Review Questions in Stocks and Bonds!!!
1.  The dividend is 2 and the required rate of return is 10%.  2/.1 = $20

2. The div is 2, the I is 10% and the growth rate is 3%.  2/(.1 - .03) = 28.57

3. There are no divs for three years and the stock price is expected to be 20 in 3 years.  The I is 10.  Fv 20, 3n, 10 I, pv = 15.02

4. $1.5 div, 3 yrs, expected stock price is 20 in 3 years, I = 20, :  3n, 10i, 1.5 pmt, 20 fv, pv = 18.75
5. Pe = a5, eps = 2, 15 X 2 = 30

6. Pe = 15, po = .8, div = 2, what is stock?  2/x = .8, x (eps) = 2.5, then 15 X 2.5 = 37.5

7. Div = 1.5, eps = 2, RRR (i) = 10, g = 2, what is pe?  (1.5/2)/(.1 = .02) = 9.375

8. How do firms raise capital?  Bank loans, non bank loans, bonds, equity/ stock.

9. How do you make money on stocks?  Stocks appreciate, dividends.

10. Why do stocks rise?  Low interest rates, good earnings, general market conditions.

1.  C =8, bond is issued at par, ytm =?, 8
2. Y = 6, c = 8, is premium, discount, par?  Premium

3. Y = 6, c = 8, par = 1000, new y = 6.5, want is the new par?  1000

4. Y = 6, c = 8, 5 n semi, price = :  10n, 8i, 40 pmt, 1000, 2 fr, pv = 1085.30

5. Y=6, c = 8, pr = 1-2, buy 12000 bonds, a.)  cost? B.)  last final payment:  a.)  cost = 1020 X 12000 = 12,240,000, b.)  last pmt = 1000 X 12000 = 12M, 12M X .08/2 = 480,000, 12,480,000

6. TF re:  callable bonds

a. Exercised by bondholder

False

b. Exercised when rates rise

False

c. Probably lose $ if exercised and bought at a discount
False

7. Origin of coupon name?  In pre electronic/ internet days, bondholders had to literally rip off a coupon and present it to the bank for payment.

