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Abstract: The present paper has measured the relationship between corporate social responsibility and cost
of capital in Tehran Stock Exchange listed companies. In order to measure social responsibility as the
independent variable of the study, the social and environmental criteria,which are used annually by the
American institution known as KLD to rate the organizations and also in order to measure cost of capital, the
Weighted Average Cost Of Capital have been used. All the listed companies on Tehran Stock Exchange as the
population of the study have been analyzed and 65 of them have been chosen according to the features of this
study. To test the hypotheses hybrid regression analysis and to analyze the data the econometric software of
Eviews 7 have been used. The findings show that there is a significant inverse relationship between social
responsibility and cost of capital and expected rate of return to investor (cost of equity capital). Moreover, no
significant relationship was found between the aforementioned independent variable and cost of debt.
Therefore, by increasing disclosure of social performance, managers cause the expected cost of capital and the
financial expenses to decrease. In other words, information on corporate social responsibility provides the
investors with informative content.

Key words: Corporate social responsibility  Cost of capital  Expected rate of return to investor  Weighted
average cost of capital

INTRODUCTION creditors and stakeholders of the company expect to

The significant increase in corporate social costs of their investment and to compensate for its risk
responsibility (CSR) activities, has recently led to a line of [2]. In other words, the required rate of return is in
research into the relationship between CSR and financial accordance with the market perception of a firm’s risk
performance. To date, research has suggested different appetite. If CSR affects a firm’s risk appetite, firm's
findings concerning the effect of CSR [1]. These various withsocial responsibility should have the advantage of
results indicate different theoretical perspectives lower financing costs. Secondly, related research shows
concerning the relationship between CSR and financial that effective corporate governance and especially stricter
performance. After reviewing a number of CSR studies, disclosure standards, lowers the company’s cost of
Renneboog et al.  (2008)  concluded  that  whether  CSR capital by reducing agency problems and information
is priced by capital markets remains an open question. asymmetry. Information asymmetry is one of the channels
Considering the lack of empirical research on the through which CSR influences cost of capital. Thirdly,
relationship between CSR performance and cost of cost of capital shows the investor’s required rate of return
capital, our interest is drawn to corporate financing costs in the investment and therefore is considered as a key
according to the following considerations. Firstly, cost of input in long term investment decisions. Thus, exploring
capital is equal to internal rate of return (discount rate) the relationship between CSR and cost of capital should
that investors use to convert the future value of expected help the managers understand the effect of investing in
earnings to their present value and it means that both CSR  on  financing  costs  and  as  a  result  has  important

receive returns in exchange for incurring opportunity
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implications for strategic planning. In fact cost of capital such as investors [10]. In order to invest in companies,
can be a channel through which firm’s capital markets are large institutional investors give priority to those which
encouraged to have more social responsibility [3]. pursue certain social activities [11]. At present the

