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CAPITAL STRUCTURE
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INTRODUCTION
Capital structure refers to the mix of sources from where the long-term funds required in a
business may be raised. In other words, it refers to the proportion of debt, preference capital and
equity capital

OPTIMUM CAPITAL STRUCTURE

One of the basic objectives of financial management is to maximize the value or wealth of the
firm.

Capital structure is optimum when the firm has a combination of equity and debt so that the
wealth of the firm is the maximum. At this level, cost of capital is the minimum and market price
per share is maximum. In theory, one can speak of an optimum capital structure; but in practice,
appropriate capital structure is a more realistic term than the former.



FEATURES OF APPROPRIATE CAPITAL STRUCTURE
1. Profitability- It should minimize the cost of financing and maximize earning per

equity share

2. Flexibility- the capital structure should be such that company can raise funds
whenever needed.

3. Conservation- The debt content should not exceed the maximum; which the
company can bear.

4. Solvency- The capital structure should be such that the firm does not run the risk of
becoming insolvent.

5. Control- there should be minimum risk of loss or dilution of control of the company



FACTORS AFFECTING CAPITAL STRUCTURE



CAPITAL STRUCTURE THEORIES
Capital structure theories seek to explain the relationship between the following variables –
1. Proportions of components of capital (debt, equity etc.)
2. Costs of each component of capital
3. Impact of leverage
4. Overall cost of capital (WACC) and
5. Value of the firm.

The following are the capital structure theories

1. Net income approach
2. Net operating income approach
3. Traditional approach
4. Modigliani-miller approach
5. Trade off Theory
6. Pecking Order Theory
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CAPITAL STRUCTURE THEORIES 
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CAPITAL STRUCTURE THEORIES - ASSUMPTIONS
 There are only two sources of funds viz. debt and equity. (No preference share capital).

 All earnings are distributed to equity shareholders. (No retained earnings)

 Total Assets of the Firm (i.e. Capital Employed) is constant. (No change in Capital Employed).
However, Debt- Equity mix can be changed.

 The business risk is assumed to be constant and is not affected by the financing mix decision.
(No change in fixed costs or operating risks).

 There are no corporate or personal taxes (No taxation)

 The Firm has Perpetual Life



NET INCOME APPROACH - ASSUMPTION

Apart from the general assumptions, the following additional assumptions are made –

1. Kd = debt capitalization rate and ke = equity capitalization rate.

2. The cost of debt remains constant at all levels of debt-equity mix. This is because,
the use of debt content does not change the risk perception of investors.



NET INCOME APPROACH - THEORY
 Debt is a cheaper sources of finance than equity due to tax saving effect and investor’s risk

expectations.
 Use of cheaper debt funds in total capital structure.
 Hence, as the degree of financial leverage increase, the WACC will decline with every increase

in the debt content in total funds employed.
 Since value of firm = EBIT/WACC, the value of firm will increase for every decline in WACC.
 Where debt content is reduced, the reverse will happen, i.e. WACC will increase thereby

reducing the value of the firm.
 Thus, a firm can increase its value and lower the overall cost of capital by increasing the

proportion of debt in the capital structure.
 The value of the firm will be the maximum at a point where WACC is the minimum.

Thus, the theory suggests total or maximum possible debt financing for minimizing the cost of
capital



!
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NET OPERATING INCOME APPROACH - ASSUMPTION
1. The cost of debt (kd) is always less than cost of equity (ke)

2. Kd (debt capitalization rate) remains constant at various levels of debt-equity mix.

3. Ke (equity capitalization rate) increases as debt content increases due to higher financial risk
and higher expectations of equity investors.

4. The market (investors in debt as well as equity) capitalizes the value of the firm as a whole,
without giving importance to the debt-equity mix. Hence overall cost of capital is constant.



NET OPERATING INCOME APPROACH - THEORY

 Debt may be cheaper than equity. But the risk perception of equity investors increase with the
use of additional debt in the capital employed.

 Increase in financial risk cause the equity capitalization rate to increase
 Thus, the advantage of using low-cost debt is set off exactly by increase in equity

capitalization rate.
 Therefore, the overall cost of capital remains constant for all degrees of debt-equity mix.
 The market capitalizes the value of firm as a whole. Thus the split between debt and equity is

not important.
 The market value of the firm is ascertained by capitalizing the net operating income at the

overall cost of capital, which is constant. The market value is not affected by debt-equity mix
change.

Since WACC is constant at all levels, every debt-equity mix is as goods as any other mix. There is
no optimum capital structure. Every capital structure is optimal one.
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TRADITIONAL APPROACH - ASSUMPTION
Apart from the general assumptions, the following additional assumptions are made –

1. The cost of debt (kd) is always less than cost of equity (ke)

2. Kd and Ke vary with change in debt-equity mix. As debt content increases, financial risk
increases, causing increase in the expectations of equity investors and rise in the cost of
equity. Also additional loans can be taken only at higher rate interest. So cost of debt also
rises beyond a certain level of debt content.

3. Increase in cost of equity is steeper and higher than increase in cost of debt.



TRADITIONAL APPROACH - THEORY
 Debt is cheaper source of finance than equity due to tax saving effect and investor’s risk

expectations.
 Use of cheaper debt fund in total capital structure will reduce the overall or weighted Average cost

of capital since debt percentage increases in the total capital structure. This is because the benefits
of the cheaper debt may be so large that even in offsetting the effect of increase in cost of equity, the
WACC may go down.

 Hence as the degree of financial leverage increases, the WACC decline with every increase in the
debt content in total funds employed.

 However, if financial leverage increases beyond an acceptable limit, (called the optimal point) the
cost of debt and cost of equity start rising. This is because of the high financial risk associated with
the firm.

 The increase in cost of equity owing to increased financial risk and increasing cost of debt makes the
overall cost of capital to increase.

 The firm should have debt and equity in the capital structure. At the optimal capital structure the
overall cost of capital will be the minimum and the value of the firm is the maximum.

