CosT ofF CarPiTAL

¥ TInhoduction and baxic Cemcept of binancing.
% Concept oOf Cott of cCapital.
* Baxc mea\n\h@g o cevtain technical  teyms
% Cost off Debt.
4 ColC of nRrejerence Shawes.
% Cot o eaurty.
% CoSt of Teheyvel.
% Ccalcvlafiom of cott ofF debt
% 0Ling foxmula  approach CAppzOXIima)
% VL&ING | RR approach (accuvat)
cunderstanding Hull ¢concept oF debt valuation
with derxivation o  Hormul &)
% bnadergtanding HHoatahon coc4g.
¥ calcvlation oty cost of prefevence <howek.
+® Calculation of Cost of caulty-
¥ Vonous 1&&uel doverning (ost ot easulTy-
* calculofion of welghied average ot o Capital
¥ calcwlatien oy WACC Vging Book vaue weighk
and mashet value  welghig.
¥ calcolation oy Mmarginal colt of capital
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Debt Drefevevice eqy ULty reLev\NeL

% J J J
% Debt holdex ¥ Prederente * BEayulty % The potite
expect a Chare holden Shave ho\dex kept agfde
xed vetuam expect a fixed Though not for utuse

N the fund dividend on explicitty but 1 called

qiven caled fund ginen- impli ety a4 (retained

ag coit of ¥ Though they expect 9o0d eoaningk’
debt ase ‘evmed ag  vetuwm. %+ Cott of
¥ Tt i8S %o ghares, by IS xThe vetum TeRerNEs

Tepresented by Nature £ 1¢ that they 1S veprese

‘Ko’ a pired expect on they —Nied by

commitment capital ¢ Cly
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% Tt g vepretented OF eqyuity.
+# It ig vepresenred

by Ckp.
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G COLT of DERT

% Debt (& an extemal borrowingt made by a Compmy.

% Debt i¢ equally important (Tke having eaqyuly
capital  becawe, 7ight proportion ot debt and
equity in the capital &hucitie enwkuve aq teverage.
CMorve om iz will be digcuged in chapien

Copital Zhucture theomer and leverager).
% The 2umMmmazy of Featuresr of debt i€ axk Hollows —

\
Face Trierest
value
N \

*Tt 18 the * Bonds ponds hay a Redemp-tiom
denominati oy though not fixed matwiy.  Value ig
o bond- always but This 1S So except caltedag

¥ Tnterest ig in most ot in core of the Tepaymar
ca\culated on the Catel Capyy  (vredecmabvte  value-
face value- inerest wotth bondx . Value o+

t* called ok vedem P o
Leovpom) The 1< determined
CoOVpOT Can by agreement

be annualf
even Ceml—
annual -

*% &evo—CoUpoY)
b endL angd deep
diR tount bonde
hat no intrevest
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Naluatiom o+t cott of Debt

Txvyedeaeamable
bonde

Redeecma ble

b ondsg

kKd Trnal and evror
IC\..E) '\'[R'V-Np] mOdf\ ba/&ed
N

[RV ~+NP
2.

Tlwtationt Ffyem T LM

LD Given Tndovmation
Nature 2 Tvvedeemade , TIntcyegt 2 1%,
Tooye prite 2 T 103 (T3 Ppremivni), pay value 3 FL10O.
Cmp: TAYy, Tax 2ate = 3%
Reayudred
cott ofy debt ( kd)

kd Civvedeemalte) = L CI-E) W heve,
NP T = Fnterest
= C%lOOXID\P/,)Cl_.O.gg)X\OO + = Too
Zay NP = Net proceeds
=  830%pa. T (I-8)= Tntevedt afte

TooL -
Ahalys ¢¢ Ty +he given aueztion, ikwue pice of T3
¢ given, but it 1€ not used n fovmula, Nhy?



The TYearkon (&, ZO3 (&€ [&Kue i L Yeor Ago
and 1t g not prevailing doday. oday, iy any
investor want +o tnveLt, he hat 4o do o @ TAay-
g0, Mg invertment wolll be TA§- The fovmula if
tme  Obleyte, 1€ the Teturn on Invettment “ormula
RO = Retumn — T —) I3 = 1 F3

onvat —5 NP—— T4y J
FILFF% (1—-0-38D
= 2-30% p-a.
Though the veal ROl 1€ | F%F% 10 the nvestor, tax
impackt nhat eroded Fhre value o ROt

valuation Ca D @&iven indormation [ P9 No: 49 ]

o~ cost Tntevest = 10°- , Par value = 00, TLuue pAw = ZIO

o a LiFe = R0A&3 — 20893 L syNn), Tax=3s%.
yedee mable
bond Ka = ICl—(r)-t-{RV—NNP—}
[R\HrNP]
2
Z1oo0—-ZF 110
= (Zwox10%) (1—-:3%) + <
Z\100+ZF U0
2
= Z650-F23,.00
Nk

G aale Cappr
Tn +the given ajuestion, dhe bond ig
redeemable, which means it hat a
Kixed life: There are X ALxum ptiong
in Mg asuesrom-
I RY ¢ at T 100 (pay)-
R Putchate i< made at jskue time only.

ov

NoO tca




(3D Given Information (FYINo G- 4)
par= X100 , Lijes loyeak, Remaining like

Tnierest = \0%
Mps = Fo, TAL@ 3S%. = Sy=aR

Ka = TCI=¢) +[LNNP_)
[R’\l"\' NP’J
= [iloo —~ ?%o]
= (Zloox 107.)( |—o-3)t S
[5 10O + %%o]
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= T O+ Y w0
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W 6%F°6 pra (ApPX

YTM APPToOAch
Y™ means Y{eld to matudity: Tis mode| congidex

IRR concept and therve by givNel accuvaty Kd%
i< only an approximats 2

®) IWhy dboe dermula
Tn the aboNe ~otmula, tThere are R aPproaimdat

numbert nNamely —
mm\m orce O

qgain [0« inveLtment
C Numexator) C Denominator)
N5 N
Trvegtment valwe = I o ginice numeTaror has
Redemption value = 100 already comsidered
\ RVENP, t0 maintzin
Tnveztory who inveisred TEo Unimmf‘l’g, denominatos
i€ <o\d back 1o cempany congideved avewage
@ X100, eventually mawing invegtment maxing
fpoymula ak an average

a gain of TR0 at the end

of S yeat But the tormulg estimats but nhot



ugest average capital gain

occuraty - TO make t

pra as iy it 8 uniformly accuT ol we usLe

earned thyough out £ yeax
which ¢ not tzue.

