Here are the solutions to final exam #s 6, 7, and 8 that were missing from the solutions package on Tuesday night
6.A “shotgun spread” is an option position that pays off nothing (0) if the underlying stock is worth $50 or less at expiry or if it is worth $90 or more at expiry or if it is worth exactly $70 at expiry.  It pays off $10 if the underlying stock is worth exactly $60 or $80 at expiry, and the straight line interpolation between all those payoff values for in-between values of the underlying stock at expiry.  What combination of call positions in the underlying stock will reproduce the payoffs of this “shotgun spread”?

call(50) – 2call(60) + 2call(70)-2call(80)+call(90) or use + short call instead of – call.

7.Over the past 5 years stock A has been observed to have a monthly average return displaying an α of 0.17% and β of 0.47 relative to the monthly market returns.  Stock B showed an α of 0.77% and a β of 1.61.  In the current month the market has a return of 3.15%, the risk free rate is 0.33%, stock A has a return of 1.07% and stock B has a return of 7.77%.  What was the abnormal return on stock A and on stock B for the current month?

A: 1.07 – [.17+.47(3.15)] = – 0.58

B: 7.77 – [.77+1.61(3.15)] = 1.93

8.The company had annual sales of $48,000 in the past year.  Total annual expenses including depreciation, amortization, interest and taxes were $42,000.  On a book value basis, total assets finished the year at $38,400, long-term debt at $14,400, and equity $24,000.  If the payout ratio is 30% what is the maximum possible growth rate the company can attain without increasing its debt ratio or issuing new equity capital?

(1-.30)(48,000-42,000)/[24,000-(1-.30)(48,000-42,000)] = 21.2% or any other approach that recognized the need to adjust 24,000 back to a beginning of year equity figure.

