Time Value of Money
Casio: TVM-> F2
PV0= FV0/(1+r)n 
Annuities: 2 Categories:
1. Ordinary => END(cell bill)
2. Annuities due => BGN(rent)
Growing Perpetuity:
PV= CF1/(r-g)
Common Stock  Equity 
Bonds  Debt 
Capital Budgeting & Cost of capital (Lecture 2)
NPV cash flows CASIO: F3,I%,CFs, exe: NVP
Payback Period CASIO: F3,enter CFs, I%=0, exe: PB
Discount Payback CASIO: enter CFs, I% 
IRR CASIO: F3, I%, exe: IRR
Rule: If IRR>RR, accept 
Decision: NPV (choose project with the highest NVP)
IRR (choose project with the highest IRR)
Crossover rate Take diffs of CFs(A-B) then put diffs into CASIO&cpt IRR. If discount< crossoverAccept!
Chapter 10: 
(OCF)= (sales-costs)(1-Tc)
(NCS)= - (initial cost) + PV(salvage)
(CCATS)= 

(IdTc/d+r)(1+0.5r) – (SndTc/d+r)(1/(1+r)n)
Where: I= total cap investment, d= CCA tax rate, 
Tc= Corp tax rate, r=discount rate, Sn=Salv val in yr n,
N= # of periods in project
Purchase Problem 
NPV=PV(OCF)+PV(NCS)+PV(CCA)+PV(NWC)
1. After tax savings= (investment)(1-Tc)= pmt
PV(OCF)=PVA (pmt, n, i%)= PV(OCF)
2. PV(NCS)=(- initial cost)+PV(SV)=
3. PV(CCA) 
4. PV(NWC)=(-initial inv. in nwc)+PV(nwc recaptured)
5. Calc. NPV		*PV(SV)= SV/(1+r)^n* 
NPV Replacement  PV(OCF)+PV(NCS)+PC(CCA)
· Compare NPV old + new equipment
If NPV (+) when (N-0)  replace
     If NPV (-) keep old stuff
Cost of Capital (CHP14)\
2 methods: 
1. Dividend Growth Model (DGM) 
P0= D1/(RE-g)               RE= (D1/ P0)+g 
2. Capital Asset Pricing Model (CAPM)
RE=Rf+BE(E(RM)-Rf) Bold part = Market risk premiu
BE= relative to how risky we are to the market 
B=beta , Rf= risk free rate 
finding required rate of return common shares= DGM
Cost of Equity example: beta=1.75,mrp=7%,dividends will grow @5%, last div=$3, stock sells @ =$27.5
CAPM: RE=4%=(1.75)(7%)=16.25%
DGM: RE=[(3)(1.05)/27.5]=0.05
COST OF DEBT = YTM= RD
On calc (n,FV,PV,PMT,exe I%= RD(cost of debt)
COST OF PREFERRED STOCK= Rp=(D/Po), Po=(D/Rp)
Capital Structure Weights
WACC=(WE)(RE)+(WD)(RD)(1-Tc) *no(1-Tc) in flotation costs
WACC=(WE)(RE)+(WD)(RD)(1-Tc)+(WP)(RP) if pref. shares
MVE=(common stock)(price)  WE= mve/total
MVD=(bonds)(price)	    WD= mvd/total
MVP=(pref.shares)(price)	    WP= mvp/total
TOTAL VALUE = MVE+MVD+MVP
LEASING      NAL( from lesses POV)
NAL= Initial cost-PV(ATLP)-PV(CCA)-PV(SV)
if NAL > 0: firm should lease (adv)
    if NAL < 0: firm should buy (dis adv)
1. Find RD*= RD(1-Tc) AFTER TAX COST OF DEBT
2. Find ATLP= (pmt)(1-Tc)
3. Find PV(ATLP)=PVAD (pmt,n,I%)
4. Find PV(CCA)
5. Find PV(SV)=SV/(1+r)^n
6. Find NAL
NAL (from lessors POV)
NAL= (-Initial cost)+PV(ATLP)+PV(CCA)+PV(SV)
Indifferent LEASE Payment
Set NAL=0 & Solve for LP use BGN
NAL=0=IC-PV(ATLP)-PV(CCA)-PV(SV)
PV(ATLP)= (put as PV on calc)
(n,I%=RD*, exe PMT=_____= ATLP
BTLP=ATLP/(1-Tc)//NAL>ATLP;NAL(-)/if NAL<ATLP NAL(+)  
BTLP minimum amount they (lessor) will accept
NAL if lease  pay taxes
1. PV(CCA)=0
2. Use RD NAL NO TAX= initial cost-PV(BTLP)-PV(SV)
                    PV(BTLP)= (pmt lease,n,RD) 
Capital Structure (CHP16) PT.1 –No Tax -- 
Choose capital structure to max firm value
Changing amount of leverage firm has w/o changing the firms assets
· Increase leverage= issue debt & repurchase o/s shares
· Decrease leverage= issue new shares & ret. o/s debtG
GOALmax.SH $$ by max. firm value/ minimize WACC
	When EBIT  financial leverage EPS & ROE
	When EBIT  financial leverage EPS & ROE
Break Even EBIT
 what firm earning must be to make firms indifferent b/w 2 capital structures

