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		Abstract

		In a recent paper, Cooper and Nyborg (2004) argue that the results of Fernandez (2004) are wrong because value-additivity is violated and because "Fernandez paper comes from mixing the Miles-Ezzell leverage policy with the Miller-Modigliani leverage adjustment."    

Cooper and Nyborg paper is thought provoking and helps a lot in rethinking the value of tax shields. However, their conclusions are not correct because, as will be proven below, the main result of Fernandez (2004) is correct for several situations.    

An evident error of Cooper and Nyborg (2004) is that their formulae (4), (6), (8) and (11), that they attribute to Miles and Ezzell (1980), correspond to Harris and Pringle (1985) and Ruback (2002). In addition, their formulae (3) and (5) are not general: they are valid only for perpetuities without growth.    

In this paper I also show that the value of tax shields depends only upon the nature of the stochastic process of the net increase of debt. 
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