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CHAPTER 14 COST OF CAPITAL Answers
to Concepts Review and Critical Thinking
Questions 1. It is the minimum rate of return
the firm must earn overall on its existing
assets. If it earns more than this, value is
created. 4. Interest expense is tax-deductible.
There …

Chapter 14 - Cost of Capital So, the market
value weights of the company’s financing is:
D/V = $153,900,000/$465,650,000 = .3305
P/V = $22,750,000/$465,650,000 = .0489 E/V
= $289,000,000/$465,650,000 = .6206 b. For
projects equally as risky as the firm itself, the
WACC should be used as the discount rate.
chapter 14 the cost of capital for foreign
investments key points project's cost of capital
is function of the riskiness of the project itself,
not the risk of
Chapter 14 Contents. 1.The Cost of Capital:
An Overview 2.Determining the Firm’s
Capital Structure Weights 3.Estimating the
Costs of Individual Sources of Capital
4.Summing Up –Calculating the Firm’s
WACC 5.Estimating Project Cost of Capital

6.Floatation costs and Project NPV. 3.
14-10. The cost of capital is a hurdle that must
be cleared before an investment project will be
accepted. In the case of the net present value
method, the cost of capital is used as the
discount rate. If the net present value of the
project is positive, then the project is
acceptable, since its rate of return will be
greater than the cost of capital.
Trade credit is a source of short term finance,
but is not part of a company’s capital structure
and is not included in calculations of weighted
average cost of capital. See discussion on page
215. Q2 Cost of capital is: a. the maximum
rate of return on the firm’s investments that
will compensate suppliers of capital to the firm
b. the minimum rate of return on the firm’s

investments that will compensate suppliers of
capital …
Chapter 14 Working Capital and Current
Assets Management Solutions to Problems
P14-1. LG 2: Cash Conversion Cycle Basic (a)
Operating cycle (OC) = Average age of
inventories + Average collection period = 90
days + 60 days = 150 days (b) Cash
Conversion Cycle (CCC) = Operating cycle ?
Average payment period = 150 days ? 30 days
= 120 ...
Step 2:Calculate net income after the
recapitalization: [$1,666,667 0.11($1,000,000)]0.6 = $934,000. Step
3:Calculate the number of shares outstanding
after the recapi-talization: 200,000 ($1,000,000/$25) = 160,000 shares. Step

4:Calculate D1 after the recapitalization: D0 =
0.4($934,000/160,000) = $2.335.
6/10/2012 · The Weighted Marginal Cost of
Capital (WMCC) – Finding Break Points
BPequity = $2,000,000/.50 = $4,000,000
BPdebt = $1,000,000/.40 = $2,500,000 This
implies that the firm can fund up to $4 million
of new investment before it is forced to issue
new equity and $2.5 million of new
investment before it is forced to raise more
expensive debt.
chapter 14 the cost of capital for foreign
investments key points project's cost of capital
is function of the riskiness of the project itself,
not the risk of

14-10. The cost of capital is a hurdle that must
be cleared before an investment project will be
accepted. In the case of the net present value
method, the cost of capital is used as the
discount rate. If the net present value of the
project is positive, then the project is
acceptable, since its rate of return will be
greater than the cost of capital.
14-10 The cost of capital is a hurdle that must
be cleared before an investment project will be
accepted. In the case of the net present value
method, the cost of capital is used as the
discount rate. If the net present value of the
project is positive, then the project is
acceptable, since its rate of return will be
greater than the cost of capital.
Trade credit is a source of short term finance,

but is not part of a company’s capital structure
and is not included in calculations of weighted
average cost of capital. See discussion on page
215. Q2 Cost of capital is: a. the maximum
rate of return on the firm’s investments that
will compensate suppliers of capital to the firm
b. the minimum rate of return on the firm’s
investments that will compensate suppliers of
capital …
Step 2:Calculate net income after the
recapitalization: [$1,666,667 0.11($1,000,000)]0.6 = $934,000. Step
3:Calculate the number of shares outstanding
after the recapi-talization: 200,000 ($1,000,000/$25) = 160,000 shares. Step
4:Calculate D1 after the recapitalization: D0 =
0.4($934,000/160,000) = $2.335.

