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Abstract— The paper represents a first exploratory 

study based on the comparison between the Weighted 

Average Cost of Capital (WACC) of a sample of 

companies listed on Malaysian Stock Exchange, 

classified and shared according to the principles of 

Islamic finance (i.e. riba, risk sharing, haram). 

In particular, the main aim of the analysis is to 

provide some evidences of the potential effect on the 

risk (measured by beta) on the WACC as result of the 

principles used to divide the companies between 

Shari’ah Compliant and not Shari’ah Compliant. 

Generally our findings are focused on a greater level 

of WACC related to the LCSC that belong to the 

majority of selected sectors and, according to the 

principles of Islamic finance, they have shown a 

leverage ratio lower than that of companies not 

Shari’ah Compliant. 
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I. INTRODUCTION 

The traditional principles of Corporate Finance 

postulate that each firm carries out some choices 

related to where to get the funds (investment 

decision), how to invest it (financing decision) and 

when to return the excess cash (dividend decision). 

The same choices can be referred to an Islamic firm. 

We can therefore assert that the financial goal of the 

firm is to maximize the Shareholder Value. This 

goal is widely accepted in both theory and practice 

(e.g. Copeland, Weston & Shastri, 2004; Van Horne 

and Wachovicz, 2008; Damodaran, 2011; 

Vernimmen, Quiry, Dallocchio, Le Fur & Salvi, 

2014; Brealey, Myers & Allen, 2014) and can be 

applied to Islamic firms (e.g. Aggarwal & Yousef, 

2000; Habib, 2007; Nagano, 2010; Salvi & 

Miglietta, 2013).  

What is different and what is the impact on value 

creation? The principles that a Shari’ah Compliant 

company must follow with reference to its capital 

structure diverge from a traditional firm. In 

particular, Profit and Loss Sharing (PLS) and Mark-

up financing, in addition to legal-religious 

principles, could play a significant role on the 

system of capital structure puzzle and, consequently, 

on the Weighted Average Cost of Capital (WACC). 

As known in the corporate finance, WACC 

represents the minimum acceptable hurdle rate of 

return within the investment decision. Finally, the 

hurdle rate should be higher for riskier projects and 

reflect the financing mix used (debt or equity) 

(Damodaran, 2011). 

The aim of the paper is to present some evidences of 

the potential effect on the risk (measured by Beta) 

on the WACC as a result of the Islamic finance 

principles used to divide the companies between 

Shari’ah Compliant (LCSC) and not Shari’ah 

Compliant (LCnotSC). 

The paper is organised as follows. First, we 

introduce a theoretical background of the Islamic 

Finance principles and their effects on the capital 

structure. After the main differences between the 

cost of capital in the Traditional and Islamic 

Corporate Finance, we develop a comparative study 

on WACC.  

 

 

II. ISLAMIC FINANCE: A THEORETICAL 

BACKGROUND 

Islamic finance is a financial institution and product 

designed to comply with the central principles of 

Shari’ha (a legal framework of Islam). It is one of 

the most growing segments of the global finance 

industry (Gait & Worthington, 2007). In particular, 

Islamic financial markets have gained impulse over 

the past few decades, as demonstrated by the global 

proliferation of Islamic financial institutions. This 

proliferation has been accompanied by parallel 

increases in Islamic financial products.  

The principles of Islamic finance have been 

analyzed by Muslim and not-Muslim researchers 

alike (e.g. Dar & Presley, 1999; Warde, 2000; Iqbal 
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& Molyneux 2005; Metwally, 2006) but the number 

of literatures focusing on Islamic finance from the 

point of view of corporate finance is scant (e.g. 

Aggarwal & Yousef, 2000; Habib, 2007; Nagano, 

2010).  

Notably, Islamic finance is based on the legal-

religious principles of Shari’ah, geared mainly to 

illustrate what not to do rather than on what is 

lawful to do (Biancone, 2012). Islamic financial 

system requires transactions to be linked to the real 

sector, leading to fruitful activities that produce 

income and wealth (KFH Research, 2014). In 

particular, the aim of Shari’ah is to promote actions 

that do not affect people and society adversely 

through the violation of religious bans. 

