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{t(wealth maximization of shareholders)o]r}, (1) o] |3t #e] MA{LE A4

A M Al MBREE WY el £l o7 WA (rate of
return)% T o} & L v ¥e] FIAIZAE ((cost of capital)e} HlFsled
] HATZAE nr)l zZ7u 2 wiBlEMEE oncl F 735 B
P {rshAl "eb, 7oA BATa 2B ) (32 HANADS Fhibish o) el
d 3k #Hamd] A5 A "o @

A o] 9104‘1 Aol ek wo Mokt BAMEA GG dAd o E 2
2 LBl el g WSAEEE RAReR aA ke s 4] gl
A8 HATIAE S vhle s AAl sk o) &l HiiF Al Bk (b (maximi-
zation of market value)$} A TF2ZE 9] f/ME(minimization of the cost of
capital}2] 098l HIRE AWt v o4 vk ael=w JiEE 5
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(1) Ezra Solomon, The Theory of Financial Management, Columbia University Press, New
York, 1963, pp. 15—25.
James T.S. Poterfield, Investment Decisions and Capital Costs, Prentice-Hall, Inc., New
Jersey, 1965, pp. 11--19
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3 el iAWl TATZ2E & hLoR 3 TIAMERCHGR
(financing decision)o] M HRS Bls ol Fa gk Erh

web A AR A e HATZLZE S PO Bd 430 FEMGKS KUt &
AT BAREC A F7hx HRS BWista o) BAKES WA %
A AL4E A7) st BAE Eax) . —EHo R MBS BAKE
§ 2w AEeks) hErstd SEEGE S o A de A2 F
Holrl, o] E%%P < AMHRTFE S HEAHMEES BATZAE HAA 2, 5
2 Vel o] AEEA T Y MEY &l E9] £ | (homogeneous risk class)
of &l drix *E 7%51—: 101] BEApdE] o 3% BBEAREE (optimal capital
structure) & {58 A o] AR 1Tiyel ok, HUEUEFEE 2 & Yo
= AL A LUlETIAREESE JLirele ok 1 Aeln®  ETIANSES Mg

Fofevhel e w8 LAY AN TIATEAE Rt A
P sTERII NI s i e BT S B R
ol 2 qF HAKLEMGS] BEDHsl b Aalell 2] A8 Bl 9l el A shie]

A el AN Aolxnl, o] 9 Ju.{t‘ﬂ Brfigsl sghlel el-Fel Alvhwl vl
FIANES AR el sl M DA & iERKS (LG o8 FoT
TALR AREAV, ohm AL Lt%’afa’roﬂ &l A ehRol A wl Aol
el shvhel BB SFrsh dofEd 8 e S5 Aelvta wl ek,

I. &%= FE=2 (BIHEIX]]

i :';_ dER S A9-GeE olellol il
g e b erh), o) Mgl $ih
Ae wpebd] BATIAE = o alA) g#el
7t R EAE A A o} rlz} vh, T el el =] j(leverage)el] wis] 41+ o
Hr7Exl 2 EAE 5 Ao u® ARl A= ke wig e Jbdie s Blash
a2k gkel, EAE ARGl A EARREY s HsiA #BwAS ENIFEA(long-
term capitalization) 2. 2 ¥ 3 FEHI{i1fel HREAS A0 = Muye =9 4
P& 478km=l e,

X0 iR = AR MiFET =24 j(net income approach)o} fiiF
FRlglo] 2 2] (net operating income approach)g] F71zls), |5 Fr7kx ¢
HIEHE S (AT o 32 2.2 j(traditional approach)9] A|7}=] FRYJidie] oth
ol AZFA Y FEES HPE Sleke] Sk HiES MG WL, 000
< A 9l AB F @it 1E Er1 % gcl

A ,’7:{61:—‘5 A3 Ne#ARReZ ks of El_iﬂi T 2458 RafpolAl sfar
‘t YilliE W2, OOOO] vl Aglol fiFiaiel =l mlel o) HiFlL: W2, 000‘;; B

dxiel —gr Bl BHE A a:l 41
sk i EAL] JhEe] whelAl : PIAKE
) Byl Filizel o & —3_ ] %

],

3 Ezra Solomon, op. cit., p. 81.
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20%9 FAZLE R FALITE o ﬁ;@] FOH{ W2,000/0.20 &
10,0000 =itk Aty HAECE A8 gy = Fol RIFORS IS E
10, 0000] =}

¢ B@Enke Al 2 FoEALE  fEAK]
TE REfRsLE mhiT WS, 0008 7F=l 1 9 71 o] ol A1 w3008 FII-FE STsGEh
ok, o] @iitd] 7SolE Ailbnrhe MEAS] AEJiikel F ol BabsAl A A
ojth, Fl-f-3ckhol ek MEMES FAsta el Al FIgE A7kx] o2z &
29 HE bRl BEske] &

< W
o4

sl olesl fE10%2] F

(1 #FjE H=2X] (NI approach)

MiRlmTol T 23] 1= M X F & (net operating income)oll A FIT &G4
M MRS FAkslY o] B [aFTAS] e R it g o E 18
#A T3~ E (cost of equity capital} & FIA{Lele] [1EHEAS] GITAIS A ALsH

Tood Al fifivel o & dFMOTALS Invislked /58] RIS A ARSHE Jiike)
thoo] & ol A = Bemikel ¢18 A gHEke okg (4 sk gl

% U mlﬁrmngxuwmn 9] [Je el Al 24 ol w}
(NI approach)
R e S} REO] KRS YFUE W2, 00001 A
't%’ﬂmNOD W 2,000 g qianad W3, 00000 b FI L
REFIT(10%) ¥ 300 7N L
ekl o AEFIEOND w0 OB WI00S LMl Aol ik
(CFAT 32 2 JCKDRATLAD 207 LN FelZ fiflize] A7, ol
TP e TS W 8,500 WI,700% [CFiAdl A Fik
HEME(B) W 3,000 {kE(capitalization rate)gl FIC.
RFFEHEV=B+S) FILS0  #moAkrmse |2 BALSE (K=
O N e
BERAT 225 1K) 74% 0267 r1E kel o g T

o) W8,50000 Hrth o] E shAlI # ujlj\ "3 2~ E |(combined cost of capital)
E AAstd 17.4%7F =15 6

NI fel= 24 1% A2 H4S Mt EAMFE] iflisal a4 da o akg
mla A efw 2 fiff B ACEALA] o= A= ebgd Hiifi(acceptable limit
of leverage) Mol A %ol 3k FA(LA 1 Gska vk AL st 9
b, o] 2 we] ABlabl 4de] IFEAS BDBIES Sar fol el el Ak kel