The cost of capital is a weighted average
measure of the cost of long term debt and
stockholders equity. A relatively new term for
this measurement is Economic Value Added
(EVA®). This is the Stern Stewart
trademarked version of the concept defined as
adjusted operating income minus a capital
charge.
total value of a firm, its share price, or its cost
of capital. As a result, firms and their
stockholders are indifferent to choice of
financing. 14.1 Equity Versus Debt Financing
Capital structure: relative proportions of a
firm’s outstanding debt, equity, and other
securities. Leverage: degree to which firm uses
debt to fund its assets.
Ch. 14 - For the issuer of a 10-year term bond,

the amount... Ch. 14 - On January 1, 2019,
when the market rate for bond... Ch. 14 When the issuer of bonds exercises the call...
Ch. 14 - When the cash proceeds from a bond
issued with... Ch. 14 - On December 31, 2019,
Dare Corporation had... Ch. 14 - On July 1,
2019, Rix Corporation had 10,000,000 of...
14-5 Questions Chapter 14 (Continued) 8. The
different effects of a stock split versus a stock
dividend are: Item Stock Split Stock Dividend
Total paid-in capital Total retained earnings
Total par value (common stock) Par value per
share No change No change No change …
29/9/2019 · NCERT Solutions for Class 12
Micro Economics Chapter 6 Cost NCERT
TEXTBOOK QUESTIONS SOLVED
Question 1. Briefly explain the concept of the

cost function.[1 Mark] Answer: Cost function
shows functional relationship between output
and cost of production. It gives the least cost
combination of inputs corresponding to
different levels of output. Cost function is
given as: […]
total value of a firm, its share price, or its cost
of capital. As a result, firms and their
stockholders are indifferent to choice of
financing. 14.1 Equity Versus Debt Financing
Capital structure: relative proportions of a
firm’s outstanding debt, equity, and other
securities. Leverage: degree to which firm uses
debt to fund its assets.
The cost of capital is a weighted average
measure of the cost of long term debt and
stockholders equity. A relatively new term for

this measurement is Economic Value Added
(EVA®). This is the Stern Stewart
trademarked version of the concept defined as
adjusted operating income minus a capital
charge.
Chapter 14 - Business Unit Performance
Measurement. 14 Business Unit Performance
Measurement. Solutions to Review Questions
14-1. Divisional income is relatively easy to
compute because the data exist for financial
reporting purposes. It is related to firm profit,
which is of interest to the shareholders.
Price for Product = HKD 20 Year 1 Quantity =
1.00M 25 Year 2 0.95M 30 Year 3 0.90M 35
Year 4 0.85M VC = HKD 5/unit FC = HKD
3M Depreciation = 10% of initial outlay (HKD
7M/year) Taxes: HKD 17%, US 35% (CEN

system: Gross-up, credit for foreign taxes)
Withholding tax=10%
14-5 Questions Chapter 14 (Continued) 8. The
different effects of a stock split versus a stock
dividend are: Item Stock Split Stock Dividend
Total paid-in capital Total retained earnings
Total par value (common stock) Par value per
share No change No change No change …
Solutions: The solutions to each chapter are at
the end of each chapter in the web site below.
... Estimating Cost of Capital - Boeing
Illustration 8.18: Estimating Cost of Capital ...
Illustration 14.3: Capital Expenditure,
Depreciation and Growth Rates Illustration
14.4: Two-Stage ...

4. The Time Value of Money. 5. The Cost of
Money (Interest Rates). 6. Bondsâ
Characteristics and Valuation. 7. Stocksâ
Characteristics and Valuation. 8. Risk and
Rates of Return. 9. Capital Budgeting
Techniques. 10. Project Cash Flows and Risk.
. 11. The Cost of Capital. 12. Capital
Structure. 13. Dividend Policy. 14. Working
Capital Policy. 15.
CHAPTER 14 Capital Structure in a Perfect
Market Chapter Synopsis 14.1 Equity Versus
Debt Financing A firm’s capital structure
refers to the debt, equity, and other securities
used to finance its fixed assets. Equity and
debt are the securities most commonly used.
When equity is used without debt, the firm is
said to be unlevered.

