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1. The common stock of XYZ Inc. sells for $25 a share. The stock just paid the
dividend $2 per share. XYZ has established a pattern of increasing its dividends
by 4% annually and expects to continue doing so. What is the market rate of

return on this stock? (10 Points).

- (a) What is the project’s net present value? Should it be accepted? (15 Points)
(b) What is the project’s discounted payback period? (10 Points)

3. You are analyzing two machines to determine which one you should purchase.
You require a 14% rate of return and uses straight-line depreciation to a zero book
value. Machine A has a cost of $300,000, annual operating costs of $8,000, and a
3-year life. Machine B costs $200,000, has annual operating costs of $12,000, and
has a 2-year life. Whichever machine is purchased will be replaced at the end of
its useful life. Please calculate the equivalent annual cost for both Machine A and

Machine B. Which machine should you purchase? (25 Points)

4. The expected return on XYZ stock is 14.69% while the expected return on the |
market is 12.5%. The beta of XYZ is 1.3. What is the risk-free rate of return? (10

Points)
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5. The XYZ Co. has expected earnings before interest and taxes of $8,000, an
unlevered cost of capital of 12%, and debt with both a book and face value of
$15,000. The debt has an annual 8% coupon. The tax rate is 34%.

(a) What is the value of the firm? (10 Points)
(b) What is the required return on equity? (10 Points)
(c) What is the weighted average cost of capital? (10 Points)
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