\
But pmoTMmula cant eLcape
having +his becauge +he
numevatoy to the foymula
IS having & components

namely
N
\ J
Couvp oM capital gain/log
N N
coupon i& C /e L ghould
Pra terme be in p-a terwy

to add 1o <F
past which 1€
already in p-a-

terms .
\

T™© make it move
accuvale, \RR i<
wred

calcvianon of [RR /Y TM.
vear
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PV e Degited B change

@10% Te6-FYy T 20-00 + X 6-FY
@157 TFI 44 Z 80-00 — e 5
A S% A& &S
Accutate YA
From \D"/o POy From 15% PoN
S°/° — = L0 €% — F1£aC
1] — X6y 2 &— 3 8-
N2
N 2\
10+ = R 2% p-A IS =279 = IR-2%Pa

Analycis on aond value

leig Say Aov €9g:

LYy  CF 83 4y  ¢cF €37 4v cF
(o} Cgo) V] C100) o Ctiod
l-S 1o 1~-< 10 I~ 10
S 100 s 100 < {00
Te (N T= LOY. ¥ £ \07.
Following conciukiond can be dyawn
! 7 1
Bond S&ued Bond {%ued at Bond i&kued at g
at pay and digcount and premiom and {8
Tedeemed at px¥ Yedeemed at po¥-  wvedeemed at Py
J J
ROICKy)= Coupon Rollky) = covpon  RolCkd) = Covpom
-|- —

capital galn capital lo&.



?‘Q O Naluation of &€ CoUvpon [Dp Bond.

o esD CouVpon bondk [ beep digcount bondg ase those bondg
which ave itkued at a discounted pnece and ovse
Tedeemed at PT- AL RuCh, no intcreatr wflll be paid
dunng the term o bond: The implied retumn o
XCB can be calculared agL Under.
PVS:CB = W\O\’\'Wﬁw va lue Cf‘/\\l)

C+rHn

PN = i . T R,£00 = =21, 00,000
o ESES
Cl'\"b’)as': QI,OO{OOO ) U..\_'y-')qs-; 4 0
TR0’ 4r= S[yo
| %Y= |1 1K9
T= 019 (or1) ¥=15-90%h.

How O Calculate any Fook O A Mumber unng

Ca\cl & foy ¢
A,

* Pre it the desired

T number-
% Prege IS Himes.

% Pres& —

* Pret ~(woot numbeV)
+« Preg ¥

e Dret Uyt M=t Siimetes

The NUuMber Ob+ained &
(vﬁ’), weduu_ ~) o get
Corvrert number.




Valyation of an amortiled bond
A amorrited bomd i€ a bond which vepay
the poTHon ofF PRAncipal along with interest
b any. Theretore, CaMHpwe eveyy Year wslll be

0" owneven -
Q%$ CsD @aiven indor matiom
b(_\‘b Lite= SyYeax, TuUc pwe = I LOOD, covpon = &%

—

v= 6%, &Cheme 017 amorHicanon = exqualy p-a-
"

=3 AtB
I I T
| s000 CLo00) 41000 (o0 (1400) ©-A43 (13R0-20
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4 O00 (o) 41000 (180)  ruibg) o4 Alg %]
< OO0 (roop) —  (%0)  (U0%0) e F4F 866 Fb

TERFS QR

Cc onveytble bondk concept

¥ convertible bomdRk 4giveg +he holdey, an epton o
convext into  ghagerx Cor) To rvedeem Hor <akh.

% calculation of VAlue ot CB I8 Lame 2% calculating
the valwe oty redeemable bond-

% When ™t comet o0 Tedemptitn value, the higher of
- Can Value vedemption and
. Stock value yedemption
is congideyed-

®* Covpon TatL = (S% *® Payx = T 100 X (Lifke= SYA-
% convexgion Taio= (210 % Mps= ®IQ, g= £°%6, Tars 387,
Qrep | 2 calevlation of vedemphion Value.
Redem ption \alue 2~
caxnw Value of Yedemption 2100 (at pcxzﬂ/l\
stock vale of debentuzel = T 1s3-1C
a) MpS (Po) = 1

1l




) gq(pa) = £°% N
c) MpsCPs)= T1R(I-08)™ = 1€-31C

d) No- o ¢hager [ bond = 10
e) converion vawe o = TIC3-|S
Tedem pHvn
Srept calcvlation o Kkd Cappx)

Ky = T CI= )“"[RVENP]

RY-N ]

|S3- 1S ~—too
= 1Cl-o gx) —\-): ]

{lsB < +IDO:I x 100
2
- 4- 3L 11063 Y100 = Lb*10%%
1D T

£ cost Of Preference Lhave capttal

* AR pey companie’ Attt Koz, PLC Mmeanr A Shave
capital  which wlll be given Telatively more
preference N feyme of

J
vV 1l
Dividend Repayment of Capital
N
\[/ cor) \I/
on winding up Betore

¥ Payment of dividend 12 not mandaiosy but when
paid, 1t 1€ pald In prederence o  eayuity -

* PSC hat Aixed vate of dividerd.

% Prefevence Alvidend & not a chayge againct the
protitt, buUt e appmpiation out e  profii.

% That meaws, PD 1& appropiaiion out eof PAT




gince  tar e alveady deducted, no additional

ta tmplicandOnl on  preterence dAividend-

* PLc 1 ofF A tYper ——
Tyredeemable Redeemab\e
Formula for Kp
\ 4
%
cett of PD= Preference diV CcCett of
1Tredeemable 'Ps’ PX redee mable ¢ P2’

NP= Net proceedr

e Ry= Redemption value Kp:
P> kp= COLt of P&C- PD+[R\/;NP
NP

[R\/ +NP
-; \
Cap po Xymahion)

v

accurTacy can be o b tained by
uiing [RR model ¢ Trial «€sror)

B\
Q%'h( @iven information

¥Ratp of PD= 10%

% Poy= TIOO , 3¢ PSSUe pnw = T9L.
gince information about (1€ wedemption I-€- Life i& not

given, it 1& an Medeemable prefevence ghave:
= PDp- ) = = . 2
Kp Pa _ T looXlor . TIO cloo = 0°S3%p.a.
NP Tas 248

Cost ot prefevrenwe ghave capital with cogis.

¥ Whenever PS8 ave §2CUed, that i&kue InVONe lot
o cotte Like

- Poogpectur COLHE
¥ Thevefore, out

legal cOLE + Regn COLE ete.
ofr the amount vaiced, certain



percent will be wWied 4o incur Thoge ¢ogK and

company can  utilice  omiy that balance let out
aptey M expencer.

Hewce, for the purpoge of caltulating the Kp,

hose fHoatahon coxie  ghall be deducted fsom

is5ue inflow 1o axrive at  Net pwceedk .
N-eT pyoteeds

TOtal amount YTaiced =

= XA
> Hoatation cotte (%) = (XXX)
N-et m\’)l‘_'&ed& = XXX

w\e
Ry ¥ CED Given Indormation
& Net pvoceedt =

T &kue pne — fHoatahon Cog—

= %\OD - C%OD XBP/QD
= 56(#
b- kp= PDpa _ F1g _

In NP B
({%-U( Given information

» Dividend= 0% ; % PaT= oo ) ¥ TLueprie= AL

¥ Ufe = l0yean
kp = PD+ [RV-—NP
N

[R’\l—l- NP“J
2
= (Stoox 107%) + ):%100 — I?qs]
T
[%WO —1-561&’]
o)

\R3F% P A

1

ZI 0 +5D'§Oxloo
R -s0
10" ¥4 Pa. Cappx)

)



calcvianon of [RR /Y TM.

