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Impact of the Debt Offering on the Company’s Cost of Capital
Calculate the current cost of capital of Secure and Safe on a weighted average basis
The current cost of capital of secure and safe on a weighted average basis is usually the WACC. Usually, it is the average of the Company’s debt in relation to the cost of its equity. The assumptions when using this approach is that the debt and the equity returns are equal are equal to the insecurity of their investments. The WACC is given by the following formula;
(E/V * Ke) + (D/V) * Kd * (1 – Tax rate)
  Where, 
 E = Market Value of Equity
V = Total market value of equity & debt
Ke = Cost of Equity
D = Market Value of Debt
Kd = Cost of Debt
Tax Rate = Corporate Tax Rate
And that (kd) – 5.5%, Cost of Equity (ke) – 12%, E - $ 1 billion ($ 20 million * $ 50 per Share), V – $1.05 billion (Outstanding bonds + Equity market value), D- $ 50 million, Tax rate – 30%. 
But since the preferred stock is provided, the following will be used in this case, 
WACC = E/V * Ke + D/V * Kd * (1 – Tax Rate) + P/V * Kp, where V = E + D + P and Kp = Cost of Preferred Stocks.  Kp will thus be equal to 5.5%, i.e. (Dividend/price)
WACC = (1/1.05* 12/100) + (0.05/1.05*5.5/100*0.7) 
WACC = $ 0.116119 billion ($116 119.05 million)
[bookmark: _GoBack]Calculate the cost of capital of the company assuming the $45 million dollar bond issue with a 4.5% coupon is approved.
With the 4.5% coupon on the bond, the outstanding debt stands at $ 42.975 million. That means that the Kd value changes from 5.5% to 4.5%. Thus, substituting in the formula, we have
WACC = (1/1.05*12/100) + (0.05/1.05*4.5/100*0.7)
WACC =$ 0.115786 billion (115 786 million)




