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1. For a firm with $50 million in debt selling at 80% of paf, $50 million in book value of
equity, and $60 million in market value'of equity, its debt has a before-tax interest rate of
12%. The firm 's common stock trades at $20 per share and its most recent dividend was
$1.00. Future dividends are expected grow by 3%. If the tax rate is 25%, what is the firm’s
WACC? (10%)

2. For a firm that is expected to have extraordinary growth of 15% for three years, after
which it will face more competition and slip into a constant growth rate of 5%, please
evaluate the current stock value. (required rate of retarm is 12%; the firm just paid a $3

-

dividend.) (10%) e
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