Theoretical Framework: Corporate social responsibility toexplore the relationship between CSR and financial
research is growing and every day a new dimension of markets [12].
CSR is explored in the science of management and
organizational behavior; however, at the national level Literature Review: In recent years the dramatic increase
and in Iran’s management literature it has remained insocial activities of the companieshas led to a line of
abandoned [4]. CSR used to be and still continues being research onthe relationship between corporate social
an important factor of business reputation, social image, responsibility and financial performance. For example,
stability and capitalization of the company [5]. In spite of Salewski&Zulch (2013) explored the relationship between
the great advances that have taken place in the world, the CSR and earnings quality. Inthis studyafter examining
concept of social responsibility is still at its early stages therelationship between social responsibility and
in Iran. However, in recent years Institute for Productivity conservatism and earnings management, social
and Human Resourcesattends to the concept of social responsibility was found to have a negative relationship
responsibility in its assessments of organizations with conservatism and apositive relationship with
according to the EFQM Excellence model [6]. Despite earnings management. Moreover, according to the
these, there is no good understanding of the whole findings of the research it was concluded that there is a
subject considering the fact that companies should negative relationship between social performance and
reduce the investment risk in order to lower cost of capital earnings quality [13].In an analysis of the existing basic
and increase stakeholder wealth. One component of forms of corporate social responsibility in the economy of
investment risk is information risk, which means that the Russia, Irina et al (2013) found that through developing
higher the accuracy and quality of information provided and using a logical and efficient policy for corporate
by a company, the lower will be the risk from the social responsibility, competition increased among
perspective of investors. Companies with high social Russian companies. [5]. Pouraghajan et al. (2012) in a
performance tend to have more public disclosure of their research titled Relationship between Cost of Capital and
social activities. High level of information transparency Accounting Criteria of Corporate Performance Evaluation,
reduces information asymmetry between the company and In this study they use returns on asset (ROA) ratio and
its investors which in turn leads to the reduction of risk return on equity (ROE) as the accounting criteria of
[7]. Therefore, the quality of the provided information is corporate performance evaluation. They concluded that
vital to corporate executives [8], considering the concept there is a significant and positive relationship between the
of cost of capital which is defined as minimum rate of weighted average cost of capital (WACC) and criteria of
return that a company must earn to provide the investor’s corporate performance evaluation (ROA and ROE) [14].
expected return [9] and investors make their decisions Serafeim et al. (2012) explored whether corporate social
based on the balance between risk and return. Investors responsibility leads to better access to financial
are interested in estimating the future expected return on resources, assuming that better access to financial
their investment using the information reported from the resources depends on a) reducingagencycostsdue to
company and other evidence. The higher the quality of increasedstakeholderjudgments and b) reducing
reported information, the degree of uncertainty in information asymmetry due to the increased transparency
estimating the expected return is lowered and information of information. The results indicate that the companies
risk will be reduced [8]. While investors, customers and with high social performance have a low capital restriction
other stakeholders are demanding greater transparency in [7]. Gunester et al. (2010) found evidence that corporate
all aspects of business, report on social responsibility environmental performance of ispositively related
activities  has   become   more   common   than  before  [6]. tofirmvalue and similarly Jiao (2010) achieved the same
Today, accounting and corporate social reporting is results [1, 11]. In a study about the relationship between
considered as one of the important approaches in ethics, social responsibility and organizational
accounting that when implemented can make valuable performance, Jin & Drozdenko (2010) concluded that,
information available tousers ofaccounting information, compared to machine-based organizations, leaders of

growing literature on social responsibility has begun
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systematic organizations have a higher level of social The Second Hypothesis: In order to explore the effect of
responsibility  and   ethics   [15].  Prior  et  al  (2008)  in  a social responsibility on the two components of cost of
research titled investigating the relationship between capital the following second hypothesis is taken into
earnings management and corporate social responsibility account:
concluded that earnings management has a positive effect There is a significant relationship between the degree
on CSR and the existence of this positive relationship of social responsibility disclosure and cost of equity
between these two variables causes a negative effect on capital in stock exchange listed companies.
corporate financial performance [16]. Orlitzky et al. (2003) There is a significant relationship between the degree
found a positive relationship between corporate social of social responsibility disclosure and cost of debt in
and environmental responsibility and corporate financial stock exchange listed companies.
performance [17]. In contrast, research by Brammer et al.
(2006) concluded that firms with high social performance Population, Sample and Research Period: The research
scores have a low return [18]. Feldman et al (1997) population consisted of all listed companies in Tehran
concluded that, investors have realized that companies stock exchange for a time period of 5 years since 2008 to
with a better environmental performance have a lower risk the end of 2012. The sampling procedure has been
[19]. Hamilton et al. (1993) found that there is no through omission and includes all companies in the
significant difference between the return of mutual funds, population which meet the following conditions:
which pursue certain social activities and ordinary funds, It should have been listed in stock exchange before
which don’t do such activates [20]. In his master’s thesis 2008 (in our measurement of some current year data, we
in Islamic Azad University, science and research branch, use the data from the previous year).
Hejami (2012) studied "the relationship between social Information needed for this research including full
responsibility disclosure and institutional ownership in reports of the board of directors and social
listed companies in Tehran Stock Exchange”. The results performancebetween 2008 and 2012 should be available.
of the study indicate that there’s a negative relationship End of financial year should not have changed during
between social responsibility disclosure and institutional the years of study and be on March 19 .
ownership inlisted companiesinTehran Stock Exchange. It should not be one of the investment companies or
Therefore, in order to maximize profit making, it is financial intermediation companies because the natureand
important for those institutional investors looking for classification offinancial statementitemsare different.
current and short-term profits to give priority of Considering these conditions 65 companies were
investment to those companies with the least amount of taken as the research sample.
social responsibility disclosure [21].

