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ABSTRACT

This paper analyses the duration of the time td ekidistressed firms, differentiating
between involuntary exits (mainly bankruptcies) antuntary liquidations. It examines how
long firms survive after initial signs of economnustress. The study is conducted on an
extensive dataset of 5,233 Belgian distress-relatets of non-starting firms, the majority
being privately held. The results highlight thaic#l resources have an opposite effect on the
timing of involuntary exits and voluntary liquidatis. On the one hand, high levels of
available and potential slack increase the timevtoluntary exit, as they allow distressed
firms to postpone an impending involuntary exit. e other hand, high available slack
resources shorten the time to voluntary liquidatisrthey make voluntary liquidation easier.
Further, a high level of stakeholder dependenceeases the time to exit after distress,
whether the firm exits through a voluntary or thlgbuan involuntary procedure. This is
explained by the fact that stakeholder dependencesases the complexity of the exit

decision and the exit procedure.



1INTRODUCTION

After having experienced a situation of economistrdss, some companies exit
quickly, while others survive over a longer peridah intriguing question is hence why some
firms exit quickly after the first signs of distegwhile other firms survive longer. Given that
the time from distress to exit may have importamplications for a distressed firm’'s
stakeholders, including shareholders, lenders, @ypplk, customers, suppliers, related firms,
government, and the economy as a whole, this relseprestion is important. For example,
the duration of the exit path preceding a bankmupt@my impact the possibilities of the
stakeholders to reduce their losses. In case @aay bankruptcy, stakeholders may be too
late to recuperate the amounts due by the firmerAéitively, an early voluntary liquidation
that occurs shortly after the first signs of disgrenay allow the shareholders to cash-in and
collect their accounts, hence, preventing lossaés. [Ength of the time period between first
signs of economic distress and exit is hence inaparbut it has not received much attention
in the literature, however. We argue that the timeexit is explained by different factors
compared to those explaining firm exit or exit type

Up to now, studies on business failure stronglyufoon the determinants of exit
versus survival: they try to predict or explain kauptcy, ignoring the dynamic nature of the
business failure process. Although research orurtaipaths — another main stream of
business failure research — goes along with thel fieea dynamic approach of business
failure, existing failure path studies do not egjplly analyze the determinants of the duration
of the exit process. Some duration studies explaentime that distressed firms spend in
Chapter 11 reorganization procedures (eg. Bandgpgdhl994; Li 1999; Orbe et al. 2001;
Denis and Rodgers 2007). To the best of our knogydedhere are no studies explicitly
investigating the length of the exit path aftertrdiss. Moreover, most prior empirical studies
on business exits tend to neglect alternative foofexit. However, a distressed firm has
various exit options. Instead of being forced iatoinvoluntary exit procedure in the form of
a bankruptcy or a juridical winding-up, a distrasfem may choose to exit in a more
efficient and orderly way through a voluntary lidation (Harhoff et al. 1998; Prantl 2003).
Alternatively, it may opt for a merger or an acdtios by another firm (Bulow and Shoven
1978; Shrieves and Stevens 1979; Pastena and RL&8&] Peel and Wilson 1989; Astebro
and Winter 2001). Schary (1991) pioneered researcldifferent exit types, stressing that
bankruptcies and liquidations reduce an economyduxtive capacity, while the productive

capacity remains largely unaffected by mergerscquaitions.



More recently, Buehler et al. (2006), Cefis and $1a(2007) and Jones and Hensher
(2007) have emphasized the need for distinguistbegveen different types of exit.
Nevertheless, most business failure studies sgilbiie the fact that a distressed firm has
various exit options.

With this study, we attempt to fill these gaps e tliterature. We investigate the
determinants of the time period between the figsisof economic distress and firm exit. We
hereby differentiate between involuntary exits (mhai bankruptcies) and voluntary
liquidations, since there are strong indicationat tthese two types of exits have distinct
underlying dynamics and processes (Harhoff et 2881 Prantl 2003; Balcaen et al. 2008)
Voluntary liquidations result from ‘entrepreneursaif-selection’, while involuntary exits are
driven by an ‘external selection’ exit mechanismaf® 2003) and forced on the firm by
outsiders. A voluntary liquidation can only occtirall stakeholders are duly compensated;
only shareholders may suffer losses. Unlike a valynliquidation, stakeholders are not fully
compensated in involuntary exits (Leyman and Sch@008).

We argue that a firm’s slack resources that ardadla at the first signs of economic
distress and the degree of stakeholder dependeteerdne how long it takes before the firm
exits either through an involuntary exit or throughvoluntary liquidation. Guided by
organization theory, we propose that more slacue®s increase the time period preceding
an involuntary exit, as firms usually attempt tmiavor delay involuntary exit. Higher levels
of slack resources at the time of distress allofiva to survive longer. On the contrary, as
slack resources may facilitate a voluntary liquiiatprocedure, a high level of slack will
accelerate voluntary liquidation after distress ,ahdnce, will decrease the time period
preceding a voluntary liquidation. Further, as ®sggd by stakeholder theory, the degree of
stakeholder dependence may influence the exit patlyth, especially for voluntary
liquidations. Various stakeholders, such as em@syereditors, banks, suppliers and related
firms influence a firm’s freedom of action. As sthlolders often have incentives for the firm
to continue operations, high stakeholder dependeiiitenake it more difficult to exit and

will increase the time to exit for both voluntanydainvoluntary exits.

1 We exclude firms that exit through a merger onusition due to the low incidence of M&A'’s of disssed firms (Balcaen
et al. 2008).



The research questions are empirically analyzedaoBelgian sample of 5,233
distress-related firm exits, including bankruptceesd voluntary liquidations. The sample
mainly includes small and medium-size privatelydhi&ims. All firms are more mature, i.e.
we exclude starting firms whose exit dynamics mayvbry different from those of mature
firms. We show that both the available and potérgiack resources and the degree of
stakeholder dependence explain the duration ofe#tiepath. As expected, a high level of
available or potential slack increases the duratfaie exit path preceding involuntary exits,
but it shortens the time to voluntary liquidatidfurthermore, a high level of stakeholder
dependence increases the time to exit after dsstrelsether the firm exits via a voluntary or
an involuntary procedure. Overall, firms have ahkigprobability of going bankrupt quickly
when they are smaller or when they have lower tewélslack resources at the first signs of
economic distress. Early voluntary liquidations,tba other hand, are characterized by high
available slack resources and low stakeholder dbpee at the first signs of economic
distress.

