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14. From the following information supplied to you, determine the appropriate weighted
average cost of capital, relevant for evaluating long-term investment projects of the

company:

cost of equity 12%

After-tax cost of long-term debt 7%

After-tax cost of short-term loans 4%

Sources of capital Book value Market value

Equity Tk. 50,000 Tk. 75,000
Long-term debt 40,000 37,500
Short-term debt 10,000 10,000
Total 1,00,000 1,22,500

se¢) A paper company has the following specific cost of capital along with the indicated book
and market value weights.

Type of capital Cost Book value | Market-value
weights weights
Long-term debt 5% 30% 25%
Preference shares 10% 20% 17%
Equity shares 12% 40% 46%
Retained earnings 12% 10% 12%
100% 100%

(a) Calculate the weighted average cost of capital using book value and market value weights.
Which of them do you consider better and why?

(b) Calculate the weighted average cost of capital using marginal weights if the company
intends to raise the needed funds using 50% long-term debt, 35% preference shares and 15%
retained earnings.
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