Financial Management
Cost of Capital Exercises SOLUTIONS
Question Set One

1) Given the following information:
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a) Calculate the cost of capital for:
a. Common equity
b. Preferred equity
c. Debt
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Using the following additional information:
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b) Calculate the weightings for each capital class.
c) Calculate the weighted average cost of capital.
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2) The company from question 1) wants to fund an expansion project with the following capital sources:
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a) Calculate the weightings of the new capital classes.
b) Calculate the marginal cost of capital for the new capital.
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3) For a stock with the following characteristics:
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a) Calculate the dividend in one year.
b) Calculate the cost of common equity capital.
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Financial Management
Cost of Capital Exercises SOLUTIONS
Question Set Two

1) Given the following information:
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a) Calculate the cost of capital for:
a. Common equity
b. Preferred equity
c. Debt

Using the following additional information:
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b) Calculate the weightings for each capital class.
c) Calculate the weighted average cost of capital.
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2) The company from question 1) wants to fund an expansion project with the following capital sources:
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a) Calculate the weightings of the new capital classes.
b) Calculate the marginal cost of capital for the new capital.
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3) For a stock with the following characteristics:
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a) [bookmark: _GoBack]Calculate the dividend in one year.
b) Calculate the cost of common equity capital.
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Shares/Bonds 

Oustanding

Common equity 480,000           

Preferred equity 60,000             

Debt 12,000             
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Shares/Bonds 

Oustanding

Market Price Total Value Weighting

Common equity 480,000            32.60 $             15,648,000 $   46%

Preferred equity 60,000              101.20 $           6,072,000 $     18%

Debt 12,000              996.00 $           11,952,000 $   35%

33,672,000 $   100%

Cost Tax Rate 1-Tax Rate

After Tax 

Cost Weight Factor

Cost of common equity 12.88% 12.88% 46% 5.99%

Cost of preferred equity 8.70% 8.70% 18% 1.57%

Cost of debt 5.26% 25.0% 75.0% 3.95% 35% 1.40%

WACC 8.96%
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Shares/Bonds 

New Issue

Common equity 24,000             

Preferred equity -                    

Debt 220                   
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Shares/Bonds 

New Issue

Market Price Total Value Weighting

Common equity 24,000              32.60 $             782,400 $         78%

Preferred equity -                     101.20 $           - $                  0%

Debt 220                    996.00 $           219,120 $         22%

1,001,520 $     100%

Cost Tax Rate 1-Tax Rate

After Tax 

Cost Weight Factor

Cost of common equity 12.88% 12.88% 78% 10.06%

Cost of preferred equity 8.70% 8.70% 0% 0.00%

Cost of debt 5.26% 25.0% 75.0% 3.95% 22% 0.86%

MCC 10.93%
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Dividend 8.44 $               

Growth 5.2%

Stock price 78.80 $            
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Dividend* (1+g) 8.88 $               

Stock price 78.80 $            

11.3%

Growth 5.2%

Cost of equity 16.5%
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Interest/

Dividend Market Price

Common equity 11.98 $             88.00 $            

Preferred equity 9.10 $                98.82 $            

Debt 72.24 $             997.88 $          

Tax rate 20%
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Shares/Bonds 

Oustanding

Common equity 95,000             

Preferred equity 22,000             

Debt 4,200                
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Shares/Bonds 

Oustanding

Market Price Total Value Weighting

Common equity 95,000              88.00 $             8,360,000 $     57%

Preferred equity 22,000              98.82 $             2,174,040 $     15%

Debt 4,200                 997.88 $           4,191,096 $     28%

14,725,136 $   100%

Cost Tax Rate 1-Tax Rate

After Tax 

Cost Weight Factor

Cost of common equity 13.61% 13.61% 57% 7.73%

Cost of preferred equity 9.21% 9.21% 15% 1.36%

Cost of debt 7.24% 20.0% 80.0% 5.79% 28% 1.65%

WACC 10.74%
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Shares/Bonds 

New Issue

Common equity 8,800                

Preferred equity -                    

Debt 600                   
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Shares/Bonds 

New Issue

Market Price Total Value Weighting

Common equity 8,800                 88.00 $             774,400 $         56%

Preferred equity -                     98.82 $             - $                  0%

Debt 600                    997.88 $           598,728 $         44%

1,373,128 $     100%

Cost Tax Rate 1-Tax Rate

After Tax 

Cost Weight Factor

Cost of common equity 13.61% 13.61% 56% 7.68%

Cost of preferred equity 9.21% 9.21% 0% 0.00%

Cost of debt 7.24% 20.0% 80.0% 5.79% 44% 2.53%

MCC 10.20%
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Dividend 16.44 $            

Growth 2.7%

Stock price 198.40 $          
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Dividend* (1+g) 16.88 $            

Stock price 198.40 $          

8.5%

Growth 2.7%

Cost of equity 11.2%
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Interest/

Dividend Market Price

Common equity 4.20 $                32.60 $            

Preferred equity 8.80 $                101.20 $          

Debt 52.40 $             996.00 $          

Tax rate 25%
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Cost Tax Rate 1-Tax Rate

After Tax 

Cost

Cost of common equity 12.88% 12.88%

Cost of preferred equity 8.70% 8.70%

Cost of debt 5.26% 25.0% 75.0% 3.95%