By providing clear empirical evidence on determisaof the time period between a
firm’s first signs of economic distress and itstexiistinguishing between involuntary exits
and voluntary liquidations, this paper contributeghe literature on the process of business
failure and firm exit. Until now, the determinartsthe time to exit have not been explicitly
studied. Moreover, the differentiation between tyyoes of exit as an outcome of distress —
involuntary exit and voluntary liquidation — fills gap in the literature on firm exits, which
mainly focuses on bankruptcies, and hence allowsingights into distress-related exits. For
example, this study shows that the time precedimgluntary exits and voluntary liquidations
is explained by different factors. Additional cohtrtions of this paper to the literature are
fourfold. First, the richness of our dataset alloavsalysis of the effects of available and
potential slack resources and stakeholder deperdasgroposed by the organization theory
of the firm and stakeholder theory, on the duratibthe time to exit. Second, the analysis of
a large and unbiased sample of distress-relatad exiBelgium makes it possible to draw
conclusions that can be more readily generalizéatdT the focus on exits of more mature
firms and smaller, privately owned firms allows clusions to be generated for categories of
firm exits that have until now remained largely xplered. Finally, by considering historical
firm information from a broad pre-exit window up 1@ years prior to exit, this study adds
significantly to the existing business failure sasj which are often limited to the analysis of

firm information close to exit.



The remainder of the paper is structured as folld®estion 2 gives an overview of
the literature on distress-related exit and thangmof firm exit after distress. Section 3
formulates hypotheses about the effect of slactuiees and stakeholder dependence on the
length of the exit path. Section 4 elaborates ersmple of distress-related exits and method
of analysis. Section 5 reports the results, whdetisn 6 summarizes the most important

conclusions and provides suggestions for furthesasch.

2DISTRESS-RELATED EXIT AND TIME TO EXIT

Most academic studies on business failure andréajaths focus on involuntary exits
in the form of bankruptcies. In the present stugg,extend this narrow concept of business
exit. We take a broader view and we consider tvpesyof distress-related exit: involuntary
exit and voluntary liquidation. A first exit typs the involuntary exit, which may involve a
bankruptcy procedure (comparable to Chapter 1henU.S.), or a winding-up enforced by
court, also known as compulsory liquidation. Woridiey bankruptcy procedures are usually
part of insolvency regulation for financially disgsed firms. This allows an appropriate
person (i.e., the manager/owner or a creditor)l¢ofdér bankruptcy. In the case of a judicial
winding-up, the court makes an order for the fimnbie liquidated on the petition of an
appropriate person. The second exit type considardds study is the voluntary liquidation.
With this procedure, which is not forced by eithbe creditors or the court, the firm’s
shareholders sell assets in order to pay off amstanding liabilities. All creditors are paid in
full, the firm is dissolved and the remaining lidation proceeds—if any—return to the
shareholders. Involuntary exit is the most unfalkiteaxit type for many stakeholders of the
firm. It involves destruction of economic value. tNal creditors are fully compensated and
most incur considerable losses (Leyman and Sch20@8). Bankruptcies may therefore
harm the reputation of the managers and direckwsthis reason, firms usually attempt to
avoid involuntary exit. Conversely, with a voluntdiquidation, all external stakeholders are
compensated and only shareholders may suffer lo8sesluntary liquidation is hence only
feasible if the market value of the assets excedldsabilities. This makes that voluntary
liquidation is the result of ‘entrepreneurial sedflection’, while involuntary exit involves a
juridical procedure that is often initiated or dstileked by external parties (financial
institutions, companies, individuals and/or goveemt) and therefore is an ‘external

selection’ exit mechanism (Prantl 2003).



In this study on distress-related exits, we anatiieelength of the period between the
first sign of distress and the firm exit. Until npowurprisingly little is known on the
determinants of the time to exit. Existing studsm®ut business failure mainly explore the
determinants of exit versus survival (Laitinen 1.994n Wymeersch and Wolfs 1996), while
empirical studies on distress-related exits arentpdocused on a comparison of exit types
(Pastena and Ruland 1986; Peel and Wilson 198%tarand Qi 2004; Balcaen et al. 2008).

Duration studies, on the other hand, mainly focnghe time that firms spend in a
Chapter 11 reorganization procedure (eg. Bandomg@hy994; Li 1999; Orbe et al. 2001;
Denis and Rodgers 2007). To the best of our knogydedhere are no studies explicitly
investigating the length of the time period fromsfiisign of economic distress to firm exit.
However, the time to exit is an important charaster of the exit process that warrants
separate analysis. The exit path length may beagad by specific factors, distinct from the
factors explaining firm exit or exit type. It isdtefore relevant to gain insight in the driving

forces of the exit timing or the length of the epdith.

3DETERMINANTSOF THE TIME TO EXIT AFTER DISTRESS

First, we will explore how available and potens#ck resources at the first sign of
economic distress affect the time to exit. Guidgdtpanization theory, we argue that slack
resources will lead to a longer time until involamt exit. As firms usually attempt to avoid or
delay involuntary exit, slack resources will ingeathe time to involuntary exit. On the
contrary, we argue that a high level of slack waiktelerate voluntary liquidation, because it
facilitates liquidation. Second, we use stakehotteory to further explain the time to exit,
especially for voluntary liquidations. We argue ttfians with more stakeholders have a
lower freedom of action. This, in turn, will makeudidation and involuntary exit more

difficult and will increase the time to voluntanguidation and involuntary exit.

3.1 Slack resour ces and time to exit

Organization theory sees a firm as an entity thaks survival as its ultimate goal. In
order to survive, a firm should be able to adapttsoenvironment and protect its core
(Hannan and Freeman 1984). Therefore, firms acatmuklack resources, because
organizational slack acts as a buffer to protextcire from environmental pressures and
random fluctuations in the environment (Cyert anaréh 1963; Thompson 1967; Pfeffer and
Salancik 1978; Bromily 1991; Cheng and Kesner 1997)



In uncertain environments, the presence of slaskues mitigates risks and may
allow the firm to survive (Sharfman et al. 1988;nTand Peng 2003). Generally,
organizations are able to survive at least ungirtiibuffers of accumulated resources are
depleted (Gimeno et al. 1991). It is hence relevargtudy the impact of slack resources on
the time to exit.

