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Pricing Convertible Bonds with Dilution Effect and Debt Leverage

LIAO Pingkang, ZHANG Wei—guo, XIE Baishuai, ZHANG Xiaoi
(School of Business A dm inistration, South China University of Technology, Guangzhou 510640, China)

Abstract: Dilution effect and debt leverage may change the price and risk of shares and have effect on the value of

convertible bonds. This paper builds up two models to price the convertible bonds with dilution effect and debt leverage

based on some models of warrants value. It also proposes a method to correct volatility with historical volatility based on the

M-M models. The theoretical and numerical analysis taken argues that dilution effect and debt leverage can affect the value

of convertible bonds. Dilution effect may have a negative effect on convertible bonds, while debt leverage may have positive

effect. This model offers a new idea of pricing convertible bonds.

Key words: Convertible Bonds; Pricing Research; Warrants Pricing Models; Dilution Effect; Debt Leverage



