1. Cost of equity and debt

a) Using capital asset pricing model 
Ke = Rf + B(Rm-Rf)
= 3+1.05x5 
[bookmark: _GoBack]= 3+5.25 
= 8.25%
b) Using constant growth model 
Ke = (DoC1 + g) + g x 100%
                       Po
Where : Do = Dividend per share recent = $1.25
                G  = Growth rate annual  = 6 %
                 Po = Market price per share = $ 45
Therefore,
Ke =    (1.25C +0.06)  + 0.06  X 100%
                    45
= 8.94%
Arithmetic average  = (8.25% + 8.94% )÷ 2
                                        = 8.595% 

2. Cost of debt using approximation formula 

Kb =    Annual coupon +  face – price 
                                   Years remaining                         1-tax rate
                   (Face + price) ÷ 2

Annual coupon =   6.5 x1000 x 2 =$65

                                100
   =           65+1000 - 94.5
                              20                                                  x(1-0.27) x100%
              (1000+94.5) ÷2

=           65 + 45.275 x 0.73 x100
                 547.25
= 14.71%

Weight of equity and debt 
	source
	Market value
	Weight

	Ordinary shares 
	250,000x45 =11,250,000
	11,250,000÷12714750
= 0.88

	Debt long-term 
	15500000x94.5= 1,464,750
    1000
	= 1464750
   12714750
= 0.12

	
	12,714,750
	1.00


Clear view WACC
	source
	Cost of capital 
	Weight
	WACC

	Ordinary shares 
	8.595%

	0.88

	7.56%


	Debt long-term 
	14.710%
	0.12
	1.77%

	
	
	
	9.33%



3. Amount to be raised 
Equity capital = 88 x $8.5million
                          100
                         = $7.48 million 
925% = $ 7.48 million 
100% = ?
Therefore,
 100  x $7.48 million = $ 8.09 million 
92.5
Amount to be raised long-term debt.
= $ 8.5 million  - $ 7.48 million 
= $ 1.02 million
98% =  $ 1.02 million 
100% = $ ?
Therefore,
100 x $ 1.02 million  = $ 1.04 million 
98
Total amount raised to cover both project cost and all floation charges 
= $ 1.04 million + $ 8.09 million 
=$ 9.13 million.