Bourgeois (1981, p. 30) defines “organizationatlklaas “that cushion of actual or
potential resources which allow an organizatioadapt successfully to internal pressures for
adjustment or to external pressures for changeolitypas well as to initiate changes in
strategy with respect to the external environmemésides absorbing changes in the
environment (Thompson 1967), organizational slaekvess also as a resource to tackle
problems (Sharfman et al. 1988). Although the oflslack resources is especially prominent
in economically adverse times (Cheng and Kesner;1B8tham and Braun 2008), holding
slack resources may also benefit healthy firms l§@ath 1973). Within certain limits,
organizational slack may be a source of sustainednepetitive advantage over other firms.
When other firms experience restrictions on theettigument of slack or when the firm can
use slack as a complementary asset (e.g., alomgswyerior insight or innovative ability),
slack resources may lead to a higher performanfedféP and Salancik 1978; Hambrick and
D’Aveni 1988; Singh 1986; Barney 1991; Bromiley 19WMiller and Leiblein 1996; Reuer
and Leiblein 2000).

In a situation of environmental uncertainty andrésss, the need for high-discretion
slack resources increases (Sharfmann et al. 138Bam & Braun 2008). These are currently
uncommitted resources that are relatively liquid aasily redeployable in a wide variety of
situations (Singh 1986; Sharfman et al. 1988; Hackland D’Aveni 1988; Voss et al. 2008).
Firms may have different forms of high-discretidack resources, such as cash holdings,
marketable securities, credit lines and raw mdterBourgeois and Singh (1983), Bromiley
(1991) and Cheng and Kesner (1997) further distgiguetween “available slack” and
“potential slack”. While available slack is immetdily available, potential slack has not yet
entered the firm, but is accessible within a shione frame. Potential slack resources are
hence resources that can be generated from theoement in the future, for example
currently unused credit lines.

In a situation where a firm experiences distres$ &here involuntary exiposes a
threat, slack resources may be especially valuaBk.involuntary exit is the most
unfavorable exit type for a distressed firm and ynahits stakeholders, firms usually try to

avoid or postpone this type of exit and try to amnt operations as long as possible.



Then, the primordial short-run goal of the firmnist to maximize efficiency, but to
survive (Bourgeois 1981; Sharfman et al. 1988). &pect that the available and potential
slack resources will increase the time period duvihich a distressed firm is able to avoid or
delay involuntary exit and, hence, will increase tthuration of the exit path preceding
involuntary exit. In other words, distressed firmigh large levels of available and potential
slack are expected to survive longer after econodmstress. Firms with high levels of
available slack are able to delay involuntary eki#cause available slack resources allow
absorbing changes, resisting to environmental pressand tackling problems that may
threaten survival. Similarly, high levels of potahtslack resources increase the capabilities
to postpone an involuntary exit. Conversely, dstesl firms with a low level of available
slack are expected to have a shorter exit patregneg involuntary exit, because they may be
unable to absorb even small shocks, which in tumay raccelerate deterioration of the
distressed situation, causing even lower levelsiaxtk resourcésAs a result, for firms with
low available slack, an involuntary exit may becamevitable in an early stage after the first
sign of economic distress. Moreover, the findingtta high level of slack decreases the
probability of involuntary exit compared to voluntaexit (Balcaen et al. 2008) feeds our
expectation that slack resources will affect theatlan of the exit path leading to involuntary

exit. This leads to:

Hypothesis 1: Available slack resources have atipeseffect on the length of the
time period from economic distress to involuntaxit e
Hypothesis 2: Potential slack resources have #@iymsffect on the length of the

time period from economic distress to involuntaxit.e

An opposite effect is expected for voluntary lications, as a high level of slack
resources facilitates a voluntary liquidation. Frmith high levels of available or potential
slack resources have a high probability to sucadgstomplete the liquidation procedure.
High levels of slack resources may hence motivateeholders to cash-in early to prevent
further loss of resources. On the contrary, disgddirms with a low level of available slack
are expected to be restrained from starting admfion procedure, because of the low success
probability. These firms are hence more likely tosgpone the decision to voluntarily

liquidate and await the evolution of the firm.

2 This argument assumes rational behaviour.
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In other words, economically distressed firms witigh levels of available and
potential slack are expected to have a shorterpatit preceding voluntary liquidation. As a

result, we propose the following hypotheses:

Hypothesis 3: Available slack resources have aineg effect on the length of the
time period from economic distress to voluntaryidation.
Hypothesis 4: Potential slack resources have ativegeffect on the length of the

time period from economic distress to voluntaryidgtion.

The level of high-discretion available slack isleeted by cash holdings, while the
level of potential slack resources is determinedheyfuture accessibility of additional slack.

An indicator of potential slack is current leverage

Cash holdings

Cash holdings are available slack resources becdlieg involve currently
uncommitted resources that can easily be deplogedsdrious purposes (Sharfman et al.
1988). Firms may maintain large cash holdingsjrfagxcess of their transactions needs, as a
buffer to meet unexpected contingencies so as sarersurvival (Baum et al. 2004, 2006).
For this reason, high levels of cash holdings maywiewed as “options purchased by the
firm’s managers that may be exercised in adversediin order to ensure firm survival”
(Baum et al. 2004, p. 4). In case of distress, dasfice provides a firm with a pool of
financial resources that allow to absorb finanpialblems and to offset potential difficulties
in its access to credit or other external financngl/or to initiate strategic changes so as to
adapt to the pressures from the external envirohnidrerefore, large cash holdings may

allow a distressed firm to continue operations postpone involuntary exit.

Current leverage

Firms with a higher borrowing capacity have a hrghebability to raise additional
cash in the future through new debt issues. An nap indicator of the future borrowing
capacity of a firm is its current leverage. Contriar firms with more equity and more unused
debt capacity, a firm with a high leverage may eiguee difficulties in accessing additional
financial resources. As a result, a high curremeiage is an indicator of a low level of
potential slack (Singh 1986), which leads to a &ighiulnerability to external pressures.

