Does Debt Policy
Matter?
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M&M (Debt Policy Doesn’t Matter)

« Modigliani & Miller

— Katd v mepintoon un dmapine eopmv Kot
TELELOG AELTOVPYIOC TOV OLYOPDV, OEV VIAPYEL
OLPOPA, OV LI ETLYEIPTOT OOVEIGTEL 1)
OUVELGTOVV 01 nuEtoyotl. Emouévme, n ayopaio
aéla TG emyeipnonc 0ev e€apTATE OO TNV
KEPAANLOKT] TNC O1dpOpwon.
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M&M (Debt Policy Doesn’t Matter)

Yno0<osic

* Me v ékooon 1 petoyng avti ywo 2, n emyeipnon
LELOVEL TNC ETAOYEC TOV ETEVOLTOV. AVTO OV
LELWVEL TNV 0CloL aV:

— Ol EMEVOVTEG OV YpEALovVTOL ETAOYN, N
—  VAAPYOLV APKETA EVOALUKTIKA YPEOYPOPOL

* H xeparoiakn owdpOpwon oev eanpedlel Tig
TOUELOKEC POEC OTAV...

— Agv vapyovy POpot
— A&V VITAPYEL KOGTOC TTOYELONC
— Agv enmnpedlel Ta KivnTpa TG 0101Knong
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M&M (Debt Policy Doesn’t Matter)

Aovelokad 01D, 01xToxog
Tow O01E, 01x (Képdn-Toxog)
>ovoro .01(D, +E,) 01xKépon

e mePPArAOV TEAELOC ayOpPAS OVO EMEVOVCELS TTOV OITOOIO0VV
10 1010 mpémel va KootiCovv 10 1d10. Emopevag, .01V npenet va
icovtan pe .01V, . H a&la tng un poyAeopévng tapeiog mpémel
Vo, 1600TAL UE TNV a&lo TG LOYAELUEVTC.
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M&M (Debt Policy Doesn’t Matter)

Enévovon€ Amo6doon€
01E, 01x (Képon—Toxog)
=.01(V_ -D,)
Enévdvon€ Amodoon€
Aaveilo —-.01D, -.01xToxog
Tow 01V, 01xKépon

zovorol .0L1(V,-D,) .01x(Képsn-Téxog)
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M&M (Debt Policy Doesn’t Matter)

HMapdosryna - Macbeth Spot Removers — Xpnuotodotnon pe 1o Kepdioo

Avapuevoueva £€cooa €1,500

Agdouéva
ApOu.Metoyov 1,000
Tiun avé petoyn $10

Avyopaia A&ia Metoyov  $10,000

Amoteléoona

A B C D Avapuevoueva
Agitovpywd Képon $500 1,000 1,500 2,000 ‘Ecoda

EPS $.50 1.00 1.50,{/
Amodoonuetoymv (%) 5% 10 15 20
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M&M (Debt Policy Doesn’t Matter)

Hapdﬁswua Agdopéva
AplBu.Metoymv 500
Twn ava Metoyn $10

50% Aaveiopog Avyopaia a&ia petoydv  $5,000

@10% Ayopaio a&ia daveiov  $5,000
AmoteAéopona

A B c D

Agrtovpywd Képon $500 1,000 1,500 2,000
Toéxog $500 500 500| 500
KéponldiovKeporaimv $0 500 1,000 1,500
EPS $0 1 2 3
Amroooon uertoywv(% 0% 10 20 30
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M&M (Debt Policy Doesn’t Matter)

Hopaosryna - Xpnuoatoootnon ue Towa Kepaiaia
- Avamapay®yn ToL YPEOVS atd TOL EMEVOVTEC

AmoteAéc poro

A B C D
K £pdnoe 600 LETOYEC $1.00 2.00{ 3.00| 4.00
Meiov : Téxoc @ 10% $1.00 1.00{ 1.00| 1.00

KaBopd KEpdntn Enévévong $0 1.00f 2.00| 3.00
Anodoonace emévoven€l (%) 0% 10 | 20 | 30
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AEV VTTAPYOLV LOYTKO TN
YPNUOTOOTKOVOULKT) LOYAELGT

MM'S PROPOSITION |

Av o1 aryopéc KAvouy GmoTA TN OOVAELN TOVG,
01 EMYEPNOELS 0V O awéncovv v a&ia
TOVC, TEWPUUATILOUEVEC LE TNV KEPOANLOKT)
TOVC O pOpwon.

