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Debt proportion After-tax Equity proportion
(Debt/T.A.) Interest Rate (Equity/T.A.) Beta
0.00 4.00% 1.00 1.00
0.05 4.00% 0.95 1.02
0.10 4.00% 0.90 1.04
0.15 4.00% 0.85 1.06
0.20 4.00% 0.80 1.08
0.25 4.00% 0.75 1.10
0.30 4.00% 0.70 1.12
0.35 4.00% 0.65 1.14
0.40 4.00% 0.60 L7
0.45 4.00% 0.55 1.20
0.50 4.30% 0.50 1.23
0.55 4.70% 0.45 1.26
0.60 5.20% 0.40 1.29
0.65 5.80% 0.35 1.34
0.70 6.40% 0.30 1.40
0.75 7.20% 025 1.47
0.80 8.10% 0.20 1.55
0.85 9.10% 0.15 1.64

0.90 10.20% 0.10 1.74

Task #4: Use a spreadsheet to calculate the cost of debt, cost of equity (using CAPM), and weighted marginal
cost of capital for each level of debt shown above. Use Excel to construct a graph of these three lines, then
copy and paste it into your written analysis.

Use the data and the graph to decide whether the company's capital structure at the end of 2011 is
appropriate (as recommended by the Trade-Off Theory). If not, what changes would you recommend? (For
this task, ignore the new financing needed for 2012; we want to finance the company in the most appropriate
manner immediately.)

e

Qualitative Factors

Kristi: “We’ve looked at the quantitative factors, like earnings per share. Just as a possible tie-breaker, let’s
apply a list of qualitative factors to Maple Leaf also. Maybe these will help us with our decision.”

Task #5: Review the list of qualitative factors on the schematic diagram and recommend a financing
alternative based upon a composite of these factors. Explain your reasoning.

The Yield Curve

Andreas: “This graph was in a major brokerage firm’s publication yesterday. Look at the forward rates — |
think that these rates are way too low. Inflation is going to go through the roof because of all the deficits and
the debt that the nation is accumulating. There is no way that I agree with the average investor on this. What
do you think?”

Kristi: “I agree. The forward rates do seem too low. If rates go higher than the forward rates indicate, the
yield curve is going to have to go up in the future also.”
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Task #6: If Andreas and
appropriate? Justify and explain

would issuing short-term debt or long-term debt be

Treasury Spot-Rate Yield Curve
and Forward Rates
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