Quiz 1; Finance 4360; Fall 2007; 9:00 Class; Version 1


Name __________________________________

Instructions:

1)  Make sure the person who is sitting next to you has a different version of the quiz than you do.

2)  Do not separate this page from the following pages.

3) Write your name on this answer sheet and on the quiz.

4) Write the best answer (a, b, c, d, e, or f) to each question in the space provided below.  This first page is what I will grade.

Answers:

1. _____

2. _____

3. _____

4. _____

5. _____


Name __________________________________

1.  Assuming nothing else changes, which of the following will lead to an increase in the risk premium on Security J?
a. transaction costs rise

b. investors become more risk averse

c. security J’s return begins to vary in the opposite direction as the overall economy
d. security J’s return begins to vary more with the market index
e. exactly two of the above are correct

f. three of the four answers (a-d) are correct 
2.  Assume that four risk-free securities provide payoffs next year as follows:  A = $50, B = $100, C = $200, and D = $150.  You can buy or sell portfolio AC (a portfolio with one A and one C) for $230 and can buy or sell a portfolio BD (a portfolio of one B and one D) for $240.  How would you take advantage of this arbitrage opportunity?
a. buy BD and sell AC

b. buy AC and sell BD

c. buy both portfolios and sell A, B, C, and D

d. buy A, B, C, and D and sell both portfolios

e. buy BD and hold it until next year

f. buy AC and hold it until next year

3. Which of the following type of firm is subject to double taxation?
a. “S” corporation

b. sole proprietorship

c. limit partnership

d. “C” corporation

e. limited liability company

f. more than one of above are correct
4.  Which of the following statements are correct about net present value?

a. you should be indifferent between someone giving you $100 and undertaking a project with a net present value of $100

b. firms should accept projects with positive net present values only if they have enough cash on hand to fund the projects

c. net present value equals the present value of all of a project’s cash flows

d. individuals should consider both net present value and preferences for cash today versus cash in the future when comparing projects

e. exactly two of the above statements are correct

f. exactly three of the above statements are correct

5. Based on the information in the attached balance sheet, which of the following statements is incorrect as of January 28, 2007?  (Note:  all numbers in millions)
a. Home Depot repurchased shares between January 29, 2006 and January 28, 2007
b. the stockholder’s equity of $25,030 depends on historical costs
c. the difference between Home Depot’s assets and liabilities is $25,030
d. Home Depot’s debt to equity ratio was less than 1 as of January 28, 2007
e. the stockholder’s equity of $25,030 shows how much another firm would have to pay to buy all of the outstanding shares of Home Depot
f. all of the above are correct (none are incorrect)
THE HOME DEPOT, INC. AND SUBSIDIARIES

 CONSOLIDATED BALANCE SHEETS

	amounts in millions, except per share data


	 
	January 28,

 2007


	 
	January 29,

 2006


	 

	ASSETS
	 
	 
	 
	 
	 
	 
	 

	Current Assets:
	 
	 
	 
	 
	 
	 
	 

	 
	Cash and Cash Equivalents
	 
	$
	600
	 
	$
	793
	 

	 
	Short-Term Investments
	 
	 
	14
	 
	 
	14
	 

	 
	Receivables, net
	 
	 
	3,223
	 
	 
	2,396
	 

	 
	Merchandise Inventories
	 
	 
	12,822
	 
	 
	11,401
	 

	 
	Other Current Assets
	 
	 
	1,341
	 
	 
	665
	 

	 
	 
	Total Current Assets
	 
	 
	18,000
	 
	 
	15,269
	 

	Property and Equipment, at cost:
	 
	 
	 
	 
	 
	 
	 

	 
	Land
	 
	 
	8,355
	 
	 
	7,924
	 

	 
	Buildings
	 
	 
	15,215
	 
	 
	14,056
	 

	 
	Furniture, Fixtures and Equipment
	 
	 
	7,799
	 
	 
	7,073
	 

	 
	Leasehold Improvements
	 
	 
	1,391
	 
	 
	1,207
	 

	 
	Construction in Progress
	 
	 
	1,123
	 
	 
	843
	 

	 
	Capital Leases
	 
	 
	475
	 
	 
	427
	 

	 
	 
	 
	34,358
	 
	 
	31,530
	 

	 
	Less Accumulated Depreciation and Amortization
	 
	 
	7,753
	 
	 
	6,629
	 

	 
	 
	Net Property and Equipment
	 
	 
	26,605
	 
	 
	24,901
	 

	 
	Notes Receivable
	 
	 
	343
	 
	 
	348
	 

	 
	Goodwill
	 
	 
	6,314
	 
	 
	3,286
	 

	 
	Other Assets
	 
	 
	1,001
	 
	 
	601
	 

	 
	 
	Total Assets
	 
	$
	52,263
	 
	$
	44,405
	 

	LIABILITIES AND STOCKHOLDERS' EQUITY
	 
	 
	 
	 
	 
	 
	 

	Current Liabilities:
	 
	 
	 
	 
	 
	 
	 

	 
	Short-Term Debt
	 
	$
	—
	 
	$
	900
	 

	 
	Accounts Payable
	 
	 
	7,356
	 
	 
	6,032
	 

	 
	Accrued Salaries and Related Expenses
	 
	 
	1,295
	 
	 
	1,068
	 

	 
	Sales Taxes Payable
	 
	 
	475
	 
	 
	488
	 

	 
	Deferred Revenue
	 
	 
	1,634
	 
	 
	1,757
	 

	 
	Income Taxes Payable
	 
	 
	217
	 
	 
	388
	 

	 
	Current Installments of Long-Term Debt
	 
	 
	18
	 
	 
	513
	 

	 
	Other Accrued Expenses
	 
	 
	1,936
	 
	 
	1,560
	 

	 
	 
	Total Current Liabilities
	 
	 
	12,931
	 
	 
	12,706
	 

	 
	Long-Term Debt, excluding current installments
	 
	 
	11,643
	 
	 
	2,672
	 

	 
	Other Long-Term Liabilities
	 
	 
	1,243
	 
	 
	1,172
	 

	 
	Deferred Income Taxes
	 
	 
	1,416
	 
	 
	946
	 


	 STOCKHOLDERS' EQUITY
	  
	  
	  
	  
	  
	  
	  

	 
	Common Stock, par value $0.05; authorized: 10,000 shares; issued

     2,421 shares at January 28, 2007 and 2,401 shares at January 29, 2006;

     outstanding 1,970 shares at January 28, 2007 and 2,124 shares at

     January 29, 2006
	 
	 
	121
	 
	 
	120
	 

	 
	Paid-In Capital
	 
	 
	7,930
	 
	 
	7,149
	 

	 
	Retained Earnings
	 
	 
	33,052
	 
	 
	28,943
	 

	 
	Accumulated Other Comprehensive Income
	 
	 
	310
	 
	 
	409
	 

	 
	Treasury Stock, at cost, 451 shares at January 28, 2007 and 277 shares

     at January 29, 2006
	 
	 
	(16,383
	)
	 
	(9,712
	)

	 
	 
	Total Stockholders' Equity
	 
	 
	25,030
	 
	 
	26,909
	 

	 
	 
	 
	Total Liabilities and Stockholders' Equity
	 
	$
	52,263
	 
	$
	44,405
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