Therefore, current leverage is a negative indicatqotential slack.
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3.2 Stakeholder dependence and time to exit

Stakeholder theory argues that a firm can be ssetaavehicle for coordinating
stakeholder interests” (Evan and Freeman 19930p-103). A modern corporation is the
centre of a network of interdependent interestganious stakeholders. Besides shareholders
and lenders, employees, suppliers, customers, gosattal bodies, regulatory authorities,
trade unions, trade associations, related and iassddirms including joint venture partners
have an interest in the company. Organizationakfitgrimplies that managers acknowledge
stakeholder interests and pay attention to thdseeists (Hill and Jones 1992; Donaldson and
Preston 1995; Berman et al. 1999; Post et al. 2082nost countries, the interests of some
types of stakeholders — for example, the sharehgldeustomers and employees — are
explicitly protected by law (Post et al. 2002).

The term “stakeholder” was introduced by Freem&84), who considers each party
with interests in the firm as a stakeholder. Aliinduals or companies that contribute to the
wealth-creating capacity and performance of a fiaynproviding resources — and therefore
anticipate benefits (possibly in the form of momgteeturns) and/or bear risks — can be
considered as stakeholders (Post et al. 2002).dBesiunds, capital, labor (including
knowledge and capabilities) and revenue, the ressuthat stakeholders supply may include
social acceptance or a ‘license to operai@lair 1995; Post et al. 2002). Through the
resources that are provided by the stakeholderpprations are able to create new wealth in
many different forms: returns for investors, congagion for the employees, income for the
suppliers, benefits in excess of costs for custematerest payments for creditors, taxes for
the government, and so forth (Post et al. 2002).

In this context, we propose that the level of stakaer dependence will influence the
period between economic distress and voluntaryidation. In case of distress, the firm is
voluntarily liquidated if this appears to be thestbeption. When management believes that
liquidation will prevent future losses or that lidation will allow redeploying the assets in a
more profitable way, management may choose to vatiy liquidate the firm. However, as
management is expected to advance the intereatsstékeholders, the freedom of choice for
voluntary liquidation is more complex for corpomats operating within an extensive network
of stakeholders (Post et al. 2002).

3 The legitimacy or “license to operate” dependshenfirm’s ability to meet the expectations of dise stakeholders.
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If a firm has a lot of stakeholders to account tbe decision on a liquidation of the
firm will involve a lot of consideration and, posli, negotiation with diverse stakeholders,
which will in turn increase the time to exit. Foraenple, internal non-owner stakeholders,
such as employees, may exercise their voice aathpttto obstruct the liquidation by efforts
to influence the decision-making processes (Gimenal. 1997). If these efforts turn out
effective, the voluntary liquidation may eventudlly postponed, despite a preference of the
owners for liquidation (Meyer and Zucker 1989). ther, external stakeholders, such as debt
holders, customers, suppliers and governmentatutiens may persuade a distressed firm to
continue operations by applying direct co-optatmnby exercising institutional pressures
(Gimeno et al. 1997). On the contrary, low stakdbpldependence may facilitate the
decision to voluntarily liquidate the firm. For ewple, in case of distress, a small firm with
few employees, no group relations and few obligegtitowards suppliers, may decide rather
quickly to voluntarily liquidate, because it is hlg independent and has only few
stakeholders to take account of.

Besides the decision to liquidate, the degree akedtolder dependence will also
influence the length of the liquidation processghistakeholder dependence is likely to
increase the number of steps in the liquidatiorcgse and the duration of these steps, which
will in turn result in a long exit path. In firmsit many stakeholders, the liquidation process
is more complex because it requires the settlerénhultiple agreements with various
stakeholders, negotiations with various contractuagties concerning the termination of
contracts, the settlement of possible disputedamsuits and the settlement of a considerable
amount of accounts payable and debt obligations. @xample, due to a more complex
liquidation process, the duration of the liquidatjgrocess will be longer in firms with a large
workforce, many related firms and strong suppl&ationships. Conversely, low stakeholder
dependence will simplify and, hence, shorten thaidiation process. In independent, small
firms with only few employees and few obligatiomsvards suppliers, a liquidation process
can be rapidly completed, as only few stakeholdeesinvolved. In this kind of firms, the
liquidation process is simpler and shorter. Fos¢heeasons, inspired by stakeholder theory,
we propose following hypothesis:

Hypothesis 5: Stakeholder dependence has a posiigct on the length of the time

period from economic distress to voluntary liquidat
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A similar effect of stakeholder dependence maytb&aak when a distressed firm is
facing an involuntary exit. We propose that, inecas$ distress, the degree of stakeholder
dependence may play an important role in the tinoihthe involuntary exit. The decision to
file for an involuntary exit procedure — a bankypor a winding-up by court — is likely to be
more complex when a lot of stakeholders are invblva a firm with a broad network of
stakeholders, the filing for an involuntary exibpedure will involve a lot of consideration,
as it may cause losses for many stakeholders, tandl involve negotiations with diverse
stakeholders. For example, employees are inforneditathe situation and the firm will
initiate negotiations with the bank about the anding debts. As a result, the presence of
stakeholders will increase the time to exit. Comedy, low stakeholder dependence may
facilitate the decision to file for an involuntagexit procedure. For example, for a small firm
with few employees and no group relations it mayrheh easier to decide on a bankruptcy
in case of distress and this independence fronektdélers may accelerate the decision to file
for a bankruptcy.

Besides the effect on the decision to exit, therele@f stakeholder dependence will
also influence the time between the decision ®fiir an involuntary exit and the eventual
declaration of exit by court (i.e. bankruptcy deateon). High stakeholder dependence is
likely to increase time between the filing and tieelaration, which will, in turn, prolong the
exit path. For example, in firms with a large wanide and many related firms, the official
declaration of bankruptcy by court is likely to v more time than in stand-alone firms

with few employees. As a result, guided by stakeééotheory, hypothesis 6 suggests:

Hypothesis 6: Stakeholder dependence has a positigct on the length of the time

period fromeconomic distress to involuntary exit

We use different indicators of stakeholder depeodgeneflecting the degree of
dependence from different stakeholder categoribe [Evel of stakeholder dependence is
observed through firm size, business group memberemployee representation and trade
debts.

