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This paper is to examine the relevance of banarptcy Costs (BC) to Capital Structure with three
related purposes: whether or not BC are trival, a proxy methodology for estimating BC, the present
value of expected BC vs tax benefits’ trade off. For these purposes, the samples includes 19 indu~
strial firms which went bankrupt over period 1970-78 and secondly seven large Companies which went
bankrnpt recently in the U.S.

The results are quite strong that BC are not trival. In many cases they exceed 20% of the value
of the firm measured just prior to bankruptcy. Direct BC are explicit and administrative costs paid
by debtor in reorganization/liqaidation process. Indirect BC are essentially defined as unexpected
losses and estimated in two way: a regression method and security analyst’s forcasts.

The present value of expected BC for many of the bankrupt firm is found to exceed the present
value of tax benefits from leverage. This implies that firms were overleveraged and that a potentially
important ingredient in the discussion of optimum capital structure is indeed the BC factor.

Therefore, BC are relevant to the cost of capital stracture decision and should ke considered seri-

ously.
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FAAHTALE Vra ~1& Fia BEREXe
(G)7 &g et 4o
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“oz/r4A )

O RENIG E2HERY

o] o] Boll A 2L #EM WA RE B
€ Bl F o, e Frey AT HEE
H&7 98 Dulsa ¢ 4 Yo LFEL HEY
Bt MBEERAGA +Q X#HEESel AA 2
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o]9hzko] ko] FHAIRl AT, #Hke] £
T BEAR At 2487 A8 HEELX QO
RERES ARBEE 34dsta )& 2487 4
T MEHEE 2R} @2z HFY AAS
#%e 23l MEBIHBS] 4 o8 BmES o
& 4 o #5Y BEEMAT #HikRd Ao0d
L% BELT

S+V<0 ®

SE gy #59 RERE Xe He7l KEH
£yolth, Sy ¥4d REHBEAES T X
o o &g}

a1 wxst oxst KBRS ¥, FEE vz
o] EEE s LRAME

X—-px ~(px+S)
ox <

X
°o]3 REEXSAHE e F _Cu_xiél]
A9 xEmEe . L0 sess sl

e dolxlel. ()& ZETARW A vasts] &
gl g MEETAHLE Uy —12 F51
S
ex/ :;/—'; A/ T4 ®

®Y d &3] FAEFE ARBEEE LA
ZLEERAL WY KARKOOL 34 dig
BE (S 3 BEBES slez H—fHzde]
U gEEEmEREdyd o vt ¢ 4 9
°}.

) BEHE TR2EE2Y

719-¢ BEHH TRLEET &+ d=tx M4
o pREFBmREA K At BEAMES =
2B 2l A AYTEEY AEAMS et
o BMEXELT 223 Ao FrsBEErdelrt. o
238 Fo BEe g 29

O fRe FHA FEE 5 Ak

@ BABTLE BENHIA BMELE 29
4 3ot

® BEHRITR RKEA 44¥ F Ak

@ HEKE HIEHS (Secondary market)e] 4]
HEL + 9=

ELAAE A8 347120.1.2)e] dstm AP sk
I AF 0712 a A3y, BRET AEERA
olmz B4 HBHEME
Eo[ Xe(Ko+ 1]

SifI ] = 147 €))
Si[r:]: i me) WBHEE iGN
X:[Ki1] : if89) & I, i89e) #BEE
r: flF=x K;:if] %Ed H2

E,[ ]: Partial Lebesque-Stieltjesé] HELs

FRBRA BEEEAE JonE BFY TH
FiEe ABAEXIK] -4+ ¢4 fge] &
B 4R KAAA 28 REE 23F AdH
23 W FFL FlEd KRl 4 ded X
KBS 39T AoH WdF el RUES
E58A BESS KBl A% doed f¥e E
KBHE L3std BHE ¥4 z=dshA A
FIgY arld @& BHETRE #HEY B24 24
i

SW=5[511+Xi[K,] -I, if Xi[K,=1,
=S1[ X[ Ko]] if hizxiKlzn,
=5[]+ +¢) if 12 X[K]
(Xai[Kol-11) >n=Sinl/{d+o..
10)
SW: % &
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BANKRUPTCY
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si{nfxd ]
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A
I
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S, [I.]/(I«rc)

X, [Kn] -

B2 AaE®=qde ke Bl

ol RAE FRBRA
Ii:fRol E¢o &M
In Rl wed B

BE Zo HoEMAS A0 B 29k 2o
T4 S[N[K]E ARLES BES AL #508
EHE vebi e BRBMKRE e @E2sh o]
B BES KES ErL 0 AT F[asie
= BEEEL g3 g

Silpl+ A+ X[K ]~ n)s0. an

AR A HBHLE HEY o8 1 7153 3
2 dobiict. BEL XN[K]1s0 U o] m 2 R
£ 37 8 %L -(+OX[K]7A =23
oF 3t7 AF Si[Ii]e] $¥354Al 24 gowl L%
< pEsA .

