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F FEI/Duke Special Survey on Corporate Financial Policy THEFUOLA
FINANCIAL EXECUTIVES SCHOOL
INSTITUTE OF BUSINESS

Please respond today if you haven't already completed a survey. Otherwise, kindly disregard.

FEI and Duke University’s Fuqua School of Business are conducting a comprehensive survey of corporate financial policy, unprecedented in
scale and scope. The survey results will be presented at the prestigious Harvard Business School/Journal of Financial Economics conference on
field research held in July. A special conference volume will publish the research papers. We anticipate that the results will also appear in
finance texthooks and trade publications as well as made available on FEI’s web site at www.fei.org.

We estimate that the survey will take you about 15 minutes. Responses will be used only in aggregate. Please fax your responses to
(877) 861-6448 or (973) 538-6144 by FEBRUARY 23. Thank you for taking the time to complete the survey. If you would like an advance
copy of the results, please e-mail John Graham (john.graham@duke.edu) or Campbell Harvey (cam.harvey@duke.edu).

Instructions: Fill in one square per line
1. How frequently does your firm use the following techniques when deciding which projects or acquisitions to pursue?

Never Always Never Always
0 1 2 3 4 0 1 2 3 4
(] [0 [0 [0 [OJ  a) NetPresent Value (NPV) (] OO0 OO OO I h) Profitability index
(] 1 [J L0 I b)Internal Rate of Return (IRR) [(J [0 OO OO CJ i) Accounting Rate of Return (or Book Rate of Return
[J OJ OJ OJ O c) Hurdle Rate on Assets)
O O O O O d)Earnings multiple approach L] O OO OO O j) Sensitivity analysis (e.g., “good” vs. “fair” vs. “bad”)
O O O O O e) Adjusted Present Value (APV) O OO OO O O k) Value-at-Risk or other simulation analysis
O O O O O f) Payback period O OO OO O O 1) Weincorporate the “real options” of a project when
00 O O O O g) Discounted payback period evaluating it

(] O OO OO CJ m)Other

2. How frequently would your company use the following discount rates when evaluating a new project in an overseas
market? To evaluate this project we would use ...

Never Always Never Always
0 1 2 3 4 0 1 2 3 4
L] OO OO O O a) the discount rate for our entire company O OO OO O O d)arisk-matched discount rate for this particular project
00 O O O O b) the discount rate for the overseas market (country (considering both country and industry)
discount rate) (] [0 OO OO [ e) adifferent discount rate for each component cashflow
[0 [J O OO0 [0 c) adivisional discount rate (if the project line of that has a different risk characteristic (e.g.,
business matches a domestic division) depreciation vs. operating cash flows)

3. Does your firm estimate the cost of equity capital? [] Yes [1No (if “no”, please skip to #4)
If “yes”, how do you determine your firm’s cost of equity capital?

Never Always Never Always
0 1 2 3 4 0 1 2 3 4
L] 00 [0 [0 O a) with average historical returns on common stock (] O OO OO I d) whatever our investors tell us they require
L OO OO OO O b)using the Capital Asset Pricing Model (CAPM, the (1] OO OO O 0 e) byregulatory decisions
“beta approach) O O O O O f) backoutfrom discounted dividend/earnings model,
L O OO O O c) using the CAPM but including some extra “risk e.g., Price=Div./(cost of cap.— growth)
factors” O O OO O OO g)Other

4. When valuing a project, do you adjust either the discount rate or cash flows for the following risk factors?

We adjust We adjust

disc. ~ cash disc.  cash

rate flow  both  neither rate flow  both  neither

(] OO [ [ a)riskof unexpected inflation L] O OO [0 f) foreign exchange risk

(] OO [0 [ b)interest rate risk (change in general level of interest (] [ [0 [0 g)distress risk (probability of bankruptcy)
rates) L0 O O [ h)size (small firms being riskier)

B3 B3 L c) term structure risk (change in the long-term vs. short 0 O [ [ 1) “market-to-book” ratio (ratio of market value of firm to
term interest rate) book value of assets)

L) OO 0 [J d)GDPorbusiness cycle risk (] [ [ [J J)momentum (recent stock price performance)

(] OO O [0 e)commodity price risk ) [0 [ [ K oOther
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5. What factors affect your firm’s choice between short- and long-term debt?