4 HEBRAIZAE ] (combmed cost of capital) 17.4% &= th&xb ko] 51iaF ARolel,

K.=KW + KW, Ko=0.10W;+0. 200,
{W=B/(B+5S) . [W1=3,000/(3, 000+8, 500)
AW,=8/(B+8) “\W,=8,500/(3, 000+8, 500)

o K,=0.174 2.2 17.4%

(5) £ 28 (risks)-S FA¥E (Sl (financial risk)sh B3 |9 GG (operating risk) o 2 15
9ot o vlell A= MBEESENERTS e Aok ofdl HAAL b RLE BEY A.
Gordon Donaldson, New Framework for Corporate Debt Policy in Readings in Finarce,
edited by Harold A. Wolf & Lee Richardson, Appleton-Century-Crofts, New York, 1968,

pp. 274—298.
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Ax lelW el =7 ®ingtel =
24 AL Frbsla o] HiKE
delAAe %Y fEk(risk)

&

B oR
(W 13 HE[IAAE |} MHH2IXI (NI approach)

(Cost of Capital & Financial Leverage)

Cost of

Capital

o] #@inElsl Lol Lol W o ke
T diHAER B Az .t
aha whebA o] WEHL 8 e B
BHEAZLE 7L 53] 18 i
fearete Aolvh ol & el T
W 99 (& 13 2k 0151 -

(& 1A f=eel=7F & .
gmez sy 948E gl
0.60(# 4t 0.60, 1T EA 0.40)
AAE K, (ABfATZZE]
9} K, (Al T2A2ED7E A#
gt wgepA BAHATZAE Leverage
(IWEZEHBEA (Z2E Dol K, 040 0.4 5.60 0.80 )

E o] Bl o]2A7A A% TFrErh 224 o B AvAe Ko Kob a3
9 fakzel & bmstAl Hell WA HABAIZZE | E LA thfFs,
o WHTHE £ TR Mgk

(2) a0z =X | (NOI approach)

Rl 2R 1 MFIGT =25 00 2ol fifel WS B F

& 2] HERHRIH=2 X (B TGS A ShT BAd o
(NOI approach)
(NOD - 7.000 ARgt e HEERAIZEE
. ,

gﬁig?ﬁﬁﬁifiiéj) opg 7t EIEE ol TelwlE X)) 84
e D) w10,000 fkell <G3kgle]l Fi#siAl Al
AR W 3,000 Aolrh webA o] ALk 1
aEzkel A HHAFHE=V—B) ¥ 1,000 ATz 2e 7b awelA o] vl
l'iaﬁ)kr?—éEJ 24.3%86) A4 s Deh. a4

SATm e ) el el A jol sebdl elAl R —LShm e ol AR
G o e A o BESe] b sk ek Bivhe Aelth o % o
o gritel PI% AT AP A9 i 2dsh ek

ok 1.
BT

® 4a wherass i K= KBS
AseNA KS=K(B+S)—KBols K.= $
o K=K, +(K.,—~K)B/S7t st} o] Solomon?] HOEFEAI et
(Solomon, E., op. eit., p. 83)o] FRell $19) EitE A
K =0. 204 (0. 20--90.10) 3,000/7, 0000] = 3
. K,=0.23¢ & 23.4%7} At}

o)m.z K.(B+S)=K.B+K.So|t}.
K.B+K.S—KR S K.B~K.B
5 + S

olem
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5 7R3 [1efATZEE ) E
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A ALEE o]
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9}\

o ARl —aehe Aol n}.

o] & iR & M1
ol HAKANZAE] K= (H
2Jel A B s wbel Zo]
HAREES bl AAIgle]
A —Edha fAfiIa~E ) Kiw
ol Bizlz = ARE#Ela o IR
A3 o} A (leverage=0.60) 3§

A8l LFsA b =2k [
CEATZAE = T2 R 7}
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(R 2} B&TDAE |9} [##H2]X| |(NOI approach)

(Cost of Capital & Financial Leverage)

Cast of
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U |- e (F. Modigliani & M.H. Miller)fine] wj7o] ==k,
(3) Eirpy o X2 X| | (traditinal approach)

el 2 22 ;= NI @ NOITeoj= 55 18] fffif4fEe}l st [Intermediate
Approach jg} L= ek, o] le]=2x] & laiwvielA] )¢ #he ACEAIZLE]
o] daFg vl =& Melwel = 7b #Bhighal wbeld Kb RSS2 A shit
1519 #7h NOI el =23 jucthe @fgslct sboh, webd =92z 54 f
el wel WAHATRLE A K&~ o] 271742 A% Trske T &
& dolAw WA sl TEeta dteh. o] i Tz e o
S IFA A REE Y BAKEEAS frRon s 4wE A=z o7
ol A= zhuksl vREaiab greh. Tl = 2R el gl e HATZAE |5 T4
W 2] =) 1oke] Al = ake] (5 31el vhebube wbel ZE

. BEXxEER

BTN A = o] FESES A Ek $lslel NOIfel = 2x] ), NIfe} 23] |
ll @ﬁnmrw;ﬂ 18 A A FD o] F Jidke] Rt gl Telwela) joh AR
B9k BAGRE zbwrs] Awetddvh AMES Bebel HEH o ALy /\%«1 TR
),,_;_« whero 2 she] AR AE ), ¥ B, Zela HAREE BRAA
A RERANER Folalrh :UM s Aelzh, dvba eolw owﬂl AR
= At ki MHE oRaat grh ol & sl [£2-E (Ezra Solomon)
o Mg ooemn 7 féf.ﬁrw AR R T e ey - M=l (F.
Modigliani & M.H. Miller)®] Ziin-a Al A skar o] & Lh#r sr#fstel o

1) EH BEEXHER

el FOHTE ARG G- RGP RIEUNC A s EE Aol oh. R A (mar-
ginal principle)-& (L% %% f(marginal cost), IR A ¥4 (marginal revenue) ™ 4:
7 2 (output) 3-8] A S FolA AT ol Ao RAFMibiRt TEEH
el s v Thell A o] BLliR ey (optimum capacity)7F U= = o] A
o] ZEHyPhImel Az{kEie] | sitde Aolvl.

o)l 3t BIM-S FAKMES] A&rhd #AS] RATALE |{marginal cost of
capita) @ iRzt FEIFTATI 2 E j(average cost of capital) (71N A= HWE
#ATTAE |2 dare)) o] ZASE Bl BREEANHE (optimal capital
structure) 7} F{HIEI Tk B 4 olth, o] Bhefl A ] HOAHAIZEE & RIKH
o o] 2t} welA RETEANSEE MY e Aot NOEABES K
shed A MRS mAMLS T e HAMRAE R HMEsE T

T A4 ke BATTAE e i AL BRI AE (marginal cost of borrowing)sh
Qe B Bk o R L ERATRA Y B AR WRE W 6Y
Aolvh.

