22. A company invests 20,000 in a project. The project is expected to have cash flows of

3000 at the end of each year for 15 years, with the first cash flow expected one year after

the initial investment. Using the project’s after-tax weighted average cost of capital, the
?

project has a net present value of[2496.27

The following gives additional information about the company:

(1) The company is financed wit equity and @ debt.

(i)  The company’s marginal tax rate 15)25%

(i) 7, =2r,, where 7, is the cost of equity and 7, is the cost of debt.
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43. A company has a debt-to-equity ratio of 0.4 . Its common stock is currently selling & = 2%
. , 'Eiv c 4.20

for 23 . Its next dividend is expected to be 1.20 and the expected long-term growth

rate for dividends is 4% . Its bonds currently yield 6%, and it has a margingl tax rate

8=o.o‘r rp=0.06 T 70.35

of 35% .
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53. If a firm uses the company cost of capital to determine which projects to accept, a
number of projects that do not have the same beta as the average beta of the firm may be
incorrectly accepted or rejected.

Security
Market
Line

Company
Cost of
Capital

Required Return

Project Beta

Which sections of the graph above would contain projects that would be incorrectly
accepted or rejected using the company cost of capital?

A. 1and3only
B. 1and4 only
C. 2and 3 only
D. 2and4 only
E. 3 and4only

54. The value of a currently all-equity firm i The firm converts some of its equity to
debt at 6%, changing the debt-to-equity ratio of the firm to 0.25. The corporate income
tax rate is 35%. D _1 = |E- 4D

If you ignore personal taxes and any costs of financial distress, what is the new. value of
the firm after the conversion?

41 \lolue (Le,uere&) = V&lue (Umﬁcoeredl) + P\/(I" $>

A
B. 745

C. 749 Feoo DT

D. 753 e u

E. 757 0.35 D

Value(leuete&‘*- D+E = D+kD =8D

V2300 + w (%) N =2 043Y=F00 ,

- _30 .—¢g92.
2 Y 633



Tonb\em

—_

Lz‘f 'H«e Vm‘té—a interest rate (e equ.o& to 0.0L and

sk premium equalis 0.0k.
TLQ c,une,vd. atocle puce (n 50 per share W/ owve million shares

uwistanding.
The c.ompamj has 25 million n debt o/ Hae ddo'g c:oss.‘\"';iﬂ-v8

Cﬁid‘ ‘%ﬁ h A1 .
(oﬁods % go?&«ﬁl'\'az r::lte.%qfﬁog.w 0-008
CAM: 1= T + (oo (E(Ruad- 1)
(c= 0-0L+4.2 (0.0%) = 0.068

E - D

wace * 4D & ead
0.058 = % '(0.068) + %(o.os)(l&-l;_)

2
0.068~ 3 (0.068)
A-T. = P =036 = |[T.=02%
< A
-5(0.05)

r'p (A'Q)




