
 

COST OF CAPITAL(COC) 

 

Cost of capital can be defined as the minimun rate of return which must be 

earned by the firm in order to fulfill the expectation of the investor. 

Terminolgies in this context(notes given in physcal class while douing chapter 

1) 

Future COC, historical COC, Specific coc, average coc, implicit coc, explicit coc 

SIGNIFICANCE OF COST OF CAPITAL 

1. CAPITAL BUDGETING DECISIONS 

2. CAPITAL STRUCTURE DECISION 

3. EVALUATION OF PERFORMANCE OF TOP MANAGEMENT 

4. DIVIDEND DECISION 

 

 

PRIMARY COMPONENTS OF COST OF CAPITAL 

 

We require to estimate the cost of all the components of capital 

structure. Hence we need to deduce , cost of debenture, cost of 

preference shares and cost of equity share capital. 



 

 

 

 



 

 



 

 



 



 


