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ECONOMIC BENEFITS, INFORMATIVENESS AND VALUEADVANCE \R 1.40-ADVANCE \R 1.40RELEVANCE


OF TROUBLED DEBT RESTRUCTURINGS:  SOME EVIDENCE AND 


POLICY IMPLICATIONS

This paper investigates the beneficial economic consequences and market and accounting based valuation effects of troubled debt restructurings (TDRs) for financially distressed debtor firms.  First, using extant valuation theories, it predicts the impact of TDR on shareholders' wealth.  Next, it provides empirical evidence on the beneficial outcomes and informativeness of TDRs:  improvement in financial profiles of debtor firms, significantly positive announcement and post-announcement excess returns, and higher excess returns to subsequently consummated restructurings and subsequent survivors. Since the current GAAP requires different reporting practices for full-settlement and modifica​tion type restructurings, market's assessment of their impact on the returns of debtor firms is also measured.  Finally, a valuation model conditional on book values and earnings is used to test the value-relevance of the reported bottom lines and TDR related disclosures.  The findings suggest that both types of TDRs are beneficial to debtors and informative to market participants, and the recognition of the reduction in the liability and the related gain in the financial statements would be more congruent with the valuation effects assessed by market participants. 
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I.  INTRODUCTION 


The recent Asian economic crisis has led to a global discussion on whether to bail out financially distressed, over-leveraged firms, sovereign states, and financial institutions by restructuring their debts or let them fail, as a lesson to over-zealous investors.
  This paper examines whether such troubled debt restructurings are economically beneficial for debtor firms and whether TDR information releases change the assessment of market participants about the firms' future prospects, and hence the returns to their shareholders. If TDR has beneficial economic consequences, and its announcement and consummation has information content, then another relevant question is whether these beneficial outcomes should be recognized in the financial statements (F/S) of debtor firms.  This study presents some theoretical and empirical evidence on the beneficial economic consequences of TDR and attempts to link the economic benefits and positive valuation effects to accounting policy issues. 


SFAS No. 15,  Accounting by Debtors and Creditors for Troubled Debt Restructurings (FASB 1977), defines troubled debt restructurings as the concessions given by creditors to financially distressed debtors in the form of a (i) "modification" of the terms of the loan such as a reduction in accrued interest, principal amount, nominal interest rate or an extension of the maturity dates of interest and/or principal payments, all of which reduce the present value (ADVANCE \R 1.40PVADVANCE \R 1.40) of the debt;  (ii) "full-settlement" of the loan through an exchange of assets or equity interest with a lower fair market value than the carrying value of the outstanding debt it replaces; (iii) a combination of types (i) and (ii). In both modifications and full-settlements, current and/or future cash flows are improved, debt which has reached suboptimal levels is reduced, and an economic gain is involved, all of which should improve the financial position, solvency, riskiness, and financial flexibility of the company.  These improvements are expected to prevent or remedy costly covenant viola​tions, help the firm avoid future defaults, and thus reduce its probability of bankruptcy (see Hamer, 1985 and Beneish and Press, 1995 for some preliminary evidence).  While these beneficial outcomes are recognized in the F/S of debtor firms for full-settlements, in the form of a reduction in the liability  and the related gain on restructuring, they are not recognized for most modification-type TDRs (SFAS No. 15).


The economics of the restructuring transaction, the conceptual framework of the FASB, time value of money and opportunity cost concepts, the recent promulgations of the FASB [ADVANCE \R 1.40SFAS No. 107 (1991), 114 (1993), 115 (1993), 118 (1994), 119 (1994), 121 (1995)ADVANCE \R 1.40] that require the use of PV methods and fair values, and the new PV based measurements project added to the Board's agenda on October 1998 all suggest that in all types of debt restructurings, the debt should be written down to its post-restructuring PV and the related gain recognized in the books.  Although the promulgation of the SFAS No. 114 has finally changed the lenders' accounting for debt restructurings involving modification of terms in accordance with the new PV rules for impaired loans, debtors' accounting for restructurings is still covered by the long criticized SFAS No. 15 which does not allow the recognition of the reduction in the liability in most modifications.  This inconsistency and theoretical flaw in the SFAS No.15, the research on recognition versus disclosure issues (see, e.g., Johnson, 1992; Imhoff et al., 1991, 1995; Bernard and Schipper, 1994), the recent preoccupation of researchers, the SEC and the FASB with the quality of accounting standards (Levitt, 1998), and the user focus to standard setting (Gregory and Young, 1998) motivate the policy issues discussed in this study.


First, we use extant firm valuation theories to form testable predictions about the beneficial consequences of the announcement and consummation of a TDR.  Second, financial characteristics of a sample of TDR firms which have announced their first-time restructuring attempts are examined to ascertain if their financial profiles have improved after the onset of their restructuring attempts.  Third, the market reaction to a first-time announcement of a TDR is measured to assess the perceived information content and the relative costs and benefits of private workouts.  To determine if the market is able to predict the success of a TDR attempt as of the announcement date, the market response conditional upon subsequent consummation and survival are also measured.  Next, the market reaction to announcements of "recognized full-settlements" and "modifications that mostly go unrecognized" is evaluated to assess the consistency of the FASB's dual classification of TDRs with the assessments of market participants.
  Finally, an accounting valuation model based on Ohlson (1995) is used to test the restructuring interval valuation effects of net income (NI) versus book value of equity (BVE) in these financially distressed firms.  We then test the value-relevance of the "recognized restructuring gain" and the "disclosed restructured debt amount" components of disaggregated NI and BVE, respectively.


The theoretical and empirical evidence presented here suggests that private workouts have beneficial consequences for debtor firms.  Most of the financial ratios improve which should impact the assessments of market participants favorably.  The valuation theories considered predict an increase in shareholder wealth as a result of the announcement and/or consummation of a TDR. Our findings confirm that, on average, positive announcement and post-announcement excess returns accrue to shareholders of firms that undergo such restructurings, especially if the restructuring is consummated and the firm does not subsequently file for bankruptcy.  We further find that the positive abnormal returns in modification type restructurings are at least as strong as those of recognized full-settlements.  Finally, we find that although the value-relevance of reported bottom lines improve over the restructuring interval, book values are consistently capitalized more than reported income - a result consistent with prior research on value-relevance of accounting bottom lines in financially distressed and loss firms. (see, e.g., Hayn, 1995; Collins et al., 1997, 1999; Barth et al., 1998). Accordingly, in the disaggregated model, the valuation coefficient estimate for the recognized restructuring gain is found to be insignificant while the disclosed amount of restructured debt seems to be capitalized by the market.  Overall, the results indicate that the market participants' and the FASB's assessment of the information content and value-relevance of the two types of TDR are different.

  
The next section considers the motivation for the paper and presents a critique of the SFAS No. 15.  In Section III, we review extant valuation theories and discuss their predictions for the valuation effects of private workouts.  Section IV describes the sample and data requirements.  Section V presents empirical evidence on the improvement in firms' financial ratios during the restructuring interval.  It also provides market based evidence on positive announcement and post-announcement excess returns and higher excess returns for consummated TDRs and subsequently nonbankrupt TDR firms.  Finally, we present evidence on the informativeness of both modifications and full-settlements.  In Section VI, an EBO (Edwards-Bell-Ohlson) valuation model based on Ohlson (1995) is employed to test the statistical association of the reported income and book values with the market values of TDR firms.  The last section discusses the conclusions and implications of the study.

II.  BACKGROUND AND MOTIVATION
Prior research:  TDR as a Distinct and Beneficial Stage:

Prior research cite speedy debt restructurings that help preserve going-concern value and improved creditor monitoring as two of the beneficial consequences of high leverage and financial distress (Jensen, 1989a,b; Wruck, 1990; Gilson, 1990).  A private workout has been acknowledged as a viable, less costly alternative to a legal restructuring under the supervision of the Bankruptcy Court (Gilson et al., 1990; Brown et al., 1993; Franks and Torous, 1994).  Prior market based research has found that the negative reaction to announcements of covenant violations (Beneish and Press, 1995), defaults and successful private renegotia​​tions (Gilson et al., 1990) is much smaller than that of unsuccess​ful restructuring attempts that end in a Chapter 11 and bankruptcy filings (Gilson et al., 1990; Clark and Weinstein, 1983).  The  evidence is consistent with the argument that recontracting under financial distress is costly, but the costs seem to be lower for earlier, milder stages of financial distress.  Gilson et al. (1990) report prior three year average cumulative market adjusted excess returns of -134%; negative but insignificant announcement excess returns of -1.6% to -3%; and cumulative excess returns of 40% to 71% for the post-announcement restruc​turing interval for successful restructuring firms, all significantly higher than those of defaults and restructurings that end in bankruptcy within a year of the initial announcement.  Similarly, Brown et al. (1993) find positive announcement excess returns in two of their four subsamples of restructuring firms in which public bondholders are offered senior claims and banks are offered junior claims.  Franks and Torous (1994) report higher deviations from absolute priority in favor of equity in private workouts compared to legal reorganizations.  None of these studies have found an average significantly positive market reaction to a specifically isolated first-time TDR announcement and they have used non-homogeneous information releases and subsamples composed of firms in various stages of financial distress which resulted in findings that are difficult to interpret.
    



The TDR stage in the financial distress continuum (Giroux and Wiggins, 1983) deserves special attention because it has certain unique characteristics and economic benefits not shared by other stages of the continuum.  First, a TDR, by definition, is beneficial to the debtor firm and hence may signal a favorable resolution of finan​cial distress while a default or a bankruptcy filing is an unfavorable financial distress signal as prior research has shown.  Second, TDR precedes bankruptcy; not all TDR firms end up in bank​ruptcy courts; and not all bankrupt firms experi​ence a previous private workout.
  This, coupled with the fact that it is undertaken to prevent as well as remedy a debt service default, makes it a more timely signal of financial distress and turnaround.  Furthermore, there is evidence that recontracting under a private workout is less costly than under formal Chapter 11 reorganization.
  Practitioners have long recognized that out-of-court workouts are less expensive to administer as neither the debtor nor its creditors are burdened by the rules, restrictions, formal documentation and time schedule requirements of bankruptcy and the public scrutiny that it creates (eds., Di Napoli et al., 1991).  Gilson et al. (1990) argue that the direct costs are higher under Chapter 11 because of the firm's longer stay in bankruptcy proceedings, higher lawyers' fees due to legal and procedural complex​ities and the lawyers' incentives to prolong the firm's stay in Chapter 11, costly creditors' committees, and the requirement to recontract with all classes of claim holders.
  Finally, TDR firms exhibit different financial characteristics (Hamer, 1985; Gilson et al., 1990) and return patterns around the announcement of their restructuring attempts (Gilson et al., 1990).  Hamer (1985) finds that al​though the probability of bankruptcy worsens as TDR date approaches, it remains significant​ly different than bankrupt firms' and improves after the restructuring attempt.  These findings imply that firms with different characteristics might experience different types of financial distress, with different information contents. 

A Critique of SFAS No.15 and Policy Implications:

SFAS No. 15 was promulgated immediately after the recession of 1974-1975.  The Board's 1976 Discussion Memorandum, which sug​​gested the use of current value accounting, PV accounting, and fair values, created considerable controversy, lobbying activity, and virtual panic in the bank​ing industry (Asher, 1976).  It was feared that the sug​gest​ed PV accounting could distort the earnings of banks and the way they ex​tend credit, especially to small businesses (Haugh, 1976).  In July 1977, as a result of lobby​ing ac​tiv​ities of financial institutions, the Board issued a much softer statement that legitimized the creditor practice of recording a loss and reducing the receivable from the debtor only in extreme restructurings.  


SFAS No. 15, which governed both the debtors' and creditors' accounting for TDR was flawed in terms of the recognition and measurement of the debtors' (creditors') gain (loss) in modification type TDRs.  Since SFAS No. 114 and 118 corrected the creditors' accounting in 1993 and 1994, respectively, we consider only the debtors' side here.  According to SFAS No. 15, in full-settlements of the troubled debt at less than the carrying amount, the difference between the fair value of assets transferred or equity granted to the creditor and the carrying value of the payable is appropriately recorded as a gain on restructuring.  However, when the terms of a loan are modified, the benchmark for recognizing the debtor's gain is the comparison of the carrying value of the payable with the total, non​dis​counted cash payments under the new terms.  This benchmark completely ignores time value of money and opportunity cost concepts and, as long as the future nondiscounted cash outflows under the new terms are greater than or equal to the carrying value of the payable, no gain is recognized by most debtors (Beresford and Neary, 1977).  Furthermore, when the debtor is to recognize a gain, no interest expense is recognized over the term of the modified debt since the debt is written down to the sum of the nondiscounted future cash payments.  In cases where no gain is to be recognized, the effective interest rate used to record the interest expense is reduced.  However, the theoretically correct approach would be to write down the debtor's payable to the reduced PV of future cash flows and recognize an interest expense commensurate with the debtor's credit rating or at least the historical rate. 


In a recent commentary, Arthur Levitt (1998) of SEC has emphasized the importance of high quality accounting standards in building investor confidence and lowering the cost of capital.  All commentaries to his plea - by preparers, academicians, practitioners and standard setting bodies - mention i) consistency with the FASB's Conceptual Framework, other standards, and academic research findings; ii) ability to depict the economics of the transaction; iii) comprehensive application of concept based standards; iv) greater user relevance; and v) furthering international harmonization as the most important attributes of high quality accounting standards.  SFAS No. 15 violates most of these desirable attributes.


First of all, this accounting standard is inconsistent with prior ones.  Both APB Opinion No. 21 (1971) and FASB In​ter​pre​tation No. 2 (1974), on interest imputation on non-interest bearing notes, support reporting long-term liabilities and receivables at their present values on the balance sheet.  Similarly, according to APB Opinion No. 26 (1972) and SFAS No. 4 (1975), on early extinguishment of debt, the difference between the reacquisition price (current market value of the debt) and the net carrying amount of the debt is recorded as an extraordinary gain or loss. The statement is inconsistent with subsequent pronouncements as well.  For example, SFAS No. 76 (1983) on in-substance defeasance of debt prescribes the removal of the debt from the debtor's balance sheet and recording of an extraordinary gain when the cost of the purchased securities placed in an irrevocable trust is less than the carrying value of the debt. More significant are the SFAS No. 114 (1993) and No. 118 (1994), which corrected the creditors' accounting for impairment of loans following the collapse of many savings and loans institutions due to bad loans.  The creditors' accounting now appropriately requires discounting, though at the historical effective rate, of the expected future cash flows under the new terms in the calculation of the creditor's loss.  Alternatively, the market price of the loan or the fair value of the collateral may be used by the creditor.  Given the similar economic substance of the full-settlement and modification type debt restructurings and the fact that the debtor is the beneficiary in this zero-sum game, a more consistent and theoretically correct approach for debtors' accounting for modification type restructurings would have been to reduce the carrying value of the payable to the PV of the now smaller and/or deferred cash outflows under the new terms using the effective interest rate, whether it be the pre-restructuring effective rate or the current incremental borrowing rate of the debtor.  


Second, the promulgation is inconsistent with the FASB's conceptual framework.  Given the definition of assets and liabilities in Concepts Statement [SFAC] No. 6 (1985), a modification of terms clearly reduces the future economic benefit of the creditor's receivable and the future sacrifice required of the debtor.  In defining gains and losses, it is stated that "some gains or losses are net results of comparing the proceeds and sacrifices...for example, from settle​ments of liabilities at other than carrying amounts" (SFAC No. 6, par. 70, 1985).  In terms of accounting recognition of the reduction in the liability and the related gain, SFAC No. 5 (1984) states that recognition involves not only the acquisition of the item, but also later changes in it and that an item should be recognized in the books when the four fundamental recognition criteria (pp. 148-154) are met.  We believe that all four criteria are met in modification type TDRs:  the PV of the reduced future cash flows, the fair market value of the new debt instrument, or the collateral can be measured with sufficient reliability and freedom from bias; the reduction of the debt enhances the representational faithfulness and economic reality reflected in the F/S; relev​ance will be better served since TDR information has the potential to make a difference in the users' capital allocation decisions. 


