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摘要
本研究依據Penman (2007)對公司淨負債的定義，探討當公司持有負的淨負債，也就是其持有金融資產多於金融負債時，對公司價值的影響。本研究以1998年至2008年為樣本期間，並針對2,058家美國公司進行實證研究。結果發現公司持有負的淨負債在公司規模大與高成長機會時才能提升價值，其符合交易成本的假說。再者，本研究進一步檢視能否創造超額價值，依公司成長機會區分為高成長及低成長進行分群研究時，結果顯示唯有在高成長機會的公司，持有負的淨負債才能創造公司的超額價值；反之，在低成長性的公司，若持有負的淨負債反而無法創造公司價值，其與資金機會成本假說一致。此外，我們也發現一旦存在高代理成本時，即便存在有高成長機會，持有負的淨負債卻無法充分發揮其對公司價值的正向貢獻。因此對於一個負的淨負債公司在創造公司價值的目標下仍須思考雖然成長機會能帶來公司的超額價值，但也須考量代理成本所可能抵消的負向影響。總結本研究的發現對於淨的淨負債公司並不會優先考慮Jenson所提出之自由現金流量假說所產生之代理成本的負面影響。
關鍵詞：負的淨負債、公司價值、代理成本
Abstract
Based on Penman’s (2007) definition, this paper examines the value impact of firms with negative net debt (NND). NND is defined as “holding more financial assets than financial liabilities.” It also implies “less debt” or “higher cash holding.” We use 2,058 U.S. firms to investigate the relationship between firm value and NND during the period 1998 to 2008. Evidence shows that firms with NND may not necessarily have higher firm value depending on the trade-off between growth opportunity and agency cost. Results show that growth opportunity is the key factor affecting firm value or excess value. Hence, we speculate that managers consider growth opportunities prior to agency costs when deciding to hold NND. The purpose of holding NND is to grab the positive effect of the growth opportunity and override the negative effect of agency cost, which is proposed by Jensen’s free cash flow hypothesis.  
Key words: Negative net debt, Firm value, Agency cost
I. Introduction

Microsoft is a company that held no long-term debt in its capital structure until 2008. By reformulating its balance sheet, it is also observed to be a firm with significant amounts of financial assets in the form of cash equivalents and other short- and long-term financial assets
. Microsoft is a firm with net financial assets
, namely, negative net debt (NND). In this study, “net debt” is defined as a firm’s financial liabilities minus financial assets
, so holding NND means holding financial assets more than financial liabilities. However, Microsoft is not the only firm holding NND. In fact, the proportion of NND firms has been steadily increasing over time. On average, more than 30% of Compustat U.S. firms have held NND positions in any given year from 1998 to 2008. 

What is the motivation for firms to hold less debt or even less capital structure? Can capital structure affect firm value? These questions have been asked and discussed since Modigiliani and Miller (1958) argued that capital structure does not matter in a perfect market. The impact of capital structure on firm value is a puzzling issue in corporate finance. Some researchers suggest that firm leverage is positively associated with firm value. The pecking order theory (Myers & Majluf, 1984) states that if companies want to maximize their market value, they prefer internal financing to external financing. If internal funds are not sufficient to meet the firm’s investment, debt is issued prior to equity. According to Jensen (1986), debt can mitigate overinvestment and reduce agency costs if managers are forced to pay out excess cash for debt, which then enhances firm value. There are some literature supporting the positive relation between firm value and debt financing (Harris & Raviv, 1990; Stulz, 1990). Other researchers posit that leverage does not show a significant effect on firm value unless there are other factors concerned (Graham & Harvey, 2001; Hull, 2005; Campello, 2006; Kayhan & Titman, 2007).
Some literature, however, indicate that leverage may have a negative effect on firm value. Jensen and Meckling (1976) find that agency problems may force managers to give up their optimal level of debt and adopt a sub-optimal low level instead. Myers (1977) also suggests that a firm with outstanding debt may have the incentive to reject projects with positive net present value. This underinvestment problem may harm the value of firms, especially those with high growth opportunities. Recently, the number of firms without any long-term debt has steadily increased; some studies have thus examined the motivation of these firms. Some suggest that borrowing constraints may be one important reason for this increase (Barclay, Morellec, & Smith, 2006; Byoun, Moore, & Xu, 2008; Devos, Dhillon, Jagannathan, & Krishnamurthy, 2009), that is, these firms do not have access to the debt market and hardly borrow from the public market. Profitability may also be one of the explanations for maintaining a lower level of debt. According to the pecking order theory (Myers, 1984; Myers & Majluf, 1984), firms with sufficient profits to cover investments are likely to hold NND positions because they prefer internal to external funds. Fama and French (2002) find that firms with large profits may have less leverage. On the other hand, an unprofitable firm would end up with a relatively high debt ratio. Prior researchers suggest that market timing is another possible reason for firms to become NND (Baker & Wurgler, 2002; Welch, 2004; Leary & Roberts, 2004; Alti, 2006). They argue that firms issuing equity, which they tend to do when the stock market is favorable, are driven by optimistic market valuation. 
Cash holding is important for firms with large amounts of financial assets. Bates, Kahle, and Sutlz (2009) document an increasing tendency toward the average cash ratio for U.S. firms. Many firms hold large amounts of cash, especially those with less debt. Microsoft is a good example of a firm with no long-term debt but with large cash holding. NND firms usually have relatively greater cash holdings than levered firms (Byoun et al., 2008). According to the pecking order theory, firms use internal funds prior to external funds (Myers, 1984) due to the lower cost of internal financing based on the trade-off theory. Transaction costs of equity issue, cost of financial distress, agency cost, and other factors may make external financing more expensive than internal financing (Myers, 1984; Opler, Pinkowitz, Stulz, & Williamson, 1999). Kim, Mauer, and Sherman (1998) constructed a model showing that firms’ optimal investment in liquid assets, such as cash and marketable securities, is positively related to the costs of external financing. However, according to Jensen (1986), firms with too much excess cash would lead to the agency problem between firms’ managers and shareholders because of conflicts of interest. Hence, it is interesting to examine whether the NND attribute can increase firm value. Prior studies examine the determinants of a firm’s cash holding, and results show that firms with large cash holdings generally seek to enhance their firm value. Opler et al. (1999) find that smaller companies, firms with stronger growth opportunities, and firms with riskier activities tend to hold larger amounts of cash as a percentage of total assets than other firms. Contrarily, firms that have greater access to capital markets, such as large firms and those with high credit ratings, tend to hold lower levels of cash in their companies. Mikkelson and Partch (2003) suggest that high cash holdings are usually accompanied by greater investment and greater growth in assets, such that companies’ persistence to hold large cash reserves do not hinder corporate performance. Faulkender and Wang (2006) suggest that additional cash is more valuable for firms with low levels of cash holdings, low leverage, and borrowing constraints. From prior studies, holding more cash can usually increase firm value, especially for smaller firms and firms with low leverage or borrowing constraints. 
Based on the free cash flow hypothesis, holding excess cash could create the agency cost problem. Prior studies show that payout policy is important to lessen the agency problem (Easterbrook, 1984; Zwiebel, 1996; Fluck, 1999; Myers, 2000). Some literatures also show that dividend payout or share repurchase may enhance firm value when managerial agency problems exist (Kalcheva & Lins, 2007; Oswald & Young, 2008). Based on the above discussions, firms should not hold very large amounts of net financial assets and should conduct pay outs to their shareholders. However, we have observed an increasing trend in this kind of firm in the U.S. market. Why would firms, such as Microsoft, prefer to hold large amounts of financial assets? Why don’t these companies care about the agency problem? Are there more important reasons affecting the firm’s capital structure decision? As we know, cash holding level is usually regarded as the degree of liquidity of a firm, but does more cash holding level really imply higher liquidity? If the degree of cash holding is called as “relative liquidity” and absolute liquidity level is defined as the cash holding minus the interest-bearing debt (that is, NND), does relative high liquidity can imply absolute high liquidity? We want to find out the relationship between firms’ cash holding level and firms amounts of NND. While we investigate the correlation between these two financial data sets with all our sample firms from 1998 to 2008, we find a very low level of correlation between them (see, Table 1). That is, higher level of cash holding does not imply higher NND level. In light of the foregoing, this paper investigates whether NND firms can have relatively high value or excess value.
[Insert Table 1]
The major components of financial assets are cash and short-term investments. We subtract them from interest-bearing liabilities, defined as net debt in this paper
. Cash holdings are highly correlated with capital structure and may have a positive effect on firm value, especially for firms with a lower level of debt or less credit constraints. Thus, degree of cash holding will be set as a control variable, and then the clean effect of the NND on firm value can be obtained. According to Titman and Wessels (1988), firm size is an important determinant of capital structure. Prior studies suggest that firm size can affect firm performance (Cho, 1998; Lee & Chuang, 2009). Size effect is controlled because firm size can affect managers’ decision on the firm’s capital structure choices and firm value can be influenced by size. According to prior studies, the impact of debt can be different due to the different degrees of growth opportunities (McConnell & Servaes, 1995; Jung, Kim, & Stulz, 1996; Barclay, Marx, & Smith, 2003). Researchers suggest that debt creates value in low-growth firms but reduces value of high-growth firms. Hence, the value impact of growth opportunity on firms with NND will also be examined in this paper. Holding too much cash may bring agency cost to companies and reduce firm value. Hence, we use the ratio of asset turnover as the inverse proxy for agency cost to examine how agency cost affects the firm value of NND firms, in accordance with some literature (Ang, Cole, & Lin, 2000; Florackis & Ozkan, 2008).
The remainder of this paper is organized as follows. Section 2 describes the methodology, including the sample selection and the research models. Section 3 presents and discusses the results. Section 4 provides the summary and conclusions.
II. Data and Methodology