Thus, as per the traditional Theory, the firm should try to achieve the optimal capital structure by
minimizing WACC and maximizing value of Firm.
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CAPITAL STRUCTURE THEORIES - FORMULAS

Value of the Firm = Market value of equity + Market value of debt

OR

Value of the Firm = EBIT/Ko

Market value of Equity = 𝐍𝐈/𝑬𝑩𝑻
𝐊𝐞

NI = EBT = EAES = Since No Taxes & No Preference Shares

OR

Market value of Equity = Market Value Of Firm – Market Value of Debt

CEAED NO TAX PNOPD



Market value of Debt = 𝐈𝐧𝐭𝐞𝐫𝐞𝐬𝐭
𝐊𝒅

OR

Market Value of Debt = Market Value of Firm – Market Value of Equity

Overall cost of capital(Ko) = WACC = 𝐄𝐁𝐈𝐓
𝐯𝐚𝐥𝐮𝐞 𝐨𝐟 𝐭𝐡𝐞 𝒇𝒊𝒓𝒎

OR WACC Computation Statement (If No Taxes)

OR

Overall cost of capital(Ko) = WACC = WACC Computation Statement (If Taxes)·
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statement showy Computations of 1A22

Sr . NO source Amt Prope List WALL

A Equity 1875C 0 . 48 16% 0 - 0768

13 Debt 2000000 0- 52 10% 0 . 052

-

-
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-

:. INACC = 12 .90% Capproxy
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Haveof Firm = EBFT/KO
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ILLUSTRATION 3



Computation of Value of Alpha Ltd & Its Composition
Yale of Alphald = EBIT/KO

= 360000/18%
= 2000000

Composition
2000
1
-&
= questL Debt
50Y 50%

1000 and 100000



Statement Showing EAES, Earning of Shareholders Holding 
2% and Implied Return on Equity

Sr. No. Particulars Amount

A EBIT 360a
13 Interest [ 100000x8) 80
e EBT(EAT/EAES CA - B) 280 e

↑

D value of Equity
1000a

E 5600
↑ Returnon Holding 2

% Shanes<XL
rate of return (DX100) 28%



Computation of Value of Beta Ltd & Its Composition
As Alpha Led & Beta led are identical in nature

Valle of Beta d = Valueof Alphpld

= 2000000

Creposition
I
--
Equiti Debt

80% 20%

100000 400000



Statement Showing EAES and Implied Rate of Return on 
Equity

Sr. No. Particulars Amount

↑ EBIT 360 an

B uss Interest 240000 + 8%) 32000

2 2A - B 328000EBT/EAT/EAES ↓

S
D Name of errty 1600 000

E Implied rate of returnCC/D X100 20 - 50%
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Or

SV - NO Particular Alt Pop cost WACC

A Equely 333333 0 -40 15% 0 : 06

B Debt 5000 0 - 60 10% 0-06
- -

0-12
833333 -

. IA21 = KO = 12%



ILLUSTRATION 5 

Prope of X + Prope of XKe
Debt euts





MODIGLIANI & MILLER (MM) APPROACH –WITHOUT TAXES
This Approach is a refinement of the Net Operating Income Approach and provides behavioural
justification for the variables. The basic theory is essentially the same, but some additional propositions
are made.

1. Nature of Kd and Ke: Kd is always less than Ke. Debt Capitalisation Rate (Kd) remains constant at
various levels of Debt-Equity mix. However, Equity Capitalisation Rate Ke increases as debt content
increases due to higher financial risk and higher expectations of Equity Investors.

2. Perfect Market: The Capital Markets are perfect. Investors are free to buy and sell securities. They
are well informed about the risk and return on all type of securities. There are no Transaction Costs.
The Investors behave rationally. They can borrow without restrictions on the same terms as the Firms
do.

3. Risk Classification: Firms can be classified into "homogenous risk classes.” They belong to this class
if their expected earnings have identical risk characteristics (as per the Investors' perceptions).

4. Risk-Return Relationship: Investors expect different returns for different risk categories. The
higher the risk, the higher is the return expectation.

5. Constant WACC: Risk and Return are directly related, i.e. the higher the risk, the higher the return.
But all Firms in the same category have the same risk and have constant expected return. For every
risk category (consisting of a number of Firms), the expected return of all Investors (i.e. Debt and
Equity) is the same.



6. Market Capitalisation:
a) The market (Investors in Debt as well as Equity) capitalises the value of the Firm as a whole, without

giving importance to the Debt-Equity mix. Hence Overall Cost of Capital is constant for all degrees of
Debt-Equity mix.

b) The Market Value of the Firm is ascertained by capitalising the Net Operating Income (EBIT) at the
Overall Cost of Capital Ko, which is constant. The Market Value of the Firm is not affected by Debt-
Equity mix change.



MM APPROACH – PROPOSITIONS
1. Constant WACC: The Total Market Value of a Firm and its Cost of Capital are independent of its
Capital Structure. The Total Market Value of the Firm is given by capitalising Net Operating
Income at a Discount Rate considered appropriate for its risk class.
Market Value of Firm = ா஻ூ்

௄௢

Value of Levered Firm = Value of Unlevered Firm.

2. Ke = Ko + Premium for Risk: The Financial Risk increases with more debt content increases
in the capital structure. As a result, Ke increases such a manner as to off-set exactly the use of
less expensive source of Debt Funds.
Cost of Equity (Levered Firm) = WACC (Unlevered Firm) + Risk Premium.
So, Ke (Levered)=Ko (Unlevered)+ ஽௘௕௧

ா௤௨௜௧௬
(Ko of Unlevered) – Kd)

3. Leverage Adjustment: Financial Leverage has no impact on market values, which remain
constant for all Firms in the same risk class. In case such Firms had different market values,
investors will buy and sell Shares and set aside the leverage effect Through Arbitrage.

⑳
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CONCEPT OF ARBITRAGE UNDER MM APPROACH
Modigliani and Miller argue that there is no difference in the market values of different Firms in the same risk class.
Financial Leverage or Use of Debt in Capital Structure has no impact on Market Values. Their reasoning is as under-

1. Same Risk = Same Ko = Same Market Value: Companies in different industries may have different risks, which
will result in their earnings being capitalised at different rates. However, Companies in the same risk category will
have the same expected earnings (EBIT). This EBIT will be capitalised at the WACC (for that risk category) and
hence Market Values of all Companies in the same risk category (i.e. same WACC) will also be the same.

2. Buying and Selling Effect: In the same risk category, if the Market Values (as represented by Market Price per
Share i.e. MPS) of different Companies were to be different, investors in the high MPS Company will sell their
holding and buy the Shares of low MPS Company.

3. Movement in Share Prices: The buying and selling spree of Investors will lead to increase in demand of the low
MPS Company's Shares, causing its share price to increase. Similarly, due to sale of holdings, the price of high MPS
Company's Shares will fall.

