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Summary
The authors explain the cost of capital relating to equity and debt financing. They demonstrate calculations of each cost of capital as well as the weighted cost of capital. Besides, the authors explain the relevance of establishing the weighted cost of capital in creating value, particularly to the shareholders. Many organizations put more emphasis on predicting the future cash flows of an organization and disregard the importance of determining the weighted cost of capital (Raghu, Ramesh, Dheenalayan & Naheem, 2017). Lack of proper cash flow forecast results to either type-1 or type-2 errors where type-1 errors relate to approving projects that fail to add value to the shareholders (Raghu, Ramesh, Dheenalayan & Naheem, 2017). The type-2 error refers to disapproving projects that have value to shareholders. 
The authors also discuss the impact of equity and debt financing to an organization’s capital structure. They argue that debt holders demand an explicit return, unlike the equity holders. On the contrary, the shareholders incur a significant opportunity cost on investing on a given company’s stock since there are many companies that the equity holders can invest in with similar risk profiles (Raghu, Ramesh, Dheenalayan & Naheem, 2017). Therefore, the cost equity investment involves a number of factors including beta (a metric of priced risk), country risk premium, risk-free asset among other factors. On the contrary, the cost of debt is the interest charged on an interest-bearing debt. 
Cost of Capital
Computation of cost of capital involves sources of capital such as equity and debt (Fernandez, 2011). An organization is either financed by equity or debt or both. Thus, it is important to consider the cost of this sources of capital when making financing decision. The weighted average cost is calculated to establish the effective cost of capital and aid managers during the process of making investment decisions (Fernandez, 2011). A financial manager uses the cost of capital in evaluating the projects with the required rate of return. Projects with a higher required rate of return than the cost of equity are preferred as opposed to those with the lower required rate of return than the cost of capital.
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