[image: ]
[image: ]
[image: ]
[image: ]
[image: ]
[image: ]

[image: ]
[image: ]

[image: ]

[image: ]
[image: ]

[bookmark: _GoBack][image: ]

image6.png
MyFinanceLab® Help - RONALD HAYES- | 1/8/162:34 pM
omework: Week Four Problems Overview

OO ®EE® ® DDD‘ P14-28 (similar to)

Exercise Score: 0 of £ pt Assignment Score: 0% (0 of 12 pts) 00f 12 complete [

(Weighted average cost of capital) As a consuitant to GBH Skitvear, you have been asked to compute the appropriate discount rate fo use in the evaluation of the purchase of 2 new
warchouse faciity. You have determined the market value of the firm's current capital structure (which the firm considers to be it target mix of financing sources) as follows: (=1

To finance the purchase, GBH will sell 20-year bonds with 2 $1,000 par value paying 7.9 percent per year (paid semianmaly) at the market price of $943. Preferred stock paying 2 $2.54
dividend can be sold for $34.56. Common stock for GBH is currently sellng for $50.37 per share. The firm paid 2 $4.05 dividend last year and expects dividends to continue growing at
rate of 4.1 percent per year into the indefinite future. The fimn's maginal tax rate is 34 percent. What discount rate should you use to evaluate the warchouse project?

a. Calculate component weights of capital

The weight of debt in the firm's capital structure is [ ]%. (Round to two decimal places.)

vec h

Enter your answer in the answer box, then diick Check Answer. @
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OO ®E O ® D Dp| P15-6 (similar to)

Exercise Score: 0 of £ pt Assignment Score: 0% (0 of 12 pts) 00f 12 complete [

(Describing a firm's capital structure) Lowe's Companies, Inc. (LOW) and its subsidiaries operate s 2 home improvement retailer in the United States and Canada. As of February 1,
2008, it operated 1,534 stores in 50 states and Canada. The company's balance sheet for February 1, 2008, included the following sources of financing: ([

a. Caleulate the values of Lowe's debt ratio and interest-bearing deb ratio.
b. If the market value of Lowe's common equity is $35.86 bilion and Lowe's has no excess cash, what i the firm's deb-to-enterprise-value ratio? (Elint: you may assume that the market
value of the firm's interest-bearing debt equals its book value.)

a. Lowe's debt ratiois [ ]%. (Round to one decimal place.)

ves ep

Enter your answer in the answer box, then diick Check Answer. @

2 parts remaiing (__clearan__| (_checkanswer | | [__sae )
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OOO®OEOEE® D Dp| P15-7 (similar to)

Exercise Score: 0 of £ pt Assignment Score: 0% (0 of 12 pts) 00f 12 complete [

(Computing interest tax savings) Dharma Supply has earnings before interest and taxes (EBIT) of $522.000, interest expenses of $263,000, and faces a corporate tax rate of 36
percent

a. What is Dharma Supply's net income?
b. What would Dharma's net income be if it didn't have any debt (and consequently no interest expense)?
€. What are the fimn's interest tax savings?

a. Dharma Supply's net income s §[_]. (Round to the nearest dollar.)

ves ep

Enter your answer in the answer box, then diick Check Answer. @
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Exercise Score: 0 of £ pt Assignment Score: 0% (0 of 12 pts) 00f 12 complete [

(Leverage and EPS) You have developed the following pro forma income statement for your corporation: (7]]. It represents the most recent year's operations, which ended yesterday
Your supervisor in the controller's office has just handed you 2 memorandum asking for written responses to the following questions:

a. If sales should increase by 20 percent, by what percent would carnings before inferest and taxes and net income increase?
b If sales should decrease by 20 percent, by what percent swould eamings before interest and taxes and net income decrease?
¢. Ifthe firm were to reduce its reliance on debt financing such that interest expense were cut in half, how would this affect your answers to parts a and b?

a. If sales should increase by 20%, the percentage change in carnings before interest and taxes is [_]%. (Round to two decimal places.)

ves ep

Enter your answer in the answer box, then diick Check Answer. @

7 partsremining (__clearan__| (_checkanswer | | [__sae )
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O O®6 60O ® D Dp| B8-18 (book/static)

ssignment Score: 0% (0 of 12 pts) 00f12 complate 7

EEZmm 06763 B8-18 (book/static)

(Capital Asset Pricing Model) CSB, Inc. has a beta of 0.765. If the expected market retur s 10.5 percent and the risk-free rate is 3.5 percent, what is the appropriate expected return
of CSB (using the CAPM)?

‘The appropriate expected return of CSB is [ ]%. (Round to two decimal places)

ves|®

Enter your answer in the answer box, then diick Check Answer. @
Allparts sh (__clearan__| (_checkanswer | | [__sae )
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KI@ @ D PB-19 (similar to)

Exercise Score: 0 of £ pt Assignment Score: 0% (0 of 12 pts) 00f12 complate 7

(Capital Asset Pricing Model) The expected return for the general market is 11.0 percent, and the risk premium in the marketis 6.2 percent. Tasaco, LBM, and Exxos have betas of
0.837,0.697, and 0.574, respectively. What are the appropriate expected rates of return for the three securities?

