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ABSTRACT

Finance is the lifeblood of the business. It is 
well known that finance is required besides 
the requirement of fixed and working capital 
for undertaking the program of extension, 
reorganization or expansion. Now a days 
market is open and finance is raised through 
issue of shares, debenture/bond from 
domestic as well as international capital 
market in the form of GDR (Global Deposit 
Receipts), ADR (American Deposit Receipts) 
and FCCB (Foreign Currency Convertible 
Bonds) and from the wide range of financial 
institutions. But, the finance is not free of 
cost. The suppliers of various sources of 
funds have a charge on the income of 
organization, like; dividend for shareholders, 
interest for bond/debenture holders; 
dividend /interest for non-banking financial 
companies, foreign investors and so on. This 
charge on each source capital is known as 
cost of capital.  The present study focuses on 
whether cost of capital has any relationship 
with financial performance of companies like 
capital structure. For this purpose 151 top 
Indian companies on the basis of market 
capitalization 2007 have been selected and 
classified under different industrial groups. 
The statistical tools of ANOVA, correlation 
and multiple regression method have been 
applied. The study found that change of cost 
of capital affects the company's profitability 
position. The higher cost of capital adversely 
affects the profitability position of the 

companies. Specially, Indian larger companies 
should necessary to give proper emphasize at 
the time of procuring the funds. Again the 
relationship between cost of capital and 
companies performance is not specific rather 
depends on nature of industry as different 
companies are regulating under different 
regulations.

COMPANIES PERFORMANCE AND COST 
OF CAPITAL: AN INTERRELATIONSHIP 
STUDY OF INDIAN COMPANIES

During the last 40 years or so, the role of 
financial management has undergone a 
tremendous change.  The ownership 
structure, size of business firms, security 
markets, financial system and instruments 
have greatly changed. As a result, the role of a 
finance manager has become far more 
important than merely a fund raiser. The 
finance manager is expected to maximize the 
economic welfare of the owners, which is 
represented by the market value of the firm. To 
achieve this objective, one has to take a 
number of decisions, the most important 
being the investment, financing and dividend 
decisions. Do changes in capital structure 
affect the companies' performance- size of 
business, growth of business, liquidity of 
business, dividend payout of the business, 
profitability of the business? This question has 
been puzzling the minds of both the finance 
managers and academicians for the last 
40years.
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Moreover, it is well-recognized fact that 
finance is necessary for every business 
concern. However, finance can be raised 
through issue of shares, debenture/bond 
from domestic as well as international 
capital market in the form of GDR (Global 
Deposit Receipts), ADR (American 
Deposit Receipts) and FCCB (Foreign 
Currency Convertible Bonds) and from 
the wide range of financial institutions. 
However, the finance is not free of cost. 
The suppliers of various sources of funds 
have a charge on the income of 
organizat ion ,  l ike;  d iv idend for  
s h a r e h o l d e r s ,  i n t e r e s t  f o r  
bond/debenture holders; dividend 
/interest for non-banking financial 
companies, foreign investors and so on. 
This charge on each source of capital is 
known as cost of capital. Again, whether 
cost of capital affects the companies' 
performance in terms of growth, size, 
profitability, dividend, liquidity? This 
question has confusing the academician 
as well as business policy maker while 
taking business decision.Inthis paper a 
humble attempt has been madeto 
empirically test whether there exists any 
relationship betweencost of capital and 
companies performance.

I. Statement of the problem
Studies in Indian context revealed that 
irrespective of nature of industries, cost of 
capital does not hold a prime factor in the 
financial decision making process in true 
sense and most of Indian companies have 
not considered the cost of capital as pre-
requisite for capital structure decisions 

and financial  managers are only 
emphasizing on available sources of 
finance in the market. However, optimum 
capital structure is sine- qua -non for 
sustainable growth of any industry. It is 
therefore, argued that optimum capital 
structure helps to maximize the market 
value of the firm as well as to minimize the 
overall cost of capital (Pandey: 1999). It 
has also been observed from a number of 
research investigations undertaken 
abroad that cost of capital has an impact 
on capital structure decision. But 
literature in this respect in Indian context 
is in the nascent stage. Here lies therefore, 
a n  e s s e n c e  o f  i nve s t i ga t i n g  t h e  
interrelationship between costs of capital 
and companies financial performance 
including financing decision of the firms 
with reference to India. 