The main principles of Islamic finance are (Gait & 

Worthington, 2007): 

- the prohibition of Riba and the exclusion 

of debt-based financing from the 

economy;  

- the prohibition of Gharar encompassing 

the full disclosure of information and 

elimination of any asymmetrical 

information in a contract;  

- the prohibition of Maysir encompassing 

the exclusion of financing and dealing in 

sinful and socially irresponsible activities 

and commodities such as gambling, drugs 

and pork or the production of alcohol and 

other games of chance (i.e. casino-type 

games, lotteries);  

- materiality that is a direct or indirect link 

to a real economic transaction. Islamic 

finance supports people to invest their 

cash effectively without any wrongdoing 

for those who are either borrowers or 

lenders; 

- justice, a financial transaction should not 

lead to the utilization of any part to the 

transaction. 

Islamic finance rejects that it can be realized a gain 

without taking a risk. The funding to the business 

entity is permitted, but the return must be tied 

exclusively to the results linked to the use of capital 

(Gomel, 2010). This is the base of the Profit and 

Loss Sharing (PLS), that is a form of partnership, 

where partners share profits and losses based on 

their capital share and work. In particular, the 

concept of PLS is the method utilized in Islamic 

banking to comply with the prohibition of interest 

and it is a contractual agreement between two or 

more transacting parts, which allows to bring 

together their resources to invest in a project to 

share in profit and loss (Dar & Presley, 2000). 

 

 

III. THE EFFECTS ON THE CAPITAL 

STRUCTURE 

The literature on capital structure started with the 

contributions of Franco Modigliani and Merton 

Miller (Modigliani & Miller, 1958), whose 

propositions are, even today, the theoretical and 

explanatory keys for proper framing of the issues 

related to funding choices. For Modigliani and 

Miller (1958), there is not a relation between capital 

structure and the value of the firm. These studies 

also allow to understand the evolution of the 

theories developed in the following years (Harris & 

Raviv, 1991): starting from the a) Trade-off Theory 

(theory that capital structure is based on a trade-off 

between tax savings and cost of bankruptcy), 

through the b) Pecking Order Theory (theory stating 

that firms prefer to issue debt rather than equity if 

internal finance is not sufficient) until the c) Agency 

Theory. 

As observed in the introduction, the studies on 

Islamic finance from the point of view of capital 

structure are not frequent. According to the 

traditional corporate finance, the Weighted Average 

Cost of Capital (WACC) and the theories on the 

capital structure and its relationship with the 

creation of shareholder value have featured 

countless research and determined the principles that 

underpin the system of the financial decisions for 

the Traditional firm (e.g. Fama & French, 1999; 

Damodaran, 2011; Dallocchio & Salvi, 2011; 

Tardivo, Schiesari & Miglietta 2012; Brealey, 

Myers & Allen, 2014) and, also, for the Islamic firm 

(e.g. Habib, 2007; Mohamad & Saad, 2012; Shafizal 

& Mansur, 2013). The financial manager (anyone 

responsible for an investment or financing decision) 

of a Traditional firm must choose a composition of 

sources (debt and equity) that maximizes the value 

of investments and which is in line with the strategic 

profile and risk; from these decisions derives its 

capital structure.  

For an Islamic Firm, the financial decisions system 

is not substantially different from that of a 

Traditional firm (Salvi & Miglietta, 2013). As 

known, the principles of Islamic finance have direct 

impact on the choice of capital structure. The 

financial contracts that can be compared with the 

equity are: 

- Musharakah: it is an agreement under 

which the Islamic bank provides funds, 

which are mingled with the funds of the 

business companies and others 
(www.islamic-banking.com). 

- Mudarabah: it is similar to the concept of 

silent partnership which financial capital is 

provided by a partner and the other partner 

(Ahmed, 2007) executes the work.  

For the Islamic finance, the financial contracts that 

can be compared with the debt are: 

- Murabahah: it is a sale contract at a mark-

up; the seller adds a profit component to 

the cost of the item being sold (Ahmed, 

2007). 

http://www.islamic-banking.com/
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- Salam and Istisna: it is one of the basic 

conditions for the validity of a sale in 

Shari’ah that the commodity must be in 

the physical or constructive possession of 

the seller; Salam is used to finance 

agricultural like goods and Istisna is 

utilized to finance manufactured like 

goods (www.blomdevelopment.com).  