ARADE RREBREL S ZLeBEEeAs) v
237 A T A+902 Ura K=K+pe
HYstd FlRS HF wxst A ox2 XES 3

Xi[Kol—pe . —#s— (Ko~ Ki) =Si[ [1]/(1+6)

x ax a2
kY EREBMo| Frtstd Wi $U EHEFR
< Fslstn g cooo, SiI[IJ/(1+6)—00] HA o]
o3t 2ol MEEEMREA A 2o

Xi[Ko] — iy —us— (Ko — K1)
et o a3)

EF BB dow HERNS 4 ¥ &
gl g Esteg (K- Ki)—Co|w

Xi[K]—uy  —ps—S
l[ (:r]: “ < H [!:]/(1"'(:) (14)

RADE RZLEERDY pEEEol ). by
o] % MY ERl-Z c=0clz pHFo]l SEamFolw
2] {Eek

V. wE#ER A%

1. MEH%

BWERMY FEM sl wwsA HmEsel
<+ Ade U BERAS WEste SERde A
o AT g AAold. AFAR AT WK
HBo R MELRY MB#kel ALY 2]
¢ 5% MEBEEEAAES BEAEAKE ol&T I
AU K e B (quasilinear estimation)o] gl c}.

BRAETES TN BERTY EERZ of
7l o Foll BEAKS o] &3t BAHE 24
Sk wbf el & HEY Aol dz WERRB
o] vl BMHEMME T Tz WERH B
ZER Al E Fold F3E 4+ A+ Aol o]
HFHES BB B HERY REHlEA A8

26) SiLXi[Ko]17F BB HME-E ZE o] R A} Zo] FITR ro] A stn Vst HAHE
7h BRIz (risk neutral)o) = 2 FABFKRAR] WPstr] o Lol oh.
27) R. Kalaba, T. Langetieg, N. Rasakhoo, M.I. Weinsten, “Estimation of Implict Bankruptcy Costs”,

Journal of Finance 39 (July 1984), pp.629-642.
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1 Qo BERA Y HERKY FHA=F
HalA 4449 + U

ARG dibg e AgEz 9= HEERHA
Fke] d8 MERBE 34 24 b ol BE
D) MEBsEE EEN B, AKEHY BER
FEEE Sl 2490 BERAL EERY B
ERs FLY £ gonz HEhkddr o &Kk
= BHE 99 stz Yo

D BEEER

EERE: BHR = BEER A flEE) &7
it o199 H3elA AFHAE PAH BA=
2 RBEARY AR AzdA 39 4+ g+ 2
2 LR £ gAY, BMELE A% K
8B THYT neadA goen e MRV AXE
#%Bi(rigional archives) == M FEFLEAGICO
59 AFRL zastedok gt o] BAL X
Aol Hbze] Sol& whojol s ASkFHE T
wRY HHEe M Steste

2) BEMER

HERE T2 BgRA =R R4HH, TA
7l oW a EEE FEe) FAugkstste {2,
MERY E4F A4HAR, )% KEHo= 5
A5 AT AEt AY Ak A FAL
BEE olAY KELHS AR 7125 T BTN
HES BESFEBRARAE o83stq FAE
DS

(1) EFSHEE

BELATY 347 HHNES #estd =323
o et HEAET WHNEE ot

@ BELEY FNES BUERFRE(C-3) o4
10878 EFEFERHEE A%

@ BRAHH (¢-3-0F EEHEEL o133t
o LEEEE #edd =T 4% HEEER
o & 1037 AF R de FPHRAFZE A&
st WHREE AAag.

® WHNES REARL vIastd HMERE 2
et MERE BEeld 3dt £33 MEMEA
¥ ¥ =}

o] & ARAfLs

i) Siy=a+bSp, =104 e. g.,t—~13—t~4

Su=t48 iR HRE

28) Altman, op. cit., pp.1073-1089.