KhoshTinat and Raee (2004) explored the effect of MATERIALS AND METHODS
social accounting information provision on investors’
decision making. The results of the study indicated that Part of the research which is to develop a theoretical
social reporting will have 26 to 38 percent of effect on the basis is conducted through library research, i.e. studying
investors’ decision making. In other words, social books, articles and theses. Concerning the research
accounting information is effective on individuals’ variables, collecting the desired information has been
investment decisions. However, the degree of this effect through the available softwares as well as companies’
is not significant. Moreover, in practice several factors, financial statements. The collected data is classified using
including political, economic and social conditions, the Excel software and the final analysis is done getting
craftsmanship, experiences, personal judgments etc., help from Eviews 7 econometric software.
affect the final decisions of investors [10].

Research Hypotheses: According to achieve research Dependent Variable: The dependent variable of the
objectives, we present two hypotheses as bellow: present research is cost of capital. Basically when we talk

The First Hypothesis: There is a significant relationship considered, which means that capital is all sources
between social responsibility disclosure and cost of causing cost provided by the company from creditors and
capital in Stock Exchangelisted companies. stakeholders.  Therefore,  in  order   to   calculate   cost  of

th

Measuring Variables

about cost of capital, general sense of the word capital is
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capital, Weighted Average Cost of Capital (WACC) has which are used annually by the American institution
been used which involves two parts in this study, the first known as KLD to rate the organizations. Social
part being cost of debt and the second part cost of equity responsibility in this study consists of four dimensions
capital and is calculated for listed companies in Tehran (environment, community, employee relations and product
stock exchange as follows [9]: characteristics), each of which has its own strengths and

a dimension results in its score. Finally all four scores are
(1) added up and one overall score is obtained for social

where: each weakness or concern equals one and its absence

d : book value of long-term debts, e : book value of costm m

of equity capital, k : rate of cost of debt, K : rate of cost of The model is as follows:d e

equity capital. 
In order to calculate cost of debt rate the following Csr s=CSR COM S + CSR EMP S +

formula is used (relation 2): CSR ENV S + CSR PRO S

k =K (1-t) (2)d m

where: k : rate of after-tax cost of debt, K : effective rate CSR COM S: community involvement disclosure scored m

of pre-tax cost of debt based on annual rate, t: tax rate. which is calculated by subtracting its specific concerns
In this study, in order to calculate effective rate of from strengths as follows:

cost of debt, regulations of credit facilities provided by
banks for the industrial and manufacturing units are CSR COM S =  Strengths -  Concerns (7)
analyzed.

In order to calculate rate of cost of equity capital the In the same way stated above, the scores of other
Gordon model is used as follows: dimensions of social responsibility like CSR EMP S

(environment disclosure score), CSR PRO S (product
(3) feature disclosure score) can be determined [3].

P : share price at the beginning of the period, D : next KLD Model Introduction: The importance of CSR is so0 1

year’s expected dividends, K : rate of cost of equity much that in most developed countries there are institutese

capital, g: expected growth rate. which annually assess and rate organizations based on
Growth rate is calculated using the geometric mean of social and environmental criteria. Among these institutes,

sales growth during the years 2008 to 2012 as follows KLD in U.S., CSID in Canada and VIEGO in Europe can be
(research period) [22]: pointed out. KLD is an  independent  company

in integration of CSR features, with research and
(5) consulting services for their investment decision making.

g: growth rate derived from various sources such as governmental and
S : sales amount in 2008 (the first year of the research non-governmental organizations, international media,08

period) annual reports, company statements and disclosures.
S : sales amount in 2012(the last year of the research Over time it is continuously added to the sources, so that12

period) during the years 1991 to 2000 two indices of S & P 500 and

The Independent Variable: The independent variable of Russell 1000 in 2001, Large Cape Social in 2002 and Broad
the present study is social responsibility which has been Market Social in 2003 have been used in KLD criteria to
measured using the social and environmental criteria, rate  companies  [3].  The  reason  for  using the American

concerns. The subtraction of concerns from strengths of

responsibility. It should be noted that the existence of

equals zero.