- Ijarah: it is an agreement that permits one 

party (the lessee) to use an asset or 

property owned by another party (the 

lessor) for an agreed-upon price over a 

fixed period of time 

(www.financialislam.com). 

 

 

IV. THE COST OF CAPITAL FOR ISLAMIC AND 

TRADITIONAL CORPORATE FINANCE 

According to the traditional corporate finance, the 

company’s cost of capital is usually estimated as a 

Weighted Average Cost of Capital that is the 

average rate of return that a firm expects to 

compensate all its different investors; the weights 

are the fraction of each financing source (debt and 

equity). This is the company’s cost of financing and 

the minimum return its investments must generate in 

the medium term (Vernimmen, Quiry, Dallocchio, 

Le Fur & Salvi, 2014). The formula is: 

a) WACC = Ke (E/E+D) + Kd (D/E+D) 

where: 

- E = Market value of the company’s equity 

- D = Market value of the company's debt 

- E+D = Total Market Value of the company  

- Ke = Cost of equity  

- Kd = Cost of debt 

To calculate the WACC it is necessary an estimate 

of the cost of equity and debt. In particular, the 

hardest part of estimating the WACC is to 

understand the cost of equity that is the expected 

rate of return to investors in the company’s common 

stock; many Traditional firms look to the Capital 

Asset Pricing Model for an answer (Brealey, Myers 

& Allen, 2014). The Capital Asset Pricing Model 

(CAPM) asserts that the expected rate of return is 

equal to the risk free interest rate plus a risk 

premium, that depends on beta (measure of market 

risk) and the market risk premium.  

 

4.1 Cost of capital for Traditional Corporate finance 

The cost of debt is defined as the remuneration 

requested by third parts that finance the company 

according to the risk endured. The formula is: 

b) Kd = i × (1– t) 

where  

- i = interest rate (risk free interest rate plus 

default spread) 

- t = tax rate 

The cost of equity is the return required to invest 

capital in a risky activity and it represents the 

opportunity cost of capital incurred for failing to 

invest the capital in another activity of the same 

degree of risk. The formula is: 

c) Ke = rf + Betalevered × MP 

where  

- rf = risk free interest rate 

- MP = market premium 

- Betalevered = measure of market risk 

 

4.2 Cost of capital for Islamic Corporate finance  

As above-mentioned, the cost of capital for Islamic 

Corporate finance based on mark-up tends to 

assume a structure similar to the Traditional 

Corporate finance.  

The process of estimating of the cost of debt in 

Islamic finance provides a mechanism based on a 

benchmark derived from the traditional finance and 

equivalent to the “base cost” of the same source on 

which, through the application of the Mark-up, it 

forms a “cost complement”. Although in the process 

of estimating the cost of equity in Islamic finance 

can be associated a “hurdle yield of return” that the 

lender is expected from the investment. By 

connecting the return with a situation of “minimum 

risk”, the cost of equity can be determined using a 

mechanism similar to that of the CAPM. In this 

sense, the application of CAPM in Islamic finance 

implies some different considerations about the 

principles that govern the basics: not interest (Riba) 

and Profit and Loss Sharing. 

 

 

V. A COMPARATIVE STUDY ON WACC 

A. Research methodology 

Referring to the Shari’ah Advisory Council (SAC) 

of the Securities Commission Malaysia, we consider 

not Shari’ah Compliant all the firms involved in the 

following core activities: a) financial services based 

on riba (interest); b) gaming and gambling; c) 

manufacture or sale of non-halal products or related 

products; d) conventional insurance; e) 

entertainment activities that are non-permissible 

according to Shari’ah; f) manufacture or sale of 

tobacco-based products or related products; g) stock 

broking or share trading on Shari’ah non-compliant 

securities; h) other activities deemed non-

permissible according to Shari’ah. For companies 

with activities comprising both permissible and non-

permissible activities, the SAC measures level of 

mixed contributions from permissible and non-

permissible activities towards turnover and profit 

before tax of a company (Securities Commission of 

Malaysia, 2014). The SAC uses benchmarks based 

on Ijtihad. In particular, the Shari’ah Advisory 

Council applies a two-tier quantitative approach in 

http://www.blomdevelopment.com/
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determining the Shari’ah Compliant status of the 

listed securities:  

1. business activity benchmarks; 

2. financial ratio benchmarks. 

