Perfect Capital Markets

| Financial Markets with Imperfections

Naming
S Market value of the company’s own resources Market value of the company’s own resources (non-indebted
Sty
company)
S | Market value of the company’s own resources (indebted
company)
B Market value of the company's external resources B Market value of the company’s external resources
V Market value of the company: V=S + B vty Market value of the non-indebted company V? =S§° U u
/4 Market value of the indebted company Vt =5t + B
L
B/S  |Coefficient or ratio of indebtedness B/St Coefficient or ratio of indebtedness
Y Expected gross profit, Earning Before Interest and Taxes | ¥ Expected gross profit, Earning Before Interest and Taxes
rp Cost of external resources to the company rg Cost of external resources to the company
rs Cost of equity, return of shareholders or financial return: | s Cost of equity, return of shareholders or financial return after
taxes:
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Fo Economic return: ry Economic return:
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Weighted average cost of company capital without debt Yy
- Without debt:
Fe=ro
Twacc T'wacc| Weighted average cost of company capital after taxes:

Weighted average cost of company capital:
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Without taxes: rwacc = ry

I'wacctc = rs‘% + rb% (1-tc)

With taxes: "wacc 74 )

Except when the company is not indebted, so in this case: rwacc =
"o




Perfect Capital Markets

Financial Markets with Imperfections

Modigliani and Miller (Proposition I)

Modigliani and Miller (Proposition I)

In equilibrium:
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Modigliani and Miller (Proposition II)

Modigliani and Miller (Proposition II)
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Consequences of Modigliani and Miller Propositions

Consequences of Modigliani and Miller Propositions

- Financial structure is not optimal.

B
C'wacct = To° (1 =t Z) = rwacc ' < 10
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When the company is not debt: rwacc = 10

- The optimal financial structure is when there are all debts.




Financial Market with Imperfections: the Miller Model

tc Corporate tax rate.
[ Tax rate on personal income from shareholder remuneration, i.e. the weighted average effective personal rate of dividends and
capital gains.
tob Tax rate on personal income from interest collected on funds lent to the company.
Vu Market value of the non-indebted company in the Miller model.
pa Y1)
r,
VL Market value of the indebted company in the Miller model.
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