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Quiz 1							Name: _______________________    	     
Instructions
1. This quiz is to be completed individually, in class. You will have at least one hour to complete it. If it appears that you will need more time, I’ll give it to you.
2. You may use your notes, text, excel files, etc. to complete the quiz. You may reference anything on our class website, but you may not go anywhere else on the internet.
3. If you need additional space, you may write on the back. 


1. (25 pts) A couple of years ago, Amazon (an internet company) purchased Whole Foods (a retail grocery chain). At the time, Amazon had a debt-to-equity ratio of 1/10 and an equity beta of 1.2. Whole Foods had a debt-to-equity ratio of 1/3 and an equity beta of 0.7. Both firms were in the 35% marginal tax bracket. 

In determining how much to offer Whole Foods shareholders to purchase Whole Foods, Amazon needed to find the present value of the expected future cash flows that would be generated by Whole Foods as a subsidiary of Amazon. 

Calculate the WACC that Amazon should have used to discount those cash flows. Be sure to show all your work below.























2. (15 points) Assuming all of the following bonds are eligible for delivery, none of them have any accrued interest, and given the last futures quote of 100.25, which bond would be deemed the cheapest-to-deliver from the seller’s perspective? Please show your work.

a. A bond priced at 99.25, with a conversion factor of 0.9714
b. A bond priced at 103.50, with a conversion factor of 1.0473
c. A bond priced at 100.75, with a conversion factor of 0.9932









3. (10 points) Which is not a viable method of effectively closing out a long position in a commodity forward contract? Circle the correct answer.

a. Make payment at delivery for the contractual commodity.
b. Take a reversing position in an identical commodity future that has a delivery date one month after your contract.
c. Enter into an identical, but reverse position, contract with a third party.
d. Enter into an identical, but reverse position, contract with the original party who holds the short forward contract.

4. (15 points)  Briefly explain what the purpose is for the mark-to-market process. Does this process exist with forward contracts, future contracts, or both? If it does not exist for one of those markets, explain why it doesn’t.

















5.  (35 points)  Suppose it is mid-March and you wish to purchase five (5) June Treasury Bond futures contracts ($100,000 notional value per contract). 

a. Given a 10% initial margin and a 75% maintenance margin, complete the following mark-to-market table. Assume that you remove any excess funds that are eligible for removal. Make sure to indicate what your initial and maintenance margins are for this trade. Show your work (below) for Mar 17 so I can see how you are doing your calculations. You don’t need to show work for the other days.

	Day
	Futures Price
	Daily Gain/Loss
	Cumulative Gain/Loss
	Margin Account Balance
	Maintenance Margin =
 $______________

(indicate any deposits or withdrawals here)

	Initial
	100-24
	N/A
	N/A
	
	N/A

	Mar 16
	101-28
	
	
	
	

	Mar 17
	98-10
	
	
	
	

	Mar 18
	97-24
	
	
	
	

	Mar 19
	99-04
	
	
	
	

	Mar 20
	98-14
	
	
	
	




b. If you wanted to take your profit or loss at the end of March 20th, what steps would you take to exit the market? 






