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DETERMINATION AND REDUCTION OF COST OF CAPITAL IN CORPORATE 

STRUCTURES 

KURBONOV JAVLONBEK JURABEKOVICH 

INTRODUCTION 

In a market economy, the ability of corporate structures to adapt to a strong competitive 

environment in local and international markets and to gain a foothold in the markets is one of 

the most difficult issues for the economy of our country today. It is known that the solution of 

such issues is directly related to minimizing the costs of corporate structures and increasing 

competitiveness. In corporate structures, the most important costs are the costs incurred for 

the use of capital. Because the amount of such costs has a direct impact on the amount of 

financial resources that corporate structures will attract in the future, as well as its 

development indicators. The costs incurred in raising and using capital in corporate structures 

are directly related to the cost of capital. Therefore, minimizing the cost of capital increases 

the economic stability of corporate structures, which in turn increases the value of business. 

Therefore, below we present our scientific views on the cost of capital and its effective use in 

corporate structures. 

ANALYSIS AND RESULTS 

First of all, it is worthwhile to dwell on the economic significance of capital prices in 

corporate structures. Capital cost In corporate structures, a unit is understood as a unit of 

expenses incurred for the use of capital over a period of time. The unit of cost of capital is the 

coefficient or percentage. It is well known that in a market economy, there is nothing that is 

free for economic entities. Everything and the item has its own value, and if corporate 
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structures use it, they pay a fixed amount to its owner. Therefore, there is also the value of 

capital, that the financial director or financial manager of the corporate structure pays the 

owners of capital for the use of capital in the prescribed amount and terms. So, it should be 

noted that the cost of capital reflects how much the capital used in the activities of the 

corporate structure falls for the financial manager. In general, we can determine the cost of 

capital in corporate structures on the basis of the following formula: 

 

 𝐶𝑜𝑠𝑡 𝑜𝑓 𝑐𝑎𝑝𝑖𝑡𝑎𝑙 =  
𝑇ℎ𝑒 𝑎𝑚𝑜𝑢𝑛𝑡 𝑜𝑓 𝑐𝑜𝑠𝑡𝑠 𝑓𝑜𝑟 𝑡ℎ𝑒 𝑢𝑠𝑒 𝑜𝑓 𝑐𝑎𝑝𝑖𝑡𝑎𝑙

𝐴𝑚𝑜𝑢𝑛𝑡 𝑜𝑓 𝑐𝑎𝑝𝑖𝑡𝑎𝑙
 × 100% (1) 

Capital can be formed from various sources in the activities of corporate structures. In 

this case, the cost of capital formed at the expense of each source will vary. This, in turn, 

requires determining the value of capital generated from each source. Therefore, it is 

expedient to dwell on the value of each capital in corporate structures. 

It is known that in corporate structures, capital is divided into private capital and debt 

capital. Private capital itself is divided into private capital, which is formed in terms of 

calculating the cost of capital at the expense of ordinary shares and preference shares. Debt 

capital is also allocated to capital in terms of capital value, such as bank loans, bonds, 

payables. Each capital has its own value, and corporate structures need to determine the 

weighted average cost of capital - WACC (Weighted average cost of capital) based on the 

value of these capitals. To determine WACC, it is necessary to determine the value of each 

capital in the corporate structure. 

The price of private capital formed at the expense of a preferred share is the amount of 

dividends paid for the use of capital raised on one unit of preferred shares. It is known that 

for a preferred share, fixed annual dividends are paid at fixed interest rates. Therefore, the 

value of private capital formed on the account of this share is determined on the basis of the 

following formula: 

FP

D
R

ps

ps



0

       (2) 

Here, R ps is the value of the private capital formed on the account of the preferred 

share, D ps is the amount of dividends on the preferred share, P 0 is the market price of the 

preferred share for the current period, F is the cost of issuing the share if the issue of 

preferred shares is more than one year if done before the period, F = 0 . 

