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* identical in every

_ company expects to earn $65

leve1ed Inc. (Unlevered), are
pi;.lthen cap1tal structmes Each

million before 111telest per year in

perpetuity, w1th each company distributing all its earmngs as

dividends. Levered’s pelpetual debt has a malket value of $185

million and costs 8‘Vp~»~p§1._§,te

" outstanding, cun'gntly

aamcheled has 3.4 million shares

do
0Q_per share. Unlevered has no debt

and 7 million shares. o t tandfng,mxulrently worth $80 per share. - o

Neither firm pays taxes ‘\)Vhat’

and Unlevered 1espect1ve1y’? ,

-mnm

the current market value of Levered ‘

(2) $525,000,000 for Levered and $560,000,000 for Unlevered -

‘ <(b) $560,000, 000 for Levered a:nd $560, 000 000 f01 Unlevered

(c) $530,000, 000 forL Vé ed@ud fzo ,000,000 for Unlevered -

R
R

()$550,000,000 for L c&ed“”a?r"@

‘."‘.-"J

20,000,000 for Unlevered
(20%)

[

2. New Business Ventures, Inc., has an outstanding perpetual bond with

a 10% coupon rate that can be

- annual coupon payme j
. value. There is a 40% dharc

12%, a11c1 a 60% chance Mlthai

called in one year. The bond 1_11a1ces
1emlum is set at $150 over par-
t‘the interest rate in-one ‘year will be

111& 111telest rate W111 be 7% It the

current 111te1est rate is 10%, what i is the cunent ma1ket puce of the o

bond?
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(2)$46,413,125

!

- Sopthefﬁ Alliance Company needs to raise $45 million to start a new
project and will raise the money by selling new bonds. ' The company

will * generate no. internal equlty for the fmeseeable futule The

[ —— —

company has a talget capi 1 ruchurd of 65 percent comfnon Stock 5

percent preferred stock, 3Q_pe1:eent debt. Flotation costs for

[ o
issuing new common s-tech are 9rpercent, ‘for new preferred stock,6
pelcent and for new debt, 3 pelcent What is the true injtial cost
ﬁgule Southem Alhanee Company should use When evaluatmg its

project?

(b) $47,413,125
(c) $48,413,125.
(d)$49,413,125 - o (20%)

You own 1, OOO'ellare of stock in Avondale Colfpora,tion: You will

. zecewe a 95% per sha1e d1v1dend in one year. In two years, Avondale

W111 pay a hquldatmg vl en&l f &5 per share. The require refurn .

on Avondale stock is 4° %ﬁtmthe current share price of your

stock (ignoring taxes)?

' (2)$32.46

(b)$33.46 -

(2) $956.67
(6)$966.67 Mw'
e
(©$97667 [T e o |
' H oo : ’ -
(@)s98667 - r;..; l - SR C@0%)
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- (c)$34.46 . Rt
(d)$35.46 —— | . (20%)

[ f,....‘.

e |
s .

g—‘ Y‘Jﬁiﬂﬁ_{li’t‘ﬁaﬁ%@&
P

Eﬁ@%’émﬁﬁmﬁrﬁ e h (20%)

5 EmAEE <E
=




