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PART 1.   CLEARLY CIRCLE TRUE OR FALSE (1 POINT EACH )
T
F
1.
The total return on a share of stock refers to the dividend yield less any commissions paid when the stock is purchased and sold.

T
F
2.
The coupon rate and the required rate for a specific issue of bonds, such as Southern Bell's 9% bonds which were issued in 1990, both vary over time as economic factors change.

T.
F.
3.
Regardless of the size of the coupon payment, the price of a bond moves in the opposite direction from interest rate movements. For example, if interest rates rise, bond prices fall.

T.
F.
4.
The cash flows associated with common stock are dif​ficult to evaluate due to the uncertainty and varia​bility associated with them.

T.
F.
5.
The constant growth model used for evaluating the price of a share of common stock can also be used to find the price of perpetual preferred stock or any other perpetuity.
T.
F.
6.
According to the textbook model, under conditions of nonconstant growth, the dis​count rate utilized to find the present value of the expected cash flows will be the same for the initial growth period as for the normal growth period.

T.
F.
7.
According to the basic stock valuation model, the value an investor assigns to a share of stock is dependent upon the length of time the investor plans to hold the stock.

PART 2.  ANSWER ALL QUESTIONS SHOWING ALL WORK.   QUESTIONS ARE WORTH 3 POINTS EACH.    
1. Assume that you wish to purchase a 20‑year bond that has a maturity value (face value, par value, future value) of $1,000 and makes semiannual interest payments of $40. If you require a 10 percent annual yield to maturity on this investment, what is the maximum price you should be willing to pay for the bond?
2. Suppose that you read in The Wall Street Journal that a bond has a coupon rate of 9 percent, a price of 713.8, and pays interest annually. Rounded to the nearest whole percent, what would be the bond's "current" yield?
3. A share of preferred stock pays a quarterly dividend of $2.50. If the price of this preferred stock is currently $50, what is the annual rate of return?
4. Assume that you plan to buy a share of XYZ stock today and to hold it for 2 years. Your expectations are that you will not receive a dividend at the end of Year 1, but you will receive a dividend of $9.25 at the end of Year 2. In addition, you expect to sell the stock for $150 at the end of Year 2. If your expected rate of return is 16 percent, how much should you be willing to pay for this stock today?
5. The last dividend paid by Klein Company was $1.00.  Klein's growth rate is expected to be 5 percent for 2 years, after which dividends are expected to grow at a rate of 10 percent forever.  Klein's required rate of return on equity (ks) is 12 percent. What is the current price of Klein's common stock? 
6. Due to a number of lawsuits related to toxic wastes, a major chemical manufacturer has recently experienced a market reevaluation. The firm has a bond issue outstanding with 15 years to maturity and a coupon rate of 8 percent, with interest being paid semiannually. The required rate on this debt has now risen to 16 percent. What is the current value of this bond?