V stval aveEdpTnTn OTtd TO OOVEIGLLO.

© by Dr. Stergios Athianos



Proposition |

2VVEYELN
Tpéyovoa AapOpwon: Ilpotewvouevn Awapb poon :
10w Toa Aavelokd kkoddo,
Avapevoueva EPS (€) 1.50 2.00
Ty avé petoyn (€) 10 10
Avapevopuevn arddoonavd petoyn (%) 15 20

H uoyAevon avédver Tnv avopevouevn pon Kepomv, aAAL Oyl TNV
TIUN NG UETOYNS. AVLTO OQEIAETAL GTO YEYOVOC OTL M UETOPOAN
TNG OVOUEVOUEVIC PONG TV KEPOMV OMOAEIPETOL OO TN
uetafoAy otmv T Kot TV omoila  TO  KEPOM
KEPOAQOTOLOVVTOL.
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MoOyAevon Kot ATOOOGELC

Avapuevoueva Aettovpy. Képon

Avopevopevn an0dooneni Tov traylio="r, =

Ayopoio A&l OAOVTTO® YPEOYPAP®V
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M&M Proposition ||

rL=r,+(r,—r )E

E ™ 'A A D \/ ZTUEIDCTE OTL. [z =T
OTAV OEV LTAPYOLV OUVELOKA
KEQEAAOLL

Avapevopueva Aettovpy. Képon

e =Ip =
= A Avyopaio A&lo OOV TTOV YPEOYPAP OV
1500

10,000
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M&M Proposition ||

e =1TIa +(r D)_

Av 1 etaipeia

f . = Avapevopeva Agtrtovpy. Képon RPOX(OPT’]GSI lors
E='A™ ; - 3
Ayopaia A&io OAOVTTOV YPEOYPAP OV SAVELS u 5"
~ 1500
10,000

5000
5000

15+(.15-.10)

200r 20%
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MoyAevon kot Kivovvog

H uoyrevon avédvel 1o ploko GTIG LETOYES TNG
ETOLPELNC

Agtrtovpyik & Képd
U 2o MetafBoAn

€1,500 ce €500
Tow Keparoua EPS (€) 1.50 0.50 -€1.00

AmodoonMetoymv 15% 5% -10%
950 % Aavelouoc . EPS (€) 2 o) -€2.00
AmodoonMetoymv 20% o) -20%
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MoyAevon kot ATOO0GN

Ayopaiec Aiec Icoloyiouog

Aéio Tayimv 100 Advela (D) 30
Towo Keparowo (E) 70
A&io mayiov 100 A&io Etaipeiog (V) 100
ry= 7.5%
[ D E
e = 15% £ rDXD+E)+(rEXD+Ej

r=l075520 s .15x7—0j:12.75%
100 100
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MoyAevon kot ATOO0GN

Ayopaiec Aiec Icoloyiouog

Ti 0o cvpel oo I, dtav 10 KOGTOG davEIGLOV owENDEL?

Aéio Tayimv 100 Advela (D) 40
Towo Kepaiowo (E) 60

A&io Tayiov 100 A&io Etaipeiog (V) 100

[y = 7-9% petofoin og 7.875%

r, =77
1275=[ 078755 22 | 1 [ 1 x 2
100 100

I =16.0%
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MoyAevon Kou ATOO0o

AVEAVOVTOS TO OUVEIGLO, AVEAVETOL KOl TO PlOKO
TOV OOVEICTMOV HOGC, OONYOVTOC GE OOENCN TNG
ATO00GCTC TMV OUVEIMV Y10 TOVS OOVEIGTEC.

(I 4ot VENONKE 0o 7.5% og 7.875%)

H vyniotepn upoylevon emiong ovCAvel Tov
KIVOLVO KOl Yo T 10100 KEPAAULN, OONYWOVTOS GE
aVENGT TNG OTOLTOVUEVNC OTOO0CNC OO UEPOVC
TV UETOYWV.

(Fequity a0ENONKE amd 15% oe 16%)
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MoyAevon ko ATOO0oT




WACC

® WACC amoterel TV TOp0O0GLOKT OTTIKN TN
KEPAAOLOKNG O1dpOpmonc, kKabwe eniong Kot TG
GYECNC PIGKOV OITOO0GTC.