II. Review of Literature 

A comprehensive review of literature in 
respect of interrelationship between cost 
of capital and companies' performance 
both in the domestic and international 
level was carried out. The major 
observations are summarized as under:
Cost of capital declines with leverage due 
to the tax deductibility of interest charges, 
(Modigliani and Miller, 1962). The cost of 
capital is affected by debt apart from its 
tax advantages (Sarma and Rao, 1968). 
Age, retained earnings, and profitability 
were negatively correlated while total 
assets and capital intensity was positively 
related to debt- equity ratio (Chakroborty, 
1977).  
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There is an impact of size, growth, 
b u s i n e s s  r i s k ,  d iv i d e n d  p o l i c y,  
profitability, debt service capacity and the 
degree of operating leverage on the 
leverage ratio of the firm (Bhat, 1980). 
The practicing Indian corporate 
managers generally preferred to borrow 
instead of using other sources of funds 
because of low cost of debt to the interest 
tax deductibility and the complicated 
procurers for raising the equity capital 
(Pandey, 1984). 72 to 80 percent of the 
assets of sample companies were 
financed by external debt, including 
current liabilities (Pandey, 1985). The 
weighted average cost of capital of a 
company will fall with the increased 
borrowing until a point is reached where 
the higher cost of share and loan capital 
force the average up. The overall cost of 
capital should be viewed only as the first 
step in the development of divisional and 
specific project's cost of capital (Brigham 
& Gapenski,1988). The cost of capital 
must be equal to the rate of return on a 
project, which is necessary to maintain 
the current market price of the company's 
share (Srivastava, 1997). The cost of 
capital is playing significant role for 
determining the capital structure of multi 
National Corporation also. The multi 
national corporation is assumed to 
finance its foreign subsidiaries in such a 
way as to minimize its incremental 
weighted cost of capital (Bhalla, 2000). 
The firms are mainly concerned about 
financial flexibility and credit ratings 
when issuing debt and per share dilution 
and recent stock appreciation when 

issuing equity. The most firms have target 
debt-equity and issue-equity to maintain a 
target-debt ratio (Graham and Harvey, 
2001). A project that requires highly 
specific assets would initially be financed 
by equity. However, as the debt to equity 
ratio decreases in line with agency theory, 
the demand for debt falls and equity rises 
(Vialasuso and Minkler, 2001). Cost of 
capital is a central concept in financial 
management linking both investment and 
financing decision. The Indian companies 
faced a high relative cost of capital as 
compared to  their  internat ional  
counterparts (Chadha, 2003).
In most of the studies, it is been seen, no 
serious and systematic efforts have been 
made by the researcher in regard to 
relationship between cost of capital and 
companies financial performance.

III. Research Methodology
To attain the aforesaid objectives top 500 
companies selected on the basis of rank of 
market capitalization as on March 2007. 
Finally, on the basis of availability of data, 
151 companies were incorporated in the 
study and classified under 13 industrial 
groups. The study covers for the period of 
6years from the year 2003 to 2008. For the 
analyses of data financial tools and 
statistical tools has been used. The 
financial tools like ratio analysis and 
statistical tools such as average, ANOVA, 
correlation coefficient and multiple 
regressions were used.  Since, the study is 
based on secondary data therefore; the 
result has been statistically tested by 
using t-test, F-test. The data are collected 
from the Capitalline database 2007.
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IV. Methodology of Computation Cost 
of Capital: 
Following are the steps that are used in 
evaluating the Cost of Capital (WACC) for 
the companies taken for study 
Estimation of the cost of the specific 
sources of funds. Due to the non 
availability of data Earning Price method 
is applied to evaluate cost of equity.
Cost of Equity (K ) = (EPS/ MPS)+Growth e

of EPS
Where, EPS= Earning per Share, MPS= 
Market price per share
The Cost of Equity of both sample 
companies and the industry as a whole 
pertaining to individual year has been 
calculated at first and then simple average 
of the same has been taken. Cost of debt is 
calculated in the following way.
 Cost of Debt (K ) = r (1-t)d

Where, t= tax rate of the firm and r= 
interest payable. 
Where discounts or premium and 
flotation are involved, the cost of debt 
capital is to be computed as under, K = d

(C/I) (1-t) 
Where, C= fixed interest cost,  I = net 
processed of the issue,  t =applicable tax 
rate of the firm 
Then, their respective proportions in the 
capital structure are multiplied by these 
costs of sources. The book value weight of 
each source of finance used in calculating 
WACC because in practice ,the firm are 
using book value weight  due to the book 
values are readily availability from the 
published records of the firm. ( Khan& 
J a i n , 2 0 0 4 )        KrKdKe  VRVDVEðð
Weighted Average Cost of Capital 
(WACC)=

Where, V= (equity capital+ debt capital+ 
retained earnings),  K = cost of equity, K = e d

Cost of debt capital, K = cost of retained r

earnings, E= equity capital, D= debt capital 
R= retained earnings. 