4. Arbitrage: This movement in Share Prices will continue till both Companies' Share Prices settle at a constant. This
is attributed to the arbitrage effect. Through the above procedure, investors will move from a Leveraged Firm to
Unleveraged Firm and vice-versa, through the process of arbitrage. This will cease only when total Market Values of
both Firms are the same.

5. Constant Market Value and WACC: Thus, for a Company in a particular risk class, the total Market Value must be
same, irrespective of level of Debt in the Company's Capital Structure.



MODIGLIANI & MILLER (MM) APPROACH – CRITICISM
Modigliani and miller theory is criticized on the following grounds -

1. The assumption of perfect market is not practical. In the real world, various imperfections
exist, such as transactions cost for purchase and sale of securities & Presence of Corporate
Income Taxes.

2. The argument that arbitrage nullifies the effect of leverage is not valid. Investors do not
behave in such a calculated and rational way in switching from leveraged to un-leveraged firm
or vice-versa.

3. The theory presumes the availability of free knowledge about the company’s operations. In
Practice , Investors have Little Knowledge about the company’s operations. Their dealing in
shares are not based only upon the information on hand, but on other considerations also.



MODIGLIANI & MILLER (MM) APPROACH –WITH TAXES

Value of Levered Firm = Value of Unlevered Firm + Tax benefit

Where ,Tax Benefit = Amount of Debt * Tax Rate

Ke (Levered)=Ko (unlevered)+ 𝑫𝒆𝒃𝒕 (𝟏ି𝒕)
𝑬𝒒𝒖𝒊𝒕𝒚

(Ko of unlevered – Kd)

WACC of levered Firm (Ko) = Ke (Unlevered Firm) X [1-(t* 𝑫𝒆𝒃𝒕
𝑫𝒆𝒃𝒕ା 𝑬𝒒𝒖𝒊𝒕𝒚
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Statement Showing value of Firm
Sr.No Particulars Levered Unlevered

` EBIT 30000 30000
B Less -Interest 10000 -

Levered - (100000*10%)
C EAES (A-B) 20000 30000
D Ke 12.50% 12.50%
E Value of Equity (C/D) 160000 240000
F Value of Debt 100000 -
G Value of Firm 260000 240000
SUNO Particularl amt

A amount received on san of 15% shar 39000

of lvered (16000 X 15%)
B amount Paid For purchase of 15% shares 36000

of unlevered <2400x 15
%) 3 008

2 saved (A -

B)
D Amoncount earned on saver (300X 12 -50) 375



Sanof 260000 x 15% = 39000
Levered to Canton

purchase of 240000 X 15% = 36000

unlevered comfron)

Amount saved = 3000

Invested in market

OReturn of Investment =
3000X 1258%

= 375
-
-



IF INVESTOR SELLS 15% SHARES OF LEVERED CO  AND BUYS  SHARES 
OF UNLEVERED CO. OF EQVIVALENT AMOUNT

Amount Received on sale of 15% Shares - 24000
Borrow Amount @ 10% Equivalent to Levered Co. To maintain The Same Risk 
15% of 100000  = 15000
Total Amount Available for Investments = 39000
Amount invested                                  = 39000
Amount Left after Investment = 0

aremar way



Position of Investor In Both the Companies

Sr.No Particulars
Investor of 

Levered Co.
Investor of unLevered

Co.
A Value of Investment 24000 39000

(160000 *15%)
B Ke 12.50% 12.50%
C Earnings of Investor (A*B) 3000.0 4875.0
D Less - Interest - 1500

(15000*10%)
E Net Earnings 3000.0 3375.0

Investor of N Ltd Is Earning More By Rs. 375



ILLUSTRATION 76000 300N 3600-/300
Bloo Debt equily↑ 600300⑳ 200000 240000

00 &3O &
&



SU . NO Particulars Amt

A Amount received be save 36000

of shares of unlevered10

C 24000 x 15%)
300

↳ Ancount Paid on Purchas of
shares of used 10 (200 000X15)

2 AmountSaved (A-B) 6000

D AmountInvested in Debt (450%) 3000

E AmountIn rested in Family <2X5 3000



F Amount earned on Investment 300
In Debt 23000X11)

4 AmountEarnedon investment Goo
↑

in Eart (3000 x20%)

H
↓

Total Earnings ( +U) 900



Statement Showing value Of Firm
Sr.No Particulars Levered Unlevered
A EBIT 30000 30000
B Less -Interest 10000 -

Levered - (100000*10%)
C EAES (A-B) 20000 30000
D Ke 20.00% 12.50%
E Value of Equity (C/D) 100000 240000
F Value of Debt 100000 -
G Value of Firm 200000 240000

IF INVESTOR SELLS 15% SHARES OF UNLEVERED CO  AND INVESTS IN LEVERED CO. IN 
SAME PROPORTION OF DEBT & EQUITY

Amount Received on sale of 15% Shares – 36000

Purchase Debt = 18000

Invest in Shares of Levered Co. = 18000

-

Alternate way



Position of investor In Both Companies

Sr.No Particulars
Investor of Levered 

Co.
Investor of UnLevered

Co.

A
Value of Investment in 
Equity 18000 36000

B Ke 20.00% 12.50%
C Earning of Investor (A*B) 3600.0 4500.0
D Interest Earned 1800

(18000*10%)
E Net Earnings 5400.0 4500.0

INVESTOR OF LEVERED CO WILL EARN MORE BY 900



QUESTION 8 (5 Marks)
&

O

~

000N2% 525000 500 000
> ↑ 20% ↑ 20%

G 00 - -
- - 1050 100000
- - - -



Statement Showing value of Firm
Sr.No Particulars Levered Unlevered

` EBIT 60000 60000
B Less -Interest 15000 -

Levered - (150000*10%)
C EAES (A-B) 45000 60000
D Ke 12.00% 12.00%
E Value of Equity (C/D) 375000 500000
F Value of Debt 150000 -
G Value of Firm 525000 500000



IF INVESTOR SELLS 20% SHARES OF LEVERED CO  AND BUYS  SHARES 
OF UNLEVERED CO. OF EQVIVALENT AMOUNT

Amount Received on sale of 20% Shares - 75000
Borrow Amount @ 15% Equivalent to Levered Co. To maintain The Same Risk 
20% of 150000  = 30000
Total Amount Available for Investments = 105000
Amount invested                                  = 105000
Amount Left after Investment = 0

↓
Alternate way



Position of Investor In Both the Companies

Sr.No Particulars
Investor of 

Levered Co.
Investor of unLevered

Co.
A Value of Investment 75000 105000

(375000*20%)
B Ke 12.00% 12.00%
C Earnings of Investor (A*B) 9000.00 12600.00
D Less - Interest - 3000

(30000*10%)
E Net Earnings 9000.0 9600

Investor of Unlevered Co Is Earning More By Rs. 600
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415% TON

↓12:50% = 156
--



ILLUSTRATION 10

O O
--

--
-

1750 + 2275x30%) = 183250
① EBICLES & Wa statement Homma ,-

VOF
2 Ways



(i) MARKET VALUE OF FIRM
Before Repurchase The Status of a Company is Unlevered
Company However After Repurchase There is Introduction of
Debt in capital Structure making It Levered Co.