- - - - -

- - - -

(6)

C sr s: social responsibility score-

- -

- -

- -

(employee relations disclosure score), CSR ENV S- -

- -

established in 1988 which provides investors, interested

KLD includesratingsona wide range of CSR standards

Domini social have been used. Moreover, the indices of
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Table 1: Social responsibility dimensions together with their strengths and concerns

Dimensions of social responsibility Score Concerns Score Strengths

Community Investment Controversies Charitable Giving
Negative Economic Impact Impact Innovative Giving
Indigenous Peoples Relations Non-IRI Charitable Giving
Tax Disputes Support for Housing
Other Concern Support for Education

Indigenous Peoples Relations
Volunteer Programs
Other Strength

Sum score disclosure levels of community

Environment Hazardous Waste Regulatory Problems Beneficial Products and Services
Ozone Depleting Chemicals Pollution Prevention
Substantial Emissions Recycling
Agricultural Chemicals Communications Clean Energy
Climate Change Property, Plant and Equipment
Other Corncen Other Strength

Sum score of environmental disclosure levels

Product characteristics Product Safety Marketing/Contracting Quality
Concern R&D/Innovation
Other Concern Benefits to Economically

Disadvantaged
Other Strength
Sum score disclosure levels Product characteristics

Employee Relations Union Relations Union Relations
Health and Safety Concern No-Layoff Policy
Workforce Reductions Cash Profit Sharing
Retirement Benefits Concern Employee Involvement
Other Concern Retirement Benefits Strength

Health and Safety Strength
Other Strength

Sum score disclosure level employee relations

Aggregated scores

Recourse: Mishra et al., 2011

KLD model is that according to our analysis of the Control Variables: According to the research conducted
existing models of social responsibility which are mostly by Hail, Leuz and also Dhaliwal et al. (2006) in connection
based on questionnaires, using questionnaire has its with issues related to social responsibility, the following
specific flaws and more importantly information on social control variables have been considered [3]:
responsibility disclosure may be different from one year
to the next or the previous. As an example, a company Size: The size of the company which is arrived at using
may receive a prize for environmental matters in one year, the logarithm of total assets of the company.
while having incurred a fine the year before for polluting
the environment. According to the fact that the present BTM: Ratio ofbook valueto market valueof equity.
study is carried out in a five-year period, the
questionnaire provides the researcher with information LEV: Leverage ratio which is calculated through dividing
qualitatively for only one year. This is while the the total debt by market value of equity.
dependent variable in the study is cost of capital which is
measured every year. BETA: Systematic risk (market risk).

Moreover, in the above model the certificates of ISO
9001 quality management system, ISO 14001 BETA reflects the sensitivity of firm returns related to
environmental management and OHSAS 18001 health and market returns and is calculated using Rahavard Novin
safety standards have been used. software.
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Table 2: Descriptive indices of the sample studied variables
Deviation coefficients
------------------------------------

Variable Number Average Deviation criterion Variance Skewness Elongation Skewness Elongation
Corporate social responsibility 325 13.7754 3.889 15.125 0.240 -0.683 1.777 -2.533
Cost of Capital 325 0.2527 0.402 0.161 9.211 117.698 68.106 436.416
Cost of Equity 325 .2335 0.405 0.164 8.998 113.294 66.529 420.086
Cost of Debt 325 .0192 0.042 0.002 -10.167 156.155 75.174 579.010
Book-to-market value of equity 325 .6146 1.020 1.040 -0.917 40.800 -6.776 151.282
Leverage ratio 325 2.2207 3.970 15.760 5.185 36.763 38.335 136.313
Company size 325 13.7767 1.497 2.242 0.844 0.633 6.237 2.348
Systemic risk 325 .4809 2.934 8.607 -9.443 151.946 -69.712 562.549

Finally, the model used in this study is as follows: Model Estimation and Hypothesis Testing: Since the

WACC =a +  CSR-S +  SIZE + between variables, for different firms and several years,1 2

 BTM +  LEV + BETA the data used in the study is of panel type. So there is an3 4 5

