
Cost of Capital



Problem

• A company issues Rs. 1,00,000, 15% Debentures of Rs. 100 each. The 
company is in 40% tax bracket. You are required to compute the cost 
of debt after tax, if debentures are issued at (i) Par, (ii) 10% discount, 
and (iii) 10% premium.





Soluation

• ZED Ltd. has issued 12% Debentures of face value of Rs. 100 for Rs. 60 
lakh. The floating charge of the issue is 5% on face value. The interest 
is payable annually and the debentures are redeemable at a premium 
of 10% after 10 years.





Problem

• A company issues 12% redeemable preference shares of Rs. 100 each 
at 5% premium redeemable after 15 years at 10% premium. If the 
floatation cost of each share is Rs. 2, what is the value of KP (Cost of 
preference share) to the company?





Problem

XY Company’s share is currently quoted in market at Rs. 60. It pays a 
dividend of Rs. 3 per share and investors expect a growth rate of 10% 
per year.