The value of private capital formed on the account of an ordinary share is also said to 

be the amount of dividends paid per unit of common capital used for the use of the attracted 

capital. However, the amount of dividends on an ordinary share is not as fixed as on a 

preferred share, ie the amount of dividends is determined based on the amount of annual net 
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profit of the corporate structure. Just as it is not 100% certain in advance how much net profit 

the corporate structure will receive at the end of the year, it is also not possible to know 

exactly how much the dividend per share will be. That is why today there are several models 

for determining the value of private capital per ordinary share. The first model is a fixed 

model of dividends. That is, it is assumed that the amount of annual dividend per ordinary 

share will be the same and D 0 = D 1 = D 2 = D n = const (D - dividend) . In this case, the 

price of private capital per ordinary share is determined in the same way as the price of 

private capital per preferred share. 

FP

D
Re




0

0
         (3) 

Here, R e is the value of private capital formed on the account of ordinary shares, D 0 is 

the amount of dividends per ordinary share, P 0 is the current market price of ordinary 

shares, F is the cost of issuing shares, if the issue of ordinary shares is more than one year if 

done before, F = 0 . 

The second model is a model of growth in dividends by the same amount. That is, the 

amount of annual dividend per ordinary share is assumed to increase by the same amount of 

g, and D 1 = D 0 × (1 + g), D 2 = D 0 × (1 + g) 
2 
, D n = D 0 × (1 + g) 

n 
or D t + 1 = D t × (1 + g). In 

this case, the price of private capital per ordinary share is determined as follows. 

g
FP
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Here, g is the annual growth rate of dividends. 

The third model is the capital asset valuation model, ie CAPM (Capital Asset Pricing 

Model). This model is mainly used to estimate the expected return on a stock when an 

investor directs its assets to buy shares in the financial market. In this case, this model, on the 

one hand, represents the return on shares, on the other hand, represents the cost of capital and 

is determined by the following formula. 

)( fmfe RRRR    (5) 

Here, R e is the rate of return on the ordinary stock owned by the investor or the value 

of the private capital formed by the ordinary structure of the corporate structure in which the 

investor invested , R f is the risk-free rate , b is the unsystematic risk , R m is the average rate 

of return on the financial market (or the level of return on the shares of the corporate 

structure in the current period) 

It should be noted that if b > 1, the capital cost of the corporate structure is expected to 

increase in the coming period, if b = 1, the capital cost of the corporate structure will remain 

unchanged in the coming period, if b <1 , the capital cost of the corporate structure is 

expected to decrease. 



 

International Journal of Research in Economics and Social Sciences(IJRESS) 
Available online at: http://euroasiapub.org 
Vol. 12 Issue 06 June- 2022 
ISSN: 2249-7382 | Impact Factor: 8.018|   

 (An open access scholarly, peer-reviewed, interdisciplinary, monthly, and fully refereed journal.) 
 

 

 

 
International Journal of Research in Economics & Social Sciences 

      Email:- editorijrim@gmail.com, http://www.euroasiapub.org 
  (An open access scholarly, peer-reviewed, interdisciplinary, monthly, and fully refereed journal.) 

16 

In corporate structures, it is also important to determine the costs incurred for the use of 

a unit of debt capital. We can see this in the price of debt capital, which is determined by the 

following formula: 

 

The cost of 

debt 

capital 

= 

The amount of expenses for the use of debt 

capital 

× (1 - 
Income 

tax rate 
) (6) 

The amount of 

debt capital 
- 

the amount of costs 

associated with 

borrowing 

The purpose of taking into account the impact of the income tax rate in determining the 

value of debt capital is that the amount of interest accrued on debt capital reduces the income 

tax base, which in turn reduces the level of tax burden on the corporate structure. Therefore, 

because the corporate structure uses debt capital, the income tax base is reduced by the 

amount of interest, and as a result, the cost of debt capital is also reduced by the tax rate. 

Hence, the amount of income tax rate is inversely proportional to the increase in the cost of 

debt capital. For this reason, foreign economists argue that debt capital is cheaper than private 

capital. It should be noted that the low cost of debt capital compared to private capital also 

depends on the effectiveness of the financial leverage of debt capital. 