new # shares repurch= old# shares/# shares repurch
old # shares/ (debt/stock price)
stock price unknown= current E value/# shares o/s
# shares bought= debt/share price
Homemade Leverage
1. If firm stays AE BUT investor prefers CF’s under DEBT
 make D/E ratio = firms proposed D/E ratio
2. If firm issues debt to buy back shares BUT investor prefers AE CF’S  Sell shares in same proportions firm is buying back  shares & put proceeds in bank
A. D/E, Her Equity= (# of shares)(price per share), To create D/E you must borrow= (her equity)(D/E)= _________ @ same rate firm’s debt 
CF= (# shares owned)(EPS)- interest= $_________
	   = (# shares owned)(EBIT-Debt int/new # shares w/debt)
ROE= cf/equity
B. % debt= debt/value (value=debt+equity) _____%
Investor must sell ___% of her shares
# shares to sell=(#shares)(___%)
She Puts proceeds into account @ debt interest rate.
Proceeds= (# shares to sell)(price per share)
 strategy : sell (# of shares to sell) & put proceeds into bank at %
Her CF= (# shares owned)(EPS)+ int. from proceeds
	       = (# shares owned)(EBIT-int from debt/ new # shares o/s)
ROE= CF/EQUITY
	  = CF/shares + cash in bank 	
Capital Structure Pt. 2 With Tax 
 when firm adds debt, reduces taxes  increase firm CF
CASE 2 (PROP 1) Value of firm increase by PV of interest (or debt) tax shield