The activities are classified as Shari’ah Compliant if 

they are within the business activity benchmarks and 

the financial ratio benchmarks. In other words, if the 

contribution of non-permissible activities exceeds 

the benchmark, the securities shall be classified as 

not Shari’ah Compliant.  

1. Business activity benchmarks 

The contribution of not Shari’ah Compliant 

activities to the Group revenue and Group profit 

before taxation of the company will be 

computed and compared against the relevant 

business activity benchmarks as follows:  

a. 5% benchmarks (activities: conventional 

banking and insurance; gambling; pork and 

pork-related activities; Shari’ah non-

compliant entertainment; liquor and liquor-

related activities; tobacco and tobacco-

related activities; interest income from 

conventional accounts and instruments). 

b. 20% benchmarks (activities: stockbroking 

business; hotel and resort operations; share 

trading; rental received form Shari’ah non-

compliant activities). 

For these activities, the contribution of not 

Shari’ah Compliant businesses to the Group 

revenue or Group profit before taxation of the 

company must be less than 5% (a) and 20% (b). 

2. Financial ratio benchmarks 

a. cash over total assets; 

b. debt over total assets. 

Each ratio, which is proposed to evaluate riba 

and riba-based elements within a company’s 

statements of financial position, must be less 

than 33% (www.bursamalaysia.com). 

In order to provide some preliminary evidences of 

the potential effect on the risk as result of the 

principles used to divide the companies between 

Shari’ah Compliant and not Shari’ah Compliant, we 

followed three research phases.  

First, we have identified Stock Markets that 

contained Shari’ha Compliant and not Shari’ah 

Compliant firms. In this sense, Bursa Malaysia 

offers a dynamic platform for issuers by supporting 

and assisting companies in fulfilling their capital 

raising needs and operates a fully-integrated 

exchange that offers a comprehensive range of 

products which includes equities, derivatives, 

offshore and Islamic products as well as exchange 

related services such as trading, clearing, settlement 

and depository services.  

Second, the companies on Bursa Malaysia listed 

under the Main Market are 814 (march 2015). In this 

second phase, we have recognized 598 listed 

companies Shari’ah Compliant (LCSC) and 216 

listed companies not Shari’ah Compliant 

(LCnotSC).  

Third, we have defined some items (filters) relevant 

to the purpose of our comparative analysis on 

WACC. We have considered the three following 

selection criteria of the listed companies:  

- Company profile: Macro sector. 

- Key Statistics: Beta levered. 

- Financial Health: Debt/equity ratio. 

In this phase, we have evaluated as “not relevant”, 

and consequently excluded from the final dataset, 

the listed companies that do not have at least two of 

the three parameters mentioned above or some listed 

companies in which it was not possible to identify a 

single sector of belonging. 

Consequently, 779 listed companies were our 

eligible target: 569 LCSC and 210 LCnotSC. 

This first result of the research is summarized in the 

following figure. 

 

 

 
 

Figure 1: The percentage of Listed Company analysed 

 

B. Data analysis  

From the sample of firms analysed, which 

corresponds to 96% of the universe of listed 

companies operating in the Malaysian Stock Market, 

we have divided the undertakings for macro sectors: 

eight for the listed companies Shari’ah Compliant 

and nine for the listed companies not Shari’ah 

Compliant. 

For the LCSC sectors are Real Estate, Basic 

materials, Industrial, Consumer, Healthcare, Energy, 

Communication service, Technology. 

For the LCnotSC these sectors are Real Estate, 

Industrial, Consumer, Healthcare, Energy, Utilities, 

Technology, Financial service, Basic materials. 

This second result of the research is summarized in 

the following two figures. 
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Figure 2: Sectors for listed companies Shari’ah Compliant 
 

Figure 3: Sectors for listed companies not Shari’ah Compliant 
 

Both for Shari’ah Compliant listed companies and 

for those not Shari’ah Compliant, the macro sector 

that has a higher number of listed companies is that 

of “Consumer”, this last divided in “Consumer 

Cycling” and “Consumer Defensive”. 

In order to provide some preliminary evidences of 

the potential effect on the risk (measured by Beta) as 

a result of the principles used to divide the 

companies between LCSC and LCnotSC, we have 

decided to analyse for each listed companies the 

following elements needed to calculate the average 

WACC of the sector:  

- Beta levered; 

- Debt/equity ratio.  

