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Abstract
This research aims to conduct an empirical analysis of the influence of
costs and capital structure on the financial performance of companies in
the banking industry. This literature review includes various theories and
previous research related to cost management, capital structure, and its
influence on bank profitability and other financial indicators. In this
analysis, financial data from several commercial banks listed on the stock
exchange over a certain time period are collected and analyzed using
statistical methods to assess the relationship between these variables.
This research finds that efficient operational costs have a significant
impact on improving financial performance, while optimal capital
structure influences the company's ability to generate maximum
profitability for shareholders. The use of debt as part of the capital
structure has been proven to provide leverage but also adds financial
risk. This research provides new insights into how bank management can
balance efficient cost management and capital structure utilization to
improve financial performance. The results of this research are expected
to contribute to strategic decision making in banking managerial
practice and provide guidance for further research in this field.
Keywords: Cost Analysis, Capital Structure, Financial Performance, Banking
Industry

INTRODUCTION

In the era of globalization and increasingly fierce business competition,
companies are always looking to streamline operations while maximizing
profits. In the corporate world, financial performance is an important
barometer that shows the extent of strategy effectiveness and successful
implementation of company policies (Kartika et al., 2023). This is in line with
the interests of stakeholders, including investors, management, employees
and creditors, who all want to understand the financial position and growth
prospects of a company (Yilmaz, 2022).

Capital structure is a determining factor in corporate decisions and
tends to be influenced by a variety of variables, including costs and risks as
well as earnings and growth potential. Optimal capital structure management
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can reduce financial costs and at the same time increase company value.
Operational costs are a constant component in company operations, and cost
analysis is the key to understanding operational efficiency which has a direct
impact on financial performance (Ahmed et al., 2023).

Cost and capital structure analysis is not only related to determining
product and service prices or determining funding sources, but is also closely
related to the company's long-term strategy. How a company allocates its
resources and manages its financial obligations can be seen from the analysis
of its capital structure and costs, so research in this area is essential to support
strategic decision making (Wang, 2023).

The usefulness of this study lies in an in-depth understanding of how
capital structure and cost analysis affect financial performance, which in turn
can provide insight for companies in managing their financial strategies
(Meirawati et al., 2023). Furthermore, this research also supports the
academic literature by providing relevant empirical data and conceptual
analysis, contributing to the development of finance and management
theories, and opening pathways for future research exploration.

Cost analysis and capital structure are two fundamental aspects of
financial management that greatly influence a company's financial
performance. Cost analysis is concerned with controlling and allocating
operating costs and other costs to maximize efficiency and profitability. In a
competitive business environment, a deep understanding of a company's cost
structure helps in making strategic and operational decisions (Iftikhar & Ullah,
2024). Apart from that, this analysis is important for setting selling prices,
managing budgets, and planning business activities so that the company's
cash flow can be maintained.

Capital structure, on the other hand, refers to the composition of a
company's funding which consists of debt and equity. Decisions about capital
structure are crucial because they have a direct impact on the risk and value of
the company. Companies must balance debt and equity appropriately to
minimize the overall cost of capital and maximize company value (Mansour et
al., 2024). An optimal capital structure will reduce financial costs and provide
flexibility in company operations, as well as influence investor perceptions and
the company's credit rating.

Integration between cost management and capital structure
contributes significantly to achieving financial stabilization and long-term
growth. Companies that succeed in managing costs and capital structures
efficiently tend to have a competitive advantage over their competitors. They
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are able to offer more competitive prices, benefit from operational efficiency,
and have better access to funding sources at lower costs (Jie, 2022).
Therefore, in-depth understanding and application of best practices in this
analysis is of key importance in strategic financial management.

This background reveals the importance for companies to have strong
policies in managing costs and capital structure. This is not only important for
financial stability, but also for strategic positioning in a competitive market.
Strong financial performance through effective management of costs and
funding can enable companies to reinvest profits into growth initiatives or
back to shareholders, strengthening the reputation and future sustainability
of the business.

