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Effects of Cost of Capital on Financial Profile
Cost of capital implies the required returns that are necessary in preparing firms capital budgets on projects and investments. Investors and analysts define the cost of capital as firms weighted average cost of debt and equity cost concoction together. In Exxon Mobil, cost of capital is used internally to establish whether their planned capital projects are worthy their resource expenditure, and it always depends on financing mode utilized. Exxon Mobile firm uses a combined equity and debt approach in financing their business (Eccles, & Krzus, 2018). 
The cost of debt = (interest expense÷ the total debt) × (1-T), where T represents firm’s tax rate, Cost of Equity is established using capital asset pricing model (CAPM) calculated from CAPM= Rf+ β/Rm-β/Rf, where Rf represents risk free return rate, while Rm represents market return rate.
From the data collected from Exxon Mobil historical data, on 2019, the weight of equity was 0.8822, and weight of debt was 0.1178, cost of equity was 8. 81%, cost of debt was 1.9118%, and the average tax rate was 12.255%. Calculate the Exxon Mobil’s WACC.
The weighted average cost of capital implies the cost of capital thus WACC=CAPM
Thus, WACC= (0.8822× 8.81%) +0.1178×1.9118%× (1-0.12255) =7.97% ((Eccles, & Krzus, 2018)
When deciding on the choice between equity and debt, Exxon Mobil aims at finding the profitable capital structure that can maximize stock wealth. Additionally, shareholders rate of return is also evaluated by the use of equity beta borrowed from CAMP, and this rate implies a cost per capital to the firm. Since the cost of capital is obtained from WACC, then WACC needs to be an appropriate rate to avoid maximizing the value that is fueled by corporate’s negative correlation. Eventual, it can be concluded that as the lowest WACC triggered by certain debt-equity ratio results to the firm’s optimal capital structure. 
Ultimately, through the review of Exxon Mobil firm’s projects, options and stocks, and also their valuation and estimation of debt financing, and equity financing, both effects of dividend policy and cost of capital have been established. Firstly, the research has revealed that firm management utilizes dividend policy to minimize agency cost bearing in mind that the firm targets at maximizing its gain from the investment and this has positively influenced the Exxon Mobil financial profile. Also, it has been clearly showed that cost of capital affects financial profile since it provides a go-ahead on financing the planned projects.