Hx
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21z | (¢] & optimal leveragezln % &ch)E I3ic), (®

T2 2ol o sbad M¥Ee] didhy FiES BEA M o4 Tl J7F 8
ol FetA ol Bl e AlE Fobsla o] BE AU XY Fel NME
3R b= EERC A WS A B3Rl gom o] RARS XA
8 mSFREEE] TS gl

ol gt MM el 18] Frbol w8 Wgiifid ¥ EAIzAE o SBEIHE
Uk 3)3k (E 408 /M BEMe® Hfstza} gt

Bl A 5 Telm el =l 2] S7b7h WIS S5 el et ¥
+ gt o] HENAA MFRE BALGE NOEATZAE R THwelx 9
Kinell =t} EAskn olvh 2eiu Ko LA viad xEd fifiisss
F Ao 2 Qe e fifIEe] Winpact Ao o Foll BATATZLE]
K& A% Fikshe ek o] HibkAdlAe BAMSe v & (K E] N
Fokel o a ffifiAe] fabiste]l wh A gebn 0o e Eel (R AE K,
E AY sekA dAY gavkw stoieke oz LAE Bojrh,

A=

&2

BB Telaelx] )] st Xl WA A deE AR s
HiFo |tk o] FHEANAE FEK,K 9 =09 2= 19 #{trt A #Hgsld 4
X8 BT EAR V=(E/K)+(F/K)ol & obfd 438 vAA gerth. =
A MERATZAE | E Tauex 9 lo] s ¥x B3 ASF 22 RES

(% 3) el aixi el #kol mE #ATAAE 9 @t

changes in financial leverege & costs of capital)

B k% o | F | E K@ § | v Ka®) L | L | Ly Kn(%)
© |@|6|@® 66 |0 ©@ | 0| 0| @ | ®
0 4, 0{ 100 0; 100 10.0; 1,000 1,0000 10.0, 0.0| 0.0! 0.0 ! -

100 4.0, 100} 4.0 9 10.01 960, 1,060 9.4/ 0.10 0.09] 0.10, 8.0
200 4.0 100, 8.0 92 10.37 893 1,093 9.1 0.22] 0.18) 0.200 4.2
300 4,2 100, 12.6| 87.4] 10, 8‘ 810/ 1,111 9.0 0.37} 0.27, O. 30‘} 3.8
400 4.5 100, 18.0, 82.0; 11.5 71l 1,111 9.0 0.56 0.36; 0.40, 6.1
500 5.0 100, 25.00 75.00 12.3 611 1,111 9.0 0.82] 0.45 0.50] 7.8
600 5.5 100, 33.0| 67.0; 13.1 512! 1,111 9.00 1.17 0.54 0.60;, 8.8
700 7.0 100{ 49.0; 51.0; 14.0, 364/ 1,064 9.4 1.92 0.65 0.70; 19.3
800 8.5 1001 68.00 32.0{ 15.0, 213/ 1,013, 9.9 3.76] 0.79 0.80; 20.5

B =f @ (hBHEED V =RZEHB+S) : (O+@D)

K=ffEla22E (%) K=HaHEAD2E (%)

0 =%Ms & o4 MEERG L,=Leverage, B/S

F =Ff1754% L,=Leverage, B/(B+S)

E =[0Fkd A #FEE-@ L,=Leverage, B/(B+S,) %S.=t&# [ 1%k

K=[O%&22E (%) (B+T) K.=RAFAA2E |

S =\EFEA Dﬂﬂ B ET AT
(8) Ezra Solomon op. cit., pp. 144—145.
P. Hunt, Financial Analysis in Capital Budgeting, The G.H. Leatherbee Lectures (1964),
Havard Business School, 1966, pp. 58—-68.
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(W 43 raH2ixliep RATAAE ) frxlstAl sl
- (Cost of Capital & Financial Leverage) a,%g?h]“%oﬂ X—] = f‘#\‘rﬁ%O]

Capital 1’1’ JJ: ] ﬁl%’fg 1 Olgi Zol'oﬂ ’q
o TR e S~ o} il AR et
: ' m ')
REREESPREPY I - R S

felel WA=Ith weld o)
T EURPYel A ST )7
1 S MBERkAL o]l Wb
JI.IOO FE#HATZAE ] 424 5
st afEakeh. o] ¥

v ol 3k HSFFEAHS] KT
ko 41.000
A oA Sa BATATR
. E )94 Jpgeh

S1ek o] FYKIIZE |9}
Falul el 2l o] sBBLe 4
Huw 2 A REEA
izt WEEE ole B
ohd filfo 2 vebde}, o7

ke

0.12

0. 06

0. 04 5 D erne A RATFLE (8] RS
I 2 ; Levergepiprs) BB BAb BRAFLATD
T . & v .y ] 2E] K, 2 RAAN ZEE

0.10 0.30 0. 50 0.70 0.90
(marginal cost of borrowing)2t H{if& WIME Qs A orlH e [ICEATZA

=19 it AR FE SREY BASE 6% Aolekn ¥ 4+ vk weld
RBABAMZAE |E BEsh] 913 508 o83 3ol Jidt 4 vk
4F | 4K, (—4S)
AB YT 4B

o] R A AR RABAIZLAE gz A2 Ulew =lo] glrfa Heojal:
oAz E fhffe] A2 LRt Hiol A BEEANEZL Pl cla L),
(B 4)ol A Kok Ko ZZZ3h= B 5 i 54%2} [ISTEA 46%2] Hhol A
BoREAREL PR ok

Y TERE ) 98- BAANTFAE [(marginal cost of debt) mo] #ié&
AT 2E |0t 3V 288 dd(m=K,) MWl je EEfifieleba g
o WA 28] EHE Bilpoint)d T 3 T RHik(range)d TE o
iz shelvh. zelv e RAEATIZE 7 Kah 2 7496 &= #oflis
alshe] Al 2ol sEmElE ALY Mma2E 7k Kurk AXA sloz ESEEARSE

(9) Ezra Solomon, Leverage and the Cost of Capital, reprinted in Foundations tn Financial
Management, edited by J. Van Horne, Richard D. Irwin, Inc., 1966, pp. 406—412.
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= K3k Ko —skdiel 4 BT e el wiEste e ged. el &
SEEARSEE Wikl et d17] Wvhs Mhelelx M Zlo] Buh EiRgoletxn 3