Starting from these two elements, considered a 

Malaysian tax rate of 14,50% (Damodaran, 2015), 

we have calculated for each sector the levered and 

unlevered beta. 

The formula of beta levered is: 

d) Beta levered = Beta unlevered*[1 + (1 – t)*D/E] 

where  

- t = tax rate  

- D/E = Debt/equity ratio. 

According with the previous formula, the beta 

unlevered is: 

e) Beta unlevered = Beta levered/[1 + (1 – t)*D/E] 

The third result of the research is summarized in the 

following two tables. 

 

 

 

 

 

Real Estate
Basic 

Materials
Industrial Consumer Healthcare Energy Technology

Communication 

service

Beta levered 1,3980 1,3044 1,0827 0,8533 0,894 1,3052 1,0338 1,0516

Beta unlevered 1,1128 1,0271 0,9315 0,7097 0,8015 1,0907 0,9399 0,8446

Tax rate (Damodaran, 2015) 14,50% 14,50% 14,50% 14,50% 14,50% 14,50% 14,50% 14,50%

D/E 0,2997 0,3158 0,1898 0,2366 0,1350 0,2300 0,1168 0,2867

D/(E+D) 0,2306 0,2400 0,1595 0,1913 0,1189 0,1870 0,1046 0,2228

 Table 1: Beta levered and unlevered of LCSC

 

 
 

Real Estate
Basic 

materials
Industrial Consumer Healthcare Energy Technology Utilities

Financial 

service

Beta levered 0,9273 1,2404 0,8933 0,994 1,42 1,2229 0,9289 0,9267 1,0372

Beta unlevered 0,6426 0,9963 0,7066 0,6970 1,2126 0,7818 0,5777 0,3971 0,7871

Tax rate (Damodaran, 2015) 14,50% 14,50% 14,50% 14,50% 14,50% 14,50% 14,50% 14,50% 14,50%

D/E 0,5183 0,2865 0,3090 0,4983 0,2000 0,6600 0,7111 1,5600 0,3716

D/(E+D) 0,3414 0,2227 0,2361 0,3326 0,1667 0,3976 0,4156 0,6094 0,2709

 Table 2: Beta levered and unlevered of LCnotSC

 

 

 

 

 

 

 
 

 

 

 

 

 

 

The results of comparative analysis on Beta levered 

and unlevered are the following: 
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LCSC LCnotSC LCSC LCnotSC

Real Estate 1,3980 0,9273 1,1128 0,6426 LCSC LCSC

Basic Materials 1,3044 1,2404 1,0271 0,9963 LCSC LCSC

Industrial 1,0827 0,8933 0,9315 0,7066 LCSC LCSC

Consumer 0,8533 0,9940 0,7097 0,6970 LCnotSC LCSC

Healthcare 0,8940 1,4200 0,8015 1,2126 LCnotSC LCnotSC

Energy 1,3052 1,2229 1,0907 0,7818 LCSC LCSC

Technology 1,0338 0,9289 0,9399 0,5777 LCSC LCSC

Higher beta 

unlevered

Beta levered Beta unlevered Higher beta 

levered

Table 3: A comparative analysis on risk

 

For the sectors of Real Estate, Basic Materials, 

Industrial, Energy and Technology, the beta levered 

and unlevered of LCSC are higher than beta of 

LCnotSC. For Healthcare, the beta levered and 

unlevered are lower than beta of LCnotSC. For 

Consumer, the beta levered of LCSC is lower than 

the beta of LCnotSC, while the beta unlevered of 

LCSC is higher than the beta of LCnotSC. This 

shows that listed companies Shari’ah compliant are 

generally more risky than those not Shari’ah 

Compliant. The diversity in the results in the sector 

of “Healthcare” is justifiable, in part, for the small 

number of not Shari’ah Compliant firms that operate 

in the sector.  

Finally, starting from these results, we have 

calculated for each sector the WACC. The results 

are the following. 