V. Conceptual Framework (Variables of 
measuring companies' performance)
           
Financial Leverage:  Financial leverage is 
usually measured by the ratio of long term 
debt to the long term capital. The debt equity 
ratio is calculated to measure the extent to 
which debt financing has been used in 
business. Geometric Mean of debt-equity 
ratio calculated for the study period.
Growth (G) – Growth of companies 
measures the rate at which a firm is growing. 
It is one of the determinants of financial 
performance of the company. Due to the non 
availability of data, growth of profit after tax 
(RPAT) is used for measuring growth of 
companies. The rate of growth is the simple 
annual growth rate over the previous year of 
profit after tax. Geometric Mean of the ratio 
calculated for study period. 
Size: The “capital employed” at the 
balance sheet value is used as a measure of 
the firm size. Capital employed comprises 
share capital plus reserves and surplus, 
long term debt, plus short-term loans. This 
measure is preferred over other measures 
of size, viz total assets, fixed assets, or 
employment and also, its magnitude 
indicates the confidence and attitude of 
investors towards the firm in providing 
financial resources. In other words, a firm 
can grow only when investors to provide 
finance to it. For study purpose average 
value of the capital employed for the 
period considered.+≤KdKe V

R
V
D

V
E 
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Profitability:  Profitability implies profit-

making ability of business unit. Howard 

(1961) articulated that the term profitability 

is a combination of two ward profits and 

ability. Profitability may be defined as the 

ability of a given investment to earn a return 

from its use. The ratio of Return on Net 

worth (RNW) is considered as determinants 

of profitability and Geometric Mean of the 

ratio considered for study period.

Liquidity: Liquidity refers to the ability of 

a concern to meet its current obligation as 

and when these become due. Therefore to 

account for the short-term risk of the firms, 

liquidity ratio has been included in the 

models. It is calculated by dividing current 

assets by current liabilities. Geometric 

Mean of the current ratio calculated for the 

study period.

Dividend pay out ratio: - It measures the 

relationship between the earnings 

belonging to the ordinary shareholders and 

the dividend paid to them. Dividend pay out 

ratio is calculated by using the following 

formula. DPR= (Equity Dividend/ Adjusted 

Profit after Tax – Preference Dividend – 

Dividend Tax) × 100. Geometric Mean of 

the ratio calculated for the period 2004-

2008.

