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 The calculation of the cost of capital for any firm by weighting every other category of capital is referred to as the weighted average cost.
WACC calculation formula. 
WACC = bonds weight * debt cost *(1-Corporate Tax rate) + Preferred Stock weight * Cost of Preferred Stock + Common Stock weight * Common Stock cost.
CBPG has bonds, preferred stock and common stock in its capital structure.
Calculation of weights of each capital structure.
	
	Amount (in millions)
	Weights*

	Bonds
	$12
	52.2%

	Preferred Stock
	$5
	21.7%

	Common Stock
	$6
	26.1%

	Total
	$23
	100%









* Formula for calculation of weights = Amount of particular capital / Total Capital
Example - Weight of Bonds = 12/23 = 52.2%, in same manner weights of preferred stock and common stock has been calculated.
Cost of Bonds and Common stock is given as 5% and 10%
Cost of Preferred stock can be calculated based on par value and dividend amount given
Par value of preferred stock is $35 and Dividend per share is $1.75
Cost of Preferred stock = 1.75 / 35 = 5%
Based on above information lets calculate WACC
Part A - WACC
WACC = Weight of Bonds * Cost of Bond *(1-Corporate Tax rate) + Weight of Preferred Stock * Cost of Preferred Stock + Weight of Common Stock * Cost of Common Stock
= 52.2% * 5% *(1-33%) + 21.7% * 5% + 26.1% * 10%
=1.75% + 1.09% + 2.61%
=5.44%
Part B WACC when company plans to raise more funds of $10 million at 4% via issuing of bonds
Calculation of weights of each capital structure.
	
	Amount (in millions)
	Weights

	Bonds
	$12
	36.4%

	Preferred Stock
	$5
	15.2%

	Common Stock
	$6
	18.2%

	New Bonds
	$10
	30.3%

	Total
	$33
	100%

	
	
	


WACC = Weight of Bonds * Cost of Debt *(1-Corporate Tax rate) + Weight of New Bonds * Cost of New Bond *(1-Corporate Tax rate) + Weight of Preferred Stock * Cost of Preferred Stock + Weight of Common Stock * Cost of Common Stock
= 36.4% * 5% * (1-33%) + 30.3% * 4% * (1-33%) + 15.2% * 5% + 18.2% * 10*
= 1.22% + 0.81% + 0.76% + 1.82%
= 4.61%
Part C - Lets understand tax shield which debt capital provides
For this lets consider two companies A and B
Company A with Debt of $100000 at 5% coupon (Annual Interest - $5000)
Company B has no Debt in its books
Both companies are similar on basis of business and financials
Example
	Particulars
	Company A
	Company B

	EBIT
	100000
	100000

	Interest
	5000
	0

	EBT
	95000
	100000

	Tax (33%)
	31350
	33000

	EAT
	63650
	67000


From the above table it can be easily seen that Company A has paid less amount of tax amount by $1650 compared to Company B which is nothing but 5000 * 33% which means company who has debt in its books gets tax advantage. So for calculation of WACC also we consider same 