14



Firm size

The level of stakeholder dependence is reflectedirby size. Small firms generally
have fewer stakeholders. They have fewer employeesaller network of suppliers, fewer
shareholders (often, the manager is the sole owahdre firm), a smaller customer base, a
more limited number of banks with whom they havetcacted loans, and so forth. It is
obvious that these firms have more freedom of actRadical strategic changes concerning
the firm can be taken rather easily with few stalléérs to negotiate with. In this context,
small firms may be more capable to quickly decide @ voluntary liquidation or an
involuntary exit. On the other hand, larger firmengrally have a larger network of
stakeholders. In these firms, fundamental stratefgcisions are more likely to involve

extensive and time-consuming negotiations withowgiinternal and external stakeholders.

Business group member ship

All firms that are part of a larger group structuaeound the firm, such as and
associated corporations, firms that are part obrglomerate or a consortium and parent
corporations, have another category of stakeholdetake account of: the related firms. This
category of stakeholders may be important, espedial firms that operate within a broad
network of related firms, involving participatioasd intra-group financial flows with respect
to financing activities and operating activitiesrnks with group relations clearly have a
lower level of freedom in their actions, as compate totally independent firms without
group relations. For example, being a supplierustamer of the products of other firms from
the group, is likely to increase the complexity dpt for a voluntary liquidation or a
bankruptcy and, hence, may delay the exit decidoreover, the presence of a network of
related firms is likely to increase the complexapnd the duration of the liquidation or
bankruptcy process itself, because of the involwedjotiations with all related firms.

Conversely, the level of stakeholder dependentmnisr in independent firms.

15



Employee representation

Employees are an important stakeholder categorgedislly in larger firms where
employee representation is often compul$oitywill be less obvious to opt for voluntary
liquidation. Employee representatives may have idenable power in the decision making
process within the firm. They are able to give adyito pass criticism or to raise objections
before important decisions are taken. They mayh&rrhave an impact on the decisions on a
voluntary liquidation planned by management. Fcairegle, they may try to postpone the
liquidation, negotiate about a possible turnaroohdhe firm or about layoff payments and
premiums for employees with a long length of sexviEmployee representatives will always
steer upon decisions that are most favorable ®retihhployees and try to avoid choices that
may put them at a disadvantage. It is clear thiat ey, in turn, be a factor opposing a
prompt settlement of a voluntary liquidation. Isienilar way, employee representation may

delay an impending involuntary exit.

Trade debt

Suppliers are another category of stakeholdersh Witiew to optimize efficiency and
profitability, firms generally aim to develop stipand stable buyer/seller relationships with
one or multiple suppliers. Advantages of strongpdiep relationships result from the firm’s
commitment to the supplier, the possibilities ofvaated planning, simplified contract
negotiations and the way in which both parties m@rseach other as partners. Generally,
strong supplier relationships with a high frequentyransactions encourage the use of trade
credit with a view to fill temporary gaps in thesbaflow® (Stiglitz and Weiss 1981). This is
particularly true for small firms, which are morkelly to suffer from information problems in
capital markets and which have a restricted acttegxternal financing (Beger and Udell
1995).

* In most EU countries, employee representationckvhilows for employee participation, is compulsériis may involve

board-level representation of employees or emplogpeesentation in the form of works councils. Aligh board-level

representation is a widespread form of employediggzation across Europe (a majority of the EU esahave board
members representing employees), in Belgium, the BlKgaria, Cyprus, Estonia, Italy, Latvia, LithuapnRomania there is
no general legislation or widely applicable colieetagreements providing for board-level represemna However, in

Belgium, employee representation in the form ofaks council is compulsory for larger firms. Foraexple, each Belgian
firm with at least a hundred employees needs tabéish a “work council”, which mainly has an advigdask. The

employee representatives need to be timely inforadgout important events or decisions that may hawonsiderable
impact on the firm and its work force. For examplecisions about an acquisition by another firmaomerger, about
collective lay-offs, about the termination or dowabng of certain activities, about large additibluans need to be timely
communicated.

5 This is partly due to the information advantage emonitoring advantage of suppliers over banks\{@etz and Whitcomb

1979).
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At the same time, strong relationships with suppleause a lower freedom of action
concerning radical strategic changes, such as dixin Especially when a large amount of
trade debts is involved, it is less obvious foristrdssed firm to decide on a voluntary
liquidation or a bankruptcy. Moreover, large ameuoit trade debts are likely to increase the
complexity and the duration of the liquidation @nlaruptcy process itself. Conversely, small
amounts of trade debts, reflecting a lower levetiependence from suppliers, may facilitate

and accelerate voluntary liquidation or bankruptcy.

4 RESEARCH METHOD

4.1 Sample composition

The analyses are based on a large Belgian sam@e288 distress-related exits of
mature firms. This sample of distress-related agitdrawn from a comprehensive dataset of
all involuntary exits and voluntary liquidations tine period 1998—2000 and is provided by
the National Bank of Belgium (NBB). For each Belgi@m and on a yearly basis, the NBB
registers the annual accounasd all juridical information. From this datasétl®,052 exits,
firms less than five years old at the time of exie excluded, because confronted with
distress, new firms act differently compared to enestablished, mature firms. New firms
have a specific exit path, in which personal chiréstics of the owner/manager play a major
role and in which there is no gradual evolution aodvexit (Pompe and Bilderbeek 2005).
Sole proprietorships, not-for-profit firms, publicganizations, companies with a social aim,
and firms with a special main business activitge also excluded. These firms have a specific
nature and are likely to have specific exit patlitt wistinct determinants.

We further restrict our sample to firms that showednomic distress before exiting.
The first sign of distress is viewed as the stgrpioint of the exit path. In the literature, there

iS no consensus yet on the most appropriate distrisrion.

5 1n Belgium, all firms, even small companies, depdseir annual accounts with the NBB in a standaed format,
including balance sheets, profit-and-loss accoantsadditional disclosures.