VI. Analysis and Findings

A. Interrelationship between WACC 

(Cost of Capital) and variables 

determining companies' performance

From the earlier literature reviewed, it has 

been emerged that  the f inancial  

performance of the company is measured 

by different  financial parameters like size, 

growth, liquidity, profitability, leverage and 

growth of dividend of the companies. In this 

respect, the financial tools such as capital 

employed, growth of profit after tax, 

current ratio, return on net worth, debt 

equity ratio and dividend payout ratio are 

considered to represent companies size, 

growth, liquidity, profitability, leverage 

and growth of dividend of the companies 

respectively. However, management 

endeavor relates to have optimal capital 

structure to some extent to achieve the 

goal of wealth maximization through 

better financial performance. It is worth 

mentioning in this respect that the 

financial cost of capital plays vital role in 

the level of earnings as well overall 

financial performance of the firms. This 

warrants studying the impact of WACC on 

financial performance of the company or 

vice-versa. Analysis of correlation 

coefficient between WACC and other 

v a r i a b l e s  m e a s u r i n g  f i n a n c i a l  

performance is necessary. The following 

table exhibits the results.
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The table exhibited that there is a linear relationship between size and WACC and 
leverage and WACC. The sample of 151 companies as a group representing Indian industry 
shows that the correlation coefficient between size and WACC is 0.366 and leverage and WACC is -
.320, and WACC and profitability is -.355, which are statistically significant at 5% level. This 
implies that size, leverage and profitability are affected by overall Cost of capital of the 
companies. The value of correlation coefficient between the variables revealed that with the 
increase of size of the organization the over all cost of capital is also increasing and vice-versa. 
The leverage is indirectly associated with WACC. One significant result obtained from the 
aforesaid correlation analysis that positive “r” against the “a priori”, profitability and WACC are 
inversely related in the sector like IT, Construction Cement, Auto, personal Care and Finance & 
Investment. The reasons of such positive relationship can be attributed to the growth of EBIT of 
the companies irrespective of growth of capital structure. Moreover, these companies have 
efficiently used their capital and attempted to expedite their bottom-line. Thus, growing firms 
and firms with perennial demand do not bother much about WACC; rather they concentrate on 
expanding the business opportunities.  

Figures in bracketsindicate p value

Table 1 Correlation Coefficient:  WACC Vs Other Variables
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Now to study whether performance of the company has any impact on the cost of 
capital we have fitted regression line taking WACC as dependent variable. Following 
table exhibits the result. 

Table 2 Regression Result: Weighted Average Cost of Capital (WACC) as dependent variable

Figures in first indicate t value and figures in third bracket indicate value at t or t.05 .01
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The econometric analysis reveals that, leverage becomes one of the major 

influential factors of the cost of capital. Except Construction, Electricity, Engineering, 

Steel, Auto, Personal Care and Financial Service, it has been seen that leverage is 

negatively related to the cost of capital and statistically significant. It signifies the cost of 

capital has declined with significant increase of debt capital in the capital structure. The 

sectors like Construction, Electricity, Steel, Auto group are found to be highly geared 

company even in some case debts in form of borrowed capital are double to equity 

capital  in the capital structure. Where as the sector like Engineering and personal care 

are maintaining low level of borrowed capital in the capital structure resulting into no 

affect on cost of capital. It implies capital structure decision plays an important role for 

minimizing overall cost of capital of the companies. But the companies must have to 

maintain optimum level of capital structure (debt-equity mix) based on its nature and 

risk zone where it operates. The statistically significant value of “F” at 5% level of 
2,

significance indicates the regression equation is significant. While, value of R indicates 

the extents or influence of independent variables on dependent variable, WACC. In 

aggregate term, it is observed that regression is significant. However, independent 
2variables explain variation only 45% (R  = .452) of dependent variable. Thus, WACC is 

not significantly affected by financial performance of the firms as far as sample is 

concerned. Only, size (β =3.65) has positive while leverage (β = -0.108) and profitability 

(β = -0.490) has negative impact on WACC. However, such interpretation differs in case of 

individual sector. Thus, WACC is firms specific. The factors mainly qualitative are; 

business risk, financial risk, management risks appetite and fiscal policy as a whole. 

Similar views were expressed by (K.B. Hari: 2006) that Indian large firms are not using 

resources effectively in comparison to their smaller counterparts even not taking 

advantage of cheaper funds available over the years. 

It is evident from the above table that a few, not all variables were detected as 

explanatory for the WACC across industrial sectors. Much of this is accountable to the 

nature of the industry. 

B. Study of effect of change of Cost of Capital on financial performance of sample 

companies (Micro Level Analysis)

To know the effect of change of cost of capital on financial performance of Sample 

Company over the years, we calculated correlation coefficient of cost of Capital with 

different intervening variable. The correlation matrix results are exhibited in the 

following table.
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Table 3 Correlation Coefficient Results: WACC Vs Intervening Variables

Continued…….



   Indira Management Review -  January 2014      61      

Companies Performance And Cost Of Capital 

Continued…….
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Continued…….
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** indicates 'r' is significant at 1% level and * indicates 'r' is significant at 5% level
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Findings

(i) In all most all cases it is seen that there 
is a negative relationship between cost of 
capital and leverage but in few cases the 
value of correlation is statistically 
significant. Negative relationship implies 
with the increase of leverage cost of 
capital decreasing and statistically not 
significant suggesting that the value of 
debt capital is moderately increasing. 

