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1. As a lender, you know you want to actually earn 18% on a particular loan. You want to quote a
rate that features monthly compounding. What rate do you quote? (1)  (Hint: Effective
Annual rates=18%)

2. How much interest rate risk a bond has depends on how sensitive its price is to interest rates
changes. This sensitivity directly depends on two factors: _(2) The former factor has a

positive effect, but the latter factor has a negative effect.

3. We observe a stock selling for $20 per share. The next dividend will be $1 per share. You also
think that the dividend will grow by 10% per year more or less indefinitely. What return that does
this stock offer you if this is correct? _(3)

4. A proposed overseas expansion has the Year Cash Flow
following cash flows. Calculate that the 0 -$200
payback equals _(4)  years, and the NPV L 60
at a required return of 10% equals $(5) i jg

4 200

5. Please choose the right answer(s): (A)a project that always just breaks even on an accounting basis
has a payback exactly equal to its life, a negative NPV, and an IRR of zero. (B)a project that always
just breaks even on a cash basis never pays back, has an NPV that is negative, and equal to the
initial outlay, and has an IRR of —100%. (A)a project that always just breaks even on a financial

basis has a discounted payback equal to its life, a zero NPV, and an IRR of just equal to the
required return. _(6)

6. Suppose we had the following Security| Amount Invested | Expected Return Beta
investments. This portfolio has an A $1000 8% 0.80
expected return of _(7) % and a B 2000 12% 0.95
beta of (8) C 3000 15% 1.10

D 4000 18% 1.40




7. You are given the following information for A Co.: EBIT=$151.52, Tax rate =34%, Debt
amounts=$500, Unlevered cost of capital=20%. The cost of debt is capital is 10%. What is the value

of A’s equity? $ (9)  What is the WACC? _(10) %.
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2.The common stock of NCP paid $2 in dividends last year.
Dividends are expected to grow at S-annual rate for an indefinite number of years.
(1) If NCP’s current market price is $21, what is the stock’s expected rate of return?
(2) If you required rate of return is 12 percent, what is the value of the stock for you?

(3) Should you make the investment?

3. You have developed the following analytical income statement for the Hugo Boss Corporation. It
represents the most recent year's operations, which ended yesterday.

Sales

Variable costs
Fixed costs
EBIT

Interest expense
Taxes at 25%
NI

$1,000
(400)
300
$ 300
(100)

(50)
$150

(1) AT this level of output, what is the degree of operating leverage ,
degree of financial leverage and degree of total leverage ?

(2) What is the firm’s break-even point in the sales dollars?

(3) If sales should increase by 50 percent, by what percent would
EBIT and NI increase ?