Given semi-strong-form market efficiency, in theory, there should be no difference in the informativeness of recognized versus disclosed information.  Regulators and academicians, like​wise, believe that market participants value substance over form and, hence, where the informa​tion is presented would not matter.  However, there is also evidence that the way the information is presented in the F/S matters, depending on who the users are and how naively they interpret footnote disclosures (Imhoff et al., 1993, 1995).  Bernard and Schipper (1994) report that while managers react to the recognition of the fair value of stock options as expense, they do not object to its disclosure in the footnotes.  They argue that the "substance over form" argument may not work if some market participants view footnote disclosures as being less reliable or are not sophisticated enough to make appropriate adjustments to them or if they believe that the adjust​ment costs do not justify the benefits.
  Accordingly, they predict that investors will assign more importance to recognized F/S items and this will manifest itself in greater value-relevance. Johnson (1992) suggests that academic research could aid in identifying how disclosures are processed by users and whether they are appropriate substitutes for recognition.  Hence, further research on:  i) the economic effects of a debt restructuring announcement and consummation on the financial position, riskiness and returns of debtor firms, ii) how the restructuring effects the valuation multiples of reported earnings and book values, and iii) the value-relevance of disclosed and recognized amounts under the SFAS No. 15 is needed to motivate the regulators to consider the debtors' side as well.  Even though standard setting is mainly considered to be a social choice problem and there is no consensus that consequences and value-relevance can be used as objective metrics to determine preferability of one standard over another (Schipper, 1994), this paper attempts to provide input to the FASB's normative deliberations on recognition, timing and measurement issues and, in particular, to its stand on debt restructurings.

III.  THEORETICAL UNDERPINNINGS 

In this section, we discuss the valuation effects of private debt restructurings as predicted by extant theories  of firm value which help formulate our hypotheses:

Dividend Discount Model and the Announcement Effects:

An uncontested theory of finance explains equity value in terms of the PV of future dividends, often proxied by expected future cash flows or earnings.  If an event has implications for future cash flows of the firm, the investors will revise their expectations upon its announcement, leading to a change in security prices. In debt restructurings, ceteris paribus, there is a reduction in the PV of debt which will decrease current and or future cash outflows which, if perceived as material, is expected to favorably affect the investors' assess​ments of the amount, timing, and uncertainty of the returns to them. 


The transac​tion has also enjoyed favorable tax treatment in terms of tax consequences. During the years under study, there has been several exceptions to the general rule of taxability of cancellation of indebtedness income. These have been the insolvency, qualified business indebtedness, stock-for-debt, recapitalization, and the bankruptcy exception for Chapter 11 firms. The 1986, 1990 and 1993 Tax Acts, which came out after the sample years, abolished most of these exceptions to attenuate the tax incentives of firms to privately restructure their debt.


The capital market's expectation as to the content and timing of the announcement also affects prices.  The larger the extent of uncertainty, the greater is the revision in prices (Foster, 1986).  Indeed, one would expect TDR to be more of an unexpected event because there are no successful prediction models as there are for bankruptcies, mergers, or earnings.  Apart from news releases by the debtor or creditor, there are no timely public announcements or disclosures in the F/S.  Furthermore, superior insider information and/or trading is expected to be less for TDRs, since not only the debtor firm's decision but the consent of creditors will determine whether the TDR will be consummated and what its type and amount would be.  Accordingly, a positive market response to a TDR announcement is hypothesized due to:  (i) the surprise nature of the announcement causing an unpredicted favorable change in expectations, and (ii) the perceived cash-flow revaluation implications of its benefits in excess of its costs. 

EBO Models of Valuation:

Assuming the clean-surplus relation, Ohlson (1991, 1995) replace the future dividends in the basic valuation model with expected earnings and book values.  They posit that the account​ing bottom line numbers of earnings and book value of equity inform us about firm value because they both help in forecasting future expected earnings.  Accordingly, Ohlson (1995) models firm value as a function of current book value, expected abnormal earnings and other orthogonal value relevant non-accounting information.  In this formulation, one can consider TDR news as a value relevant financial event that is yet to impact the F/S and hence price through future abnormal earnings.  Once the TDR is consummated, the recognized TDR gain can be regarded as part of the abnormal earnings over and above what the firm would normally earn on its current book value.


In an empirical application, Ohlson and Penman (1992) use disaggregated income statement and balance sheet data as explanatory variables to explain returns.  As expected, they consistently find that the regressor "other liabilities and preferred stock" has a significant negative coefficient estimate while assets have positive coefficient estimates.  They further find that returns are positively affected by gains, including other and extraordinary gains.  Accordingly, we hypothesize that the recognized restructuring gain and the reduction in the liability should have a positive effect on the returns of restructuring firms.  Furthermore, to the extent that these effects are not fully recognized in a timely fashion in some types of restructurings, we hypothesize a reduction in the value-relevance of the F/S numbers.

Contracting Under Financial Distress:  An Agency View: 


Drawing on Jensen's (1989a,b) observations on benefits of financial distress in LBOs,  Wruck (1990) examines the beneficial effects of financial distress on organizational efficiency.  Gilson (1990) provides empirical evidence on impact of financial distress - defined as default, private workout, or bankruptcy of the poorest performing stocks in CRSP - on the management, boards, and ownership structure of distressed firms.  Similar to LBOs, TDRs can be thought of as innovative financial restructurings entered into by a group of managers, directors and creditors to mitigate the agency conflicts between the stakeholders and to recapture the lost value in these financially distressed firms.


As TDR is consummated, the increase in cash flows, and decrease in PV of debt and default and bankruptcy risks may alleviate the risk averse managers' "asset substitution" problem whereby they try to decrease the variability in cash flows to guarantee their expected salary and bonus payoffs. If accounting based compensation is used in monitoring conflicts of effort, TDR will be favored by managers due to faster recognition of restructuring gains and related improvements in the F/S ratios.  High debt, renegotiations, and the resultant participation of a limited number of influential creditors in decision making will act as monitoring devices to discipline the managers of TDR firms, forcing them to increase product​iv​i​ty and efficiency.
  Information and communication problems faced by managers, who have superior information on the firm's prospects (Myers and Majluf, 1984), are also mitigated due to dealings with only a few more sophisticated creditor groups.


Gilson and Vetsuypens (1993) find that the incumbent senior managers incur significant personal losses in the form of loss of jobs and paycuts as a result of firm's financial distress proxied by Chapter 11 filings and private workouts, suggesting a possible transfer of wealth from managers to shareholders. Since TDR is a step taken when the firm and its management are in a vulnerable position, the in​cum​bent managers have the incentives to shape up due to increased creditor monitoring, compe​ti​tion in the managerial labor market, reputation effects, and the market for corporate control.  They also have the incentive to increase the price of the company's shares to put their out-of-the-money stock options back in the money.  Indeed, Gilson and Vetsuypens (1993) find that stock price performance is positively related to CEO wealth.


TDR is expected to mitigate the shareholder-creditor conflict as well.  As Jensen (1989ADVANCE \R 1.40a,ADVANCE \R 1.40b) points out, highly levered firms have a higher going-concern value at stake when their debt service problems start because they face default sooner, before firm value is dissolved.  This should pro​vide an important incentive for creditors to accept the workout plan quickly and help the company in its turnaround effort.  A second creditor incentive is their perception that the cost of the concessions would be less than the bankruptcy costs they will incur.  Accordingly, they try to avoid the claim dilu​tion caused by the "debtor in possession financing" privileges allowed under Chapter 11 cases and absorb the cost of deviations from absolute priority rules, in favor of equityholders and unsecured creditors, observed more frequently under private workouts (Wruck, 1990; Franks and Torous, 1994).  


Due to informational asymmetries between the insiders (managers and shareholders) and creditors, the former have the incentives and ability to affect creditors' perceptions about the value of the firm to obtain more favorable terms.  This advantage is not as easily attained in Chapter 11 cases because extensive disclosure requirements are imposed by the court (Gilson et al., 1990).  To the extent the creditors are aware of these asymmetries, the negotiations may fail due to holdout problems, thereby, resulting in a loss of firm value.  On the other hand, if the restructuring is consummated and the creditors enhance their mon​i​tor​ing efforts through amendments to existing debt covenants and debt-to-equity exchanges, then the informational asymmetry and its costs should decrease.


Last, TDR may help resolve the problem of under-investment in positive net present value projects, which is more severe in firms with risky outstanding debt (Myers, 1977).  In such companies, the stock​holders may not benefit from even highly profitable investment decisions because the benefits  primarily accrue to creditors.  In such cases, the value of the investment option is zero, and this will adversely affect the value of the firm.  TDR, through a reduction and/or delay in debtholders' claims, has the potential to de​crease this conflict and thereby enhance firm value. Such incentive problems can also be controlled by matching the effective maturities of assets and liabilities (Myers, 1977).  In restructurings where the maturity dates are extended, TDR may serve as such a matching device if the management has reason to believe that the firm's assets may provide higher returns in the future.  Similarly, a debt-to-equity exchange type TDR can be roughly viewed as convertible bonds used in controlling the asset substitu​tion problem.  Gains to stockholders from taking on high-risk projects, which may be detrimental for the creditors, will be reduced when a part of the gain is transferred to debtholders who agree to convert their debt claims to equity. In summary, to the extent the negotiations and the restructured debt decrease the asymmetric information and conflicts of interest between managers, owners, and creditors, an increase in the value of equity is expected.

Option Pricing Theory:

Given the correspondence between options and corporate debt (Black and Scholes, 1973),  Aksu (2000) examines the effect of a debt restructuring transaction on the market value of equity using a comparative statics analysis similar to that of Galai and Masulis (1976). The analysis indicates that several common types of restructurings such as a decrease in the face value of   debt, an extension of the time to maturity of the debt, a reduction in the contractual interest rate, or a restructuring induced increase in the standard deviation of returns to the assets of the firm, increase the value of equity at the expense of debtholders. This is consistent with the observed deviations from absolute priority rule in favor of equity observed in both informal and legal restructurings (Weiss, 1990; Franks and Torous, 1994).

Signaling Theory:

Given the assumption of asymmetric information, the managers and the main creditors who have had a long-lasting lending and monitoring relationship with the debtor firm are expected to know more about the value of the company than outsiders.  Thus, both groups have the incentive to signal their superior information to other market participants to mitigate the undervaluation problem by announcing their financing decision to privately restructure the debt.  The announcement may signal two conflicting expectations about the prospects of the firm.


Under restrictive assumptions, the two-period incentive signaling model of Ross (1976) suggests that since TDR decreases the face value and/or PV of debt, it may signal reduced expected cash flows from operations and hence cause a reduction in firm value.
  In this model, the insider managers can alter the market's perception of the firm's risk class or type by changing their signal FADVANCE \R 1.40, the face value of the outstanding debt, since the market values the "perceived" stream of returns to the firm.  Hence, the value of the firm changes with F, and there is a unique optimum debt level for each firm.  However, there are no incentives for the man​ag​ers to lie and they all choose a debt level lower than their expected returns (ADVANCE \R 1.40tADVANCE \R 1.40) since they will be charged a sufficiently high penalty if the next period returns turn out to be less than F.


To see the effect of the signal of reduced F on the value of equity, we use Ross' deriva​tions for the value of debt (D) and equity (EADVANCE \R 1.40), where all variables are as defined above:


D ADVANCE \L 1.40= [F/(1+r)] [1-(F/2t)]
(1)


E = [1/(1+r)] [(t/2)-F+(FADVANCE \R 2.15² ADVANCE \L 2.15/2t)]
(2)


V = D+E = [1/(1+r)] (t/2)
(3)

Differentiating (1) and (2) with respect to F, provides the following partial derivatives: 


δD/δF>0 and δE/δF<0 when F<t.
(4)

If the TDR firms have F<t (i.e., the firm is nonbankrupt), then a decrease in F increases the value of equity and decreases the value of debt at the same rate.  Further​more, the lower t is (with F constant), which is likely to be the case with unprofitable TDR firms, the higher is the positive effect of a reduction in F on E.  Hence, the option pricing and incentive signaling models both predict an increase in the value of the equity and a symmetric decrease in the returns to present creditors.
 Altman and Subrahmanyam (1985) note that when wealth transfers are large enough, stock prices may even rise from decisions that reduce firm value.


Furthermore, the fact that managers and participating creditors have chosen the private workout alternative to formal bankruptcy or liquidation may also signal their superior insider information about the firm's future prospects, viability and turnaround probability.  For example, a private creditor who accepts transfer of equity interest in the debtor firm at less than the carrying amount of the debt may be doing so because he/she might expect a big price appreciation in the future.  Or they may be looking forward to closer monitoring of the firm triggering value increasing organizational changes as discussed above.  In their study of favorable and unfavorable bank loan revisions, Lummer and McConnell (1989) find that banks play an important role in transmitting influential signals of firm value.


Managers can also use accounting information as a signal of their superior information about the firm's prospects (Schipper, 1994; Healy and Palepu, 1993), mainly to mitigate the likely undervaluation of their stocks in the capital markets.  Hence, we predict that the managers of a TDR firm would like to disclose the beneficial effects of attempted or consummated debt restructurings through either voluntary disclosure or mandated accounting standards that recognize these beneficial consequences to the debtor firm.  

Optimal Capital Structure Theory:

The traditional optimal financial leverage model posits that the unique optimal level of leverage for a firm is reached when the marginal decrease in the value of the firm due to the increased risk of bankruptcy just offsets the tax advantage of deductibility of interest (Robichek and Myers, 1965).  Accordingly, if a TDR firm's leverage is above (below) the optimum level, TDR will increase (decrease) firm value.  Since TDR firms are financially distressed and heavily in debt, their probability of bankruptcy must already be quite high (Hamer, 1985).  Furthermore, at such high levels of debt, the probability of a firm's survival decreases, making the realization of the tax savings uncertain since the firm may have no taxable income against which to offset the interest payments and/or may not survive long enough to enjoy the tax savings (Brennan and Schwartz, 1978).  Indeed, most of the sample TDR firms have losses in the year prior to (67%), the year of (63%) and the year after (45%) the restructuring attempt. 


At such high levels of risk, a TDR is expected to improve the liquidity and solvency ratios used in bankruptcy prediction models, through the reduction of the PV of debt and improvement in cash outflows leading to a reduction in the probability of bankruptcy and hence an increase in firm value. 

 IV. SAMPLE SELECTION AND DESCRIPTION

The initial sample of 249 TDR firms which have either consummated a privately negotiated TDR or announced their serious intention of doing so within the 1973-1988 sample period were identified from the subject volumes of the Wall Street Journal Index and on-line Text-Search Services of the Dow Jones News/Retrieval (DJNR) Service, searched for the years 1973-1988 and 1979-1988, respectively.
  The final sample of 86 TDR firms was obtained using the following selection criteria:

a)  The TDR firms must not have filed for bankruptcy either before or within six months after

   ADVANCE \R 1.40 the TDR announcement since bankruptcy could confound the financial characteristics of

  ADVANCE \R 1.40  TDR firms and/or the specific effect of TDR on them.

b)  All sample firms must have had their TDRs announced in the Wall Street Journal (WSJ)

  ADVANCE \R 1.40  or other DJNR business news media.  A WSJ index (WSJI) search was carried out to

  ADVANCE \R 1.40  make sure the firm was in financial distress and that there are no confounding

  ADVANCE \R 1.40  announcements within one week of the original announcement of the restructuring attempt.

c)  All sample firms must be included in either the Primary-Tertiary-Supplementary (PTS),

   ADVANCE \R 1.40 or Full Coverage (FC), or Research files of Standard and Poor's COMPUSTAT II annual

  ADVANCE \R 1.40  tapes and in the CRSP tape.

d)  Firms with missing returns data on the event day tADVANCE \R 1.40, day tADVANCE \R 1.40-ADVANCE \R 1.401 and day tADVANCE \R 1.40+ADVANCE \R 1.401 are eliminated.


