Corporate Finance
Cost of Capital Exercises SOLUTIONS

1) A company provides the following bond information:
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a) Calculate the pretax cost of debt based on current yield.
b) Calculate the after tax cost of debt.
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2) A company provides the following preferred stock information:
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a) Calculate the cost of preferred equity.
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3) A company provides the following preferred stock information:
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a) Calculate the dividend in one year.
b) Calculate the cost of common equity.
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4) Based on the market values provided above and the following units information:
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a) Calculate the total value of each class of capital.
b) Calculate the weighting of each class of capital.
c) Based on these weightings and the cost of capital for each capital class calculated in 1, 2, and 3, calculate the company WACC.
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Annual dividend 7.12 $          

Market price 100.23 $     

Issue costs 2.45 $          
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Dividend 7.12 $          

Market-issue 97.78 $       

Cost of preferred equity 7.28%
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Current dividend 1.18 $          

Market price 16.90 $       

Dividend growth 4.20%
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Current dividend 1.18 $          

Dividend growth 4.20%

Dividend in one year 1.23 $          

Market price 16.90 $       

7.28%

Growth 4.20%

Cost of common equity 11.48%
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Capital Class Units

Bonds 300              

Preferred shares 1,000           

Common shares 50,000        
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Shares MV TV Weight Cost Factor

300                    977.81 $           293,343 $         24% 3.66% 0.87%

1,000                 100.23 $           100,230 $         8% 7.28% 0.59%

50,000              16.90 $             845,000 $         68% 11.48% 7.83%

1,238,573 $     100% WACC 9.29%
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Annual interest 46.18 $    

Market price 977.81 $  

Tax rate 22.50%
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Annual interest 46.18 $       

Market price 977.81 $     

Pretax cost 4.72%

1-tax rate 77.50%

After tax cost 3.66%


