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How many shares will the company repurchase as a result of the debt issue? How many shares of common stock will remain after the repurchase?
When the company issues a debt of $2,000,000, the number of shares that would be purchased will be:-
$2,000,000 / 20.50 = 97560.9756 shares
Therefore the balance shares after the repurchase will be:-
400,000 – 97,560.9756 = 302,439.02 shares
When the company repurchased the shares after issuing the debt, the value of the stocks will increase. Upon the debt issue, the sock value increased from $18.75 to $20.50. The $2million debt enabled the company to repurchase its own shares at a new price. With $2million the company was able to buy 97,560.9756 worth $20.50 each. When we subtract the new shares with the original number of shares, you will get the remaining common stock. Initially, the company had 400,000 worth of shares, so once you subtract you get $302,439.02.
What is the required return on the company's equity after the restructuring?
After all the calculations of the company’s equity, the required rate of return will be 14.68%. The following formula was used in the computation of the required return:
rS = ru + (B/S)(ru – rB)(1 – TC) 
where, rs = return on levered equity,
 ru = return on unlevered equity, 
rB = return on debt, 
and Tc = tax rate
The rate will be = 0.13+ (2,000,000 / 6,200,000)( 0.13 – 0.05)(1 – 0.35) = 0.1468, or 14.68%
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