1. Capital structure: 40% - debt, 60% - equity. YTM = 9%, tax rate = 40%, WACC = 9.96%
Cost of common equity - ?

X – cost of common equity
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2. Price of preferred stock = $47.5, D = $3.8, Cost of preferred stock - ?
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3. Explain why sunk costs should not be included in a capital budgeting analysis, but opportunity costs should be included.

We should not include sunk costs in a capital budgeting process because a company can not refund these expenses irrespective of  whether the project would be realized or not. But we should include opportunity costs because we could use capital in some other way and get profit and if managers decide to realize this particular project this means that they give up the profit of all other alternative projects. 
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