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1. Amanda is thinking about buying shares in Global Compact at $75 a share. She expects the
price of the stock to rise to $100 over the next 5 years. During that time, she expects to
receive dividends of $2 a share.

a. What is the intrinsic worth of this stock, if the required return is 15%?
b. What is the expected return?
¢. Amanda is a risky investor. Would you recommend she purchase this stock? Why
or why not?

2. Which bond would offer the highest current yield for an investor?
a. A 10.5%, 30 year bond quoted at 103 %?
b. A 12%, 20 year bond quoted at 152 5/8?
c. AS %% 18 year bond quoted at 51 1/8?
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Part IV: Case Problem (10 points)
Steven Jacobs is currently 55 years old and would like to retire in 15 years. He worked as a

Chicago fireman for 25 years before being injured on the job and now works at a private security
company. Steven anticipates receiving his pension from the City of Chicago at age 70 and expects
1o receive Social Security and benefits from a 401(k) from his job at the private security company.
‘He has been married four times, has five daughters, two sons, ten grandchildren, a dog, and a
‘parakeet. All of his children live out-of-state except for Marcella, his oldest. She lives 2 miles
her father, works as a Physician Assistant at Northwestern Memorial, and still is angry over

E‘p.utl' divorce over 25 years ago. Steven drives a Lexus and owns two homes, one in
Chicago and a Wisconsin summer home near the Dells. Steven did pay his last mortgage payment

at age 50; however, he recently took a home equity loan ($10,000) for repairs on his Wisconsin

summer home.

Over the years, Steven has not attempted to put money aside each month due to alimony paymen
he made to two of his wives, He is depending solely on his City of Chicago retirement and the
401(k) and Social Security from his private security job. He feels this is secure. Stevefi currently
hecking

has a girlfriend, Peggy, who has been helping him evaluate his finances. His PNC ¢l

account currently holds an average balance of $10,000, which is enough to pay his utilities, taxe
and other expenses. His saving account holds an average balance of $20,000. His girlfriend wou
ke to plan a trip to the Greek Islands for his 60™ birthday and hopes Steven can retire early.
peggy is twice divorced with no children.
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