Not Important Very Important Not Important Very Important
0 1 2 3 4 0 1 2 3 4

(] OO [0 OO [ a) weissue short term when short term interest rates are L] [0 OO OO I e) we expect our credit rating to improve, so we borrow
low compared to long term rates short-term until it does

(J OO OO O O b) matching the maturity of our debt with the life of our (] OO OO O 0 1) borrowing short-term reduces the chance that our
assets firm will want to take on risky projects

[J OO 00 OO [J c) weissue short-term when we are waiting for long- (] O OO OO [J  g)weissue long-term debt to minimize the risk of
term market interest rates to decline having to refinance in “bad times”

(] OO OO OO O d) we borrow short-term so that returns from new (] OJ OO OO CJ  h)Other
projects can be captured more fully by shareholders,
rather than committing to pay long-term profits as
interest to debtholders

6. What was your firm's approximate (trailing) Price/Earnings ratio over the past 3 years? (e.g., 18)

7. What is the credit rating for your firm’s debt? Write NONE if debt not rated (e.0., AA-, B+)

8. Has your firm seriously considered issuing debt in foreign countries? [1Yes [JNo (If “no”, please skip to #9)
If “yes”, what factors affect your firm’s decisions about issuing foreign debt?

Not Important Very Important Not Important Very Important
0 1 2 3 4 0 2 3 4
(] 00 [0 OO O a) favorable tax treatment relative to the U.S. (e.g., (] OO0 OO OO O d)foreign regulations require us to issue debt abroad
different corporate tax rates) (1 [J [ [ [0 e) foreign interest rates may be lower than domestic
(] 0 OO I O b) keeping the “source of funds” close to the “use interest rates
of funds” O O O O O f) Other
(] 1 OO0 OJ I c) providing a “natural hedge” (e.g., if the foreign

currency devalues, we are not obligated to pay
interest in US$)

9. Has your firm seriously considered issuing convertible debt? []Yes [INo (If “no”, please skip to #10)
If “yes”, what factors affect your firm’s decisions about issuing convertible debt?

Not Important Very Important Not Important Very Important
4 4

[J a) convertibles are an inexpensive way to issue
“delayed” common stock

[J b) protecting bondholders against unfavorable actions
by managers or stockholders

L] c) convertibles are less expensive than straight debt

L] d) other firms in our industry successfully use
convertibles

e) avoiding short-term equity dilution
f) our stock is currently undervalued

L]

L]

[] g) ability to “call” or force conversion of convertible debt

if/when we need to

(] h) to attract investors unsure about the riskiness of our
company

L] i) Other

OO O Oe
oo o de
oo o o Odw
OO0 O Qe
O O OoOde
O O ooge
O O gogs
0O 0O OD00e

10. Has your firm seriously considered issuing common stock? [JYes [ No (if “no”, please skip to #11)
If “yes”, what factors affect your firm’s decisions about issuing common stock?

Not Important ~ Very Important Not Important ~ Very Important
0 1 2 3 4 1 2 3
OO0 O O O O a) if our stock price has recently risen, the price at which 00 OO O O O h)issuing stock gives investors a better impression of
we can issue is “high” our firm's prospects than using debt
00 O O O O b)stockis our “least risky” source of funds L] O OO OO O i) the capital gains tax rates faced by our investors
[0 O O O O c providing shares to employee bonus/stock option (relative to tax rates on dividends)
plans (] [0 OO OO CJ j) diluting the holdings of certain shareholders
(] [J [ O [ d)common stock is our cheapest source of funds [J OO 00 OO I k) the amount by which our stock is undervalued or
[0 O [ O [ e) maintaining a target debt-to-equity ratio 9verY§Iued bythe market _ _
[ O O O [J 1) usingasimilar amount of equity as is used by other 00 OO O OO TJ 1y inability to obtain funds using debt, convertibles, or
firms in our industry other.sources o
(1 [J O O [0 g)whether our recent profits have been sufficient to fund L0 L L L) m) eamings per share dilution
our activities O O O O O n)Other
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11. Does your firm have a target range for your debt ratio?

