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Course Preparation Assignment
Week Five
One task of a finance manager is to raise capital and to choose between debt and equity.  In this activity your outcome is to use your existing knowledge of accounting and finance to make a financing decision regarding new capital.
You are the CFO of a startup company in Berbera.  You currently have $4,000,000 of equity financing and $0 debt.  You need to raise $1,000,000, either through common shares (equity) or through a bank loan (debt) at 8% interest.  Currently the company’s annual operating cash flow is $300,000.
Would you choose equity or debt?  What is the cost of debt?  What is the cost of equity?  Provide numeric calculations for your answers.

