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Cost of Debt Capital = Interest Rate * (1 – Tax Rate) WEIGHTED AVERAGE COST OF CAPITAL F = cost of issuing new

stock (in imal form) Cost of Capital – our illustrative Arm ispercent. Thus, as a rough estimate, we might say the cost of

retained. The banks are compensated in the form of interest on their capital. The cost of debt capital is calculated using

following formula. If you asked a dozen investors, managers or analysts this question, you are likely to get a dozen different

answers. earnings is% =% + 4%. Each type of capital—that is, each component—has a cost, which, as we will see, is The Cost

of Capital: An Overview. Discounted cash Gow (DCF) approach—if the Arm is expected to grow at a constant rate, then Cost

of capital involves implicit as well as explicit cost, therefore, it takes future risk and business risk into accountImportance of

Cost of Capital in Financial Management The cost of capital has a central role in Anancial management because it provides a

way to link investment and Anancing isions of a Arm A Arm’s Weighted Average Cost of Capital, or WACC is the weighted

average of the required returns of the securities that are used to Anance the Arm. usages of cost of capital in Anancial

management are discussed belowCost of Capital in Capital Budgeting: The cost capital is the fundamental requirement

ofcapital INTRODUCTION. The cost of capital, in its most basic form, is a weighted average of the costs of raising funding

for an investment or a business, with that funding taking the form of either debt or equity. Some will describe it as the

COST OF DEBT CAPITAL Cost of debt capital is the cost of using bank’s or Anancial institution’s money in the business. The

Cost of capital—the cost associated with the various types of capital used by the Arm. A Arm’s Weighted Average Cost of

Capital, or. WACC incorporates the required rates of return of the Arm’s lenders and investors and also accounts for the

Arm’s particular mix of Anancing. The Cost of Capital: An Overview The Mechanics. WACC is the weighted average of the

required returns of the securities that are used to Anance What is the cost of capital? The cost of equity will reGect the risk

that equity investors see in the investment and the cost of debt will reGect the default risk The project’s cost of capital is

the minimum required rate of return on funds committed to the project, which depends on the riskiness of its cash Gows. o.
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