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Bank of America Corporation (BAC) WACC
	The Weighted Average Cost of Capital (WACC) measures the rate that a company is expected to pay to finance its assets. WACC is calculated using the formula;
rWACC = (E/E+D) rE + D/(E+D) rD (1-TX)
Where;
(E/E+D) = Weight of Equity
D/(E+D) = Weight of Debt
rE = Rate of Return on Equity
rD = Rate of Return on Debt
TX = Tax Rate
This report calculates the WACC for Bank of America Corporation (BAC), a publicly listed financial institution with a market capitalization of $303.343 billion, using among others, data from its annual financial reports for the year ended 31st December 2018. 
Determination of WACC
To calculate the Weighted Average Cost of Capital, the required rate of return from equity and the required rate of return from debt must be calculated first. Capital Asset Pricing Method (CAPM) is used to find the required rate of return from equity. The CAPM formula is;
ri= rf + βi * (RMkt-rf)
This formula is expounded further in the literature below.
The cost of debt on the other hand is calculated by dividing interest expense (after tax) by the total long-term debt. The interest on long-term debt, and the total long-term liabilities can be extracted from the company’s final books of accounts. In this case, this data was obtained from the company’s Form 10-K, which is essential the annual financial reports. These were obtained from the U.S. Securities and Exchange Commission Website (www.sec.gov).
Bank of America
Required Rate of Return from Equity
= rf + βi * (RMkt-rf)
Where;
rf = Risk free rate 
βi = Stock Beta
(RMkt-rf) = Market Risk Premium
Assumptions:
For this project, we assume that the Market Risk Premium is 5% and the risk-free rate is 3.5%. 
Therefore;
rf = 0.035
βi = 1.67 (Bank of America Corporation (BAC), 2018)
(RMkt-rf) = 0.05
= 0.035 + 1.67 × 0.05
= 0.1185 or 11.85%

Required Rate of Return from Debt
= Interest expense / Long Term Debt 
Interest Expense on Long term debt = $ 6,239 million (BANK OF AMERICA CORP Form 10-K, 2018)
Long Term Debt = $227,402 million (BANK OF AMERICA CORP Form 10-K, 2018)
Therefore;
= 6,239 / 227,402 
= 0.027435 or 2.74%
Weighted Average Cost of Capital (WACC)
rWACC = (E/E+D) rE + D/(E+D) rD (1-TX)
Assumption:
Corporate tax rate is 40%
Equity = $ 267,146 million (BANK OF AMERICA CORP Form 10-K, 2018)
Long-term Debt = $ 227,402 million
Total financing = $ 494,548 million
Weight of Equity = 0.5402 or 54.02%
Weight of Debt = 0.4598 or 45.98%
= (0.5402 × 0.1185) + (0.4598 × 0.027435) × (1 – 0.4)
= 0.06401 + 0.007568
= 0.071578 or 7.16%
WACC = 7.16%


Discussion
We have confidence in the answer because it was calculated from real data collected in the company’s annual financial reports. Some of the assumptions made were on some variables such as the market risk premium, the risk-free rate, and the tax rate. This did not however affect the outcome because they were carefully selected to be as close to the real variables as possible.
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