" More specificallyfirms active in financial intermediation and insnca, portfolio companies and management activities
holdings, extra-territorial organizations, realagstfirms and enterprises whose activities arelyotacated in a foreign
country are excluded from the sample.
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Potential indicators of economic distress includavesal years of negative net
operating income, bottom-line and accumulated Essegative working capital, retained
earnings deficits, share sales to private investoapital restructuring or reorganization,
negative shareholder’s funds, suspension of divldesyments, and major restructurings or
layoffs (McKeown et al. 1991; McLeay and Omar 20BGtt and Platt 2002; Rosner 2003).

In our study, economic distress is defined asm fiear with negative recurring profit
after taxes. We hence define economic distress satuation where operating revenues are
insufficient to cover (1) operating expenses, sashthe expenses for goods and services
needed for production (commodities, accessories, materials and services), personnel
costs, write-offs and depreciations of fixed andrent assets (land, plant and equipment,
licenses, inventories, orders in progress and axsawceivable); (2) the financial costs of
debt; and (3) taxes. Table A.1 in the Appendix tes details on the calculation of recurring
profit after taxes. In contrast to net profit aftaxes, recurring profit after taxes does not
include exceptional revenues and expenses, or diaanmevenues It has an operational
content because it reflects the excess (or defiditlevenues over expenses derived from
normal business activities. As the exceptional meres and expenses are not included in the
calculation of recurring profit, this indicator dfstress is also less influenced by earnings
management practices. Our measure is closely detatehe concept of ‘economic value
added’ (Van Calillie and Arnould 2001; Van Caillieda Dighaye 2002) and ‘revenue
productivity’ (Becchetti and Sierra 2002). It caenice be seen as an indicator of firm
efficiency and firm success.

This definition of distress allows for the studyabbroad spectrum of distress-related
exits, including ‘impulsive firm’ exits as an outoe of an excessive fast-growth strategy
(Argenti 1976). It should be noted that the “rapidiexpected exits”, a heterogeneous
category of exits which have little to do with &usition of economic distress, are excluded
from the sample. Examples are cases of “suddenrbpiay” reflecting a strategic decision,
where it is likely that the firms have idiosynctateasons for the bankruptcy filing, which are
not related to financial distress and are likelyb® driven by strategic issues or even
management fraud (Hill et al. 1996) and cases ofitkental bankruptcy”, resulting from an

unexpected event, such as a natural disaster (Badigiuang 2004).

8 In contrast to a negative recurring profit afexes, a net loss does not necessarily point todisaess. It could simply be
the result of low financial revenues (for exampéy revenues from participations in other firmsj,hogh extraordinary
expenses (for example, exceptional write-offs esé&s from the disposal of assets or business segmiershould be noted
that firms often attempt to report negative extdawary results to decrease net profit in an attempivoid taxes.
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The large dataset of 5,233 distress-related egisgl in this study is unique and offers
considerable contributions to the existing literatan firm exit and business failure. First, the
dataset allows analyzing different exit paths: lomtary exits as well as voluntary
liquidations. In addition, it does not suffer frasample selection biases. Second, it contains a
large number of small and medium-sized privatelyewventerprises (SMES).

These have been largely neglected in previous @&mapiwork on business failure,
where the vast majority of research has dealt Wattge listed firms because of data
availability issues. However, SMEs have been onthefmajor driving forces of worldwide
economic growth, employment and prosperity during kast decades. At the same time,
during the past decade many European (privatelyedv8MEs are threatened by increased
competition and the number of SMEs exiting becafs#istress is substantial. As it appears
essential to gain insights into the exit-path dyicamof SMESs, the strong presence of
privately owned SMEs in our dataset is interestihghird contribution of the dataset is its
focus on established and more mature firms. Dutiegpast decade, an increasing number of
failures of mature, non-starting firms have beeseobed in most European countries due to
the fierce competitive situation. Nevertheless, atous firm exit studies have focused on
new firm exits and largely ignored the exit pathnobre mature firms. This study will only
analyze firms that have survived the first five ngefmllowing their foundation.

Table 1 shows the type of exit of our sample firfise sample contains 2,533 firms
with involuntary exits (48.40%) and 2,700 firms ttheere voluntarily liquidated (51.60%).
The involuntary exits mainly involve cases of banqikcy (N=2,518) but also a few cases of
judicial winding-up and compulsory liquidation (N5 In addition, we also consider firms
operating under a juridical reorganization proceckmown as a ‘moratorium on payments’
where (1) firms have stopped depositing annual aasoafter filing for a reorganization
procedure or (2) their restructuring plan has neerb successfully completed and the
moratorium on payments has been recalled. The 2;@86s of voluntary liquidation include
cases filed at the Court of Commerce as an ‘eadgotltion/liquidation’ or ‘closure of

liquidation’.

® Similar to reorganization procedures in other ¢bas—'Chapter 11’ in the U.S., ‘administrative edeership’ in the U.K.,
‘collective procedure’ in France (Kaiser 1996; Cemverg 2001)—the Belgian procedure of moratoriumpagments
permits a firm with (impending) payment problemdake legal shelter from its creditors for a cerfaériod during which it
can implement a reorganization plan. It is impartannote that although the basic intention of Bedgian reorganization
procedure is to help firms recover from a situatmulistress, it is strongly oriented toward bapitay. It is rarely used, but
is usually unsuccessful and followed by bankruptResearch Reports of Graydon NV). As outsiders employees
generally interpret a filing as a signal of a fadming bankruptcy, only firms with serious problemsh payments and
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Of the firms in our sample, 48.25% are active ie tiade industry, including
wholesale, retail, and hotel, restaurant and cajedctivities, 32.20% in manufacturing,
agriculture or construction, and 19.55% in the iserndustry, including personal, business

and transport services. Except for one case,raikfin our sample are privately owned.

