200 41600 52000 More
Net Cash Flow 0
(Actual5) | (5125000)  $36474  $50020 546983 544507 | 62561 2 $14.877
Book Value $107.143 §76531  $54.665 $39.046  $33.468
Average $10.504
PW Std Dev §13.357



 

Do you think he will feel the same way six weeks from now? Compare this new approach with his previous approach from your point of view. Which do favor and why? (25 points)

Problem No. 1 (if more space is needed)
Problem No. 2

[image: image2.jpg]Smithson Company

Keith Smithson is the CEO of the Smithson Company,
a privately owned, medium-size computer services
company. The company is 20 years old and, until re-
cently, had experienced rapid growth. Mr. Smithson
believes that the company’s recent problems are
closely related to the depressed Asian economy.

Brianna Smatters was hired as the director of cor-
porate planning at Smithson six months ago. After re-
viewing the performance and financial statements of
Smithson for the last few years, Ms. Smatters has
come to the conclusion that the economic conditions
are not the real problem, but rather exacerbate the real
problems. She believes that in this Internet era, Smith-
son Company’s services are becoming obsolete but the
department heads have not been able to cooperate ef-
fectively in reacting to information technology threats
and opportunities. She believes that the strong func-
tional organization impedes the kinds of action re-
quired to remedy the situation. Accordingly, she has
recommended that Mr. Smithson create a new posi-
tion, manager of special operations, to promote and
use project management techniques. The new manager
would handle several critical projects in the role of
project manager.

Mr. Smithson is cool to the idea. He believes that
his functional departments are managed by capable
professional people. Why can’t these high-level man-
agers work together more efficiently? Perhaps a good
approach would be for him to give the group some di-
rection (what to do, when to do it, who should do it)
and then put the functional manager most closely
related to the problems in charge of the group. He as-
sumes that the little push from him (Smithson) as just
described would be enough to “get the project
rolling.”

Questions: After this explanation Ms. Smatters is
more convinced than ever that a separate, nonfunc-
tional project manager is required. Is she right? If you
were Smatters, how would you sell Mr. Smithson on
:the idea? If a new position is created, what other
changes should be made?




(20 points)

Problem No. 2 (if more space is needed)
Problem No. 3
Create a one-page work breakdown structure, combined with a responsibility chart, for a project to develop, produce and market a new product of your choice intended for use in a home. (25 points)

Problem No. 4 
[image: image1.jpg]Colin Shaw has been tapped to be an accounting project
manager for the second time this year. Although he en-
joys the challenges and opportunity for personal devel-
opment afforded to him as a project manager, he dreads
the interpersonal problems associated with the position.
Sometimes he feels like a glorified baby-sitter handing
out assignments, checking on progress, and making
sure everyone is doing his or her fair share. Recently
Colin read an article that recommended a very different
approach for the project manager in supervising and
controlling team members. Colin thought this was a
useful idea and decided to try it on his next project.

The project in question involved making a deci-
sion on whether to implement an activity-based cost-
ing (ABC) system throughout the organization. Colin
had once been the manager in charge of implement-
ing a process costing system in this same division, so
he felt very comfortable about his ability to lead the
team and resolve this question. He defined the objec-

tive of the project and detailed all the major tasks in-
volved, as well as most of the subtasks. By the time
the first meeting of the project team took place,
Colin felt more secure about the control and direc-
tion of the project than he had at the beginning of
any of his previous projects. He had specifically de-
fined objectives and tasks for each team member and
had assigned completion dates for each task. He had
even made up individual “contracts” for each team
member to sign as an indication of their commitment
to completion of the assigned tasks per schedule
dates. The meeting went very smoothly, with almost
no comments from team members. Everyone picked
up a copy of his or her “contract” and went off to
work on the project. Colin was ecstatic about the suc-
cess of this new approach.



 Briefly describe why you would or would not fund this project, how the analysis was done and what you think of it. What is the probability that the NPV will be greater than zero? How good do you think your estimate of this is? (a half to ¾ of a page) 

(10 points) 

Problem No. 4 (if more space is needed)
Problem No. 5

[image: image3.jpg]Pritchard Soap Co.

Samantha (“Sam”) Calderon is manager of a project
that will completely alter the method of adding per-
fume to Pritchard Soap’s “Queen Elizabeth™ gift soap
line. The new process will greatly extend the number
of available scents and should result in a significant in-
crease in sales. The project had been proceeding rea-
sonably well, but fell several weeks behind when the
perfume supplier, the Stephen Marcus Parfumissary,
was unable to meet its delivery deadline because of a
wildcat strike.

Under normal circumstances this would not have
caused problems, but the project had been subject to a
particularly long evaluation study and now was in dan-
ger of not being ready for the Christmas season. The
major scheduling problem concerned Pritchard’s toxic-
ity lab. Kyle Lee, lab manager, had been most coopera-
tive in scheduling the Queen Elizabeth perfumes for
toxicity testing. He had gone out of his way to re-
arrange his own schedule to accommodate Sam’s proj -
ect. Because of the strike at Marcus, however, Sam
cannot have the perfumes ready for test as scheduled,

and the new test date Lee has given Sam will not allow
her to make the new line available by Christmas. Sam
suspects that the project might not have been approved
if senior management had known that they would miss
this year’s Christmas season.

Questions: What was the source of change in this
project and how will it affect the project’s priority?
What are Sam’s alternatives? What should she do?



(20 points)

Problem No. 5 (if more space is needed)
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