Sp=t IERS KAH

i) S8u=a+b Sz t=-3 -2 -1,0
Piu=8:PM
Su=H#Es KEE

Pu=#zd BEHENE
PM=1017 A4+4 THERFZ
iti) APy=Py~Py, t=-3,-2,-1,0
APy=8#57 @& AR2ER
@ A% #EA: R@EEE - TERY WE-
i) AR@Hd 2 BREld RE 29
THEEE dstd F3T
® BEEERY MERE ol BEod 3d%
ko] ARMEMEL ¢ mal HAREANA AA s
v &g a3

(2) BH#IWE #ezd

BEMER Wzs 43 = o8 HHELE BEN
BiGEEl Rt % REAZS SR AgHE
REE ¥ ashes Hikel o]&30. 974 HERE
1987 @AV FEEHL NRER 2 251
.

BEMER=FEEN MBGER=SHENRHE
2 E - TS

ol BAAK A MESHTRY L2dsd 1
HE FIRHEES o &stE 2ol 534149 #
HARL JAIEY FARMWREN ATste ATl
Qow HWERES el HifFsA #e 7Y
olv BEMER A= ARHEHEe SR
7L glelok st SiiRe R £RERE R
ok XY SAxE zHsol gk

2. MEHER

1070~78 @ Abolo] BET RES 124 NEEH 7
A SRS 4oz BERML 243 A3E o
23 2o

D BEEERE

BEEER/CERERS BEeld 5udztd A8
wasle <FE Do Aol o] SEAeFEE -5dd
i 2.8%(Warner= 1.4%)01n BEEEAY o4
4% (Warner® 5.3%)olth. SfERE f-5ude) 11.1
%, toll A 9.8%0lc) ol AL 23.4%q] T
Aol o] BAERL A3 AL w-fo] ot
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E-L BERRBS AERF
STATE g H] SIAEA Y BCD +BCl/7| |7k BCD/7] 94 744l
z C BCI
i = % (3113,0%0) ($1,000) t-3 t2 t-1 t t-5 t-4 t-3 t-2 t1 0

&g F(N=12) 2,489 4,747
AZgBEFN=7) 910 1, 665

0.087 0.082 0.087 0.122 0.028 0.032 0.031 0.030 0.027 0.040
0.174 0.172 0.150 0.237 0.111 0.093 0.026 0.073 0.075 0. 098

¥¥ : Altman(1984), op.cit., p.1074~1075.

BELEY HEE MELEY AS -3 -1
AR A8 4B Aol BEENIs A&
stk MIBEY A -3 t-2744] ARH
22 Z7hstg o) 92 B AT wAel 74
3t =
AEESE MEES dild BEEERE kY
Zro| REERES] 6.2% R 3dAld] 4.3%0t} o=
Warners] 7 $-3cl wov] HERE st g+
B3 AE T8 ¢ g

(&2 SEAE O BERAE
St Akol AW =
7 2 _
3 2 1 0
sPALA AR /g 72l 4.83% 4.6% 4.6% 6.2%
sPAA YA W) /ol g okRl 8.1% 7.1% 6.6% 10.5%

5w + 217/
Aed7AR] 12.4% 11.7% 11.2% 16.7%

¥kl : Altman(1984), op.cit., p-1078.
2) WEWEE

MERE SEEEA 8 - 2 ol (&
132). 4% £%lA T2 Jz2 o o]
WA g AR A& Rk EEEVY B
BRE Tt AEARY THAMRL (-3dd
8.7% WEWLRIS tel A 12.2%0]9, MiEHY A+
-3 A 17.4% te] A 23.7%o0]t}

MEEERSY BERE ¢ Ady BElake
(R 2psh o] t-3uel 12.4% WEEF toM
16.7% 012 WERM AERMEANA AA stz o
%2 zch deld olE Rl MEHERS Zi’{}s}
o FHEffs 2424 BREE e A %
HA-g 7 4 ek

R BHOFTERA 95l 1980~821 stols]
gk T NS Wall Street A -Frbe] o8l B
o)A 3zt HEHEE 2o BERL F2REE
kg HEEES HBEA A #eEst A et

o2 MER) BEstn e & F A
REEE /AR MRS (F 33 o] 3l A 20
%ol™ ol& A3 & HFolrh o] e (E
2ol A8 BEEHERE axdchd A4 BER
BERe oS poiAlA k. el #A/{REER
t—281 A tAF o2 FTFPe] wet tetAm gl A
2 AU FolElol A el o