Z et
ol ef &b by Al ECAkE o] HalA HE BEKE A4 #ple] Jnsi =)
2 ek [Hrgl =) (D. Durand) 59 Baf& BolBEAWGERRES £Re —k
Al BRI EA DA Slal A okrl =] 3= &k (risk) 3b AHEF % (uncertainty)
o gufuZb WS TUAMSEE vhEeRsM Y 4 doke g et sl W
Foll olell IZ¥sha gl A0 e 9 slel Telw el Al o Bt X MEREFIE
o} ofo} H3E AEE(HES] khTE PGk Mol Al SAELE = el A Rk
o] wrebd Rolxl, [elwlelx 9] Hip = [E87F #IEFlGRe] v ololl el & Al 2
1R8E Ak skl Zhabeba weban b ek I (1R @ SRl o
o] “hlek @ viAligel AERE el Sl el ] =] Bhe] fifiteba

(2) rzoigelot ) - 2 12| BXEER

NILEE UM EA LG A 2B ubrl & & BEe] Txr] e ohy J(Franco
Modigliani) ¢} M e} (Merton H. Miller)elar & <= givk. ZEo] 1958l
Jeat §9 8 G MEATILAE ), GEMFEY HEGIWNA Be UFEE
Alghehe FOAKEEE el BATT2E o miBaiel o wl d ek v A
rkn gk WES fEk S ~ ) Chomogeneous risk class)dl @,}D}-i’ N3
9l 43089) U KCER Sl 4200 Auhitilel ek IGREML S a4 %
5245 (perfect market)ol] §lol A2 #M:YI3] HEZ (rational investor) % H_
= oqvhe oMol [i-ak MRS Ml 28 HEERIEY Al gt 2
o] fryiE—= Telule] R 19 Bikol Toide] glo] HAL WEHHEHE 7;%54
£ Aeleh

o] 9] Il Hhgeel Vel M-S ohF Al/EA fli(propositions) &
ABLsl e

A, 4450 HiBsFRTEIS L o] fIANEESE o WAV glod o ¥
ol el & febaliFel s ol dubls BENHATZAE (K)E 7ML Billsl <
Fla(ED¥E BEALTEL i*ﬂ T8l ALef. A2

—rﬂﬂ, — A o] l&ﬂ’ = LHR FlisAs o] = MEsmA a2 1 S5 Al
“ ’10) Davxd Durmd “Cost of Debt and Equity Funds for Business”, reprinted in The Manage

ment of Corporate Capital, edited by E. Solomon, The Free Press, New York, 1959, pp.
98-—106.

(11) F. Modigliani & M. H. Miller, “The Cost of Capital, Corporation Finance, and The Theory
of Investment,” American Economic Review, XLVIII, No.3 (1958), pp. 261—297, reprinted
in Readings in Finance, edited by Harold A. Wolf & Lee Richardson, Appleton-Century-

Crofts, 1966, pp. 91-—127.
(12) F. Modigliani & M. H. Miller, op. cit., p.98.
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Y HCEALES] HEEANZ (@ 51 raisz|xiet g&(AAE)
_/___E_Jg}_ J/E%Qj' ﬁ—‘ﬁg% V}-E}- c . (Financial Leverage & Cost of Capital)
ost o
T robd) S Bl old]  Cani
BAEATZAE S M Aol o (:J"
o}, A | N

AA, —iFEd oA #&
BT 3 FHE L URE
(cut-off point)-8- o™ 3 7%
g ety HEHEAIZAE] OB
7t 5 ol BEE A R -
Ed BHY BHREA] KA )

o] & itttk Affel )l A ko (=kmi| | _
03301:_% ukz| o), (14 % ski 1.0;)0
0.09 /S

ol [F 4)2 (B 5)A & ’
T & uhel e ] FOEF I
(B4R W1, 000 EAHES =
#lg]= o] Tellgo] §lo] AF
—E3TL HAEAIZLE] 9
Al BAHBES S oFF BAGlo)
10%5 A4 f= 8k ok <
A HEEATZAE ] BA M
Biol weld kA st T "
2] %] [(L=B/B+S) 0.70& & oo1}f Leverage
g A HA T%sk tAfF e e
‘T;l—\'/}-, 0. 10 0. 30 0. 30 0.70 0.90

ol gt o) &9 Eifol Wil MMy EAREE X Aslw & BEEL
o] AlAF BESL oo e sk vk 2 T4 Z2oHR Fo6HS
ojyw thgst e

A 2 M-M B Z2iisHe AAE v oAl fFfEstert st Aol
ol & #eplel ). TEHEE AAR Pl & ol HAol FrHA Lhke] FIER
e 4 gdvk. (1AL REEARAIZAE JE A6 $hw A S Tl =
o}, a2 g 5Eddigel & Eashxl ox, EAEskA foked, ¥ x glvl. A9

Es 2l 150] g3t il Faale] Sl wia #tdlelst. 25 WEHY

A3) o] K.=K.+(K.—r)B/Sz FHs v o744 ro] —ingel Kiek e E. Solomone]

A AEEATRAE Y Bl 2o
F. Modigliani & M. H. Miller, op. cit., p.101.

(14) F. Modigliani & M. H. Miller, o0p. cit., p.118.
(15) Joel Dean, Managerial Economics, Prentice-Hall, Inc., N.]J., 1956, p.49.
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(changes in financial leverage of costs of capital)

B | kmw | o | Km| s v k@] L L

0 4.0 100 10.0 | 1,000 | 1,000] 10.0 | 0.0 0.0
100 4.0 100 10.7 | 900 | 1,000| 10.0 | 0.11 | 0.10
200 4.0 100 11.5 | 800 | 1,000] 10.0 | 0.25 | 0.20
300 4.2 100 125 | 700 | 1,000 10.0 | 0.43 | 0.30
400 4,5 100 13.7 600 1, 000 10.0 0.67 0.40
500 5.0 100 15.0 | 500 | 1,000| 10.0 | 1.00 | 0.50
600 5.5 100 6.7 | 400 | 1,000 10.0 | 1.50 | 0.60
700 7.0 100 6.9 | 300 | 1.000| 100 | 2.33 | 0.70
800 8.5 100 16.0 | 200 | 1.000| 10.0 | 4.00 | 0.80

fobed zran glrkan A AhE]ds godemiib 43009 iFGabet 42(Me HWiwEtE &
Q=ml, bl o]wAl wlaa v HUREnilr pFfe] mhalEel el B & 7
ol -&7h sz 2F-o] olvh, whhAl BIARE Folis Aol 28d FREAL 2E
th, (16) o] & Jgiisle Ao vbE THEMel Vs S8 Malxl 2 (A Barges) =
URle] gasAlsieE e o an

wpzleto & B4 WRE FAEH ol 1E B K IT’{E—;"#EQ] LA

4\;

A

|
A o -—isheban kgl e v

FOATZ 22 JOOE I A (SR geh % o B2 MAMRET FADTHE HilL T
Oﬂ/q fi/i\ -J———-—-JL_ ["4 % ] ] %'fboﬂ 051 ok% =1
R s Eskel Bao) AUE e ebw BInHAIZEE e ASHA T

warela sk vk, olel ik MlipE ol Eslebd ofwd PS7bA FAIRZLE
7b T Ak sbe Aeleh. el Minel s TR BPAE ole] AlS M
e} ahgl o m . TG T A4 gk vk}l o] U [4{{ 99.9% [1
SHEA 0.1% v Suka o g wsbd {ff 100%, EEA 0%4 FiBischy 1
ofek 3 Aolrh. ol o}-E] fikrdt MisEfelety dvietE & @v A
oj et

ol

V. BEER] BXEE

WiTHel A e AL TEARGES
Weith7h wifEshs slelebd 2] vl dniel

(16) A.A.Robichek & S.C.Meyers, Optimal Financing Deeisions, Prentice-Hall, Inc,, N.J,
1965, p.46.

