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Directions:

1. Read each question carefully.

2. Answer each question in the space provided. 
3. SHOW ALL WORK!

4. Label your answer clearly.

5. Budget your time wisely.

Problems:  
Use the following information for questions 1 and 2.  At the end of 1997, the Zedo Company has $60,000 in accumulated depreciation and $110,000 in retained earnings.  Accruals equal $20,000 in both years. 

1998               1999

Sales




$250,000

$300,000

Notes Payable


20,000

50,000

Tax Rate



40%


40%

Net Fixed Assets


$420,000

$480,000

Interest Expense


16,000

22,000

Cash




20,000

30,000

Accounts Payable


30,000

20,000

COGS




60% of Sales

60% of sales

Total Current Assets

90,000

120,000

Total Debt



130,000

200,000

Net Income



30,000

30,000

Accounts Receivable

30,000

20,000

Addition to Retained 

10,000

20,000

  Earnings

QUESTION 1 ( 40 POINTS; QUESTION 2 ( 35 POINTS

1. Calculate Free Cash Flow for 1999

__________________________

Answer

2. How many dollars of new Gross Fixed Assets were purchased during 1999?

__________________________

Answer

QUESTIONS 3 – 7 ( 10 POINTS EACH
Use the following information for questions 3, 4, and 5.  For the spot rates given below, assume the real return is 7% and the maturity, default, and liquidity risk premiums = 0.

Maturity
Yield

1 10%

2 12

3 14

4 16

5 15

6 14

3. Estimate expected inflation in year 5.
__________________________

Answer

4. If you wait 1 year to invest, what do you project the yield on a 4-year security to be?
__________________________

Answer

5. If you wait 2 years to invest, what do you project the inflation premium will be on a 2-year security?

__________________________

Answer

Use the following information to answer questions 6 and 7.

	
	Asset Payoff

	State of Nature
	Probability
	A

	Great
	.10
	1000

	Good
	.20
	1200

	Average
	.40
	1450

	Bad
	.20
	1850

	Very Poor
	.10
	2200


6. Calculate the variance for Asset A.

__________________________

Answer

7. Calculate the coefficient of variation for Asset A.

__________________________

Answer