3. mERRI MeHBE Trade off

WERAY Ade TS RERAMLE T
ARAAL PHF S BEAMAoE 3y Qi
S MR ATBY HANMY HHRERTY f
g Zshe Aold thesh Fol AR £ 9
\;}. 29)

{FE-D TEREYH WEMERGOAR URHEE 2Y)
o ” BEEEME R BCI AEEMENV)($1005D BCL/V(%)
(8 10001) t-2 t-1 t t-2 t-1 t
Braniff Int’'l 297.3 917.7 1095. 6 1065.8 0.271 0.271 0.279
Itel Corp. 513.8 1279.3 1880.9 1761.3 0. 408 0.291 0.319
Lionel Corp. 2.0 133.2 163.4 309.1 0.015 0.012 0. 006
McLouth Steel 73.3 328.3 356. 2 357.4 0. 223 0. 206 0.205
Sambo’s Restaurants 112.6 485.1 502.2 489.0 0.232 0.224, 0.230
White Motor Co. 12.2 475.9 418.2 714.0 0. 026 0. 027 0.017
Wickes Cos. 277. 4 762.8 1489.3 1507.0 0. 364 0. 186 0.184
Average(1)—Average of 7 firm ratios=0, 220 0.175 0.177
Average(2)—Summation of IC/V =0, 301 0.218 0.208

CEBE=FT TREAM+ AR THAE+ERLR P2

29) Ibid. p.1083.
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2. 7(BCD, + BCI)(PV)E
¢

TCGD),(PV)t - (1- Py
O (At

Ppy  1t7el FAR WEREK
Dile] BEEER

BCI, 719 pEmMER

MV, )9 pEEHBRE

T. :BRREARR

iD; 7 ¥E FYAA FTFRA

PV, 179 BUERERABRY

MERES 34317 A9 3B A} o] Wit
HRYo 2 b BirBREde) Agsn g
o ol §E Fatel dFel st odrldAx A
3422 $440] Q4= gt ZETA 29E of
ek

£Fe Y A9 R T4 ARAAL
2 QAT REAE(tax benefits) & AL + glou,
ARl £ ol F ool LAs AR} FFHI
fff+E D, BARE T. 3& ¥d Fa7x
4R 4T Aom 2P o g8 FEM
#E 243k

D RERRAY BeAB HE

HERBoR A WHBERAT ReFE
g trade offi: BEMMMGMM BMELERS 1
BRE EASHE %l sk 2P EHRE
BESES dolvte RoE Mg RENBY

WRRARMYE A BALY dad fFER
¥ A4bseh

1973~78 Aleloll RijEdt 1470 7loio] A B
W LIS MBHHE FAoZ BMERA Y
ROABY FHEZ Adwh HEY 24 WER
e BERET BeRB EEE 2dsiestd
%otk Wl WERMC REFEE sdatd 1
PR MBHEAA HEE A=A 2n Yo
o BERAT REFBY trade offd] W3 BB
&y FL Af/HESRSL T 4 Yok

WMERAY BRM 37 A9 Hol4 of
Zo] 57 @& el BRREFES 2Au
ol ffEFt 9RAL dolA Frbgel e HIRR
SF(1B] HE = FagAA Frbee U B
BRE ZoH8A Fobes] o Folch

2) BEFER

WERH 2THC-2,-1, 09 HBHEEE o8
st A A d 3 il ReNfes aisle
el dsld & FRE AEE WE & g F 14
A 4¥T 84 7lddel MERE>AMY REFE,
67l o Bo] BMERAD> A+ 2B oItk

z2jv} 1809 & trade of fRAIZ} Fylo] vehd
o). BTl A el =t BERE] Frhsta
Aol MBS 234gh (&E DAL Zol 249
fgnle) BaFGel B oA AT FAE
2 Yot B 4 vk mEpEERs BERAR

