1.
CBC stock is expected to sell for $22.00 at the end of two years from now.  Supernormal growth of 5% is expected for the next 2 years.  The current dividend is $1 and the required return is 15%.  What constant growth rate is expected beginning in year 3? 


A)
6.5% 


B)
6.7% 


C)
8.1% 


D)
8.4% 


E)
9.5% 


Ans:
E

2.
The bonds of Microhard, Inc. carry a 10% annual coupon, have a $1,000 face value, and mature in 4 years. Bonds of equivalent risk yield 7%.  The market value of Microhard's bonds should be 


A)
$1,011.20 


B)
$1,087.25 


C)
$1,095.66 


D)
$1,101.62


E)
$1,160.25 


Ans:
D

3.
If investors require a 7% nominal return and the expected inflation rate is 3%, what is the expected real return? 


A)
1.04% 


B)
3.00% 


C)
3.88% 


D)
4.00% 


E)
10.21% 


Ans:
C

4.
The term structure of interest rates may be downward sloping if 


A)
the interest rate risk premium is the same for both short and long term bonds 


B)
the inflation premium decreases with maturity 


C)
the real rate of interest is lower this year than it was last year 


D)
default risk premiums are higher for longer term bonds than for shorter term bonds 


E)
there are bonds that have an unfavorable tax status 


Ans:
B

5.
All else equal, the market value of a corporate bond is always inversely related to its



I. time to maturity



II. coupon rate



III. yield-to-maturity 


A)
I only 


B)
II only 


C)
III only 


D)
I and III only 


E)
I, II, and III 


Ans:
C

6.
Liddy Products, Inc. just issued 10-year, 8% coupon bonds at par. Outstanding bonds of Limbaugh Corp., Liddy's closest competitor, have a maturity of 10 years and are viewed by investors as being of about the same risk as the Liddy bonds, but carry a 5% coupon. Assume market interest rates rise by 5 percentage points. The value of the ______ bonds will fall by $_____ more than the bonds of their competitor. (Assume all bonds pay interest annually.) 


A)
Liddy; $14.46 


B)
Liddy; $38.52


C)
Liddy; $103.67 


D)
Limbaugh; $38.52 


E)
Limbaugh; $48.51 


Ans:
B

7.
Suppose you read that a bond with a face value of $1,000 and a coupon of $80 per year has a current yield of exactly 8%.  How many years remain until maturity?



I. Greater than 20 years



II. Greater than 10 years but less than 20



III. Less than 10 years 


A)
I only 


B)
II only 


C)
III only 


D)
I, II, or III may be correct 


E)
Cannot be computed since price is not given 


Ans:
D

8.
Which of the following is a legitimate reason the valuation of common stock is generally harder than the valuation of bonds?



I. Future cash flows on stocks are not known in advance



II. Common stocks don't have a maturity date



III. Common stock valuation is sensitive to estimates of the dividend growth rate 


A)
I only 


B)
I and II only 


C)
I and III only 


D)
II  and III only 


E)
I, II, and III 


Ans:
E

9.
Which of the following is a true statement? 


A)
When comparing investments it is best not to rely solely on quoted rates 


B)
Compounding will typically not lead to differences between the quoted rate and the effective rate 


C)
The APR on a loan requiring monthly payments is the interest rate you actually pay 


D)
An APR is the interest rate per period divided by the number of periods per year 


E)
With monthly compounding, the APR will be larger than the effective annual rate 


Ans:
A

10.
You are considering an investment with a quoted return of 10% per year.  If interest is compounded daily, what is the effective return on this investment? 


A)
1.11% 


B)
10.00% 


C)
10.25% 


D)
10.47% 


E)
10.52% 


Ans:
E

11.
The component(s) of nominal returns NOT in the Fisher effect equation is (are)



I. the real return on investment



II. the default risk premium



III. the taxability premium



IV. compensation for inflation's impact on dollars invested 


A)
II only 


B)
I and III only 


C)
I, III, and IV only 


D)
II and III only 


E)
I, II, III, and IV 


Ans:
D

12.
Fast Eddie's Used Cars will sell you a 1986 Ford Escort for $3,000 with no money down. You agree to make weekly payments of $40.00 for 2 years, beginning one week after you buy the car. What is the EAR of this loan? 


A)
34.43% 


B)
36.55% 


C)
40.94% 


D)
42.34% 


E)
53.01% 


Ans:
C

13.
A stock that pays a constant dividend of $2.50 currently sells for $20.00.  What is the required rate of return? 


A)
11.0% 


B)
11.5% 


C)
12.0% 


D)
12.5% 


E)
13.0% 


Ans:
D

14.
All else equal, the existence of a ________ will increase the required return on a bond. 


A)
call provision 


B)
conversion feature 


C)
sinking fund 


D)
trust deed 


E)
protective covenant 


Ans:
A

15.
The stock of MTY's Golf World currently sells for $133.75 per share.  The firm has a dividend growth rate of 7% and just paid a dividend of $6.25.  If the required rate of return is 12%, what would you expect to receive when you sell the stock immediately after you receive the dividend one year from now? 


A)
$127.06 


B)
$133.75 


C)
$143.11 


D)
$149.80 


E)
$152.78 


Ans:
C

16.
ABC company's preferred stock is selling for $25 a share.  It is expected that the company will pay its constant preferred dividend in perpetuity.  If the required return is 12%, what will be the dividend two years from now? 


A)
$2.39 


B)
$2.50 


C)
$3.00 


D)
$3.30 


E)
$3.76 


Ans:
C

17.
Suppose you open The Financial Post and see that 30-year Canada Bonds are yielding 8.5 percent. This is an example of ___________. 


A)
a real return 


B)
a nominal return 


C)
an inflation premium 


D)
a default risk premium 


E)
a taxability premium 


Ans:
B

18.
Etling Inc.'s dividend is expected to grow at 6% for the next 2 years and then at 3% forever.  The current dividend is $3 and the required return is 16%, what is the price of the stock? 


A)
$25.09 


B)
$25.82 


C)
$26.15 


D)
$27.58 


E)
$29.45 


Ans:
A

19. Rubble Inc. borrows $5,000 for 2 years at 6% APR. Slate Bank requires fixed semi-annual payments.(1) What is the fixed semi-annual payment? (2) Draw up a loan amortization schedule. (3) What is the total interest paid over the life of the loan? (4) What is the loan’s effective annual rate?

1. N= 4, r = 3%, pv = 5000, pmt= $1345.13

2. Interest-- $150 + $114.15 + $77.22 + $39.18 = $380.55

3. $1,345.13 – $5,000 = $380.52 

4. 1.03*1.03-1=6.09%

20. Slate Construction common stock currently sells for $80 on the Bedrock Stock Exchange. The market requires a 10% return on the company’s stock. If the company maintains a constant 5% growth rate in dividends, what was Slate’s most recent dividend per share?

p0=$80, r=10% g = 5%

d1= (r-g) * p0 = (.1 - .05) * 80 = 4

d0 = 4/1.05 = 3.81

