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Section B: Analytica) uestions
Question no 28
a.The initial cost of a project is $1 million

return for the project is 10%
4

: required rate of
The project will run for 4 years. The Iu\\\:‘l.\.‘t i
yea y
The project will have the following cash flows from y

FERaA . Year 4: 600.000;
Yearl: -200.000; Year 2: -100.000: Year 3: 400,000; Year

f this projec ints: 4
What is the Profitability Index of this project? (Points: 4)

e to show your
sides of the page to s
t credit (you can use both sides o
You must show your work to get ¢ )
work)
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b. The initial iny CStment of
that the cash flows iy o
will end at the

aproject is §500 000
TOW at a y

29, 3
The net cash flow in B LSRN, A
end of year 5, Wi,

year until the
LS the simple pay b

> ecl
e of 10% every nd of project's life. The projec

ack of this project? (Points: 4)

*** You must show

Your work ¢
work)

0 get eredit (you can use both si

s of the page to show your
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A firmis thinking about launchinu anew product
The Project has an estimated life of five years
OS1S per year i estima

The initial investment in equipment is $600,000.

The revenue per year s estimated to be $400,000,
ted 0 be $200,000.

apital will be $40,000 at the beginning of the project: “D"’:“ ‘;‘
this will be recove [ year 4, and the rest at the end of year 5. The tax rate is '1(]“/"
and the CCA rate for depreciation phrpnses is 20%. The equipment can be sold at the end of the
project for $60.000. The asset class will remain open at the end of the project.
There is an on-going feasibili
Consulting Group. They h
today.

ty study regarding the project. The 1'cusibil'!\y Stud'y. is dnn; t\g?ot(‘))o‘()
ave been paid $50,000 a year ago. and they W!ﬂbc paid _““.‘:“: \_;C i
The cost of capital for the project is 10%. Calculate the NPV of the projec

company should undertake this project. . AR
*** You must show your work to get credit (you can use both sides of the p

work)

19
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A firm needs $1 million to invest i 3 ]
$50.000 per year, and the project wi B N0 [‘l’\-ﬁiccl's after-tax net cash flow will be
project in the f(‘“O\\'ing Manner: 50% of the recu The company has decided to fund \F\c
(internal). 30% will come from debt i :();‘/‘l“hlﬁ‘d.\n\‘cx\‘mcnl \\l!\ come from Fonmmn cq\n.ny
raise new long-term debt o prcl'cn—;d sm;k o will come from preferred stock. The firm has to

= ¢ paid annually. The net proceed will be $970. The required
return on preferred stock is 14%. and the company will incur a 5% flotation cost on issuing new
preferred stock. The required rate of return on common stock is 16%. The company’s tax rate is
40%. Should the company accept this project based on the NPV decision criteria?

*** You must show your work to get credit (you can use both sides of the page t0 show your
work)
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Fou have been given the lask

ating the WAC C of AB( Inc You will use the following
snformation 1o caleulate the WA( (

The firm has 3000 €Oupon pay g bonds Outstanding, Eacp, €OUpon-paying bond has a face value
of $1000, wil) mature 10 yearg from today nd is currengly priced at 130% of the face value. The
o and coupop jg pa

aid on an annug| basis

annual coupon rate i 129

S o gat$12
T'he company hag 300,000 €Ommon shareg Outstanding. and each share js currently \\A\JI‘\\; e
; oF - e rate is 3%, and
You have decided 1o use CAPM 1o calculate the cost of equity. The risk-free rate is

)
7 H of company 1s 2
expected rate of retumn on the market portfolio is 10%. The €quity beta of the company

Ch share adin; e constant
$10, and the cons!
Als he col Ny has 2000 I ed shares, Each st S i

e 0f 30%.
is ¢ g @ ces a tax rate of
yearly preferred dividend per share is $1.2. inally. the company faces
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