Yeay CFP PV@® ay, PVCF PR | 7 PVCF
l— 10 1O ¢ 412 64-1¢ <889 <8&g9
\O | 0O 0 4 R R0 0:358 3K5'R0
Npe= 106 -38 Vee= Alr09
Py Vps Degired \pes  change
QA% T106-38 Fqx-00 + =138
@ Wl Fqu-09 TAgL-00 —X 09
A= Q%o A= Q‘Q‘?
Acc gﬂwctemra'a
From Ci’fo POy From l”rp/o PoN
R — Z 189 27— T 189
7 & 038 2 & T o-19|
J
+1-85%
\ Y

q+1-88%= 106-889 H—o\S = (0-92K5%




6 cost of eaquity (ke)

¥ ke debt and preference Shawe holden, ea ulfty
Shaye holdexk Ao expect a Tetumn on thelw

capital

*

called

ag

cost ob eqyuity'.

Meth ode of calc ke

\

Retusn — based
Models

N J J Sty Pt
pividend | | Bawsnings| [congiant | | Real ted Mode|
based baxed qoowth vield d
\LD \I/E \ID/| -To\l;c Kes= RE+ BRm-R)

ke = B ke= = femmtl calculated
D= cCuyvent dividend Rf= Rk —frec vatn
D= Expected dividend R= Peta co-edfficient
Po= cuvvent pre Rm= Mar ket wetumm

E= Curvent easningl Rm—Rp= RISk premiom:

pividend —based model|- No gaourth

¥Tn +his model it I8 ascgimed Hhat <game dividend
Wl be paid  perpetually. gnce Same dividend is
pPaid uniformly +hwough out the lite, MPS IS algo
congtant .

¥ Thie model ¢ genevally wied by invettoy when
thelr indemtion & to get a fxed dividend evexy
dexw  ivTeRpective OfF eartninge a LOMPANY MakKe.

cel £ -~ made T I\luttra™ om

X%~ bdividend expected = F 3pa.

*  MPpS T 30

calculaty ke

—



ke= 22

= . = 1 O%/o

D
“Po T20

Bawningc— bated model — congant qaowih

¥In +Hhis wmeoedel it 8 acgumed that game carning
wtll be earned perpetfually. gince Same earnin@ S

acumed uniformly  +Hyough out the lite,; changet in
dividend policy donot attect “he ke

¥ Twie model & genervally Yexoried when the
acquigiion € not on C¢mal ccale but i< made
on  lavge ccale like take—oueR | Kubesem tia) acgme-

cel £ - made T llughah on

% EPpS pra=s IO DPs MP¢ = Z 100
yr k¥
| 107, |
< 2or 3
3 soy I
So\% Ke= € _ 210 _  |o%.
P 00

Dividend @rowth model
A2 pev dividend gwuwih model, it i¢ aLkumed
Hhat dividend witll be PAId every year with a
congtant mark-up A\ perpetuity-
ke = DI

o 0
D= Do (119)
9= bX¥ , b= vedention propertitn , v= ROE
D
K

o= current dividend
e= Co&t oF ea;ui*hzf.
ﬁ = P| — PO

= ( alrer nafive way)
O



cel\t — made 1wl trat om

D, = =3, chgeam back) = F UL, congtont ‘9"

ca\cvlat, what ¢ the gmuwth 7;411

%ols Do = XAUNE |, Dy= DollTd) = EQ\\LCWHB

Da= DIC1HG) = Dy (11 (1Hg) = Do(11g) = T N1

Dg= D 1Mg) = Do ¢ 173) (D) (19)= Do crtg)>= TS gy

Dy= T 1S 1+g)Y

Pc=FT&US CL+DY

Db = TXNSC IHDP

Sbdp= I3 = sa-nsc\'\-ﬁ)b

> F3= FusCirtg)b

> (1tDb= T3/ xa )¢

2 1@k = Lylal

7 1tg= é[luiay

= \tgq= 1-0b

= = O'OC’)/&“/Q'

\YJ

a N 9D @iven information

\L'&\ ¥ Dividend paid= T/ ¥ Jaw value = T10 % 9=10%Pa-

-~

¥ Mpt = TEL , % Ke=?

Gol: ke: D‘ +a

Po 0

= Do (lt9

A& g
vV 0

Po

[\

Rtold , o0

R

= 018 COT) |-

NoteLs How o identtty dividend aL D)4 Do)

Vv

\\/4 NV
pividend paid) Evpected dividend Dividend foy

Jwat pald P Leveral Yeax

N

€
. bo | =T . Do |




RealiLed Yield model — IRR mode)

% ANl the previouk modell eithexy congider The

Prefent dividend [ eavningl , compxre Them

with Mpt and then calculats He (either with)

w -thouk  gyourt).

¥ Realiged yleld model concentsares on actual

et an  invettor hat actually eayned ov-ey

€  holding penod.

% Tt ¢ al about calculating LRR of invegtment.
QoD
Amount nvested = I ;000 (par)
Realiged amount = R |18 ( thyear)
Avevage 7vetum foy holding peyiod = |20 p a.
T 111¢— 000 Cappx)
5 \,OOO A\VV0
&)
A EBEE B
| 10O 0:90| 901D 0 88< g & &0
2 10O 0-213 g0 0:F83 F8-30
3 |0O 0-%#3| 210 0693 6430
Y loO 0659 6L£-90 0-613 61'30
< Lo O 0-£93 £9-30 0.3 cyr30
N IR 8 o' £93 668.490 o L4323 61+ Lo
103&. <0 Q864 A0
Py Vpe Deg\ved \ps change
@ \*  1038-X0 l,000 +38.v0
@ 13 % AbYy RO {000 ~ 3c-%o
A=l A= F4 30




Accurate Tatle

From 1“6 POV

22/, PoON

Pl — T 430

o ——> TFH30

! ¢ R 38x0 ? < 3I3c¢%o
s
\ \
HH+l'oYy= IR0 4% 13~0:9b = IR04"%
$0
RO gy Stepls Calculation Of Realiged YieW pa.
g~
Yeax Di Pi Po Di+ (Pi~Ps) = Po
| z 1 931 29 194 4y®h
2 2 ZFISO  T9HES & - Q\%
3 210 I Z|I'so 6- 097
4 IR Rlo.bp RN T F3%

let Wh aKkume an

Step 2= calcvlation of yield 4or matudity
inveLtor hag enteyed into

The

martket wWith T 100 at +he beginning ot

vyeat |,

re—invested the amount So rvealiced in

the wmarket, he

will end vp ar onder z-~

Year 12 100X 1\Auy = F119-4Y

yexra: T NA L XIR8]) = T 183-13
Yeat 33 R 1S3-13 x1°0609 = & 15 4S
Year 43 T 16 4EX 1'0FF3 = T |F5-0D

N

FNe PV Ct+)"




FTFS = 3100 (1T &
(DY = 3
Q1) = YJrzrs
Itr= U\
Y= IS%.