2.1 Data

To investigate the value impact of NND, we construct a sample of U.S. firms for our empirical test. Our sample firms are selected from the annual Compustat files for the period 1998–2008. We exclude all financial institutions (SIC codes 6000–6799) and utilities (SIC codes 4900–4999). We also exclude firms with a missing value during this period. A total of 2,058 sample firms remain. All financial data are collected from Compustat.
According to Penman’s definition, net debt is defined as financial liabilities minus financial assets
, where cash and short-term investment is categorized as financial assets and total interest-bearing debt is categorized as financial liabilities in accordance with their characteristics
. Table 2 shows the 2,058 NND sample firms from 1998 to 2008. The percentage of NND firms reaches an average of 41.62%, whereas the percentage among S&P 500 firms reaches an average of 28.34%. The upward trend is obvious, especially before 2007. Panel C shows the percentage of firms holding NND position for three consecutive years. The percentage is between 29.25% and 35.28% and is steadily increasing. 
[Insert Table 2]
NND firms are concentrated in some specific industries. Among the 2,058 sample firms, the median of NND firms is three years. Hence, we select firms holding NND for more than three years during the period 1998–2008. We find that more than 60% of the NND firms are mainly concentrated in five industries whose first two digits of SIC codes are 28 (Chemicals and Allied Products), 35 (Industrial and Commercial Machinery and Computer Equipment), 36 (Electronic, Electrical Equipment, and Components), 38 (Measure/Analyze/Control Instruments; Photo/Med/Optical Goods; Watches/Clocks), and 73 (Business Services).

2.2 Descriptive Statistics

We use Tobin’s Q as the proxy for firm value, which is calculated from the annual accounting data of Compustat. We calculate Tobin’s Q (hereafter, Q) as the market value of equity plus the book value of debt (computed as the book value of assets minus the book value of equity) divided by the book value of total assets. This definition of Q has been used in various literature (La Porta, Lopez-de-Silanes, Shleifer, & Vishny, 2002; Doidge, Karolyi, & Stulz, 2004). We also use relative Q, computed as the Q of each firm over the average Q for the corresponding industry, as another dependent variable to be the proxy of excess value (Gozzi, Levine, & Schmukler, 2008). The industry average Q is the median of Q whose first two digits of the SIC code are identical.
To investigate the NND effect on firm value, we set a dummy variable to represent a firm’s net debt holding in a given year. If a firm holds NND in a given year, the dummy variable will be one, and zero if otherwise. 
Based on the free cash flow hypothesis, most literature consider the effect of agency problem. Hence, we examine the issue and use the asset turnover rate, which is the ratio of annual sales to total assets, as an inverse proxy for agency cost. The asset turnover rate can reflect a firm’s investment decisions, efficiency, consumption of prerequisite, and many other direct agency costs (Ang et al., 2000; Florackis & Ozkan, 2008). Firms with relatively lower asset turnover rate may be due to inefficient management or poor investment strategy. We expect that a firm with low asset turnover rate would experience more conflicts of interest between shareholders and managers, thus causing relatively high agency cost.
Prior studies revealed that firm size, profitability, growth opportunities, return volatility, and market condition affect firm value. In this paper, we use natural log of a firm’s assets at the end of a year as the proxy of firm size (Gozzi et al., 2008). ROA is used to measure the profitability of a firm in a given year (Aggarwal & Kyaw, 2006). We use price-to-book (PB) ratio as the proxy of growth opportunities (Collins and Kothari, 1989; Chung and Charoenwong, 1991; Graham and Rogers, 2002). In our model, the market premium, calculated as market return minus risk-free rate
, is used as the proxy of market condition. To measure the return volatility of a firm, we compute the standard deviation of a firm’s monthly stock return over the financial year. We also use the firms’ cash holdings in our study, which is computed as the ratio of cash and cash equivalents to total assets. Natural log of firm’s IPO age represents a firm’s life
. All variables are defined and shown in Table 3.

[Insert Table 3]
Among our 2,058 sample firms during the period 1998–2008, we obtain a total of 22,638 firm-year observations. There are a few outliers among the sample data which may lead to incorrect results. To avoid being misled by these outliers, we use the Winsorize method
. Separating our firm-year observations into negative and positive net debt holdings, we find that Tobin’s Q of firms with NND is absolutely higher than firms with positive net debt, whether measured by mean (3.0596 vs. 2.1518) or by median (1.9311 vs. 1.3744). NND firms also seem to create more excess value than the other group (1.3210 vs. 0.5948), to have higher Q than average Q among all sample firms (3.0596 vs. 2.5330), and to create more excess value (1.3210 vs. 0.8997). In addition, NND firms tend to have larger cash holding, smaller firm size, more profitability, and higher PB ratio. NND firms also have relatively low asset turnover rate (1.0819 vs. 1.2425), which means their agency costs are relatively high. All details of descriptive statistics data are reported in Table 4.

