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ABSTRACT

This caselet attempts to highlight the common mistakes made by students
while grasping the concept of arbitrage associated with Capital Structure.
Further, the students will have to show the irrelevance of leverage with a
situation involving a gentle increase in the borrowing unlike common text
book problems which posits arbitrage between levered and unlevered
firms. This caselet is most suitable after discussing Modigliani and Miller’s
irrelevance theory without corporate taxes. It is recommended to use after
discussing the idea of arbitrage.
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