HEORY ~ PNVECTOR BEHAVIOUVR

OTILITY T

% From the gecuntiel, Marcowity ShitHed the arention

on dhe invedtor: He (dentijied that these ave 23

typeL of Investok, nomely —-

G | ﬁ s, |
J J

\/
Thoce wLONO Thoce who pay Thoge who wiant
dont want +o PYemiV) fov only retum «
tawe any wide taking the wigk 1gnove’ erement
2L they haveo / of WK
They focut m

tale anq: A<,

they will demard maximum  vetum)

than cesxtainty

highey wetuwm |/
premiom . of ¢ occurency.
N N /—\/
Al Pott folio NO  Portilio theony .
theomes




CAPITAL AU ET PRICING MO DEL (CCAPM)

N

o
J

A SSum ptiong

N

Foymula

Vi

*

The inveLtton ave ratrtnal: That meawg
they iNVATt on the bagig of Nl 4
vetogn protite and not on gentinnen

Prverton axe  wlsk-averie s

Al invettor  have gimilay expectation

* | & | *

Al are havmra Full inFormation about
mas e

Theve (¢ a wRKk- fret ascget and
borTowing and  lending t¢ pocivie
ot that Tat.

(2 W Tuper of UL and heis impact

C suremae

%

k% ok

Re= Rp+ B(Rm-Re)

Wheye

18 expecied by
it
Re= Rl Freevaty
L= Maslet vetum)
Rin—Re= RiCk premivm
B (fm-Rf)= SecusHy
TICK premiug)

on C A P M.

% RIS meang a chance of non-occusenc . That

meaws, A chance of not geting
teer e a ofek

expected verum)

¥  That ek cay \fe of & ypet name\zj—

 onegtiematte

b J
Rlew originates from % Rlce onginater frow
mal¥o — economic company — &pecitic
facmon - “achoy .
Unconfollavte K comfpllable oo ugh
divewitication -
cay atk & premmm K Comot Atk & premium:
Meagured uetng B' o Meacured uing evor'y!
Exampiles <= A —EXamplregs—
o High infafon * No technology adv-
- fdvere qovt Policieg « H{gh [HTgarion Catig
¢+ Reciglion ete e Mk—-ngt ete.




oF BETA 'P

A gqresdive De tensive

game 7k ay

Ritckier than
motket PF Mmarlet P¢
caPM (Kke) Tn a diffevent -form
‘ NP
\ J
RP=1 (When vlsk {8 Lame B= O
\’ ak MAY Kek) 4
ke = Rm Ke= RF
peyivaiion | Ke= Re+ 0CRmM-Re)
kes Rpt I CRm—Re) [ L ke = Rf
- g
K.e: Rm P;D (YA [?’;l ‘5>|

Given indormadion
Rm = |§‘7e

\)%\\0 Re= 10% [>=1"3S
U(;a;& Ca\lcvlatiom oF CAPm (Ke)
Kes RF + RBLRm—RP
~ 1o+ 1'*< (15— 10)
= 1@ F3%




cost of Retained earningd (kr)
¥ Like eaul

Ty, retained earningg aleo have a cact
agoctated with {t-

X Genevally,
any  Cegis.

% %o, all moédelr (ke dividend, eamingt and

qwuwth models uged o1 ke will eawually appiy
1o Ky

s Py Simpte tevme Ky = ke withour Hoatation CoOUL.

retoined earnings ave not cubjected o

Differencer blw Cott oy ety 4 Cost Of retainingk.

Pavticulars cost of vesevves

I Fund owney  Equity Lhaseholdes EQuity ghave holder
] Nature origina Hund Redfum on invst

3 Formula ke = %:; +9 ky = ke (1—FL) (1= bv)
C1—tp)

¥ R'€E ave occomulared ottt of The company
which can be wied al Source o financing

¥ R'E- belongt 10 ESH. Therefore, uging RE ¢ Same ai
uging &% money.

% The cCost oOf &CH money (L ke Thevetore, prima-dacie
Ke= Ky -
% towever; Sometimer  kr<ke due "o the Hollowing Teagong
a- Ral&ing money thsough equity Invower Hoatation
cost but (R’ ucage doegnot have AHoatahorm cofe
b- T the ‘Sn’ yeceivek dividend and Invest <€lse where,
he hag 10 pay bookemage oy maning Such inveztment
But, foregoing dividend and allowlng C(Re’ 4o be used
by the compony doetnot have bribKerage-
Cc- The €CH Suffer o percomal tax i he nvert om
his own (Lay FD, Govt Sec) - But, he allow Compary
10 invest thoough Fexained eoenings, the profit




earned and ditt bured at dividend it €xempt
from tox -

% Tnerefore, Wr= ke (1~ Hoatlng Cott) (1~ b0 Kerage) (1—tax)

\QO
%&g @ &iven information

P
ht % Face value = S10 , ¥ MPS = TIO0 , % TLCUe price= =90
% Foatarion cotk= L, % D= Rlo, g= L% , Ke= 2, ky=1

Notea?
Ke= Dt g = 0 o 0c a- Since Fl.cost ig
Po (2190-3<) gtven in T et we
= 20 4 o< cant use Apymula ar
|8 atforegald -
= 10" 4 \% b He takek TP gince they
i not yet i e
Kr= % *8 =  Flo 4 0405 mat ket -
o 00 c. RezesVer betong +o
= 10%. Exigting SH, theyetore
they wlll have Mp< not
P% No Example — < TP

U(‘B»O\ Ke= 80% , fHoatatien cost = §%, tax=236% , WKy ?
%ol:  Kkr= Ke Q\-f)C1~Ep)
= 0% (L-0:0¢) (1-0'30)
= \3+30°4

0 \
\’OGQ QD given information
bo= T 419, Po= D, =%, Kki=72

% Zols K= %*‘ﬁ = Do('_\'\‘a)_\_?
o Po

= ?L{‘\ﬂC\"{'O‘O&'\) + 00
ZF <0
= 13- %0%



06&0

1D @en informaton

P Rp= F%, P=1-a0, Rm—Rp = &%

%12 & per Capm, ke= Rpt RCRm—Rp)
= F+ 1-Q0 (b)
= IL\_‘&DP/Q.

% T company dekizel o vaise only uing any one way,
then codt of Clapital 1€ only that Colt of Louvce-
% But, novmally company dent get only fom one Couce,

it vaice fomn multiple foured. $o, the colt of lapital
in guch o cate i¢ called as "Ovevall cogk of Lopitay”
Co¥) weighted average Cott of Copital'

GTEPS N CALCOCATING WACC

- Calculate SQpecifne COC

3. Tdentity the amoun¥ involved

2. Calculata pwportion 0f €ach Lpecific capital to the
ovevall capital- (Thi¢ will be werghic)

4 multiply Cpeciic Cot of each Cource with i
covregponding weight 4 obtain Ko.