Other relevant data on the restructuring attempts are obtained from the WSJI summaries, the WSJ articles, the public debt covenants provided in Moody's manuals, and the footnotes related to the restructured debt in the F/S. 

 
Table 1, Panel A contains the breakdown of the sample by the year of initial announce​ment of the restructuring attempt.  Not surprisingly, the commence​ment of most TDRs (48.8%) are clustered in the years 1974-1976 (21 TDRs) and 1983-1985 (21 TDRs) which follow the recession years in the seventies and eighties.  Panel B contains the breakdown according to the outcome of the TDR attempt.  26 firms (30.2%) filed under Chapter 11 or were liquidated within five years of their initial TDR announcement.  The restructuring attempt of this group is considered to have failed.  21 firms (24.4%) were either acquired, went through a merger, a name change and/or reorganization within five years of the attempted TDR.  The rest of the firms (45.3%) were able to continue their existence up to five years after their TDR announce​ment dates. For the latter two categories, the restructuring is considered to have been successful.

                                            (Place Table 1 about here)


Table 2, Panel A depicts the type of restructurings undertaken by the sample firms. Here, we are interested in the taxonomy used by the FASB in SFAS No. 15.  The Board differentiates between three types of debt restructurings requiring the use of different accounting methods:  a) a full-settlement of the debt, b) a modifica​tion of its terms, and c) partial settlement of the debt and modification of the rest. To evaluate the congruence between the market's and the FASB's assessments, we test whether the market reaction to the announcement of full-settlements and modifications are indeed different.  The percentage of firm-announcements that fall into these three categories are 30%, 49%, and 21%, respectively.


Panel B provides the mean, median, minimum, maximum values for the dollar amount of debt involved in the restructuring attempts of the sample firms and the duration of the restructuring interval from the initial announcement to either the WSJ announcement of the consummation of the TDR or the last WSJ reference to the previously announced TDR.  The total dollar amount of debt restructured by the 86 sample firms is $21.138 billion with a mean (median) value of $258.99 ($73.4) million.  The mean (median) ratio of "debt restructuredADVANCE \R 1.40/ADVANCE \R 1.40total liabilities" is 0.47 (0.48) and the mean (median) dollar amount of the debt restructured is 102% (135%) of the mean (median) stockholders equity as of year tADVANCE \R 1.40-ADVANCE \R 1.401, reflecting the materiality of the transactionADVANCE \R 1.40.  Unlike most other financial eventsADVANCE \R 1.40/ADVANCE \R 1.40announce​ments, the restructuring interval is a long period of time over which negotiations take place.  The mean (median) number of days involved for TDR firms is 201 (151) days, respectively, consistent with Gilson et al. (1990).

                                         (Place Table 2 about here)

V.  EMPIRICAL EVIDENCE
The Improvement in Financial Profiles:

Table 3 presents selected financial characteristics of the TDR firms as of the fiscal year end following a first-time TDR announcement (year tADVANCE \R 1.40), year t-1 and year t+1.  Both the broad categories of measures listed (size, liquidity, profitability, leverage, and debt service) and the F/S variables themselves are the ones most commonly used in prior financial distress and debt covenant studies (see for example, Giroux and Wiggins, 1983; Ohlson, 1980; Beneish and Press, 1993; and Sweeney, 1991).  Same or very similar versions of the ratios used by Hamer (1985), Gilson et al. (1990), and Gilson (1990) are also included for comparison purposes. 

                                            (Place Table 3 about here)


The means, medians, minimum and maximum values for selected F/S ratios and the p-values for the significance of the differences between the mean and median values from year (ADVANCE \R 1.40t-1ADVANCE \R 1.40) to (ADVANCE \R 1.40t+1ADVANCE \R 1.40) and from year (ADVANCE \R 1.40tADVANCE \R 1.40) to (ADVANCE \R 1.40t+1ADVANCE \R 1.40) are reported in the table.  The null hypothesis is that there is no improvement in the financial profiles subsequent to the onset of the negotiations.  The significance of the differences is tested using one-tailed Wilcoxon matched-pairs signed-ranks test due to the nonnormality of the distributions of most of the variables and their differences from year to year.  Parametric matched-pairs tADVANCE \R 1.40-ADVANCE \R 1.40test results, which are, in general, qualitatively the same, are also reported in the table. 


As expected, the number of firms for which the data are available in the COMPUSTAT or Moody's manuals decreases over the three years under study due to subsequent bankruptcies, mergers etc.  Another general observation is that most variables exhibit positive skewness.
  The findings for each category of financial measures are presented below:


Size :  Total assets (TA), market value of equity (ADVANCE \R 1.40MVEADVANCE \R 1.40), and ADVANCE \R 1.40BVEADVANCE \R 2.85/ADVANCE \R 1.40MVE at fiscal year end are used as measures of size, information environment, and growth opportunities. TA in all years exhibit positive skewness.  The mean (median) TA is $995 ($314) million in (ADVANCE \R 1.40tADVANCE \R 1.40-ADVANCE \R 1.401ADVANCE \R 1.40)ADVANCE \R 1.40.  In comparison, TDR firms are larger than Beneish and Press' (1993) sample of covenant violators [mean (median) TA value of $498 ($110) million)], Gilson et al.'s (1990) samples of successful restructuring firms [mean (median) TA of $633 ($101) million], and those that end in a Chapter 11 filing [mean (median) TA of $317 ($49) million].
  The mean and median TA shrink significantly over the three years.  While this may be a sign of financial distress related asset divestitures to pay off the debts and inability to make use of positive net present value investment opportunities, it may also indicate streamlining of operations and prudence in accepting projects, indicative of discipline and efficiency increasing benefits of financial distress.  The decline is consistent with the findings of Beneish and Press (1993) and John and Ofek (1995) for other financially distressed firms.


The distribution of MVE is extremely right-skewed.  Indeed, 49% of TDR firms have lower MVE than the average of the second lowest decile ($37.71 million) of all NYSE stocks in CRSP (see Fama and French, 1992, Table 3), but the MVE of 8% of the sample firms are higher than the average MVE of the eighth decile ($512.86 million).  In year (ADVANCE \R 1.40t-1), the median MVE ($42 million) falls between the first and second size quintiles of 348 IBES firms in 1980 (see Lobo and Mahmoud, 1989).  However, the median is the same as that of covenant violating firms, indicating that the market capitalization of TDR firms are not any lower than those of firms in milder stages of financial distress in year (ADVANCE \R 1.40t-1).  The small average market capitaliza​tion is another indication of the financial distress and the low earnings prospects assessed by the market. There is a considerable loss in MVE (18%) between years (ADVANCE \R 1.40t-1ADVANCE \R 1.40) and (ADVANCE \R 1.40tADVANCE \R 1.40) which is more than recaptured in year (ADVANCE \R 1.40t+1ADVANCE \R 1.40)ADVANCE \R 1.40. The increase is significant and we conclude that the restruc​turing has helped these firms in regaining their lost values.


As expected, TDR firms have either negative or high (positive) book-to-market ratios (BVEADVANCE \R 1.40/ADVANCE \R 1.40MVE) during the three years around their restructuring announcements.  In year (ADVANCE \R 1.40t-1), the mean BVEADVANCE \R 1.40/ADVANCE \R 1.40MVE (1.20) for TDR firms falls into the eighth decile of all stocks that satisfy CRSPADVANCE \R 1.40/ADVANCE \R 1.40COMPUSTAT data requirements (see Fama and French, 1992, Table 4).
  Comparing the mean (median) ratio of 1.20 (1.44) for our sample with the mean (median) ratio of 0.73 (0.75) reported by Gilson (1997) for all COMPUSTAT firms that have the same two-digit SIC codes as his TDR firms indicates how high or overstated this ratio is.  A very high or negative BVEADVANCE \R 1.40/ADVANCE \R 1.40MVE ratio indicates that the firm's stock price has decreased sharply in the pre-announcement period due to its extreme financial distress, discounted market values of its securities or due to persistent negative earnings.  Even though the observed book-to-market ratios may thus be overstated, they still ADVANCE \R 2.85signal poor earnings and growth prospects assessed by the market (Chan and Chen, 1991; Fama and French, 1992, 1993, 1995; Penman, 1996).  Book-to-market has also been used as a proxy for higher liquidation values of assets in financially distressed firms (see e.g., Barth et al., 1998). Though the ratio is very high over the three years, indicative of high abandonment option values of shareholders, it sig​nif​i​cant​ly decreases from year (t) to (t+1) and (t-1) to (t+1) at α=0.00.
 This is indic​a​tive of increasing earnings prospects and perhaps higher going concern values assessed by the market subsequent to a TDR announcement.


Liquidity:  The "working capital (WC)ADVANCE \R 1.40/ADVANCE \R 1.40TA" ratio is very low for the sample firms over the three years showing an acute lack of working capital consistent with Hamer (1985) who finds a lower ratio for the debt restructuring sample than for the bankrupt one.  Both the mean and median values become negative in year (ADVANCE \R 1.40tADVANCE \R 1.40) and they improve in year (ADVANCE \R 1.40t+1ADVANCE \R 1.40), though not significantly.  As Hamer (1985) also notes, most long-term debt becomes current when the company falls into default. Then, it again becomes long-term as violation waivers, extensions are obtained and some of the debt is forgiven.


Similarly, the current ratio (ADVANCE \R 1.40current assets [ADVANCE \R 1.40CAADVANCE \R 1.40]ADVANCE \R 1.40/ADVANCE \R 1.40current liabilities [ADVANCE \R 1.40CLADVANCE \R 1.40]ADVANCE \R 1.40) is the lowest in year (ADVANCE \R 1.40tADVANCE \R 1.40) as the current portion of long-term debt increases.  However, in years (ADVANCE \R 1.40t-1ADVANCE \R 1.40) and (ADVANCE \R 1.40t+1ADVANCE \R 1.40), both the mean and median have reasonable values, not any different than those of covenant violators in Beneish and Press (1993).  This may indicate that the TDR firms' liquidity problems are temporary in nature.  The mean and median values decrease from year (ADVANCE \R 1.40t-1ADVANCE \R 1.40) to (ADVANCE \R 1.40tADVANCE \R 1.40), but increase significantly from year (ADVANCE \R 1.40tADVANCE \R 1.40) to (ADVANCE \R 1.40t+1ADVANCE \R 1.40), suggestive of the beneficial effects of TDR on liquidity.  The mean and median inventory turnover ratios are not very low over the three years even though both the mean and median assume their lowest values in year (ADVANCE \R 1.40tADVANCE \R 1.40)ADVANCE \R 1.40.  Apparently, slow moving merchandise is not the cause of the liquidity problems faced by the sample firms.  Furthermore, the median ratio increases from (ADVANCE \R 1.40t-1ADVANCE \R 1.40) to (ADVANCE \R 1.40t+1ADVANCE \R 1.40) and (ADVANCE \R 1.40tADVANCE \R 1.40) to (ADVANCE \R 1.40t+1ADVANCE \R 1.40).  



Profitability:  The mean/median values of the profitability variables [ADVANCE \R 1.40earnings before interest and taxes (ADVANCE \R 1.40EBITADVANCE \R 1.40), NIADVANCE \R 1.40/ADVANCE \R 1.40TA, and retained earnings (RE)ADVANCE \R 1.40/ADVANCE \R 1.40TAADVANCE \R 1.40] are negative in all three years, except for EBIT, depicting an acute and persistent profitability problem.  There is a significant improvement in NIADVANCE \R 1.40/ADVANCE \R 1.40TA and EBIT from year (ADVANCE \R 1.40tADVANCE \R 1.40) to (ADVANCE \R 1.40t+1ADVANCE \R 1.40), while a significant deterioration is observed in the READVANCE \R 1.40/ADVANCE \R 1.40TA ratio throughout the three years.  This deterioration may be partially caused by the decrease in the denominator over the three years which may have led to a larger negative ratio in later years.  A positive EBIT (except for year tADVANCE \R 1.40) but negative NI and RE may indicate that huge interest expense and/or nonoperating losses have caused these companies to operate at a net loss during these troubled years.  The results are, in general, consistent with Hamer (1985) who finds that only 22% of his sample of 60 TDR firms had positive EBIT and 73% had negative RE prior to their restructuring attempts.


Leverage: Both the mean and median values of "total liabilities (TL)ADVANCE \R 1.40/ADVANCE \R 1.40TA" ratio are very high over the three years, underscoring the highly leveraged nature of these firms.  The mean and median values increase over the three years, significantly from (ADVANCE \R 1.40tADVANCE \R 1.40) to (ADVANCE \R 1.40t+1ADVANCE \R 1.40).  This may be partially due to the decrease in TA over the three years or it may be caused by higher transac​tion costs of reducing leverage observed in private workouts (Gilson, 1997).  In year (ADVANCE \R 1.40t-1ADVANCE \R 1.40), the median ratio of 0.78 is higher than that of 0.62 for covenant-violators (Beneish and Press, 1993) and is consistent with the median values in Gilson et al.'s (1990) successful and unsuccessful TDR samples (0.83 and 0.86) and Gilson's (1997) sample of out-of-court restructurings (0.79). 


The "long-term debt (LTD)ADVANCE \R 1.40/ADVANCE \R 1.40TL" ratio is around 40% in all three years, and one can not reject the null hypothesis of no improvement at conventional significance levels.  Hamer (1985) reports that in year (ADVANCE \R 1.40t-1ADVANCE \R 1.40), this ratio has the lowest value in his TDR sample, in comparison to his nonbankrupt and bankrupt samples and the mean value (ADVANCE \R 1.400.44ADVANCE \R 1.40) is the same as that observed in this study.  Hamer explains that LTD is low for TDR firms because a big portion of LTD becomes cur​rent due to technical and debt service defaults.  The mean and median values are lower than those observed in Gilson et al.'s (1990) successful and unsuc​cess​ful TDR samples. The mean LTDADVANCE \R 1.40/ADVANCE \R 1.40Equity increases signif​i​cant​ly over the three years and no significant change is observed in the medians. As expected, in years (ADVANCE \R 1.40tADVANCE \R 1.40) and (ADVANCE \R 1.40t+1ADVANCE \R 1.40), the "current portion of long-term debt (ADVANCE \R 1.40CLTDADVANCE \R 1.40)ADVANCE \R 1.40/ADVANCE \R 1.40TL" is high and increases significantly from year (ADVANCE \R 1.40t-1ADVANCE \R 1.40) to (ADVANCE \R 1.40t+1ADVANCE \R 1.40).  The results are consistent with Hamer (1985) where the mean CLTDADVANCE \R 1.40/ADVANCE \R 1.40TA ratio is twice as high (13%) in the TDR sample than in the nonbankrupt one.  The ratio is the highest for his bankrupt sample though, suggest​ing that the CLTD increases as financial distress increases. 


