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Recent controversies testify that the tax shield valuation remains a hot topic in the financial literature. Basically, two methods have been proposed to incorporate the tax benefit of
debt in the present value computation: The adjusted present value (APV), and the classical weighted average cost of capital (WACC). This note clarifies the relationship between
these two apparently different approaches by offering a general formula for the WACC. This formula encompasses earlier results obtained by Modigliani and Miller (1963) and

Harris and Pringle (1985).

Keywords: WACC, Adjusted present value, Tax shield, Return on equity
JEL Classification: G30, G32, E22

Suggested Citation >

Show Contact Information >

“% Download This Paper (Delivery.cfm/SSRN_ID898420_code363111.pdf?abstractid=898420&mirid=1)

Open PDF in Browser (Delivery.cfm/SSRN_ID898420_code363111.pdf?abstractid=898420&mirid=1&type=2)

6 References

1. J Chrissos, R Gillet ; Investissement , Paris Pearson , A Farber , M P Laurent, K Oosterlinck , H Pirotte ; Pearson , Paris Fernandez , P

The Value of the Tax Shield Is NOT Equal to the Present Value of Tax Shields

Journal of Financial Economics , volume 73 , issue 1 , p. 145 - 165 Posted: 2003

2. RGoffin
Principes de finance moderne
Economica Posted: 2004

3. RS Harris, J ) Pringle
Risk-Adjusted Discount Rates -Extensions from the Average-Risk Case
Journal of Financial Research , p. 237 - 244 Posted: 1985

Crossref (https://doi.org/10.1111/j.1475-6803.1985.tb00406.x)

Ve 39 eqgkigs that are necessary to make our site work. We may also use additional cookies to analyze,

ImP ey RIS BTSRRI QLT BUNENERVENanES 8iidl esperifnfcc BRoser péprmation, see our Cookie
Bl s SRR o e aa o elised: 1904

Crossref (https://doi.org/10.1111/j.1540-6261.1994.tb02452.x)

Cookie Settings

Accept all cookies



https://www.ssrn.com/
https://papers.ssrn.com/sol3/ShoppingCart.cfm
https://www.ssrn.com/index.cfm/en/subscribe/
https://hq.ssrn.com/submissions/CreateNewAbstract.cfm
https://papers.ssrn.com/sol3/DisplayJournalBrowse.cfm
https://blog.ssrn.com/
https://www.ssrn.com/index.cfm/en/contactus/
https://papers.ssrn.com/sol3/Delivery.cfm/SSRN_ID898420_code363111.pdf?abstractid=898420&mirid=1
https://papers.ssrn.com/sol3/Delivery.cfm/SSRN_ID898420_code363111.pdf?abstractid=898420&mirid=1&type=2
https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=15634
https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=456546
https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=392200
https://doi.org/10.1111/j.1475-6803.1985.tb00406.x
https://doi.org/10.1111/j.1540-6261.1994.tb02452.x
https://papers.ssrn.com/sol3/Delivery.cfm/SSRN_ID898420_code363111.pdf?abstractid=898420&mirid=1
https://papers.ssrn.com/sol3/Delivery.cfm/SSRN_ID898420_code363111.pdf?abstractid=898420&mirid=1&type=2
https://www.elsevier.com/legal/cookienotice

0 Citations

Fetch Citations

Do you have negative results from your research you’d like to share?

Submit Negative Results (https://www.ssrn.com/index.cfm/en/Negative-Results/)

Paper statistics

DOWNLOADS 6,698
\BSTRACT VIEWS 16,426
RANK 2,046
3 Citations
6 References

PlumX Metrics

(https://plu.mx/ssrn/a/?
R

Corporate Finance: Valuation, Capital Budgeting & Investment Policy eJournal (https://papers.ssrn.com/sol3/JELJOUR_Results.cfm?form_name=journalBrowse&journal_id=1508981)

Follow ®

Public Economics: Taxation, Subsidies, & Revenue ejournal (https://papers.ssrn.com/sol3/JELJOUR_Results.cfm?form_name=journalBrowse&journal_id=873152)

Follow ®

View more >

Recommended Papers

The Value of Tax Shields is Not Equal to the Present Value of Tax Shields (https://papers.ssrn.com/sol3/papers.cfm?abstract_id=290727&rec=1&srcabs=898420&pos=1)
By Pablo Fernandez (https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=12696)

Reply to 'the Value of Tax Shields is Equal to the Present Value of Tax Shields' (https://papers.ssrn.com/sol3/papers.cfm?abstract_id=611501&rec=1&srcabs=898420&pos=2)
By Pablo Fernandez (https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=12696)

The Value of Tax Shields is Not Equal to the Present Value of Tax Shields: A Correction (https://papers.ssrn.com/sol3/papers.cfm?
abstract_id=651206&rec=1&srcabs=898420&pos=3)
By Pablo Fernandez (https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=12696)

\iewmaora

Feedback ¢

Submit a Paper > (https://hq.ssrn.com/submissions/CreateNewAbstract.cfm)



https://papers.ssrn.com/sol3/papers.cfm?abstract_id=290727&rec=1&srcabs=898420&pos=1
https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=12696
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=611501&rec=1&srcabs=898420&pos=2
https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=12696
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=651206&rec=1&srcabs=898420&pos=3
https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=12696
https://www.ssrn.com/index.cfm/en/Negative-Results/
https://plu.mx/ssrn/a/?ssrn_id=898420
https://papers.ssrn.com/sol3/JELJOUR_Results.cfm?form_name=journalBrowse&journal_id=1508981
javascript:void(0);
https://papers.ssrn.com/sol3/JELJOUR_Results.cfm?form_name=journalBrowse&journal_id=873152
javascript:void(0);
https://hq.ssrn.com/submissions/CreateNewAbstract.cfm

SSRN Quick Links v
SSRN Rankings v

About SSRN v

f (https://www.facebook.com/SSRNcommunity/)
in (https://www.linkedin.com/company/493409?
trk=tyah&trkInfo=clickedVertical%3Acompany%2CentityType%3AentityHistoryName%2CclickedEntityld%3Acompany_493409%2Cidx%:
W (https://twitter.com/SSRN)

(http://www.elsevier.com/)

Copyright (https://www.ssrn.com/index.cfm/en/dmca-notice-policy/) Terms and Conditions (https://www.ssrn.com/index.cfm/en/terms-of-use/)

Privacy Policy (https://www.elsevier.com/legal/privacy-policy)

All content on this site: Copyright © 2023 Elsevier Inc., its licensors, and contributors. All rights are reserved, including those for text and data mining, Al training, and

similar technologies. For all open access content, the Creative Commons licensing terms apply.

We use cookies to help provide and enhance our service and tailor content.

To learn more, visit Cookie Settings.

(http://www.relx.com/)

https://papers.ssrn.com/sol3/updatelnformationLog.cfm?process=true
ps://pap p g p


https://www.facebook.com/SSRNcommunity/
https://www.linkedin.com/company/493409?trk=tyah&trkInfo=clickedVertical%3Acompany%2CentityType%3AentityHistoryName%2CclickedEntityId%3Acompany_493409%2Cidx%3A0
https://twitter.com/SSRN
http://www.elsevier.com/
http://www.relx.com/
https://papers.ssrn.com/sol3/updateInformationLog.cfm?process=true
https://www.ssrn.com/index.cfm/en/dmca-notice-policy/
https://www.ssrn.com/index.cfm/en/terms-of-use/
https://www.elsevier.com/legal/privacy-policy