FORmMUL A

CIMg Kd) A (Wp- Kp) + e ke) + (Wr- k) = Ko Whate.
PeNO -1

ko Wg-KJ + INp- hp + We ke T Wy Ky
= (o xb) + (0-1s%X4) +(o 1oxt) + (0-aSK (0)
= 19<%
I D the popo¥tiond axe calculoted Uking book Nalue, the
weightt ave calted ag ' Ropk Value weignietand 1€ the
pywopovtions axe callulared Ugking warket value, the
w<elghi ave called oL ' magket value weighie".
9 When we calculots MV weighit, RE ot a Louvce wolll
not be there becawte, the moarket prite i€ The value




ﬁO
T

both for capital and wetained earni ngk.
3- Generally, MV yepreeentc the bue value of the capital.
But, dor OLNlicted companier whole Lhave and debentuves

ave not ®ading in RCE, the only value available ig
W 2ook \alue''

4 INhen it & given a diffevent cot oy Capital for both

ke, £ ky In a problem, wWe need +o calculate Kekhr
in paOporTRon to thelyr Book valuek.

@R <01 calculation of peopostion of capitalsRE

Book value ofr cqp\taL_ T ;00,000

Book value o ReE = & 1500000

propoytion of mp\taL—ro total=2% S,00,000 O-2C
F RO 09000

proportion off RE o total = T 15,00/000 o . 4¢

3 &o00,000
gtepas Calculation of proporh SN&ta ualues

MY of edq-capital = T &$;00,000 X ©-&L
C£0,000 X S0) = % 6,R5000.
MV of RE = TRS;00,000 XO"FHLC

= 5\8,?{':[000'

3tep2: Calcularion of cost of Capital (Ko)

ousces Amount @) £330 PO THION cogt Wt cott
Eay- 6:S,000 0-as 10 | R 60aAL
RE | g, Fs,000 ©-FL 1600 <000

]S, 00,000 Ke= |0 D&KL




A brety analysig on Debt matkelk in T ndia

% Like eauity Segment wohere variable Income
gecuntier Ccalled ghaser ave tsaded, there ig
a much morve big marvket called ak debt
Mmas ket -

® Normally , we as av) individual ase negligtble
pasticipanik- T ndividualg cannot parhicipatre
eveoy where in that market: Tt i€ mars ket
that (e Hully dominated by banke, qoverment
Inch-tutiong, government Cteely - They are the mq)or
player in debt masket:

% In dhe debt mawket, one o the mgjor pasticipant
1S  government cecusnties C6-Led): Rl il the only
vegulay of dhic market: Thic ig operated thayu'
an ofhice caled ax (ppo) " PusLic DERT OfFFite"
Thaough PDO goverment Taicea money by 1 &ue
oy G-Lec-

%x The problem (g, government waikex money Hru
toxer and then hax o wWae +hat money Hfor iK
govereign functhone e-t-¢c Bat, public gerwvice &
dene every day but tomek ove collecred in
INdtalmeni€s 1o tackle thig lhauwdity problem, Hhe
It 1RUeL govt Lec.

% G-Lec arve of & 1ypeR namely ——

N
J \

EhotC Eerm Long teym
CT— il (Dated -Lec)

v Conly @) 4 Conly €&)
. lyeas = lyeay |

2 Sty dev

\l/ \L \l/ loan

N—-day 1€ —day 364—day CLpL)



¥ T 2iW are purchased only by authoaled

pagticipan®t Callowed by RED: Generally +he

Bani®, mmm F¢ inveet in thic T-8IfW Synce,

nvegstment  in T- bill ualify Hor LLR-

% T—RBUU ove 10 be purchaged hot on the ba&g

ofF fnce mxed by any bne perion but on the

ba&GL of auchioned pmcet- Auctioned pPYiced meang,

It wWoTKL al | Wke A 2iek mosket where the

oatticipani€ have liberty o quote thew prices-

% T- sl (Al-day) aucton taket plale on evedy

wednetday - T- 8T C 1€]364 day) auchion +akek plaw

on every alernative wednerday. Auchon 1oous

ask vnadey

pid No Amoount N @ Qovt need
| 2 looey 29490 T 000 CToTE
2, = voCY 39890
> Z ey F 9200
G T Yooy TA9 (0
< 2 150¢y FL A+-60
I

ve- avyoN ging them 1N the

delcending ordes of fowcdd

pid No Amnount [28X74 cum: Amb
4 2 40O 94910 2 Loo
a 2 K00 _ 9890 F300
3 3 10  ggeo = (,000
(® '
<®

Bidder - 2 qyualifier only Opto T 100¢r and biddey

| £ & ave 'b’e\je_cjf_d out Mg ht-

Qince bid cloced by accepting pidder -3, pid

cloted @ Hnal pnee of Tag —oall parhcipani-




¥ Othey Ppopulas componenk of Debt masKek ase
- Ccall money
- Repo

commescial paper [ 0D,

# In casre of Repo masket, Banid wtll borsow fFom
othes banks Keeping T—-BIUWE ark a LecuAty. They
give T=sfWk at a lower pnce with a guawran teed
buying price in —futuse.

% commescial Papet ¢« COD orve cCcorpasate £Tdebt inkt-

* ca\l money
~
\) Y J
lI—day 2d — lydawy Ao0days
cover night) Noﬁ’c)z Term
N~

XN blW BAanKk and ano thes
Bank theough a e-—-gcwyiem
caled " Negotiated dealing svﬁem C NDZ)
C AN call money TeqLitemeni of one bank will
be known to anothes bank Vging thig NDS-)
N}
™Me mIRoR Tate & Extsacted al Volume w-Avg
tntevest” saer  quoted in NDS
N
Rarea oare monitored by " Financial benchmosly
Tndia HCFRIV". Tn +dhe FBIL, Pashtipani ove
*Fimmba — Fixed intome money masket desivative astn
- T2P — Tndian bonkew a¢&ociotion.-
- Feo & — Forved dealen a Kkociatiom oy TnJig
\B
The W -aAVg TaeX ase then calculared by ccil
ond puvbUghed between Jdam £« llam every

day -



X  Hente, ome cavn undevrftand that vederence vaks
are Uninfluenced. MIBOR 1& +hete fote an indep

—endent yare.

Summany Of Cost of capital chp

% Value of any aget 1€ PV of R Futuse CK ditc@
ROR.

