
1.
N=1
PV = -1,000 (bought at par)
PMT =  8.5%*1000 = 85 
FV = 980
Solve I% = 6.5 (nominal)
(1+nominal) = (1+real)(1+inflation)
(1.065) = (1+real)(1.03)
Use solver to solve for real rate of return,
Real = 3.4%
2. 
N=9*2 = 18
PMT = 7%*1000 / 2 = 35
PV = -1012
FV = 1000
p/y = 2, c/y =1 
Solve I% = 6.94%
Why is C/Y =1 ? Because question is asking for effective rate, effective means compounded ONCE a year
3. 

Internal growth = ROA*R / (1-(ROA*R))
Return on assets (ROA) = net income / total assets
R = retention (plowback) ratio
	-R is given here directly
	-if not, R = (1- dividend payout ratio)
	Or additions to retained earnings / Net income
	Or (net income – dividends paid) / net income
(remember, there are two things you can do with net income: 1) additions to retained earnings and 2) pay dividends)
internal growth = (132/8000)*0.28 / (1- (132/8000*0.28))
4. 
N=40
I%=8.5
P/y=1, C/y=1
PMT=0
FV=1,000,000
Solve PV = -38,266

N=35
I%=8.5
P/y=1, C/y=1
PMT=0
FV=1,000,000
Solve PV = -57,539

Difference = 57,539 -38,266= 19,273

5.
N=15
I%=8
P/y=1, C/y=1
PMT=0
PV = -225,000
Solve FV = 713,738

N=15
I%=9
P/y=1, C/y=1
PMT=0
PV = -225,000
Solve FV = 819,558

Difference = 819,558 - 713,738 = 105,820

6.
Coupon (interest) PMT =  coupon rate * face value
=7%*1000 = 70
(coupon rates stay fixed, only market interest rates (YTM) can fluctuate)
7.

Bought for = $986
Sold for $1002
Profit = 1,002 – 986 = $16
BUT, during that one year, he received the $50 coupon (5%*1000)
So, total profit = $16+$50 = $66

8. 
Preferred share  perpetuity
P = D/r
$8239 / 100 shares = $82.39 a share
82.39 = $6 / r
Solver ….r = 7.28%
Or
8239 = $6/share*100 shares / r
8239 = 600 / r
Solver gives r = 7.28%

9.
FV = 0
PMT = 1000
I% = 8, p/y=1, c/y=1
N=3
Solve PV = 2577

10.

N=10
PV = -1,000
FV = 1,500
PMT = 0
Solve I% = 4.13%
If 4.13% was earned simple interest (i.e., no interest on interest; only interest earned on $1,000 principal ever year), then
$1,000*4.13% = $41.79 a year
$41.79 * 10 years = $413.79
Compound interest account earned $500 on interest ($1,500 FV - $1,000 PV ) 
Therefore, difference represents the effect of compound interest (ie interest on interest) 
= 500 – 413.79 = 86.21

11.
List 1
.5
.6
.35
List 2
.16
.10
-.15
Calc -> 2Var   ỹ = 0.0155


12.
P5 = D6 / r = $1.50 / 0.10 = 15
List
1 0
2 1.00
3 1.00
4 1.00
5 1.00
6 16.00 (1.00 + 15 from above)
Solve NPv using I% = 10
NPV = 13.10

13.
N=20*2 = 40

PV = -214.51
FV = 1000 
PMT = 0%*1000/2 = 0

p/y=2, c/y=2
Solve I% = 7.85
 (zero-coupons are calculated as if they’re “paid” and compounded semi-annually)

Five years later,
N= 30 (40 – 5 years *2)
FV = 1000
I% = 7.85, p/y=2, c/y=2
Solve PV = -315

14. 
2006
Current assets = cash + inventory + accounts receivable
Current liabilities = accounts payable + notes payable (here current liabilities given directly)
NWC = current assets – current liabilities

2006
NWC = (502+75+640) – (405) = 812
2005
NWC = (70+563+662)-(390) = 905

Change = 812 – 905 = -93

15.
Net fixed assets current year – net fixed assets previous year + depreciation
1413 – 1680 + 210
 = -57
16.
CFA = OCF – net capital spending – change in NWC
Net income 
= (sales – COGS – depreciation – interest )*(1-t) =
= (785 – 460 – 210 – 35 )* (1- .35) = 52
Then OCF
NI + depreciation + interest 
52 + 210 + 35 = 297
CFA = 297 – (-57) – (-93) = 447

OR

CFA = cash flow to bondholders /debt holders/creditors + cash flow to shareholders/stockholders

Cash flow to bond =
Interest – (long-term debt current year – long-term debt previous year)
35 –  (410 – 340) = -35
Company ADDED debt, so TOOK money from bondholders (so it’s a cash OUTFLOW in bondholders’ view)
Cash flow to share =
Dividends – (common stock current year – common stock previous year) =
17 - (235 -700 )  = 482
Company REDUCED common stock by BUYING from shareholders, so shareholders got money (cash inflow)
CFA = - 35 + 482  = 447

17.