RESEARCH METHOD

This research will use a literature review approach by examining
various academic sources, industry reports and relevant case studies. A
comparative analysis of existing studies will be conducted to identify common
patterns and findings. In addition, interviews with experts and practitioners in
the field of omnichannel marketing will also be conducted to gain further
insight (Earley, M.A. 2014; Snyder, H. 2019).

RESULT AND DISCUSSION
A. Company Financial Performance
1. Definition and Components of Financial Performance

Financial performance is a measure that describes the operational
and financial results of a company in a certain period. It is generally
measured using data contained in financial statements, including income
statements, balance sheets, and cash flow statements. The main
purpose of measuring financial performance is to assess how well a
company generates income and manages its assets and liabilities
(Yendra, 2023). Financial performance analysis provides important
information to stakeholders including shareholders, creditors, and
management regarding the company's financial health and its future
prospects. It also helps management in making strategic and operational
decisions based on historical data and forecasts of future trends.

A deep understanding of these components is important for
stakeholders to assess a company's financial position and make
informed decisions. For investors and analysts, these aspects are the
basis for assessing a company's intrinsic value and the growth potential
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of its shares. For management, financial performance indicators are
benchmarks that determine business and operational strategies, budget
planning and resource allocation (Astutik & Rohman, 2023). Through
good financial performance, companies can gain greater confidence
from investors, access to capital markets with more favorable
conditions, and a better ability to invest in opportunities that may arise
in the future.
Financial Performance Measurement

Financial performance measurement is a statistical analysis
process carried out on a company's financial data to assess its overall
operational effectiveness and efficiency. This often involves the use of
financial ratios which can be categorized into several main types such as
liquidity ratios, profitability ratios, leverage (solvency) ratios, and
operational efficiency ratios (Juliansyah & Oktrima, 2022). Each of these
ratios has a specific function; for example, the liquidity ratio assesses a
company's ability to pay its short-term obligations, while the profitability
ratio shows how effectively the company generates profits from its
sales. The use of these analytical tools helps stakeholders assess current
financial conditions and form projections for future strategic decisions.

Apart from financial ratios, trend analysis over time is also crucial
in measuring financial performance. This involves looking at changes in
specific items in financial statements such as revenues, costs, and net
profits over several periods to assess whether the company is growing,
stagnating, or declining. The use of data analysis software and
information technology has enabled greater accuracy in collecting data
and the majority of companies now integrate these analytical tools
internally to track their performance in real-time (Harinurdin, 2023). This
approach helps management to proactively identify and address
potential issues before they develop into more serious problems,
thereby enabling the company to maintain financial stability and support
long-term growth.

B. Capital Structure

1.

Capital Structure Concept

Capital structure is the composition of a company's funding
consisting of debt and equity, which is used to fund company operations
and investments. Decisions about capital structure are very important
because they impact the risk and value of the company; by seeking a
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balance between debt (which may be cheaper due to interest tax
advantages, but increases the risk of bankruptcy) and equity (which
does not carry fixed liabilities, but has the potential to dilute ownership
and may be more expensive) (Toporowski, 2022). Capital Structure
Theories, which include the Pecking Order and Trade-Off Theories,
attempt to explain the approaches companies take in choosing between
these funding sources by considering factors such as taxes, bankruptcy,
agency costs, asymmetric information, and operational flexibility, all
with the ultimate goal is to maximize shareholder wealth (Sahlman,
2022).
2. Factors Affecting Capital Structure
Factors that influence a company's capital structure include tax
policy, bankruptcy costs, agency costs, financial flexibility, investment
opportunities, capital market conditions, operational risk, and the
pecking order principle. Management decisions in determining the
proportion of debt and equity are often influenced by the desire to
utilize debt interest as a tax deduction, while paying attention to
financial risks that may arise due to excessive debt burden (Koralun-
Bereznicka et al., 2024). Management must also consider additional
costs such as agency costs, arising from conflicts between shareholders
and management, and the desire to maintain financial flexibility to deal
with future uncertainties and take advantage of investment
opportunities that may arise. In addition, the company's operational
characteristics, such as cash flow stability, and capital market conditions,
such as interest rate conditions and funding accessibility, also play an
important role in influencing capital structure decisions.
3. Cost Analysis
1. Definition and Types of Costs
Costs are monetary expenditures made by a company or
individual in order to obtain goods or services. In an accounting and
finance context, these costs are recorded as a deduction from
revenue to arrive at a total profit or loss. Costs can be fixed or
variable, and proper identification of cost types is important in
effective financial management (Campbell & Brown, 2022). Fixed
costs are costs that do not change with changes in the volume of
production or sales activities, for example building rent, employee
salaries and company insurance. Meanwhile, variable costs change
according to the volume of activities carried out, for example raw
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materials, direct labor costs and other operational costs which
increase as production increases (Florio & Pancotti, 2022).