(8) annual period of five years and the number of sixty-five

Descriptive Statistics of the Study Variables: In this study consists of a 65*5 contingency table which
study social responsibility is one of the independent includes 325 observations in the form of firm-year.
variables. According to the results of the descriptive According to the objectives of the study three equations
statistics which is summarized in the table below, have been estimated. Therefore, multiple regression
compared with normal distribution the distribution of the analysis through pooled and panel models is possible. In
variable does not have too much deviation and also the order to choose the proper model decision has been
variable curve has a great deviation compared with the based on Limer and Hausman tests. In so doing, first to
normal distribution. The indices show that remote viewing determine the method of using panel data and identifying
is placed at the right tail of distribution and the density is them as homogeneous or heterogeneous Chow test and
less in the central indices axis. Similarly for the description Limer statistics were used. In cases where, according to
of other variables in the table below we can conclude Limer statistics, the periods or slopes of firms were
thatthere is a great deviation in the distribution and curve rejected, the panel model and in other cases the pooled
of dependent variables of cost of capital and cost of model was used. In case of selecting data by panel
equity and also control variables of LEV and size in method, through applying the Hausman test one of the
comparison with the normal distribution. Also, remote fixed and random effects models was used. The results
viewing is placed at the right tail of distribution and the related to the selection of an appropriate model for
density is more in the central indices axis. As for the variables are shown in Tables 3 to 5.
dependent variable of cost of debt and control variables According to the results of Chow and Hausman tests,
of BETA and BTM, remote viewing is placed at the left tail pooled model and panel model with random effects have
of distribution. The results of descriptive statistics of the been selected for time periods and time frames
variables are summarized and shown in Table 2 below. respectively.

present study aims to investigate the relationship

sample firms.In other words, the chosen sample in the

Table 3: Model results related to cost of capital for the application of various mixed models

Chow test Hausman test
The ----------------------------------------------------------------- ----------------------------------------------------------------

Model Number Group Model objective test F-statistic Level of error Results Chi-square statistic Level of error Results

1 Corporate social responsibility Exam Period 0.778920 0.5396 Intercept equal to - - -
Test sections 3.685894 0.0000 Company uneven slope 10.928014 0.0528 Random effects

Table 4: Models results related to cost of equity for the application of various mixed models

Chow test Hausman test
The ----------------------------------------------------------------- --------------------------------------------------------------

Model Number Group Model objective test F-statistic Level of error Results Chi-square statistic Level of error Results

2 Corporate social responsibility Exam Period 0.711729 0.5844 Intercept equal to - - -
Test sections 3.706024 0.0000 Company uneven slope 10.287787 0.0675 Random effects



World Appl. Sci. J., 28 (11): 1544-1554, 2013

1550

Table 5: Models results related to cost of debt for the application of various mixed models

Chow test Hausman test
The ------------------------------------------------------------------ ---------------------------------------------------------------

Model Number Group Model objective test F-statistic Level of error Results Chi-square statistic Level of error Results

3 Corporate social responsibility Exam Period 0.853180 0.4925 Intercept equal to - - -

Test sections 0.860366 0.7605 Company slope equal - - -

Table 6: test results of study variables distribution based on three various tests 

Jarque-Bera Shapiro-Wilk Kolmogorov-Smirnov
-------------------------------------- ------------------------------------ -------------------------------------

Variable Number Level of error Statistics Level of error Statistics Level of error Statistics

Cost of Equity 325 0.000000 172900.0 .000 .446 .000 .232
Cost of debt 325 0.000000 324172.6 .000 .407 .000 .301
Cost of capital 325 0.000000 187249.4 .000 .431 .000 .240
Corporate social responsibility 325 0.008372 9.565624 .000 .976 .000 .091
Book-to-market value of equity 325 0.000000 21919.02 .000 .519 .000 .259
Leverage ratio 325 0.000000 19168.56 .000 .497 .000 .288
Company size 325 0.000000 43.06471 .000 .953 .000 .090
Systemic risk 325 0.000000 306872.7 .000 .335 .000 .296

Table 7: Linear relationship test, residue distribution and autocorrelation of cost of capital

Test the linear relationship Durbin - Watson test Residual distribution test
---------------------------------------------- --------------------------------------------------- -----------------------------------------------

Model F-statistic Level of err Calculated Acceptable range Statistics J_B Level of err

1 3.010242 0.011369 1.519608 1.5-2.5 173599.1 0.000000
2 2.807751 0.016916 1.540841 1.5-2.5 156711.4 0.000000
3 3.057395 0.006627 1.573829 1.5-2.5 200621.1 0.000000

According to the results of Chow and Hausman tests, and the predicted values. The calculated statistics
pooled model has been selected for both periods and between 1.50 and 2.50 indicates that the error between
frames. actual values and predicted values is independent and in