 (ii) In general, with the increase of 
volume of capital over the years, cost of 
capital tends to decrease because of the 
expansion of the business. But a positive 
relationship is seen in case of companies 
like Hindustan Zinc Ltd (.622), Unitech 
Ltd (.689), Birla Corporation Ltd (.788), 
ABB Ltd (.820), Reliance Industrial 
Infrastructure Ltd (.893), Steel Authority 
of India Ltd (.780), Usha Martin Ltd 
(.734), Tata Chemicals Ltd (.899), Gujrat 
Narmada Valley Fertilizers Company Ltd 
(.766) which signifies that with the 
increase volume of capital over the years 
the companies' cost of capital also 
increasing. The reason of positive 
correlation is attributed to companies' 
inability to mobilize the funds from 
proper sources leading to minimizing the 
cost of capital. 

(iii) A significant negative relationship 
between growths of profit and cost of 
capital is seen in the case of companies 
like Ipca Laboratories Ltd (-.696), 
Kirloskar Oil Engines Ltd (-.891), PSL Ltd 
(-.880), Shriram City Union Finance Ltd (-
.684), Sriram Transport Company Ltd (-
.866). The negative relationship is 
established that growth of the profit is 
significant factor for minimizing the cost 

of capital of the companies. On the other 
hand a significant positive relationship is 
observed in case of the companies like 
Cummins India Ltd (.880), Alstom Projects 
India Ltd (.766), Texmaco Ltd (.770), 
Motor Industries Company Ltd (.763), TVS 
Motor Company Ltd (.899), Bombay Dying 
and Manufacturing Ltd (.671), Sundaram 
Finance Ltd (.798), Century Textile and 
Industries Ltd (.882), Voltas Ltd (.779). 
This implies that although over the years 
the growth of profit was increasing but 
companies are unable to take the 
advantage of the factors related to the 
positive growth rate in mobilizing the fund 
from the market. This signifies that 
particularly for these companies; the 
growth factor is not influencing to reduce 
the cost of capital. 

(iv) Statistically significant and positive 
correlation between cost of capital and 
Profitability is found in case of sample 
companies; 3i Infotech Ltd (.699), Unitech 
Ltd (.797), Dishman Pharmaceuticals and 
Chemicals Ltd (.599), ACC Ltd (.686), JK 
Laxhmi Cement Ltd (.799), Ultra (.697), 
ABB Ltd (.496), BEML Ltd (.682), Bajaj 
Auto Finance Ltd (.476), BalmerLawrie& 
Company Ltd (.682), Bhushan Steel Ltd 
(,899), Monnet Ispat Energy Ltd (.799), 
TVS Motor Company Ltd (.684), Bosch Ltd 
(.689), Gulf Oil Corporation Ltd (.688), 
Marico Ltd (.677), Procter and Gamble 
Hygine& Health Care Ltd ( .698). It implies 
either with the increase of cost of capital, 
companies' profitability is increasing or 
with the decrease of cost of capital over 
the years profitability is decreasing.  In 
case of increase of cost of capital with the 
growth of profitability, the companies are 
not in a position to take due advantages of 
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profitability at the time of raising the 

capital from different source of finance. 

Where as, decrease of cost of capital with 

the fall of profitability implies that 

companies' effort towards minimizing the 

cost of capital does not help to improve 

the pace of profitability. In other words, 

there  are  other  qual i tat ive  and 

quantitative factors besides cost of capital 

for strengthening the profitability 

position of the companies. 

On the other hand, significant negative 

relationship between the profitability 

and cost of capital observed in case of 

Bharat petroleum Corporation Ltd (-

.666), HCL Technologies Ltd (-.805), 

Moser Baer (India) Ltd (-.772), DLF Ltd (-

.656), Jaiprakash Associates Ltd (-.822), 

Reliance Industrial Infrastructure Ltd (-

.7990, PSL Ltd (-.694), Maruti Suzuki 

India Ltd (-.796), Gillette Company Ltd (-

.794). Negative relationship suggests that 

increase in cost of capital is associated 

with the decrease of profitability or vice-

versa signifying that either because of 

increasing cost of capital, profitability of 

the companies decreasing or decrease of 

cost of capital improves the profitability 

position of the company. 

