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_Practice__________________

Examination – 2 




Name

Directions:

1. Read each question carefully.

2. Answer each question in the space provided.  You may not disassemble your exam.

3. SHOW ALL WORK!

4. Label your answer clearly.

5. Budget your time wisely.

Problems:  
Use the following information for question 1.  At the end of 1997, the Sweeney Company has $100,000 in accumulated depreciation and $75,000 in retained earnings.  

1998               1999

Sales




$360,000

$400,000

Notes Payable


20,000

50,000

Tax Rate



40%


40%

Gross Fixed Assets


$600,000

$900,000

Total Current Liabilities

100,000

110,000

Interest Expense


30,000

40,000

Cash




20,000

30,000

Accounts Payable


30,000

20,000

COGS




30% of Sales

30% of Sales

Total Current Assets

100,000

150,000

Total Debt



200,000

240,000

Dividends



22,000

22,000

Accounts Receivable

30,000

20,000

Addition to Retained 

20,000

26,000

  Earnings

1. Calculate Net Cash Provided by Financing Activities for 1999  [25 points]
__________________________

Answer

Use the following information to answer the next four questions. The real return is 3% and the maturity, default and liquidity risk premiums = 0.  [5 points each]
Maturity
Yield

1 12%

2 13
3 15
4 16
5 15
6 14

7 13
2. Estimate expected inflation in year 3.

__________________________

Answer

3. If you wait 4 years to invest, what do you project the yield on a 2-year security to be?

__________________________

Answer

4. If you wait 4 year to invest, what do you project the inflation premium will be on a 3-year security?

__________________________

Answer

5. If you wait 3 years to invest, what do you project the inflation premium will be on a 3-year security?

__________________________

Answer

6. Calculate the coefficient of variation for the following investment:  [10 points]
State
Probability
Payoff
   A
     .25

   220
   B
     .25     
   250
   C
     .25      
   280
   D
     .25

   310
__________________________

Answer

 Use the following information for questions 7, 8 and 9.  [10 points each]
Assume the risk-free rate of return is 5%, the expected return on the market portfolio is 12% and beta for stock A is 2.0.

7. What is the required return on for stock A?

__________________________

Answer

8. What is the required return on for stock A if the return on the market portfolio falls to 10%?

__________________________

Answer

9. What is the required return for a portfolio that is made up of 50% stock A and 50% stock B where B has a beta of 1.25? (Note: assume the original levels for the risk-free return and the expected return on the market.)

__________________________

Answer

Remaining questions: 10 points each

10. Today is T=0.  A stock is expected to pay a $2.5 dividend at the end of the year.  The dividend is expected to grow at a rate of 8% forever.  If the required return is 12%, how much should you be willing to pay for that stock at T=2?
__________________________

Answer

11. A stock is expected to pay a $2.50 dividend at the end of the year.  The dividend is expected to grow at a rate of 20% for two years and then grow at a rate of 8%, forever.  If the required return is 16%, how much should you be willing to pay for that stock today?

__________________________

Answer

12. Today is T=0.  A bond has a coupon rate of 11%, matures in 14 years and has a required return of 9%.  What is the most you would be willing to pay for that bond at T=5?

__________________________

Answer

13. Today is T=0.  A bond has a price of $941.11 today; it has a 10 year maturity and a 10% coupon rate.  What is the capital gain yield at T=4?

__________________________

Answer

