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Problem Set #4 Calculator

Problem 8-5

‘The Spinnaker Company has paid an annual dividend of $2.20 per share for some time. Recently, the board of directors voted to grow the dividend by
6.5% per year from now on. What is the most you would be willing to pay for a share of Spinnaker if you expect a 13% return on your stock investments?
Round the answer to two decimal places.
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Calculator
Problem 8-21

Seth Harris is an avid investor who likes to speculate on stock price changes. Lately he's become bored with the slow movement of most stock prices
and thinks options might be more exciting. He has been following the stock of Chelsea Club Inc., a women's apparel manufacturer. Chelsea's stock price
has been stable for more than a year, but Seth is convinced it will increase in the near future but probably not rapidy.

Amanda Johnson owns 1,000 shares of Chelsea Club purchased a year ago at $37. She thinks the stock's price will continue in the upper $30s
indefinitely and may even fall a little. Her broker has recommended writing options as a source of income on stagnant stocks.

Chelsea is selling for $38.5, and six month call options at a $36 strike price sell for $4.
‘This morning Amanda wrote call options on her 1,000 shares which Seth bought through an options exchange. At the time of that transaction: (Round
'your answers to two decimal places, if required.)
a. What was the intrinsic value of an option?
s | )
. What was the option’s time prer

s |

. Was the call in or out of the money?
v

. How much has Amanda invested? Assume the investment should be relative to Amanda’s purchase price.
s | )

. What is the most Seth can make or lose? Use a minus sign, to indicate loss, if any.
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d. How much has Amanda invested? Assume the investment should be relative to Amanda's purchase price.

the most Seth can make or lose? Use a minus sign, to indicate loss, if any.

the most Amanda can make or lose? Use a minus sign, to indicate loss, if any.

It's almost six months later, Chelse is selling for $44, Amanda’s options are about to expire, and Seth exercises. Round your answers to two decimal
places, if required.

9. What is Seth's profit or loss? Use a minus sign, to indicate loss, if any.

ia's profit or loss? Use a te loss, if any.

i. Does Amanda incur an "opportunity loss™?

0 how much is it? Use a minus sign, to indicate loss, if any.

at would Amanda's profit or loss have been if her call had been written naked? Use a minus sign, to indicate loss, if any.
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Problem Set #4 Calculator

Problem 7-1

A bond that pays 12% interest compounded annually on a $1,000 face value will mature in 17 years. The interest rate is now 14%. What should the bond’s
market price be? Do not round intermediate calculations. Round PVFA and PVF values in intermediate calculations to four decimal places. Round your
answer to the nearest cent.
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Problem Set #4 Calculator

Problem 7-11

Tutak Industries issued 3 $1000 face value bond a number of years ago that will mature in eight years. Similar bonds are yielding 8%, and the Tutak bond
is currently selling for $1203.56. Assume bond coupons are paid semiannually. Compute the coupon rate on this bond. Do not round intermediate
calculations. Round PVFA and PVF values in intermediate calculations to four decimal places. Round the answer to 2 decimal places. (In practice, we.
generally aren't asked to find coupon rates.) (Hint: Substitute and solve for the coupon payment.)
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Problem 7-22

Pacheco Inc. issued convertible bonds 10 years ago. Each bond had an initial term of 30 years, had a face value of $1000, paid a coupon rate of 1%, and
was convertible into 20 shares of Pacheco stock, which was selling for $30 per share at the time. Since then the price of Pacheco shares has risen to $65
and the interest rate has dropped to 8.7%. What is the least that each of the bonds is worth today? Assume bond coupons are paid semiannually. Round
PVFA and PVF values in intermediate calculations to four decimal places. Do not round other intermediate calculations. Round the answer to the nearest
cent.

$

Comment on the function of the bond valuation procedure for convertibles.
The input in the box below will not be graded, but may be reviewed and considered by your instructor.
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Problem Set #4 Calculator

Problem 8-1

Paul Dargis has analyzed five stocks and estimated the dividends they will pay next year as well as their prices at the end of the year. His projections are
shown below.

Projected Stock
Price
$38.00 $1.40 $41.00
25.00 0.90 27.00

Stock  Current Price Projected Dividend

57.80 2.10 63.40
74.00 None 85.00
64.80 3.10 61.00

Compute the dividend yield, capital gain yield, and total one-year return implied by Paul's estimates for each stock. Do not round intermediate calculations.
Round the answers to two decimal places. Use a minus sign, to indicated negative answers. If an answer is zero, enter "

idend Yield:

Capital Gains Yield:

Total Yield:
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Problem Set #4 Calculator

Problem 8-2

The stock of Sedly Inc. is expected to pay the following dividends.

Year
1 2 3 a
dend  $2.15 $3.60 $1.70 $2.10

At the end of the fourth year its value is expected to be $37.40. What should Sedly sell for today if the return on stocks of similar risk is 13.878%? Round
PVF values in intermediate calcualtions to four decimal places. Round the answer to two decimal places.
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