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Article Error You may need to use an article before this word.

Missing

You may need to place a comma after this word.

Possessive This word may be a plural noun and may not need an apostrophe.

Article Error You may need to use an article before this word.

Confused You have used to in this sentence. You may need to use two instead.

Article Error You may need to use an article before this word. Consider using the article the

Proofread This part of the sentence contains a grammatical error or misspelled word that m:
your meaning unclear.
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Article Error You may need to use an article before this word.

You may need to place a comma after this word.
Article Error You may need to use an article before this word.
Possessive This word may be a plural noun and may not need an apostrophe.

Article Error You may need to use an article before this word. Consider using the article the
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Article Error You may need to use an article before this word. Consider using the article
the.

Article Error You may need to use an article before this word. Consider using the article the
Article Error You may need to use an article before this word.
Article Error You may need to use an article before this word.
Article Error You may need to use an article before this word.

Garbled Grammatical or spelling errors make the meaning of this sentence unclear. Proofread
sentence to correct the mistakes.

®
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SIV This subject and verb may not agree. Proofread the sentence to make sure the subject agr
with the verb.
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Debt and Equity financing
The =- of cquity is a part of a capital structure for an enterprisc that is usually borrowed and
represents the amount of return necded by an investor/ sharcholder following a risk of owning a
Company (Frank, 2016). Relatively. debt financing is a part or-mmm of an enterprise
borrowed from insitutional lenderg/such as banks and Sacco s, The cost of debt financing is the
amount payable by an enterprise in -)r interest payment .:nd:n upon borrowing of bonds
or even loans (Kokemuller, 2015 Block et al., 2016).

a
Example of debt financing

Jones Industries borrows $600,000 for 10 years with an annual payment of $100,000. Determine

the expected interest rate. i ¢ -f_u

Working

‘The cost of debi in this case is the interest rate payable to the borrowing over ten years. Using the

m annualized effective compounded fate of a cash flow and is

computed as follows:

NPV = Net cash flow per year * ot

NPV= 100,000 {1 - (1+PVIFA) " (-10)} / PVIFA = 600.000
NPV =6.014773 or 10.56% (Gallo. 2017: Frank. 2016).
a
Example of Cost of Equity

‘The cost of equity is usually computed using the Capital Asset Pricing Model (CAPM) formulac
(Frank, 2016). The formula is as follows:
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or

- R - - ol - R

(Rm ~ Rf) B (Frank, 2016: Gallo, 2017).
]
Example: Internal common stock

Jones Industries has a beta of 1.39. The risk-free rate as measured by the rate on
Treasury bill is 3 percent, and the expected return on the overall market is 12 percent. Hence.

mhnﬂn&muw cost of equity

- e

Jones Total Assets 52,000,000
Long- & short-term debt $600.000
Common internal stock equity $400,000
New common stock equity $1,000.000
Total liabilities & equity 52,000,000
Workings

Omd%dm’(km—mn
a

Cost of Equity = 3% + (12% - 3%) 1.39

Cost of Equity = 1551% (Block et al., 2016).
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hmmucm (WACO)

The WACC method is another of the capital project assessment method used to ascertain the rate
at which a firm s expected 10 compensate all its sharcholders to financing its assets (Kokemaller,
2015). Thus, it weighs the cost of equity (o that of debt 1o determine an enterprisc capital
structure. Thus, ethod is important in discounting S project to
ascertain the NPV of a project (David, 2015; Frank, 2016).

Ac = Gropoiofor gty st o b+ Gropoion of ey sz o s |,

Can also be summarised as:

WACC

XRe+ 2 xRd x(1-Tc)

v wnm.m:mnmwxofmﬂy

¥ Rd refers to the cost of debt,

¥ E refers to the market value of the firm's equity.

D refers to the market value of the firm's debi,

'V implies E + D, which is also the total market valuc of the firm’s financing
(equity and deby)

¥ BV refers (o the percentage of funding that is equity

¥ DIV relates to the proportion of financing that is debt

¥ Terefers o the comporate tax rate (David, 2015).

Debt Financing
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Debt financing for the firm hﬂ*m of both long and short-term sources of debt financing,
which is $600,000. Relatively. the equity structure comprises of both the common intemal stock
and the new common stock totaling to $1.400.000. Thus, the debt and equity structure for the

firm will be computed under WACC as follows

WACC = 240009 ¢ 455196 + 290990 405606 x (1— 15%)
'WACC =13.55% (David, 2015).
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