Value of Firm = Value of Unlevered Firm + Tax Benefits
= 1750 + (275*30%)
= 1750 + 82.50
= 1832.50 Lakhs

The market Value is increased By 82.50 lakhs



(ii) ASCERTAINMENT OF COST OF EQUITY
Value of Equity = EAES/Ke

Value of Firm – Value of Debt = EAES (WN 1)/Ke

1832.50 – 275 = 321.12/Ke

1557.50 = 321.12/Ke

Ke = 20.62 %

The Cost of Equity is Increased by 0.62%

Ke = EAES
-

NOE

Ke - EAES[D--
(1832 .50 - 2457

= 32
155750

- 20 ·62-

--



(ii) ASCERTAINMENT OF COST OF EQUITY

Cost of Equity (Levered Firm) = Ko (Unlevered Firm) +   𝑫𝒆𝒃𝒕 (𝟏ି𝒕)
𝑬𝒒𝒖𝒊𝒕𝒚

(Ko of unlevered Firm – Kd)

= .20 + 275(1-.30)/1557.50 X (0.20 -0.15)
= .20 + 192.50/1557.50 X .05
= 20.62%

= 0
. 20 + 27030) (0 . 20 = 015)

21832 :50 - 275)
= 20 . 62%
-
-



(iii) Statement Showing Overall Cost of Capital (WACC)

Sr. No. Source Value Proportion Cost WACC

A EQUITY 1557.50 .85 20.62% .1753
B DEBT 275 .15 10.50% .0158

1832.50 .1911

WACC – 19.11%

WACC has Fallen By 0.89%

↑O -

②

N

O
-

O
① 50021 : 0-30)
-
183250
- 19. 10%
-



3. Computation of Overall Cost of Capital (WACC)

WACC of levered Firm (Ko) = Ke (Unlevered Firm) X [1-(t* 𝑫𝒆𝒃𝒕
𝑫𝒆𝒃𝒕ା 𝑬𝒒𝒖𝒊𝒕𝒚

)]

= .20 X [1-(.30*275/1832.500]
= .20 X (1-0.0450)
= .20 X .955
= 19.11%

Debt
= Ke x [1- (* Elite
= 0 . 20x[1 - 20 -30x25)1831-50

= 0 . 20 x (1-0 .04 50)
- 0 .200-955 = 19%



WN 1 - Computation of EBIT & EAES After Restructuring
It Has Been Stated in The Question that EBIT of the Company 

Shall Remain Constant

EBIT Before Restructuring = EAES/(1-t)
=  1750 * 20%/(1-t)
=  500 Lakhs

The Same Shall be EBIT After Restructuring

#50X
=

50 0
= 500E-

21-0
.3



Sr. No. Particulars Amount (In lakhs)
A EBIT 500

B Less – Interest (275 Lakhs *15%) 41.25
C EBT (A-B) 458.75
D Less – Tax @ 30% 137.63
E EAES (C-D) 321.12

N
↑
r
↑

O



ILLUSTRATION 11

&
1000000000



MM With Out Taxes
A Hd BHel

market Vane 10000 000 100 00 000

Ke 25 . 04% (2) 18%

WACL 18% 10%

MM WithTaxes
A Ad BLAC-

market valve 6000000 + 216000 = 8160,000 6000000

Ke 6 91200/276000 = 2504% 18%

(2)
IACC 108000/81600 = 18%

13-26%
-



If No taxes
Value of Unlevered Firm = Value of Levered Firm
Value of B Ltd = Value of A Ltd
Value of B Ltd = NOI/Ko = 1800000/0.18 = 10000000
Therefore Value of A Ltd = 10000000

Equity Capitalization Rate & WACC For B Ltd is 18%
Statement Showing Equity Capitalization Rate & WACC of A Ltd

Sr. No Particulars A Ltd

A Net Operating Income 1800000

B Less – Interest 648000

C EAES (A-B) 1152000

D Total value of Firm (Calculated Above) 10000000

E Value of Debt 5400000

F Value of Equity (D-E) 4600000

G Equity Capitalization Rate (C/F*100) 25.04%

H WACC (WN 1) 18.00%



Statement Showing WACC
Sr.No Source Amount Proportion Cost WACC

A Equity 4600000 0.46 0.2504 0.115
B Debt 5400000 0.54 0.12 0.065

10000000 1 0.18
That is 18%

Alternate way of Computing A
-

Alternate wayof computing Ke-
Ke = Ko + Debt (K0-kd)

Equity
= 0 : 10 + 5400000 (018-012)-

4600 000

= 0 : 187 0 . 0704 = 0 . 2504 thatIs

25 .04 .



If 40% Taxes
Value of Unlevered Firm  ( B Ltd) = EAES/Ko = (1800000-40% tax)/0.18 = 6000000
Value of Levered Firm = Value of B Ltd + (Debt X Tax Rate) = 6000000 + (5400000*40%)

= 6000000 + 2160000 = 81600000

Ke & WACC of B Ltd is 18% 
Statement Showing Equity Capitalisation Rate & WACC of A Ltd

Sr.No Particulars A Ltd
A Net Operating Income 1800000

B Less - Interest 648000

C EBT 1152000

D Less - Tax @ 40% 460800

E EAT/EAES 691200

F Total Value of Firm (As Calculated Above) 8160000

G Market Value of Debt 5400000

H Market Value of Equity (F-G) 2760000

I Ke (E/H*100) 25.04%

J WACC (WN 2) 13.23%



Statement Showing WACC
Sr.No Source Amount Proportion Cost WACC

A Equity 2760000 0.3382 0.2504 0.0847
B Debt 5400000 0.6618 0.072 0.0476

8160000 1 0.1323
That is 13.23%

st method

and method
--

KO = EBIT 21-t) &X100
-

Ferr
Valve of

180000 21-0
· 40)+100 = 1080000 x10= -

- 816000
8160, 000

= 13-23%



Alternate way of calculating ke of And
Ke =KO + Debt 11-t

20-ka)
= 0 : 18 + 5 00000 (10 .40 (018-012)