[Insert Table 4]
2.3 Methodology and Hypothesis 

The panel regression model is applied to investigate the value impact of holding NND. First, we use Tobin’s Q as a dependent variable to observe the relation between Q and dummy variable of NND. Since managers expect to maximize firm value, we speculate that they must have plausible reasons for holding the NND position. 
Based on prior studies, borrowing constraint is a very important reason why firms choose to hold less debt. However, firms with large-scale assets are usually less borrowing-constrained and can easily borrow from the market (Opler et al., 1999). If large firms choose to hold NND and become debt-free, the plausible reason is that they prefer to use internal financing with the investments, or perhaps they find the NND strategy can give good market impression. Thus, we also select firms with asset sizes of more than US$100 million to view the value impact of NND. S&P 500 are the top 500 companies and can be representative of the U.S. market, so we also examine in particular S&P 500 sample firms on this issue.
To examine whether NND firms can create excess value, we use relative Tobin’s Q (proxy for excess value) as another dependent variable. A total of 2,058 sample firms and firms with asset sizes more than US$100 million are used to examine whether NND firms can create excess value or not separately. We hypothesize that NND firms will create excess value. Growth opportunities may also create different value impacts of capital structure (Barclay et al., 2003), so we group our sample firms into two groups according to the average PB ratio: high-growth and low-growth. Firms with average PB ratio higher than the median PB ratio are classified as high-growth. Firms with average PB ratio lower than the median PB ratio are classified as low-growth. 
The hypothesis is that NND firms in the high-growth group can create excess value while NND firms with low-growth opportunities cannot create excess value. 
To investigate the effect of agency cost on firm value, we take asset turnover rate as the proxy variable for agency cost and examine its effect on excess value. Furthermore, we equally divide all sample firms into high-low groups and examine the relation between net debt holding and excess value between these two groups. Debt may reduce agency cost and enhance firm value (Jensen, 1986), so we hypothesize that holding NND will decrease firm value because of high agency cost. 
Finally, due to the trade-off between growth opportunities and agency cost for the firm’s financing decisions; we simultaneously examine the value impact of the two factors. By dividing all firms into four groups in terms of their PB ratio and asset turnover rates, we examine their cross-effect. 
To get the pure value effect of NND, we also set some control variables such as firm size, cash holding level, and IPO age, among other variables. 
III. Results Analysis

3.1 Univariate Analysis

Table 5 shows the descriptive statistics results between firms with NND and those with positive net debt holding. Results show both the mean value of Tobin’s Q and the excess value for NND firms are significantly higher, 3.0596 vs. 2.1518 and 1.3210 vs. 0.5948, individually. NND firms have higher firm value and more excess value, which is consistent with the liquidity hypothesis “higher liquidity, higher value.” 
 We also examine the firm size between these two groups, and find that the average size of NND firms is significantly smaller (4.6205 vs. 5.9550). This result is consistent with prior studies indicating that smaller firms have less leverage than larger firms (Warner, 1977; Ang, Chua, & McConnell, 1982). We also find significantly larger cash holding (36.64% vs. 6.60%) for the NND firms. Prior literature suggests that growth opportunities (in terms of PB ratio) may affect capital structure decision. The data shows that significantly higher growth opportunities (4.0923 vs. 2.3483) exist in NND firms. 
On average, NND firms have smaller sizes, larger cash holdings, higher growth opportunities, and higher agency costs. 
[Insert Table 5]
3.2 Tobin’s Q and Negative Net Debt
We use Tobin’s Q (hereafter, Q) as the proxy for firm value to examine the relationship between firm value and net debt position. The regression results are shown in Table 6. We set an NND dummy variable and examine the correlation between the NND dummy and Q. Results show that a significantly positive relation exists between Q and NND dummy in Column (1) of Table 6. Furthermore, by controlling some firm-specific variables, for NND firms, size and cash holding have a significantly positive relation to Q in Columns (2)–(4) of Table 6. Results show that NND firms have higher firm value at the 5% significance level, and the size scale of assets and cash enhances firm value.
We also show the value impact on the subsample of asset scales at more than one hundred million in Columns (5) and (6) of Table 6. We find that NND dummy has a significantly positive relation to Q if only NND dummy is considered. From the results, we find that large-scale firms with NND have higher firm value, which is consistent with the liquidity hypothesis. Taking into account the firm size and cash holding, we observe a positive effect of firm size and cash holding on NND firm value. These results are uniform among all the samples. In sum, NND firms have higher Q. 
 [Insert Table 6]
3.3 Excess value and Negative Net Debt
  We use the relative Q, computed as a firm’s Q minus its industry average Q, as the proxy for excess value. Table 6 shows the results on excess value. In Panel A, we investigate all the sample firms and firms with asset sizes larger than one hundred million. Almost all the results were the same as those generated using a firm’s Q as dependent variable. That is, NND firms may create excess value for them, and if they are accompanied with large asset scale or large cash holding, the value created would be more obvious. 

In Panel B of Table 7, we divide all sample firms into two groups in terms of their average PB ratio: high-growth and low-growth. In the high-growth group, we find a significantly positive relation between excess value and the NND dummy variable, which means that holding NND may create excess value while firms face high-growth opportunities. We also find in the high-growth group that relative Q shows a significantly positive correlation to the interactive term of dummy and cash (DUMMY×CASH). Comparatively, in the group with low-growth opportunity, the NND dummy variable has a significantly negative correlation with the relative Q. We also obtain a significantly positive relationship between relative Q and the dummy variable interacted with size in the low-growth group. In summary, when facing high-growth opportunity, NND firms can create excess value and tend to have higher firm value. The result is consistent with the trade-off theory (opportunity cost hypothesis), indicating that high-growth firms need more funds, value more flexibility, and prefer to borrow less. However, with low-growth firms, holding NND destroys excess value instead of creating it. For NND firms, only high-growth, large size, and high cash holding can create excess value. In low-growth firms, the NND attribute destroys value due to the existence of high opportunity cost of capital. The result is consistent with prior research, which states that financial slack is valuable especially to firms with plenty of growth opportunities
. 
[Insert Table 7]
3.4 Firm Value, Agency Cost, and Negative Net Debt
  The positive and negative attributes of agency cost have been studied since Jenson (1986) proposed the free cash flow hypothesis. Much attention has focused on the role of debt in influencing investment decisions. However, too much debt may induce managers to forego positive NPV projects. This phenomenon has been labeled the “underinvestment” problem. That is, for firms with “growth opportunities,” debt has a negative effect on firm value. This is shown in Section 3.3. We also determine whether Jenson’s (1986) argument, called “overinvestment problem,” could have a negative impact for NND firms, that is, whether or not agency cost will override the benefit of less debt. The regression results are presented in Table 8. We use Tobin’s Q as the dependent variable to view the value impact of agency cost using the asset turnover rate as the inverse proxy. We also introduce the interactive term, NND dummy interacted with asset turnover rate, to investigate the cross effect. In Panel A of Table 8, results show that for all samples and subsamples with asset size more than US$100 million, the interactive variable (DUMMY×ASSETTURN) has a significant positive relation to Q. It means the firm value would decrease as agency cost increases for NND firms.
  Relative Q (proxy for excess value) is also examined and shown in Panel B. We find similar results for all samples and subsamples. We divide our sample firms into high-growth and low-growth groups, and find that agency cost does harm firm value for NND firms in both groups.
  In Panel C, we show the different impacts for the high-low level of agency cost. The result indicates that NND firms can only create value under low agency cost because high agency cost destroys value.  
[Insert Table 8]
3.5 Firm Value, Agency Cost, Growth Opportunities, and Negative Net Debt
  The effect of NND on firm value, taking into consideration both agency costs and growth opportunity, is examined in this section. Berle and Means (1932) posit that misallocation of resources is a consequence of too little debt. Hence, we examine how agency cost and growth opportunity impact the NND’s firm value. We divide the samples into four groups in terms of average PB ratio and asset turnover rate. Table 9 shows the panel regression results on excess value among these four groups
. 
  We first observe the results in the group with high agency cost and high growth opportunities. We find that the NND dummy is not significantly related to excess value, as shown in Column (1) of Table 9. Based on results from the previous sections, the NND attribute can create excess value for firms with high growth opportunities. However, if these high-growth firms are accompanied with high agency costs, the excess value would probably be neutralized. When taking the interactive variables into account, we find that term DUMMY×SIZE shows a significantly negative relation to excess value, whereas DUMMY×CASH is positively related to excess value, as shown in Column (2). The second group is referred to as high agency cost and low growth opportunity. The result shows that with high agency cost, NND attribute may not create excess value. It could even destroy firm value, especially for firms with low growth opportunity. 
  Observing the results of the group with low agency cost and high growth opportunity, the dummy variable has a significantly positive relation to excess value, and both the terms DUMMY×SIZE and DUMMY×CASH have a significantly negative relation to excess value [Columns (5) and (6)]. Additionally, in the group with low agency cost and low growth, the dummy variable does not have a significant relation to excess value. Hence, we may speculate that holding NND is good for firms with both low agency costs and high growth opportunities. 
  From prior univariate results, we know that NND firms could have relatively high agency cost level and high growth opportunities. However, evidence shows that holding NND may not necessarily create value for firms when the agency cost is high. That is, holding NND may not create “high-growth” firm value if high agency costs exist. If holding NND does not necessarily enhance firm value, why do some firms choose to do so? We speculate that firms think growth opportunities are more crucial to value-creation than agency costs. Their rationale for holding NND is to grab growth opportunity. Hence, they care more about growth than agency costs.
We obtain a significantly negative relation between NND firms’ size and excess value for firms with high growth opportunities independent of the level of agency cost. Prior literature suggests that when a firm’s asset scale is big, the firm could be in a mature stage and the opportunity for future growth would be relatively lower (Agrawal & Knoeber, 1996; Barnhart & Rosenstein, 1998; Cho, 1998). We speculate that firms with large asset scale in the high-growth group may have relatively lower growth opportunities than smaller firms in the same group. If firms have more internally generated funds than positive NPV investment opportunity, the minimal amount of debt will easily lead to an “overinvestment problem.” Hence, NND firms should have more positive NPV investment opportunities; otherwise, it will have a negative impact on firm value. 

