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Cost of capital

> The discount rate applied will depend on the financing of the investment with
debt and equity: I =D+ FE

Using equity will require a return as determined by asset pricing models, this is
referred to as the cost of equity

v

The costs of debt is given by the loan rate

RI = uE + rpD, representing the financing costs of the investment
E D

R=ppiptripiz

This is known as the Weighted Average Cost of Capital (WACC)
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