Estimating Value

The value of the firm associated with alternative capital structures can be estimated

by using one of the standard valuation models. If, for simplicity, we assume

that all earnings are paid out as dividends, we can use a zero-growth valuation

model such as that developed in Chapter 7. The model, originally stated in

Equation 7.3, is restated here with EPS substituted for dividends (because in each

year the dividends would equal EPS):

(12.12)

By substituting the expected level of EPS and the associated required return, ks,

into Equation 12.12, we can estimate the per-share value of the firm, P0.
P0 =  EPS
            ks