Variable cost percentage = 1 ? contribution
margin = 1? 0.233 = 0.767 . a. Additional
profit contribution from sales: b. Cost of
marginal investment in AR: Average
investment, proposed plan = $510,000 0.767
365 60 ×. $64,302 Average investment,
present plan = $450,000 0.767 365 30 ×.
28,368 Marginal investment in AR ($35,934)
Required return on investment
29/9/2019 · NCERT Solutions for Class 12
Micro Economics Chapter 6 Cost NCERT
TEXTBOOK QUESTIONS SOLVED
Question 1. Briefly explain the concept of the
cost function.[1 Mark] Answer: Cost function
shows functional relationship between output
and cost of production. It gives the least cost
combination of inputs corresponding to
different levels of output. Cost function is

given as: […]
Chapter 14 - Business Unit Performance
Measurement. 14 Business Unit Performance
Measurement. Solutions to Review Questions
14-1. Divisional income is relatively easy to
compute because the data exist for financial
reporting purposes. It is related to firm profit,
which is of interest to the shareholders.
30. Assigning discount rates to individual
projects based on the risk level of each project:
A. May cause the firm's overall weighted
average cost of capital to either increase or
decrease over time. B. Will prevent the firm's
overall cost of capital from changing over
time. C. Will cause the firm's overall cost of
capital to decrease over time.

30/7/2016 · Compute the cost of levered equity
(r E) for Home Depot using their current
market debt-to-equity ratio and Eq. 14.5 from
the chapter. Compute the current weighted
average cost of capital (WACC) for Home
Depot using Eq. 14.7 and the existing yield on
the outstanding bonds as r D given their
current debt-to-equity ratio.
Solutions: The solutions to each chapter are at
the end of each chapter in the web site below.
... Estimating Cost of Capital - Boeing
Illustration 8.18: Estimating Cost of Capital ...
Illustration 14.3: Capital Expenditure,
Depreciation and Growth Rates Illustration
14.4: Two-Stage ...
14-5 Questions Chapter 14 (Continued) 8. The
different effects of a stock split versus a stock

dividend are: Item Stock Split Stock Dividend
Total paid-in capital Total retained earnings
Total par value (common stock) Par value per
share No change No change No change …
and working capital needs amounted to
$937.25 million ($ 942.99-146.63+140.89)
resulting in a debt ratio of 26.54%. Using the
approximate formulation for the constant debt
and equity financing mixture for FCFE, Table
14.2 yields the following results for FCFE for
the same period. Table 14.2: Approximate
FCFE Using Average Debt Ratio
Budgeting Solutions Manual Solutions
Manual, Chapter 14 ACCOUNTING 342
Chapter 14 Homework Solutions Solutions to
Questions 14-1 Capital budgeting screening
decisions concern whether a proposed

investment project passes a preset hurdle, such
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CHAPTER 14 Capital Structure in a Perfect
Market Chapter Synopsis 14.1 Equity Versus
Debt Financing A firm’s capital structure
refers to the debt, equity, and other securities
used to finance its fixed assets. Equity and
debt are the securities most commonly used.
When equity is used without debt, the firm is
said to be unlevered.
All questions and answers from the T.s.
Grewal (2018) Book of Class 11 Commerce
Accountancy Chapter 14 are provided here for
you for free. You will also love the ad-free
experience on Meritnation’s T.s. Grewal
(2018) Solutions. All T.s. Grewal (2018)
Solutions for class Class 11 Commerce

Accountancy are prepared by experts and are
100% accurate.
29/9/2019 · NCERT Solutions for Class 12
Micro Economics Chapter 6 Cost NCERT
TEXTBOOK QUESTIONS SOLVED
Question 1. Briefly explain the concept of the
cost function.[1 Mark] Answer: Cost function
shows functional relationship between output
and cost of production. It gives the least cost
combination of inputs corresponding to
different levels of output. Cost function is
given as: […]
We present you this proper as well as simple
way to get those all. We have the funds for
Chapter 14 Cost Of Capital Solutions and
numerous book collections from fictions to
scientific research in any way. accompani by
them is this that can be your partner.
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