[Insert Table 9]
IV. Conclusions

  Results from the types of regressions we present in this paper are subject to different interpretations. Holding NND can be considered as a “less debt” or “too much cash holding.” From prior theoretical work, the degree of debt has a positive and a negative impact on firm value. Debt could be viewed as an evil, but occasionally necessary, factor in a well-managed firm. This paper empirically explores the cross-sectional relation between Tobin’s Q, agency cost, and growth opportunity for firms holding NND. By grouping the samples into high-low growth opportunities in terms of PB ratio, and high-low agency cost in terms of asset turnover rate, NND firms can create firm value in the face of high-growth opportunities even under high agency cost. Results show the negative effect of debt dominates the positive effect for NND firms with high growth opportunities. This is consistent with prior theoretical work. At the same time, even with the existence of agency cost, NND firm value can still be created when growth opportunity exists. Empirical results indicate that growth opportunity overrides agency cost and leads to higher excess value for NND firms. From prior empirical work, investment opportunity is the key factor to determine the level of debt. The paper concludes the same results. Whether holding NDD is beneficial or harmful for the firm largely depends on growth opportunity instead of agency cost. 
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Table 1 Correlation Coefficient of Negative Net Debt and Cash Holding by Year

This table shows the correlation coefficient of negative net debt amounts and cash holding level by year from 1998 to 2008.
	Year
	Correlation Coefficient

	1998
	0.0714

	1999
	0.0688

	2000
	0.0770

	2001
	0.0740

	2002
	0.0690

	2003
	0.0623

	2004
	0.0597

	2005
	0.0626

	2006
	0.0604

	2007
	0.0574

	2008
	0.0581


Table 2 Sample of Negative Net Debt by Year
This table shows the sample of firms holding negative net debt by year from 1998 to 2008. Panel A shows the sample of all 2,058 firms. Panel B shows the sample of firms of S&P 500 members, containing 308 firms. Panel C reports the sample of firms with negative net debt for three consecutive years from 2000 to 2008.
	Panel A: Negative net debt holding among all 2,058 sample firms

	Year
	1998
	1999
	2000
	2001
	2002
	2003
	2004
	2005
	2006
	2007
	2008

	No. Firms
	816
	782
	807
	810
	811
	879
	942
	943
	925
	929
	861

	% Firms
	37.59%
	36.02%
	39.21%
	39.36%
	39.41%
	42.71%
	45.77%
	45.82%
	44.95%
	45.14%
	41.84%

	Panel B: Negative net debt holding among S&P 500 firms (308 firms remaining)

	Year
	1998
	1999
	2000
	2001
	2002
	2003
	2004
	2005
	2006
	2007
	2008

	No. Firms
	79
	74
	74
	77
	81
	87
	102
	107
	101
	94
	84

	% Firms
	25.65%
	24.03%
	24.03%
	25.00%
	26.30%
	28.25%
	33.12%
	34.74%
	32.79%
	30.52%
	27.27%

	Panel C:Negative net debt holding for three consecutive years among all 2,058 sample firms

	Year
	2000
	2001
	2002
	2003
	2004
	2005
	2006
	2007
	2008
	　
	　

	No. Firms
	604
	602
	624
	665
	699
	711
	726
	717
	703
	
	　

	% Firms
	29.35%
	29.25%
	30.32%
	32.31%
	33.97%
	34.55%
	35.28%
	34.84%
	34.16%
	　
	　


Table 3 Description of Variables

This table presents descriptions of variables used in this study. The full sample period is from 1998 to 2008. All the financial data computed for the variables are from Compustat (NA). The market premium comes from the Kenneth R. French-Data Library.
	Variables
	Proxy for
	Definition

	TOBINQ
	Tobin's Q (firm value)
	(Book value of total assets－Book value of equity＋Market value of equity)/Book value of total assets

	Relative TOBINQ
	Excess Value
	Tobin's Q of each firm over the average industrial Tobin's Q

	SIZE
	Firm Size
	Natural log of total assets

	CASH
	Cash holding
	The ratio of cash and cash equivalents to total assets

	ROA
	Profitability
	Income before extraordinary items/total assets

	PB
	Growth
	The ratio of price to book

	STD
	Risk
	The standard deviation of monthly stock return over the financial year

	IPOAGE
	Life
	Natural log of a firm's IPO age

	MARKET
	Market Premium
	Rm-Rf, the value-weight return on all NYSE, AMEX, and NASDAQ stocks minus the one-month Treasury bill rate 

	ASSETTURN
	Inverse of Agency Cost
	The ratio of annual sales to total assets

	DUMMY
	Dummy of NND
	1 for net debt≦0; 0 otherwise, where the definition of net debt is “total interest-bearing debt minus cash (including cash equivalents) and short-term investments”


Table 4 Descriptive Statistics

Panel A presents the mean, median, and other descriptive statistics of our variables. The total number of observations in Panel A is 22,638. The number of observations of firms’ IPO age is only 11,099. Panel B shows the means and medians of the firms with negative net debt in our sample. The total number of observations in Panel B is 9,505. Panel C shows the means and medians of the firms with positive net debt in our sample. The total number of observations in Panel C is 13,133.

	Panel A: All sample firms (No. of observations: 22,638)

	　
	Mean
	Median
	Maximum
	Minimum
	Std. Dev.