(17) Alexander Barges, The Effect of Capital Structure on the Cost of Capital, Prentice-Hall,
Englewood Cliffs, N.J., 1963, pp.26--29.

(18) F.Modigliani & M.II. Miller, “Corporate Income Taxes & the Cost of Capital: A Corpora-
tion”, American Economic Review, LVII, No.3 (1963), pp 433—442.

(19) E. Scolomon, op. cit., p.103.
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© Aol B REolth AW A e RA $Selvel ] el BAKES
AHus FE/L RET 10 SRS BEAS TN RERARENAY @RS
AES B3 BATZLE o] & F& LXIMHIBERES S 2o qc
1 RBEEES REBERR
Rl RS BARES v Az ABSN) Hirste (kg o

- ETT ERE L e AL dE gEA dielth A AR #ARHE
B ohg (£ 519k Zo] fbAFAe] HTEHAY # 3Mell 77hg Eifl Fegl
oo GBE Rz ZAA ALAA AKAN g KEEL Fobxth ol

g B oh3 Gk 6] vebd ubol o] 1966~1969¢ll A A A H B Gl
g B Jigo]l A$ 19~24%6 Ak dodl  ubale AES Q7 i
o] 81~76%¢cl o]l &ul & Kol vtx Er},

ol e} gt AHHE S o3 HAME ALY A Selvel e HEAKEA
A HFEL A AAE grh BE ol%A $elveld fdegssb el W @

(% 5] BEE ¥ BAIBE(%) (capital structure of all companies)
5 1 1967 | 1968 | 19609 1970%
A TP A 60 67 | 73 75
n o ' XK 40 33 l 27 25
@ 7 Ak | 100 | 00 | 100 100

RE © WREAT, LRRBH
WE 19700 HEE.

(& 6] WEAERK AFREources of funds) WL 10019 (1969 A&E{HR)

O 1963 | 1966 | 1969 | 1976%
ek W R " e .

e | % (e w % o w| % 6w s
N O & | 36.3 | 34.3 45.7 | 23.6 | 106.6/ 19.4] 239.4| 33.0
oW A | 69.4 | 65.7 | 1476 76.4| 443.3 80.6 486.0 67.0
& it 1057 [1000 1932 | 100.0| 5609 100.0 725.4 | 100.0
(z)%ffﬂi%ﬁzgl! 1963 1966 1969 | 1976

s R T -

5 Ble B % e B % (& W % 6 B %
#H OE & B 3.6 30.0% 43.4] 22.5| 155.0 28.2 172.7 23.8
B % 4 M| 198 187 352 18.2 1643 20.9 248.6 34.3
ot % 180 170, 6o o‘ 3.7 1240 22.5 64.7 8.9
& B | 694 657 1476 764 4433 80.6 4. 0 67.0

KFAs 19764 HEEME
source: Research Institute for Economics and Business, A Study of Moncy Market and Indus
trial Financing in Korea, Sogang University, 1970,
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B KERET 2ol gl AL e Held BT + Al o o&
HATZAE HoA pHiekE Aol 743 T2 Jjikolebn AAseh debd e
Holl Al = o] & HWATZAE 9} A4 Bihie HAHEE el waxt
glu},

(2) EALXN st BFREER HZEX]

Ob BABE ¥ X% #l - Selvel el A BEFA RGN
Folz 2% -5 $lslke] AN 10007 ’.’m & oo g shgleh /iR /’*ﬁ{b‘}(\
e g Ahe 2 o5 F7A FE[HS&P el Aol vh, A= FHRS 25
v ol dhan FURE] Al Ale] iR ks B8 Aolubwe fuiivh T4
fﬂiﬂ HtE FIIHE 75l 'ﬂ! J‘” Fldie] sifijache 31 o
’r)'r i S R A B ‘HI‘H 2l 2| oF FiAhRike] ok R S4E A
= el Al el sl sl fel ek Madh TR AR WAL &
: /;’:’;h)[ CEZE & WL dReDe A ke Al kAL LS Mol 2
slod wivaskeleh, dinid WEE e SO A SR SEAREE 2 BT-S S 6h e
choal zhe. filrel [TV Rl A 10Me] XS G hkiliE vk

@ 22 fubs 2ol 2 J(homogeneous risk classioll Bisl ol 4248 7kl W

1 o1t A oleban g AE & s JU# A (long-term capitalization) <]
274 1094 LS 4 mbS fEste] 420 QB E Skt

2 o] b 1Tl A R R ’/\Ui"f}”‘ of Al BrAbEka L Fell Al 10% L1411

VAR N Fan ol 13l S skl ek

@r‘ o] A i”iH/P AiiiEr 2fiel A 4\"5‘“"’9‘% Fekte] Al Aol A2 1Ml [
g peabstn bl ubo w 10fe] Afie] iAo e Mits|slch

@ vt e® ol AJE—?‘ Feffioll whebal mliehe]  sUuAdr Gl Fels e
2o she ok AR U Aol aldbdl o] B Zolekedvh whebA A 5 Hal
B AN eﬁﬂ/’“ IS "‘iiﬁ“ Aol okilzl wi-Fell EAE AR B T
oo oozl e 913k shuhe] Ahe ARl 15 Aelch

(Lh) E#H2 %E'}izf- ol el A & A ihh L=l 10048 BUAMIHEE Rl oL 4

O_

A

Feol f W NeEA 2ax s 2 GhiEka HGFIATIAE F Tk f’i
Akiel TR o] BBl G Asdn ) 9ldhe] vhgsh e Jiiliel] ffshed 1
F& Hagtelod vl

AAl 2 PR AR S e 2P A (ong-term capitalization)-& 7| Fo R
5 % A= S %j'ﬁbfﬂ fferh B -5 aerbshe BT A SeEs S ﬁ/iwﬂ ZHAA

neh gEak [ z:LJ..r s GUEskdeh webA efzlel Aol Teleie g

i kw",/?ﬁ Ta gl shssel i i Jin i, 1970. 8.
Rvscuuh Institute for EL onomics and Business, A Studv of Moncey Market and Industrial
Financing in Korea, Sogung University, 1970, pp. 109~113.

