Contents

1 Finance and its Fundamental Problems ......................... 1

1.1  Financial Theory and Business Practice....................... 1

1.2 Finance in Academic Knowledge Spectrum ................... 3

1.3 Fundamental Problems in Finance........................... 5

1.3.1 Financial Decision Criteria. . . ... .. ....cviiiunenn... 5

1.3.2 Fundamental Problems in Finance..................... 6

1.3.3 Fundamental Problems Remain Unsolved............... 8

2 Does a Positive Perpetual Growth Rate Exist?. ................... 9

2.1 Average Annual Growth Rate Revisit. . ....................... 9

2.2 Arithmetic or Geometric Average GrowthRate................. 1

23 ZZGrowthParadoX ........ccoviiiiiiiiiiinniiniinnnnn. 12

2.4 Bankruptcy Probabilityand Firm Life. ....................... 14

2.5 Is Bankruptcy Loss Incorporated into Discount Rate?. . .......... 17

2.6 The Implied Perpetual GrowthRate. . ........................ 18

2.7 The Stage of FinanceasaScience..............ooiiine.... 20

References. .....coi it i i e e 20

3 Valuation Based on Required Payback Period.................... 23

3.1 Absolute Valuation and Relative Valuation .................... 23

3.1.1 AbsoluteValuation..........c.oviiiiiiiiiieninnan. 23

3.1.2 RelativeEvaluation. . ...........oiiiiiiiiiiiiiiiaa, 24

3.1.3 OptionPricing Valuation ............................ 26

3.2 Cases When Current Absolute and Relative Valuation Invalid. . . . .. 31
3.3 A New Absolute Valuation Method Based on Required

Payback Period. . .......ciii i 33

33.1 ZZGrowthModel ...ttt 34

3.3.2 Solutions Based on ZZ GrowthModel. ................. 35

3.3.3 Comparison of Gordon model and ZZ Growth Model. ... .. 36

34 The Theoretical RatioModels ..........c..oooiiiiiiin... 38

341 ZZP/EModel..... ... ... . 38

342 ZZPBModel. ... ..ot e i e 41

343 ZZP/ISModel. ... ... .ooviiiii i 43

vii

Zhang, Zhigiang digitalisiert durch:
Finance - Fundamental problems and solutions IDS Luzern

2013



viit

Contents

3.5 Some of the Applications of ZZ Growth Model
andZZ RatioModels . .......... .ot 44
3.5.1 Calculating the Fair-Priced Ratios . . ................... 44
3.5.2 Measuring the MarketBubble ............. ... . ... 46
3.5.3 Predicting the Change of Stock Price. . ................. 47
3.6 SUMMAIY .. .itentiiti ittt iir e in e rraenasenneunns 50
References. . ...oovnnn et it i ittt 50
Certainty Equivalent, Risk Premium and Asset Pricing . . . ......... 51
4.1 Alternatives to Determine a DiscountRate .................... 51
4.1.1 The Industrial Average Rate of Return. ................. 52
4.1.2 The Opportunity Costof Capital ...................... 52
4.1.3 The Weighted Average Costof Capital ................. 53
4.1.4 The Capital Asset PricingModel ...................... 55
4.2 Certainty Equivalent and Risk Equivalent . .................... 56
4.2.1 OnCertainty Equivalent............. . ..ot 57
4.2.2 Risk EquivalentModel................. ... ... ... 58
4.2.3 Certainty Equivalent Model . .. ..... ... ..o iiin... 61
424 Exemplifications. .........ccoiiuiiiiniiiniaan... 62
4.3 RiskPremiumandaNew CAPM. ......... ... .. .. ool 64
4.3.1 Modeling Risk Premium and aNew CAPM ............. 64
4.3.2 Comparison Between Sharpe’s CAPM and ZZ CAPM... ... 65
433 Exemplifications. . .......ccviiiiiriien i 67
44 SUMMAIY ..ottt ittt eatt e tennaariae oo 68
References. . ...t i i e i 69
Tax Shield, Bankruptcy Cost and Optimal Capital Structure . . .. ... 71
5.1 Firm’s Goal and its Capital Structure. . .............co.oooaas. 71
5.2 The Potential Benefits and Costs of Debt Financing .. ........... 72
521 General Analyses .. ......cuviiiennennnarennanennn. 72
522 MMModell... ... ittt 73
5.3 Efforts to Value Tax Shield and Bankruptecy Cost ............... 74
5301 MMModelIl........oiiiiii i iiiiiiiaannnns 74
532 TheTrade-Off Model...........coiiiviiiinnnnnnn. 75
533 OtherEfforts. ... ... et 76

5.4 Decision-Oriented Valuation of Tax Shield and Bankruptcy Cost... 77

541 TheTimeHOMzZON ..........cviiiinerennnnnanaannn 77
542 ValuetheTaxShield...............coiivivininnann.. 78
5.43 Value the Bankruptcy COst. . ..o ovvviivinnnrernnnnenn. 80
5.5 Decision-Oriented Optimal Capital Structure Model. . ........... 83
5.5.1 Dervationofthemodel ..........coiviiiriiinniannn 83
5.5.2 BasicFeaturesoftheModel. .............ovvvennninn. 84
5.5.3 Basic Insights fromthe Model ........................ 86

5.54 AssumptionsoftheModel...........ooiiiiinnnnnnn. 89



Contents ix
5.6 Some Application EXtensions. . ...t 90
5.6.1 Abnormal Growth............. ..o, 90
5.6.2 Bankruptcy Expectancy ............cooiiiiiiiiia... 91

5.6.3 Market Value Versus Book Value .. .................... 92

5.6.4 GuaranteedDebt............ ..ottt 93

5.6.5 TransactionCostS. .. ... vuerenenennnneneraeenennanns 94

56.6 PersonallIncomeTax .........ccoviiiiiiniiean.. 95

5.6.7 Inter-Firm’sInvestments. ...............c.ooiiivan. .. 96

5.7 Explanations to Some Capital Structure Puzzles................ 97
5.77.1 Why Financial Conservatism..................... ... 97

572 WhyNolLeverageTarget..........coviiniiininnnenn. 98

5.7.3 Why Averse-Change With Profitability ................. 99
5.74 Why Over Stable Leverage. .............cooviin.. 99

5775 WhyPeckingOrder ............. ... it 100

57.6 WhyMarketTiming................ oot 101

5.7.7 Dynamic Consideration? ...............cccoveuun ... 102

5.7.8 Why Not 0 % Debt in Absence of Corporate Tax ......... 102

58 SUmMmMAry ........iiiii i e 103
=N o7 o1 o | 'S 104
References. .. ..ottt i e i i 107



	001110342 [TOC]
	Inhalt
	Seite 1
	Seite 2
	Seite 3



