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ABSTRACT

Cost of capital is the opportunity cost or the rate of return the investors could expect to earn on
other investments of equivalent risk. The cost of capital is customarily used as a discount rate to
convert expected future returns to a present value. The cost of capital is usually calculated as a
weighted average of the after-tax interest cost of debt and the cost of equity, that is, the expected
rate of return on the firm’s common stock. This is called the weighted average cost of capital
(WACC). The main problem in calculating the WACC is cost of equity, so, several models are
presented. However, in general, the main proposed model is Capital Asset Pricing Model (CAPM).
In this paper the application of CAPM for Iranian mining companies, listed in Tehran Stock
Exchange, are studied. The results from regression analysis have shown that at present CAPM is not
applicable. Therefore, the Gordon growth model is applied and the cost of equity for metal minerals
companies is estimated. The equity and debt level and also the cost of debt are obtained from the

financial statement of these companies. Finally, the cost of capital is estimated.
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