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COST OF LONG TERM DEBT [Kd]
L

I ↓

IIY cost of Irredeemable #Y cost of Redeemable-

Debt Debt

↓ & ↓

as Approximation byY>M/IRR
(Short-cut] method Method .

It cost of Irredeemable Debt
-> Debentures or bonds which are Not
redeemed /principal amount is not to
be repaid] during the life of the company .

-> No maturity period .

-> only Interest is paid every year .

principal amount is repaid only when
company is closed (wind-up]

Example
A co . issued irredemable debentures

al facevalue = E1
,
000 ; Int Rate

= 10%; Tax= 30%

b> F .V .

= E1 ,
000 i Issueprice = 1980

Issue Exp= E30 ; Interest = 10%; Tax = 30%

cy F.V .

= E1
,000 ; Market Price=E1 ,

080 ;
Floatation cost= 290 ; Interest = 10%; Tax = 30%

calculate Id in all above cases .
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Solution
⑧ 1 2 3 aal I I I I

--

>

FV = E1 ,000
Int= E100 Int= 100 Int= 100 ......

Int = 1090 -Bo -Tax = 30% 10

1, 000=
=> kd = = 0

.01-
kd = Interest (1-t) x 100

Net proceeds

where ,

· New proceeds = Issue Price - Issue Exp . [F..]
· If marketprice is given in an ; then
use Matheprice instead of IssuePrice in N .P

.

· If Issue Exp are not given in On
; then

assume it to be "0"

by kd =(-8.30 x10 = -x100
= -0

c Kd = 38s) x 10090

=Bry100
=

30
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Note !

is Floatation cost is the cost which a company
inw while issuing a security (shares ,

deb- ek]
They are aka. . Issue expenses .

Eg : Legal fees , registration fees , commission ,

listing exp-ek .

Treatment of Floatation cost
-> If r

.
C . is given in "4o" Form - then logically

E .
C . should be calculated on ISSUE PRICE .

[But ,
if Issue Price is not given & 2 .M . P .

is given-> then use cmp as IP]

- However
,
if question specifically mentions

to calculate F . C . On FALE VALUE- then do so .

#Y cost of Redeemable Debentures

Fab Approximation/Short-wt Method

Illu 2 of ICAISM

O I 2 3 Y i

1412011 11412018 114/2019 11420201412021 1141022
I I 1 I I 1

10,000 Deb But = 10 -O -O -O -O
It = 10%

TaX (35) (35)(35)(35)↑ ↑Fr = 100 saving
: (3

.

5)
...

~

- -

2P = 110 -s 6 66S 6S&

RV= 100
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=

coolre-

I

105 105

=0 . 042857 I 4 .

29%
-
-

Eg: ⑧ I 2 3

I I I I

FV= E100 Jut= 10 10 10

ND EIP
= E90 Tax = (4) (4) cus

=E88 IE = E2 saving
-

Int= 1090 E E E
Tax = 40%

↑
RV = 120

kd= 1021-0 .4) I(8)
= 0 .67 = 0 . 1603

~ %0-

-

cost or Redeemable debentures = Int

,intern(Approximation method)
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Note :

it when R.V . is not given , then assume F .V.

= R.
V .

Fly In above formula"n" = Remaining life of deb .

or years Remaining to Maturity

init If question mentions that , "Discount on Issue"

or "Premium on Redemption" of Debentures is

so tax deductible ,
then using approximation

-

method-

kd = But(1-1) + (IND) (1 - 1)
(RV+NP/2)

=> kd = Ent + (P)] [1 - t)
RV+NPL >12

IbY YIELD TO MATURITY OR INTERNAL RATE OF RETURN

[YTM] [IRR]
IIIU2

O I 2 3 Y i

1412011 11412018 114/2019 1142020141202 1141022
I I 1 I I 1
-

NP = 110 6 .
50 6. 50 6. 50 6. 50 6

. 50W
PV I

PVC IRR -

t PV2
OV & IRR 106 . 50

-
-Far pr & IRR

PV& IRR

100

+ PVy Ov & IRR

PVS
To 3

IRR is the rate at
=

Here , IRR
= Kd which the sum of PV

of future CF = N :P. 4 . 15-
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calculation of IRR
E S10% (640)

year

I
Particulars of Df Def Df Def

⑧ New Proceeds (10) I (110) 10)
1 - 3 Int Wet of Tax 6.50 3

.791 24 .64 4
.
212 27.38

I R .V . 100 0.621 62. 10 0.747 74 .TO

N . P .V : (723.26) [ .92)

IRR is the rate at which NOV = 0

In Particulars of DF(49) DCF
⑪10 (10)0 Net Proceeds >I111 = 5 Int (Net of Tax) 6

.50 4 .
452 28

.94

5 R
.
V 100 0.822 82

.20

N . P.V. 1 . 14
d

If investor is expecting 4% return on his money,
NOV of E1 . 14 -> signifies -> 4% return toh

milega hi-490 he upar El .14 bhi milege .

↑

NPV- -7 .92 ⑧ + 1 . 14

I I-

Rates- 690 IRR=? 490

-
7 .92 + 1 . 14 = 9 .06

IRR= 490 + (690 - 490) = 4
.
25%

-

IRR = Lower Rate + NOV& IR CHR-LR)
NOV& LR-NOV & HR
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Rate badhaya uama-

290 ↑

490 -
a-④ I - =114 d

x =

↳ x 29

** AMORTIZATION OF BONDS

-- bond may also be amortised every year,
i . e . principal amount is repaid every year rather

than on maturity .

-> In such a situation , principal amount every
year & interest will be calculated on BALANCE

principal amount .

I Here , we will NOT calculate kd .

However , here we will use Id to calculated
"value of Bond" which is amortised .

+ .....value af Bond= a)a d)
I110 5 :

O I 4 3

I I R 3 I

principa 5,000 4,
000 3

,000 2,000 1 ,000 -

principal 1-7 1, 000 1 ,
00 1 ,

000 1 , 00 1
,000⑧ ⑧

Repaid 98% &8% & 890248&
840 & 890↳ ↳ od ↳ ↳

Int@890 400 160 So

CF 1,400 1 ,
320 1,240 1,

160 1 ,
080

4 . 17



FM Chapter 1- Scope And Objectives Of FMFM Handwritten Notes

CA Mohnish Vora (MVSIR)

CA Inter – May 2024

O I 2 3 4 3

I I I I I I

kd= 69 1 ,400 1,320 1 ,240 1 ,160 1 ,080

·PV=?

Britantsu is
-

year Particulars of DF(690) Def
I F

, 1
,400 0

.943 1320.
20

2 CF2 1 ,320 0 . 890 1174
.

SO

3 of3 1,240 0
.
840 1041 . 60

B CFu 1 ,160 0
.792 918 .

72

CFS 1
,080 0 .747 806

.76

value of 5
,
262 . 08

Bond

* COST OF CONVERTIBLE DEBENTURES

-> Holders of convertible debentures have an

option on maturity to either

↓ ⑱ ↓
-

Receive lash Receive specified
no

.
Of Equity Shares

-> calculation of cost of Conv . Deb is

SAME As that of redeemable deb .

-ximationmethMIRRMethod
However , difference lies in calculation of

REDEMPTION WALUE 4 . 18