By n A g TOATER R e) U ESEEIE al el BB SRRl Rt BT W 1070, 7.
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(leverage)?] w#v {SHMHEA S $ RINEAL Lo v},

FAZ N8AR Z2E & ok RO G S8 E/PYA S8l A GHE
olol b ¥ KJES e E $HY modeld FFRI I i Tisked oF R o)
of olgk HH-e P> E T3 w7k geng A8 waffesta, 2]
1] B i £ 2i(opportunity rate of return)& IRshs A @Y {FHfY 0] o}
e A& ek dlaA ibistadeh e o)’ GE-S IREME L A
FiGel Ahsl Wil B L [1OHEARE MG WS AME F—3svh
© ATl A vk 275 Aol

AA 2 RemhaEe] BATZ2E 1S Hiisks] A8
gk, AbBEAL Sikel A MRS 27.5%% Fliisk
BT 49.5%9) A4S Nshg vhOEA 0] MRS

(ED BAREES BXREE: o @A sl4 sl 10f0e] BEkemE 2o i
A 4G NABA 9 BGEATELAE JE st PIAKEES TasE
o] MBS HUT MR b (& 7 9 U8 63 2 #UE Agich o] &
FRSIVE 27 2 2igske] #iWistd g3 2ok

A 2 BRSNS FUANTEAE |(K)E 7.8% GBI, 5.32% B #2) 5
FHACHATZ2E (K 16.9% GBI, 9.82%GREHO 2T A4 Hrie
Fgtol vl ol —iio® el v “USEAFIGEC] RITATEE £
gl 2o E wake Ay dEH, jafAlZAE 7 ﬁﬁ“fq* .19 27 7i7le)
Hebs A zhs] ek B ohivh olv SEEALS T Y 0
s 23 d+ Fhs o, filidl Wgk FIFine] mahPd gk UPD}
A E g k@O EAEATRAE = B 9.66% (B, 6.57%(HBED

’22) 4ol *‘Jfaﬂ(“i“” BURIE S M #ERrsh= Aol ok z Ts| @K Bhnshe A4S v o
2 old we} Ko ol gt Aolrh.  oleb b ] KIiEH wE JOEATRZAE (Y
APV EEANAE H—S v Sdka gk |4_1_J(M.J.Gordon)1} [4ks] 2 J(E. Shapiro)
BT ﬁﬂ'ﬂﬁ‘ﬁ’%lﬂiiilﬂé(dynamic growth modeDell a8t OHEATZAE HR-S Qe chgst
e BAE ®rska 3l

sk K= Elaffﬂirqiij Do=18E BLEW, Po=10 disiBi, g=A% Bisl= /2
S BngEdE K> golojok oozl

=D
K.= pt&

of P BE-e EHs
Iz LMM JE Dﬂ{LJ\L

yn

ol Po=E —rrlgy ) A%t R RAME Di=Dad ek ol A2l ol fEA

3te] PHAS BorsA =11

_5 =], atg" ke 'd:—-—DoSuwe-'(A —g)dt ¢ PL)::_K—%}* 20 K,= ,.g?+go| c}.

(M.]. Gordon & Eli Shapiro, “Capital Equipment Analysis; The Required Rate of Profit,”
reprinted in The Management of Corporate Capilal, edited by Ezra Solomon, The Free
Press, New York, 1959, pp. 141—149.)

(23) ERHIBERGEA] ol st S-lvkel i) ISPeRdun-2 BB 19%~30. 4% ko ghel,
CERATRE, WiRGAL, p.28)

(24) B THATEA o 3 RDZh Rl el A fEgii L;M Fat2® jol] k& FHIEICKEEWIYE ST,
1968.7.) pp. 43~45% B



DML A 87

(&7 BEALRS| BATAXE |(costs of capital of sample corporatiion’s)

19704 5k BlfE (L S 1HAsd)

eox R D e S e s = 102 [ r2se 10
AT H ;

wos TR AR M8 k[ k k| k| k| K

352 290{ 2,786, 4,373| 7,159 0.61 6.7 12.6; 9.0, 3.38 6.36| 4.55
45 2537 190; 1,184/ 1,374 0.86, 24.0; 23.7 23.9 12.12) 11.97| 12.07
36 269 121 1,207 1,328 0.91 22.2/ 29.8 22.9 11.21) 15.05) 11.56

31 49| 253 878 1,131 0.75( 5.6/ 12.3 7.3 3.33 6.21] 3.69

88 85 608 769 1,322 0.56) 11.0¢ 14.5| 12.5 5.56 7.32 6.31

2320 307| 1,471| 4,316} 5,787 0.75 7.1 15.8 8.3 5.15 11.46; 6.02

126/ 127 518} 2,901| 3,419 0.85 4.4 24.3 7.4 2.22/12.27] 3.74

193 379 760| 5,304 6,064 0.87 7.2 25.4/ 9.6/ 3.64] 12.83 4.85

185 228 1,365 2,256 3,621 0.62) 10.0, 13.6| 11.4| 5.05/ 6.87] 5.76

133 315 853 6, 293 7, 146 0.88 5.0; 15.6; 6.3 2.53 7.88 3.18
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1oo~<xmgcm~cn:

t

,ﬂ"! ifj 077’<]‘ 7.8 15.9 9665 32><9 8z>< 7’\

O W ICJ)

r TR IO fATS AR Y] B geleh. o=l (A 6]
ol 4] = ule} o] H{fIZAE jHhije] Fol PH¥Pad AS K.<Ko|=
2 el Al BRASS)E B 6) ERLEe MKt BABAE ]

At Az FEste 97 (Before-Tax Basis)
2o, —iEMoz FAA o
+ k@e ATz s o 50 or
%—iﬁﬁﬁ1ﬁ%%<ﬂﬁ%ﬂu
o] & fiihER T 23S faliol 0. 25k aKi koY
& e Adel s “ﬂﬂ- Sk b
ohm 2 hebel slefA el | F
R P o o EIRENE
o A b o) Blitel 2 el s

- M G

Flfzo] —ften puisEle "

Bk £ Aotk o]9} 3ro]

ﬁﬁtf? E jihigte] sENe R  oaop
ks 7] wh-Fel] o

ﬂﬂZ‘%%i Lm FEAl gl

el Q&AL

W 2] %] 2] s kel

rlr
-
2

N " L ) " L L
0.20 1. 40 0. 60 0.%0 1. 00

p = Leveragr
L



88 Ko BY 8 OR

g el Ly skan gle Ao
}.

