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MAN 307 BUSINESS FINANCE MAKE UP EXAM

1. Simple Interest & Compounding: 


The difference between the Future Values of an investment calculated by using compounding and simple interest methods is TL 463,67. What is the original principal (beginning investment amount) if the yearly interest rate is 15% for 10 years period? 
2. Loan Payments: If you take out  an $ 24.000 car loan that calls for 48 monthly payments starting after 1 month at an APR of 12%, 
a. What is your monthly payment? 
b. What is the effective annual interest rate on the loan? (Expand two digits) 
3. Growth of Funds: How long will it take an account with $1000 to double to $2000, (Expand two digits)
a) If you earn 6% per year on your bank account 
b) If you earn 12% per year on your bank account 

4. IRR: You have the chance to participate in a project that produces the following cash flows;

	Co
	C1
	C2

	-11000
	7000
	8000


If the opportunity cost of capital is 12%, would you accept the offer? (Hint. calculate IRR and NPV than reply)

5. Bond Pricing: A General Electric bond carries a coupon rate of 7%, has 19 years to maturity, and sells at a yield to maturity of 9%. 
Hint: Face value is $1000.

a) What coupon (interest) payments do bondholders receive each year?
b) At what price does the bond sell? Assume annual coupon (interest) payments.

6. Cost of Debt: Micro Spinoffs, Inc., issued 10 year debt a year ago at par value with a coupon rate 8%, paid annually. Today the debt is selling at $1050. If the firm’s tax bracket is 20%, what is its after-tax cost of debt?
7. Constant Growth Model “r=(Div1/Po)+g)”: You believe that the Non-stick Gum Factory will pay a dividend of $4 on its common stock next year. Thereafter, you expect dividends to grow at a rate of 6% a year in perpetuity. If you require a return of 12% on your investment How much should you be prepared to pay for the stock?
8. Calculating WACC: Reactive Industries has the following capital structure. Its corporate tax rate is 35%. What is WACC?

	Security
	Market Value
	Required rate of return

	Debt
	$20 million
	12%

	Preferred Stock
	10 million
	8%

	Common Stock
	50 million
	6%


9. A project has the following cash flows:

	Year
	Cash Flows

	0
	$-400

	1
	160

	2
	160

	3
	160

	4
	160


What is the net present value (NPV) of the project if the opportunity cost of capital were 8%?

10.  Fill the blanks with appropriate phrases!.

a. ..........................................................: Expected rate of return given up by investing in a project.

b. ………………………………………………: Present value of cash flows minus investment.

c. ............................................................ is the interest earned on interest.;  
d. ………………………………………………. is interest earned only on the original investment; no interest is earned on interest.

e. ................................................................ is  expected rate of return on a portfolio of all the firm’s securities, adjusted for tax savings due to interest payments.

f.   ............................................................. is  the difference between Future and Present Value.
g. ………………………………………………  means the Payment at the maturity of the bond.
h. ………………………………………………. is annual interest payment, as a percentage of face value.
i. ............................................................. is an amount to which an investment will grow after earning interest.

j. .............................................................. is mix of long term debt and equity financing
[ Opportunity cost of capital        *Compound Interest        *Simple Interest 

*Weighted average cost of capital (WACC)      *Interest  * Net Present Value (NPV)
*Face Value    *Coupon Rate      *Future Value (FV)     *Capital structure ]
Warning: 


This test consists of  10 questions in 2 pages.


Please control pages and number of questions!


Each question is 10 points. Total point is 100.


Duration is 70 minutes. 
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