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Discussed Problem related to Equity Share
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Cost of Capital
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Cost of Equity Share

Problem : 10

A company cost of equity capital (ke) is 15%. The average tax rate of shareholders is

40% and the brokerage cost for purchase of securities is 2%o.

Calculate the cost of retained earnings.
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Solution

Particulars %
Cost of equity capital = 15.00
Less: Tax at 409 on 15 - 6.00

= 9.00
Less: Brokerage at 2% on 9 = 0.18

= 8.82 %
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Cost of Equity Share

Problem : 11  The following particulars relate to Prakash Ltd.

Equity share capital 1,00,000 share of Rs. 10 10,00,000
Profit after tax 9,00,000
Current market price of equity share 75

a) Calculate the cost of equity.

b) What is the cost of retained earning if the average personal tax rate of shareholders is

ST

30% and the brokerage cost for making new investment is 2%.
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Cost of Equity Share

Solution

Cost of equity capital ke = EPS/ MP
EPS = profit after tax / No.of equity shares = 9,00,000/ 1,00,000 = Rs. 9
MP = Market Price = Rs. 75

Cost of Equity Capital ke = 9/75 = 12%
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Solution

Particulars %
Cost of equity capital = 12.00
Less: Tax at 30% on 12 - 3.60

= 8.40
Less: Brokerage at 2% on 8.40 = 0.17

= 8.23 %
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Summarize

Cost of Retained earnings

ST
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