Apart from fixed and variable costs, there are also semi-
variable costs which include elements of both types of costs, where
some costs are fixed and others change according to certain levels of
activity (Bosio et al., 2023). Examples of semi-variable costs include
electricity bills that have a fixed component and variable utility costs,
or wages that have a base rate plus a commission based on sales.
Costs can also be classified into direct costs that can be directly
attributed to a cost object such as a product, project, or department,
and indirect costs that cannot be directly attributed, often referred to
as overhead. A deep understanding of these types of costs is vital for
management to make more strategic resource management
decisions and efficient budgeting.

. The Effect of Costs on Profitability and Financial Performance

Costs play an important role in determining the profitability
and financial performance of a company. Any reduction in operational
costs or efficient production costs without sacrificing quality can
increase profit margins. This is because, assuming revenues remain
constant, reducing direct costs will expand operational profit
margins, which is one of the main indicators of financial performance
(Gogic, 2024). Additionally, effective cost management can give a
company a competitive advantage by allowing it to offer lower selling
prices or invest in other aspects of the business to encourage growth.
Therefore, companies that are proactive in identifying and
implementing cost savings often enjoy a strong position in terms of
profitability.

On the other hand, uncontrolled or significantly increased
costs can weigh on a company's financial results and erode profit
margins. Indirect costs, such as administrative overhead or research
and development costs, can disproportionately affect small and
medium-sized companies if they are not carefully planned or
monitored. A high debt burden can also increase financial costs that
affect profitability, especially if interest rates rise or market
conditions become unstable. Management's success in navigating
and managing costs will be reflected in healthier financial ratios, such
as Return on Investment (ROI), Return on Equity (ROE), and other
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profitability ratios, which in turn will influence investor perceptions
and the company's market value (Ferranna, 2024).

C. The Relationship between Costs and Capital Structure in Financial
Performance
1. Integration between operational costs and capital structure

Integration between operational costs and capital structure is a
critical aspect of financial management that focuses on the long-term
sustainability and profitability of a company. Operational costs are
expenses related to the company's daily activities, while capital structure
refers to the company's sources of financing which are divided into debt
and equity. An efficient balance between operational costs and capital
structure is the key to optimizing single costs that may affect profit
margins and to minimizing financial risks (Alruwaili & Ahmed, 2024). To
achieve this balance, management must analyze the composition of its
operational costs to determine whether the existing financing structure
supports the company's operations in a profitable way, or instead adds
financial burdens that can erode profits.

From a capital structure perspective, each additional debt
increases interest costs, which are a component of operating costs. This
should be considered carefully as high interest costs can reduce
operating cash flow and suppress profit margins. On the other hand, the
use of debt also has potential benefits in terms of tax savings and return
on equity (ROE) which can increase due to the effects of financial
leverage (Sumiati, 2022). Therefore, making structural decisions about
the proportion of debt in capital must be taken into account with a
detailed analysis of operational costs, cash flow, and the company's
ability to generate income exceeding its financing costs. Efficient control
of operational costs and wise management of capital structure together
lead to a healthy financial position, which in turn can increase the
company's attractiveness to investors and creditors.

