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		We empirically evaluate extensions to the trade-off theory of capital structure featuring a real option on debt issuance in a zero-leverage environment. Controlling for alternative explanations of zero-leverage behavior, we find considerable evidence in support of the extended trade-off theory and no evidence against it. We validate our empirical approach via simulations under the real option mechanism and under an alternative financially constrained mechanism. The simulations show that our empirical findings are not consistent with zero-leverage behavior driven exclusively by financial constraints, but they are consistent with the real-option mechanism. 
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