
Review Sheet – Exam #2
BM402 Managerial Finance

Sudweeks

Fall 2010

*This list is not all-inclusive, but is a great starting point.
Format:
The exam will consist of 10 multiple choice questions with the remaining 8 questions being work-out problems and short answer.  I anticipate it will take 1½ to 2 hours to complete, but you will be given 3 hours.  
The Exam will cover Chapters 5 & 8 of Higgins, and Chapters 8 through 10 of FAME.  It will also include three case studies:  Financial Planning 1, Financial Planning 2, and Taylor Brands.  Answers to odd-numbered questions at the back of each Chapter are also fair game, although we might change them a bit to make the exam more interesting.
What you need to know:

Review the materials that we have discussed in class:

· Understand my objectives for the class. These can be found in your updated syllabus (the 9/21 version) at http://byuibc.org/node/221.    
· Review your notes.  The best starting point is the notes that you took in class.  Review them first before anything else.  You can use one 3x5 card printed one side for the exam which you will hand in with the exam.
· Review the chapters.  This is the foundation material for the discussions.  Skim what you have already read, and read and understand  the Summary of each chapter.
· Review the Class Summaries from the website.  These are good discussions of what the objectives are for the class and how the activities we performed supported those activities.
· Review the PowerPoints and Other Materials on the BYUIBC.org website at http://byuibc.org/node/265. Make sure you skim the additional readings as we discussed in class.
· You might also review the answers to odd-numbered questions at the back of each Chapter.
· Finally, review the work you did with your cases.  You can go to Blackboard and see my Case Answers and Spreadsheets.
V.  Financial Instruments and Markets
· Understand the differences between forwards, futures, and options.  You will not be required to make calculations regarding these, but will need to understand the concepts behind them.
· Understand the different financial instruments (bonds, junk bonds, preferred stock, common stock) and the advantages/disadvantages to each for the investor and the company issuing them.

· Understand issuance costs on equity and bonds.  Understand what the terms “under-price” and “spread” mean regarding issue costs.
· Understand and know how to compute stock value using the Constant Growth Dividend Discount Model.
· Understand and know how to value Preferred Stock.

· Understand and know how to compute Free Cash Flow to Firm –  

· FCFF = EBIT*(1-tax rate) + Depreciation – CAPEX – NWC (change in), NWC = current assets – current liabilities.  * EBIT is the same thing as OPERATING INCOME.
· Understand and know how to calculate bond prices on any given date, the current yield, yield to maturity, yield to call.

· Understand relationship between bond prices, required rates of return, and coupon rates.

· Understand the concept behind the Treasury Yield Curve
· Understand the concepts behind duration and convexity of bonds (no calculations necessary)
VIII. Risk Analysis in Investment Decisions
· Understand and know how to compute the Weighted Average Cost of Capital (WACC) using both book- and market-value weights.
· Understand and know how to compute the cost of equity using the Capital Asset Pricing Model (CAPM).  As discussed in the review session, CAPM = Rf + B(Rm-Rf); the “(Rm-Rf)” portion is referred to as the “risk premium”.  The “Rm” = the expected market or investor return.
· Understand what the Beta of a stock represents
· Understand that the cost of debt gets tax benefits.  Therefore, the after-tax cost of debt = cost of debt * (1 – Tax Rate)

· Understand the idea or concept of Economic Value Added (EVA).  You will not have to do calculations, but the concept may be tested
Time Value of Money – 

· Know how to calculate IRR, NPV, PV, FV, PMT, RATE
Other Formulas and Concepts 

· Understand how to annualize a growth rate, GEOMEAN (again)
· Know how to calculate retirement returns after class

· Understand differences between Roth investment vehicles and traditional vehicles

· Understand the different types of life insurance including term versus permanent (cash value), and the different types of term and cash-value life insurance 

Case Studies

· Understand the key points and key players in each case study.  
· What were the main issues and how were they handled?  
· What are the key “take aways” from each of the case studies? 
· What were the things that I wanted you to learn from each case study?
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