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What Type of Loan Structure Maximizes the Expected Profit

of the Project

TATSUNORI YAMADA," KOICHI MIYAZAKIt and SATOSHI NOMURA'

This paper provides the model to derive the optimal loan structure that maximizes the
expected profit of the project. We define loan structure as the combination of the payment
schedule and the loan interest rate. Assuming two time epochs for the payment, we adopt
the arbitrage-free pricing of corporate bond yield to evaluate the loan interest rate. With the
restriction to initial capital to the project and the use of the appropriate loan interest rate,
our model could provide valuable information to managerial decision making. In numerical
examples, both optimal expected profit and the optimal loan structure are derived under each
initial investment amount. The effect of the initial capital and the bank’s requested premium
to the optimal expected profit and the optimal loan structure is also analyzed.
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