WACC =r, :(
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Metd Dopov WACC

e To 60peLOC TOVL POPOV TO OTOI0 TPOKVTEL OO TN
LELMOT TOV OUTOVOV VTTEP TOK®V, TPETEL VO,
cLUTEPIANPOEL 6TO KOGTOC KEPUAALWMV.

* To 6peloC MOV TPOKVTTEL ATTO TO POPO UELMVEL TO
TPOAYUOTIKO KOGTOC TOV YPEOVGS, 1GO TPOS TO
GUVTEAEGTN] POPOAOYNONG.

Old Formula
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Metd ®opov WACC

Toroc Ilpooopuoync @opov

WACC =1, x(1-Tc) x(




Metd ®opov WACC

Hapaoeryua - Union Pacific

H etoupeio €xel ovvtedeot @opoAdynong
35%. To xoO6ctOC WiV KePoaAioiwv elval
10.0% ko1 10 mpo POPWV KOGTOG OOVEIGLOV
5.0%. H Aoyiotikn ko ayopaio acio oivetal
otov okOAovOo 1tooAoyicuo. Ilowo eival to
TPOCOPLUOCUEVO UEGO — OTAOUKO KOGTOC
kepaiaiov (WACC)?
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Metd ®opov WACC

Hoapaoeryua

looAoyiouog (Ayopaisg Adisg, £k €)

[ayia 22,6 7,6 Aavelaka
15 1310
2.UvoAo lNayiwv 22,6 22,6 2UVOAO YTTOXPEWOEWV
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Meta Dopav WACC

Hoapaoeryua
Agiktng Aoveiopov = (D/V) = 7.6/22.6= .34 or 34%

Agiktng Idiov Keparaiov = (E/V) = 15/22.6 = .66 or 66%
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Metd ®opov WACC

Hoapaoeryua

WACC =ry x(1—-Tc) x (VEJ +

WACC =.055x (1-.35)
=.078
= 7.8%




Aoknon 4

H etoupeio A dgv mAnpmdvel @OPO Kol ¥PNUOTOOOTEITAL LOVO
and Kowée petoyxéc. O ovvredeotc B eivan 0,7, o deikng
P/E etvai 10 ko amotipdton pe avapevouevn ardooon 12%.
H A amopoaciCel vo emavaryopdcel TIC WMGES KOWES LETOYES
AVTIKOOIGTOVTOS TO OVTIGTOLY0 KEQAAOLO UE OOVEIGUO. AV
TO KOGTOC OQVEIGUOV Elvar ommaAAAYUEVO OO KIVOUVO 160 UE
6%, vo. VTOAOYIGTOVV:

a. To B TV KooV HETOYMV LETA TNV AVAYPTLATOOOTNON

b. H OTOLTOVUEVT ATOO0CT KOL 1 OVTOUOIBT KIVOUVoL TmV
LLETOYMV UETA TNV OVAYPTLATOOOTION

c. H oamoitodpuevn amddoon e etoupeiag (1.e., o€
ocuvoLOoUd  UETOY®V Kol OoveEi®mv)  HETd TNV
VoY PN LULOTOOOTN o).
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Avon
a) IIpw mv avaypnuatoddton, n A gixe povo kowég petoyés. To B rrav 0,7 ko
n avapevouevn amoooon 12%. Emopévag, 1o B g etonpeioag eivon 0,7 ko to
KOootoc kepoaiaiov 12%. TI'vopilovpe o011 M ola ™G emyeipnong oev
LETAPAAAETAL LETA TNV AVOYPTUATOOOTNON Kol OTL 0 davelcUOg eivan o€ RFR.

D E
BA:[D+EXBDJ+[ D+ E XBE]

0.7 =(0.5x<0)+ (0.5xB.) = B. =1.40

b. Metd v avoypnuotodotnon:

e E ¢
A \D+E D D+E E

0.12=(0.5x0.06)+(0.5xr_)

o= 0.18=18.0%

Metd v avaypnuatoodtnomn n avtapolfn yi tov kivovvo givon 12%.
C. H amoutovuevn amddoomn g etapeiog napausvel 12%.
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Aocknon 5
H Archimedes Levers ypnuatodoteitot pe dovelokd Ko

ot kepaAratla. Aitvovton o1 akOAoVOeC TANpOoPOpiec
CYETIKA LE TO KOGTOC KEPAAOIOV!

