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Problem solving questions
PART 1
[bookmark: _GoBack]The unlevered beta of early wild growing company is the figure 0.56 the average of the unleavened betas is 2.2% is the startup effect or used as the industrial beta, the vernimmen look on the beta is the degree of ENI as it shows a established growth rate as it is not irrational as most of the cash flow generated are a reserve time and more than mature companies. Hence this company is much sensitive to any variation in markets and the rate of return mandatory by investors.to take analogy with bonds its duration and modification duration are higher, this defines the beta which is the relative sensitivity of company to the market. In conclusion a smaller company should have a higher beta. Analyst should take the view that changeable bonds lie halfway between equity and debt so treat them half way as it will be a total arbitrary and baseless approach (Besley, S. & Brigham, E. 2009).  For instance if the share price already lies above translation price the bond are very indeed to be converted so the issue should be treated as equity and number of shareholders increased.
	
	
	
	
	
	
	
	
	
	
	
	
	

	MONTHS
	Jan
	feb
	march
	April
	may
	June
	July
	august
	sep
	nov
	dec
	jan

	
	10
	10
	10
	10
	10
	10
	10
	10
	10
	10
	10
	10

	ENI
	16.93
	16.57
	17.37
	16.86
	15.2
	15.19
	15.67
	15.83
	16.19
	15.5
	16.34
	17.3

	ITL index
	21896
	21068
	22847
	21562
	19544
	19311
	21021
	19734
	20505
	19105
	20173
	22050

	
	
	
	
	
	
	
	
	
	
	
	
	

	Return  Eni
	17.30/16.93-1
	
	
	
	
	
	
	
	
	
	

	
	2.20%
	
	
	
	
	
	
	
	
	
	
	

	Return itl  index
	22050/21896
	
	
	
	
	
	
	
	
	
	

	
	0.70%
	
	
	
	
	
	
	
	
	
	
	

	ENI risk
	4.59
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	index risk
	
	0.56*7.35/4.59
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	



PART 2
Debt financing occurs when a firm increases money for working capital or capital spending by selling debt mechanism to individuals or investors, in return leading the money and the institution become the creditors and receive promise that value and interest will be repaid. The cost of equity is dividend payment to shareholders and the cost of debt is the interest payment to the bond holders when the company issues debt. (Porter, G. & Norton, C. 2010).  This can be done through inters payment called coupon payment. The interest rate paid on the instrument represents the cost of borrowing to the issuer. The totality of the cost of equity financing and debt financing is a company cost of capital. The cost of capital represent the minimum return that a company must earn on its capital to content its shareholders, creditors and other providers of capital, a company investment result relating to new projects and  operation should always generate returns larger than the cost of capital. If returns   on its capital expenditure is below its cost of capital then the firms is not generating positive earnings for its investors as the case of the controls above. In this case the company needs to re- valuate and re balance its capital expenditure since the interest  on debt tax deductible in most cases the interest overhead is calculated on an after tax basis to make it more similar to the cost of equity as earnings on stock are taxed. In conclusion a low debt ratio is desirable to high one.
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