  

Real Estate
Basic 

Materials
Industrial Consumer Healthcare Energy Technology

Communication 

service

Number of listed companies Shari'ah Compliant 66 87 119 213 10 21 47 6

Country Risk Premium (Damodaran, 2015) 1,80% 1,80% 1,80% 1,80% 1,80% 1,80% 1,80% 1,80%

Risk Free Rate (Damodaran, 2015) 3,85% 3,85% 3,85% 3,85% 3,85% 3,85% 3,85% 3,85%

Market Premium (Damodaran, 2015) 7,55% 7,55% 7,55% 7,55% 7,55% 7,55% 7,55% 7,55%

Cost of equity 14,40% 13,70% 12,02% 10,29% 10,60% 13,70% 11,66% 11,79%

Cost of debt 4,83% 4,83% 4,83% 4,83% 4,83% 4,83% 4,83% 4,83%

Beta levered 1,3980 1,3044 1,0827 0,8533 0,894 1,3052 1,0338 1,0516

Beta unlevered 1,1128 1,0271 0,9315 0,7097 0,8015 1,0907 0,9399 0,8446

Tax rate (Damodaran, 2015) 14,50% 14,50% 14,50% 14,50% 14,50% 14,50% 14,50% 14,50%

E/(E+D) 76,94% 76,00% 84,05% 80,87% 88,11% 81,30% 89,54% 77,72%

D/(E+D) 23,06% 24,00% 15,95% 19,13% 11,89% 18,70% 10,46% 22,28%

D/E 0,2997 0,3158 0,1898 0,2366 0,1350 0,2300 0,1168 0,2867

D 1 1 1 1 1 1 1 1

E 3,337 3,167 5,269 4,227 7,407 4,348 8,562 3,488

WACC 12,20% 11,57% 10,88% 9,25% 9,91% 12,04% 10,94% 10,24%

Table 4: WACC of LCSC on Bursa Malaysia. 

 

Real Estate
Basic 

materials
Industrial Consumer Healthcare Energy Technology Utilities

Financial 

service

Number of listed company not Shari'ah Compliant 30 24 30 60 2 7 18 3 36

Country Risk Premium (Damodaran, 2015) 1,80% 1,80% 1,80% 1,80% 1,80% 1,80% 1,80% 1,80% 1,80%

Risk Free  (Damodaran, 2015) 3,85% 3,85% 3,85% 3,85% 3,85% 3,85% 3,85% 3,85% 3,85%

Market Premium (Damodaran, 2015) 7,55% 7,55% 7,55% 7,55% 7,55% 7,55% 7,55% 7,55% 7,55%

Cost of equity 10,85% 13,22% 10,59% 11,35% 14,57% 13,08% 10,86% 10,85% 11,68%

Cost of debt 4,83% 4,83% 4,83% 4,83% 4,83% 4,83% 4,83% 4,83% 4,83%

Beta levered 0,9273 1,2404 0,8933 0,994 1,42 1,2229 0,9289 0,9267 1,0372

Beta unlevered 0,6426 0,9963 0,7066 0,6970 1,2126 0,7818 0,5777 0,3971 0,7871

Tax rate (Damodaran, 2015) 14,50% 14,50% 14,50% 14,50% 14,50% 14,50% 14,50% 14,50% 14,50%

E/(E+D) 65,86% 77,73% 76,39% 66,74% 83,33% 60,24% 58,44% 39,06% 72,91%

D/(E+D) 34,14% 22,27% 23,61% 33,26% 16,67% 39,76% 41,56% 60,94% 27,09%

D/E 0,5183 0,2865 0,3090 0,4983 0,2000 0,6600 0,7111 1,5600 0,3716

D 1 1 1 1 1 1 1 1 1

E 1,929 3,490 3,236 2,007 5,000 1,515 1,406 0,641 2,691

WACC 8,80% 11,35% 9,23% 9,18% 12,95% 9,80% 8,36% 7,18% 9,82%

Table 5: WACC of LCnotSC on Bursa Malaysia. 

The results of comparative analysis on WACC are 

the following: 
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LCSC LCnotSC

Real Estate 12,20% 8,80% LCSC

Basic Materials 11,57% 11,35% LCSC

Industrial 10,88% 9,23% LCSC

Consumer 9,25% 9,18% LCSC

Healthcare 9,91% 12,95% LCnotSC

Energy 12,04% 9,80% LCSC

Technology 10,94% 8,36% LCSC

WACC Higher 

WACC 

 

Table 6: A comparative analysis on WACC 

 

VI. FINDINGS AND CONCLUSIONS 

We carried out a comparative study on WACC of 

listed companies on the Malaysian Stock Exchange, 

rare example of financial market that includes 

companies classified in Shari’ah (LCSC) and not 

Shari’ah Compliant (LCnotSC). 