* The agets ondey thig <hapier ave
* BONndg
o Pyet - Tnaper
- Eqy- €hases -

* Vorouk capitalh and dhely a%ociared Ccodg £ the
formulae (g ag ondey

T Debt Ko a- Tyredeemable
+* TC1—k) 4 w]«\—hout
NP - co8t)

* Tn Calte OF vedeemable
bonds, Kg calculated ¥ TCI-E)  Cwith €1
uging the Aformulg (s NP-—FC colt)
a 'Mere approximare . b. Redeemable
Foy accutate ka, one  x vCi-t)+ (RY—NP)

must caleulate (RR- n
RN +NP
2
cwithout - colt)

% TCl-B) + (RY—-(NP=FC)
N
RN HN P —FC)
2

Cwohy f1- colr)




IC.  Pyedesence Kp

* Tn Cake OF tedeamable
Prefgy, Kp calculated
uging the Adormulg (g
a mevre approrimare
Foy accutate Kp, one
must calculate (RR-

T - Equwity Ke

a- Trvvedeemable

% PO (Cwitheut
NP 1 CoLlt)

% PD  cwith Hrcalt)
NP— FL

b- Redeemable
* PD 4 (RY-—NP)
N
(RV+NP)
2
C with out - cost)
% PD+ (RY—(NP-FQ
N
RV +CNP—-FO
2
C with - colt)
a- congtant div model

Ke = D
P
b congtantearningk
Ke= E
P

¢ conStant growtty

X ke= D L g Cwithout
Po - oL
Po — FC - colt)

d. Realiced yield
KCQ Dl"l‘CPl"‘PO')x\OO
Po

c- CAPM
ke= R¢+ P(Rm —R¢)



W Retained

Ky & Qeneyal cate 0000

eatsning’

T compagicomn g bluo

old ke ¢« Ky, both ave

came - That meang, all +he

ofore cald S modele can

be Teured fHy zeLer\ec.

b: Speclialcage

Tl comparicon 1€ bl

new | Kue ke £ hy, both

ase nNot Lawme. Fn guch

‘o care, ky (s ag followg:

ky= ke Cl=H-C) (1- by C I-ta)

<>

Y

WACC

ho a- Vg&ing BY we|ghi.

Ko= Wd- K4 + Wp Kpt e ke

+ Wy ky

Cwd, Wp, We, W71 at BY

pPropoOTtiOM o total Capitl)

b V&N MV weighis

% ke = WKy

Ko= W kg + Wp- kp+ We ke

* ke ArY

When ke 12 =F Ky, then

gL cale MV of eyl ty.

gyr: 2dentty BV PP

g3 MV is divided blw

eq)uity £ reresvel in

poopn o BV
g calc veapective wt-
colt -
Ko= Wh-Kat Wp-kp+ We-ke
+ Wy hy.

CIWa, Wp, We, Wy (@ MV pr0 pg)




T Stepl: Calecvlation ofF K4 Cpost—tar)

a- Fovymula

RV — NP NP= NP~ FLCaCtX.

Ka = ICI-E’)‘!’[T-T
[RV—\-NP]
<
b. applicat on (00 — 100-2p NP= F10S-4%
= (0(l-0-30)+ 1o = T 100-29

[IOO—}- too-%o]
2

= I-0'0% - 6883%pa.
(0O-LO

c. calc of IRR C Accusate ka')

\.f

| —10 T3  Sgog T 08y 49 |*
fo) OO o 61G 61 Yo O So08 SO-%D
NB=11S kS Ve=99-9%
Alt-|
Py Ne Dessived \'p o
@ S% Fus-4< T (0S T loys
@ 31% Tt T (oS - €.03
A=% IS-Y&
S7 PoN A% PN
R% — R1S-4¢€ R%% > Z1E- ¢ g
VAR w— ol L 2 ? ——-3s5-03
= "‘r [-3S = — 0668
kd= = + I'38 Kd= F— 0-bx
= 6°-3S5% = 63857

Alt —Q AR per |CAL Suggerted answer, Sometimes (RR
will be calculated taking NP~ FC at  comparitive.
That meawy, In Mis Quertion, indkcad of taking Dedised



we congpder T 100-2D CRIOS — 4 %)-

Np a4 =FloS§,
Kd= 6:-89°%
StepRs Calec ot cost of p¥el- Capital
a- Foymula
Hp Cvedeemable) Coolth M- coct)
Kp =
PD + [R\I'NP—) NP= NP— FC
N .’:3“0"‘ o
RVANP = X 103-2p
R
b &PPIN
- o+ Stoo— I 1OF %o]
1O
T ROF 80
P
= FTEIR  _ 4-0b%
T 10390

C- |RR calc

s

1 %3] T38-6| 8:S30 3Ju6L

| — 10
1O OO o614 6Lk O-F4y RGO
Np=Z (©0-0D Vp=R 1% -0&
P\ Mis Dexived \'p A\

@3 % FUT-0S T 10780 +T-8S
@57 T100:00 S (042D — F-80
A= 3% DlF-0C

3% PoN 5% PoN
RYL — T \#F 0L R% > 3 |#- 08
2 1T RS 2 & -3% 08
= +1-09 = —09
KPs 3+1-09 Rpz S%— 0 N%
= 4 09% = 4-09%



Qep28 Cale of cost ot expyuity Ke.
a- Formula

KC:— Di
Po — FC +d
= ! 4 0068
I~y
= 2 4 o008
30
_ 00X YO 0%
= 10%
gtep 4z Calc of WACC (@ Book valuex
Source Ammount(T) Paop cogt LWt-coct
Debt S100/000  ©0°RS 689 - ¥a3
pre- L 00,000  O-&S 4 09 |- OR3
Eouiy (0,000,000 ©-LD |O-00 £ 000
RR0;00,000 Ko = T -F46%
Stepse Cale 05 WACE @ matsket valuer
Source  Amount(S) Pwop cogt Lt cogl
Debt £ A5 000 CRES 6-89 O34
predf- Sr€0, ©00 016 L 09 o -6ZYy
Faoly RU,00000 069 | ©-0D 6-00
3¢, 5,000 Ko = 2 See<,
(@ead Stepiz calcvlanion of individual Cogt

A cost of debt
Snce like 18 not given, the bond ig akumed af
iTredee mab\e-
Ud Cpost—tar) = L (1-t)
NP
= T (t-0-50)
296
= (R&/29) Xloo
8-33% pa-

\



b- cest of -preference showser

Snce life & hot given, it I« akumed that the
pref: Shaset arve (sredeemable.

kp = PD _ RO 100 = [R%p-a

NP 3940
c. Cost of equity
) cale of gzowth Tae )

EPS Caoal) = EPLegosd) xioo
epS (QoR06)

= T-F IS
IS
= [ 0%
(i1) ealc of ke
Ke = D1 g ® Di= EpLoop X%
Po I 36 XSD%
= §l'_'8@+ ©'10 = X[
FR360
= 5%

X100

1l

Stepa: calc of mo¥ginal CocC

a. mavginal COC meank, additional cott of capital.
Tt 12 dhe cost of ¥AKNG additichal capital

b- @ince, additional capital (& ¥gaiged in MaT ket
Valle feTmg, marginal Coc ig alveady in My
converead mode-

¢ Pn cage ©f marginal coc ayuestiong, iy new
capital to be waiged i< not mentioned, then
agume that £ ig (®ued N propothom o exicting
capital ghucture.