We also evaluate the free asset percentage (White, 1983) proxied by "secured debt (SD)/TL" ratio in this study.  The lower this ratio is, the higher the free, non-collaterized assets and the more willing the prospective creditors would be to extend new credit or grant a TDR.  Furthermore, since usually generalizable assets are accepted as collateral, a low ratio suggests remaining assets having high exit values.  In year (ADVANCE \R 1.40t-1ADVANCE \R 1.40), the mean and the median ratios (0.16 and 0.04, respectively) are consistent with those (0.14 and 0.00, respectively) in Gilson et al. (1990).  Hence, prior to the onset of the restructuring, these firms had some free assets, perhaps with high liquidation values, which may have been one reason why creditors have agreed to restructure their claims.  Indeed, the ratio increases from year (ADVANCE \R 1.40t-1ADVANCE \R 1.40) to (ADVANCE \R 1.40t+1ADVANCE \R 1.40).


Debt Service:  The mean and the median "EBIT/Interest Expense" is less than unity in all three years and the mean is negative in year (ADVANCE \R 1.40tADVANCE \R 1.40).  The mean value (0.05) in year (ADVANCE \R 1.40t-1ADVANCE \R 1.40) is even lower than that of Hamer's 1985 TDR sample (0.74) and higher than that of his bankruptcy sample (-0.77).  However, the mean and median values improve from year (ADVANCE \R 1.40tADVANCE \R 1.40) to (ADVANCE \R 1.40t+1ADVANCE \R 1.40) due to the increase in EBIT and/or the decrease in interest expense as a result of restructuring.  


In summary, most financial ratios, which depict extreme deterioration in profitability, financial position and debt service prior to the onset of the restructuring attempt, improve over the restructuring interval.  An exception is the persistency of losses and high leverage.  While this confirms the findings of Gilson (1997) that higher transaction costs observed in out-of-court restructurings hinder the reduction in leverage, it may also result from restructuring gains and debt reductions that go unrecognized in the F/S of many TDR firms.  

Stock Price Evidence:

In this section, we address the question of whether the economic benefits, predicted by extant valua​tion theories and improvement in financial ratios discussed above, are assessed by market participants in forming their expectations about the TDR firm's prospects and hence the prices of their securities.  We perform several market reaction tests to determine whether i) a TDR announcement is informative, ii) the information is fully and unbiasedly impounded upon announce​ment, iii) market participants can distinguish subsequent survivors and consummated TDRs, and iv) market participants react differently to full-settlement versus modifica​tion type TDRs in line with the assessment of the FASB requiring different reporting methods for these two types. 

Announcement and post-announcement excess returns:

In this study, standard event study methodologies (Brown and Warner, 1985) are used on our final sample of 86 TDR firms.  Since ADVANCE \R 2.85the re​struc​turing interval is an extensive period of time as depicted in Table 2,  a firm may undergo one or more restructurings of its different classes of debt, and there is no clear starting or ending day for each, the excess returns are evaluated over both short and long windows around the identified initial announcement day. The event day (ADVANCE \R 1.40tADVANCE \R 1.40=ADVANCE \R 1.400ADVANCE \R 1.40) is defined as the first announcement date in the WSJ, the announcement period as days [ADVANCE \R 1.40-1,ADVANCE \R 2.850ADVANCE \R 2.85], the estima​tion period as days [ADVANCE \R 1.40-340,ADVANCE \R 2.85-339,ADVANCE \R 2.85...,ADVANCE \R 2.85-41ADVANCE \R 1.40]ADVANCE \R 1.40, the short post-an​nounce​ment period as days [ADVANCE \R 1.401,ADVANCE \R 2.852,ADVANCE \R 2.85...,ADVANCE \R 2.8540ADVANCE \R 1.40]ADVANCE \R 1.40, and the long post-announce​ment period as days [ADVANCE \R 1.401,ADVANCE \R 2.852,ADVANCE \R 2.85...,ADVANCE \R 2.85cADVANCE \R 1.40] where c is the consummation date or the date of the last WSJ reference to a previously announced TDR.


While market-adjusted returns (ADVANCE \R 1.40MARADVANCE \R 1.40) are used to obtain the average pre-announcement excess returns, market and risk adjusted excess returns are used for the event period.  Daily excess returns are calculated using the one-factor market model whose parameters are estimated over the 300-trading day estimation period.  The return on the market portfolio is measured as the CRSP equally-weighted index.  The significance of daily and cumulative average excess returns (CAR) is tested using the portfolio test statistic in Brown and Warner (1985).  

  
(Place Table 4 about here)


As shown in Panel A, Table 4, CMAR(-340,ADVANCE \R 1.40-41), market-adjusted CAR in the estima​tion period, is -86.6%.  Over the 300-day estimation period, share​holders have lost approximate​ly 87% value compared to hold​​ing an investment in the market portfolio during the same period.  This is consistent with Gilson et al.'s (1990) finding of an average -134ADVANCE \R 1.40% CMAR over the three years prior to successful restructuring attempts.  The results indicate that the sample TDR firms were in severe financial distress, and that this has already been impounded in their prices. 


As hypothesized, the immediate market reaction to a first-time TDR announcement is signifi​cant​ly positive, indicating that the announcement is informative and has favorable economic consequences for the share​holders.  Panel B of Table 4 shows that the CAR(-1,ADVANCE \R 1.400ADVANCE \R 1.40) and dayADVANCE \R 0.70-ADVANCE \R 0.700 average excess returns are 2.7% (ADVANCE \R 1.40tADVANCE \R 0.70-ADVANCE \R 0.70valueADVANCE \R 0.70=ADVANCE \R 0.703.63ADVANCE \R 1.40) and 2.2% (ADVANCE \R 1.40tADVANCE \R 0.70-ADVANCE \R 0.70valueADVANCE \R 0.70=ADVANCE \R 0.704.17ADVANCE \R 0.70), respectively, both significant at αADVANCE \R 1.40=ADVANCE \R 1.400.00.  ADVANCE \R 7.20Even though the announcement impact on prices seems to be small, a 2.7% response is a respect​able increase in shareholder wealth over a two-day window, especially after the long, persistent loss of value observed in the estimation period.
  Apparently, TDR is not perceived as just another distress announce​ment.  Compared to the CAR(-1,ADVANCE \R 1.401ADVANCE \R 1.40) of -47% upon a bankruptcy announcement (Clark and Weinstein, 1983), the unadjusted returns of -3.8% for the [ADVANCE \R 1.40-1,ADVANCE \R 1.400ADVANCE \R 1.40] window around financial distress news items announced in the WSJI (Thompson et al., 1987), and the CAR(-1,ADVANCE \R 1.400ADVANCE \R 1.40) of -6.3% for the initial or subsequent announce​ments of defaults or restructurings that ultimately end up in bankruptcy (Gilson et al., 1990), private debt restructurings seem to be a value increasing alternative in dealing with financial distress.


Under the portfolio tests reported in Panel C of Table 4, the CAR(1,ADVANCE \R 1.4040ADVANCE \R 1.40) of 6.1% is significantly posi​tive at αADVANCE \R 1.40=ADVANCE \R 1.400.07.  This is not consistent with an instantaneous and full adjustment of prices to publicly available information.  To determine how the shareholders fare during the lengthy restructuring interval, the long-window post-announce​ment returns are also evaluated.  The results should be interpreted with caution though due to the increased probability of Type I errors in long-window tests under the methodologies used (see, e.g., Kothari and Warner, 1997) and the decrease in the sample size after day +40 from 86 to 66 firms for which subsequent TDR related announcements exist in the WSJ.
  The CAR(-1,ADVANCE \R 1.40+330ADVANCE \R 1.40) is 66%, significant​ly different from 0 at α=0.00.  ADVANCE \R 1.40The finding is consistent with Gilson et al.'s (1990ADVANCE \R 1.40) restructuring interval excess returns of 41% for his sample of successful restructurings.  With the caveat that the well known methodological problems in the calculation of long-term excess returns might have caused misspecification errors, it is unlikely that the results are sample-specific.  The shareholders seem to regain almost all the value which was lost in the approximate​ly 14-month pre-TDR period, in approximately the same period of time after the onset of the TDR.


The market reaction results support the informativeness of the announcement and the assessed economic benefits of the restructuring transaction in excess of its costs.  It also suggests that a more complete and consistent recognition of TDR in the F/S would capture the positive change in market's expectations better.  On the other hand, the results may be interpreted as another example of market participants' rational assess​ments of expected returns in an efficient market in spite of the incomplete information made available in F/S.  This latter interpretation would be in line with the argued irrelevance of disclosure versus recognition and the F/S being considered a lagging rather than a leading information source.

Return differences related to the outcome of the TDR attempt:
      In this section, the differential abnormal returns to consummated versus unconsummated TDRs as well as those to subsequently nonbankrupt versus bankrupt firms that filed under Chapter 11 within six months of their TDR attempt are evaluated. The 63 companies whose initial TDRs are considered consummated are those that have unambiguous announcements as to either the consummation, or completion of their TDRs or a final agreement between parties.  For 15 companies, for which there was a clear announcement that TDR was not consummated due to bankruptcy filing (11 firms) or suspension of talks (two firms), or negotiations still continuing after day +330 (two firms), TDR is considered unconsummated.  The remaining eight firms are left out of the two subsamples because the consummation status of their TDRs was uncertain.  Since there is no uncertainty in bankruptcy announcements, all 61 firms for which there is no bankruptcy announcement within five years of the initial announcement are considered nonbankrupt.


As depicted in Table 5, the significantly positive day [ADVANCE \R 1.40-1ADVANCE \R 1.40,ADVANCE \R 1.400ADVANCE \R 1.40] reaction to TDR announce​ment in both consummated and unconsummated TDRs is consistent with the signaling/announce​ment effects.  This finding also indicates that, ex-ante, the market is not able to differentiate between TDRs that will be consummated and those that will not be as of the announcement day, perhaps due to lack of timely disclosure and/or recognition in F/S or other news media.  However, the persistently negative short and long-window (days [ADVANCE \R 1.401ADVANCE \R 1.40,ADVANCE \R 1.4040ADVANCE \R 1.40] and days [ADVANCE \R 1.401ADVANCE \R 1.40,ADVANCE \R 1.40166ADVANCE \R 1.40]ADVANCE \R 1.40) post-announcement excess returns (-9.2% and -28.7%, respectively) that accrue to the shareholders of firms whose TDRs are not consummated indicate that the post-announcement revaluation process is different for consummated and unconsummated TDRs.  As depicted in Figure 1 also, market participants do differentiate between these two outcomes as the uncertainty about the probability of consummation is resolved, probably through subsequent announce​ments or new F/S information.  For the consummated sub​sample, as the probability of consummation approaches unity in the post-announcement period, a strong positive drift in CAR is observed.  The CAR(1,40) and CAR(1,166) are 8.7% and 21.8%, significant at α=0.03 and α=0.01, respectively, consistent with value increasing benefits of consummated TDRs.  Since longer post-announcement excess returns until con​sum​mation can be calculated for this larger sample, the excess returns are accumulated until day +330 also, and the CAR(1,330) is 69.4% (not reported), significant at αADVANCE \R 1.40=ADVANCE \R 1.400.00.  Of course, the results should be interpreted with caution due to the small subsample size for unconsummated TDRs.


(Place Table 5 about here)


Similar, but weaker results are obtained in the comparison of nonbankrupt and bankrupt TDR firms.  Both samples exhibit significantly positive excess returns around the announcement, but the positive CARs in the long post-announcement period [ADVANCE \R 1.401,ADVANCE \R 1.40196ADVANCE \R 1.40] are more significant in the nonbankrupt sample (α=0.00 versus α=0.08).  This indicates that the market can differentiate between successful TDR firms and TDR firms that will end up in bankruptcy reorganizations, only after the announce​ment as the likelihood of bankruptcy becomes more certain as also depicted in Figure 2.  The reason why the differences are not as strong as in the consummated versus unconsummated subsamples might be that only about 10 of the 25 TDR firms in the bankrupt subsample file under Chapter 11 within the 196-day long post-announcement window.  Also, the bankrupt sample includes some firms whose TDRs were previously consummated and thus may have had positive abnormal returns. In conclusion, the market seems to be unable to clearly distinguish pending consummation or bankruptcy as of the announcement date, but does it later on in the post-announcement period. 

                                 (Place Figures 1 and 2 about here)

Return differences related to TDR types as classified by the FASB: 


 Since the current GAAP distinguishes between full-settlements and most modification type debt restructurings, we investigate if a similar distinction is made in the eyes of market participants in valuing the firm.  In other words, do investors value the unrecognized reduction in the PV of a restructured debt and the related gain in most modifications the same way they would the recognized gain and reduction in debt in full-settlements of the debt?  If formal recognition in F/S would make the transaction more informative for market participants and if they perceive full-settlements to be more beneficial for the debtor, we would expect to observe a positive reaction to full-settlements and no reaction or a smaller reaction to modifications.


Twenty two sample firms have actually reported extraordinary debt restructuring gains as a line item in their F/S.  The difference between the average return behavior of these firms considered to have restructured their debt as a full-settlement and the remaining 64 firms, which have either gone through only modifications or modifications and full-settlements but did not choose to or have to report a related extraordinary gain in their F/S is depicted in Table 6.  Surprisingly, while CAR(-1,0) for the "recognized gain" subsample is not sig​nif​i​cant​ly different than 0, it is 3.3% (significant at α=0.00) for the "no gain" subsample.  This unexpected result may be due to the fact that 15 of the 22 firms reporting restructuring gains have gone through an exchange of debt with equity, to fully settle their debt, for which negative CARs have consistently been reported in the literature. In such TDRs, the favorable effect of a TDR on returns may have been offset by the effect of a debt-to-equity exchange which reduces leverage, causes claim dilution and is considered an unfavorable signal.  However, both groups have significantly positive average day-0 and similarly high excess returns within the post-announce​ment period of over a year (43% and 50%) as depicted in Table 6. 


(Place Table 6 about here)


The results indicate that modifications for which no gain is recognized cause at least as significant positive announcement and post-announcement price revisions as full-settlements.  Thus, market participants' assessment of the importance and benefits of the two types of TDR does not support the FASB's different reporting requirements.  A consistent standard would have required recogni​tion of both, and in doing so better serve the interpretative, predictive, and confirmatory roles of the F/S (Foster, 1986).  The results also suggest that market participants do not respond to current period results only (the myopic hypothesis) and to the reported bottom line of F/S (the mechanistic hypothesis), and do rationally consider the economic effects of future cash flow changes in their assessments consistent with market efficiency.  This may indicate the unimportance of F/S information in an efficient market where participants correctly respond to more timely sources.  Accordingly, the disclosure versus recognition issue may be mute since the different reporting methods for the two types have not resulted in a differential market perception.

VI. VALUE-RELEVANCE OF BOTTOM LINES OF TDR FIRMS

The accounting valuation tests employed here are based on the theoretical EBO model and its empirical applications which suggest that both reported income and book value are priced (Ohlson and Penman, 1992; Ohlson, 1995; Penman, 1997; Collins et al., 1997).  Another reason for our focus on both earnings and BVE is that the restructuring transaction affects both earnings (through the restructuring gain) and BVE (through the reduction in the PV of the outstanding debt).  Finally, the evidence provided by prior research indicates that the role of net income diminishes while book value becomes a more important determinant of equity value in financially distressed firms, firms with losses, and firms with low earnings/book value (Penman, 1997; Burgstahler and Dichev, 1997; Barth et al., 1998; Collins et al., 1999). 


The empirical and theoretical evidence presented so far suggests that a TDR is  economically beneficial to shareholders of the debtor firm and informative to market participants. Hence. we expect and find that the prices (the left-hand-side of the valuation equation) reflect this anticipated future cash-flow (earnings) potential.  However, the current accounting standard does not allow the recognition of a correctly calculated restructuring gain and the reduction in the liability in most modification type TDRs.  To the extent that current reported book values and earnings (the right-hand-side) are not informative of such anticipated earnings, we expect the valuation coefficients of earnings and BVE to be lower and even insignificant.  Furthermore,  we expect financially distressed TDR firms' book values to be more value relevant than their net incomes as prior valuation research suggests.  Hence, our objective is to determine the differential valuation effects of BVE and NI in TDR firms.  We are also interested in how their value-relevance changes over the restructuring interval as the level of financial distress changes and as restructuring related information is recognized or disclosed in the F/S.