In order to estimate the WACC of the selected 

companies, we have calculated for each one the cost 

of debt, the cost of equity and the market 

capitalization. According to the study of Damodaran 

(2015), we have considered a 1,80% as Country 

Risk Premium of Malaysia, a 3,85% as Risk Free 

Rate and a 7,55% as Market Premium.  

Excluding the sectors not comparable due to lack of 

companies LCSC and/or LCnotSC (Utilities, 

Communication service, Financial service), the 

findings of our analysis (as shown in Table 6) are 

generally based on a systematic value of LCSC’s 

WACC greater than LCnotSC, for each group of 

companies that belong to Real Estate, Basic 

Materials, Industrial, Consumer, Energy and 

Technology sectors. 

In conclusion, we can assert that, for the sample 

analyses, listed companies Shari’ha Compliant 

collected using the application of the principles of 

Islamic finance, shows a higher level or risk, 

measured by Beta levered, and higher value of the 

WACC. As a final point, what is the impact on 

value creation? The LCSC of our sample analyzed 

starts their business management from a greater 

minimum acceptable hurdle rate. 

More research is necessary to examine the potential 

effect on the risk.  

In particular, it may be interesting to understand 

why the listed companies Shari’ah Compliant, while 

presenting a debt over total assets below 33%, 

appear to be riskier of not-Shari’ah. In this sense, 

the principles of traditional corporate finance 

postulate that a higher level of leverage suggests a 

high level of risk, but in our exploratory study, we 

have observed that in Malaysian Stock Exchange the 

LCSC haven’t a lower level of risk. Other future 

researches should be based on the extension of this 

analysis to other Financial Markets, implementing 

the use of statistical tools in order to verify the 

significance of what introduced in this preliminary 

and comparative study.  

 

VII. REFERENCES  

1. Aggarwal, R.K. & Yousef, T. (2000). Islamic Banks and 
Investment Financing. Journal of Money, Credit and 

Banking, 32(1), 93-120. 

2. Biancone, P.P. (2012). Il bilancio della banca islamica e la 
rappresentazione dei principali contratti finanziari. 

FrancoAngeli, Milano. 

3. Brealey, R.A., Myers, S.C. & Allen, F. (2014). Principles 
of Corporate Finance. 11/e. Mc Graw-Hill, New York. 

4. Copeland, T.E., Weston, F.J. & Shastri, K. (2004). 
Financial Theory and Corporate Policy. 4/e. Pearson, New 

York.  

5. Dallocchio, M. & Salvi, A. (2011). Finanza aziendale 1 – 
Finanza Ordinaria. EGEA, Milano. 

6. Damodaran, A. (2011). Applied Corporate Finance: A 

User’s Manual. John Wiley & sons, New York. 

7. Damodaran, A. (2015). Equity Risk Premiums (ERP): 

Determinants, Estimation and Implications - The 2015 

Edition. Available at: 
http://pages.stern.nyu.edu/~adamodar/, 1-120. 

8. Dar, H. & Presley, J. (1999). Islamic Finance: A Western 

Perspective. International Journal of Islamic Financial 
Services, 1(1), 1-9. 

9. Fama, E.F., French, K.R. (1999). The Corporate Cost of 

Capital and the Return on Corporate Investment. Journal of 
Finance, 54(6), 1939-1967. 

10. Gomel, G. (2010). Islamic Finance and Conventional 

Financial Systems-Market Trends, Supervisory 
Perspectives and Implications for Central Banking 

Activity. Questioni di Economia e Finanza, 73, 1-77. 

11. Habib, A. (2007). Issues in Islamic Corporate Finance: 
Capital Structure in Firms. IRTI Research Paper Series, 70, 

1-39. 

12. Harris, M. & Raviv, A. (1991). The Theory of Capital 
Structure. The Journal of Finance, 46(1), 297-355. 

13. Humayon, A.D. & Presley, J.L. (2000). Lack of Profit Loss 

Sharing in Islamic Banking: Management and Control 
Imbalances. International Journal of Islamic Financial 

Services, 2(2), 1-16. 

14. Iqbal, M. & Molyneux, P. (2005). Thirty Years of Islamic 
Banking: History, Performance, and Prospects. Palgrave 

Macmillan, Houndmills, New York. 