Various models have  been  developed  to  examine other words the model has no autocorrelation. Durbin-
the distribution of variables. In this study,  in  order to Watson statistics for the fitted model is in the range of
test  the  distribution   of   variables,  Kolmogorov- acceptable values for determining independence. Normal
Smirnov,  Shapiro-Wilk  and  Jarque-Bera  tests  have distribution of residue in a model is an assumption of
been  used.   And   since  the  measured  significance regression analysis; however, if distribution is single-
levels for all variables have been smaller than .05, the exponential with no severe skewness, the lack of normal
normal distribution of variables is rejected. The results distribution is explainable. Considering that the
obtained from  three  different tests are shown in Table 6 significance level calculated for the model residue
below. Because of the large sample size and the fact that distribution is less than .05, the normal distribution of
sample distribution is single-exponential, although the model residue is rejected. The results of the linearity of
distribution is not normal, the results of parametric tests the relationship between dependent and independent
are still reliable. variables in the models, independence of the residue and

Fisher’s exact test or the overall regression test residue distribution of models related to cost of capital
determines the presence or absence of a linear variable are shown in Table 7 below.
relationship between the independent and dependent Pearson correlation coefficient test indicates that the
variables of the model. Calculated statistics is larger than relationships between the explanatory variables are not
the critical value or significance level is less than .05 for severe and consequently their simultaneous entry in the
the model and this  supports  a  linear  relationship model does not cause collinearity problems. The results
between explanatory and dependent variables of the of correlation coefficient test between explanatory
study. The Durbin-Watson test specifies the dependence variables including independent and control variable are
or independence of the errors between the actual values shown in Table 8 below.
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Table 8: Results of correlation test between explanatory variables of the study model
Variable Csr_s BTM LEV SIZE BETA
Corporate social responsibility 1 .135 .100 .413 .103
Book-to-market value of equity .135 1 .138 .059 -.005
Leverage ratio .100 .138 1 .232 .047
Company size .413 .059 .232 1 .127
Systemic risk .103 -.005 .047 .127 1

RESULTS Second Hypothesis: There is a significant relationship

The main hypothesis: There is a significant cost of equity capital in stock exchange listed companies.
relationship between social responsibility disclosure and According to the results of Chow and Hausman
cost of capital in Stock Exchangelisted companies. tests, pooled model and panel model with random effects

As mentioned earlier, According to the results of have been selected for time periods and time frames
Chow and Hausman tests, pooled model and  panel  model respectively. The results indicate that that although the
with random effects have been selected for time periods effect of this variable on cost of equity is not significant
and time frames respectively. The results of the first at 95% confidence interval, there is a significance inverse
hypothesis, as shown Table 9, indicate that although the relationship at 90% confidence interval. Among the four
effect of this variable on cost of capital is not significant control variables, BTM and size are directly effective at
at 95% confidence interval, there is a significance inverse 90% confidence interval and Leverage ratio is inversely
relationship at 90%confidence interval. Among the four effective at 99% confidence interval. The effect of
control variables, BTM is directly effective at 95% systematic risk has not been confirmed at any of the three
confidence interval, Leverage ratio is inversely effective significance levels.The coefficient of determination
at 99% of confidence interval and size is directly effective indicates that about 4% of cost of equityvariance is
at 90% confidence interval. The effect of systematic risk explained by  the  explanatory  variables  of the model.
has not been confirmed at any of the three significance The results are shown in Table 10 below.
levels. The coefficient of determination indicates that
about 5% of variance and cost of capital is explained by Second Hypothesis: There is a significant relationship
the explanatory variables of the model. The results are between the degree of social responsibility disclosure and
shown in Table 9 below. cost of debt in stock exchange listed companies.

between the degree of social responsibility disclosure and

Table 9: Results of regression analysis and the effect of social responsibility disclosure on cost of capital
Dependent variable: the cost of capital, the number of periods: 5, Number of schools: 65 Total Views: 325
Variable name Coefficient Standard error T-statistics Significant

C Constant coefficient -0.490542 0.386619 -1.268801 0.20540

CSRS Disclosure of corporate social responsibility -0.016268 0.008918 -1.824192 0.06911

