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1. ABC bond has a coupon rate of 6% with interest paid annually, has 9 years until maturity. If the bond is priced to yield 7%,

a. What coupon payments do bond holders receive each year? (6p)
b. What is the bond’s value today? (7p)
c. What will happen to the bond price if the yield to maturity increases to 8%? (7p)
2. Consider each of the following stocks, and solve for the missing element: (Hint: r=(Div1/ P0)+g )
	Stock
	Expected dividend
	Expected growth in dividends
	Required rate of return
	Value of a share of stock

	A
	$1.00
	3%
	5%
	?

	B
	?
	4%
	6%
	$26

	C
	$1.00
	?
	10%
	$21

	D
	$0.75
	2%
	?
	$7.65


3. Bunkhouse Electronics has the following capital structure. Its corporate tax rate is 35%. What is WACC?
	Security
	Market Value
	Required Rate of Return

	Debt
	40
	  8%

	Preferred Stock
	20
	 10%

	Common Stock
	60
	 15%


	
	                                    Cash Flows (dollars)

	Project
	0 Year
	1 Year
	2 Years
	3 Years
	4 Years

	A
	-5000
	+1000
	+1000
	+3000
	0

	B
	-1000
	0
	+1000
	+2000
	+3000

	C
	-5000
	+1000
	+1000
	+3000
	+5000


a) What is the payback period on each of the following projects? (8p)
b) If the opportunity cost of capital is 10%. What is the NPVs of the each projects?  Which of these projects are worth pursuing? (12p)
4. Fill the blanks with appropriate phrases!.
i. At 8 % compounded annually, ........... years will it take $750 to double.

ii. ........... years will it take for $136,000 to grow to be $468,000 if it is invested in an account with an annual interest rate of 8%?

iii. $...................   would I pay for an investment will be worth $16,000 in three years (Assume interest is 5%)

iv. You must  $................... deposit today, if you wish to have $6000 at the end of 24 months, if the bank pays 8% APR? 

v. If expected rate of return is 13% and dividend yields 6%, probably sustainable growth will be ........
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