Quiz #2, BUSI2505
Feb. 10,2010
Name______________________

ID_________________________


1. Jamie just paid $8,239 for 100 shares of 6% preferred stock. What rate of return will he earn?

	A)
	4.94%

	B)
	7.28%

	C)
	8.24%

	D)
	10.94%

	E)
	713.73%



2. Bet'R Bilt Bikes just announced that its annual dividend for this coming year will be  $2.42 a share and that all future dividends are expected to increase by 2.5% annually. What is the market rate of return if this stock is currently selling for $22 a share?

	A)
	9.5 percent

	B)
	11.0 percent

	C)
	12.5 percent

	D)
	13.5 percent

	E)
	15.0 percent



3. The Pulp Company has a 9-year bond outstanding with a 7.5 percent coupon. Coupons are paid semi-annually. The face amount of the bond is $1,000. This bond is currently selling for 96 percent of its face value. What is the company's pre-tax cost of debt?

	A)
	6.85 percent

	B)
	7.19 percent

	C)
	7.50 percent

	D)
	8.14 percent

	E)
	8.59 percent



4. Systematic risks are _____ events and unsystematic risks are _____ events.

	A)
	Anticipated; anticipated

	B)
	Anticipated; unanticipated

	C)
	Unanticipated, anticipated

	D)
	Unanticipated; unanticipated



5. 
Which of the following would be considered an example of systematic risk?
I.       Lower trade deficit than expected
II.      Quarterly profit for Imperial Oil equals expectations
III.     Lower quarterly sales for Chapters than expected

	A)
	I only

	B)
	II only

	C)
	III only

	D)
	I and II only

	E)
	I, II, and III



6. The stock of Jen's Boutique has a beta of 1.26. The risk-free rate of return is 4.15% and the market risk premium is 8.78 percent. What is the expected rate of return on Jen's stock?

	A)
	9.98 percent

	B)
	10.26 percent

	C)
	10.77 percent

	D)
	15.21 percent

	E)
	16.29 percent




7. Jeb's Automotive has a beta of 1.0 and a cost of equity of 14 percent. The risk-free rate of return is 5 percent. Jeb's is considering a project with a beta of .75. An appropriate discount rate for the project is:

	A)
	10.25 percent.

	B)
	11.75 percent.

	C)
	12.00 percent.

	D)
	13.50 percent.

	E)
	14.75 percent.




8. You are considering a project which requires $136,000 in external financing. The flotation cost of equity is 11 percent and the cost of debt is 4.5 percent. You wish to maintain a debt-equity ratio of .45. What is the initial cost of the project including the flotation costs?

	A)
	$138,009

	B)
	$143,367

	C)
	$149,422

	D)
	$154,004

	E)
	$155,283




9. 
Kottinger's Kamp Supplies is considering an investment in new manufacturing equipment.  The equipment costs $220,000 and will provide annual aftertax inflows of $50,000 at the end of each of the next seven years.  The firm's market value debt/equity ratio is 25%, its cost of equity is 14%, and its pretax cost of debt is 7%.  The flotation costs of debt and equity are 3% and 9%, respectively.  The firm's combined marginal federal and provincial tax rate is 40%.  Assume the project is of approximately the same risk as the firm's existing operations.

What is the weighted average flotation cost for Kottinger's?

	A)
	3.0%

	B)
	6.0%

	C)
	7.8%

	D)
	8.2%

	E)
	9.1%




10. A firm uses 55% equity and 45% debt for all of its financing needs. Shares of the common stock sell at $43. The company expects to pay $1.30 in dividends next year and increase that amount by 3% annually. The bonds have a 7% coupon rate, a maturity of 20 years, and trade at 102.169% of par. The company has a beta of 1.39 and a 34% marginal tax rate. What is the WACC?

	A)
	5.33%

	B)
	5.48%

	C)
	5.88%

	D)
	6.03%

	E)
	6.37%




11. A proposed project lasts three years and has an initial investment of $200,000.  The aftertax cash flows are estimated at $60,000 for year 1, $120,000 for year 2, and $135,000 for year 3.  The firm has a target debt/equity ratio of 1.2.  The firm's cost of equity is 14% and its cost of debt is 9%.  The tax rate is 34%.  What is the NPV of this project?

	A)
	–$12,370

	B)
	$13,687

	C)
	$37,723

	D)
	$46,120

	E)
	$57,185