BTM Book-to-market value of equity 0.038920 0.018789 2.071417 0.03912

LEV Leverage ratio -0.013083 0.003377 -3.874641 0.00013

SIZE Company size 0.070715 0.036368 1.944441 0.05274

BETA Systemic risk -0.002575 0.003471 -0.741712 0.45885

Coefficient of determination 0.045192 Statistic Durbin - Watson 1.519608
Adjusted coefficient of determination 0.030179 F-statistic 3.010242
WACC = -0.4905 - 0.0162*CSRS + 0.0389*BTM - 0.013*LEV + 0.0707*SIZE - 0.0025*BETA

Table 10: Results of the effect of social responsibility disclosure test on cost of equity
Dependent variable: the cost of equity, the number of periods: 5, Number of sections: 65 Total Views: 325
Variable name Coefficient Standard error T-statistics Significant

C Constant coefficient -0.458434 0.415104 -1.104385 0.27030

CSRS Disclosure of corporate social responsibility -0.017266 0.009004 -1.917504 0.05611

BTM Book-to-market value of equity 0.033988 0.018759 1.811762 0.07102

LEV Leverage ratio -0.013164 0.004351 -3.025469 0.00273

SIZE Company size 0.068215 0.038784 1.758835 0.07964

BETA Systemic risk -0.002751 0.004009 -0.686110 0.49315

Coefficient of determination 0.042280 Statistic Durbin - Watson 1.540841
Adjusted coefficient of determination 0.027222 F-statistic 2.807751
KE = -0.458 - 0.0172*CSRS + 0.0339*BTM - 0.0131*LEV + 0.0682*SIZE - 0.0027*BETA
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Table 11: Results of regression analysis and the effect of social responsibility disclosure on cost of debt
Dependent variable: the cost of debt, the number of periods: 5, Number of schools: 65 Total Views: 325
Variable name Coefficient Standard error T-statistics Significant

C Constant coefficient -0.026965 0.026997 -0.998811 0.31880

CSRS Disclosure of corporate social responsibility 0.000185 0.000540 0.343359 0.73161

BTM Book-to-market value of equity 0.008273 0.003028 2.732402 0.00672

LEV Leverage ratio -0.000399 0.001103 -0.361550 0.71803

SIZE Company size 0.002649 0.002191 1.208952 0.22784

BETA Systemic risk 0.003213 0.002525 1.272076 0.20455

Ar(1) First - Order Autoregressive -0.088634 0.146115 0.606605 0.54476

Coefficient of determination 0.067856 Statistic Durbin - Watson 1.573829
Adjusted coefficient of determination 0.045662 F-statistic 3.057395
KD = -0.026 + 0.00018*CSRS + 0.00827310127983*BTM - 0.00039*LEV + 0.0026*SIZE + 0.0032*BETA + [AR(1)=-0.0886]

According to the results of Chow  and  Hausman with high social performance have lower risk and cost of
tests,  pooled  model  has   been   selected  for both capital decreases with an increase in social performance.
periods  and  frames.  The results of Table 11 show that In a similar research by Mishra et al [3], it was concluded
the effect of this variable on cost of debt is not significant that companies which invested on social responsibility
at 95% and 90% confidence interval. Among the four disclosure in their reports, naturally had a lower cost of
control variables, BTM is directly and significantly capital than companies that did not make the disclosure.
effective at 99% confidence interval. The effects of The results of the present study are fully similar to these
Leverage ratio, size and systematic risk have not been two.
confirmed at any of the three significance levels.The
coefficient of determination indicates that about 7 % of Limitations of the Study
cost of debt variance is explained  by  the  explanatory
variables of the model. The results are shown in Table 11 The time period of the research included the years
below: 2008 to 2012 and those companies whose financial

