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F—ab5 GIEEM

FEDNEREAE SEETE, F2UER.

1) An all-equity firm is evaluating a capital project that has the same level of risk as the firm. The
project should be accepted if its:

PXGERE: @NERBITHMESABNRERNIE, ERINERTA?
A) expected rate of return exceeds the risk-free rate.
B) internal rate of return exceeds the firm's cost of equity capital.
C) internal rate of return is positive given this level of risk.
D) anticipated rate of return exceeds the firm's return on assets.

E) expected rate of return exceeds the market rate of return.

REGERR: KRB /18

2) Skyler Audio has developed an improved version of its most popular product. To get this
improvement to the market will cost $48 million but the project will return an additional $13.5
million for 5 years in net cash flows. The firm's debt-equity ratio is .25, the cost of equity is 13
percent, the pretax cost of debt is 9 percent, and the tax rate is 21 percent. All interest is tax
deductible. What is the net present value of this proposed project?

FRXCEEfR: 457 D/E. MNEERAS. BRIERSAAMIfER, K& WACC, BEIA NPV,
A) $879,838
B) $884,318
C) $902,459
D) $889,760
E) $906,411
REVIESE XEIEd [ HHE:

)
)
)
)

3) What is the cost of equity for a firm that has a beta of 1.22 if the risk-free rate of return is 1.4
percent and the expected market return is 6.6 percent?

FR3CERE: A CAPM BN B AR,
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A) 7.60%
B) 2.03%
C)8.27%
D) 7.74%
E) 6.60%

fREGIESE: XRIBd /18
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4) World Corporation has traditionally employed a firm-wide discount rate for capital budgeting
purposes. However, its two divisions, publishing and entertainment, have different degrees of risk:
beta_P =1.1and beta_E = 1.8, while the beta for the overall firm is 1.3. The publishing division has
proposed three projects with IRRs P1 =13.2%, P2 = 12.4%, and P3 = 9.8%. The entertainment division
has presented three projects with IRRs E1 = 16.4%, E2 = 17.8%, and E3 = 14.7%. The risk-free rate is 4
percent and the market risk premium is 8 percent. Identify which projects will be accepted if the firm
applies its overall beta to all projects. Then identify which projects will be accepted if the division
betas are properly applied.

IR BIIXEAR, iR “ATSH—FME" M 7] beta ITME" THRMBEERER.

Essay / calculation question

fREGZESE: __ KRB /18
#hFEEEZE:
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5) The beta of a firm is most likely to be high under which of the following conditions?

IGERR: AT beta AINES? XFWSEBMESEETT.

e

A) High cyclical business activity and high operating leverage
B

C

)
) Low cyclical business activity and low operating leverage
) Low cyclical business activity and low financial leverage
D) Low financial leverage and low operating leverage

E) High cyclical business activity and low operating leverage

fREVIESE: KRB /18

6) Arnel and Company just paid its annual dividend of $1.48 per share. Analysts expect the stock
price to increase by 2.1 percent annually and value the stock at $14.65 per share currently. What is
the cost of equity for this firm?
FRXCGERE: ARFAIEKIRE DDM iHENGERN A, FEEBSHNENIZ TR DO,
A) 12.20%
B) 12.41%
C) 14.06%
D) 13.87%
E) 13.32%
fREgiESE: XEER (R
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7) The beta of a security is calculatedas: (___ of a security's return with the return on the
market portfolio/_____ ).

XGERR: EE beta WAITEN: MAERUTHASGKHEERSZE,

A) Variance; Covariance of the market return
B

C

)
) Covariance; Variance of the market return
) Variance; Covariance of the security return
D) Covariance; Variance of the security return
E) Covariance; Standard deviation of the market return

REGESR: KRB /18

8) When computing WACC, an analyst should use the:
FRSCEAE . WACC HR SR AR ERR SR 55 AN,

A) current yield because it is based on the current market price of debt.
B) pretax yield to maturity because it considers the current market price of debt.

C) pretax cost of debt because it is the actual rate the firm is paying its bondholders.
D) pretax cost of debt because most corporations pay taxes at the same tax rate.

E) aftertax cost of debt because interest is partially, if not fully, tax deductible.

fREGESE: __ KRB /18
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9) Zander Systems has 25,000 shares of common stock outstanding with a beta of 1.4, a market price
of $32 per share, and a dividend yield of 5.7 percent. Dividends increase by 4.2 percent annually. The
firm also has $450,000 of debt outstanding that is selling at 102 percent of par that has a yield to
maturity of 6.8 percent. The tax rate is 21 percent and all interest is tax deductible. The firm is
considering a project that has the same risk level as the firm's current operations, an initial cost of

$328,000, and cash inflows of $52,500, $155,000, and $225,000 for Years 1 to 3, respectively. What is
the NPV of the project?

