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Cost of Capital Exercises

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.


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.

3) For a stock with the following characteristics:

 [image: ]

a) Calculate the dividend in one year.
b) Calculate the cost of common equity capital.
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Dividend 8.44 $               

Growth 5.2%

Stock price 78.80 $            
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Interest/

Dividend Market Price Cost

Common equity 4.20 $                32.60 $             12.88%

Preferred equity 8.80 $                101.20 $           8.70%

Debt 52.40 $             996.00 $           5.26%

Tax rate 25%
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Shares/Bonds 

Oustanding

Common equity 480,000           

Preferred equity 60,000             

Debt 12,000             
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Shares/Bonds 

New Issue

Common equity 24,000             

Preferred equity -                    

Debt 220                   