CONCLUSIONS information archive of Tehran stock exchange were

In this study, the relationship between social have offered their financial statements to the stock
responsibility and cost of capital in Tehran stock exchange irregularly, financial statements were not
exchange listed companies has been measured. In order to available for all companies.
measure cost of capital the Weighted Average Cost of Fluctuations in stock prices during the study period
Capital and in order to measure social responsibility KLD which affect cost of capital may limit the
model have been used. As can be seen from the results, generalizability of the results.
social responsibility has an inverse and significant This research was influenced by some macro-level
relationship with cost of capital and cost of equity at 90% factors such as inflation, interest rates and exchange
confidence interval. However, no significant relationship rates which have been assumed to affect all
was found between the independent variable of the study companies and observations equally.
and cost of debt. The findings are consistent with the
results of a large part of foreign research. For example, [22] Research Suggestions
in a research on the effect of social responsibility on Suggestions Based on Research Hypotheses:
companies’ cost of capital examined the relationship
between social responsibility and financial performance of The primary hypothesis test indicates a significant
companies and in order to measure social responsibility inverse relationship between social responsibility
used economic, environmental and community disclosure and cost of capital of Tehran stock
involvement dimensions. The main question of this exchange listed companies. Therefore, according to
research was how social responsibility issues affect a research conducted in 2010 by Guenster [11],
corporate risk. There were these two hypotheses in the investors, particularly large institutional investors,
study: there is a relationship between financial prioritize investment in those companies that have a
performance and social responsibility and the second high level of social responsibility reporting.Thus, the
hypothesis: companies with good social performance expected rate of return which is equal to cost of
have lower risk. Finally they concluded that companies capital remains low.

statements during the stated period existed in the

chosen for the sample. But since some companies
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It is suggested that Tehran stock exchange adopt 3. Mishra, Dev, R., Sadok El Ghoul, Omran Guedhami
rules so as to be able to measure and determine, as and Chuk C.Y. Kwok, 2011. Does Corporate Social
much as possible, the real rate of CSR during their Responsibility Affect the Cost of Capital?. Journal of
years of activity. Banking & Finance, 35(9): 2388-2406.
Considering the negative relationship between social 4. Sharbatoghli, Ahmad, Afshari Davood and Najmi
responsibility and cost of equity, it is suggested to Manochehr, 2010. The social responsibility of the
the organization directors to consider the concept of companies listed in Tehran Stock Exchange. Iranian
social responsibility as the organization’s survival Journal of Management Science, 19: 81-63.
factor in the long run and take stronger actions 5. Morozova,  Irina   Anatolyevna  and  Britvin  and
regarding their social performance enhancement. Igor Aleksandrovich, 2013. Basic Forms of Corporate
The results of the second hypothesis indicated no Social Responsibility in Russia. World Applied
significant relationship between social responsibility Sciences Journal, 25(3): 441-445.
and cost of debt.This can be due to the lack of cheap 6. Zamani Laila, 2010. The relationship between social
debt as a source of funding in Iran. Because, on the responsibility and gain competitive advantage from
one hand the restrictive monetary policy and on the a consumer perspective, Master's thesis, the Central
other hand determination of loan rates by the Library of Tehran.
Monetary Councilin Iran, causes the rate not to be 7. Serafeim G. Ioannou and I. Cheng, 2012. Corporate
determined based on the risks of companies using Social Responsibility and Access to Finance. [2012].
the credit facilities. [on line]. (http://ssrn.com/abstract=1847085).

Suggestions for Future Research: The concept of 8. Kurdistani, G.R. and Majdi Zia, 2007. The relationship
corporate social responsibility  is  a  very  new  one in between quality, costs and benefits of common
Iran  and  investigation  into  it leads to the development stocks.  Study  of   Accounting   and  Auditing,
of  accounting  to  an  area  beyond  its traditional form 14(48): 104-85.
(i.e. providing information for stakeholders). Therefore, 9. Neveu Raymond, P., 1995. Financial Management
there are many issues in the field of social responsibility Volume II (Ali Jahan Khani and Ali Parsaeian),
that can be examined. Tehran: publisher Samt. (2010).

Some of Them Are Mentioned below: social f accounting information on investors'

The relationship between social responsibility 37: 92-73.
disclosure and corporate returns. 11. Guenster, N., R. Bauer, J. Derwall and K. Koedijk,
The relationship between social responsibility 2010.  The  economic  value of corporate
disclosure and stock price. ecoefficiency.   European   Financial   Management,
In relation to social responsibility, the aspects of 17: 679-704.
corporate governance and leadership are left to be 12. Serafeim, G. and I. Ioannou, 2013. The Impact of
considered. Corporate Social Responsibility on Investment
In relation to social responsibility, the effect of each R e c o m m e n d a t i o n s . [ o n  l i n e ] .
and every dimension on the dependent variable can (http://ssrn.com/abstract=1507874). [March, 2013].
be measured. 13. Salewski, M. and H. Zulch, 2013. The Association
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