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Abstract

It is almost blank that research on the restructuring actions of the dis-
tressed firms. This paper detailedly analyses restructuring frequencies, re-
structuring timing and restructuring ways, also studys market reaction to
uncapped announcement and long-term performance of the uncapped dis-
tressed firms, in order to provide policy suggestions for standardizing the
asset restructuring of listed companies, improving the efficiency of asset
restructuring, founding normative restructuring market so as to establish
valid external restricting mechanism, strengthening lawmaking study and
progress in the implementation of bankruptcy or reforming of listed compa-
nies, perfecting law and rules on corporate governance so as to set up effc-
tive internal mechanism. The main contribution of this paper as follow:

1. This paper has taken into account the maket and institutional
background, presented three major topics requiring urgent scholarly at-
tention ;: restructuring of the distressed firms, market reaction, long-term
performance, and built a complete fresh framework for the study of the
restructuring actions of the distressed firms in china.

2. Against China’s unique institutional background, through analy-
sing restructuring strategies which ST corporates undertake, this paper find
that those uncapped firms adopt more forward-looking, expansionary and
external-market focused strategies, whereas non-uncapped firms engage in
fire-fighting strategies, such as asset divestment and debt restructuring. But

these fire-fighting ‘strategies do not contribute to recovery. At the same
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time, more severe debt burden respresent less chance to recovery.

3. This paper adopts short-term and long-term event study method and
detailedly analyses the market reaction to restructuring of the uncapped dis-
tressed firms. (1) Studies of the short-term event study method show that
investors make positive reaction whatever to the whole samples or to the sub-
section samples which are divided by years, industries, securities. At the
same time, after controlling some factors such as size, leverage, circulating
share proportion, this paper also adopts multiple regression analysis and
show coefficients of the sample companies are all positive in different years,
different industry, different security, and significant at level of 1% 5 5% ,
or 10% , which indicate that investors make positive reaction to the un-
capped event, which is regarded as good by investors. Therefore, the un-
capped event can increase short-term weath for shareholders. (2) Studies of
the long-term event study method show that buy and hold abnormal return
(BHAR) is positive (3.99% ) just in the restructuring month, and signifi-
cant at level of 1% , which may be the influence of the uncapped announce-
ment, but buy and hold abnormal return ( BHAR) begins to decrease after
the uncapped announcement , shareholders weath decline 2. 33% (mean) at
average in three years. Therefore, resturcturing didn’t creat value for share-
holders.

4. This paper analyses the long-term performance of restructuring of
the uncapped distressed firms through adopting the cycle comparing meth-
od and the fixed base comparing method and factor analysis. (1) Studies
of the fixed base comparing method show that the indexs of EPS, NAPS,
ROE, RPNA were all improved remarkably in the year of restructuring ,
there are more positive ratios, but there were not difference on the mean
comparing the performance of the three years after restructuring to the
previous year of the restructuring, the positive ratios were continually re-

duced; the index of RAT was maintained; from the ratio of reflecting
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cash flowing- RCR we find the effect of restructuring is not perfect, the
cash flowing after restructuring were not increased but continually de-
creased ; Studies of the cycle comparing method show that the indexs of
the three years after restructuring were not difference comparing to that of
the previous year. The indexs of EPS, NAPS, ROE were not increased
continuously in the sample companies, only made them uncapped, but
not made their performance develop for long. The indexs of RAT and
RPNA were not changed, the indexs of RCR was too bad and increased
year after year. (2) Studies of factor analysis show the performance of
the uncapped companies were worse than that of the comparison compa-
nies, and that the difference is significant in the previous year of restruc-
turing; is higher than that of the comparison companies in the restructu-
ring year, and significant at level of 5% , which show although restruc-
turing didn’t improve their cash payment ability, but improved their per-
formance so as to meet the need to uncapp. The integrated scores of the
uncapped companies in the first year after restructuring differed from that
of the the restructuring year, they were all lower than those of the com-
parison companies, which show that the performance after restructuring
of the uncapped companies didn’t improve continually. The integrated
scores of the uncapped companies in the second year after restructuring
were not only lower than those of the comparison companies but also sig-
nificant at level of 10% , which show the performance of the uncapped
companies began to decrease after restructuring. The integrated scores of
the uncapped companies in the third year after restructuring were lower
than those of the comparison companies but also significant at level of
5% , which was same as the the previous year of restructuring, all these
show that the performance of the uncapped companies came full circle at
the third year after restructuring ( the integrated scores of the uncapped

companies were lower than those in the previous year of restructuring) .
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5. This paper detailedly analyses the influence of corporate governance
on restructuring of distressed firms through setting up logistic regression mod-
el. The rusults show: (1) The firms with the biggest stockeholders holding
higher proportion shares would be turnaround, because these biggest stocke-
holders are able to overcome the corner. The firms with government block-
holders are likely to be uncapped, because these firms will possibly make
terms with banks, the providers are glad to provide them with credit, the
customers aren’t afraid of the quality of the commodity. These firms would
lose fewer market share so as to turnaround (Guanmin Liao, Yan Chen s
2007) . The firms should be keep a certain extent centralized ownership
structure, meanwhile set up governance mechanism with multiple biggest
stockeholders and the balance of ownership structure. (2) The firms with a
higher proportion outsier directors on boards are likely to be uncapped, be-
cause these directors can provide skills, access to capital legitimacy and
other key resources that affect the firms’s ability to survive. A moderate board
size will help the firms to break away from the deep end, because it can not
only avoid the questions such as slow reaction and harmony, but also re-
ceive more helpful advice. That the CEO also is the chair of the board of di-
rectors will also help the firms to break away from the deep end, because the
duality structure ensures that the firms make quick reaction to cri-
sis. Turnaround firms will have larger top management teams (TMT),
beause it can provide more information and make more important decisions.
(3) The firms wth the top management members holding a larger proportion
shares would be turnaround, the advantages of the top management members
are relative with the corporate’s which encourage them to adopt active meas-
ure. The firms with higher managerial remuneration would be turnaround, be-
cause higher managerial remuneration make them pay more attention to the

firms. At the same time, debts may also affect turnaround at certain extent.
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