
product (Dataproducts LZR 1260) eq {2 setpapertray} if

product (HP LaserJet IIISi) eq {1  setpapertray} if

end grestore  
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Pardee RAND Graduate School

Finance and Accounting for Policy Analyses Midterm Exam Spring 2008



Finance and Accounting

February 15, 2008

Ed Keating

Your name: __________________________________________________

You have 90 minutes to complete this examination.  Please write your answers on the exam.  If you need extra room, feel free to use the back of the exam (as long as you note that you are doing this).  This is a closed book, closed note exam.  You are also not to rely on your neighbors for assistance while doing this exam.  This exam totals sixty points and thirty percent of your final grade.  The point value of each question is given before each question.  Don’t worry if it’s hard or you can’t finish in time; the grades will be curved.

May the Force be with You!

Section 1.  Multiple choice.  Circle the best answer.  There are six questions in this section.  Each question is worth 1 point, so this section is 10% of the exam.  There is no partial credit here.  Either you circle the right answer or you don’t.  There is no penalty for guessing incorrectly.  In other words, don’t leave any of these questions unanswered.

1. “Depreciation” is a category of a…

a)  Activity-based costing analysis.

b)  Balance sheet.

c)  Income statement.

d)  Percent-of-sales forecast.

e)  Use statement.

2.  Which of the following categories is generally thought to “spontaneously generate” funds?

a)  Accruals.

b)  Cash and securities.

c)  Long-term debt.

d)  New equity.

e)  Short-term loans.

3.  The annual percentage rate of  “3%/10 Net 40” trade discount is approximately…

a)  9.7%.

b)  20.2%.

c)  27.9%.

d)  32.0%.

e)  44.9%.

4.  Which author(s) wrote a famous paper on target capital structures?

a)  Paul Asquith and David Mullins.

b)  Fisher Black and Myron Scholes.

c)  Carter Glass and Henry Steagall.

d)  Michael Milken.

e)  Franco Modigliani and Merton Miller.

5.  Which of the following securities had the greatest rate of return in the United States between 1900 and 2004?

a)  Common stocks.

b)  Consumer price index.

c)  Long-term corporate bonds.

d)  Long-term government bonds.

e)  Short-term government bonds.

6.  Who ranks first in the rights of absolute priority?

a)  General creditors.

b)  Government for past-due taxes.

c)  Preferred stockholders.

d)  Senior creditors.

e)  Subordinated creditors.

II.  Short answers.  There are six questions in this section.  Each is worth 6 points so, in total, this section represents 60% of the exam’s points.  All of these questions should be answerable in three or fewer sentences.  Indeed, I WILL NOT GRADE ANYTHING BEYOND YOUR FIRST THREE SENTENCES.  So please be concise and straightforward!

7.  In an ex post sense, Southwest Airlines saved a fortune hedging petroleum prices.  What would have been the argument against such hedging ex ante?

8.  Why do firms generally want to accelerate depreciation?  What sort of firm would not?

9.  In what sense might a firm’s new stock issuance be bad news?

10.  Suppose new stock issuances were systematically OVERPRICED.  Who would gain and lose from such a phenomenon?  (Note:  The opposite is often argued to be true.  Your assignment is to discuss what the consequences would be if the observed phenomenon were the mirror image of what is argued to be occurring.)

11.  In what sense would it be wasteful for a corporation to simultaneously pay dividends and issue new stock?

12.  Why is it bad news for a bondholder to have his or her bond get called?

III.  These two problems are worth 9 points each, 18 points total, so 30% of the grade.  Please show your work.

13. Selected information about Sam ‘n’ Ella’s Chicken Delight, a chain of hot new restaurants, follows:

(Dollars in Millions)

	
	2006 Costs
	2007 Costs

	Net Sales
	       104
	       165

	Cost of goods sold
	  60
	92

	Depreciation
	20
	24

	Net Income
	10
	18

	Finished goods inventory
	         12
	         14

	Accounts receivable
	         20
	         28

	Accounts payable
	12
	18

	Net fixed assets
	160
	170


a) During 2007 how much cash did Sam ‘n’ Ella’s collect from sales?  (3 points)

b) During 2007 what was the cost of goods produced by the company?  (3 points)

c) Assuming the company neither sold nor salvaged any assets during the year, what were the company’s capital expenditures during 2007?

14. Consider an investment for which you pay $250 right now then receive $150 a year from now and $160 two years from now.

a) If your interest rate is 7%, what is this investment’s present value?  (3 points)

b) Suppose the two-years-from-now payment is some value x (rather than the heretofore assumed $160).  Holding fixed the other parameters including the 7% interest rate, what value of x sets the investment’s present value equal to 0?  (3 points)

c) Returning to the baseline parameters (e.g., -$250, +$150, +$160), what is this investment’s internal rate of return?  (3 points)
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