	TOBINQ
	2.5330
	1.5331
	38.0405
	0.0443
	3.8553

	Rel. TOBINQ
	0.8997
	0.0000
	36.0578
	-2.1861
	3.7923

	SIZE
	5.3947
	5.4846
	13.5896
	-5.5215
	2.4737

	CASH (%)
	19.2171
	9.5378
	100.0000
	0.0000
	22.7504

	ROA (%)
	-11.8170
	3.4220
	567.6980
	-618.3210
	66.3917

	PB
	3.0805
	1.9160
	136.6350
	-93.9430
	11.4871

	STD
	17.1195
	13.3812
	99.4979
	0.0000
	13.3841

	IPOAGE
	2.3037
	2.3979
	3.7136
	0.0000
	0.5029

	MARKET (%)
	0.2618
	3.2100
	30.7400
	-38.3900
	20.1430

	ASSETTURN
	1.1750
	1.0039
	20.7783
	-0.3873
	0.9429

	Panel B: Observations with negative net debt in a given year (No. of observations: 9,505)

	　
	TOBINQ
	Rel. TOBINQ
	SIZE
	CASH (%)
	ROA (%)
	PB
	STD
	ASSETTURN

	Mean
	3.0596
	1.3210
	4.6205
	36.6480
	-12.9632
	4.0923
	18.6986
	1.0819

	Median
	1.9311
	0.2395
	4.6077
	31.0606
	3.8505
	2.3439
	15.0009
	0.8872

	Panel C: Observations with positive net debt in a given year (No. of observations: 13,133)

	　
	TOBINQ
	Rel. TOBINQ
	SIZE
	CASH (%)
	ROA (%)
	PB
	STD
	ASSETTURN

	Mean
	2.1518
	0.5948
	5.9550
	6.6015
	-10.9873
	2.3483
	15.9767
	1.2425

	Median
	1.3744
	-0.0817
	6.2579
	3.4976
	3.2698
	1.6991
	12.3097
	1.0758


Table 5 Two Sample t-test of Important Variables

	The data consists of 22,638 firm-year observations (firms of negative net debt=9,505; firms of positive net debt=13,133) for the period of 1998 to 2008. Firms with negative net debt are firms with cash and short-term investments more than total interest-bearing debt, and firms with positive net debt are firms with cash less than total debt. The Tobin’s Q here is (Total assets－Book value of equity＋Market value of equity) divided by book value of total assets. The excess value is Tobin's Q of each firm over the average industrial Tobin's Q. The average industrial Tobin’s Q is the median of Tobin’s Q inside an industry with identical first-two digit SIC codes. The size is natural log of firms’ total assets. Cash is cash and cash equivalents divided by total assets. The PB ratio is the price-to-book ratio of a firm. The ASSETTURN is the ratio of annual sales to total assets. The SIZE is natural log of firms’ total assets. P-value represents p-values from t-tests for difference in means with unequal variances.

　
	Tobin's Q
	Excess Value
	Size
	Cash (%)
	PB ratio
	ASSETTURN

	Negative net debt holding
	3.0596 
	1.3210 
	4.6205 
	36.6480 
	4.0923 
	1.0819 

	Positive net debt holding
	2.1518 
	0.5948 
	5.9550 
	6.6015 
	2.3483 
	1.2425 

	p-value
	(0.000)
	(0.000)
	(0.000)
	(0.000)
	(0.000)
	(0.000)


Table 6 Regression on Tobin’s Q

This table reports panel regressions results. The dependent variable is Tobin’s Q. The dummy is equal to one if a firm holds negative net debt at any point, and zero otherwise. The SIZE is natural log of firms’ total assets. CASH is cash and cash equivalents divided by total assets. ROA is income before extraordinary items divided by total assets. STD is the standard deviation of monthly stock return over the financial year. PB is the price-to-book ratio of a firm. MARKET is the market premium defined by Rm-Rf. Columns (1)–(4) show the results of all firms, Columns (5) and (6) show the results of firms with average asset size more than 100 million U.S. dollars, and Columns (7) and (8) show the results of S&P 500 members. *,**, and *** are significance at 10%, 5%, and 1%, respectively. The values of t-statistics are in parentheses.

	
	All 2058 sample firms
	Assets≧ 100 million
	S&P 500 members

	Variables
	( 1 )
	( 2 )
	( 3 )
	( 4 )
	( 5 )
	( 6 )
	( 7 )
	( 8 )

	Intercept
	1.4161***
	1.1082***
	1.5317***
	1.2029***
	0.5121***
	0.9309***
	3.3383***
	1.1904***

	
	(17.3888)
	(30.0579)
	(18.8602)
	(32.8040)
	(6.3899)
	(31.2617)
	(9.0556)
	(11.9244)

	DUMMY
	0.1393**
	-0.5803***
	0.3574***
	-0.3236***
	0.2795***
	-0.4894***
	0.4305***
	4.9914***

	
	(2.5589)
	(-6.2377)
	(5.7087)
	(-3.1731)
	(6.6995)
	(-4.1760)
	(3.1999)
	(8.1440)

	SIZE
	-0.0327***
	
	-0.0384***
	
	0.0571***
	
	-0.2631***
	

	
	(-3.2287)
	
	(-3.7860)
	
	(5.9660)
	
	(-7.1623)
	

	DUMMY×SIZE
	
	0.1474***
	
	0.1334***
	
	0.1133***
	
	-0.5232***

	
	
	(9.8457)
	
	(8.8044)
	
	(6.6384)
	
	(-7.7686)

	CASH
	0.0162***
	0.0184***
	
	
	0.0263***
	0.0268***
	0.0483***
	

	
	(13.5567)
	(15.2354)
	
	
	(23.9142)
	(24.3137)
	(12.2840)
	

	DUMMY×CASH
	
	
	0.0070***
	0.0097***
	
	
	
	0.0359***

	
	
	
	(5.3759)
	(7.3203)
	
	
	
	(7.7049)

	ROA
	-0.0304***
	-0.0311***
	-0.0310***
	-0.0318***
	0.0111***
	0.0112***
	0.0249***
	0.0234***

	
	(-89.6329)
	(-95.8282)
	(-91.7297)
	(-98.2841)
	(13.4219)
	(13.5380)
	(7.7139)
	(7.1621)

	PB
	0.0639***
	0.0637***
	0.0646***
	0.0643***
	0.0680***
	0.0683***
	0.0017***
	0.0017***

	
	(36.6445)
	(36.6325)
	(36.8805)
	(36.7798)
	(39.6084)
	(39.8027)
	(3.1267)
	(3.0760)

	STD
	0.0212***
	0.0269***
	0.0223***
	0.0280***
	0.0289***
	0.0276***
	0.0678***
	0.0774***

	
	(12.1302)
	(16.4479)
	(12.7388)
	(17.1143)
	(15.4056)
	(15.1521)
	(8.1576)
	(9.4337)

	MARKET
	0.0178***
	0.0185***
	0.0179***
	0.0186***
	0.0111***
	0.0110***
	0.0178***
	0.0189***

	　
	(17.8605)
	(18.6178)
	(17.9722)
	(18.7248)
	(15.3091)
	(15.1456)
	(8.0560)
	(8.4896)

	Adj. R-square
	39.72%
	39.95%
	39.31%
	39.48%
	22.85%
	22.89%
	21.67%
	20.06%

	Observations
	22638
	22638
	22638
	22638
	14575
	14575
	3388
	3388

	Firms
	2058
	2058
	2058
	2058
	1325
	1325
	308
	308


Table 7 Regression on Excess Value

This table reports panel regressions results. The dependent variable is relative Tobin’s Q, which is computed as every firm’s Tobin’s Q minus the industrial average Tobin’s Q. The industrial average Tobin’s Q is the median of Tobin’s Q in the industry, in which the first-two SIC codes are the same as the firm. The dummy is equal to one if a firm holds negative net debt at any point, and zero if otherwise. SIZE is natural log of firms’ total assets. CASH is cash and cash equivalents divided by total assets. ROA is income before extraordinary items divided by total assets. STD is the standard deviation of monthly stock return over the financial year. PB is the price-to-book ratio of a firm. MARKET is the market premium defined by Rm-Rf. Panel A shows the results of all firms (Columns (1)–(4)) and firms with average asset size more than 100 million U.S. dollars [Models (5)–(8)]. Panel B shows the results differentiating firms as high-growth [Columns (1)–(4)] and low-growth [Column (5)–(8)] by firms average PB ratio. Firms with average PB ratio higher than the median PB ratio among all sample firms are classified as high-growth. Firms with average PB ratio lower than the median PB ratio among all sample firms are classified as low-growth. *,**, and *** are significance at 10%, 5%, and 1%, respectively. The values of t-statistics are in parentheses.

