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time, cost of capital
point-in-time, risk

5 rules:

Classical expectation
Linearity

Certain amount

Iterated expectation
Taking out what is known
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No arbitrage, asset “risk-neutral” probability Q
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Corporate Income Tax
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Unlevered Firms:

Martingale-
like cash flows
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Conclusions:

Gordon-Shapiro
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Excursus:
excess volatility

debt = tax shield
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Levered Firms

Financing policy
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Insolvency
two triggers

Valuation of tax shield
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same Valuation of tax shield!
Over-indebtedness = Illiquidity
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Excursus: Excess volatility
(heroic assumption!)
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Adjustment Formulas
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