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Student’s Name
Institution Affiliation
Course Number and Name
Instructor
Date



W1
BP debt 1
5,000,000/0.6 =8,333,333
BP debt 2
10,000,000/0.6 =16,666,666.67

W2
Amount at breakeven; 
BP of retained earnings, 6,600,000/0.4=16,500,000
Range
1) 0 < 5,000,000
2) 5,000,000 < 8,333,333,333
3) 8,333,333 < 10,000,000
4) 10,000,000 < 16,500,000
5) 16,500,000 < 16,666,666.67
6) 16,666,666.67 and above 


 BP of new equity 1, 2,000,000/0.4 =5,000,000
BP of new equity 2, 4,000,000/0.4 =10,000.000
BP of new equity 3, 4,000,000/0.4 =10,000,000

W3 
After-tax cost of debt for Tapley. Inc.
a) Cost of Debt with a before tax cost of debt of 8% 
Kdt = I/Bo-fc * 100(1-T)
8% * 0.7= 5.6%
8.5 * 0.7 = 5.95%
b) Cost of Debt with a before tax cost of debt of 9% 
Kdt = I/Bo-fc*100(1-T)
9% *0.7= 6.3%
c) Cost of Debt with a before tax cost of debt of 10% 
Kdt= I/Bo-fc*100(1-T)
10% *0.7 = 7%
W4
Calculating for cost component
a) Cost of equity for  retained  earnings
Kr = Do (1+g)/Po + g}*100
{4(1+0.1)/88+0.1)*100= 15% .
b) Cost of equity with 10% floatation cost 
Ke = {Do (1+g)/Po – Fc + g}*100
{4(1+0.1)/88(1-0.1) + 0.1}*100= 15.5%
c) Cost of equity with 15% floatation cost 
Ke = {Do (1+g)/Po – Fc + g}*100
4(1+0.1)/88(1-0.15) + 0.1}*100= 15.88%
d) Cost of equity with 20% floatation cost 
Ke = {Do (1+g)/Po – Fc + g}*100
{4(1+0.1)/88(1-0.2) + 0.1}*100= 16.25%
Calculating the WACC
WAAC
1. Debt 1, 5,00,0000 * 0.6 = 3,000,000 
Equity 1, 5,000,000 * 0.4 = 2,000,000
 
(5.6% * 3,000,000/5 000 000) + (15% * 2 000 000/5 000 000) = 9.36%

2. 
8,333,333 * 0.6 = 4 999 999.8   debt 1 @ 8%
8,333,333 * 0.4 = 3 333 333.2   retain earning not exhausted

(5.6% * 4 999 999.8/8,333,333) + (15% * 3 333 333.2/ 8,333,333) = 9.36%

3. 10 000 000 * 0.6 = 6 000 000  debt 2 @ 8.5%
10 000 000* 0.4 = 4 000 000    retain earnings not exhausted.

 (5.95% * 0.6) + (15% * 0.4) = 9.57%


4. 
16,500,000 * 0.6 = 9,900,000 debt 2 @ 8.5%
16,500,000 * 0.4 = 6 600 000   retain earning exhausted

(5.95% * 0.6) + (15.55% * 0.4) = 9.79%

5. 16 666 666.67 * 0.6 = 9 999 999
16 666 666.67 * 0.4 = 6 666 666

(6.3% * 0.4) + (0.4 * 15.55%) = 10%

6. Above 16 666 666.67 
16 666 666.67 * 0.6 = 9 999 999
16 666 666.67 * 0.4 = 6 666 666

(6.3% * 0.6) + (0.4* 15.88) = 10.132%
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