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Question 1
Market value (MV) = present value (PV) of interest payment + PV of maturity amount
		= interest payment*[1-(1+r)-n]/r + face value (FV)* 1/1+rn
		= (12% * 1000)* [1-(1.14)-22]/0.14 + 1000* (1/1.1422
		= 120* 6.7429 + 1000* 0.5599
		= 809.15 + 55.99
		= 865.14
Question 2
MV = PV of coupon payment + PV of bond maturity amount
1293.56 = x* [1-(1.08)-8]/0.08 + 900* (1/1.088)
1293.56 = 5.7466x + 486.24
5.7466x = 807.32
x = 140.48 = coupon amount 
Coupon rate = 140.48/900 * 100% = 15.61%
Question 3a
MV = PV of bond coupon payment + PV of bond maturity amount
MV = [11%*1000]* [1-(1.085)-20/0.085 + 1000* 1/1.085-20
MV = 110*(9.4633) + 1000*0.1956
MV = 1040.963 + 195.6
MV = 1236.56
1 bond is worth 1236.56/65 = 19.024 shares.
Question 3b
Bond valuation is important in determining whether the bonds will be converted into shares or not. If the value is below the amount of shares being offered, the investor should convert the bonds, and converse is true.
Question 4
Dividend yield = annual dividends paid per share/ price per share
Capital gains yield = (P1-P0)/P0
Total yield = dividends yield + capital gains yield
	Stock
	Current price
	Projected dividends
	Projected stock price
	Dividends yield
	Capital gains yield
	Total yield

	A
	37.00
	1.4
	42.00
	0.0378
	0.1351
	0.1729

	B
	24.00
	0.8
	26.50
	0.0333
	0.1042
	0.1375

	C
	57.50
	2.0
	63.00
	0.0348
	0.0957
	0.1305

	D
	75.00
	None
	80.00
	0
	0.0667
	0.0667

	E
	64.00
	3.10
	65.00
	0.0484
	0.0156
	0.0640



Question 5
PVIF = (1+r)-n
	Year
	Dividends
	PVIF
	PV

	1
	2.15
	0.8861
	1.91

	2
	3.50
	0.7851
	2.75

	3
	1.80
	0.6958
	1.25

	4
	2.00
	0.6165
	1.23

	TOTAL
	
	
	7.14



Question 6
V = D1 / K-g
V = 1.9/ (0.11-0.06)
V = $38
Question 7
a) Intrinsic value = underlying security’s price – option strike price
= 38-36
= $2
b) Options time premium
= 4.5 – 2
= $ 2.5
c) It was “in of the money”
d) Investment = number of shares * purchase price
= 1100 * 37
= $ 40,700
e) 2.5 * 1100
= (2750) +/-
f) 4.5 * 1100
= (4950) +/-
i. 44-(36+4.5)*1100
= 3850
ii. 4.5 * 1100
= 4950
iii. NO
iv. (38-36) * 1000
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