thgoz HA F8% e TalvelR Y s 48 HAHEATZLE (K
o #BE el ot ALY FHlald el A K B KRR 7722 Ay
< Aok, o= —RRIO R {BAFUA B MEAS 1hAe] B 5% =l detA

RS PR AT €4 & og nelrl, oldFo wmd ¥ [T
f/f\ﬂ:ﬂ‘r ke 26 E "L*ﬂ HATIAERe]  vebdar oleh (0 63e) vhel
i e WHAREATZAE e JQ e 2 Sl EANGEmAES fkskad
+ vkel 7"01 UMlie g vehtzn g2 ol ¢ #EHE mkgt dojrh, o7]ol 4
Ebut RS R 10BEIA LSS ﬁﬁf%\ﬁ’;:ﬁﬂ 75%~85%] & ¥ 2] x| joll A K
ke ook drldl A LdlE A AUt a4 s Tawel = )&
ek sk ESE L_hx fariAd kg oA Tule e} =] 5 ik
o 75%~85% it " w0 fh4te]l JelbAl = Aolrl,

e 7lofl vhebyE 75%~85%2] [l wl el =] 7k Axfioll ghefAle] FIATALAE 2] 4

=
ofd
-u
pocd
rie
2
=
el
ke
2
x
r;!
¥
i
K
o
¥

Prg &shel b FpAlyelebal o s shel $4 w2 Aoz ¢eA —rE]
el - ﬁ&“u ol ffiRfr s el FA @8 ARy HATILE ] Dte
thE WS SFrs Fe A & Teleiel A el KuEE it ok & ojvh

ul-%] U_}gi 7 R FfREr 9= ¢l AL APkl (foreign  exchange risks) 2
g Wi 4 (sinking funds)®] Rjlel el Witk R a4 ol& 742 15
Al EHR A ZE obl L BT BigE 2 s Aol 2] = Eol AA Az
E j(cost of debt)itfio] T v govh, HitiES] MY 4% A=
2B 7b Bifee] TasE kvt €4 oAl = 21-& HE dolvh.
bl {iEe FR A fllior Q18 Tl U] B e KA o
Ebubs AT AE 12 Hdre As}{— 3‘&014. Fel vhebe] 7% Md o)
A EpHel mR ¥iEMe) fEe] hAE Asiual 1965~19714% Abele] 4)°
By # 6% WnEE 2o FI leh skl ol & ot HHidt fi{ifZ Ak
el LAY FHANTEAE |+ 13.8% (HEED, 6.97% (BB E L}EM
I.oapebd BAEAIZAE S 14.3% GBI, 7.7%(EREE el HLG
2B s BATIATZ 2B lle] Bif:e] Kdtuor okzk EA (e 310]5]-,

(3) HAWAN V2 0|RE HHER
A A SHiRiRel ol shel LA B TIATILAT o) Talw ) 4] 2] 5
BELGe osted MIALNS] WEFURIEEE o % ot Ao M=t 1
Ymz AT AEEEEY BES EAmel TEA 84 dehty 9o
wotor & Aelch, AWM UMM ol =R o) [MEA WAAL MRk B
e @
A2 BAAC SR FATS felA [Uikie] 491 melelx



EHGR AR 89

“!] 7h1 % j(price mechanism)oll a4 FHIYIO R =X (1o s g

| ofrb Hholvh. (1% el el b} 1 F) rdsan R t' - i kR o] 2 =)
"4‘ SRRl ke FITEE sk WA & gA Ho] vl e
oAl 2 I ASHE el o & fiﬁu el ghe] glol —fiio s gi'/iic’ﬂ Skigs!
Fllfaie] M-85 glrl, o] alste] $]el A .i’f”ﬂﬂ uhol e ARl =

( l

AE hge] vehba Ml o Tmae 2 o«

B el A EAE 4 FistAl E]‘;]r

FA R TS K Tz
thlE (gl ek - AR 9 :Eﬁqunua v gl
7b 2ES] B Mol "/J\“ff'é‘
Aol Wi AR
22 BUfFe] PRBCKe) M o] KL’f\’ﬂ
I

Tibshas (Uil ekt Zlel A

B ORES M (T ol mel ® HUEE R

Far glo]m Fﬂfﬁﬂh ol &k LT
Frabska ol ol il th 1965~19694F A}e] o
a0 8. 0% 260 gk
v} 2L ol dF Zoate)

- 11.5%,

ol A5 s

[#}

A 2E M ’*°l %’:211;"2 4 9
o2 FHir 4“4 ]
= (KMl = E}f 25 =3k},
fﬁui A Bl
,.'w]/ o] F-o} v},
2] 7]
Bl B (16.5% 02 Al
o}

vl 2, MIASET S BRSNS ¢

(ol ffishs 73 ako] whol vbEpihid,

o Listel Bifel 4 - WBBORGS {
712 Fhal 0] PATIAT ok PR
fitdked 21gkeh

V. &

o] Xol’_oqi at /f\’] IIT{ 9’]" E %‘3}‘0:1 %L/i\l
AR & A A E sk
SEAML EA FATRA

~8‘3%91 Mol el 2] sfibke]  BEAL 2]

(25> k%um

(26) wbRETT, TROEL L

whebA
AlFzE K#P—‘E— Braio] wolxlwl o} 3%
[-o. 2% FHfidi(curb market) ¢l 36%
| ol Aol Eulkk BEFRel ol & 20~24%2] o Alo)
apeba]l A Xee] JUHE(AIEE Folan Telln]E] A ’} 4‘
A4 w BAe gl sk whE Aol & Aelch, BLANMsL B

vial gLl SRR ¥

°] A ENE
W UHE |
OH ks ml Al ik

CERBINS) 1T, T B2 CLOTL 6,
1971, pp.314~335.

a *‘/47} 1 1 Al =lch
o2l Bl [-4in e} ’z:liiﬂili
el Al Wt

. —’_lo}
1
5 Eelbdl ®oaES D Aes

1o} A 9] /*N l *J

2

£E 1ob TUARGES] FliRE Hreta

E ok Toulel A ok BHARE S &R, 375
RTINS Jelytoh, el A
py N#F pp. 97~101.