increase in debt= increase in tax savings
RU= Unlevered cost of equity (RA)        E=VL-D 
CASE 2 (PROP 2) WACC as D/E  b/c gov. subsidy on interest pmts
WACC=(E/V)(RE)+(D/V)(RD)(1-Tc)
RE=Ru+(Ru-RD)(D/E)(1-Tc)     *stock price unaffected*
New stock price= (old$)+(per share of debt tax shield)
                        =VL/old # shares o/s
To figure out stock price once announced debt isse to mkt
1. Debt tax shield=(D)(Tc)= _______ (firm value goes )
2. New stock price= VL/ old # shares o/s
3. Old stock price= current worth/old # shares o/s
Homemade Dividends 		AE Firms
· Pays div of $24/share next year & liq.div of $18 @ end yr.2
· Current stock (po)=$36.69, ignore Tc, disc. Rate=10%
1. Inv. w/1000 shares gen. equal div every period, how many shares would need to be bought/sold @ end of yr.1?
EQUAL DIVIDENDS=(Po)=  Po= current stock
On calc: n=2, %=10, PV=36.69, FV=0 exe PMT=21.14
Want to comp. gets/wants
@ T1: wants (1000)(21.14)=$21,140
@ T1: gets    (1000)(24.00)=$24,000  EXTRA $2860
Use EXTRA to buy more shares BUT stock price @T136.69
(P1)=  = 18/1.10$16.36 Inv buy 2860/16.36=174 shares
 @ T2,inv.owns 1000+174.82 shares & each will receive $18 div. Total dividend @ T2= (1174.82)(18)21.46 
*if SHORT raise $$ by selling shares
Residual Dividend Policy   D/E      V=D+E       WE=E/V
1. Planned Inv $
2. Equity Needed(inv)(WE)
3. Dividend= max(Earnings NI-Equity Needed, 0)
Max amount of capitals spending w/o issuing new equity (only E contributed to CS= earnings)
(WE)(Max cap.spending)= EARNINGS
Stock Repurchase comp buys back own shares of stock
Dividends vs. Repurchase: a) stock price today=E/#shares o/s
b.) price tomorrow=(ex-div)   
c.) total dividend paid= (dividend price)(# shares o/s)
	cash goes down by total dividend paid
d.) shares have been repurchased, how many will be o/s & whats the price/share after?
New # shares=old #- # shares repurchase	
                        = old # - ($worth of stock/stock price today)
New stock price= new equity/new # shares
New equity= initial equity-repurchase $ for shares
Stock Split 
8 for 5 
# shares o/s after stock split= (old#)(8/5)
new price = old value/ new # shares o/s OR new price = old price (5/8)
Reverse Stock Split
5 for 8
new #= (old)(5/8) 
new price= (old)(8/5)
Raising Capital CHP15
Types of underwriting: 
-firm commitment/bought deal
-best offers (regular underwriting) = owner faces risk not underwriter
-dutch auction (uniform price auction)
Definitions: 
-Selling period: 
-Lockup agreements: insider’s not allowed to sell shares for a certain amount of time (ex.180 days)
-Quiet period (theory question on exam) for a certain amount of days, firm can’t make any major announcements  no earnings announcement 
-spread:
Example 1: 
CleanEx Inc. would like to issue an IPO. The underwriter, Rich Securities, has given CleanEx the option of choosing between a firm commitment and regular underwriting.Under the firm commitment, Rich would buy all 200,000 shares of CleanEx for $32 a share. If CleanEx chooses to go with regular underwriting, Rich's fee will be $4 a share.
A How much money will be raised for CleanEx in a firm commitment if the stock sells for $26 on the open market? What will Rich’s profit/loss be?
B What would the answers in part (a) be if CleanEx chose regular underwriting instead?
C Assume that only 80% of the issue is sold at the $26 price. What would the profit/loss be for CleanEx and Rich in a firm commitment?
a) Firm commitment – proceeds to CleanEx=(200,000)(32)=6.4m
Rich’s profit = (selling price – cost) (# of shares) => (26-32)(200,000) =$ -1.2m  bold is also called spread
· Underwriter will lose money if selling is less than cost 
b) Regular w/ best efforts 
Proceeds to CleanEx = (selling price – fee)(# of shares) => (26-4)(200,000) => $4.4m 
Ricch’s profit = (fee)(# of shares)=> (4)(200,000)=>800,000
c) Proceeds to CleanEx = (32)(200,000) =>$6.4m
Rich’s profit =(selling price)(# of shares sold)- cost =>(26)(0.8)(200,000) -6.4m =>$-2.24m
Example 2:
Firms A and B have both announced IPOs at $50 per share. One of these is overvalued by $7 and the other is undervalued by $12, but you have no way of knowing which is which. You plan on buying 1,000 shares of each issue. If an issue is underpriced, it will be rationed, and only 10% of your order will be filled.
A. Supposing you could get 1,000 shares of each, what would your profit be?
B. What profit do you actually expect?
a) IPO price $50 undervalued by $12 => 50+12=62 (end of day)  , $50 overvalued by $7  50-7=43
b) expected profit=(0.1)(1000)(12)+(1000)(-7) = $-5,800
Example 3:
The St. Anger Corp. needs to raise $18.4 million to finance its expansion into new markets. The company will sell new shares of equity via a general cash offering to raise the needed funds.
A. If the offer price is $40 per share and the company’s underwriters charge an 8% spread, how many shares need to be sold?
a) Amt to raise = x       
X(1-FC)=Project Cost => X(1-008)= 18.4m 
X= 18.4m/(1-0.08) =$20m , where 18.4m goes to project & 1.6M to underwriters 
# of shares = $20m/40=>500,000 shares 
Example 5
Summit Corp. has announced a rights offer to raise $35 million. The stock currently sells for $45 per share and there are 6 million shares outstanding.
A.What is the max. possible subscription price? Min. price?
B.If Summit sets the subscription price at $35 per share, what is the value of a right?
C.Will a S/H with 1,000 shares before the offering and no money to buy more shares be harmed by the rights offer?
a)max=what the stock is currently selling for. Min=anything bigger than $0(something just below market)
b) Value of a right = M0 – S/ N+1 ||  N=old # shares/ new # shares issued || # shares to issue= funds needed/subscription price => $35m/35 => 1m 
N= 6m/1m = 6 rights 
Value of right = (45-35)/(6+1) =>$1.43 
OR 
Ex-rights price PX= NM0+S/ N+1 => (6)(45)+35/6+1 => $43.57 (new stock price) 
Value of right = old price – ex rights price=> 45-43.57 =>$1.43
Private vs. Public 
Public: Maximizes number of buyers, increases liquidity of original owners, the firm can grow quickly
Private: Avoids costly and time-consuming reporting process, avoids a costly issuing process, there may be better access to information for investors
Risk Management CHP24
Hedging – reducing a firm’s exposure to price or rate fluctuations
Long position – agreeing to buy the asset at the future date (buyer)
Short position – agreeing to sell the asset at the future date (seller)
Buyer’s profit = (# of contracts)*(contract size)*(Market price at expiration – Forward price)
Seller’s profit = (# of contracts)*(Contract size)*(Forward price – Market price at expiration)
Q. The buyer of a forward contract on wheat benefits if the price of wheat _____ while the seller of the contract benefits if the price of wheat _____: increases; decreases

