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General Motors has 27.5 million shares traded at a market value of $2.6 billion, and book value of
$5.5 billion. Its equity has a book value of $13.6 billion, and debt of $35.0 billion. The company
had a beta of 0. Radio Shack Corp. reported revenues of $927 million in 1993, before interest,

taxes and depreciation. Earnings were $57.5 million, after interest and taxes. The firm reported a
net profit of $53.7 million, and its dividend yield was 0.45%. Before interest and taxes, the firm

paid a dividend of $2.44 per share, and it had $1.6 billion in debt outstanding. (The corporate tax
rate is 35%, and the treasury bond rate is 5.5%.) The firm's stock trades at $74 per share, and its

beta is 1.10. There are 3.8 million shares outstanding (trading at $80 per share), with a book value
of $4.3 billion. The company's EBIT is expected to increase by 2.1% annually from 1994 to 1998,

after which the growth rate is expected to decline to 2.7% a year from 1998 through the long
term. Capital expenditures will be offset by depreciation charges, and the firm's net interest

payments are negligible. (The treasury bond rate is 8%, and the treasury bond rate is 5.5%.) Swiss
Federal Railways reported losses per share of 6.6 million Swiss Francs ($640 million), after interest
expense of $33.6 million. (The corporate tax rate was 33%, and the treasury bond rate was 7%.)

The railroad reported the equivalent of $1.6 billion in revenues (earnings before interest and taxes
of $2.0 million), with capital spending of $283 million. The firm's debt outstanding totaled $2.53
billion, trading at $3.00 per share. The firm's dividend yield is 4.8%, and there are 12.7 million

shares outstanding, trading at $56 per share. The stock has a beta of 1.15, and the firm's pre-tax
interest rate is 6.75%. Capital expenditures are offset by depreciation charges, and working capital
needs are negligible. The railroad paid 40% of its earnings as dividends, and there were 30 million
shares outstanding (trading at $56 per share). The firm's EBIT is expected to grow by 13% a year
from 1994 to 1998, and after that the growth rate is expected to decline to 9% in the long term.

(The treasury bond rate is 7%.)
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Canadian Pacific Railway, an
inter-continental railway, had
earnings before interest and

taxes of $1.033 billion in 1993,
with a debt load of $2.08

billion and a book value of
$3.3 billion. Its leverage at the
end of 1993 was 3.00, with a

high debt level of 3.31. Its
equity was worth $3.3 billion,
and its firm size is $5.1 billion
with $12.4 billion of debt. It
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had a beta of 1.15. The stock
price was $2.77 at the end of

1993, and there were 64.8
million shares outstanding.

The expected ratings and the
costs of debt at different

levels of debt for Canadian
Pacific are shown in the

following table (the treasury
bond rate is 7%, and the firm

faced a tax rate of 40%):
D/(D+E) Rating Cost of Debt
(Pre-tax) 0% A 8.93% 10% A

8.93% 20% A+ 10.93% 30% A-
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11.93% 40% BB 11.93% 50%
B+ 13.43% 60% B- 14.43%
70% CCC 18.43% 80% CCC

18.43% 90% CC 21.93%
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