PXIEfE: Sel: AEENERANGSHHNE, BE WACC, REHINMBEINER,
A) $27,006
B) $28,515
C) $30,157
D) $36,511
E) $31,492
fRAYIEE: XPEIEH /HE:

)
)
)
)

10) The CAPM has an advantage over the DDM because the CAPM:
FRXCEEfE: CAPM 5 DDM BILEER: CAPM BB ZA?

A) explicitly adjusts for risk.

B) has no measurement risk.

C) applies to firms that pay dividends.

D) ignores changes in the overall market over time.
E) specifically considers a firm's rate of growth.

REGESR: KRB /18
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&% B)internal rate of return exceeds the firm's cost of equity capital,
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FARAE RR AEMER, ERmERERTSNRABLENERRE, HIREQEME.
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2 2/ A WACC itEInH NpPv

gaER
T E ¥4 48,000,000 37T, KK 5 FESFIEM 13,500,000 £7t, D/E=0.25, WEMZA 13%, BiaifREMK
7 9%, HZFK 21%, K NPV,
$—%: HD/E¥RAD/VSE/V
D/E=0.25, ¥E=1, M D=0.25, V=1.25
E/V=1/1.25=0.80; D/V=0.25/1.25=0.20
B=H: iR WACC
WACC = (E/V)R_E + (D/V)R_D(1-T_C)
WACC =0.80x0.13+0.20 X 0.09 x (1-0.21) = 0.11822 = 11.822%
B=E: M5 FEFLMER
NPV = -48,000,000 + 13,500,000 x [1 - 1/(1+0.11822)A5] / 0.11822
NPV = 879,837.69 =~ 879,838
& A)$879,838, NPV XF 0, HEAZIMBEM AL A TSN E,
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% 3@ CAPM T EINEEZ S

=

beta=1.22, FEXPLF|Z 1.4%, TIHTAEAUEEZ 6.6%, KIEEREA,
R_E =R_f+beta [E(R_M) - R_f]
R_E =0.014 + 1.22 x (0.066 - 0.014) = 0.07744 = 7.744%

ZE%E: D) 7.74%.
%40 ATREITMESIIIIFME

B ER
World Corporation B HARERIJHIRARER ], i IXEARE. A beta=1.3, WHhRER] beta_P=1.1, 1RFKE0I’]
beta_E=1.8, HhRIWIHE IRR JJ P1=13.2%. P2=12.4%. P3=9.8%; RFKIIE IRR /9 E1=16.4%. E2=17.8%.
E3=14.7%., TXBLFIZE 4%, HIHXKIEN 8%,
F—Y . FELRF—ERAEMR beta

BRERARZS = 4% + 1.3 x 8% = 14.4%
3 14.4% tERFRBTE NS — ), MRE IRRET 14.4% MIMERES E1=16.4%. E2=17.8%.
E3=14.7%, WAREBI=EEMET 14.4%, #HRIEL,
BTH. HIEHGERSR] beta

HARERI A4S = 4% + 1.1 x 8% = 12.8%

IRIRERI VA ABEAS = 4% + 1.8 X 8% = 18.4%
HARERIIRRE P1=13.2% 57T 12.8%, FrLUES P1; P2 M P3 B4, RESBII=NMREHET 18.4%, FrIL
LEELE,

£it. ERAAREE beta SHIRIEFIRFEIIEL. E2. E3, HHIRELMARE] P1; ERBIHANETR
2P,
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% 5 AT beta AKE

fRRZ A
AF) beta RIRABMERMNRMEFMHIZRMNVERE. SEAPELSZILBMANSZFEEEX;, S2EL
EREREMRALLS, WNNMEEURBAFEEN, —EEZRS betao

&2 A) High cyclical business activity and high operating leverage,
% 6@ DDM i+ ENEERE A

JRER

NSz {FBIBRF) D0=1.48, FRHEAIEKR g=2.1%, HEIARH P0=14.65, RIXZEM s,
D1=DO0(1+g)=1.48x1.021=1.51108
R_E=D1/P0+g=1.51108/14.65 + 0.021 = 0.12415 = 12.415%

&= B)12.41%;

BHER
B just paid, ERFIZE DO, F=E D1, HAMSLIRLL 1+g G2 T —HIRF,
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7 & beta IGIHENX

IRV
beta_i=Cov(R_i, R_M) /Var(R_M)

RFRBIGIFWEESHIHASWEENNSE, PBRHIHASWEENGE, ER: B) Covariance;
Variance of the market return,

2 8 WACC Hp{ES RS

ez g
NEFEBERTLUER, FGESRENESIBPRRASRE2RAIESSM4S R_D, MER_D(1-T_C), X2
WACC ANHRSBIMERLL 1-T_C HERE,

ZX. E) aftertax cost of debt because interest is partially, if not fully, tax deductible,