Options & Corporate Securities CHP24&25 
Option contract: agreement that gives the owner the right, but not the obligation, to buy or sell an asset for a specific price on or before a specified date
Strike/exercise price: the specified price at which the underlying asset will be traded
Expiration date: the specified date on or before which the option can be exercised
Exercising the option: the act of buying or selling the asset via the option contract
Call option – gives the owner the right, but not the obligation, to buy the underlying asset
Put option – gives the owner the right but not the obligation, to sell the underlying asset
The buyer of the option has the right to exercise the option, but the option seller is obligated
Call – option seller is obligated to SELL the asset if the option is exercised
Put – option seller is obligated to BUY the asset if the option is exercised
Option seller is also called the “writer”
In, At, and Out of the Money
Call options:
In the money: S > E
Out of the money: S < E
Put options:
In the money: S < E
Out of the money: S > E
Option value = Intrinsic Value + Time Value
Intrinsic value: what the option would be worth if it were about to expire
Max(S – E, 0) for a call option; max(E – S, 0) for a put option
Time value: the likelihood that the option will move into the money before expiration
At expiration, time value = 0
Time value = Option price – Intrinsic value
Stock price:As the stock price increases, the call price increases and the put price decreases
Exercise price:As the exercise price increases, the call price decreases and the put price increases
Time to expiration:Generally, as the time to expiration increases both the call and the put prices increase
Variance of return:The greater the variance, the more the call and the put are worth
Risk-free rate:As the risk-free rate increases, the call price increases and the put price decreases
Example 1:[image: Screen%20Shot%202017-12-07%20at%209.19.20%20PM.png]
Macrosoft stock is currently selling for $57 and you are given the following option information:
A.If you buy 10 February 55 call options, how much will you pay, ignoring commissions?
B.In part (a), if Macrosoft stock is selling for $70 per share on the expiration date, what would be your option payoff and profit? What if the terminal stock price is $62.50?
C.Suppose you buy 10 contracts of the August 55 put option. What is your maximum gain? On the expiration date, Macrosoft is selling for $52 per share. What would be your option payoff? What is your net gain?
D.In part (c), suppose you sell 10 of the August 55 put contracts. What is your net gain or loss if Macrosoft is selling for $51.50 at expiration? For $66?
E.In part (d), what is the break-even price (i.e. the terminal stock price that results in a zero profit)?
a) total cost = premium = (# of options)(contract size)(option price(prem per share))<- “Last”  
=(10)(100)(3.8) => $3,800 
b) ST=70 E=55 ITM *getting a $15 deal
payoff = (# of options)(size)[Max(S-E,0)] 
=(10)(100)[max(70-55,0)] => (10)(100)(15)=>$15,000
Profit=payoff-premium =>15,000-3,800 =>11,200
ST=62.5 E=55 ITM Profit=(#)(size)[max(S-E,0)]-premium
=(10)(100)[max(62.5-55,0)]-3800
=$7500-3800=>$3,700
c.) Buy (we can say no) 10 AUG 55 put(right to sell @ a specific price) options 
when stock price goes to 0
premium=(#)(size)(option price) =(10)(100)(2.35)=>2,350
max gain=(10)(100)[max(55-0)]-2350 =>55,000-2350=>$52,650
if ST=52 E=55 ITM
payoff=(#)(size)[max(E-S,0)]=>(10)(100)[max(55-52,0)]=>3000
Profit=paypff-premium=> 3000,2350=>650
d.) Sell (we can’t say no,up to buyer)10 AUG 55 PUT options
-receive premiums, your profit depends on whether the option buyer will want to exercise option 
ST=51.50 E=55 
-would buyer of option want to exercise option? They bought right to sell us macrosoft stock for 55 & now it’s trading at 52.50 => they would get 3.5 more if exercise option
-if they are getting more per share, we MUST be over by 3.5(obligated)we will have a loss 
Profit (seller)=premium – paypff
-2350-(10)(100)[max(55-51.50,0)=>2350-3500=> $-1150
if ST=66 E=55 OTM(in buyers perspective)
buyer will not exercise option payoff = 0
BUT we sold option, get premium
Profit=premium – profit =>2350-(10)(100)[max(55-66,0)] =>2350-0=>$2350
e.) break even
set profit from D=0 & solve for S
0=2350-(10)(100)[max(55-S,0)] 
2350/1000=1000(55-S)/1000
2.35(this is the option price) = 55-S => 
S=$52.65 (higher = profit) (lower = loss)
Mergers and Acquisitions
The value of firm B->A VB*= VB+V
P/E Ratio= Price/EPS combined OR Value/Earnings
NPV of a cash acquisition=VB*- CASH COST
NPV combined firms= VA+(VB*-CASH COST)
NPV of Stock Inquisition=VB* - COST TO ACQUIRE
Value combined firms= VA+ VB+ V
CLASS Example: Comp X & Y, 100% Equity Financed
X can acquire Y FOR $2.5M (cash/stock), =$480,000
	
