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WACC Calculation Drill: Assembling the Hurdle Rate
Nima Fazeli
Objective
· To mechanically calculate the Weighted Average Cost of Capital (WACC).
· To understand where each input comes from (distinguishing between market-based and company-based inputs).
· To build intuition for how the weighting of debt and equity affects the final cost of capital.
Scenario
You are now working in the corporate finance department of "Global Consumer Brands," a large, stable public company. The strategy team wants to know the current hurdle rate for new projects. Your task is to provide an up-to-date WACC estimate.
Data: Global Consumer Brands - Market & Capital Structure Data
	Component
	Value
	Source / Note

	Cost of Equity Inputs
	
	

	Risk-Free Rate (Rf)
	3.0%
	Current 10-Year Government Bond Yield

	Equity Risk Premium (ERP)
	5.5%
	Firm's estimate for the market premium

	Company's Equity Beta ()
	0.80
	A measure of the stock's non-diversifiable risk

	Cost of Debt Inputs
	
	

	Yield to Maturity on Company Bonds
	4.5%
	The current market interest rate on the firm's debt

	Capital Structure & Other
	
	

	Market Capitalization (E)
	€18.0 Billion
	Market Value of Equity (= Share Price * Shares)

	Market Value of Debt (D)
	€2.0 Billion
	The market value (not book value) of the firm's debt

	Corporate Tax Rate (T)
	25%
	


Group Task (15 min)
Calculate the WACC for Global Consumer Brands.
1. Calculate the Cost of Equity (Re): Use the Capital Asset Pricing Model (CAPM): .
1. Calculate the After-Tax Cost of Debt: Remember that interest payments are tax-deductible. After-Tax .
1. Determine the Capital Structure Weights: Find the total value of the firm (V = E + D) and then calculate the weights for equity (E/V) and debt (D/V).
1. Assemble the WACC: Plug your calculated values into the WACC formula: .
Debrief Questions
· What is the firm's WACC?
· Which is higher, the cost of equity or the cost of debt? Why is this almost always the case?
· What would happen to the WACC if the company decided to issue €5 billion in new debt to buy back stock, changing its capital structure? (You don't need to recalculate, just explain the direction of the change).
· What part of this calculation is most directly and immediately influenced by a central bank's decision to raise interest rates?
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