The appropriate expected retum of Tasaco is | [%. (Round to two decimal places.)

ves ep

Enter your answer in the answer box, then diick Check Answer. @
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Exercise Score: 0 of pg.2 (similar t0) Assignment Score: 0% (0 of 12 pts) 00f 12 complete [

(Related to Checkpoint 8.2) (Computing the standard deviation for an individual investment) James Fromholz is considering whether to invest in a newly formed investment
fund. The fund's investment objective is to cquire home mortgage securities at what it hopes will be bargain prices. The fund sponsor has suggested to James that the fund's performance

will inge on how the national economy performs in the coming year. Specifically, he suggested the following possible outcomes: (1)

2. Based on these potential outcomes, what i your estimate of the expected rate of return from this investment opportunity?
b. Calculate the standard deviation in the anticipated refurns found in part a

€. Would you be interested in making such an investment? Note that you lose all your money in one year if the economy collapses into the worst state or you double your money if the
economy enters into 2 r2pid expansion

vec h

a. The expected rate of return from this investment opportunity is [ ]

. (Round to two decimal places)

Enter your answer in the answer box, then diick Check Answer. @

2 parts remaiing (__clearan__| (_checkanswer | | [__sae )
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DOO®EOEOE®E® b B14-1 (bookdstatic)
Exercise Score: 0 of 1 pt Assignment Score: 0% (0 of 12 pts) 00f 12 complete [
(Defining capital structure weights) Templeton Extended Care Facilties, Inc. is considering the acquisition of a chain of cemeteries for $400 million. Since the primary asset of this
@) | businessis real estate, Templeton's managemen has determined tha they will be able o borrow the majoriy of the money nceded to buy the business. The cuent owners have no debt
financing but Templeton plans to borrow $300 million and invest only $100 millionin equity in the acquisition. What weights should Templeton use in computing the WACC for this
@ | scosiion?
7@ ‘The appropriate weight of deb, . %. (Round to one decimal place.)
&
Enter your answer in the answer box, then diick Check Answer. @
1 part remaining ((_clearan | [ checkanswer | | [__save ]
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omework: Week Four Problems

OO ®6E 6O ® DDD‘ P14-3 (similar to)

Assignment Score: 0% (0 of 12 pts) 00f 12 complete [

Exercise Score: 0 ¢ *
b1

3 (similar to)

(Individual or component costs of capital) Compute the cost of capital for the firm for the following:

. A bond that has 2 $1,000 par value (face value) and a contract or coupon interest rate of 11.3 percent. Interest paymens are $56.50 and are paid semianmually. The bonds have
current market value of $1,124 and will mature in 10 years. The firm's marginal tax rate is 34 percet.

b. A new common stock issue that paid 2 $1.85 dividend last year. The firm's dividends are expected to contine to grow at 6.9 percent per year, forever. The price of the firm's common
stock is now $27.83.

€. A preferred stock that sells for $134, pays a dividend of 9.2 percent, and has 2 $100 par value.

. A bond selling to yield 12.4 percent where the firm's tax rate is 34 percent

ves ep

a. The after-tax cost of debtis [ ]%. (Round to two decimal places)

Enter your answer in the answer box, then diick Check Answer. @
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Exercise Score: 0 of £ pt Assignment Score: 0% (0 of 12 pts) 00f 12 complete [
P14-12 (similar to)

(Cost of preferred stock) The preferred stock of Gator Indusiries sell for $35.32 and pays $2.72 per year in dividends. What s the cost of preferred stock financing? If Gator were to
issue 520,000 more preferred shares just like the ones it currently has outstanding, it could sell them for $35.32 a share but would incur fltation costs of $3.23 per share. What are the
flotation costs for issuing the preferred shares and how should this cost be incorperated into the NPV of the project being financed?

‘The firm's cost of preferred stock financing is [ ]%. (Round to two decimal places.)

ves ep

Enter your answer in the answer box, then diick Check Answer. @
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Exercise Score: 0 of £ pt Assignment Score: 0% (0 of 12 pts) 00f 12 complete [

(Cost of debt) The Walgreen Corporation is contemplating a nevw investment that it plans to finance using one-third debt. The firm can sell new $1,000 par value bonds with a 15-year
maturity at 2 price of $952 that carry a coupon interest rate of 13.4 percent that s paid semiannually. If the company is in 2 34 percent tax bracket, what s the after-tax cost of capital to
Walgreen for the bonds?

The after-tax cost of debt is [ |%. (Round to two decimal places.)

ves ep

Enter your answer in the answer box, then diick Check Answer. @
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Exercise Score: 0 of £ pt Assignment Score: 0% (0 of 12 pts) 00f 12 complete [

(Cost of debt) Gillan Stationery Corporation needs to raise $600,000 to improve its mamifacturing plant. It has decided to issue 2 $1,000 par value bond with an annual coupon rate of 8.0
percent with interest paid semianmually and 2 10-year maturity. Investors require a rate of refurn of 10.0 percent.

a. Compute the market value of the bonds.
. How many bonds will the firm have to issue to receive the needed funds?
. Whats the firm's after-tax cost of debt if the firm's tax rate is 34 percent?

a. The market value of the bonds is §[_|. (Round to the nearest cent))

ves|®

Enter your answer in the answer box, then diick Check Answer. @

2 parts remaiing (__clearan__| (_checkanswer | | [__sae )
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