Accordingly, we first regress MVE on the F/S bottom lines.  Then we partition the bottom line numbers to include a net income dummy (NIdummy) for negative earnings, and assets and liabilities components of book value as the latter is directly effected by the restructuring transaction.  The basic EBO model specifications estimated for the three years centered around the announcement year (ADVANCE \R 1.40tADVANCE \R 1.40), are the following: 

     MVEADVANCE \R 1.40iADVANCE \R 0.70t = β(ADVANCE \R 0.70t + β1t BVEADVANCE \R 1.40iADVANCE \R 0.70t + β2ADVANCE \R 1.40t NIADVANCE \R 0.70iADVANCE \R 0.70t + εADVANCE \R 0.70iADVANCE \R 0.70t                                            
(5)

     MVEADVANCE \R 1.40iADVANCE \R 0.70t = β(ADVANCE \R 0.70t + β1t TAADVANCE \R 1.40iADVANCE \R 0.70t + β2ADVANCE \R 1.40t TLADVANCE \R 1.40iADVANCE \R 0.70t + β3ADVANCE \R 1.40t NIADVANCE \R 0.70iADVANCE \R 0.70t + β4ADVANCE \R 1.40t NIdummyADVANCE \R 0.70iADVANCE \R 0.70t + εADVANCE \R 0.70iADVANCE \R 0.70t                  
(6)

where, i and t are the firm and year subscripts, respectively, and the variables, all defined previously, are deflated by the number of common stock shares outstanding at each fiscal year end to control for size differences.


Table 7 shows that whether it is used alone or with NI, BVE always has a significant coefficient estimate and results in a better specified model when included.  The coefficient estimate for NI is significant only in year (t) as suggested by prior research.  The coefficient estimate of the NIdummy is significant and has the expected negative sign. The disaggregated components of book value, TA and TL, are significant and have the correct signs.  These results consistently hold in all three years.  While the explanatory power of the model which inclides NI as the only regressor deteriorates, the explanatory power of the models which include BVE or TA and TL improves over the three years. We conclude that BVE and its components are more value relevant than NI in TDR firms.  NI has very low or no value-relevance either due to the non-recognition and/or incorrect measurement of the restructuring gain or its general lack of value-relevance in financially distressed firms as observed in prior research.  Furthermore, the valuation effects of the significant explanatory variables increase over the restructuring interval suggesting that the TDR related information has improved the value-relevance of the accounting numbers. 


(Place Table 7 about here)


Next, we estimate the following model where TL is further partitioned to determine the value-relevance of the dollar amount of debt restructured (used here as a proxy for the reduction in the PV of the pre-restructuring debt) disclosed in the footnotes related to the attempted TDR in the (ADVANCE \R 1.40yearADVANCE \R 1.40-ADVANCE \R 1.40tADVANCE \R 1.40) F/S of 77 sample firms:

  MVEADVANCE \R 1.40iADVANCE \R 0.70t = β(ADVANCE \R 0.70tADVANCE \R 2.85+ADVANCE \R 2.85β1t TAADVANCE \R 1.40iADVANCE \R 0.70tADVANCE \R 2.85+ADVANCE \R 2.85β2ADVANCE \R 1.40t (ADVANCE \R 1.40TLADVANCE \R 1.40-ADVANCE \R 1.40ARADVANCE \R 1.40)ADVANCE \R 1.40iADVANCE \R 0.70tADVANCE \R 2.85+ADVANCE \R 2.85β3ADVANCE \R 1.40t ARADVANCE \R 0.70iADVANCE \R 0.70tADVANCE \R 2.85+ADVANCE \R 2.85β4ADVANCE \R 1.40t NIADVANCE \R 0.70iADVANCE \R 0.70tADVANCE \R 2.85+ADVANCE \R 2.85β5ADVANCE \R 1.40t NIdummyADVANCE \R 0.70iADVANCE \R 0.70tADVANCE \R 2.85+ADVANCE \R 2.85εADVANCE \R 0.70iADVANCE \R 0.70t   
(7)

where, AR is the amount of debt restructured, (ADVANCE \R 1.40TLADVANCE \R 1.40-ADVANCE \R 1.40ARADVANCE \R 0.70) is the remaining liabilities of the firm and all the other variables are as defined earlier. As the results in Panel A of Table 8 indicate, the model is well-specified, with significant coefficient estimates that have the correct signs for all the variables with the exception of NI and has the highest R-squared metric (63%) among all the specifications tested.  Under the caveat that the use of ADVANCE \R 1.40R2ADVANCE \R 1.40 in making inferences on incremental value-relevance has its limitations, the difference between the R2s of regressions estimated in (6) and (7) can be attributed to the incremental explanatory power of the disclosed amount of debt restructured (ADVANCE \R 1.4063%ADVANCE \R 1.40-ADVANCE \R 1.4044%ADVANCE \R 1.40 =ADVANCE \R 1.4019%ADVANCE \R 1.40).


(Place Table 8 about here)


Next, we estimate the specification in which NI is partitioned into NI before debt restructuring gain (ADVANCE \R 1.40NIBRGADVANCE \R 1.40) and the recognized gain (ADVANCE \R 1.40RGADVANCE \R 1.40) components.  The latter is reported as an extraordinary gain in the F/S of 26 sample firms, either in period (ADVANCE \R 1.40tADVANCE \R 1.40) or (ADVANCE \R 1.40tADVANCE \R 1.40+1) as the restructuring is consummated, in accordance with SFAS No. 15.  Accordingly, all variables are measured in year (ADVANCE \R 1.40tADVANCE \R 1.40) or (ADVANCE \R 1.40tADVANCE \R 1.40+1) in which the restructuring gain is recognized.  An interaction term (ADVANCE \R 1.40RGADVANCE \R 2.15*ADVANCE \R 2.15NIBRGdummyADVANCE \R 1.40) is also included to determine if the recognized restructuring gain would be more relevant for loss firms.  The previous results leads to the expectation that the coefficient estimates for the income partitions would be higher and that the coefficient for the recognized gain would be significant.  Panel B in Table 8 depicts the results for the following regression equation:  

  MVEADVANCE \R 1.40iADVANCE \R 0.70tADVANCE \R 2.85=ADVANCE \R 2.85β(ADVANCE \R 0.70tADVANCE \R 2.85+ADVANCE \R 2.85β1t BVEADVANCE \R 0.70iADVANCE \R 0.70tADVANCE \R 2.85+ADVANCE \R 2.85β2ADVANCE \R 1.40t NIBRGADVANCE \R 1.40iADVANCE \R 0.70tADVANCE \R 2.85+ADVANCE \R 2.85β3ADVANCE \R 1.40t RGADVANCE \R 0.70iADVANCE \R 0.70tADVANCE \R 2.85+ADVANCE \R 2.85β4ADVANCE \R 1.40t RGADVANCE \R 0.70iADVANCE \R 0.70t*NIBRGdummyADVANCE \R 0.70iADVANCE \R 0.70tADVANCE \R 2.85+ADVANCE \R 2.85εADVANCE \R 0.70iADVANCE \R 0.70t   
(8)


Contrary to initial expectations, all coefficient estimates, except that of BVE, turn out to be insignificant.  While the (insignificant) coefficient estimate of the recognized gain has the wrong sign, the (insignificant) coefficient estimate for the interaction term for negative NIBRGdummy is large and has the correct sign.  There may be several explanations for this unexpected result:  i) the finding supports the previous research which finds that NI and its components are not value relevant for financially distressed firms with low going-concern values;  ii) the market views the extraordinary gain as a one-time, transitory gain (Elliott and Hanna, 1996; Burgstahler et al., 1999);  iii) due to the adverse economic conditions faced by these firms, investors use a higher rate to discount their expected future cash flows, leading to lower or insignificant earnings valuation coefficients;  iv) the measurement error in the recognized gain and other components of earnings due to extant accounting standards do not help reflect economic consequences of certain transactions;  v) the small size of sample firms reporting recognized gains (ADVANCE \R 1.40nADVANCE \R 1.40=ADVANCE \R 1.4026ADVANCE \R 1.40) which reduces the power of the tests employed.  Only rationale (iv) and (v) are consistent with our original expectations.  The disclosed information on the amount of debt restructured is more value relevant, in terms of association with prices, compared to the one-time extraordinary gain.


Finally, value-relevance of the bottom lines in various partitions of the TDR sample are examined, with results reported in Table 9.  We first test the change in the value-relevance subsequent to the promulgation of the SFAS No. 15 in 1977 and find that the overall explanatory power of the regressions decline (R2 decreases from 0.81 to 0.58) indicating that the market participants find the bottom lines measured according to the new standard less informative of prices.  Next value-relevance in the 54 TDR firms that go through a single restructuring attempt versus 27 firms with several attempts is tested.  We find that multiple attempts seem to increase the value-relevance of NI, at the expense of TA and TL components of BVE.  This might indicate that the transaction is not perceived as a one-time, transitory item for such firms.  The last test indicates that for the 125 firm-years with no recognized restructuring gains, over years (ADVANCE \R 1.40tADVANCE \R 1.40) or (ADVANCE \R 1.40tADVANCE \R 1.40+1), the coefficients for BVE and NI partitions are more significant compared to those for the 26 firm-years with a reported extraordinary gain.  In summary, the promulgation of the accounting standard and the mandated reporting method for recognized TDRs seem to have further mitigated the role of NI in the valuation of TDR firms. 


(Place Table 9 about here)

VII.  SUMMARY AND CONCLUSIONS

Prior research on TDR has found significantly different financial charac​ter​istics, lower direct and indirect costs, and significantly higher announcement and post-announcement excess returns for private restructurings compared to those that end in bankruptcy courts.  This study, for the first time, utilizes extant firm valuation theories to predict such beneficial consequences.  The cash flow, option pricing, signaling, optimal capital structure, and positive theories and the EBO model of accounting valuation predict an increase in shareholder value and/or wealth transfers from existing creditors as a result of a troubled debt restructuring.


To test these predictions, we first examine the financial characteristics of a sample of 86 financially distressed firms which have announced their first-time serious intent of privately restructuring their troubled debt over a restructuring interval of three years.  Overall, the evidence suggests that the financial profiles of TDR firms are affect​ed favorably by the onset of a TDR attempt.  Given market efficiency, these improvements should be re​flect​ed in their assessed probability of bankruptcy and hence lead to an improvement in firm value, as early as the announcement date of TDR. 


Indeed, the market reaction tests performed on sample firms reveal that significantly positive announcement and post-announcement abnormal returns accrue to their shareholders.  Furthermore, the higher positive market response to subsequently consummated and successful TDRs support the beneficial economic consequences of TDR, but indicate that the market can not predict this success as of the announcement date.  These results provide a basic incentive for the shareholders and managers to deal with financial distress through private workouts.


The paper also includes a comprehensive critique of the SFAS No. 15.  We argue that its reporting requirements for modification type TDRs are inconsistent with the Conceptual Framework of the FASB, their prior and more recent promulgations and, hence, do not live up to the recently discussed attributes of "high-quality" and "user relevance" in accounting standards.  Market reaction tests performed on relevant subsamples also reveal that the response to modification type TDRs that mostly go unrecognized is as significant as that of recognized full-settlements.  Apparently, the FASB's and the market participants perceptions of information content and value-relevance of debt restructuring information are not the same. 


To provide the link to reported F/S numbers, we finally use a valuation model conditional on both reported income and book value based on Ohlson (1995) to assess the statistical association between the market values of sample firms and their reported bottom lines and the change in the association over the restructuring interval.  The findings indicate that book value and its component "dollar amount of debt restructured" disclosed in the footnotes are value relevant while net income and its partition "extraordinary restructuring gain" recognized in the F/S are not value relevant. This supports the evidence in prior research on value-relevance in financially distressed firms, loss firms and firms that report special gain or loss items.


The findings have several accounting policy implications.  A theoretical and empirical understanding of both the costs and benefits of the TDR stage in the financial distress continuum should be helpful in the decision making processes of all users of market and F/S based information.  The investors' and creditors' demand for information, and hence F/S preparers' and policy makers' supply of informa​tion may be altered as a result of understanding the economic consequences of TDR.  Accordingly, the present and potential creditors and investors may demand more timely disclosure of TDR attempts and more economically revealing adjustments to F/S numbers as a result of all types of TDR.  This may help the creditors assess the riskiness of the company better and thus write up more optimal debt contracts.  Similarly, it may be useful to investors in predicting the amount, timing, and riskiness of the returns from their investments in these firms and in developing contrarian trading strategies based on investing in financially distressed firms. 


Given TDR is beneficial to the debtor firm and has information content while the current method of accounting for TDRs does not lead to more value relevant bottom lines, the current GAAP is not congruent with the market's expectations of future returns, and thus, a reconsidera​tion of the debtor's accounting is justified. 


ENDNOTES

REFERENCES
Aksu, M. 2000. The effect of size, book-to-market ratio, and prior distress information on excess

     returns to troubled debt restructuring firms. Working paper, Koç University, Istanbul.

Altman, I., and G. Subrahmanyam. 1985. Recent Advances in Corporate Finance. Homewood, IL:

     Richard D. Irwin.

American Institute of Certified Public Accountants. ADVANCE \L 1.401973-1986. Accounting ADVANCE \L 1.40Trends & Techniques.

     New York, NY: AICPA.

          . 1971. Interest on Receivables and Payables. APB No. 21. New York, NY: AICPA.

          . 1972. Early Extinguishment of Debt. APB No. 26. New York, NY: AICPA.

Amir, E., and A. Ziv. 1997. Recognition, disclosure or delay: Timing the adoption of SFAS No.

     106. Journal of Accounting Research 35 (Spring):  61-81.

Asher, J. 1976. Proposed accounting rule called disaster by banks. Banking (August): 33.

Barth, M. E., W. H. Beaver, and W. R. Landsman. 1998. Relative valuation roles of equity book

     value and net income as a function of financial health. Journal of Accounting & Economics 

     25: 1-34.

Beneish, M. D., and E. Press. 1993. Costs of technical violation of accounting-based debt

     covenants. The Accounting Review 68 (April): 233-257.

         . 1995. The resolution of technical default. The Accounting Review 70, 337-353.

Beresford, D. R., and R. D. Neary. 1977. Accounting approach to troubled debt restructurings

     advocated by FASB. Financial Executive (March): 6.

Bernard, V., and K. Schipper. 1994. Recognition and disclosure in financial reporting. Working

     paper, University of Michigan, Ann Harbor, MI and University of Chicago, Chicago, IL.

Black, F., and M. Scholes. 1973. The pricing of options and corporate liabilities. Journal of Political

     Economy (May-June): 637-654.

Brennan, M., and E. Schwartz. 1978. Corporate income taxes, valuation and the problem of optimal

     capital structure. Journal of Business 51: 103-115. 

Brown, D. T., C. M. James, and R. M. Mooradian. 1993. The information content of distressed re-

     truc​turings involving public and private debt claims. Journal of Financial Economics 33: 93-118.

Brown, S. and J. Warner. 1985. Using daily stock returns:  The case of event studies. Journal of

     Financial Economics 14: 3-31.

 Burgstahler, D. C., and I. D. Dichev. 1997. Earnings, adaptation and equity value. The Accounting

     Review 72 (April): 187-215.

          ., J. Jiambalvo, and T. Shevlin. 1999. Time-series properties and pricing of the special items

     component of earnings. Working paper, University of Washington, Seattle, WA.

