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The earlier tests showed that there was a positive relation between returns and betas. We are not considering
the effective YTM for the cost of debt since it is not clear whether the returns could be reinvested at the same
rate due to the following reasons list not exhaustive :? Rm â€” Rf? It also helps determine the acceptability of
investment opportunities. CAPM is a useful device for understanding the risk return relationship in spite of its
limitations. The ratio depends on dividend policy. The reasons are as following: -Nike has a multiple business
segments. We calculate a transaction price dirty price of USD  Both methods are acceptable and even though
the arithmetic mean is widely accepted as the proper method, we are using an average of both since we are
dealing with a long term period and the geometric mean could be potentially more representative. Therefore,
Kimi Ford should recommend a buy on the stock. They have the same marketing project, distribution channel,
customer services, qualify guarantee, etc. In July , Ford considered buying shares of Nike, Inc. Joanna is right
to consider debt denominated in foreign currency, however her approach is flawed since she is once again
looking at outstanding debt, which arrangements that occurred some time in the past might significantly differ
from the current market reality. Microeconomics c. Emphasis on large-cap value stocks? The shape of the
curve is dynamic and changes over time. For any future beta projections it will be more appropriate to
calculate relevered beta based on the targeted capital structure. Arithmetic average assumes no serial
correlation and thus could be overstating the premium. Using Earning Capitalization Model Capitalization
refers to the return on investment that is expected by an investor. Unlevered Cost of Equity 6. In one side, they
always follow the changing of capital market for getting information and choosing the best way for capital
structure of company. Demand function d. With the management of Nike, all of these segments are set in the
same state. Treasury , in Exhibit 4 we have U. It also commits to cut down expenses. Cases describe a context
in which a particular problem is found. But investors do not further data to estimate beta. The reasoning of
using market weights to estimate WACC is that it is how much it will cause the firm to raise capital today. It is
a critical input for evaluating investment decision, and typically the discount rate for NPV calculation.


