BAHe MR RTERRRRRE
AREBEFEHERNNRE IHRR
Growth Option and The Optimal Level of Debt
3t & & 5% : NSC 88-2416-H-002-013
HATHMR  RASTES8A 1 a~ERM88%£7H318
EHARL D BiGH
PATHE AL EBRE=REIAMAHN

E-mail;jbjou@ccms.ntu.edu.tw

He
AHIER = ERYUFEH R AY
AWM R R BEMRERRT (M
TIG) RBEBATHEN) L EAEK
R MMM T (1) A54TAE
R mEBATEARBARHHEL ; (2)
2 RBITR REHTE > REATIAT
— BB ARG R
(3) MmwARRTAENNKBARE
Blofik & e AR R MR o B3R %M
BRATEAHEHAKERLS R4 K
MEAREFHBRELHEENMY - Bt
BATRAKERTHAIREARL © R L Fo
FHEAR > HEEdBMA (R) ATHRE
BEEFREARLAELHABHR -
2 8] Bl @ AP A s A AR AR R R AT
2 S MR e d o 6 A 38 R BT 3545 o K3t
B A5 A A RATEE R B B 4 > B H
B RGBEBES -
MeF - KEARA Rk EFH AR
FiE -

Abstract

This project constructs three different models
to investigate how asset characteristics
related to both a firm’s growth option value
and its put option value to disinvest (or
contract capacity) affect the firm’s choice of

debt levels. These models include: (1) a

two-period model in which a firm issues
bonds first, followed by purchasing and
installing capital; (2) a continuous-time
model in which a firm decides whether to
undertiake a discrete investment project when
bonds either are issued or have been issued,;
and (3) a continuous-time model in which a
firm dscides whether to add capacity when
bonds are issued. In all these models, the
firm i assumed to maximize its claims to
equityholders after bonds are issued since
equity has limited liability. Consequently,
debt financing yields an agency cost arising
from tie conflict of interest between equity
and debt holders over the optimal timing of
declaring bankruptcy and/or and agency cost
arising from the conflict of interest between
equity and debt holders over the optimal
timing of exercising the investment option.
Debt financing also yields a tax advantage
since coupon payments are tax deductible.
The firm’s choice of debt levels involves a
tradeofl’ between the benefit and the cost
mentioned above. Comparative static results
are then derived. There results are also
demonstrated through numerical examples.
Keywords: Agency Cost; Growth Option;
Limited Liability.
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