	Panel A: Regression of all 2,058 sample firms and firms with asset size more than US$100 million

	
	All 2,058 Sample Firms 
	Asset Size more than 100 million dollars

	Variables
	( 1 )
	( 2 )
	( 3 )
	( 4 )
	( 5 )
	( 6 )
	( 7 )
	( 8 )

	Intercept
	-0.1105
	-0.3799***
	-0.0282
	-0.3150***
	-0.9249***
	-0.5519***
	-0.8182***
	-0.4405***

	
	(-1.3598)
	(-10.3211)
	(-0.3483)
	(-8.6171)
	(-11.6438)
	(-18.7040)
	(-10.2643)
	(-14.9350)

	DUMMY
	0.1222**
	-0.5557***
	0.3598***
	-0.2719***
	0.2484***
	-0.4637***
	0.2538***
	-0.4463***

	
	(2.2494)
	(-5.9835)
	(5.7657)
	(-2.6755)
	(6.0059)
	(-3.9926)
	(5.1237)
	(-3.6530)

	SIZE
	-0.0280***
	
	-0.0331***
	
	0.0510***
	
	0.0511***
	

	
	(-2.7673)
	
	(-3.2753)
	
	(5.3742)
	
	(5.3506)
	

	DUMMY×SIZE
	
	0.1384***
	
	0.1234***
	
	0.1051***
	
	0.1019***

	
	
	(9.2580)
	
	(8.1678)
	
	(6.2155)
	
	(5.9713)

	CASH
	0.0112***
	0.0132***
	
	
	0.0206***
	0.0212***
	
	

	
	(9.3453)
	(10.9345)
	
	
	(18.9428)
	(19.3381)
	
	

	DUMMY×CASH
	
	
	0.0023*
	0.0048***
	
	
	0.0165***
	0.0172***

	
	
	
	(1.8089)
	(3.6545)
	
	
	(13.2913)
	(13.7426)

	ROA
	-0.0299***
	-0.0305***
	-0.0303***
	-0.0310***
	0.0117***
	0.0119***
	0.0105***
	0.0105***

	
	(-88.1243)
	(-94.0186)
	(-89.9928)
	(-96.2041)
	(14.2406)
	(14.3381)
	(12.7167)
	(12.8063)

	PB
	0.0624***
	0.0622***
	0.0631***
	0.0628***
	0.0655***
	0.0657***
	0.0662***
	0.0664***

	
	(35.8575)
	(35.8525)
	(36.1671)
	(36.0803)
	(38.4884)
	(38.6606)
	(38.6065)
	(38.7669)

	STD
	0.0202***
	0.0254***
	0.0212***
	0.0263***
	0.0290***
	0.0279***
	0.0303***
	0.0291***

	
	(11.5969)
	(15.5525)
	(12.1475)
	(16.1252)
	(15.5924)
	(15.4510)
	(16.2127)
	(16.0532)

	MARKET
	0.0178***
	0.0185***
	0.0180***
	0.0186***
	0.0112***
	0.0111***
	0.0115***
	0.0113***

	　
	(17.9588)
	(18.6509)
	(18.0703)
	(18.7516)
	(15.5871)
	(15.4654)
	(15.8296)
	(15.6944)

	Adj. R-square
	37.94%
	38.15%
	37.71%
	37.86%
	19.91%
	19.97%
	18.92%
	18.96%

	Observations
	22638
	22638
	22638
	22638
	14575
	14575
	14575
	14575

	Firms
	2058
	2058
	2058
	2058
	1325
	1325
	1325
	1325


	Panel B: Regression of firms differentiated as high and low growth

	
	High Growth
	Low Growth

	Variables
	( 1 )
	( 2 )
	( 3 )
	( 4 )
	( 5 )
	( 6 )
	( 7 )
	( 8 )

	Intercept
	0.4298***
	0.0618
	0.5078***
	0.1227**
	0.2989***
	-0.4455***
	0.3924***
	-0.3920***

	
	(3.1652)
	(1.0306)
	(3.7587)
	(2.0683)
	(3.0294)
	(-10.0735)
	(4.0183)
	(-8.9734)

	DUMMY
	0.5361***
	0.47703***
	0.6752***
	0.6618***
	-0.4461***
	-0.6838***
	-0.1708**
	-0.2592*

	
	(6.3180)
	(3.2769)
	(6.9304)
	(4.1713)
	(-6.5435)1
	(-5.4919)
	(-2.1767)
	(-1.8771)

	SIZE
	-0.0466***
	
	-0.0500***
	
	-0.1045***
	
	-0.1140***
	

	
	(-2.9180)
	
	(-3.1236)
	
	(-8.0625)
	
	(-8.8117)
	

	DUMMY×SIZE
	
	0.0182
	
	0.0093
	
	0.0730***
	
	0.0390*

	
	
	(0.8411)
	
	(0.4251)
	
	(3.2301)
	
	(1.6940)

	CASH
	0.0098***
	0.0103***
	
	
	0.0088***
	0.0117***
	
	

	
	(5.5243)
	(5.7798)
	
	
	(5.4714)
	(7.0458)
	
	

	DUMMY×CASH
	
	
	0.0041**
	0.0046**
	
	
	-0.0015
	0.0010

	
	
	
	(2.1478)
	(2.3928)
	
	
	(-0.8627)
	(0.5102)

	ROA
	-0.0220***
	-0.0226***
	-0.0223***
	-0.0229***
	-0.0338***
	-0.0349***
	-0.0342***
	-0.0353***

	
	(-36.2183)
	(-38.2036)
	(-36.9660)
	(-38.9903)
	(-89.4584)
	(-97.0842)
	(-91.0961)
	(-99.5396)

	STD
	0.0299***
	0.0339***
	0.0308***
	0.0348***
	0.0115***
	0.0192***
	0.0120***
	0.0197***

	
	(10.3072)
	(12.4140)
	(10.6449)
	(12.7704)
	(5.6212)
	(9.9660)
	(5.8413)
	(10.2339)

	MARKET
	0.0252***
	0.0257***
	0.0253***
	0.0258***
	0.0141***
	0.0149***
	0.0142***
	0.0151***

	　
	(16.0152)
	(16.3347)
	(16.0687)
	(16.3846)
	(11.5878)
	(12.2716)
	(11.6955)
	(12.3748)

	Adj. R-square
	21.65%
	21.59%
	21.47%
	21.40%
	52.00%
	51.77%
	51.88%
	51.56%

	Observations
	11330
	11330
	11330
	11330
	11308
	11308
	11308
	11308

	Firms
	1030
	1030
	1030
	1030
	1028
	1028
	1028
	1028


Table 8 Negative Net Debt, Agency Cost, and Firm Value

This table reports panel regressions results. The dependent variable is Tobin’s Q in Panel A. In Panel B, the dependent variable is relative Tobin’s Q (proxy for excess value), which is computed as every firm’s Tobin’s Q minus the industrial average Tobin’s Q. The industrial average Tobin’s Q is the median of Tobin’s Q in the industry, in which the first-two SIC codes are the same as the firm. The dummy is equal to one if a firm holds negative net debt at any point, and zero if otherwise. The ASSETTURN is the ratio of annual sales to total assets. The SIZE is natural log of firms’ total assets. CASH is cash and cash equivalents divided by total assets. ROA is income before extraordinary items divided by total assets. STD is the standard deviation of monthly stock returns over the financial year. PB is the price-to-book ratio of a firm. MARKET is the market premium defined by Rm-Rf. Panel B also shows results of high-growing and low-growing firms according to firms’ average PB ratio. Panel C shows the results of dividing firms into high agency cost and low agency cost groups based on the average of firms’ average agency cost level. Firms with average asset turnover rate higher than the median of asset turnover rate among all sample firms are classified as firms with low agency costs. Firms with average asset turnover rate lower than the median of asset turnover rate among all sample firms are classified as firms with high agency costs. *,**, and *** are significance at 10%, 5%, and 1%, respectively. The values of t-statistics are in parentheses.