L1 no target range

[ flexible target range

[] somewhat tight target range

[ strict target range

12. What factors affect how you choose the appropriate amount of debt for your firm?

Not Important Very Important Not Important  Very Important
0 1 2 3 4 0 1 2 3 4
(] 00 [0 [0 [ a) the tax advantage of interest deductibility O O O O O j) wetrytohave enough debt that we are not an
(] OO [J [J [ b)the potential costs of bankruptcy, near-bankruptcy, or attractive takeover target
financial distress O O O O O k) ifweissue debt our competitors know that we are
O O O O O c) the debt levels of other firms in our industry very unlikely to reduce our output
(0 O O O O d)our credit rating (as assigned by rating agencies) L] 0 OO OO CJ 1) ahigh debt ratio helps us bargain for concessions
(1 [J [ [0 [0 e) the transactions costs and fees for issuing debt from our employees
00 O O O O 1) the personal tax cost our investors face when they L)L) L0 T L) m)to ensure that upper management works hard and
receive interest income efficiently, we issue sufficient debt to make sure that
O O OO O g)financial flexibility (we restrict debt so we have _alarge portion of our cash flow is committed to
enough internal funds available to pursue new Interest Payments ) ]
projects when they come along) L] O OO OO CJ  n) werestrict our.borrowmg so that profits from
(] 0O [0 OJ O h)the volatility of our earnings and cash flows new/future projects can be captured fu!ly by
) o ) shareholders and do not have to be paid out as
[ I R e R I )| well_mlt debt so our custo_mers/suppller_s are not interest to debtholders
worried about our firm going out of business 00000 o Oer
13. What other factors affect your firm's debt policy?
Not Important Very Important Not Important Very Important
0 1 2 3 4 0 1 2 4
L] O OO OO O a) weissue debt when our recent profits (internal funds) L) OO OO O I e) wedelay issuing debt because of transactions costs
are not sufficient to fund our activities and fees
(1 [J [J [0 [0 b)using debt gives investors a better impression of our 03 0 0 0O LI f) we delay retiring debt because of recapitalization
firm’s prospects than issuing stock costs and fees
(1 [J [0 [0 [0 c) weissue debt when interest rates are particularly low 0 0 0 0J LI g)changes in the price of our common stock
0 O O O O d) we use debt when our equity is undervalued by the (] OJ OO OO CJ  h)weissue debt when we have accumulated substantial
market profits
O] O OO OO [0 i) Other

14. What is your firm’s approximate long-term debt/total assets ratio?

% (e.g., 40%)

15. Please fill in one square from each category that best describes your company.

w

ales Revenue

< $25 million
$25-99 million
$100-499 million
$500-999 million
$1-5 hillion

> $5 billion

Oooodo

CEO Education
(] Undergraduate
] MBA

] non-MBA masters
[] > masters degree

Foreign Sales Industry

] 0% [J Retail and Wholesale

] 1-24% ] Mining, Construction

[ 24-49% ] Manufacturing

] =50% ] Transport./Energy
[J Communication/Media
[J Bank/Finance/Insurance
] Tech (software/biotech/etc.)

Age of CEO CEO tenure (time

[ <40 in current job)

[ 40-49 L] <4years

] 50-59 L] 4-9 years

[ >60 L] >9years

Ownership If all options were
(] Public [ Private exercised, what percent
of common stock would
Pay Dividends be owned by }he top
07 Yes O No three officers:
L] <5%
Regulated Utility [ 5-10%
[ Yes ] No [ 10-20%
O >20%

THANK YOU for completing this survey!

Please fax your responses to (877) 861-6448
or (973) 538-6144 by February 23.
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