#h3e

KEPEBRSHABEE LA IHAKRDE YTM, MARHEREFE; £ WACC PRAFANARNEN/GHSMN
S
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#E 9 48 WACC 5 NPV

18 &R
EiEAz 25,000 %, S 32 %7T, RFIKES5.7%, RFNEKZE 4.2%; RSHEIE 450,000 %75, HHNEAE
{EHY 102%, YTM=6.8%; FiZX 21%, IMHEAMZs 328,000, FEIER7 57/ 52,500, 155,000, 225,000, K
NPV,
F—F:. Nampias

R_E =dividend yield + g=5.7% + 4.2% = 9.9%
BE: HIHNENE

Equity value = 25,000 x 32 = 800,000

5

;i

Debt value =450,000 x 1.02 = 459,000
Total value = 800,000 + 459,000 = 1,259,000

B=F: iHHE WACC
WACC = (800,000/1,259,000) x 0.099 + (459,000/1,259,000) x 0.068 x (1 - 0.21)
WACC =0.08249 = 8.25%

£ : i+HEBE NPV
NPV =-328,000 + 52,500/(1.08249) + 155,000/(1.08249)2 + 225,000/(1.08249)"3
NPV = 30,157.10 = 30,157

&= () $30,157, BERKES AR HAIEENER, EILFIER2QE WACC #7H,
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2 10 @ CcAPM #HX} DDM B9 ES

fRRZ A
DDM kAR FHIBEMIE KERIR, EARTEIRE AT, SRR FAIRAIE KFHELUREMLIT, DDM RIUERE
Ao CAPM B ET EINER beta BB RSIE ML

%= A) explicitly adjusts for risk.

prid] Aftax | s

A IE#. CAPM EH5E beta RERASEIE XL,

o iR, CAPM WENEXE, 40 beta SHIZRMEN E
HRE.

C fHiR. DDM FH5aIkHiARF]; CAPM RER QB ZIRH,

D #i%. CAPM R2MAMZRAER, himNSEMNERZ D,

. B AE)IEKEZ DDM E;ff%t,\%%&, mA=E CAPM Byl
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FB=E7 EERNERENF
— « AP SHIE

WACC, weighted average cost of

capital PSS vi NN RSN G B A AR T SN ENENIN
i
RES =X, CAPM g% DDM 1§
cost of equity, R_E W R AL A BARRREE ?-l-EE .
cost of debt, R_D REREHE B B Y RSB RET
aftertax cost of debt BEREHA R_Dx(1-T_C), {AIMF SHH
WACC RfER YaimiathE, T
market value weights TIANMENE BRI @ e, AN
firm-wide discount rate NEEAITIE RERTFS5RARAFHRNAERNME
o . RERERIMB X, REAATEE
division beta Z8] beta beta

WACC 45 &-mS g | 17



AFIEMERSIM | WACC 5EAEMA

— ~ CAPM > DDM 5RIPEARIE

CAPM, capital asset pricing model BRERFEMNMEE R_E =R_f+ beta x market risk premium
DDM, dividend discount model BE R INAREY R_E=D1/PO+g

beta MEERH IS5 B M T R A RS HBURE

risk-free rate TR PEF) = CAPM H9itE s

market risk premium AR RN E(R_M)-R_f

cyclical business activity ARtV 57Eh Waa, SERNBZENERZMm
operating leverage ZEHT EERAEE, FXHE K%
financial leverage W SSATHF RS AIEENEE NS
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WACC = (E/V)R_E + (D/V)R_D(1-T_C)

# D/EEAH: E/NV=1/(1+D/E), D/V=(D/E)/(1+D/E)

CAPM: R_E =R_f+ beta [E(R_M) - R_f]

DDM: R_E =D1/P0 +g=DO0(1+g)/P0+g

Project NPV = -Initial cost + sum[CF_t / (1 + discount rate)"t]

beta_i = Cov(R_i, R_M) /Var(R_M)
=SSR

o WACC HRSIMMEMEEHES A, MAEHAIRSHEEN

* D/EARZFET D/V; BEFD/E EFREHMNE,

o REBAWACC FEeBTFEIE; THEXKEARNEETIMER,

e DDM A just paid dividend & DO, @Zncig—HAT 7 D1o

s REWHNEEER "BExEKRNESLL” B2, FTEEEERAEE.
e CAPMMBERENFENK, EFRAREENEIRE

T EEEEER

HEFIE KRB 5 AR S S8R, 516, EEFEnE

HEBIHTIME,
5 f&3t R_E: CAPM 5{ DDM; fit R_D: @E A ZHaE
YTM,
3 HHEE. DWHIHNE, B2 E/N5D/V,
4 KN WACC, FER_D(1-T_C)
5 I WACC iR B M& 7, 1158 NPV HIEESZAEL LM,

=
—Jc ——
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