	X
	Y

	# shares o/s
	250,000
	120000

	Mkt $ per share
	$50
	$18


a. Vxy= Vx+(Vy*- cash)
      = Vx+Vy+V- cash
      =(250k)(50)+(120k)(18)+480k-2.5m=> 12.64 m
b. NPV= Vy*-cash=> 2.16m+480k-2.5m=>140k
Premium=purch$-Vy=>2.5m-2.16m=> 340k
c. Paying $2.5m worth of stocks=>#of shares?
#shares y= 2.5m/$50=50,000
#shares o/s after= 250,000+50,000=300,000 shares
Vxy(stock)=Vx+Vy+(12.5)+(2.16m)+480k=$15.4 m
Stock price= Vxy/shares o/s= 15.4m/300,000= $50.47

Tutorial examples:
1.Your firm is planning to purchase an industrial cheese grater that costs $45,000 and annual tax cost savings of $21,000. CCA rate =30% per year, salvage 5th year =10,000, require initial invest = 5,800 which will be recovered @the end, Tax rate=40%, discount rate =12%. What is the NPV of the grater?






2.Firm H has 1800 bonds o/s each w/ par value of $1000. The bonds have coupon rate of 7%, paid semi-annual, mature in 30yrs, trading@ $885 each. Common stock sells for $25/share & 40,000 shares o/s. Risk-free = 2.5%, expected return on the market =15%, beta=1.75, corp tax= 40%. What is the WACC?
3.high tech manuf. Need to buy or lease $85000 piece of equip, equip will generate $50,000/yr for 5 years. If you lease, pmts=$30,000/yr for 5 years due at BGN of each yr. If you buy CCA rate=30%, salv = 15,000 @ end 5yr, tax = 40%, bank loan @ 10%. A.Should you lease or buy? Indifferent lease pmt?