Cash flow to bond =
35 –  (410 – 340) = -35

18.
N = 15*12 = 180
PV = -140,000
I% = 7. p/y =12, c/y=4
PMT = -500 (when saving for something and finding FV, use negative)
Solve FV = 554,379

20.
Compound earns more than simple, so eliminate b) and e)
Simply find FV for each one then pick the highest one…for example,
Terry:
N=4, 
I%=9 , p/y =1 , c/y=1
PV = -1,000
Solve FV =1,411
Roger:
N=9,
I% = 9
PV = -900
Solve FV = 1,955
Etc.


21.
N =  15 years*26  = 390
I%= 11.05, p/y=26, c/y=2
PV = -138,225   (-145,500*[1- 0.05])
FV= 0
Solve PMT = 715.54
22.
N = 10 years left * 26 =260
I%= 11.05, p/y=26, c/y=2
PMT = 715.54
FV= 0
Solve PV = -113,733.58


23.
Remember “N” gives you number of payments
When you solve for N , you get 9, so 9 payments
It’s a semi-annual bond, so the number of years must be 
9/2 = 4.5 years
Let’s reverse the question: The bond matures in 4.5 years and it’s a semi-annual bond, what would you do to find N? N = 4.5*2 = 9…..so , we’re just working backwards in question 23

25.
Weak efficient = market prices reflect historical information, so you can’t look at the past to predict the future
Semi-strong efficient = market prices reflect historical and public information, so you can’t look at the past to the future AND can’t look at public information like company news, company financial statements, etc. to predict future prices
Strong efficient = market prices reflect historical, public, AND private (insider) information
26.
Use standard deviation program in Calculator
PGRM -> SD
Equally weighted with two assets  weights are 0.5 each
Weight of #1 = 0.5  (equally weighted)
SD of #1 = 0.25
Weight of #2 = 0.5 
SD of #2  0.13
Correlation = 0.6
SD of portfolio = 17.2%
*for this type of question, remember that the correlation between a risk-free (t-bill) and other asset is 0….and that the standard deviation of a risk-free asset is also 0….there might be a question like this with a risk-free asset, but correlation and standard deviation aren’t given…you’re just supposed to know that theyre 0 if a risk-free asset  is present in the portfolio….so let’s say in this question instead of stock X it’s a risk-free asset….the SD of #1 = 0 and correlation = 0
27.

List 1
0.5
0.5
List 2
0.20
0.08
Calc -> 2Var -> 
ỹ = 0.14


29.

PRGRM -> CCA

Initial = 120,000 (240,000 new initial  – 120,000 value of old machine)

CCA = 0.20
Tax = 0.40
Discount = 0.12
Salvage = 40,000 (50,000 new – 10,000 old )
N=6
+23,32730.
Initial =  -120,000
PV of after-tax cash flows = +61,671
PMT = 25,000(1-.40) = 15,000 , N=6, I%=12, FV= 0, solve PV
PVCCATS = +23,327
PV of salvage = +20,265
FV = 40,000, I%=12, N=6, PMT=0, solve Pv = 
Add all highlighted #s to get -14,737











31.

	Year
	Beginning UCC
	CCA amount
(beginning UCC*CCA rate)

HOWEVER, in year 1 ONLY, it is beginning UCC*CCA rate*0.5
	Ending UCC (Beg UCC – CCA amount)

	1
	120,000
	12,000 (120,000*0.20*0.5)
	108,000
(120,000 – 12,000)

	2
	108,000
	21,600 =108,000*0.20
	86,400



CCA is depreciation, which reduces taxable income
So, year 1, taxable income reduced by 12,000
Tax savings = depreciation * tax rate 
Tax savings in year 1 = 12,000*0.4 = 4,800
Tax savings in year 2 =  21,600*0.4 = 8,640
Total reduction in taxes = 13,440 (4,800 + 8,640)

32.
PV of after-tax cash flows = +61,671
PMT = 25,000(1-.40) = 15,000 , N=6, I%=12, FV= 0, solve PV
33.
Put in list, find NPV for each project, take difference
project A
List
0 -45,000
1 17,500
2 18,000
3 22,500
I%=8, Solve NPV
project B
List
0 -40,000
1 8,200
2 14,600
3 36,800
I%=12, Solve NPV
Pick project with higher NPV, then Take difference between NPV of both projects
34.
Memorize this answer

