
SOLUTION TO MINI CASE MCKENZIE CHAPTER 17

Chapter 18 international capital budgeting suggested answers and solutions to end-of-chapter suppose that in the
illustrated mini case in the chapter the apv for .

The following information is necessary for our calculations. Follow the links to answer the following
questions: What is the most recent stock price listed for Tesla Motors? Go to finra-markets. What is the most
recent annual dividend? In both other economic states, the value of the debt is the face value of the debt. Now
go back to finance. If the expansion is announced, the price of the bonds will increase. You now need to
calculate the cost of debt for Tesla Motors. What is the yield on three-month Treasury bills? We need various
pieces of information to estimate the cost of equity. We can use the dividend growth model or the CAPM, so
we will attempt to use both. If they dont expand, nothing will happen since it is already priced into the bond.
The actual answer to the case will change based on current market conditions. What is the market value of
equity, or market capitalization? How many shares of stock does Tesla have outstanding? What is the beta?
We do have the information to estimate the cost of equity with the CAPM. We gathered all the information
from finance. However, as further analysis will show, stockholders are actually worse off. The value of the
companys debt with low economic growth is the value of the company because the company value is less than
the face value of the debt. Assuming bondholders are fully informed and they act rationally, they will expect
the stockholders to act in their best interest and not expand, so the price of the bonds will not change. Under
bond issues, click for more bond information to find the yield to maturity for each of Teslas bonds. Does it
make a difference in this case if you use book value weights or market value weights?


