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Abstract

With the development of market economy, the financial
structure has also been undergoing great change in the economy,
the capital market is playing more and more important role. As
the main body of the capital market, the listed company group
also becomes bigger and bigger. Under the market economy envi-
ronment, all kinds of important economic variables fluctuate more
intense and listed companies face sharp uncertainty, the risks the
company faces are greater and greater. Because of the Macro-
scopic or microscopic aspects, that the company got into trouble
can often be seen.

In 1958, Modigliani and Miller put forward the famous MM
theorem, that is, in a perfect world, the capital structure and
corporate value are irrelevant. However, the real world is not per-
fect, therefore, hypothesis of MM theorem in reality can not
nearly be met. Among them, the bankruptcy costs significantly
exist in reality. With the liabilities increasing, although firms can
enjoy the benefits of tax shields, the companies will face the in-
creasing possibility of financial distress and the corporates will
undertake the financial distress costs. Therefore, in order to attain
the optimal capital structure, the financial distress costs should
not be ignored. At the point where the benefit of income tax-—
shield and financial distress costs is in equilibrium, the optimal
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capital structure is attained. Whether there are financial distress

costs and the scale of financial distress costs is relevant to the
optimal capital structure decision-making, the company value and
risk management and so on. In particular, a series of problems
such as whether the scale of financial distress costs is different
in different areas (such as the Greater China Group, GCG)and
different industries and whether influencing factor is different are
also still to be further studied. To study these questions, there
are undoubtedly theoretical and the practical significance.

Based on the summary and analysis of overseas and domes-
tic literature about theory and measuring method of financial dis-
tress costs under the present situation of the research and devel-
opment, and on the basis of Wharton Research Data System
(WRDS), the following aspects of the financial distress costs are
explored: from the database the GCG financial distress companies
are searched, financial distress companies are classified into dif-
ferent group of states. The three different industry (simple pro-
cessing industry, telecommunication, the IT industry)among Amer-
ican distress companies are searched out as sample, we compare
financial distress costs and the influencing factors from different
industry. All dissertation chapters are arranged as follows:

The first chapter reviews theoretical basis of financial dis-
tress costs. These theories have important contribution to financial
distress costs theory, including the capital structure theory, con-
tract economic theory and agency theory. Thoey of Financial dis-
tress costs is a branch of the theory of modern capital structure
which has gone through the bankruptcy costs theory, discharging

costs theory and financial distress doctrine. Financial distress
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costs enriched capital structure theory system. Meanwhile,with the
new development of the capital structure theory, financial contract
theory enrich capital structure theory system. Principal-agent the-
ory is also introduced into the capital structure field.

The second chapter discusses financial distress costs theory
in detail. From the intensions of the financial distress, the defini-
tion of financial distress costs and the relationship between capi-
tal structure and the financial distress costs, and the measure-
ment of financial distress costs.

The third chapter estimates the fiancial distress costs of
firms from GCG and use the mean regression and percentile re-
gression analysis to find out influencing factors of financial dis-
tress costs. The main results in this chapter are included:

(1)Under the binary financial state, the financial distress
costs based on firm performance (CPER)median in benchmark
year is 4.8% . Financial distress costs based on firm value
(CMV)median is 1%, but four years prior to benchmark, the
performance of the company is down.That show without increas-
ing, firm value will fall.

Under three financial states, the CPER median in benchmark
year and one year prior to benchmark is 4.1% and 12.05% re-
spectively. At the same period, CMV median is 13.04% and
13.07% respectively.

Under the four financial state, the CPER median in bench-
mark year and two years prior to benchmark is 2.9%, 15.5% and
1.2% respectively. In the same period, CMV median is 7%, 39%
and 9.37% respectively.

(2)Under the binary financial state, significant influencing
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factors of CPER change with time. In most periods, significant
influencing factors include size, tangible assets, and retaining
earnings. Significant influencing factors of CMV include leverage,
tangible assets, and appropriate funds. Under the three—classifica-
tion state, significant influencing factors of CPER include size,
tangible assets, and retaining earnings. Significant influencing fac-
tors of CMV include size, tangible assets.Under the four—classifi-
cation state, significant influencing factors of CMV include size,
tangible assets. Significant influencing factors of CPER include
appropriate funds .This show that investors on the tangible assets
role for little loss firm.but for three year continous loss firm, they
do not focus on the tangible assets.

The fourth chapter discusses financial distress costs of differ-
ent industry. Main research includes study design; Financial dis-
tress costs measurement from simple processing industry , tele-
com. industry and the IT industry. The mean regression and per-
centile regression analysis are used to study the influencing fac-
tors from three industries. The main results in this chapter are
included:

(1)For the simple processing industry, the CPER four years
prior to benchmark begin to drop, then two years prior to bench-
mark jump back slightly. The median of CMV four years prior to
benchmark began to fall down dramatically.then two years prior
to benchmark come back slightly.

For the telecom industry, the CPER three years prior to
benchmark begin to drop continually.The median of CMV four
years prior to benchmark started to decline.near two years priot

to benchmark come back slightly.
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IT industry, the CPER three years prior to benchmark begin
to drop gradually. The median of CMV four years prior to bench-
mark started to decline continually.

Comparing the different industry financial distress costs we
can see, CPERs of the different industries are not the same, it is
the same as CMV.

(2)For simple processing industry,significant influencing
factors of CPER include EBIT. Significant influencing factors of
CMV include leverage, tangible assets. For Telecom industry ,
significant influencing factors of CPER include EBIT, retaining
earnings. Significant influencing factors of CMV include EBIT.For
IT industry, significant influencing factors of CMV include lever-
age, tangible assets and Tobin Q. Significant influencing factors
of CPER include EBIT and size .

The improvements and innovations in this dissertation can be
concluded as:

(1)The financial distress and financial distress costs con-
cepts are summarized from a more comprehensive and dynamic
analysis .

(2)The financial distress costs of different financial state
from GCG .

(3)The financial distress costs of different industry from US.

(4)Influencing factors are analyzed for the corporates from
GCG and US from longer period .

(5)Mean regression and percentile regression analysis are
used to study influencing factors of financial distress costs.

Keywords:financial distress costs;multi state;mean regres-
sion;percentile regression;influencing factor;various industry
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