2. Theoretical and empirical relationship between the two variables on
performance

From a theoretical perspective, the relationship between
operational costs and capital structure and company performance can
be analyzed through several financial theories such as Pecking Order
Theory and Capital Structure Theory. Pecking Order Theory states that
companies tend to fund their investments through internal cash flow
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first, then through debt, and finally through equity if other options are
less than optimal (Jati et al, 2023). This indicates that efficient
operational costs increase internal cash flow, allowing less dependence
on external sources of financing that might increase financial risk and
affect company performance. On the other hand, Capital Structure
Theory highlights how a balance between debt and equity can maximize
firm value through reducing the average cost of capital, provided that
the firm's operations can be stable and profitable enough to overcome
the additional costs of higher debt.

From the empirical side, research has shown that there is a
complex relationship between capital structure, operational costs and
company performance. Empirical studies often measure company
performance through financial metrics such as Return on Assets (ROA)
or Return on Equity (ROE), and many find that companies with lower
operating costs tend to have higher ROA or ROE. This shows operational
efficiency that increases net profits and provides more room to manage
debt more effectively (Candy & Quinn, 2023). Furthermore, an optimal
capital structure that minimizes capital costs and financial risks while
opening access to sufficient capital is considered the key to supporting
the long-term sustainability and investment capability of the company,
which is ultimately needed to improve or maintain the company's
performance in a competitive market (Ahmad, 2024).

In addition, agency theory provides a framework for thinking
about how conflicts of interest between shareholders and management
can influence capital structure decisions and operational performance.
This theory assumes that managers, who control the day-to-day
operations of a company, may have goals that lead to inefficient use of
resources or taking on excessive debt for personal benefit or for
excessive growth of the company, which could reduce overall
performance (Odat & Bsoul, 2024). A good capital structure is seen as an
instrument to minimize this conflict, by introducing market discipline
through debt interest that must be paid periodically or the potential for
takeover if the company's performance is inadequate.

Meanwhile, empirical research also shows that industry and
macroeconomic conditions can have a significant influence on the
relationship between operational costs, capital structure and company
performance. For example, in highly cyclical industries or those facing
rapid technological change, operational cost management and a flexible
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capital structure are critical to surviving downturns in business cycles
and capitalizing on opportunities during upcycles. Furthermore, capital
market conditions, interest rates, and investor sentiment can influence
the ease and cost of accessing capital (Lehenchuk et al., 2023). In an
empirical context, companies operating in an environment with easy
access to capital markets and lower funding costs may show a positive
correlation between aggressive capital structure and good performance
due to their ability to fund growth more cheaply, generating additional
value for shareholders. shares (Nehrebecka & Xing, 2023).

Overall, while theoretical relationships provide a conceptual
model of how operating costs and capital structure should influence firm
performance, empirical research provides supporting data and these
axioms, often by showing that specific industry and economic conditions
play an important role in determining how closely related the variables
are. -this variable in practice.

CONCLUSION

The main findings from the discussion on the influence of costs on
profitability and financial performance show that effective cost management
is the key to strengthening profit margins and supporting business growth.
Strategic cost reductions whether fixed, variable or semi-variable costs—can
increase operational efficiency and provide a competitive advantage in selling
prices. However, uncontrolled rising costs or inefficient spending can weigh
on financial performance and erode profit margins. Therefore, careful and
proactive cost control practices are vital in supporting financial stability and
maintaining a company's competitiveness in the long term.

The theoretical implications of the relationship between costs,
profitability, and financial performance underscore the importance of financial
management theory in the practice of business decision making. Theoretically,
a deep understanding of cost structures and their impact on profit margins
offers guidance for formulating cost reduction strategies without sacrificing
product quality or customer satisfaction. From a practical perspective, this
encourages companies to adopt tools and methods such as performance-
based budgeting, efficient supply chain management, and process innovation
to cut excess costs, while increasing value for stakeholders. Thus, applying
these principles to day-to-day management decisions can facilitate financial
optimization leading to a company's long-term success, reaffirming that
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financial theory is not just an abstraction but also an essential practical guide
for navigating complex business dynamics.
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