LOVYCer P7o P cest wt- cotk
Debt O 1< £-32% I-E
Pyef © -0 (R-00 ©: 60
Ea-(Reg) o©-go |s-00 (200

Masginal Ko= 13-85%



step32e calc oy New capital invektment

* Since, capital Lwucture 1< given in the qyuestion,
we aKume that any prgject will be financed
th  that proportion.

¥ tence, evesy project wfll be Hnanced oA
O ndey
RO% Debt & preference

0% Eauwly.

%* The new capital tnvegtment <hall be necegcconly
maode out ot aforegald capitalk and in the
game  PIOPOTH OM -

% Tt is mentoned in the question that caully
financing will not be out o NEW eayuwty
(&ue, but it will be out of rTelerver of aW.

¥ BUut No Tamction o nNew (Kkue ot debt and
prefeyence -

¥ gince, dept, preference and eqgyuity carvsy came
cost with game weighk, MCOLC &F NEw Cap-

investment will be <came-
New caplital nvestment

gouyce P0p Amovnt

pebt

pyet ;} - 0 9 C&3<D)

Reserveg” ©-%0 |\, ¥p0O Q36X 10000 X D)
Total (G4 %<0

tep U T excet vt 18 mode with newea: ikue
Th exce’k inveament has 1o be made, Such Capital
ghall vaited &4 pew ety 1ue.

KeCY\ew) = Bt +9

Po

I

A
D
Q
&~



calc ©fF Teviced wohCC
Louryce 0 p coslt wt - ol

Debt o-1% ®@+33 (e<

prest- 00 (RO ®-60

equrty 0-& |S-9o R-F3
ko= 14" S¥%

Prachical iNlwahaton

(@1 | STnee, company 1€ expected o pay game dividend
in the futuve, theye 1€ no grwowth. There fore, Ke

ghall be calculated as per congiant dividend model
Ke= D

P
= TORF _ (8%
T <O

gince, Company hat only one Souxce of fmncing,
WACC= Ker— (€% .

(P Stepte cale of tndividual cosK
¥WKe = 1b-307. C Qtven)
* Kp = [007.
¥ kg = tg007.Cl-0:30) = 10-%
¥ Kop = 10°007. (1—-0-30) = F-00%

gtep 82 Calc OF WACC

ource ANME(S in L Poop cost wt-Cosk
Equfty 6S -6  1b-307.  [O-LI7

pref- 1y Ol [-007Y. [ 3R7.
Debt R0 o- 19 lo-Xp7. " 007.
CDb g ©-0¢ 3 007 O-<b7.

ol o= (3-9A97.




(®s)
k.e = Dt
DL+ 9
Po
= Do(tH£1) +9
Po

= RICL-08) 4+ 6:06

IS
= 4 g0
kg = ICt-E) + (:RV;\_—NP]
RV -+ NP Ry= FVXU2QY
X = FT\oox \\Q7.
_ 'OC(‘—O‘SD‘)""[QHQI-;—%QE] :?;\\Q
ZU+Tb
2.
= 609,
accusate kd CYTN [ (RR)
|- 12 < 2863 43T F942  39-1E
1R 1 O S 6384 o Gty 49-738
\p = l06-F0 \Np =£89-44y3
PV \e Dedized \g o
@ <% T\O0bFoo TS[b + FlO-F0
@F% T 8% 443 T - R6-5b
Az L T 13-6
Pov o Y% PoY oy ¥%
R — NF-Rb Rfs —r JH-RH
] £t X070 7 {————TF6:5b
= + \QL} = — O0-F6
= STy =3—0-Fb
= b-QY”°L

I

6+ 4%



(®¢-) Gepl: Tncome Satement For R Pzopolals

"‘gﬂ\
EBIT 3y, 0,000 48 TS000
Cgtven) C 34, D000 + 14, <,000)
- 9Onievert (%, €0,000) (13, S0, 000)
[-sz[gb/ 000 (500,000 % 29 ]
E®T %, 00,000 35,8 S,000
@ Taz NA NA
eAT 2t 06, OO0 35, 85,000
Betote gtep ar: Calculation of MV of debt (equity.
ne w ad) MY of debt
PoDposal. kd= T Cgince auegtion (€ Not given in pev

NP bond devma, ancwey g dome (n +he
volume +evymy).
Kd Caiven) = 2% , T (glven) = T #,5p,000
B% = T #,50,000
mv ot Debt
MV of debt = T F,£D, 000 +~ Q% = =T a3,7+5,000
b) MV of equliy
kez B (Since, auedtion ig not given in pey
P Shave termg, answey willl be done in
Volume. derms)
ke (given) = 16%6 , B ATEQIven) = TF00600
169, = R &,00,000
myv o eauwty

MV ofF ey ulity= T F00,000 + 1% = 3T | 68 FEL000.
sefoie iepd 2 Calculatiom ofF ko

new oUgCe Avoont ()  poop cogt tot - cosk
proposal Debt 93,7¥5,000 0 34 2o ]88
EQuly |68 HS 000  0-64 6% 10y

KR bRS0O000 Ko= I13°I°%




gep ys Calcvlation of Revised Ke.

pue 1o waiding of new debt without yaigng any
equity, the ELR are getting an additimal gain
o =2,5,000 (T 35,5000 -~ RF00,000) which
(n tuwn  incsealer the We Cretum)-

New ke Revi &ed EAT

my o eqyuity

33, RS, 000
T [6&, F5,000

= D'Dp/o-
Qtep ST Reviced mvV of debt

EXigting Debt value = Z93,95,000
2 Additional debt 2 #5, 06, OO0

Reviced Debt value Q\ 68, F5,000
S+ep 65 cale of %’e\used pzoPosH oK .

a' Proporhtm o) debt2—

)

X 10O

Tob=| Capital g 3, 3%, £0,000
= 0%

o pyoporfion e ea wiys-
My of evwity _ T (6% F5,000 5 100

Total Capital g 3, 3%, £07000
= SD%
Step#s Catlc of wTeviSed whlc-
SoutCe Anoont (X))  poop cogt ot - cost
Debt | 6&,75, 000 ©:£D 20 007
EQWty 1,68 TS 000 O-LO R0-A0% Lo-YL%

3,37, SO 000

KO: lL(' L[SD/O



COY) I Pattesn o vaifing additional Hnance

Addl- Hnance
(T 10,00,000)

pebt (3]l0) E q W Ty Cio)
23,00,000 I #00, 000

vp o R 180,000 Bal: {120,000 Retalned "e” New i &ue
(&% —past to) [ C 2% — pott tax) Q10,000 24 %0,000
pebt Amoount oD P coslt wt-coll
T T 1, &0, 000 O- b0 £% 3%
i T ;R0 000 040 2% 3%
T 3,00:000 ot -avg K4 b-Q%

3 calt ot HKe & Ky

since, no intormation i pzovided w -t Afoatation
cotk etre and cxisting Po 4 Tue pnce Cepexately,
Ky= ke -
Ke = DI
Po g
bo (119) +g