15. Iqbal, Z. & Mirakhor, A. (2007). An introduction to 
Islamic Finance: Theory and Practice. John Wiley & Sons, 

Singapore. 

16. KFH Research (2014). Global Islamic Finance: 
Propositions to Europe. KFH Research Ltd.  



EJIF – European Journal of Islamic Finance                                                                        No 4,March (2016) 

http://www.ojs.unito.it/index.php/EJIFI                            SSN 2421-2172                                                     8 

17. Metwally, M. (2006). Economic Consequences of 
Applying Islamic Principles in Muslim Societies. Journal 

of Islamic Banking and Finance, 23(1), 11-33. 

18. Miglietta, N. (2004). La struttura finanziaria obiettivo del 
sistema impresa. Giappichelli, Torino.  

19. Modigliani, F. & Miller, M.H. (1958), The Cost of Capital, 

Corporation Finance and the Theory of Investment. 
American Economic Review, 48(3), 261-297. 

20. Mohamad, N.E.A.B. & Saad, N.B.M. (2012). Cost of 

Capital – The Effect to Firm Value and Profitability 
Performance in Malaysia. International Journal of 

Academic Research in Accounting, Finance and 

Management Sciences, 2(4), 353-361. 

21. Nagano, M. (2010). Islamic Finance and the Theory of 

Capital Structure. MPRA Paper, 24567, 1-18. 

22. Salvi, A. & Miglietta, N. (2013). Principi di Finanza 
Islamica. Cacucci Editore, Bari. 

23. Securities Commission of Malaysia (2014). List of 

Shariah-Compliant Securities by the Shariah Advisory 

Council of the Securities Commission Malaysia. SCM 

Paper, 28 November, 1-34. 

24. Shafizal, B.S. & Mansur, M. (2013). Determinants of cost 
of equity: The case of Shariah-compliant Malaysian firms. 

MPRA Paper, 62364, 1-53. 

25. Tardivo, G., Schiesari, R. & Miglietta, N. (2012). 
Corporate Finance. Isedi, Torino. 

26. Van Horne, J. &  Wachovicz, J.M. (2008). Fundamentals 

of Financial Management. 13/e. Prentice Hall, New York.  

27. Vernimmen, P., Quiry, P., Dallocchio, M., Le Fur, Y. & 

Salvi, A. (2014). Corporate Finance: Theory and Practice. 

4/e. Wiley Finace, New York. 

28. Warde, I. (2000). Islamic Finance in the Global Economy. 

Edinburgh University Press, Edinburgh. 

  
 

 

 
 

 

 

 

 

 



EJIF – European Journal of Islamic Finance  Editorial Team 

 

 

 

Editor in Chief 

 

Prof. Paolo Pietro Biancone, University of Turin, Italy 

 

 

 

Editorial Board 

Prof. Dian Masyita, University of Padjadjaran, Indonesia 

Prof. Abdulazeem Abozaid, Qatar Faculty of Islamic Studies – Qatar 

Prof. Ahmad Aref Almazari, King Saud University, Saudi Arabia 

Prof. Nidal A. Alsayyed, Inayah Islamic Finance Research Institute, USA 

Prof. Roberta Aluffi, University of Turin - Italy 

Prof. Ghassen Bouslama, NEOMA Business School - Campus de Reims, France 

Prof. Nazam Dzolkarnaini, Salford University, UK 

Prof. Kabir Hassan, University of New Orleans, USA 

Prof. Khaled Hussainey, University of Plymouth, UK 

Prof. Rifki Ismal, University of Indonesia 

Prof. Tariqullah Khan, Hamad bin Khalifa University, Qatar 

Prof. Ali Khorshid, ICMA Centre Reading University - UK 

Prof. Amir Kia, Utah Valley University, USA 

Prof. Laurent Marliere, Université Paris-Dauphine France 

Prof. Federica Miglietta, University of Bari - Italy 

Prof. Hakim Ben Othman, University of Tunis - Tunisia 

Prof. Mohamed Ramady, King Fahd University of Petroleum and Minerals, Saudi Arabia 

Prof. Mamunur Rashid, Nottingham University, Malaysia 

Prof. Younes Soualhi, International Islamic University Malaysia 

Prof. Laurent Weill, University of Strasbourg, France 