(v) A positive and statistically significant 

relationship between liquidity and cost of 

capital is seen in case of Bharat Petroleum 

Corporation Ltd (.710), Unitech Ltd 

(.795), Mahindra Life Space Developers 

Ltd (.682), Dr. Reddy's Laboratories Ltd 

(.697), Pfizer Ltd (.681), ACC Ltd (.695), 

Voltamp Transformers Ltd (.677),Alfa-
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Labal (India) Ltd (.761),Steel Authority of 

India Ltd (.688), PSL Ltd (.682), Ratanmani 

Metals and Tubes Ltd (.665), Exide 

Industries Ltd (.799), Godrej Industries 

Ltd (.698), Reliance Capital Ltd (.882), 

Kesoram Industries Ltd (.678). This 

implies either with the increase of 

liquidity, cost of capital is increasing or 

with the decrease of liquidity cost of 

capital is decreasing. In other words, 

higher degree of solvency affects in 

increasing in cost of capital. The reverse 

case was noticed in case of company like 

Sesa Goa Ltd (-.781), Moser Baer (India) 

Ltd (-.812), Geometric Ltd (-.768), 

Gammon India Ltd (-.898), Hindustan 

Construction Company Ltd (-.654), Cipla 

Ltd (-.681), Glenmark Pharmaceuticals 

L t d  ( . 6 9 7 ) ,  L u p i n  L t d  ( - . 6 9 3 ) ,  

AurobindoPharma Ltd (-.680), Amulya 

Cements Ltd (-.696), Birla Corporation Ltd 

(-.687), Bharat Heavy Electrical Ltd (-

.697), Havells India Ltd (-.687), Kirloskar 

Oil Engine Ltd (-.763), Walchandnagar 

Industries Ltd (-.655), Jindal Stainless Ltd 

(-.694), Motor Industries Company Ltd (-

.799), Mahindra & Mahindra Ltd (-.797), 

Hero Honda Motors Ltd (-.795), Amtek 

India Ltd (-.779), Sundaram Clayton Ltd (-

.791), Castrol India Ltd (-.799), Gujrat 

Narmada Valley Fertilizers Company Ltd (-

.698), Marico Ltd (-.795), Godrej 

Consumers product Ltd (-.880). Higher 

degree of liquidity means companies are 

less risky from the point of view of 

investors and such solvency enables the 

company to raise capital from the market 

at cheaper cost. 
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(vi)  Dividend payout is significantly and 
positively related with the cost of capital 
and the relationship seen in case of 
Bharat Petroleum Corporation Ltd 
(.863), Shree Cements Ltd (.674), Madras 
Cement Ltd (.880), PSL Ltd (.570), Tata 
Chemicals Ltd (.682), Gillete Company 
Ltd (.696).On the other hand, a negative 
relationship observed in the companies 
like Sterlite Industries (India) Ltd (-.893), 
Sesa Goa Ltd (-.795), Moser Baer (India) 
Ltd (-.799), Igate Global Solutions Ltd (-
.685), BLF Ltd (-.696), Dishman 
Pharmaceuticals Chemical Ltd (-.683), 
ACC Ltd (-.791), ABB Ltd (-.883), Bharat 
Bijlee Ltd (-.678), Cummins India Ltd (-
.698), BEML Ltd (-.880), IL (-872), 
Cholamandalam DBS Finance Ltd (-.896), 
Geojit Financial Services Ltd (-.782). 
Thus, dividend pay out has no significant 
impact on the cost of capital.

Major Findings of the study
The correlation coefficient between 
WACC and size (0.366), leverage (-.320), 
and profitability (-.355), are found to be 
statistically significant at 5% level. This 
i m p l i e s  t h a t  s i ze ,  l e ve ra ge  a n d  
profitability are affected by overall Cost of 
capital of the companies. 

In IT, Construction, Cement, Auto, 
personal Care and Finance & Investment 
sector profitability is found to be 
positively related with WACC. The 
reasons of such relationship can be 
attributed to the growth of EBIT of the 
companies irrespective of growth of 
capital structure, efficient utilization of 

capital to expedite the pace of growth of 
bottom-line. Thus growing firms and 
firms with perennial demand do not 
bother much about WACC; rather they 
concentrate on expanding the business 
opportunities.  