2760, 000

= 0 : 18 + 3240000 X 0 . 06
-

2760 000

= 0 - 18 + 0 . 0704
- 0-2504 that is 25- 04%

=



Alternate way of Calculating ALL of
A Hd

Ko of Levered Firm = Ke x [1- (tx5
= 0 : 18 x [1-2040 x5I81Joan
= 0:18X (1-0 .2647)

=0 : 18 x 0-7353
= 0:1323 that is 13: 23%



ILLUSTRATION 12

--

-- - -

Ke = 10 + Dep (10-1d)
Equity

- 0 : 16 + 43/2/3 (0 · 16-000)
-

= 0
- 16 + 0 - 33/0 .664006

,g
F 0 - 1670 : 03 = ④



Ke = Ko + Get (10-d)
Equity

=

0 - 16 + / 2016-010)
2/3

= 0.16 +0
.

33 x 0.0

- 0 . 19 that is 19%



Alternate way ,-
-

A Sansui Ltd Sanghamani und belongs to

same risk &In M & M Theory Without
Taxes 10 of unlevered Firne : Ko of levered

&

Ferr

%. KO of saughmaniad = 16%



Statement Showing Overall Cost of Capital (WACC)

Sr. No. Source Proportion Cost WACC

&·A EQUET Or 6666 BE 19% CBF) 0 . 1267
B Debt 0 . 3334-& 31 . 00
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I
21600N

= 12000000
E - &

- 18/
T -

--

E



-

MM approach
without taxes

↑

Ke = Kot
Debt 20-12)&-

Equity
=

O
-

=
0 : 18 +



Debt Equity Debt/Equity Ko Kd Ko-Kd
Ke

= Ko+D/E (Ko-Kd)

A B C = A/B D = As Above E = Given F = D-E G= D+C*F

0 12000000 0 .18 - 0.18 0.1800

1000000 11000000 0.09 .18 0.07 0.11 0.1900

2000000 10000000 0.20 .18 0.07 0.11 0.2020

3000000 9000000 0.33 .18 0.075 0.105 0.2150

4000000 8000000 0.50 .18 0.075 0.105 0.2325

5000000 7000000 0.71 .18 0.080 0.01 0.2514

6000000 6000000 1 .18 0.085 0.095 0.2750

7000000 5000000 1.40 .18 0.09 0.09 0.3060

8000000 4000000 2 .18 0.1 0.08 0.3400

STATEMENT SHOWING COMPUTATION OF COST OF EQUITY
2160/12000N=0 . 18

T & + & &
r ↑



Debt Equity Kd EBIT Interest EAES Ke

A B C D E = A*C F= C-D G = F/B

0 12000000 - 2160000 0 2160000 0.1800

1000000 11000000 7% 2160000 70000 2090000 0.1900

2000000 10000000 7% 2160000 140000 2020000 0.2020

3000000 9000000 7.5% 2160000 225000 1935000 0.2150

4000000 8000000 7.5% 2160000 300000 1860000 0.2325

5000000 7000000 8.0% 2160000 400000 1760000 0.2514

6000000 6000000 8.5% 2160000 510000 1650000 0.2750

7000000 5000000 9% 2160000 630000 1530000 0.3060

8000000 4000000 10% 2160000 800000 1360000 0.3400

STATEMENT SHOWING COMPUTATION OF COST OF EQUITYEAES/VOE

~ Or re

S



Debt Equity Total Proportion of Debt Proportion of Equity Kd WACC Ke

A B C= (A+B) D = A/C E = B/C F G H = G-(D*F)/E

0 12000000 12000000 0 1 - 0.18 0.1800

1000000 11000000 12000000 0.08 0.92 0.07 0.18 0.1900

2000000 10000000 12000000 0.17 0.83 0.07 0.18 0.2020

3000000 9000000 12000000 0.25 0.75 0.075 0.18 0.2150

4000000 8000000 12000000 0.33 0.67 0.075 0.18 0.2325

5000000 7000000 12000000 0.42 0.58 0.080 0.18 0.2514

6000000 6000000 12000000 0.50 0.50 0.085 0.18 0.2750

7000000 5000000 12000000 0.58 0.42 0.09 0.18 0.3060

8000000 4000000 12000000 0.67 0.33 0.1 0.18 0.3400

Statement showing computation of COST OF EQUITY
(Method 3)
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Statement Showing WACC
Debt Equity Total Proportion of Debt Kd Proportion of Equity Ke WACC

A B C= (A+B) D = A/C E F = B/C G H = (D*E) + (F*G)

0 5000000 5000000 0 - 1 10% 0.1000

500000 4500000 5000000 0.10 6% 0.9 10.50% 0.1005

1000000 4000000 5000000 0.20 6% 0.8 11% 0.1000

1500000 3500000 5000000 0.30 6.20% 0.7 11.30% 0.0977

2000000 3000000 5000000 0.40 7.00% 0.6 12.40% 0.1024

2500000 2500000 5000000 0.50 7.50% 0.5 13.50% 0.1050

3000000 2000000 5000000 0.60 8.00% 0.4 16% 0.1120

WACC is Minimum if Debt Employed Rs. 1500000 , Hence Amount of Debt to Be Employed 
Shall be Rs. 1500000





Debt Equity Debt/Equity Ko Kd Ko-Kd
Ke

= Ko+D/E (Ko-Kd)

A B C = A/B D = As Above E = Given F = D-E G= D+C*F

0 5000000 0 0.10 0 .10 0.1000

500000 4500000 0.11 0.10 0.06 0.04 0.1044

1000000 4000000 0.25 0.10
0.06

0.04 0.1100

1500000 3500000 0.43 0.10 0.062 0.038 0.1163

2000000 3000000 0.67 0.10 0.070 0.03 0.1201

2500000 2500000 1.00 0.10 0.075 0.025 0.1250

3000000 2000000 1.50 0.10 .080 0.02 0.1300

STATEMENT SHOWING COMPUTATION OF COST OF EQUITY
(METHOD 1)