Insert Table 1 About Here

For the 5,233 firms in our sample, the closure dditihe first annual account with a
negative recurring profit after taxes is definedtas starting point of the exit path (time t=1).
The potential determinants of time to exit are obse at t=1. The official date of the legal
exit (i.e. the date when the exit is officially ¢eed by the Court of Commerce) is considered
as the end of the exit path. The duration of thepath of each firm is then calculated as the
time between the first sign of distress and thellezxit. It should be stressed that the
maximum duration of the exit paths in our sampl&0 years, because of the limitation of
the pre-exit window up to fiscal year 1990 — duedata availability issues. The mean
(median) exit-path length of the 5,233 firms in sample is 6.17 (6.51) years. Table 2 gives
descriptive statistics on the exit path duratiostidguishing between involuntary exits and
voluntary liquidations and for separate subsamplesarly exits, that occur within a five-year
period after the first sign of distress, and latése that occur passed this five-year limit. On
average, the voluntary liquidations have longett @dths than involuntary exits (Mann—
Whitney p = 0.000). However, there is a distinctlmetween early exits and late exits. The
separate analysis of early exits indicates thadly earuntary liquidations have on average
shorter exit paths than early involuntary exits.diler words, early exits happen more
frequently in the form of a voluntary liquidatioma less frequently in the form of an
involuntary exit. Conversely, in the subsample afel exits, voluntary liquidations are
preceded by somewhat longer exit paths. Mann—\hitaests confirm these findings. The
survival curves in figure 1 reflect the distributiof the exit-path length since the first sign of

distress for the involuntary exits and voluntaguldations.

continuing operations will file for a moratorium grayments. We note the similarly low popularity angtcess rate of
reorganization procedures in many other Europeantdes (Couwenberg 2001).

20



These survival curves are based on the survivakrir each exit alternative or the
percentage of firms that exit after time t conditibon having survived up to time t, starting
with 100% (all firms enter the dataset) and endiit) 0% (all firms have exited and left the
dataset after t = 11).

Insert Table 2 and Figure 1 About Here

4.2 Method of analysis

Multivariate tobit regression is used to identifie tdeterminants of the time to exit. As
the dependent variable LENGTH, measuring the eatih jiength, is continuous but truncated
below 0 and above 11, tobit is a better suited mdet truncated dependent variables tobit
will produce coefficients and standard errors tat less biased than those obtained from
OLS regression. Moreover, compared to OLS, tobiy meplain a higher proportion of the
variance in the dependent variable. (Tobin 1958gAnya 1973; Long 1997; Greene 2003).
Survival models are not appropriate in our setisgall the firms in the dataset eventually
exit: no firms survive. We estimate tobit models tlee subsamples of involuntary exits and
voluntary liquidations separately, as the fundamledifferences between involuntary exit
and voluntary liquidation (Balcaen et al. 2008)uieg| a separate analysis of these two types
of exit.

4.3 Variables

All explanatory and control variables are measuaédhe first sign of economic
distress. The level of cash holdings (CASH) is meas by the amount of cash and cash
equivalents divided by total assets. Current leyerd EVERAGE) is measured by the ratio
of the book value of long-term and short-term debttotal assets. Firm size (SIZE) is
measured by the natural log of the book value @ tassets (in €1,000), which is a common
size proxy. We use the natural logarithm of tosdeds, because it is reasonable to assume
that the marginal effect of size is stronger forarfirms. Business group membership is
reflected by a dummy variable D_GROUP, which takes value of 1 (zero) in case of
presence (absence) of financial interactions walated firms and firms with holding
interests. Financial interactions include (1) irm@nts in participations and in claims (i.e.
financial fixed assets), (2) claims, (3) monetagpakits and (4) debts.
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It is important to note that the group relationseitved are not restricted to parent-
subsidiary relations, but also involve financialemractions with other subsidiaries from the
same group and with companies in which the firmd&agbarticipations. The presence of
employee representation is reflected by a dummiabler D REPRESENTATION, which
takes the value of 1 if the firm has at least 16i{pleyees or staff members and, hence, is
obliged to establish employee representation. ligiBm, employee representation in the
form of a works council is compulsory for firms titat least a hundred employees. The
variable trade debts (TRADEDEBT) is measured byr#i® of the amount of trade debts,
including long term and short term trade debts towauppliers, on total assets.

Besides these indicators of slack resources ahkétstéder dependence, a number of
control variables are included: firm age, preseand level of secured debt, productivity,
profitability, investments, tangibles, receivabliesel of stocks and industry type. All control
variables are measures at t=1. Firm age (AGE)ariable that appears in many studies as an
important predictor of business failure. Firm ageskpected to affect exit timing, because
more mature firms generally (1) are more efficiantl more competent (Levinthal 1991) as a
result of learning effects, decreasing productiosts, accumulation of skills and knowledge,
more developed production technologies, and rejpatdéiuilding, (2) have more stable social
relations (Stinchcombe 1965) and (3) have more rexpee concerning the most appropriate
size and composition of organizational slack (Sharf et al. 1988). Firm age is measured
as the number of years of operational activity.

The secured debt level (SECURED) is included asndraol variable because different
studies have suggested that the presence of sedabtdnmay have an impact on firm exit.
Because of their guaranteed position in the ligigtaprocess, secured creditors may push
for an involuntary exit or voluntary liquidationeven shortly after the first sign of distress —
S0 as to collect their accounts as soon as pog§iblmpbell 1996; Schwarts 1997; Franks and
Sussman 2005; Leyman et al. 2008). The securedaledtis measured by the percentage of
total debts that are guaranteed by business sesudh the firm’'s assets. Secured debts
involve guaranteed financial debts, trade debtsived advance payments on orders, debts
related to taxes, remunerations, social securigmprms and other guaranteed debts.
Together with the secured debt level, we includer@able reflecting the absence of secured
debts (D_NOSECURED). This allows to separately @ifise impact of having secured debts
and of the importance of secured debt.
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Also, in view of the high frequency (more than 7566)zero-observations for the
secured debt level, this reduces possible bias#siestimation of the models. The dummy
variable D_NOSECURED takes the value of 1 in cagkere no debts are guaranteed by
business securities on the firm’s assets (i.eethe# no secured creditors).

