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Effect of the Integration of Individual and Corporate Taxes on the Firm
Value ~ Dividend Policy and Capital Structure

— A Dynamic Capital Structure Model Based Analysis and Empirical

Study of Taiwan Industries
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Abstract : This paper extends an optimal dynamic capital structure model of Goldstein, Ju and
Leland(1998) to investigate the effect of implementation of the integration of individual and
corporate taxes on the firm value ~ dividend policy and capital structure. There are three
conclusions in this study. Firstly, to the extent of how tax reform affects firm value depends
on the shareholder's individual tax rate and the tax rate on the retained earnings. Secondly,
dividend payment will increase after the implementation of the integration of individual and
corporate taxes. Furthermore, the more dividend paid out, the higher firm value is. Finally,
according to the model, debt ratio should decrease. The empirical result for the high
technology industry has satisfied the theoretical prediction. However, the increase of the
debt ratios of firmsin the traditional industry indicate that there are some factors other than

tax regime change have relative large impact on the debt ratios of these firms.

Keywords : Dynamic Capital Structure, Integration of Individual and Corporate Taxes
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