&4 MERMS REME 3 ARFB RERERESN 10
¢)) @) ® @ 6] (6 )
+2) &
e w & wems FERES S0 23RS o oo
HRE  HHER
Abercrombie & Fitch 0.78 1,673 88 1, 345 19.01 1.24
Ancorp Nat’l Services 0.95 2,200 271 1, 867 8,12 1.18
Bowmar Instruments 0.99 2,782 75 97 37.09 28. 68
Drew National 0.79 1,111 - 439 439 2.53 2.53
Fishman, M.H. 0.65 1,023 240 5,919 4,26 0.17
Freir Industries 0. 57 530 978 978 0.54 0.54
Interstate Stores 0.99 19, 257 366 889 52,61 21. 66
Kenton. Corp. 0.99 7,400 140 140 52.85 52.85
Mangel Stores 0.98 8,180 427 521 19.16 15. 20
Nationa! Bellas Hess 0.95 2,014 398 959 5.06 2.10
Neisner Bros. 0.54 1,029 3,888 19,720 0.26 0.05
Precision Polymers 0.89 581 12 30 48.42 19,36
United Merchants & Mfg. 0.73 11, 910 7, 450 28, 940 1.60 0.41
Winston Mills 0.99 549 37 70 14.70 7.77

Ptk : Altman op. cit., pl1086.



EohlE AL sidel o o4 MERE 24 € &
g7l A Foldh. webd 14 4T 124 RS 1
2 2 hERE A FAELd H2HB8E 29
AlE 1045} 125k 25

ols}zte] EEAC) REMB/E st o=
= R¥E9) BEsRe] MELINY A3 s
A ddelch. 2elne BA K ABY REES 1
2o Aoz A€ ¥ 4+ Ak

4. et BERRA ANE LAME

BEd Adl TE HERY HMERE N=Este
AL FastAq oy FAolsh vl A4
B3] esle] 22 1983~861 Tot fo¥ke] BiEEH
B Hple 504 EBol AA = BEMEL A+
£ 230 ool mERA Hurk Jd4H £
2+,

) ggEe] ELBLRAA BEHT e ook
FELBaRe] JA4, FEES P4 43 5o
AN 22 2ottt o AAE LBL%
3 At AgA7 s g

(@) fiRLy FARA, FdrdE TR
a4l MEAESC fRo] FiEgons
BEHE A& 4 g A9 ded, E45dEis
el FAE Aslslzm gtk 58 F8)Iely
faA 7] el A BAHele FEskd BEE A4 3HA
e Brie RURAEANE $32 &3 Sl 4Ho]
t}. _
3 mEs EEMes N -d3sta J& BB
AAE BiEe] FAR FZAQ A2st st 3
2 ot

@ W24 AN ANE Hbel AZ2A &
Bl el ¥R =& AelA v Lo Tgs]o]
A gorz BHE Ald AE SAT B
Eildl s gol gl F FIEFEAN W3
TE T REEEA Ve o EEES
L REME 5L /2 ALY A4y =88 A
g3 =k

o] A3l g A A A WMERAL S
F3te 2AC A, 5sl MEREGH A2
o o]z Ao olzm gomz olF FA sl
B RS, BERAER 52 s
e A % Fastn AYE dolzt & + 3
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& BIRAA L MERAY FAKE WELdYS
FRdo s Axstn MERH Wee 98 HEB
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8 BRH 2L AT o) & o] fstd REMA
o} BERDY trade offE SR MERM
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2 st QY Asst oy HT G dTAA B
ERAY 4L dAstn afY REFEH) B
ERAL Tatsld BRERAREY 49 Aesid
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WERA WEe 98 1970~7836] BiE= 2E
9 197 £ doT HMERPEY HERY ME
BE WEslgded o A oot Pk

() MEBRAS 2404 SREMS T4 12~17
%9 4% AAstz Jeme A3 FAL 4 gk

(2 EERT BELE 9@ ERE&S AYd
245 Eil A", MERE BYRAdnz
PEARS HEFE Aold A4S ESHED
Z2A3A7 SR E ol 45t A 4 gtk

(3 BMERAY AVLATE BARE P dg
AHEe 3ot 32902 Jehie BRI
R EfRol & 4 Avh

) BmELEAN BERAY BRAALRES AR
o REFBL 2ostn g.om BANFSGY trade
offe] W BIEBE LR 1 o5l RE 8T
gt

(5) MERRY 242 IR £ el 7= BRy.
w@y =9o] oy ZETAz®We| ¥¢& AFUEE
vEbi e, Fe BiEZNol ERN WAL A2
Mzo] AT gk

AExoz PERBL 1 HES =29 BAERE
goel A9 G Zevin Ao Fug W
£ F8E AL i g FAolth Fal $eld
e AS BHKEY TN HHEBE 2Le
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Qo BIE BELK Adge oJ2Zm Jomw
o1& 2Asle] WAMI el LE Bsks A
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