Corporate Finance
Cost of Capital Formula Sheet

Cost of debt
Yield x (1 - tax rate)

Cost of preferred equity
Dividend/price
New issue: dividend/(price - fees)

Cost of common equity (common stock and retained earnings)
D1/p0 + growth
New issue: d1/(p0 - fees) + growth

Capital asset pricing model
Cost of equity = risk free rate + B(market rate - risk free rate)

Marginal cost of capital
Breakpoint = retained earnings / common equity weighting

Capital weightings
Number of bonds x market value		/ total market value = weight of debt
+
Number of preferred shares x market value	/ total market value = weight of preferred equity
+
Number of common shares x market value	/ total market value = weight of common equity
= total market value

WACC
WACC = Cost of debt x weighting + cost of preferred x weighting + cost of equity x weighting

Breakpoint for retained earnings
Common equity / common equity weight
From this point, calculate cost of equity based on new issue fees
[bookmark: _GoBack]
2

