
Question 1:  (Financial Statement Analysis)  12 points
Consider the following set of financial statements: 

[image: image1.wmf]2006

2007

2008

Net Sales

$495,990

$497,717

$496,016

Cost of Goods Sold

$310,507

$329,044

$334,235

Gross Profit

$185,483

$168,673

$161,781

Selling & Admin Expenses

$99,233

$97,821

$95,254

Operating Income

$86,250

$70,852

$66,527

Other Income(Expense)

$9,191

$6,850

($10,240)

Interest Expense

$726

$535

$378

Income Before Tax

$94,715

$77,167

$55,909

Income Tax

$28,796

$25,542

$17,132

Net Income

$65,919

$51,625

$38,777

Avg Number of Common Shares

57,405

56,585

55,157

EPS

$1.15

$0.91

$0.70

2006

2007

2008

Assets:

Cash & Equivalents

$79,260

$98,913

$86,871

Accounts Receivable

$41,211

$36,860

$34,196

Inventories

$63,957

$57,402

$55,584

Other Current Assets

$6,489

$6,551

$11,328

Total Current Assets

$190,917

$199,726

$187,979

Long-Term Investments

$61,249

$74,393

$59,083

Prop. Plant & Equip, Net

$202,898

$201,401

$217,628

Goodwill

$74,194

$73,237

$73,237

Intangible Assets

$189,024

$189,024

$189,024

Other Assets

$73,357

$74,944

$85,141

Total Assets

$791,639

$812,725

$812,092

Liabilities & Equity:

Accounts Payable

$62,211

$57,972

$59,252

Total Current Liabilities

$62,211

$57,972

$59,252

Long Term Debt

$7,500

$7,500

$7,500

Other Liabilities

$91,247

$109,023

$110,570

  Total Liabilities

$160,958

$174,495

$177,322

Common Stock

$37,329

$37,706

$38,204

Additional Capital

$424,119

$443,772

$453,694

Retained Earnings

$169,233

$156,752

$142,872

  Total Equity

$630,681

$638,230

$634,770

Total Liabilities & Equity

$791,639

$812,725

$812,092

(in 000's) as of Dec 31, years ended:

BETTER MOUSE TRAP, INC.

Income Statements

(in 000's, except EPS)

BALANCE SHEETS

BETTER MOUSE TRAP, INC.


a. What is the company's average annual rate of sales growth from 2006 through 2008?

b. How long, on average, was Better Mouse Trap taking to collect on its receivable accounts in 2008? (Assume all of the company’s sales were on credit.)

c. Was Better Mouse Trap more or less profitable in 2008 than it was in 2006? Justify your answer using at least two ratios.

d. Was Better Mouse Trap more or less liquid at the end of 2008 than it was at the end of 

2006? Justify your answer using at least two ratios.

Question 2:  (Time Value of Money – Payments and Rate of Return)  6 points
Assume you are planning how to finance your child's college education. The child is 2 years old now so there are 16 years to go before your child enters college at age 18. According to your estimates you will need $80,000 in the bank at that time.

a. If you believe you can earn 7% a year, on average, between now and the time your child starts college, how much will you have to invest each year between now and then in order to reach your target?

b. It appears the annual payment required to reach your target is more than you can afford. If the most you can afford to invest each year is $2,000 what average annual rate of return must you earn in order to reach your target?

Question 3:  (Time Value of Money – Present Value)  4 points
Joe's Clambake Company is considering the purchase of a C130 airplane to help spot monster clams on the bottom of Chesapeake Bay. In estimating the worth of adding the plane to the company the following cash flow analysis has been developed:

Cash inflow at the end of year 1:  $12,000

Cash inflow at the end of year 2:  $12,000

Cash inflow at the end of year 3:  $12,000

Cash inflow at the end of year 4:  $12,000

Cash inflow at the end of year 5:  $12,000

Cash inflow at the end of year 6:  $32,000

If Joe's required rate of return is 12%, how much is the plane worth to him today?
Question 4:  (Risk & Return)  3 points
You hold a portfolio of stocks consisting of the following:

                   Stock                     Beta       Current Value


Blackwater Gas               0.4    $10,000


Tidy Tom’s Cleaners      0.8      $5,000


Globular Grabbus           1.3    $20,000


Creative Crafts               1.5       $4,000




Total:   $39,000

a.  What is the beta of the portfolio?

b.  You have decided to sell Creative Crafts for $4,000 and to use the proceeds to buy $4,000 of International Steel stock with a beta of 2.0.  After the transaction is complete, what will be the new beta of the portfolio?  (Disregard any commissions on the buy and sell transactions.)
Question 5:  (Risk & Return)  5 points
You have been scouring The Wall Street Journal looking for stocks that are “good values” and have found the following five candidates for addition to your portfolio:



Stock
   Expected Return
Beta



   A

11.00%
1.1



   B

7.00%

1.0



   C

10.50%
1.4



   D

5.00%

0.8



   E

11.50%
0.7
However, you can afford to buy only one of these stocks.  Based solely on the stocks’ expected returns and risk, as measured by Beta, which one represents the best investment?  Be sure to justify your answer.

Question 6:  (Bond valuation)  10 points
According to the Yahoo Finance Bond Center, dealers are currently offering the US government’s 8.5% 2020 Treasury Bond for “142.12.”  Answer the following questions about the bond:

a.  What is the price in dollars of the bond?

b.  What is the amount of the coupon interest payment you would receive each year if you bought the bond?  (assume annual payments)

c.  How many payments would you receive if you bought the bond and held it to maturity?  (In other words, how many years from now does the bond have to go before it matures?)

d.  What is the bond’s Yield to Maturity, or YTM, assuming you purchased it for the current offering price?

Question 7:  (Stock Valuation)  8 Points
You have been given the following projections for Cali Corporation for the coming year.

Sales = 10,000 units

Sales price per unit = $12
Variable cost per unit = $6
Fixed costs = $10,000

Long-term debt = $15,000

Interest rate on long-term debt = 8%

Tax rate = 40%

Dividend payout ratio = 60%

Expected long-term growth rate = 8%

Shares of common stock outstanding = 10,000 shares

Beta = 1.4

Current rate on government T-Bonds = 5%

Expected return on the stock market = 9%

Calculate the current price per share for Cali Corporation.

------------------------------

End of exam
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