
COST OF EQUITY SHARE CAPITAL 

 

Since equity share holders are the owners of the company, commitment towards them is not pre 

specified. They get part of profits if there are sufficient profits and even may not get any dividend in 

case there isn’t any profit. There are several methods to estimate the probable cost of capital for 

equity shares and the method followed is as per the choice, decision and understanding of the top 

management. The various methods are mentioned below. 

1. DIVIDEND CAPITALISATION METHOD 

a. When expectation is that  uniform rate of dividend will be received every year 

b. When it is expected that dividend will grow but at a fixed rate every year   

c. When it is expected that dividend will not increase at uniform rate every year 

 

2. EARNINGS PRICE RATIO METHOD 

a. when it is expected that earnings per share (EPS) will remain constant every year 

b. when it is expected that earnings per share (EPS) will rise in future 

 

3. EARNINGS PRICE RATIO AND DIVIDEND GROWTH MODEL 

4. CAPITAL ASSET PRICING MODEL 

 



 



 

 

 



 



 

 



 

 

 

 

 