Chan, K. C., and N. F. Chen. 1991. Structural and return characteristics of small and large firms.

     The Journal of Finance 46: 1467-1484.

Chatterjee, S., U. Dhillon, and G. Ramirez. 1995. Coercive tender and exchange offers in distressed

     high-yield debt restructurings: An empirical analysis. Journal of Financial Economics 38:

     333-359.

Clark T., and M. Weinstein. 1983. The behavior of the common stock of bankrupt firms. The
     Journal of Finance (May): 289-304.

Collins, D. W., E. L. Maydew, and I. S. Weiss. 1997. Changes in the value-relevance of earnings

     and book values over the past forty years. Journal of Accounting & Economics 24: 39-67.

          ., M. Pincus, and H. Xie. 1999. Equity valuation and negative earnings: The role of book

     value of equity. The Accounting Review 74 (January): 29-61.

Dennis, D. K. and J. J. McConnell. 1986. Corporate mergers and security returns. Journal of
     Financial Economics 16: 143-187.

Di Napoli, D., S. C. Sigoloff, and R. F. Cushman, eds. 1991. Workouts and Turnarounds: The
     Handbook of Restructuring and Investing in Distressed Companies. Homewood, IL: Richard

     Irwin.

Elliot J. and J. D. Hanna. 1996. Repeated accounting write-offs and the information content of

     earnings. Journal of Accounting Research 34 (Supplement): 135-155.

Fama, E. F., and K. R. French. 1992. The cross-section of expected stock returns. The Journal of

     Finance 47 (June): 427-465.

          . 1993. Common risk factors in the returns on stocks and bonds. Journal of Financial
     Economics 33: 3-56.

          . 1995. Size and book-to-market factors in earnings and returns. The Journal of Finance 50

     (March): 131-155.

Financial Accounting Standards Board. 1974. Imputing Interest on Debt Arrangements Made Under

     the Federal Bankruptcy Act (APB Opinion No. 21). Interpretation No. 2. Stamford, CT:  FASB.

          . 1975. Reporting Gains and Losses from Extinguishment of Debt. SFAS No. 4. Stamford,

     CT:  FASB.

          . 1977. Accounting by Debtors and Creditors for Troubled Debt Restructurings. SFAS No.

     15. Stamford, CT:  FASB.

          . 1983. Extinguishment of Debt. SFAS No. 76.  Stamford, CT:  FASB.

          . 1984. Recognition and Measurement in Financial Statements of Business Enterprises.

     Statement of Concepts No. 5.  Stamford, CT:  FASB.

          . 1985. Elements of Financial Statements. Statement of Concepts No. 6. Stamford, 

     CT:  FASB.

          . 1991. Disclosures About Fair Value of Financial Instruments. SFAS No. 107. Stamford,

     CT:  FASB.

          . 1993. Accounting by Creditors for Impairment of a Loan. SFAS No. 114. Stamford, 

     CT:  FASB.

          . 1993. Accounting for Certain Investments in Debt and Equity Securities. SFAS No. 115.

     Stamford, CT:  FASB.

          . 1994. Accounting by Creditors for Impairments of a Loan - Income Recognition and
     Disclosures. SFAS No. 118. Stamford, CT:  FASB.

          . 1994. Disclosure About Derivative Financial Instruments and Fair Value of Financial
     Instruments.  SFAS No. 119. Stamford, CT:  FASB.

          . 1995. Accounting for the Impairment of Long-Lived Assets and for Long-Lived Assets to

     be Disposed of. SFAS No. 121. Stamford, CT:  FASB.

Foster, G. 1986. Financial Statement Analysis. Englewood Cliffs, NJ: Prentice-Hall.

Franks, J., and W. Torous. 1994. Financial recontracting of firms in distress. Journal of Financial

     Economics 35: 349-370.

Galai, D., and R. Masulis. 1976. The option pricing model and the risk factor of stock. Journal of

     Financial Economics 3: 53-81.

Gilson, S. C. 1990. Bankruptcy, boards, banks, and blockholders: Evidence on changes in corporate

     ownership and control when firms default. Journal of Financial Economics 27:  355-387.

          . 1997. Transaction costs and capital structure choice: Evidence from financially distressed

     firms. The Journal of Finance 52 (March): 161-196.

          ., K. John, and L. Lang. 1990. Troubled debt restructurings: An empirical study of private

     reorganization of firms in default. Journal of Financial Economics 27: 315-353.

          ., and M. Vetsuypens. 1993. CEO compensation in financially distressed firms. Journal of

     Finance 48: 425-458.

Giroux, G., and E. Wiggins. 1983. Chapter XI and corporate resuscitation. Financial Executive
     (December): 36-41.

Gregory, J. J., and S. J. Young. 1998. Bridging the gap: Who can bring a user focus to business

     reporting? Accounting Horizons 12 (June): 154-159.

Hamer, J. 1985. Troubled Debt Restructuring: An Alternative to Bankruptcy. Research for Business

     Decisions, No. 81, Ann Arbor, MI: UMI Research Press.

Haugh, G. 1976. Issue and debate: The controversy over restructured debt. Journal of Accountancy
     (December): 82-86.

Hayn, C. 1995. The information content of losses. Journal of Financial Economics 20: 125-153.

Healy, P. M., and K. G. Palepu, 1993. The effect of firms' financial disclosure strategies on stock

     prices. Accounting Horizons (March): 1-11.

Imhoff, E. A., R. C. Lipe, and D. W. Wright. 1991. Operating leases: Impact of constructive

     capitalization. Accounting Horizons (March): 51-63.

          . 1993. The effects of recognition versus disclosure on shareholder risk and executive

     compensa​tion. Journal of Accounting, Auditing and Finance 8 (Fall): 335-368. 

          . 1995. Is footnote disclosure an adequate alternative to financial statement recognition?

     The Journal of Financial Statement Analysis 1 (Fall): 70-81.

Jensen, M. C. 1989a. Active investors, LBOs, and the privatization of bankruptcy. Journal of

     Applied Corporate Finance (February): 35-44.

          . 1989b. Eclipse of the public corporation. Harvard Business Review (September-October):

     61-74.

John, K. and E. Ofek. 1995. Asset sales and increase in focus. Journal of Financial Economics  

     37: 105-126.

Johnson, L. T. 1992. Research on disclosure. Accounting Horizons 6 (March): 101-103.

Kothari, S. P., J. Shanken, and R. G. Sloan. 1992. Another look at the cross-section of expected

     stock returns. Working paper, University of Rochester, Rochester, NY.

            , and J. Warner. 1997. Measuring long horizon security price performance. Journal

     of Financial Economics 43, 301-339.

Levitt, A. 1998. The importance of high quality accounting standards. Accounting Horizons 12

     (March): 79-82.

Lobo, G. J., and A. H. W. Mahmoud. 1989. Relationship between differential amounts of prior

     informa​tion and security return variability. Journal of Accounting Research 27: 116-134.

Lummer, S. L., and J. J. McConnell. 1989. Further evidence on the bank lending process and the

     capital-market response to bank loan agreements. Journal of Financial Economics 25:  99-122.

Myers, S. 1977. The determinants of corporate borrowing. Journal of Financial Economics 5:  

     147-175.

          ., and N. Majluf. 1984. Corporate financing and investment decisions when firms have

     information that investors do not have. Journal of Financial Accounting 13: 187-221.

Ohlson, J. A. 1980. Financial ratios and the probabilistic prediction of bankruptcy. Journal of

     Accounting Research 18 (Spring): 109-131.

          . 1991. The theory of value and earnings, and an introduction to the Ball-Brown analysis.

     Contemporary Accounting Research (Fall): 1-19.

          . 1995. Earnings, book values and dividends in security valuation. Contemporary Accounting

     Research 11 (Spring): 661-688.

          ., and S. H. Penman. 1992. Diaggregated accounting data as explanatory variables for

     returns. Journal of Accounting, Auditing & Finance (Fall): 553-573.

Penman, S. H. 1996. The articulation of price-earnings ratios and market-to-book ratios and the

     evaluation of growth. Journal of Accounting Research 34 (Autumn): 235-259.

          . 1997. Combining earnings and book value in equity valuation.  Working paper, University

     of California, Berkeley, CA. 

Robicheck, A., and S. Myers. 1965. Optimal Financing Decisions.  Englewood Cliffs: NJ.

Ross, S. 1976. The determination of financial structure: The incentive-signaling approach. The Bell

     Journal of Economics: 23-40.

Schipper, K. 1994. Academic accounting research and the standard setting process. Accounting
     Horizons (December): 61-73.

Stickel, S. E. 1985. The effect of Value Line investment survey rank changes on common stock

     prices. Journal of Financial Economics 14: 121-144.

Sweeney, A. P. 1991. Switching costs and the history of accounting choices: The debt hypothesis.

     Working paper, University of Rochester, Rochester, NY.

Thompson II, R. B., C. Olsen, and J. R. Dietrich. 1987. Attributes of news about firms: An analysis

     of firm-specific news reported in the Wall Street Journal Index. Journal of Accounting Research
     25: 245-274.

Weiss, L. 1990. Bankruptcy resolution: Direct costs and violation of priority of claims. Journal of

     Financial Economics 27: 285-314.  

White, M. J. 1983. The behavior of firms in financial distress. The Journal of Finance 38 (May):

     477-488.

Wruck, K. 1990. Financial distress, reorganization, and organizational efficiency. Journal of
     Financial Economics 27: 419-444.


TABLE 1

BREAKDOWN OF TDR FIRMS BY YEARS AND OUTCOMES

════════════════════════════════════
Panel A:  Breakdown of Initial TDRs by Years
────────────────────────────────────



Years
     
     No. of Firms

────────────────────────────────────



1973


   3




1974


   4




1975


   7




1976


  ADVANCE \L 2.1510




1977


   0




1978


   5




1979


   3




1980


   7




1981


   7




1982


   4




1983


   5




1984


   7




1985


   9




1986


   4




1987


   7




1988


   4




      


  ---




Total 

  
  86

- - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - 

Panel B:  Breakdown of TDRs by Outcomes
────────────────────────────────────


Outcome




    ADVANCE \L 17.25No. of TDR Firms

────────────────────────────────────

Liquidated within two years                


 ADVANCE \R 2.153*

Files Chapter 11 (6 months-1 year of TDR)


13*

Files Chapter 11 (1-2 years of TDR)



 ADVANCE \R 2.153*

Files Chapter 11 (2-5 years of TDR)



 ADVANCE \R 2.157*

Merger/acquisition within 5 years



15


Name change / reorganization within 5 years


 ADVANCE \R 2.156


Continues to exist after 5 years



39










---


Total          






86
────────────────────────────────────
 * For 26 firms (30.23%), TDR is considered to have failed in helping the firm.

TABLE 2

TYPES, DOLLAR AMOUNT AND DURATION OF TDRs

═══════════════════════════════════════

Panel A:
 
TDR types according to the FASB's classification

1. Full-settlements






30%


2. Modification of terms





49%


3. Both types







21%


Panel B:
  
Dollar amount and duration of TDRs





     
   n        ADVANCE \R 1.40mean      ADVANCE \R 1.40median    minimum    maximum

1. Amount ($) of debt restructured


   ADVANCE \R 2.15(in millions)


     
  82      258.99      ADVANCE \R 1.4073.4           ADVANCE \R 6.451        4100


2. Debt restructuredADVANCE \R 1.40/ADVANCE \R 1.40Total debttADVANCE \R 1.40─1
  82        ADVANCE \R 4.300.47      ADVANCE \R 1.400.48       0.007        ADVANCE \R 2.151.23


3. Restructuring intervalADVANCE \R 1.40a  


   ADVANCE \R 2.15(in calendar days)

    
  65         ADVANCE \R 4.30201       ADVANCE \R 1.40151          ADVANCE \R 3.6026         ADVANCE \R 2.15640

_____________________________________________________________________________

  a Time from initial TDR announcement until either the consummation of TDR or the last WSJ reference to the previously announced TDR.

TABLE 3
FINANCIAL PROFILES OF THE TDR FIRMS AROUND THE ANNOUNCEMENT OF A PRIVATE RESTRUCTURING ATTEMPT
═══════════════════════════════════════════════════════════════════════════════════════
                                                                       
                              ADVANCE \L 32.40Wilcoxon Matched-Pairs                       ADVANCE \L 28.5Matched-Pairs
                             ADVANCE \R 37.40TDR Firms             
                                                          ADVANCE \L 80.60Signed-Ranks Test                          ADVANCE \L 4.30t-Test
                   
 ADVANCE \L 1.40 ───────────────────  ADVANCE \L 1.40 

 ───────────────────
  ────────────────
                                                        

                                                      p - v a l u eADVANCE \R 1.40a 

                                                          

              ADVANCE \R 13.65 ─────────────────────────────────────
Characteristic
  ADVANCE \L 0.70n
Mean    Median
  Min.
Max.
          ADVANCE \L 9.35t-1 to t+1
      ADVANCE \L 12.95t to t+1           ADVANCE \L 9.35t-1 to t+1                 ADVANCE \L 16.55t to t+1

────────────────────────────────────────────────  ────────────────    ─────────────────
( Size
    Total Assets ($ million)ADVANCE \R 1.40b

t-1
  86
995.01
 314.08
   11.79
 12555.50
       
0.00

         0.00


  t
  81
959.71
 282.92
    6.38
 13656.40
       

     0.00


     0.02


t+1
  75
951.74
 270.65
    4.71
 14358.50
       
          
        
       
        
         

   Market Value of Equity ($ million)


t-1
  86      
196.87
  42.27
    1.02
  3930.64
       
0.11

         0.35


  t
  79      
162.99
  28.65
    0.17
  3991.19


     0.07


     0.06


t+1
  70      
217.34
  33.38
    0.29
  5301.24
       
          
        
       
        
         

   Book-to-Market Value 


t-1
  83      
  1.20
   1.44        ADVANCE \R 1.40-9.07
     9.15
       
0.00

         0.01


  t
  79      
  1.02
   0.75       -19.60
    77.48
       

     0.00


     0.03


t+1
  70          -2.03
   0.44       -69.70
     5.06
       
          
        
       
         
         

( Liquidity
   Working Capital/Total Assets


t-1
  79       
 0.02
   0.07        ADVANCE \R 1.40-0.95
     0.67
       
0.24

        0.22


  t
  74         ADVANCE \L 0.70-0.08
   0.02        ADVANCE \R 1.40-2.08
     0.49
       

     0.17


     0.27


t+1
  67       
 0.01
   0.11        ADVANCE \R 1.40-2.01
     0.57
       
   ADVANCE \R 2.85      
  ADVANCE \R 2.15    
       
        
         

   Current Ratio:  Current Assets/Current Liabilities


t-1
  79       
 1.44
   1.24
    0.02
     6.29
       
0.26

      0.47


  t
  74       
 1.24
   1.06
    0.00
     7.45
       

     0.06


     0.01


t+1
  67       
 1.55
   1.47
    0.02
     5.95
       
   ADVANCE \R 2.85       
  ADVANCE \R 2.15    
       
        
         

   Inventory Turnover:  Cost of Goods Sold/Inventory


t-1
  70       
 8.48
   4.13
    0.98
    54.48
       
0.00

      0.03


  t
  65       
 9.50
   4.06
    0.80
    72.91
       

     0.03


     0.05


t+1
  61       
11.37
   4.56
    0.81
    71.27
       
  ADVANCE \R 2.15        
  ADVANCE \R 2.15    
       
        
         

( Profitability
   Income Before Interest & Taxes ($ million)


t-1
  85       
17.89
   1.76      -826.90
  1324.89
       
0.48

      0.48


  t
  81         ADVANCE \R 0.70-6.24
   0.50     ADVANCE \L 1.40-1265.40
  1399.23
       

     0.01


     0.15


t+1
  75       
21.56
   2.71      -706.82
  1792.33
       
  ADVANCE \R 2.15     
      
       
        