	Panel A: Regression on Tobin’s Q

	
	All 2,058 sample firms
	Assets≧ 100 million

	Variables
	( 1 )
	( 2 )
	( 3 )
	( 4 )

	Intercept
	1.2120***
	1.3657***
	0.4574***
	0.5085***

	
	(13.3661)
	(16.7158)
	(5.3342)
	(6.3301)

	DUMMY
	0.1115**
	-0.1841**
	0.2686***
	0.2563***

	
	(2.0394)
	(-2.5341)
	(6.3699)
	(4.6764)

	ASSETTURN
	0.1146***
	
	0.0295*
	

	
	(5.1057)
	
	(1.7937)
	

	DUMMY×ASSETTURN
	
	0.2185***
	
	0.0151

	
	
	(6.7146)
	
	(0.6526)

	SIZE
	-0.0250**
	-0.0286***
	0.0595***
	0.0574***

	
	(-2.4433)
	(-2.8276)
	(6.1582)
	(5.9910)

	CASH
	0.0181***
	0.0192***
	0.0268***
	0.0265***

	
	(14.4629)
	(15.0680)
	(23.5986)
	(23.0733)

	ROA
	-0.0306***
	-0.0305***
	0.0110***
	0.0111***

	
	(-89.7206)
	(-89.9442)
	(13.2387)
	(13.373)

	PB
	0.0639***
	0.0639***
	0.0680***
	0.0680***

	
	(36.6678)
	(36.6979)
	(39.5947)
	(39.5999)

	STD
	0.0213***
	0.0215***
	0.0289***
	0.0289***

	
	(12.1953)
	(12.3151)
	(15.4032)
	(15.4115)

	MARKET
	0.0179***
	0.0179***
	0.0112***
	0.0111***

	　
	(17.9608)
	(17.9566)
	(15.3461)
	(15.3153)

	Adj. R-square
	39.79%
	39.84%
	22.86%
	22.84%

	Observations
	22638
	22638
	14575
	14575

	Firms
	2058
	2058
	1325
	1325


	Panel B: Regression on excess value

	
	All 2,058 sample firms
	Assets≧ 100 million
	High Growth
	Low Growth

	Variables
	( 1 )
	( 2 )
	( 3 )
	( 4 )
	( 5 )
	( 6 )
	( 7 )
	( 8 )

	Intercept
	-0.3978***
	-0.1708**
	-1.0718***
	-0.9373***
	0.0223
	0.3371**
	0.0635
	0.2642***

	
	(-4.3981)
	(-2.0959)
	(-12.6205)
	(-11.7739)
	(0.1483)
	(2.4694)
	(0.5809)
	(2.6777)

	DUMMY
	0.0831
	-0.2651***
	0.2190***
	0.1683***
	0.4765***
	0.0906
	-0.4801***
	-0.8187***

	
	(1.5237)
	(-3.6576)
	(5.2435)
	(3.0982)
	(5.5896)
	(0.7946)
	(-7.0138)
	(-9.0367)

	ASSETTURN
	0.1613***
	
	0.0792***
	
	0.2476***
	
	0.1260***
	

	
	(7.2052)
	
	(4.8627)
	
	(6.2787)
	
	(4.9962)
	

	DUMMY×

ASSETTURN
	
	0.2617***
	
	0.0521**
	
	0.3206***
	
	0.2354***

	
	
	(8.0605)
	
	(2.2731)
	
	(5.8368)
	
	(6.2313)

	SIZE
	-0.0171*
	-0.0231**
	0.0574***
	0.0520***
	-0.0337**
	-0.0392**
	-0.0946***
	-0.1020***

	
	(-1.6789)
	(-2.2877)
	(6.0034)
	(5.4813)
	(-2.0948)
	(-2.4466)
	(-7.2221)
	(-7.8816)

	CASH
	0.0138***
	0.0148***
	0.0220***
	0.0214***
	0.0133***
	0.0140***
	0.0111***
	0.0122***

	
	(11.0475)
	(11.6057)
	(19.5711)
	(18.7894)
	(7.1842)
	(7.3167)
	(6.6259)
	(7.1789)

	ROA
	-0.0301***
	-0.0300***
	0.0114***
	0.0116***
	-0.0224***
	-0.0224***
	-0.0340***
	-0.0339***

	
	(-88.4911)
	(-88.5423)
	(13.8217)
	(14.1128)
	(-36.7535)
	(-36.6818)
	(-89.5920)
	(-89.6562)

	PB
	0.0624***
	0.0624***
	0.0655***
	0.0655***
	
	
	
	

	
	(35.9021)
	(35.9295)
	(38.4755)
	(38.4715)
	
	
	
	

	STD
	0.0203***
	0.0206***
	0.0289***
	0.0290***
	0.0305***
	0.0306***
	0.0114***
	0.0116***

	
	(11.6927)
	(11.8221)
	(15.5949)
	(15.6185)
	(10.5354)
	(10.5666)
	(5.5933)
	(5.6497)

	MARKET
	0.0180***
	0.0179***
	0.0113***
	0.0113***
	0.0254***
	0.0253***
	0.0142***
	0.0142***

	　
	(18.1078)
	(18.0789)
	(15.7028)
	(15.6147)
	(16.1261)
	(16.0711)
	(11.7053)
	(11.7011)

	Adj. R-square
	38.08%
	38.11%
	20.04%
	19.94%
	21.91%
	21.87%
	52.10%
	52.16%

	Observations
	22638
	22638
	14575
	14575
	11330
	11330
	11308
	11308

	Firms
	2058
	2058
	1325
	1325
	1030
	1030
	1028
	1028


	Panel C: Regression on excess value by differentiating firms with high and low agency costs

	
	High Agency Cost
	Low Agency Cost

	Variables
	( 1 )
	( 2 )
	( 3 )
	( 4 )
	( 5 )
	( 6 )
	( 7 )
	( 8 )

	Intercept
	0.0330
	-0.5371***
	0.1483
	-0.4664***
	-0.1910**
	-0.2078***
	-0.0663
	-0.1068***

	
	(0.2349)
	(-8.6675)
	(1.0677)
	(-7.6156)
	(-2.1035)
	(-5.0613)
	(-0.7355)
	(-2.6357)

	DUMMY
	-0.0250
	-1.0413***
	0.3377***
	-0.6304***
	0.1322**
	-0.1902*
	0.2270***
	-0.0509

	
	(-0.2724)
	(-6.9467)
	(3.1598)
	(-3.7657)
	(2.1578)
	(-1.7034)
	(3.1085)
	(-0.4084)

	SIZE
	-0.0594***
	
	-0.0703***
	
	0.0020
	
	-0.0032
	

	
	(-3.5979)
	
	(-4.2609)
	
	(0.1658)
	
	(-0.2656)
	

	DUMMY×SIZE
	
	0.2040***
	
	0.1831***
	
	0.0638***
	
	0.0523***

	
	
	(8.9718)
	
	(7.9420)
	
	(3.4252)
	
	(2.7635)

