[image: image1.png]Data Systems is a very large company with common siack lisied on the New.
Stock Exchange and bonds traded over-the-counter As of the current balance.
it has dhree bond issues outstanding:

Exiration
50 milon of % sries 2010
5100 mion of 6% seies 2015
150 mifon o 4% sries 2010

sice-president of finance is planning 1o sell $150 million of bonds (0 replace.
ebt due 10 expire in 2007. At presen, market yields on similar Baa bonds are
percent. Gamer also has S60 million of 6.9 percent noncallable preferred stock
ing, and it has no intentions of selling any preferred stock at any time in the.
- The preferred stock is curmently priced at S68 per share, and its dividend per
5630,
company has had very volatle carnings, but its dividends per share have had
- stsble growih rate of 8.5 percent and this wil continue. The expected dividend
52,10 per share, and the common stock is selling for $60 per share. The com-
 investment banker has guoted the following flotation costs to Garmer: $1.80 per
for preferred stock and $3 per share for common stock.
the advice of its investment banker, Garner has kept its debi at 50 percent of
s equity at 50 percent, Gamer sces 5o feed to selleither common or pre-
stock in the foreseeable future as it has generited enough intemal funds for its
i needs when these funds are combined with deb financing. Garer's corpo-
B i 35 nercent.
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‘Compute the costof capital for the following:
Bond (deb) (K,

Preferred stock (K,).

‘Common equity inthe form of retained carnings (K.
New common stock (K.).

Weighted average costof capital.




