Financial Institutions and Markets
Course Project
You have recently been promoted to finance manager at your company.  The company president has asked you to advise him on a number of concepts relating to financial institutions and markets relating to an upcoming presentation he is giving at a business conference.  He asks you the following questions:
1) I don’t understand why the value of bonds goes down when interest rates go up.  If I have a 5% coupon, $100,000 par value bond, and interest rates for this risk category move up to 5.8%, isn’t that good for me?  In this situation, what is the new value of my bond?

2) I noticed that we have a $3,000,000 loan with the bank at 6.2%, and we also have $90,000 in the bank, which is only earning 0.6%.  How much money is this costing us, and why don’t we use the cash to pay down the loan and reduce our interest cost?

3) I want to have a better understanding of the difference between economic growth and inflation.  The government is saying that the GDP of the economy is up by 8% this year, but I don’t feel like I am experiencing economic growth; to me it seems the same products are available in the market as last year, just at higher prices.  I know that the money supply and the velocity of money are factors, but I don’t really understand.  Perhaps you can show me an example.

4) I seem to be confused about the relationship between debt, interest expense, and interest rate.  We have the $3,000,000 at our bank with a rate of 6.2%, and the only other loan we have is a $280,000 loan with one of our investors at a rate of 4.2%.  The average of these rates if 5.2%, but you told me that our weighted average interest rate is higher than this; what is this rate, and why is it so high?

5) I think something is wrong with the calculations for the Santa Fe project.  We were looking at beginning this project at the end of 2015, when the total cost of the project was $1,000,000, and we had the cash available.  However, we decided to invest the money for a year, which produced a return of 12%, but now the Santa Fe project cost is $1,100,000.  Do we have enough money to complete the project?  And now that the price of the project has gone up, how much did we really earn by investing the money for a year?
REQUIRED:
[bookmark: _GoBack]Provide explanations for the company president, using relevant calculations for each explanation.