35. 
Find NPV of each project using list and I%=12
Pick project with higher NPV
37.
Dividend yield = D1 / P
Price today = $37.90 - $2.10 = 37.70
Dividend yield = 0.48 / 37.70
= 1.27%
38. 
In an efficient market, prices immediately reflect new public information. To add to that, this means that all assets in an efficient market are fairly valued— nothing is undervalued or overvalued.
39.
New sales = 864,000(1.06) = 915,840
Costs are 85% of sales = 915,840*85% = 778,464
So , gross profit = 
915,840 - 778,464 = 137,376
Tax rate is 34%, so
 net income is
137,376 (1-.34) = 90,668
[bookmark: _GoBack]Dividend payout ratio = 55%, so the retention ratio must be 45% (1-55%)
(Remember, there are two things you can do with net income : pay dividends and add to retained earnings)
Addition to retained earnings  = NI*R = 90,668*45%
=40,801

40. 
Use CAPM / SML (security market line) equation to find the return of each stock
If the expected return GIVEN is GREATER than the expected return CALCULATED, it’s UNDERVALUED and plots ABOVE SML 
If the expected return GIVEN is LOWER than the expected return CALCULATED, it’s OVERLAUED and plots BELOW SML 
*remember that the beta of a risk-free asset = 0 and the beta of the market =1
42.
Sustainable growth rate = ROE*R / (1- (ROE*R))
Return on equity (ROE) = net income / equity (common stock) 
*note this is different than the internal growth rate equation used in question #3
ROE = 375 /1500 = 0.25 
Two things you can do with net income, pay dividends or additions to retained earnings
So , additions to retained earnings =  net income – dividends = 375 – 150 = 225
Retention ratio (R) = additions to retained earnings / net income =  225/350 = 0.6

Sustainable growth rate = 0.25*0.6 / (1- (0.25*0.6)) =  17.6%

43.
PV = -1020.50
FV = 1000
N=20 (annual bond)
PMT = 8%*1000 = 80 (annual bond)
p/y =1, c/y=1 (annual bond)
Solve I% = 7.79

44.
Machine A
Initial cost = -290,000
PV of after-tax cash flows (-)    = -12,072
PMT = 8000(1-.35) = 5200
I% = 14, N=3, FV=0, solve PV
PVCCATS (+)  ….dont have time to calculate
Add up all the numbers….let’s say the total is -250,000 ….put this number into PV
N=3, I%=14, FV= 0, then solve for PMT…which is your EAC
Do the same for machine B.
Take the difference between the two EACs and apparently machine B has a lower EAC by $9,506
45.
Find weights of each asset
Total portfolio = 6480 + 2920 + 5160 = 14,560 
Weight of stock A = 6480 / 14,560 = 0.4451
Weight of B = 2920 / 14,560 = 0.2005
Weight  of C = 5160 / 14,560 = 0.3544
List 1
0.4451
0.2005
0.3544
List 2
1.03
1.73
0.87

*remember that the beta of a risk-free asset = 0 and the beta of the market =1

46.
g = 3.5% forever
P = 32.60
D1 = 2.10
32.60  = 2.10/ (r – 0.035)

47.
List
1 0
2 0.40
3 0.60
4 0.85
5 13.75 = 12.75 +1.00 
I%=10
Solve NPV = 10.89
Growing perpetuity beings in year 5
P4 = D5/ (r-g)
D5 = D4(1+g)
D5 = 1.00(1.02)
=1.02
P4 = 1.02 / (0.10 -0.02)
= 12.75 ….falls on year 4, so you must add this to the $1.00 dividend in the list in year 4 (row 5)

48.
These are all sunk costs—costs have already been incurred so there’s nothing you can do about it (another example is a pilot study to determine whether the project should be taken or not). Thus, none of them should be included in the project analysis.
49.
Shirley
N=35
I%=8, p/y=1, c/y=1
PV = 0
PMT = -2,000
Solve FV = 344,634
Shawn (BGN MODE!)  (“shift” + “menu”, F1 for “BEG”---REMEMBER TO CHANGE IT BACK TO END MODE for other questions!!!)
N=35
I%=8, p/y=1, c/y=1
PV = 0
PMT = -2,000
Solve FV = 372,204
Difference = 372,204 - 344,634 = 27,570
50.
Initial cost =   -10,000,000
PVCCATS (+) …don’t have time to calculate
Add the two numbers….that gives you your PV of after-tax cash flows
Let’s say this number is -8,000,000
Put that number into PV, N=3, I% =10, Solve PMT 
Let’s say PMT = $7,000,000
(sales – (fixed costs + variable costs))(1-t) = 7,000,000
(sales – (5,000,000 + 3 jets*7,000,000))(1-.30) = 7,000,000
Solve for sales
Divide sales by 3 to get your price…apparently it’s $11 million each
