Capital Structure: Exercise 2 Answers.
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Current KE  (using CAPM) = 5 + 0.8 (15 – 5) = 13%.

Current WACC = (1- 0.30)5* 0.25 + 0.75* 13 = 10.625

Ke (unlevered: using MM equations) = 10.625/[1- 0.30(0.25)] = 11.48%

New WACC = 11.48 (1 – 0.30(0.40))= 10.10%
Firm Value (old) = 100,000/ 0.10625 = 941, 176

Firm Value (new) = 100,000/ 0.1010 = 990,099
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