
Objective of lecture.

To understand the following points

  

  1-MARR-Minimum Attractive rate of return.

  2-WC- WACC = Weighted Average Cost of Capital

  

  Solved examples

 

 



MARR = Minimum Attractive Rate of Return





https://www.investopedia.com/terms/w/wacc.asp





Cost of Capital

Cost of Equity

Cost of Debt

✓ Cost of Equity (ie) – Opportunity cost 
associated with using shareholders’ capital.

✓ Cost of Debt (id) – Cost associated with 
borrowing capital from creditors.

✓ Cost of Capital (k) – Weighted average of ie. 
and id 
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Engineering Economy/cost of capital and MARR/ 2005 /prof. corrado lo storto

In engineering economics, equity refers to the owners' stake 

or net worth in a business, which is the difference between 

the total assets and total liabilities. It represents the value 

of the assets that would be left over for the owners if all 

liabilities were paid off

Equity



WACC (No Tax) Weighing Average Cost of Capital

If 1/3 of the capital of a firm is borrowed at 6% and the remainder of its capital is 

equity earning 12%, then the alleged minimum rate of return is
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2
  6% +   12% = 10% 

Engineering Economy/cost of capital and MARR/ 2005 /prof. corrado lo storto



WACC (No Tax) Weighing Average Cost of Capital

If 1/3 of the capital of a firm is borrowed at 6% and the remainder 

of its capital is equity, earning 12%, then the alleged minimum 

rate of return is

1

3 3

2
  6% +   12% = 10% 

Engineering Economy/cost of capital and MARR/ 2005 /prof. corrado lo storto

The cost of debt is the 

effective interest rate a 

company pays on its 

borrowed funds.



WACC-Weighing Average Cost of Capital
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