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Chapter IX Problem solving
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Problem 9-1
* 40% debt & 60% equity
* Bonds yield is 9% & tax is 40%
« WACC is 9.96%

* What is the cost of equity capital?
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WACC =w r,A-T)+w r +w r
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9.96% = (0.4)(9%)(1 - 0.4) + (0.6)r,

= 13%




Problem 9-2

* Price is $50
 Dividend is $3.8
* Flotation is 5%

~+ What is the cost of preferred stock r 7
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Problem 9-3

* Price is $30
e Dividend is $3
 Growth is 5%

» What is the cost of common equity?
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Answer

$3
p = ‘1 +
g P$30 gS%
0

[ = 15%