90 o B OW %

HEE AR A Bob MHiGel oS Mste 2> GRL Jiike]
obeha Brl o]l 9alel AXAMYS) MM EC] -8 K#ES] Sl v el A
e wbEo] Folvhar mofok by whFell, o] N Brlizb v Mjfksh A
olebi e}

v KFSY iR 222 2ohA RAENS 2o gle] ol & wielek & A 3
oh A 2 BAMYS] Hob v Ax, ol Ae] Y] kil Fe &8 K3
T Qe FAole, Tl 2= Hildidia BAT S s 42 AlhE [’
o}°=l BA M dl gk FFEAT B e slddeste] A ]D} ohx]ebo B A4
Heo] BRI ol g (5B AR 54 2% 7 vk e ol elgk By

o oro @ ALEAHQ WRE Teld wiwE Ao

i

o 2 i,

T2 HAMMELGS AA (RS A etk AL e BAAL 4NN
e s sleal sl el R A NS0T AT
b AV T [WHE R FUsE MR b RS AEA NS
E Y

ﬁ%

ek sbe AL %4’{7} JREol Al 8l whel e} wWiLTANATSY MiAdfbel 2
ATFAE 9 Fivbebs ZIM]l HEEE 222 F33ts Ae] = ¥
o] HELE E2Asle Aol ® Aeolrh EE iSEA7E oleld FlEmal oy
(quantitative analysis)®] ZIRS 713 oo 2l vele] L8 &FEe FaEiA
EE MEGEH 2 Aeol= BN ARYIQl SRIMEBCRe] o & 3 wkal delo] i
%3 EFBRE ERY 7 IS At

g

i

{(Summary)

Corporate Finance and Capital Structure

—An Introduction to the Theory of Capital Structure

and Its Application in Korea—

Chung Jee

The use of wealth-maximization to shareholders as an operating objective
for business investment and financial decisions is compatible with a whole
range of goals which it may have with respect to the economic welfare of
owners. To pursue the overriding goal of wealth-maximization, a financial
decision-maker should strive to maximize the market value at the same

time minimizing the cost of capital of a company. The theory of capital

Author Assistant Professor of Business Administration, Korea Univesity
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structure is, therefore, based on the valuation of a firm and the estimation of
the cost of capital. So far three approaches to the valuation of the earnings
of a company have been introduced: the net income approach(INI Approach},
the net operating income aporoach ‘NOI Approach), and the traditional
approach. NI and NOI approaches represent the extremes in valuating the
firm with respect to the degree of leverage and the traditional appreach
falls somewhere between the extremes.

Based on these approaches, a number of studies have dealt either directly
or indirectly with the question of whether leverage affects the cost of
capital and the valuation of a firm. Most of the empirical testing has invol-
ved regression studies in which either the measured average cost of capital
or earnings /price ratio is used as dependent variable and either leverage or
leverage plus explanatory variables are used as the independent variable.
In general, the results of empirical testing of the relationship between
leverage and cost of capital have been tenuous. The major difficultv is in
holding constant all other factors that affect valuation. In particular future
growth, as perceived by investors at the margin, is extremely hard to measure.

The traditional position on leverage is frequently referred to as a U-shap-
ed cost of capital curve, and it assumes that there is an optimal capital
structure and that the firm can increase total value of the firm through
tke judicious use of leverage. However, Franco Modigliani and Merton
Miller, in their famous 1958 article, offered a behavioral support for the
independence of the total valuation and the cost of capital of the firm from
its capital structure.

In theory, the firm should, therefore, seek an optimal capital structure
and finance future investment projects in those proportions. The optimal
capial structure is one in which the marginal real cost of each available
method of financing is the same. In practice, how can we apply the
theory of capital structure in Korea and how dces the financial manager
determine the optimal structure for his particular company? For an analysis
and its application, the author has finally selected ten companies out of
fifty foreign-financed corporations in relatively homogeneous risk class.
In order to make sample companies more homogeneous as to financial
risks, the sample has been selected by the size of paid-in capital and long-
term capitalization, by the level of net profits and return on investment,
and by reliability of data.

Major findings of this analysis are summarized as follows: a. Average
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cost of debt (Ki) of sample corporations turns out to be 7.8% (before-tax
basis) and 5.32%(after-tax basis) and far below the level of cost of equity
capital (Ke), 15.9% (before-tax basis) and 9.82% (after-tax basis). Inter-
estingly enough, it is not true to say that interest rates of banking instit-
utions may be higher than the return on investment in Korea. The combi-
ned cost of capital is 9.66% (before-tax basis) and 6.57% (after-tax basis).

b In general, the cost of debt remains constant over the relevant range
of leverage, and beyond this leverage Ki rises rapidly. The cost of debt
curve for sample corporations is downsloping over a certain level of leverage.
This comes from the fact that money-lenders do not usually analyze the
financial risk and all interest rates are determined by banking regulations
without considering a company’s financial positions. It is, therefore, hard
to find any correlation between financial risks or financial leverage and the
cost of debt. This controversial cost of debt curve allures the leverage
effect and the cost of equity capital rises very sharply from the very begi-
nning as shown in Figure-6.

c¢. The most important finding is that the combined cost of capital curve
is U-shaped and the optimal of leverage, that is the capital structure that
minimizes the weighted cost of capital, turns out to be 75-85% (75-85%
debt and 15-25% equity capital). This means that sample corporations
generally have the optimal capital structure and it is incorrect to say that
all corporations in Korea are not in a position of the optimal capital struc-
ture. High level of leverage in Korea should be analyzed with other ex-
ternal factors.

d. It should also be noted that foreign exchange risks and sinking funds
be considered in calculating the cost of capital. Since most of foreign-financed
corporations have not had any sinking fund obligations, it may not be
included. During the period of 1965-1971, annual increase in foreign exch-
ange rate turns out to be approximately 6%. If this figure is included in
calculating the cost of capital, the average cost of debt turns out to be
13.8% (before-tax basis) and 6.97% (after-tax basis) and the combined cost
of capital 14.3% (before-tax basis) and 7.7% (after-tax basis).

Next question is, then, why all corporations in Korea have so high level
of leverage. This may be explained with external economic factors: no
price mechanism, price instability and chronic inflation, and high income
tax rates. In practice, there is no price mechanism in Korea’s money mar-

kets, All interest rates are too diversified and also determined by banking
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regulations without considering financial risks of corporations. As a result
of the constant cost of debt curve and inflationary conditions, corporations
usually have debt-preference with relatively low costs.

The difference in interest rates between ordinary and preferential loans
not only increase the demand for preferential loans, such as loans for ex-
ports,etc., but also cause a high demand for ordinary bank loans and even
the curb market loans. For this reason the difference in interest rates that
is artificially created in the domestic money markets and also the difference
in interest rates between foreign and domestic loans should be reduced
gradually. In the case of foreign loans an interest-equalization tax should
be imposed.

Finally high level of tax always increases the level of financial levrage.
Since the cost of debt is calculated after fax, Ki(1-t), the higher the income
tax rate, the lower the cost of debt. The curb market rate of 30-36% in Korea
is, therefore, much lower than 20-24% of dividend rate for open corpora-
tions. To pull down the optimal level of leverage in Korea from 75-85%
to around 45-65%, the government should decrease the incomec tax very
sharply. In addition to decreasing income tax, an increase in Type-C dividend

ratc may change the level of optimal leverage in Korea.
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