Po
= CEPSX DPR) C 79 +g

Po
= (T4 X S0%)C\'\o) 4 ©l0
Gy

X0 4 oo

Gy T
(S% .

n

I



4 calc of WARCLL.

souyCe Anoont ()  poop cogt tot - Cosk

Debt 300,000 0-30 6% g6

equity 00,000 0-+o ENETA l0- £0
{0; 060,000 Ko= 1Q-3b7

(@ <) gteplzs Cale oF ke Chnew | &ue)

ke = 2L 4 g
Po

o cale of gwwithes

Yy DIV

o S|0-60 Fy= PV (I+7)"

< TI4(9 19 = F10-60 (147>

(+¥)= T 1-33¢%
¥= 674

b- calt of D
CQiven) D= T(E
c. calc ok veviced Po
Po— H:Coct = FIc(T®uep&) — T = TJtao.
d. cale of ke Cnew | %ue)
ke = P! +g
Po
= =2NE ®-.-0b
5!&0—‘—
= 0¥ t+ ©:0b
= (8+Y0%
ki ie tdeally calculared Aor exicHing &4 of cCompany.
Tt hat nothing 1o do with {KLue pne. Hente,
Ky catcutlation Chould be bagted ovy Po which
(s the eXxighing mps- Bub, 1AL hat wrmgly
taken |(%ue P oy calculation ey Wy




hy CAetyal) ay C tCAY)

Ky= D_l +g V\'r:_ Dy +g
PO P‘D
= XS Lo06 = R o0t
130 t EALSS
= [4-S4 = 8%

ep 32 cale of division of MV blw EqiRE
MV of Eawty

(] 60, 00,000)
Eq-&harer  CBYV Prop) Regev\es

24R0,00,000 T 30,00,000 }
91, Lp, 00,000 S [ ¥0,00,000
= 0% = 030
mvaividey = T (b0, 00,000 = 3 ,0,00,000.
(300,000,000 X €0% C Q00,00,000 X R0%)
$+epq: calc of kp-
Kp= PD
NP
= RE o g Ra%

2(0S

Ytep st Calt o Kd vling IRR method.
o Kd = EC(—E:H—[RV—Nﬁ@J ®NP = NP—-FC
= |O0— 2 _
|O
RV +NP A 100 = 9%
R
— rSCl—o-Bg)-l—[lOO"qg_J
1)
X 00O
49
= 9-4 + 018 X 100
A9

(1

o ©3%



Since, NP i€ not Cleasly given in the a@uettion, we

calculated Y aLuming it 1€ iLKued at par. But in
that  caze ymv IS 10-03% which 1€ not near to the
masket Y of 1b%- Thevetote, NP (€ not X{o0- wWe need

‘o calclare NP a4 My oy bond.
b- calcvlation o NP (value oy bord)

Yeas CF PN @ Yls PN CF
|~ TS <039 |/ 3
(1 ?lDO 0195 |q. £DPO
NB= qu-43<

Notel 9Interert 12 a®umed ar affer tax \nte¥ekt - FThat
meaws IS i not Subjected o tar again.
Ctenl lewm)

Ne = NP = F94L:-935- Thig amount s curyect o

A cott which e agumed a& a “ on PpPar value.
T A4-938 — CRIOOR QA) = TAR-435- Clenl 18m)
Recalc of Y

T (l-Y) + l;R\f"NF] NP = $93-93%

N

RVANY

R
= 1£C1l-0'38)+ POD~‘)Q"’(3§]
U\

A6 47
= (O':F"_'fo/o’
Sourte  Amount () Psop  cost wt-coct
Equity 1|Ro00000 ©°bIY (8-S - 287,
RE 30,0000 O- 18 [8CichD)  RFFT
Pr-@hn 3b/o00cd O &S 149 7. Qb Y.
Debt 9,00,600 0-0tb lo-F¢T._ 0-43sy.

1,95,00,000 Cteat-and)  19-39%




gtepd2 Calc of wAacc CmV welg hik)
Source  Amount () Pzop cost

wWt-Ccack
Equity 1/60,00000 O-6CK 18-S 117/,
RE Lo 00000 O by 18 CtewD -Av %
Pr-€h 33,000 0-138 49 7. - AT%
Pebt 10/40/000  0-043 10-F%T. 0-UbL
AL\ <000 Cteal-and) 1% 507

CEY)
= Rp + pCRm~Rt)

1o+ |- (12°4)
3 S0

Nl

gtepa: Calculation of grwth vare (9)

Do Dg

| concrant ‘g2 |

| ? |
Z10 2127t
Di= Do+ = T 1ol it
Dry= Dy C1+9) = F1o(1t9) *
Dy= Do.( (1) = gxocwg)g
Dy= D3 () = Z 1001+

D= by (HY) = T lo( D=

DS

1

TIOCHD® = FIR b
) (l+9)§~ [ Q7Fb

l'r@— \él R b

ﬁ = oX OT) S°/°

)

\u/\‘/\v/



gtep3s Calculahon of Pvite of ),

Po = Di
Ke — <
PO = DOC\"[’?)

9
F13Fb (10L)
BRNDY%— XY,
t % (3-4 0O
2 ‘S'Dc/o
= 3 4& AR

\

AlternahVe 2 Recommended

Life of Convertible bond = 6 yeax.
Dg = ZIRFb
CB come Hor conveyson @ bt year i-e- P,
Po= D7
Ke—¢ -

= D;‘Cl""ﬂ)

Ke —
2 Fb (L 0L)>

Q0% — L7

)

= 2 0%
XLF =%
= ZLI- 1L
Value of (B on Converson = TSI 1b X1
= ¥ 102-3q

LCAL ancwer fenclh o be Inaccuralz due
Yo impractcal auump hon.



gtep 2 Calculathon of kd (appX)
kd= T CI—E) + [P\\I-—NP]

[RV—F IND

1

1 S(1-0-4o) + [%\o;z» 30—~ gqg]
5

Fagbb

= T+ 1’2 |o-3g°
98- bb

gtep £< Calculatiomn of  Kp

Kp = PD + (:Rv—NP]
N

RY + NP
5
T+ fmo-—%‘loz‘qo]

|0

)

2101 Fo

= 4-S$8% (appx)
Accurate Y 1M
Yyea¥y CF PV@ 4% PNCF PR PNCF
|—10 s g-110 4o- €L F-FRR  384]

| O 10O 0673 L b9-SD 0-6l& 6140
logd-0C | 0o©00




PV Vps DV A
@ q:ﬁ, 2l0& 0L ZF103.¢o0 +4 bl
@SA, ?[oo-oo ZFlod o — 340

[pfe ‘§2~o.§'
hrom Y~/ Poy from £% Poy
%o > T 808 \h —> ~
- ° 8’0&
R T 7 Fao
= +0-SHF = — 042>
= 4-<2°. = £—0-42

G S8