	CASH
	0.0080***
	0.01156***
	
	
	0.0210***
	0.0223***
	
	

	
	(4.5770)
	(6.5982)
	
	
	(10.9264)
	(11.4155)
	
	

	DUMMY×CASH
	
	
	-0.0022
	0.0022
	
	
	0.0128***
	0.0143***

	
	
	
	(-1.1611)
	(1.1652)
	
	
	(5.8893)
	(6.4328)

	ROA
	-0.0290***
	-0.0303***
	-0.0293***
	-0.0307***
	-0.0308***
	-0.0309***
	-0.0312***
	-0.0313***

	
	(-59.0333)
	(-65.5337)
	(-59.9855)
	(-66.9527)
	(-65.5193)
	(-67.9082)
	(-66.3225)
	(-68.9099)

	PB
	0.0760***
	0.0757***
	0.07677***
	0.0763***
	0.0424***
	0.0424***
	0.0428***
	0.0427***

	
	(28.4561)
	(28.4689)
	(28.7032)
	(28.6078)
	(20.0411)
	(20.0786)
	(20.1355)
	(20.1396)

	STD
	0.0297***
	0.0387***
	0.0304***
	0.0396***
	0.0095***
	0.0108***
	0.0104***
	0.0118***

	
	(10.4757)
	(14.4810)
	(10.7166)
	(14.8028)
	(4.7979)
	(5.8401)
	(5.2503)
	(6.3768)

	MARKET
	0.0211***
	0.0225***
	0.0212***
	0.0226***
	0.0144***
	0.0144***
	0.0145***
	0.0146***

	　
	(12.8371)
	(13.7332)
	(12.9045)
	(13.7932)
	(13.0212)
	(13.1325)
	(13.0885)
	(13.2151)

	Adj. R-square
	38.60%
	38.96%
	38.49%
	38.73%
	36.36%
	36.42%
	35.88%
	35.92%

	Observations
	11319
	11319
	11319
	11319
	11319
	11319
	11319
	11319

	Firms
	1029
	1029
	1029
	1029
	1029
	1029
	1029
	1029


Table 9  Negative Net Debt, Growth Opportunities, Agency Costs, and Firm Value

This table reports cross-section fixed effect panel regressions results. The dependent variable is relative Tobin’s Q, which is computed as every firm’s Tobin’s Q minus the industrial average Tobin’s Q. The industrial average Tobin’s Q is the median of Tobin’s Q in the industry, in which the first-two SIC codes are the same as the firm. The dummy is equal to one if a firm holds negative net debt at any point, and zero if otherwise. The SIZE is the natural log of firms’ total assets. CASH is cash and cash equivalents divided by total assets. ROA is income before extraordinary items divided by total assets. STD is the standard deviation of monthly stock returns over the financial year. MARKET is the market premium defined by Rm-Rf. Firms with average PB ratio higher than the median PB ratio among all sample firms are classified as high-growth. Firms with average PB ratio lower than the median PB ratio among all sample firms are classified as low-growth. Firms with average asset turnover rate higher than the median of asset turnover rate among all sample firms are classified as firms with low agency costs. Firms with average asset turnover rate lower than the median of asset turnover rate among all sample firms are classified as firms with high agency costs.
	
	High Agency Cost
	
	Low Agency Cost

	
	High Growth
	Low growth
	
	High Growth
	Low growth

	Variables
	( 1 )
	( 2 )
	( 3 )
	( 4 )
	
	( 1 )
	( 2 )
	( 3 )
	( 4 )

	Intercept
	7.6240***
	-0.1413
	6.4815***
	-0.2451**
	
	5.1408***
	0.3883***
	3.5866***
	-0.2256***

	
	(17.4545)
	(-1.2205)
	(15.4192)
	(-2.4278)
	
	(14.1258)
	(5.1054)
	(14.4687)
	(-4.6882)

	DUMMY
	0.0713
	2.4059***
	-0.5535***
	-1.5173***
	
	0.4422***
	1.9470***
	0.0643
	0.1163

	
	(0.4674)
	(7.4495)
	(-3.8225)
	(-4.9326)
	
	(4.2305)
	(8.2229)
	(0.8203)
	(0.6003)

	SIZE
	-1.3168***
	
	-1.2390***
	
	
	-0.8317***
	
	-0.7608***
	

	
	(-19.3579)
	
	(-17.2561)
	
	
	(-13.8013)
	
	(-16.1236)
	

	DUMMY×SIZE
	
	-0.3853***
	
	0.3039***
	
	
	-0.2268***
	
	0.0034

	
	
	(-7.8626)
	
	(5.8608)
	
	
	(-6.2853)
	
	(0.0971)

	CASH
	0.0185***
	
	0.0141***
	
	
	0.0148***
	
	0.0136***
	

	
	(5.4863)
	
	(4.1667)
	
	
	(4.1979)
	
	(5.1516)
	

	DUMMY×CASH
	
	0.0068*
	
	0.0024
	
	
	-0.0072*
	
	0.0097***

	
	
	(1.9411)
	
	(0.6217)
	
	
	(-1.8329)
	
	(3.1362)

	ROA
	-0.0120***
	-0.0177***
	-0.0215***
	-0.0266***
	
	-0.0098***
	-0.0125***
	-0.0169***
	-0.0195***

	
	(-13.0230)
	(-19.9267)
	(-30.5234)
	(-40.5690)
	
	(-10.1544)
	(-12.8169)
	(-28.866)
	(-33.5662)

	STD
	0.0423***
	0.0581***
	0.0114***
	0.0232***
	
	0.0130***
	0.0235***
	0.0050**
	0.0100***

	
	(10.4910)
	(14.3738)
	(3.0360)
	(6.0690)
	
	(3.8317)
	(6.9839)
	(2.4071)
	(4.7438)

	MARKET
	0.0214***
	0.0292***
	0.0111***
	0.0159***
	
	0.0152***
	0.0197***
	0.0091***
	0.0112***

	　
	(10.4436)
	(14.2008)
	(5.9586)
	(8.3080)
	　
	(10.0159)
	(13.0852)
	(8.7124)
	(10.5762)

	Adj. R-square
	44.68%
	41.66%
	68.40%
	66.25%
	
	45.03%
	42.93%
	69.11%
	67.63%

	Observations
	6611
	6611
	4708
	4708
	
	4719
	4719
	6600
	6600

	Firms
	601
	601
	428
	428
	　
	429
	429
	600
	600


� Stephen H. Penman, 2007, Financial Statement Analysis and Security Valuation, 3rd edition, pp. 311


� Stephen H. Penman, 2007, Financial Statement Analysis and Security Valuation, 3rd edition, pp. 239


� Stephen H. Penman, 2007, Financial Statement Analysis and Security Valuation, 3rd edition, pp. 128& 239


� The calculation of “net debt” is clearly defined in Section 2 of this paper. 


� Stephen H. Penman, 2007, Financial Statement Analysis and Security Valuation, 3rd edition, pp. 128 & 239


� Exhibit 9.2 in Stephen H. Penman, 2007, Financial Statement Analysis and Security Valuation, 3rd edition, pp. 303 


� This data came from the Kenneth R. French-Data Library.


� In this paper, we also use firms’ IPO age in our model. Since we only have 1,009 firms with IPO age data in the Compustat database, we initially ignore this variable in the model. We select firms with IPO age data to run a new regression model with IPOAGE variable. We do not report another result table in our paper because we obtain results similar to those without the IPOAGE variable.


� We use the Winsorize method to deal with outliers beyond 0.5% critical value among our sample data.


� See Brealey, Myers, and Allen, 2008, Principles of Corporate Finance, 9th edition, pp. 521


� The cross-section fixed effect is used in the regression model after the Hausman Test.
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