The econometric analysis reveals that, 
leverage becomes one of the major 
influential factors of the cost of capital. 
Except  Construct ion,  Electr ic i ty,  
Engineering, Steel, Auto, Personal Care 
and Financial Service, it has been seen 
that leverage is negatively related to the 
cost of capital and statistically significant. 
It signifies the cost of capital has declined 
with significant increase of debt capital in 
the capital structure. The sectors like 
Construction, Electricity, Steel, Auto 
group are found to be highly geared 
company even in some cases borrowed 
capital are double to equity capital  in the 
capital structure. On the other hand, the 
sectors like Engineering and personal 
care are maintaining low level of 
borrowed capital in the capital structure 
showing no affect on cost of capital. It 
implies capital structure decision plays an 
important role for minimizing overall cost 
of capital of the companies. But the 
companies must have to maintain 
optimum level of capital structure (debt-
equity mix) based on its nature and risk 
zone where it operates. The statistically 
significant value of “F” at 5% level of 
significance indicates the regression 
equation is significant. While, value of 

2,
R indicates the extents of influence of 
independent variables on dependent 
variables, WACC. In aggregate term, it is 
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observed that regression is significant. 

However, independent variables explain 
2variation only 45% (R  = .452) of 

dependent variable. Thus WACC is not 

significantly affected by financial 

performance of the firms as far as sample 

is concerned. Only, size (β =3.65) has 

positive while leverage (β = -0.108) and 

profitability (β = -0.490) has negative 

impact on WACC. However, such 

interpretation differs in case of individual 

sector. Thus WACC is firms specific. The 

factors mainly qualitative are; business 

risk, financial risk, management risks 

appetite and fiscal policy as a whole. 

Similar views were expressed by (K.B. 

Hari: 2006) that Indian large firms are not 

using resources effectively in comparison 

to their smaller counterparts even not 

taking advantage of cheaper funds 

available over the years. 

In aggregate terms, relationship between 

size of the companies and WACC (β = 3.65) 

indicates with the increase of size of the 

companies cost of capital is also 

increasing as far our sample is concerned. 

The statistical result shows that size of 

the companies is not significantly 

influenced the overall cost of capital of 

the companies while analyzing the cause-

effect relationship within industrial 

group. The regression coefficient value of 

size of the companies under the sample 

industrial group excluding construction, 

p h a r m a c e u t i c a l s ,  c h e m i c a l  a n d  

diversified signifies that with the increase 

of size the company's cost of capital are 

declining. Where as, in case of the industry 

like construction, pharmaceuticals, 

chemical and diversified group a positive 

relationship has been seen between WACC 

and size of the companies. This implies 

that the companies under these sectors do 

not give attention much on the increasing 

trend of WACC. 

As far as sample is concerned no 

significant relationship has been observed 

between WACC and growth of the 

companies since the regression coefficient 

value of growth is not statistically 

significant.But, in the diversified sector, it 

is found that the correlation coefficient 

between growth and WACC is -.511and 

statistically also significant. Further, the 

beta value (-.576) found to be statistically 

significant implying, there is negative 

impact of growth of companies on WACC 

i,e with one unit of change of growth 

component the cost of capital  (WACC) will 

be declined by .576 unit. 

The regression analysis indicates that the 

beta value of dividend is negative in the 

case of IT (β = -0.581) and positive in case 

of financial service sector (β = .601). This 

implies that dividend has emerged as 

significant factor in the cost of capital. 
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The aggregate result suggests that there 
exists a relationship between WACC and 
profitability of the companies. The 
profitability of the companies (β = -0.490) 
has negative impact on overall cost of 
capital and the relationship is statistically 
significant at 5% level. Furthermore, the 
value of F = 1.334 statistically significant 
at 5% level implying that the regression 
equation is also significant .  The 
relationship shows that as far as sample is 
concerned,  with the increase of  
profitability of the companies, the overall 
cost of capital will automatically fall. The 
similar statistically significant and 
negative influence was observed between 
the cost of capital and profitability in case 
of energy (β = -0.267), electricity (β = -
0.669) , engineering (β =-0 .443)  and 
chemical (β = -0.987) respectively. 

VII. Conclusion

The change of cost of capital affects the 
company's profitability position. Again, 
the higher cost of capital adversely affects 
the profitabil ity position of  the 
companies. The comparatively big 
companies should therefore give proper 
emphasize on this aspect while procuring 
the funds. There are insufficient 
evidences to deny the fact that  the cost of 
capital has no relationship or no affect on 
companies' performance like companies 
growth, liquidity, dividend pay out 
although the relationship is industry 
specific. Similarly, cost of capital is not 
only influenced by only capital structure 
decision but also influenced by host of 
factors depending on nature of business 
as well business environment.
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