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As a newly hired expert in the capital budgeting division you have been asked to evaluate the 
new project. You will compute the appropriate costs of capital and the net present value. You 
must seek out the information necessary to value the free cash flows. But you’ll be given 
some directions to follow! 

 
Additional Help on How to Get More Information: 
 

Data on Johnson & Johnson (quote JNJ) is available at MarketWatch.com 
(www.marketwatch.com):  

• Go to MarketWatch.com (www.marketwatch.com) and get the quote for 
Johnson & Johnson (symbol: JNJ). If you click “Financials”, the income 
statements for the last four fiscal years will appear. You can place the cursor 
in the middle of the statements and right-click the mouse. You then can 
select “Export to Microsoft Excel.” 

• You can also select “Balance Sheets” from the top of the page. Repeat the 
download procedure for the balance sheets, then copy and paste them into 
the same worksheet as the income statements.  

• If you click “Historical Quote” in the left column, you should find Johnson & 
Johnson’s stock price for the last day of the month at the end of each of the 
past four fiscal years. Record the stock price on each date in your 
spreadsheet. 

• For the cost of debt ( rD) you can go to NasdBondInfo.com, 
(http://cxa.marketwatch.com/finra/BondCenter/Default.aspx), and click to 
search by symbol. After entering Johnson & Johnson’s symbol, you select the 
“Corporate” toggle, and press “Enter.” You should have access to Johnson & 
Johnson’s average credit rating for long-term bonds. 

• For the cost of equity (rE) you can get the yield on U.S. Treasury Bonds from 
Yahoo! Finance (http://finance.yahoo.com). If you scroll down to the Market 
Summary, you should find it. Enter that yield as the risk-free rate. To find the 
beta for Johnson & Johnson use Nasdaq.com. You should enter the symbol 
for Johnson & Johnson and click “Summary Quote.”(sometimes you must be 
patient.) 

• Use a market risk premium of 4.50%. 
• To compute the net debt for Johnson & Johnson, add the long-term debt 

and the short-term debt and subtract cash and cash equivalents for each 
year on the balance sheet. 

• To compute Johnson & Johnson’s market capitalization at the end of each 
fiscal year multiply the historical stock prices by the “Basic Weighted Shares 
Outstanding” data in the income statement. 

• You may also get information on industry betas from 
http://pages.stern.nyu.edu/~adamodar/ by selecting Updated Data/ Levered and 
Unlevered Betas by Industry.  
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QUESTIONS 
 
 

1. Estimate the FCFs of the project. Explain your assumptions. 

2. Assume that the project is financed exclusively with equity (unlevered). Is this 
new investment valuable? Explain your answer. 

3. Perform reasonable sensitivity and /or scenario analysis. Explain. 

4. Now assume that the project uses a target capital structure, which is equal to 
the firm’s average capital structure of the last 4 years. Compute the WACC rate, 
and re-evaluate the project. Comment. 

5. Now imagine that the cash flows of this project were actually related to 
another project that the company wants to start in a totally different industry – 
the aeronautics industry – to be financed with a target debt-to-equity ratio of 
1.2. What would the NPV be? 

 