Table 1 

Procedure for determining the weighted average cost of capital * 

№ Indicators 

Amount of 

capital 

(million 

soums) 

Capital 

cost (%) 

Share of 

capital 

(%) 

Average weighted 

cost of capital (%) 

- R i K i WACC = R i × K i 

1 At the expense of ordinary 

share issue formed capital 

100 25 40 10 

2 Capital formed through 

the issuance of preferred 

shares 

20 20 8 1.6 

3 Capital formed at the 

expense of long-term 

debts 

70 20 28 5.6 

4 Capital formed at the 

expense of short-term debt 

35 25 14 3.5 

5 Capital formed at the 

expense of accounts 

payable 

25 5 10 0.5 

Average weighted cost of capital, WACC (%) 21.2 

* Source: Taken as a conditional example. 
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In the activities of corporate structures can be formed different types of debt, while the 

value of debt capital in each form may be different. For example, the cost of capital formed at 

the expense of accounts payable is lower, that is, it is the cheapest funds for the operation of 

the corporate structure. 

As mentioned above, we use WACC to determine the value of total capital formed in 

corporate structures. The amount of WACC is determined based on the following formula. 





n

i

ii KRWACC
1

 (7) 

The weighted average cost of capital (WACC) represents the amount of costs incurred 

to use one unit of total capital in a corporate structure. So, one of the main tasks of the 

financial manager of the corporate structure is to minimize the cost of capital. The lower the 

cost of capital, the more positive it is for the future development of the corporate structure. 

It is advisable to shed light on the nature of the weighted average cost of capital 

through case studies. Therefore, we consider the issue of determining the weighted average 

cost of capital in corporate structures (Table 1). According to the data in the table, we 

determine the weighted average cost of capital in accordance with Formula 7 as follows: 

WACC = ∑R i × K i = 25% × 40% + 20% × 8% + 20% × 28% + 

+ 25% × 14% + 5% × 10% = 21.2%. 

Determining the weighted average cost of capital is important for corporate structure 

managers as well as financial managers: 

‒ it should be noted that the minimum level of overall profitability planned for future 

periods in corporate structures should not be less than the amount of WACC. Otherwise, the 

costs of corporate structures may exceed revenues; 

‒ special attention should be paid to reducing the attraction of financial resources from 

sources of financing that affect the increase in the cost of capital in corporate structures, and 

vice versa, to attract more financial resources that affect the reduction of the cost of capital; 

‒ is expedient to compare the amount of WACC calculated in corporate structures 

with the indicator of profitability (or profitability) of investment projects . If the profitability 

of the investment project is higher than the amount of WACC, the corporate structure can 

direct its capital to this investment project, and thus the corporate structure will receive 

relatively more profit; 

‒ the WACC quantitative indicator calculated in corporate structures may in some 

cases be used by the financial manager as a discount rate in order to discount the future 

income and expenses of other projects for the current period and to determine the business 

value of corporate structures. 

Today, it is important to determine the business value of corporate structures. The 

business value of the corporate structure is determined not by the amount of current assets in 

the corona, but by discounting the total amount of future expenses and income of the 
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corporate structure for the current period. The business value of the corporate structure is 

determined by the following formula: 


 


n

i
i

i

WACC

FCF
V

1 )1(
 (8) 

Where V (value) - business value of corporate structure, FCF ( future cash  flow ) - 

future cash flows, ie income or expenses, i - i inchi year, n - years soni. 

The business value of the corporate structure is such that if the corporate structure is 

sold in the financial market at this value, the founders of the corporate structure will not 

benefit or lose. Hence, the founders of a corporate structure try to sell such a corporate 

structure at a price higher than the business value of the corporate structure. Also, today in 

the conditions of attracting foreign investment by joint-stock companies in our country, it is 

important that their capital value is minimal and business value is high. This, in turn, plays an 

important positive role in the inflow of foreign investment into the joint-stock companies of 

our country. 

CONCLUSION 

In general, it can be said that the determination of the capital structure of the corporate 

structure serves to ensure business efficiency. The financial manager of the corporate 

structure should form the capital structure of the corporate structure in such a way that the 

cost of capital should be minimized as a result. This, in turn, serves to maximize the business 

value of corporate structures. 
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