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1.
Briefly describe the two key decisions for a financial manager.

2.
Briefly discuss principal - agent problems as related to a corporation.

3.
According to Dennis Spice, what are angels and how would having that as a source of financing for a small business affect your business strategy?

Use the attached Balance Sheet and Income Statement of Executive Paper Corporation to answer questions 4-5.

(10 points)

4.
Fill in the Sources and Uses of Funds for Executive Paper Corporation for 2006:

	 
	$ millions

	Sources:
	 

	  Net income
	 

	  Depreciation
	 

	   Operating cash flow
	 

	   Issues of long-term debt
	 

	   Issues of equity
	 

	Total sources
	 

	 
	 

	Uses:
	 

	   Investment in net working capital
	 

	   Investment in fixed assets
	 

	   Dividends
	 

	Total uses
	 


(10 points)

5.
Calculate, to two decimal places, the following ratios for 2006:


A.
Debt-equity ratio


B.
Times-interest-earned


C.
Quick ratio


D.
Return on assets


E.
Market-to-book ratio
(3 points)

6.
You would like to have enough money saved to receive a growing perpetuity, growing at a rate of 3% per year, with the first payment being $100,000, so that you and your family can lead a good life after you retire.  How much would you need to save in your retirement fund to achieve this goal?  (Assume that the growing perpetuity payments start one year from the date of your retirement and the interest rate is 7%.) 

(4 points)
7.
A four-year semi-annual payment bond has an 8.0% coupon rate and face value of $1000.  If the yield to maturity on the bond is 12%, calculate the price of the bond. 
(6 points)

8.
The current price of a stock is $80.  The dividend for next year is going to be $1.20.  The dividend payout ratio has been 24%.  The average earnings under a no growth policy would be $5.00.  The Return on Equity is 20%.  


A.
Calculate the cost of equity capital for this company


B.
Calculate the present value of growth opportunities (PVGO)  

(6 points)

9.
A firm is trying to decide whether to invest in a project that will for a project that costs $1,500,000 today (time 0) and generates income of $250,000 at the end of each year for 10 years.


A.
Calculate the NPV to the nearest dollar based on a cost of capital of 12%


B.
Is the IRR for this project higher or lower than 12%?

(3 points)
10.  
If the beta of a stock is 0.9, the risk-free rate is 4.5% and the market risk premium is 6%, calculate the expected rate of return for the stock. 

(6 points)

11.
A project will have a single risky payoff in five years that has an expected value of $10,000,000.  No information about this payoff will be known for five years. The risk-free rate is 4%.  The cost of capital for this project is 18%.  
A.
Calculate to the nearest dollar the certainty equivalent cash flow for year 5. 
B.
What is the fair price of this project to the nearest dollar if it were sold after 4 years?

(8 points)

12.
What type of risk does each of the following situations represent?


A.
The risk of a worker being injured on the job


B.
The risk of a strike at one of the company’s factories


C.
The risk that the cost of a raw material increases significantly, reducing profits


D.
The risk of a the firm being sued by a customer injured in a company store 

(9 points)

13.
A firm is trying to decide if it should invest in a project that would cost $1,000,000 today.  In one year the firm will find out if the payoff on the project is $2,000,000 (probability of .2), $1,000,000 (probability of .6) or 0 (probability of .2).  At that point, the company can decide whether or not to abandon the project; if it does it will be able to sell the assets for $600,000.  The cost of capital is 8%.


A.
  Draw the decision tree for this project.


B.
Calculate the NPV of this project.

C.
Calculate the present value (time 0) of the option to abandon this project after one year.

14.
According to Brian Callaci, why did Alberto Culver only sell a 47.5% ownership interest in Sally Beauty Holdings to the private equity firm Clayton, Dubilier & Rice, as opposed to 100%? 

(6 points)

15.
Based on the process discussed by the speakers from State Farm’s Investment Department, match the bonds with the yields paid for the following hypothetical issues offered at the same time:






S& P and Moody’s Ratings

Term


_____    ABC Company 

Aa1, AA


10 year note


_____    XYZ Company 

A2, A



10 year note


_____    XYZ Company (COC) 
A2, A



10 year note


COC = Change in Control Convenant


A.
+ 50/ 10 yr UST 
5.25% purchase yield


B.
+ 100/ 10 yr UST
5.75% purchase yield


C.
+ 115/ 10 yr UST     
5.90% purchase yield

(9 points)
16.
Refer to the Ben & Jerry’s case material for the following questions.


A.
What aspect of Ben & Jerry’s operations were the cofounders, Ben Cohen and Jerry Greenfield, most concerned would not be preserved in the event of a takeover?


B.
What was the company’s debt-equity ratio for 1999?


C.
Describe how a different corporate financing strategy could have protected the item you listed in part (A) better.

























































