Activity 11.2

Part 1: Calculating WACC

KMZ airlines is planning to raise $ 300,000,000 through multiple sources. Enter this amount in cell J2.
60% of this is through debt.
20% is through preferred stock
20% is through common stock.
Enter these proportions in cells B2, E2 and H2
Amounts for each category will auto-populate.

Debt:
Bonds issued would be at par value of $ 1000, coupon 8% with semiannual payments and a tax rate of 21% for a duration of 25 years. 
Current YTM for BB+ bonds is 7%.
Find the price and number of bonds to be issued.

Preferred Stock:
Preferred stock has a par value of $ 100 and dividend rate of 8%. Currently preferred stock is trading at $ 75 per share. Find out how many shares will KMZ have to issue and at what cost?

Common stock
Each share is issued at $ 35 per share (current market price). It pays a dividend of $ 1 per share next year, which grows at a rate of 15%. Find the cost of equity using Gordon’s model.
R_f = 5%; RP = 4%; Beta = 3.5
In the same column, find the cost of equity again using CAPM model.


Part 2:
Evaluating a project.
Please enter the below values in Excel sheet as provided.
	KMZ Airlines 

	Balance Sheet (in millions)

	Asset
	 Dollar Amount 
	 Liability 
	 Dollar Amount 
	Rate
	 Tax effective Weight 

	CA
	150
	 CL 
	100
	4%
	

	LTA
	850
	LT bonds
	200
	9.58%
	

	 
	 
	Loans
	150
	7%
	

	 
	 
	Pref stock
	200
	11%
	

	 
	 
	OE
	200
	15.80%
	

	 
	 
	RE
	150
	15.80%
	

	Total
	1000
	Total
	1000
	 WACC
	



Next, please enter cash flows below in the appropriate table of Excel sheet as provided.
	KMZ airlines

	 
	Year 0
	Year 1
	Year 2
	Year 3
	year 4
	year 5
	year 6
	year 7
	year 8

	Category
	T0
	T1
	T2
	T3
	T4
	T5
	T6
	T7
	T8

	Investment
	-9200000
	0
	0
	0
	0
	-1000000
	0
	0
	0

	NWC Change
	-600000
	0
	0
	0
	0
	0
	0
	0
	600000

	OCFs
	0
	2000000
	2000000
	2000000
	2000000
	2000000
	2000000
	2000000
	2000000

	Salvage
	0
	0
	0
	0
	0
	0
	0
	0
	1000000

	Total
	
	
	
	
	
	
	
	
	



Please evaluate these cash flows at the hurdle rate of WACC using NPV, IRR and make your recommendation.
