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		Abstract

		This research investigates the usage of derivatives and their impact on the listed companies’ cost of equity (COE) capital in Malaysia. We find that the usage of derivative instruments differs across industry sectors. Foreign exchange exposure management is one of the key components of financial risk management. Standardized over-the-counter forward contracts are used largely for hedging foreign exchange risk, while swaps are used for hedging interest rate risk. Most of the companies have policies for the derivatives activity, and internal and external auditors review such activities, either monthly and/or quarterly. VaR (value at risk) is a prominently used method for risk evaluation followed by stress testing. We also explored the behavioural factors affecting the usage of derivatives. We find that lack of expertise in handling derivatives is a source of concern for managers. Difficulty in understanding complex derivatives is perhaps an intimidating factor. The transaction costs associated with derivatives are another source of concern for managers. Last, we find several reasons for not using derivatives: not having sufficient exposure; their high cost compared with their benefits; lack of expertise; and their non-availability. Multivariate analysis does not support our central hypothesis that a negative relationship exists between the usage of derivatives and the COE capital. 
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