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		Abstract

		The value of tax shields (VTS) defines the increase in the company’s value as a result of the tax saving obtained by the payment of interest. However, there is no consensus in the existing literature regarding the correct way to compute the VTS. Most authors think of calculating the VTS in terms of the appropriate present value of the tax savings due to interest payments on debt, but Modigliani and Miller (MM) propose discounting the tax savings at the risk-free rate (RF), and Miles and Ezzell (ME) and many others propose discounting these tax savings the first year at the cost of debt and the following years at Ku. 

We develop valuation formulae for companies that maintain a fixed book-value leverage ratio and argue that, for most companies, and especially when calculating residual values, this assumption is more realistic than those of MM and ME. We obtain an intermediate value between those of MM and ME.

If a company targets its leverage in market-value terms, it has less value than if it targets the leverage in book-value terms. How could a manager target leverage in market-value terms? However, many authors identify constant leverage with a constant market leverage ratio. 
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