4.Dragon Inc is all equity w/ EBIT = $500,000, cost of cap =10%, currently 100,000 shares o/s. Firm is thinking of borrowing $2m & using to buy back shares. Int rate = 7%, no tax. A. cost of equity and WACC after recap? B. break-even EBIT? C. what if there was 40% tax? D. you’re a shareholder and own 3,000 shares of the firm, assuming no tax & you can borrow @ the same rate as the firm. If the firm does NOT go through the cap restructure and you prefer cash flows under the restructured operation, what should you do?
[bookmark: _GoBack]5. Friends Inc is all equity & will pay div of $27/share next year and a liquidating div of $36 @ end of 2nd year. 100,000 shares o/s & the current share price is $51.57. No tax, r=15%. If an investor with 1,500 shares wanted to generate equal dividends in each period, how many shares would need to be bought or sold @ end of the 1st year?
6. MV inc has 1,600,000 shares o/s @ a market price of $25/share. If the company declares an 8-for-5 stock split, how many shares will they have o/s afterward and what will be the market price? 
7. Se4a Inc is considering a rights offering to raise $500,000, stock currently sellfs for $50/share, 150,000 shares o/s. Underwriters believe the issue will be comp taken up if the subscription price is set @ $40/share. What is the value of a right?
8.Leaf in would like to issue 300,000 new shares via dutch auction. At what price will all of the shares be sold? 

	Bid
	Shares
	Price

	A
	75,000
	$50

	B
	30,000
	47

	C
	135,000
	53

	D
	60,000
	58

	E
	15,000
	48

	F
	15,000
	55



9. Face inc. wants to issue an IPO. Underwriter has given the option between a firm commitment & regular underwriting. Under firm com, UW would buy all 500,000 shares of Face for $50each. If Face chooses regular UW, UW’s fee will be $3.5/share. How much money would be raised for Face in a firm com if the stock sells for $55 on open market?What would be UW’s profit?

10. You own 3000 ounces of gold. Imagine that it is currently January 2018. You were concerned that the price of gold ay decline over the next eight months and you wish to hedge the risk. You have been given the following information regarding gold futures contracts. In order to hedge the risk, what should you do? What is the profit/loss if the price of gold expiration is $994.30 per ounce?

	GOLD Comex

	100 troy ounces per contract

	Month      

	June 2018 
	1006.5

	Aug 2018 
	1010.9

	Dec 2018
	1012.0


 Is that it I just left a lisI know
11. In July 2017, you decided to buy 8 December 2017 Cocoa futures contracts. At expiration, the settlement price is $1295 per ton. What is your profit/loss from the trade?

	Cocoa CSCE

	10 metric tonnes per contract

	month
	Settlement price per ton

	Dec 2017
	$1435



12. Suppose an investor sales call option on 2000 ounces of gold. Exercise price is $920 per ounce. The call premium is $15 dollars per ounce. Suppose the investor  simultaneously buys them put option on 2000 ounces of gold. The put premium is $15 per ounce, Both contracts expire on December 31. At expiry? The price of gold is $960 dollars per ounce. What is the investors total profit?
13.  You have decided to buy both a put and call option on a very volatile stock. Both options have the same maturity and an exercise price of $75. You purchased a call at the quoted price of $3.85 and a put at a price of $2.20.  What will be your total profit or loss on these option positions if the stock price is $80 on the day the options expire?
14.  T Corp has a $1000 face value convertible bond issue that is currently selling the market for $1020. The conversion price has been set at $25.  Convertible bond has a 8.5% semi annual coupon. Similar nonconvertible Bonds are priced to yield 7.5%. The bonds maturing in 20 years. Stock in T Corp sells for $27 per share. What is the floor price of the bond?
15. Firm A is considering a takeover of firm B for $20 per share of can be in cash. The synergy value of The deal is $2.2m in total (not annually). A. What is the NPV of the transaction for firm A? B. What should be the share price after the transaction is completed? 
	
	Firm A
	Firm B

	Price per share
	$32
	$18

	Shares o/s
	1,800,000
	600,000

	Earnings
	$2,750,000
	1,000,000



 16. Firm X is considering a takeover of firm Y by doing a share exchange. Firm X will exchange one of its shares for every two shares of Y. These synergies are 2.5 million in total not annually. A. What will be the price per share after the transaction is completed? B.  what is the total premium paid to Y? C. If the NPV of the acquisition is 0, how many shares would firm X exchange in total for the shares of Firm y? 

[image: Screen%20Shot%202017-12-08%20at%201.50.22%20AM.png]

17. The shareholders of Firm C have voted in favour of a buyout offer in Firm D. Firm c’s share holders will receive 5 shares of Firm D’s stock for every 8 shares they hold in Firm C. A. what will be the price per share of the combined form assuming that the market is fooled by the growth in EPS? (assume p/e ratio stays constant). B. what will be the p/e of the combined firm if the NPV of the acquisition is 0 and the market knows it?  
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