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(Omit Question 10)
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(Omit Questions 23, 24 and 25)
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PV of Future Salaries = 35,000/(0.07-0.03)=$875,000
PV of Future Salaries (after graduation)=
                      [31,000/(0.07-0.04)]*1/1.07^2=$902,553.35
Difference between the two present values = $27,553.35 > $15,000
Therefore, Emmett should borrow the $15,000 and complete graduation.
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Div1=$10
P0=$155
Beta=1.2
Rf=3%
E(rm)=7%
g=2%
E(ret)=rf+beta*[E(rm)-rf]=7.8%
DDM: Price = Div1/(k-g)
==> k =(Div1/Price)+g
      = (10/155)+0.02=8.45%
Since the market return is higher than the expected fair return
(Assuming CAPM is the correct model), therefore, the asset is underpriced.
==> A good asset to buy. 
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Try solving this question on your own and if having problem, 
feel free to seek help from your instructor or the tutors. 
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(Omit Questin 4)
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She is correct as far as the payoff of the long option is concerned.
However, in terms of profit she is wrong, because if the share price 
remains below (strike + option premium), then you will lose part or, 
or the entire premium. 