         

   Net Income/Total AssetsADVANCE \R 1.40              


t-1
  86         -0.10         -0.05        ADVANCE \R 1.40-0.99
     0.10
       
0.28

      0.10


  t
  81         -0.15         -0.08        ADVANCE \R 1.40-1.44
     0.63
       

     0.03


     0.03


t+1
  75         -0.05         -0.01        ADVANCE \R 1.40-0.63
     0.42
       
  ADVANCE \R 2.15     
  ADVANCE \R 2.15    
       
        
         


TABLE 3 (Continued)
═══════════════════════════════════════════════════════════════════════════════════════
                                                                       
                              ADVANCE \L 32.40Wilcoxon Matched-Pairs                       ADVANCE \L 28.5Matched-Pairs
                             ADVANCE \R 37.40TDR Firms             
                                                          ADVANCE \L 80.60Signed-Ranks Test                          ADVANCE \L 4.30t-Test
                   
 ADVANCE \L 1.40 ───────────────────  ADVANCE \L 1.40 

 ───────────────────
  ────────────────
                                                        

                                                      p - v a l u eADVANCE \R 1.40a 

                                                          

              ADVANCE \R 13.65 ─────────────────────────────────────
Characteristic
  ADVANCE \L 0.70n
Mean    Median
  Min.
Max.
          ADVANCE \L 9.35t-1 to t+1
      ADVANCE \L 12.95t to t+1           ADVANCE \L 9.35t-1 to t+1                 ADVANCE \L 16.55t to t+1

────────────────────────────────────────────────  ────────────────    ─────────────────
   Retained Earnings/Total AssetsADVANCE \R 1.40b           


t-1
  86          ADVANCE \L 2.15-0.03
   0.02
  ADVANCE \L 1.40-1.30
     0.56 

0.00

      0.00                  


  t
  81          ADVANCE \L 2.15-0.21        ADVANCE \R 2.15-0.11
  ADVANCE \L 1.40-2.19
     0.55
       

     0.00


     0.00


t+1
  74          ADVANCE \L 2.15-0.28        ADVANCE \R 2.15-0.19
  ADVANCE \L 1.40-2.12
     0.51
       
  ADVANCE \R 2.15       
  ADVANCE \R 2.15    
       
        
         

( Leverage
   Total Liabilities/Total AssetsADVANCE \R 1.40b 


t-1
  86           0.82
  0.78
   0.25
   1.66

0.00

      0.00


  t
  81           0.91
  0.87
   0.26
   2.84
       

     0.18


     0.13


t+1
  75           0.91
  0.89
   0.33
   2.30
       
          
  ADVANCE \R 2.15    
       
       
         

   Current Portion of Long-Term Debt/Total Liabilities


t-1
  81           0.06
  0.02
   0.00
   0.84
       
0.01

      0.10


  t
  74           0.09
  0.03
   0.00
   0.82
       
          
     0.45


     0.10


t+1
  69           0.08
  0.03
   0.00
   0.65
       
          
  ADVANCE \R 2.15    
       
       
         

   Long-Term Debt/Total Liabilities


t-1
  86           0.44
  0.46
   0.00
   0.93

0.23

      0.30


  t
  81           0.41
  0.39
   0.00
   1.00
       

     0.30


     0.50


t+1
  74           0.43
  0.45
   0.00
   1.00
       
          
  ADVANCE \R 2.15    
       
       
         

   Secured Debt/Total Liabilities


t-1
  42           0.16
  0.04
   0.00
   0.83

0.48

      0.26


  t
  48           0.20
  0.10
   0.00
   0.72


     0.10


     0.31


t+1
  47           0.21
  0.07
   0.00
   0.69
       
        
  ADVANCE \R 2.15    
       
       
         

   Long-Term Debt/Equity


t-1
  86           1.63
  0.78       ADVANCE \R 2.15-13.45
  23.58

0.39

      0.09


  t
  81           0.34
  1.04       ADVANCE \R 2.15-34.91
  34.77
       

     0.28


     0.05


t+1
  74           7.72
  0.78       ADVANCE \R 2.15-18.03
 307.53
       
        
  ADVANCE \R 2.15    
       
       
         

( Debt Service
   Interest Coverage:  EBIT/Interest Expense


t-1
  84           0.05
  0.20       ADVANCE \R 2.15-14.96
   5.31

0.37

      0.38


  t
  80          ADVANCE \L 3.60-0.61
  0.06       ADVANCE \R 2.15-10.05
   6.90
       

     0.01


     0.25


t+1
  75           0.35
  0.40       ADVANCE \R 2.15-39.71
  35.88
       
        
  ADVANCE \R 2.15    
       
       
         

─────────────────────────────────────────────────────────────────────
a p-values are those of one-tail (directional) tests performed separately for each variable, depending on the defined direction

  ADVANCE \R 0.70of improvement (or deterioration).

b There is a significant deterioration in these three ratios (i.e., decrease in "Total Assets" and "Retained Earnings/Total Assets",

  ADVANCE \R 0.70and increase in "Total Liabilities/Total Assets").  

TABLE 4
THE CUMULATIVE ABNORMAL RETURNS (CAR)

FOR SELECTED PRE-EVENT AND EVENT WINDOWS (ADVANCE \R 1.40nADVANCE \R 1.40=86)



════════════════════════════════════════════
                            TDR Sample (ADVANCE \R 1.40nADVANCE \R 1.40=86)          

                        __________________________   

    Days Relative         CAR   t-valuea  p-value       

     to Event Day
A. Pre-announcement Period
    -340 to -41b

ADVANCE \L 2.15-0.866   -9.419    0.00*       

     -40 to  -2 

ADVANCE \L 2.15-0.020   -0.618    ADVANCE \L 0.00.54        

B. Announcement Period
      -1 to  +1          0.023    2.492    0.01*       

      -3 to   0          0.033    3.194    0.00*       

      -1 to   0          0.027    3.630    0.00*       

         Day  0          0.022    4.169    0.00*       

C. Post-announcement Period
      +1 to +40          0.061    1.831    0.07**       ADVANCE \R 2.15 

      -1 to +330         0.66              0.00

______________________________________________________________________________

a ADVANCE \R 2.85The test statistics presented are those of Brown & Warner's (1985) portfolio t-test.  The significances obtained from Brown & Warner's standardized test statistic are qualitatively the same.  All tests are two-sided.
b ADVANCE \R 2.85The significance of the market adjusted excess returns for the 300 trading days prior to the start (day -41) of the event window is ADVANCE \R 2.85tested by the test statistic employed by Dennis & McConnell (1986).
* ADVANCE \R 2.85Significant at α=0.01.
**ADVANCE \R 2.15Significant at α=0.07.

TABLE 5
CROSS-SECTIONAL RETURN DIFFERENCES RELATED TO TDR OUTCOMES


CARs and the corresponding (ADVANCE \R 1.40pADVANCE \R 1.40-ADVANCE \R 1.40values)

ADVANCE \R 2.85═══════════════════════════════════════════════════════════════════
                                     CONSUMMATION a                   
            BANKRUPTCY b
                                              ADVANCE \R 64.80
Test Window            Unconsummated    Consummated
                       Bankrupt   Nonbankrupt 



           ADVANCE \L 14.40nADVANCE \R 1.40=15
 nADVANCE \R 1.40=ADVANCE \R 1.4063


             nADVANCE \R 1.40=ADVANCE \R 1.4025
        ADVANCE \L 2.85nADVANCE \R 1.40=ADVANCE \R 1.4061


       -40 to -2


-0.097
-0.001

-0.039
-0.011





(0.12)
(0.97)

(0.22)
(0.76)


     -1, 0


0.061
0.025

0.035
0.023





(0.00)
(0.01)

(0.01)
(0.00)


     0


0.034
0.021

0.025
0.021





(0.00)
(0.00)

(0.01)
(0.00)


      +1 to +40

-0.092
0.087

0.079
0.053





(0.15)
(0.03)

(0.20)
(0.16)


       +1 to Cons.c

-0.287
0.218

0.239
0.237





(0.03)
(0.01)

(0.08)
(0.00)

ADVANCE \R 2.85──────────────────────────────────────────────────────────────────────
 a A firm is included in the consummated subsample if there is a definite WSJ announcement as to a final agreement or consummation or completion of TDR.  8 firms are left out of both subsamples because it was impossible to determine  the consummation status from the data sources.
 b  ADVANCE \L 2.15A firm is included in the bankrupt subsample if it has filed under Chapter 11 within five years of the initial TDR announcement date. Hence, bankrupt subsample may include firms whose TDRs were previously consummated.
 c  ADVANCE \L 2.15The latest consummation date by which at least three not yet consummated TDR firms remain in the smaller size subsample. The return observations of firms with earlier consummation dates are considered as missing observations. This last day of the long test window is +166 days for the unconsummated and consummated subsamples; and +196 days for the bankrupt and nonbankrupt subsamples. 

TABLE 6
CROSS-SECTIONAL RETURN DIFFERENCES RELATED TO TDR TYPE


CARs and the corresponding (ADVANCE \R 1.40pADVANCE \R 1.40-ADVANCE \R 1.40valuesADVANCE \R 1.40)



ADVANCE \R 2.85═══════════════════════════════════════════════════════
                                             TYPE OF TDR
                                              ADVANCE \R 64.80
    Test Window              Extraordinary Gain

 Modification




nADVANCE \R 1.40=ADVANCE \R 1.4022

       nADVANCE \R 1.40=ADVANCE \R 1.4064


     -40 to -2

 0.017

-0.032





(0.82)

(0.36)


     -1, 0

0.009

0.033





(0.62)

(0.00)


       0


0.028

0.020





(0.02)

(0.00)


    +1 to +40

 0.193

0.024





(0.01)

(0.25)


    +1 to Cons.a

 0.499

0.433





(0.01)

(0.00)

ADVANCE \R 2.85


ADVANCE \R 2.85────────────────────────────────────────────────────
 a  ADVANCE \L 2.15The latest consummation date by which at least three not yet consummated TDR firms remain in the smaller size subsample. The return observations of firms with earlier consummation dates are considered as missing observations. This last day of the long test window is +274 days for the extraordinary gain and modification subsamples. 

TABLE 7

VALUEADVANCE \R 1.40-ADVANCE \R 1.40RELEVANCE OF NET INCOME (ADVANCE \R 1.40NIADVANCE \R 1.40) AND BOOK VALUE OF EQUITY (ADVANCE \R 1.40BVEADVANCE \R 1.40) REPORTED IN THE


FINANCIAL STATEMENTS OF THE SAMPLE OF 86 TDR FIRMS DURING THE RESTRUCTURING-INTERVAL
══════════════════════════════════════════════════════════════════════




        Year = (ADVANCE \R 1.40tADVANCE \R 1.40-ADVANCE \R 1.401ADVANCE \R 1.40)



Year = (ADVANCE \R 1.40tADVANCE \R 1.40)ADVANCE \R 1.40a



Year = (ADVANCE \R 1.40tADVANCE \R 1.40+ADVANCE \R 1.401ADVANCE \R 1.40)

──────────────────────────────────────────────────────────────────────




Coefficient Estimates


Coefficient Estimates


Coefficient Estimates

RegressorsADVANCE \R 1.40b


     (ADVANCE \R 1.40pADVANCE \R 1.40-ADVANCE \R 1.40value)

      RADVANCE \R 1.402

     (ADVANCE \R 1.40pADVANCE \R 1.40-ADVANCE \R 1.40value)

      RADVANCE \R 1.402

     (ADVANCE \R 1.40pADVANCE \R 1.40-ADVANCE \R 1.40value)

      RADVANCE \R 1.402
BVE



 0.37




 0.44




 0.70






(0.00)

     0.34


(0.00)
     
     0.45


(0.00)

     0.53

NI   NIdummyADVANCE \R 1.40c

         0.02    ADVANCE \L 1.40-11.67



            0.35    -3.36



          0.13    -7.15






        (0.93)   (0.00)

     0.26

          (0.00)   (0.15)

     0.23

         (0.45)   (0.03)

     0.13

BVE   NI   NIdummy

 0.29    -0.06    -6.55


 
     0.38     0.14    -1.82


 0.68    -0.02    -1.76







(0.00)   (0.74)   (0.01)
     0.42

    (0.00)   (0.17)   (0.36)
     0.49

(0.00)   (0.92)   (0.49)
     0.54

TA   TL   NI   NIdummy

 0.26    -0.24     0.05    -8.06


 0.27   -0.25    0.23    -1.38


 0.59    -0.54     0.19    -2.54





(0.00)   (0.03)   (0.84)   (0.01)
     0.39

(0.00)  (0.01)  (0.04)   (0.50)
     0.44

(0.00)   (0.00)   (0.30)   (0.31)
     0.53

────────────────────────────────────────────────────────────────────────────────────────
a Year t is the initial announcement year.

b Estimated regression for the full model:  MVEADVANCE \R 1.40iADVANCE \R 0.70tADVANCE \R 2.85=ADVANCE \R 2.85β(ADVANCE \R 0.70tADVANCE \R 2.85+ADVANCE \R 2.85β1t TAADVANCE \R 0.70iADVANCE \R 0.70tADVANCE \R 2.85+ADVANCE \R 2.85β2ADVANCE \R 1.40t TLADVANCE \R 1.40iADVANCE \R 0.70tADVANCE \R 2.85+ADVANCE \R 2.85β3ADVANCE \R 1.40t NIADVANCE \R 0.70iADVANCE \R 0.70tADVANCE \R 2.85+ADVANCE \R 2.85β4ADVANCE \R 1.40t NIdummyADVANCE \R 0.70iADVANCE \R 0.70tADVANCE \R 2.85+ADVANCE \R 2.85εADVANCE \R 0.70iADVANCE \R 0.70tADVANCE \R 1.40.  All variables are deflated by the number of common stock

  shares outstanding at each fiscal year end to control for size differences.

c NIdummy is for negative earnings.


