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Project Termination and Firm Value

Atsuo FUKUDA

Abstract

This paper examines the effect of project termination on firm value. If managers act to maximize
shareholders wealth or firm value, they terminate project just when the net present value of the project
becomes zero. In this case, market will not respond to the termination announcement. In contrast, if
managers act to maximize their own benefit or act based on some behavioral bias, and then tend to
postpone inefficient project termination, market will respond positively to the announcement. I find
stock price reactions are positive in response to project termination announcements. This result is con-

sistent with the agency/behavioral hypothesis

Keywords : Project Termination, Net Present Value Rule, Stock Price Reaction, Agency/Behavioral

Hypothesis, Firm Value