Debt Equity Kd EBIT Interest EAES Ke

A B C D E = A*C F= C-D G = F/B

0 5000000 0 500000 0 500000 0.1000

500000 4500000 6% 500000 30000 470000 0.1044

1000000 4000000 6% 500000 60000 440000 0.1100

1500000 3500000 6.20% 500000 93000 407000 0.1163

2000000 3000000 7% 500000 140000 360000 0.1201

2500000 2500000 7.5% 500000 187500 312500 0.1250

3000000 2000000 8% 500000 240000 260000 0.1300

STATEMENT SHOWING COMPUTATION OF COST OF EQUITY
(METHOD 2)



Debt Equity Total
Proportion 

of Debt
Proportion 
of Equity Kd WACC Ke

A B C= (A+B) D = A/C E = B/C F G H = G-(D*F)/E

0 5000000 5000000 0 1 - 0.10 0.1000

500000 4500000 5000000 0.10 0.9 0.060 0.10 0.1044

1000000 4000000 5000000 0.20 0.8 0.060 0.10 0.1100

1500000 3500000 5000000 0.30 0.7 0.062 0.10 0.1163

2000000 3000000 5000000 0.40 0.6 0.070 0.10 0.1200

2500000 2500000 5000000 0.50 0.5 0.075 0.10 0.1250

3000000 2000000 5000000 0.60 0.4 0.08 0.10 0.1300

STATEMENT SHOWING COMPUTATION OF COST OF EQUITY
(METHOD 3)
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Statement Showing Value of Firm , Value of Equity & Cost of Equity

SR.NO PARTICULARS A B

A NET OPERATING INCOME 5000 5000

B WACC (Ko) 9.09 9.09

C VALUE OF FIRM 55005.50 55005.50

D LESS - VALUE OF DEBT - 30000

E VALUE OF EQUITY 55005.50 25005.50

F EAES 5000 3200

(5000-1800)

G Ke (F/E*100) 9.09% 12.80%
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Statement Showing Value of Equity on the basis of MM without Tax

Sr. No. Particulars R Ltd S Ltd

A Profit Before Interest & Tax 1000000 1000000

B Less – Interest 330000 -

(3300000*10%)

C EBT/EAT/EAES (A-B) 670000 1000000

D Ke 18% 15%

E Value of Equity (C/D) 3722222 6666667



Statement Showing Total Value of Company on the basis of MM without Tax

Sr. No. Particulars R Ltd S Ltd

A Value of Equity (As Ascertained Above) 3722222 6666667

B Value of Debt (Given) 3300000 -

C Value of Company (A+B) 7022222 6666667



TRADE OFF THEORY



PECKING ORDER THEORY



EBIT-EPS-MPS ANALYSIS FOR OPTIMAL CAPITAL STRUCTURE
Choose a capital structure which maximizes market price per share.

Important points
1. Prepare profitability Statement Wherein Start With Same EBIT For All Capital Structure
options.

2. Choose a Capital Structure Which Gives Highest MPS , If MPS Not Available take Decision on
the Basis of EPS.

3. Assume Slab Rate of Interest.

4. Focus on Calculation of No. Of Shares (it Should include Both Existing + New issue).

5. If EBIT is Not Available Compute EBIT Considering Existing Return on investment or Any
Supporting Details Available in Question.



ILLUSTRATION 17

-
-

① 25000X 18% = 250

② 25000 ++500 x 15 ) = 13750
③ 250 + 11250 +1000 = 2375W



Financing Options Available With The Company
Optiol1 = Debt of 250000 + 15000 shares of 150

each amounting Rs.
2250000

Optice 2 = Debt of 100000 + 1000
shares of 150

each amounting Rs.
1500000

Optim 3 = Debt of 150000 + 8000 shares of
J

125 each amountry
to RS- 1000 000



Statement Showing EPS Under all Three Financing Plans

Sr. No. Particulars Option 1 Option 2 Option 3

A EBIT 500 000 500 000 500 00

B less- Interest CIND 25000 137500 237500
-

- -
-

- -

& EBT LA-B ↳ 75000 362500 262500S
D less-tax & 50% 237500 181250 13/250

E EAT/EAES 237500 181250 131250

F No · of Equity shares 15000 10000 800

9 P 15-83 18-13 16 .41LS LEE)



Conclusion' As Option 2 gives highest EPS ,--

It is recommended to avail 2500000 by
Wax of 1000000 Debt + 1500000 Equity.



WN 1 – Computation of Interest Payable under all 3 options

-Op50000 x 10 % 25000

OnC 25000
-

250000 x 70% 1/2500

↑ 50000 x 15% 500
-

OPI3
-- 25000
250000 X 10%

112500
7 50 a x 15%

500 000 + 20%
1000p
-

237500
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(ii) Which Alternative To be Preferred & Why

Conclusion – if EBIT is Below 250000 it is recommended to Go For Plan I (only
Equity) & if EBIT is Above 250000 It is Advised To Go For Plan II (Debt + Equity) .
Plan III (Equity + Preference) is Not Advisable At Any level of EBIT & At EBIT of
250000 , Company may Go For Plan I or Plan II As Both Plan Gives Same EPS.

If EBIT Plan to be Selected Reason

62500 I EPS is Maximum

125000 I EPS is Maximum
250000 I or II EPS is Maximum
375000 II EPS is Maximum
625000 II EPS is Maximum



Note
--

B In the Absence of Information ,
it has been

↑

assumed that losses has been set off with

Other Business Project

= As Per As-20 ,
the Company needs

Provide for Dividend forCrmulative

Preference shares even in case of
Insufficient profit to Determini EPS.
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Computation of NEW EBIT
EBIT after proposed Expansion is not given

in ourting Assuming the Firm's earn
same

Rol as Before , we shall calculate
New

EBIT

-i ROI = EBIT
Capital employed

= 52or ver x 100
--

S

equity ↑Debt Returned
IshareCapital earnings



-

- 200 000
- x 100-
8000000 + 100 00 000 +1200000&

Equity Debt Retained Earnings
- 500ou X100

30000 on

- 17 : 33 %
#

- New Capital employed Existening ↓ proposed
Capital Capitol

- 300 00 000 + 4000 00

- 34000000



New EBIT = 34000000 x 17 . 33%

- 5892200
-
-



Financing Options Available With The Company

Options - avai 4000000 by way of Wan
&

Optim-avail 400000 by way of equity



Statement Showing EPS & MPS Under Financing Plans
Sr. No. Particulars Option 1 Option 2 