TABLE 8

VALUEADVANCE \R 1.40-ADVANCE \R 1.40RELEVANCEADVANCE \R 1.40 OFADVANCE \R 1.40 THEADVANCE \R 1.40 RECOGNIZEDADVANCE \R 1.40 RESTRUCTURINGADVANCE \R 1.40 GAINADVANCE \R 0.70 (ADVANCE \R 1.40RGADVANCE \R 1.40) AND


THE DISCLOSED AMOUNT OF DEBT RESTRUCTURED (AR) IN F/S OF TDR FIRMS

═══════════════════════════════════════════════════════════════════════
Panel A - Partitioned Total Liabilities:
Estimated RegressionADVANCE \R 1.40aADVANCE \R 0.70,ADVANCE \R 0.70bADVANCE \R 0.70:  MVEADVANCE \R 1.40iADVANCE \R 0.70tADVANCE \R 2.15=ADVANCE \R 2.15β(ADVANCE \R 0.70tADVANCE \R 2.15+ADVANCE \R 2.15β1t TAADVANCE \R 1.40iADVANCE \R 0.70tADVANCE \R 2.15+ADVANCE \R 2.15β2ADVANCE \R 1.40t (ADVANCE \R 1.40TLADVANCE \R 1.40-ADVANCE \R 1.40ARADVANCE \R 1.40)ADVANCE \R 1.40iADVANCE \R 0.70tADVANCE \R 2.15+ADVANCE \R 2.15β3ADVANCE \R 1.40t ARADVANCE \R 0.70iADVANCE \R 0.70tADVANCE \R 2.15+ADVANCE \R 2.15β4ADVANCE \R 1.40t NIADVANCE \R 0.70iADVANCE \R 0.70tADVANCE \R 2.15+ADVANCE \R 2.15β5ADVANCE \R 1.40t NIdummyADVANCE \R 0.70iADVANCE \R 0.70tADVANCE \R 2.15+ADVANCE \R 2.15εADVANCE \R 0.70iADVANCE \R 0.70t
Regressor

 ADVANCE \R 7.20TA

TLADVANCE \R 1.40-ADVANCE \R 1.40ARADVANCE \R 1.40
 
 AR

  NI
        NIdummy
Coefficient estimate
  0.020

 -0.024

-0.023

-0.006

-0.162

pADVANCE \R 1.40-ADVANCE \R 1.40value

  (0.00)

 (0.00)

(0.00)

(0.071)

(0.019)

RADVANCE \R 1.402ADVANCE \R 1.40:  0.63

Panel B - Partitioned Net Income:
Estimated RegressionADVANCE \R 1.40aADVANCE \R 0.70,ADVANCE \R 0.70cADVANCE \R 0.70:  ADVANCE \R 2.15MVEADVANCE \R 1.40iADVANCE \R 0.70tADVANCE \R 2.15=ADVANCE \R 2.15β(ADVANCE \R 0.70tADVANCE \R 2.15+ADVANCE \R 2.15β1t BVEADVANCE \R 0.70iADVANCE \R 0.70tADVANCE \R 2.15+ADVANCE \R 2.15β2ADVANCE \R 1.40t NIBRGADVANCE \R 1.40iADVANCE \R 0.70tADVANCE \R 2.15+ADVANCE \R 2.15β3ADVANCE \R 1.40t RGADVANCE \R 0.70iADVANCE \R 0.70tADVANCE \R 2.15+ADVANCE \R 2.15β4ADVANCE \R 1.40t RGADVANCE \R 0.70iADVANCE \R 0.70tADVANCE \R 2.15*ADVANCE \R 2.15NIBRGdummyADVANCE \R 0.70iADVANCE \R 0.70tADVANCE \R 2.15+ADVANCE \R 2.15εADVANCE \R 0.70iADVANCE \R 0.70t
Regressor

  BVE

NIBRG
  
RG
     RG * NIBRGdummy
Coefficient estimate
  0.438

-0.064
  
-1.655

 1.231

pADVANCE \R 1.40-ADVANCE \R 1.40value

 (0.004)

(0.716)

(0.743)

(0.807)


RADVANCE \R 1.402ADVANCE \R 1.40:  0.38

══════════════════════════════════════════════════════════════════
a All variables are deflated by the number of common stock shares outstanding at fiscal year end .

b Where t = the announcement year.

c Where t = the announcement year or the year subsequent to that depending on the year in which the restructuring gain is recognized in ADVANCE \R 2.15the financial statements of the firm.


TABLE 9

VALUE RELEVANCE OF BOTTOM LINES IN DICHOTOMOUS PARTITIONS


OF THE SAMPLE OF 86 TDR FIRMS

══════════════════════════════════════════════════════════════════════════






Coefficient Estimates







     (ADVANCE \R 1.40pADVANCE \R 1.40-ADVANCE \R 1.40valuesADVANCE \R 1.40)





                                                                                                              ADVANCE \R 1.40




TAADVANCE \R 1.40/ADVANCE \R 1.40#ADVANCE \R 1.40CS
TLADVANCE \R 1.40/ADVANCE \R 1.40#ADVANCE \R 1.40CS
NIADVANCE \R 1.40/ADVANCE \R 1.40#ADVANCE \R 1.40CS

NIdummy
 RADVANCE \R 1.402
Before 1978ADVANCE \R 1.40a (ADVANCE \R 1.40nADVANCE \R 1.40=ADVANCE \R 1.4021ADVANCE \R 1.40)

  0.014

 -0.016

  0.004

  0.041

0.809





 (0.000)

 (0.000)

 (0.602)

 (0.711)



After 1978 


  0.035

 -0.045

 -0.017

 -0.266

0.580





 (0.000)

 (0.000)

 (0.004)

 (0.021)


With RGADVANCE \R 1.40b (ADVANCE \R 1.40nADVANCE \R 1.40=ADVANCE \R 1.4026ADVANCE \R 1.40)

  0.374

 -0.324

  0.150

  2.863

0.393





 (0.033)

(0.148)
 
0.569)
 
0.522)


Without RG


  0.257

 -0.229

  0.258

 -2.540

0.391





 (0.000)

(0.002)

(0.017)

(0.139)


Multiple TDRADVANCE \R 1.40c (ADVANCE \R 0.70nADVANCE \R 0.70=ADVANCE \R 0.7027ADVANCE \R 0.70)

  0.188

 -0.146

  0.401

  5.733

0.603





 (0.076)

(0.276)

(0.006)
 
0.165)


Single TDR


  0.324

 -0.287

  0.154

 -4.116

0.424





 (0.000)

(0.030)

(0.590)

(0.126)


─────────────────────────────────────────────────
a The regression results are for 21 (59) TDR firms that had a TDR attempt before (subsequent to) the effective date of SFAS

  No. 15 in 1978.

b The regression results are for the 26 firm-years (in years t or tADVANCE \R 1.40+ADVANCE \R 1.401ADVANCE \R 1.40) in which a TDR firm had an extraordinary recognized

  restructuring gain and for 125 firm-years with no recognized restructuring gain.

c The regression results are for year t (announcement year) values of the explanatory variables for 27 (54) TDR firms that went

  through multiple (single) restructurings.

      FIGURE 1

        CUMULATIVE DAILY AVERAGE EXCESS RETURNS FOR THE [ADVANCE \R 1.40-40ADVANCE \R 1.40,ADVANCE \R 1.40+ADVANCE \R 1.40166ADVANCE \R 1.40] EVENT


        WINDOW FOR FIRMS WITH CONSUMMATED VERSUS UNCONSUMMATED TDRs



── UNCONSUMMATED
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     FIGURE 2

       CUMULATIVE DAILY AVERAGE STANDARDIZED EXCESS RETURNS FOR THE [ADVANCE \R 1.40-40ADVANCE \R 1.40,ADVANCE \R 1.40+ADVANCE \R 1.40300ADVANCE \R 1.40]


       EVENT WINDOW FOR TDR FIRMS THAT SUBSEQUENTLY DO VERSUS 


       THOSE THAT DO NOT FILE FOR BANKRUPTCY




�ADVANCE \R 1.40� �.  See "Handle with care"�ADVANCE \R 1.40�, The Economist�ADVANCE \R 1.40�, October 3rd�ADVANCE \R 1.40�, 1998.  A recent case in point is the debt-to-


equity restructuring of Bakrie & Brothers of Indonesia that saved the firm after its default on its $1.7 billion debt during Asia's financial crisis (The Economist, January 30th, 1999).


 �ADVANCE \R 1.40��.  Considering that debt restructurings are not homogeneous events, prior research has examined return 


differences associated with the outcome (successful versus unsuccessful) of the restructuring attempt (Gilson et al., 1990), the identity of lenders (public versus private) and the change in the priority of claims offered (Brown et al., 1993), and the type of security offered in the exchange (cash versus debt or equity) (Chatterjee et al., 1995).  None of these studies have examined the overall market reaction to a TDR announcement and the differential information content of full-settlement and modification types of TDR, based on the FASB's classification.


 �ADVANCE \R 1.40��.  For �ADVANCE \R 2.15�example�ADVANCE \R 1.40�,�ADVANCE \R 1.40� Gilson et al. (�ADVANCE \R 1.40�1990�ADVANCE \R 1.40�)�ADVANCE \R 1.40�, and Gilson�ADVANCE \R 1.40� (�ADVANCE \R 1.40�1990�ADVANCE \R 1.40�)�ADVANCE \R 1.40� examine �ADVANCE \R 1.40�the�ADVANCE \R 1.40� poorest �ADVANCE \R 1.40�performing stocks in


CRSP, which have announced a debt service default, out-of-court restructuring, or bankruptcy within a year of the restructuring attempt.  This makes it difficult to determine whether the results are driven by the firms' TDR or their prior default, or subsequent bankruptcy, or the fact that they are firms with inherently poor earnings prospects.


 �ADVANCE \R 1.40��.  While �ADVANCE \R 1.40�92�ADVANCE \R 1.40�% �ADVANCE \R 1.40�of Gilson et al.'�ADVANCE \R 1.40�s (�ADVANCE \R 1.40�1990�ADVANCE \R 1.40�) sample of firms that underwent private or legal re�struc�tur�ings


first attempted to renegotiate privately with creditors, only about half of the privately negotiating ones filed for bankruptcy later on.  


 �ADVANCE \R 1.40��.  A recent exception is Gilson (1997). He argues that the transaction costs of debt reduction are higher in private workouts, leading to even higher leverage, further restructurings and Chapter 11 filings after the initial out of court restructuring attempt.   


 �ADVANCE \R 1.40��.  They are able to estimate the direct costs of only exchange offers and find trivial mean (median) 


costs of 0.65% (0.32%) of the book value of assets [2.16% (2.29%) of the fair value of the debt involved].  Indirect costs are also found to be higher in bankruptcy.  Gilson et al. (1990) observe that more productive assets are sold to remedy default in Chapter 11 cases.  This leads to the destruction of more going concern value and forces managers to forego profitable investment opportunities.  Also, managers' efficiency and effectiveness is adversely affected more because of more time spent in bankruptcy and the distractions caused by dealings with a higher number of creditors and the bankruptcy court.


 �ADVANCE \R 1.40��.  Amir�ADVANCE \R 1.40� and�ADVANCE \R 1.40� Ziv�ADVANCE \R 1.40� (�ADVANCE \R 1.40�1997�ADVANCE \R 1.40�)�ADVANCE \R 1.40� also state that disclosed information may be assessed as being less reliable. 


 �ADVANCE \R 1.40��.  See Gilson (1997) for an in-depth coverage of the taxability of debt re�struc�turing gains under Chapter 11 and private workouts.


 �ADVANCE \R 1.40��.  55% (46%) of the 86 (121) first-time restructurings of the sample firms (first and sub�se�quent re�struc-


�turing attempts of the same firms) involve an exchange of debt with equity interest in the debtor firm.  Beneish and Press (1993) also report increased lender control through additional and modified debt covenants following technical defaults. They find that managerial discretion is reduced while cash-flow conserving or increasing actions are taken which are assessed to be beneficial organizational changes that hinders further deterioration of firm value.   


�.  Ross (1976) assumes:  i) competitive and perfect markets with no transaction costs or taxes;  ii) only


the managers have inside information about their firms' returns assumed to be uniformly distributed over [�ADVANCE \R 1.40�0�ADVANCE \R 1.40�, t�ADVANCE \R 1.40�]�ADVANCE \R 1.40�;  iii) managers are compensated by a known incentive schedule which is a function of firm's value (�ADVANCE \R 1.40�V�ADVANCE \R 2.15�) in the current and the following period�ADVANCE \R 1.40�;  and iv) a bankruptcy penalty is charged to the managers if next period returns are less than the face value of firm's debt (�ADVANCE \R 1.40�F�ADVANCE \R 2.15�)�ADVANCE \R 0.70�.


�.  Returns to the restructured loans of the current debtholders decrease, because the amount of interest 


and/or principal receipts decrease, timing of receipts are extended, and depending on the severity of the perceived financial distress faced by the company, prospective cash interest receipts and proceeds from sale, redemption or maturity of loans become more uncertain causing a reduc�tion in prices of outstanding debt securities of the firm.


�.  Thirteen�ADVANCE \R 1.40� TDR�ADVANCE \R 1.40� firms�ADVANCE \R 1.40� were�ADVANCE \R 1.40� identified �ADVANCE \R 1.40�from the �ADVANCE \R 1.40�Accounting�ADVANCE \R 1.40� Trends and Techniques�ADVANCE \R 0.70�, �ADVANCE \R 1.40�Illustrations of


Account�ing for Debt under Four Pronouncements (1973-1986), and Hamer (1985).


�.  Six firms had almost no data and eighteen firms had very little data in the COMPUSTAT tapes. For 


these 24 firms, Moody's manuals were searched for the selected missing F�ADVANCE \R 0.70�/�ADVANCE \R 0.70�S variables�ADVANCE \R 0.70�,�ADVANCE \R 1.40� both to�ADVANCE \R 1.40� achieve�ADVANCE \R 1.40� respectable sample sizes and to attenuate the survivorship bias in the COMPUSTAT database (Kothari et al., 1992).


�.  Only four variables have left-skewed distribu�tions indicating the existence of few firms with large 


negative working capital, net income, retained earnings�ADVANCE \R 1.40�/�ADVANCE \R 1.40�total assets, and interest coverage which are the main reasons for the liquidity and financial flexibility problems of most TDR firms.


�.  The size�ADVANCE \R 1.40� difference �ADVANCE \R 1.40�in�ADVANCE \R 1.40� Gilson�ADVANCE \R 1.40� et al�ADVANCE \R 0.70�.�ADVANCE \R 1.40�'�ADVANCE \R 1.40�s (�ADVANCE \R 1.40�1990�ADVANCE \R 1.40�) samples may stem from the�ADVANCE \R 1.40� fact�ADVANCE \R 1.40� that�ADVANCE \R 1.40� their sampling 


pool is composed of firms that have the lowest five percent unadjusted returns in CRSP daily files, leading to dis�pro�por�tion�ately large number of smaller firms in their samples.


�.  While�ADVANCE \R 2.15� only�ADVANCE \R 2.15� 50�ADVANCE \R 2.15� out�ADVANCE \R 2.15� of�ADVANCE \R 2.15� 2317�ADVANCE \R 2.15� (�ADVANCE \R 1.40�2�ADVANCE \R 1.40�%�ADVANCE \R 1.40�)�ADVANCE \R 2.15� firms�ADVANCE \R 2.15� in�ADVANCE \R 2.15� the�ADVANCE \R 2.15� Fama�ADVANCE \R 2.15� and�ADVANCE \R 2.15� French�ADVANCE \R 2.15� (�ADVANCE \R 1.40�1992�ADVANCE \R 1.40�) �ADVANCE \R 2.15�sample�ADVANCE \R 2.15� have�ADVANCE \R 2.15� negative 


BVE/MVE , 17 out of 86 (20%) TDR firms have a negative ratio in year (�ADVANCE \R 1.40�t-1�ADVANCE \R 1.40�).


�.  Qualitatively the same results are obtained when the 17 firms with negative book-to-market ratios 


are excluded from the sample.


�.  Consider �ADVANCE \R 1.40�that�ADVANCE \R 1.40� the�ADVANCE \R 1.40� average �ADVANCE \R 1.40�daily �ADVANCE \R 1.40�return�ADVANCE \R 1.40� on�ADVANCE \R 1.40� stocks�ADVANCE \R 1.40� is approximately 0.04�ADVANCE \R 1.40�% (�ADVANCE \R 1.40�10�ADVANCE \R 1.40�% per year ( 250


trading days); the strongest 3-day price change resulting from Value Line rank changes is 2.44% (Stickel, 1985);  and the price change on day 0 due to the recommendations of analysts that appear in the "Heard on the Street" column of the WSJ is 1.7%.


�.  Furthermore�ADVANCE \R 1.40�,�ADVANCE \R 1.40� as�ADVANCE \R 1.40� their�ADVANCE \R 1.40� restructurings�ADVANCE \R 1.40� are�ADVANCE \R 1.40� con�sum�mated�ADVANCE \R 1.40� or the last�ADVANCE \R 1.40� TDR�ADVANCE \R 1.40� related�ADVANCE \R 1.40� WSJ �ADVANCE \R 1.40�an�nounce�ment day is reached, the firms leave the sample, lowering the sample size as the length of the cumulation period is increased.