re= "7 o = 12% ry= "7
Pe= 1.5 Pp=7? Ba= 7
= 10% r,=18% D/V=.5

2LUUTANPOCTE TU KEVA?
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Avon 5
ApyiCovpue pe 1o Iz ko to CAPM:
re=re+ B (r,— 1y =0.10+1.5(0.18 — 0.10) = 0.22 = 22.0%
To 1010 yio T davelaKd.:

o ="r¢+ Bp (ry, — 1¢) =0.12=0.10 + B (0.18 - 0.10) =
Bp = 0.25

EmunAéov yvmpilovue Ot

D E
— — — — 0
A _(D — rD] +( —— rEj_(O.5x0.12) +(0.5%0.22) =0.17 =17.0%

Abdvovue mpog Ba, ¥PNOLOTOIOVTOS TO AKOAOVOO:

D E
BA:(D+E X BDJJ{ D E xBEj:(O.S x0.25) +(0.5x1.5) =0.875
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Aocknom 6

H ABC Ltd and XYZ Ltd avrkovv otov 1010 KAAd0 Kot £xovv To 1010 Emimedo
Ktvouvovu. Kot ot 000 etaupeieg £govv peiktd Aettovpykd képon €100,000 ava
étoc. H ABC Ltd ypnuartodoteitoan amd idw kepdrowo evod n XYZ Ltd
ypnouonotel Ko oavelokd. H kepaiaiokn tovg obdpBpwon givail np akoAovon:

KoaBapn A&ia

ABC Ltd €700,000 (Ayopaio A&ia)

XYZ Ltd €400,000 (Ayopaio A&ia)

8% ouoioyo |€400,000 (ovouaotikny a&ia otV omoio, Kot
OLOTTPOY LOTEDETOI)

20VOAO €800,000

21V mapovoa otyun Kotéyete to 4% tov peToykov kepoAoiov g XYZ’s.
‘Ectm 011 Kol 01 000 OVELOLY GE UEPIGLUO TO GUVOAO TMV UETA TOK®MV KEPODOV
tovG. Yrmoioyiote 10 WACC tov 000 €Toupeldv Kol oY0AAGTE TOTE Ol KOWVEG
LLETOYEC TOVG PpiokovTan o€ 1Goppomia Kol TOTE OYL.
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Avomn 6
ABC L td
ROE = (100,000/700,000)x100 = 14.29% (u6vo idic)
XYZ Ltd

Amodoon Aaveiwv = [(8% x 400,000)/400,000]= 8%

ROE = (100,000 — 32,000)/400,000 = 17%

Emopévac:

WACC = [8% x (400,000/800,000)] + [17% x (400,000/800,000)] = 12.5%

H ocvvolum aéla g XYZ eivan peyoivtepn te ABC, aveCdptnta av ot
AELTOVPYIKEC POEC KAl TV OVO €ivar 16eC Ko £YoVv TO 1010 EMIMEOO KIVOVVOV.
210, mAaicta Tov MM 1 a&ia tov 000 etaipelmv Ba mpémetl va gival 1 01 Ko
MG €K TOVTOL 01 UETOYES Ba mpémet va, eivart o 1010 amotiunuéves. Ot pHeToyég
oum¢ e ABC givan votiunpéveg xat e XY Z veptiunueEVeG,
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Aocknon [

€ GLVEYELWD TNC O, 0€ilTE TG UmopEiTteE Vol
Kepoioete epapuolovrog teyvikeg arbitrage
OLOTNPOVTOGS TO EMITEOO KIVOUVOL GTalfepO.
YnoOéote OTL UMOPEITE VO OOVEICTEITE LE
emtokio 8%. (Ayvonote toug eOpovg).
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Avon 8

Q¢ kdroyor Tov 4% g XYZ’, n otpatnyikn €ival va TOLANGCETE GE
ayopaiec TEC, davelldpevolr  towTdOYpove.  OWEAVOVTAC  TO
YPNLOTOOIKOVOULKO KivOuVo 6TO EMIMEN TV UETOY®V TNG Kol Vol
enevOVGOLLE TO GVVOAO o€ netoyéc e ABC:

4% ¢ XY Z nwrodvtol Tpog 16,000
EmmnAéov Aaveliouoc oto 8% 16,000
Enevovovpue oe petoyéc g ABC 32,000
‘Ecoda amd v enévdvon otnv ABC: (32,000/700,000)x100= 4571
Meiov: 16x0¢ eni Tov TpocwmiKov davelcuov: 16,000x8%= 1280

3291
[Tponyovueva £écooa amd tnv XY Z: 16,000x17%= 21720
Képon amd to arbitrage 571
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