A Debt 14000000 10000000
I

13 Every 20000000 24000000

C Debt+Equit 34000O 36000 Ou

D Debt/Debt +Ent /X 0 4 1 18% 29 : 41%

E EBIT 5892200 589220

↑ less Enterest

- Existing 1200 000 1200 000

~ New 400X) 560000 -

Total 14 60 000 1200000

a EBT 2E -A) 4732200 4692200

H uss-Tax & 50% 2066100 2346100



Sr. No. Particulars Option 1 Option 2 

I EATEAES (G-H) 2066100 2346100

J No ·

of Equity shares

- Existing 800 000 800 008

- New - 160 Our

(4000000/25)
Total 800 000 960000

K EPS <[ (3) 2 . 58 2 .44

O& PlE Ratio S 10



M MS (KXL) 20 64 24-48

Checlusion' - As MPs is highest in Optines
,

-

It is advised to avail 4000000 by
way of Issue of Equity shares



ILLUSTRATION 20
The following figures are made available to you

PARTICULARS Rs.
Net profit for the year 18,00,000
Less: Interest on secured debentures @ 15% (Debentures were issued 3 
months after commencement of the year 1,12,500
Profit before tax 16,87,500
Less: Income tax @ 35% 5,90,625
Profit after tax 10,96,875
No. of equity shares (Rs. 10 each 1,00,000
Market Quotation of equity share 109.7

Company has accumulated revenue reserves of Rs.12 lakhs. The company is examining a project,
calling for an investment obligation of Rs.10 lakhs. This investment is expected to earn the same
rate of return as funds already employed.



You are informed that a debt-equity ratio (debt divided by debt plus equity) higher than 60% will
cause the price earnings ratio to come down by 25% and the interest rate on additional borrowing
will cost company 300 basis points more than on their current borrowing on secured debentures.
(100 Basis Points Refers to 1%)

You are required to advise the company on the probable price of the equity share, if

a) The additional investments were to be raised by way of loans; or

b) The additional investments were to be raised by way of equity.



Computation of NEW EBIT
EBIT After Proposed Financing is Not Provided in Question. Assuming That The 
Firm Gets The Same ROI as Before.

Existing EBIT = 1800000

Existing Capital Employed = Debt + Equity + Retained Earnings
= (112500/9*12)/15% + (100000 * 10) + 1200000
= 1000000 + 1000000 +1200000
= 3200000

ROI Will Be  = (Existing EBIT/Existing Capital Employed) X 100
= (1800000/3200000) X 100
= 56.25%

New EBIT = Capital Employed * ROI
= 4200000*56.25%
= 2362500



Financing Options Available With The Company

Option 1 – Avail 10 lakhs by Way of Loan

Option 2 – Avail 10 Lakhs By Way of Equity



Statement Showing EPS & MPS Under Financing Plans
Sr. No. Particulars Option 1 Option 2 

A Debt 2000000 1000000
B Equity 2200000 3200000
C Debt + Equity (A+B) 4200000 4200000
D Debt/Debt + Equity (A/C) 47.61% 23.81%
E EBIT 2362500 2362500
F Less – Interest

Existing 150000 150000
New 150000 -
Total 300000 150000

G EBT (E-F) 2062500 2212500
H Less – Tax @ 35% 721875 774375



Sr. No. Particulars Option 1 Option 2 

I EAT (G-H) 1340625 1438125

J No. Of Equity Shares

- Existing 100000 100000

- New - 9116

Total 100000 109116

K EPS (I/J) 13.41 13.18

L PE Ratio (As Existing) (109.70/10.97) 10 Times 10 Times

M MPS (K*L) 134.10 131.80



INDIFFERENCE POINT ANALYSIS FOR OPTIMAL CAPITAL 
STRUCTURE

The basic objective of financial management is to design an appropriate capital structure which
can provide the highest earnings per share (EPS) over the firm’s expected range of earnings
before interest and taxes (EBIT).

EPS measures a firm’s performance for the investors. The level of EBIT varies from year to year
and represents the success of firm’s operations. EBIT-EPS analysis is a vital tool for designing the
optimal capital structure of a firm.

The objective of this analysis is to find the EBIT level that will equate EPS regardless of the
financing plan chosen.



INDIFFERENCE POINT - FORMULAE
EPS of Plan A = EPS of Plan B

𝑬𝑩𝑰𝑻ି𝑰𝟏 𝟏ି𝒕 ି𝑷𝑫𝟏
𝑵𝟏

= 𝑬𝑩𝑰𝑻ି𝑰𝟐 𝟏ି𝒕 ି𝑷𝑫𝟐
𝑵𝟐

Terms used

I1=interest under plan A

N1=No. of shares under plan A

I2=interest under plan B

N2=No. of shares under plan B

PD1=amount of preference dividend under plan A

PD2=amount of preference dividend under plan B

T=tax rate (not tax amount)



INDIFFERENCE POINT – IMPORTANT POINTS
 Indifference point is amount of EBIT at which EPS under two financial plans is same.

 Indifference point cannot be calculated if number of equity shares is same under two plans.

 Between debt and equity plan, EPS under debt plan would be more after indifference point.

 Consider existing equity shares plus new shares to be issued in denominator

 Amount of interest and preference dividend should include existing amounts also if it is

existing company



INDIFFERENCE POINT – ANALYSIS

SITUATION OPTION TO BE CHOSEN REASON

EBIT below
indifference
point

Option with lower debt &
Lower interest Burden.

When rate of earnings and operating profits (EBIT)
are low, more interest and debt burden is not
advisable

EBIT equal to
indifference
point

Any alternative can be
chosen.

Same EPS due to indifference point

EBIT above
indifference
point

Option with higher debt &
higher Interest Burden.

When EBIT is high, financial leverage works favorably
& EPS is maximized
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EPS of Plan = EPS of Plan B

EBIT-ERADH (1-7)-PD = (EBIT-ENtet)2
-

No- of Eg'shares (1-t) - PD
-

No-of E 9-shares
Let the figures be in lakry .

