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[Answer] (5 73)

When calculating the capital cost before tax of long—term bond that are already on the market,
the company should adopt yield—to-maturity method (notice that issue costs are not
considered) ; when calculating the capital cost of new issued bond, then the company should
calculate in terms of the discounted net financing value (bond issue cost are considered).
Company can employ comparable firms approach, risk—adjusted approach and financial rate
approach to calculate capital cost before tax of the bond if it is not on the market yet.
Among these, comparable firms approach should be adopted if comparable firms are available;
if not, then risk-adjusted approach should be adopted if credit level of the company is
known; financial rate approach should be employed if there are neither comparable firm nor
information about credit level (that means credit level of the company is unknown) .
Risk—adjusted approach and financial rate approach calculate capital cost before tax based
on the rule that “risk—free interest rate plus company’ s credit risk compensation rate”,
where the difference is that under risk-adjustment approach, company’ s credit level is
verified by credit rating data; however, under financial rate approach, credit level of
the company is estimated according to key financial rates of the company and comparison
table that illustrates credit level and key financial rates.
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