(180- 0-48) (1-0 . 30) - 0
= (4 .80 -O (703)

0 :

80 DO'80I



3-024 = 3-36 - PD

% .
3 : 024-336 = - PD

0: 336 = PD

.. Preference Dividend = 33600

Rate of Diviound = Preference Dividend
- x 100

On Preference Preferenz share
Capital



= 33600 x 100
400 000

- 8 . 40%
-

-

-



FINANCIAL BREAKEVEN POINT ANALYSIS FOR OPTIMAL 
CAPITAL STRUCTURE

 Financial Break Even point Indicates the level of EBIT at which EPS would be Zero,

 It also Means The Level of Earnings which is Just Sufficient to meet its Fixed

Financial Commitment of Interest & Preference Dividend

 In case of company using 100% equity , FBEP would be zero

 Formula for FBEP = Interest + Pref. Dividend
(1-t)



P/E RATIO
Formula

P/E Ratio = ୫ୟ୰୩ୣ୲ ୮୰୧ୡୣ ୔ୣ୰ ୱ୦ୟ୰ୣ
୉ୟ୰୬୧୬୥ୱ ୮ୣ୰ ୱ୦ୟ୰ୣ

Terms used

Market price is taken from stock exchange.

Important points

 This ratio indicates number of times market price is as compared to EPS of company.
 As debt-equity ratio goes up P/E ratio comes down generally.
 It can Also Be Calculated as = 100/Ke , Thus PE Ratio & Ke is Inversely Related. Higher the P/E

ratio , Lower is Ke & Vice versa.



IMPORTANT POINTS
 If number of shares is not given then decision of capital structure should be taken on basis of

Amount of Return on Equity.

 If nothing is given about issue price of Share Assume that it is issued at current market price.

 If nothing is given regarding interest rate-calculations, then assume slab rate system for interest
calculations.

 If there is loss in any year then we have two options
a) Carry forward such loss to future years. (tax paid in year of loss would be zero)
b) Set off such loss against the income from other sources (there will be tax saving in the year of
loss)

 If P/E ratio is not given in the problem then take the decision on the basis of EPS.

 With change in capital structure Return on Equity//EPS/Market price also changes but ROI/ROCE
remains same irrespective of capital structure.

 As Per AS 20 , The full amount of the required preference dividends for cumulative preference
shares for the period, whether or not the dividends have been provided for needs to be deducted
from Profit After tax to Arrive at Earnings Available For Equity Shareholders.
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Statement Showing EPS Under Plan A , Plan B & Plan C
Sr. No. Particulars Plan A Plan B Plan C

A EBIT 80 000 80000 80000

B less. Enterest O 800 O

2 EBT (A-B) 80a 72 Ou0 800

D less- Tax & 50% 40a 360 400

E EAT (C-D) 40 an 360 400

F Less - Pref. Dividend - 800

C =S Poc 3 32000EAL
10000 5000 5000

H No - of Eg. shares 22000/20) 210010) <100020
I EPS 4 T : 20 6 . 40



Computation of FBEP Under Plan A , B & C

--PLA,p = Enterest &D = 0 + 0 = O

(1 - t) (1+)

Pan
FBER = Enterest P = 8000 + 0 - 8000

- -

2 -t) (1- t)

Plan 2
--

FBEP =
Interest + PD = 0 + 8000 = 16000
-

(1-t) (1-0 -50)



Verifications
Plan A Plan B Plans <

EBIT O 8000 16000

less - Enterest O 80 -

EBT O O 1600

less-Tax & 50% O
O 800

EAT O
O 800

us) - PD O O 800

EAES O O O

No-of shares 1000x 500 500
=PSL O O O



computation of indifferent point between
Plan A $ Plan 1

EPS of Plan A = EPS of Plan B

(EBIT-Enterest) (1-t)
= (EBIT-Enterest) (1-1)

- PD
-ofEg - shares No· of Eq share

let the Figures be in thousand



-CERET-0)(100-50) - 0
- (EBIT-0) (10 -50)

10 -
EBIT = 0 :

5 BIT-4
10 5

2 : 50 EBIT = 5EBIT-40

- 2 -50 EBI5 = -40

% . EBIT = 16

.. Indifference Point between &B
= 16000



computation of Endifference point between

Plan A & Plan <

EPS of Plan = EPS of Plane

En difference Point between = 32000
Plan A &2 --



computation of Endifference point between

Plan 1 & Plan C

EPS of Plan B = FPS of Plan 2

EBIT-C ka-PD :CEBFT-enesis
21- t) - PD
-

No of eg . shares

Let the Figures be in thousand



CBIT- 8) 21-0 ·50) - 0 = (EBIT-0 (1050)
5/ -I

0
: 50 EBIT - 4 = 0

: 50 EBIT -8

As it cannot be solved mathmatically ,
it

can be conceded that No : Andifference
Point may be ascertained for Plan 13 C



Canmust
-
-

on the Basis of EPS
It call be

commented that Plan 1 domates Plan

↑ Plan 2 as Plan & is giving
highest EPS .
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Statement Showing EPS Under Plan A , Plan B & Plan C
Sr. No. Particulars Plan A Plan B Plan C

A EBIT 1500000 1500000 1500000

B Less – Interest

Existing 360000 360000 360000

New 480000 - -

Total 840000 360000 360000

C EBT (A-B) 660000 1140000 1140000

D Less – Tax @ 40% 264000 456000 456000

E EAT (C-D) 396000 684000 684000

F Less – Preference Dividend - 440000 -



Sr. No. Particulars Plan A Plan B Plan C

G Earnings Available To Equity Shareholders 
(E-F)

396000 244000 684000

H No. Of Equity Shares

Existing 800000 800000 800000

New Issue - - 250000

Total 800000 800000 1050000

I EPS (G/H) 0.50 0.31 0.65



Conclusion – On the Basis of EPS Computation , It Is Recommended to Avail 40,00,000 By Way of issue 
of 250000 Shares of 16 Each , As it yields Maximum EPS.

The next Best alternative shal be Plan A

Thus
,
let us find differenc Point between Plan

A $ Plane

EPS of Plan A = EPC of Plan <

↳Best-PD = CEBET-EnterIt is
- PD
-

No of Eq'shares



Let the Figures be in laks.

Leit-8:)
(1-0 -40)-0 = CeBIT-3:) (10)
-o

10-50

OCEBIT- 5 . 04 = 0 -60EBIT = 2 : 16

8 -
10 . 50

6. 3 EBET - 52 . 91 = 4 . 8 EBIT-14 . 28
-

6 : 3 EBIT - 48 EBIT = ~17028 + 52 . 92



1 : 5 EBIT = 35 % 64

1 .
EBIT . = 23 - 76

↓ . EBIT = Endifferenc Point = 237,000

Thusf the Company wants to enjoy same
EPS as of Plan & Plan 2 ,

it needs to

Increase =BIT by 876000 (2376000-L

1500000)