Furthermore, productivity and profitability are Inded as control variables.
Productivity or overall firm efficiency is a frequiy mentioned determinant of business exit
and profitability is an important predictor of faie and exit (Fazzari et al. 1988; Siegfried
and Evans 1994; Klepper 1996; Dimitras et al. 19%es 1998; Cooley and Quadrini 2001;
Daubie and Meskens 2002; Delli Gatti et al. 200)oductivity (PRODUCTIVITY) is
measured by the ratio of gross value added to astéts. Profitability (PROFITABILITY) is
measured by EBIT on total asséts

The investments in tangibles and intangibles (INVEENTS) are included as a
control variable, because literature on busineigréaand on corporate restructuring suggests
that investment behavior may impact firm exit. Ei@s the failure literature suggests that
investments are likely to increase competitiversgtle and survival chances, we may expect
that investments allow postponing an impending. éiidreover, several studies on corporate
restructuring and turnaround have indicated tha¢stments in the form of an acquisition of
additional plants or equipment, or an acquisitibraother company that fits into the core
business may allow a distressed firm to recovehéBdel et al. 1976; Hofer 1980). In
response to distress and declining performancmsfimay adopt a growth strategy, as an
alternative to organizational retrenchntériD'Aveni 1989; Chowdhury and Lang 1996;
Rasheed 2005). As a result, we may expect thahtlestment behavior of a firm confronted
with distress will affect the exit timing. Investmte are measured by the total amount of
investments in tangibles and intangibles — inclgd®&D, patents, licenses, franchises and
goodwill, land and plant, equipment and machinesnifure and rolling stock — on total

assets.

10 Note that all firms in our population have surdw&e critical starting phase of 5 years.

11 pProductivity and profitability can also be meastby using operational assets instead of totaltsssethe denominator.
Sensitivity analyses for these alternative measuesal no changes in the conclusions.

12 severely declining organizations and distressedsfifacing internal resource constraints rathefyappset reductions
(D'Aveni 1989; Robbins and Pearce 1992; Rasheef)200
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Another control factor is the level of tangible etss(TANGIBLES). The level of
tangible assets determines the possibility of aseatstment — divestments of lines of
businesses or business units in the context ofagusing on core business or sales of land,
plant and equipment in the context of an attempintwease productivity (Gibbs 1993;
Sudarsanam and Lai 2001) — which may be necessamgder to postpone an impending
exit. Consequently, the asset composition may affextiming of exit after distress. On the
other hand, as tangible assets have a higher #tjaid value compared to intangibles, we
may expect that a high degree of asset tangihiliy increase the motivation initiate a
voluntary liquidation procedure. The degree of thleg is measured by the book value of
tangible assets on total assets.

Another control variable is trade receivables (RBEQEBLES). On the one hand,
trade receivables may positively impact exit timibgcause the reduction of receivables (i.e.
collection of payments) is a frequently appliedn@sturing activity in an attempt to postpone
exit. On the other hand, business failure studse®shown that a high amount of receivables
may be detrimental for a firm in distress, espéciahen they concern questionable debtors.
Therefore, large volume of trade receivables magelacate involuntary exit. Trade
receivables are measured as the ratio of the antduahg and short term trade receivables
on total assets.

Similarly, the inventory level (INVENTORY) may impaexit timing. Literature on
corporate restructuring has shown that inventoryrdzing is a restructuring activity for
firms in distress (Sudarsanam and Lai 2001). Amdiwith a large inventory — especially
when inventory mainly consists of raw materials éincshed goods that can be sold easily —
have more possibilities to optimize working capitgl reducing inventories, they may be
expected to be better able to postpone exit. Ferrdason, inventory may be expected to
have a positive effect on the exit path duratioowever, at the same time, a (too) high
inventory, especially when it concerns work in pesg and finished goods for which there is
no demand, may accelerate an impending bankruptegntory is measured by inventory
(including raw materials, finished goods and warlprogress) on total assets.

Finally, as the industry may also influence thet @xning, an industry variable is
included as an additional control variable. We idgsiish three main industry types:
manufacturing (i.e., manufacturing, agriculture @odstruction), trade (i.e., wholesale, retail
and hotel, restaurant and catering activities) ardvices (i.e., personal, business and

transport services).
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We include two binary variables: D_TRADE takes &ueaof one if the exiting firm is
active in trade and D_MANUFACTURING takes a valdeooe if the exiting firm is active
in manufacturing.

Tables A.2 and A.3 in appendix show that the cati@h between the independent
and the control variables is low. The highest datien is found between tangibles and
investments (0.562). Hence, multicollinearity pesbk in the multivariate analyses are

limited.

4.4 Sample description

Table 3 provides summary statistics of the keyaldeis measured at the first sign of
distress (t = 1) for the entire sample of distnedated exits (N=5,233), and for the
subsamples of involuntary exits (N=2,533) and vtdmnliquidations (N=2,700). The results
indicate that most firm characteristics differ sfgrantly. On average, compared to voluntary
liquidations, firms with involuntary exits have lew cash holdings, a higher leverage, a
smaller size and more trade debts. Average levesgs high as 96.0%, with trade debts
accounting for 31.7% of total assets. Further, teyyounger, have more secured debts and
are less profitable than firms that voluntarily uidate. They have a higher investment
activity, more tangible assets, larger trade reddgdas and higher inventory levels. Finally,
they are more likely to be a stand-alone firm, awéha main activity in manufacturing and to
have secured debts. Cases of voluntary liquidatiarthe contrary, typically have larger cash
holdings (12.7% compared to 7.3% for involuntant®xa lower leverage (66.7% compared
to 96.0% for involuntary exits), a larger firm sjzewer trade debts, a higher maturity, less
secured debts, a higher profitability, a lower stmeent activity, less tangibles, fewer
receivables and a smaller inventory. Also, theyraoee likely to be part of a business group,
showing financial interactions with related firmsdafirms with holding interests, to have no
secured debts and to be active in the trade ofcgemdustry. Note that the firms are small:
average total assets equal €1.5 million and metdiah assets equal only €228.830. The huge
difference between average and median size isawserhe very large firms in the sample.

5 Results

Insert Table 3 About Here
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SRESULTS

Involuntary and voluntary exits are modeled sepdyagiven the differing dynamics
of their exit paths (Balcaen et al. 2008). For beit types, the first model includes only the
control variables. The variables proxying for slaekources are added in the second model.
The third model is the full model, including cortrariables, slack resource variables and
stakeholder dependence variables. Adding stakehaldpendence variables before slack
resource variables does not alter the conclusioslels 1 are compared to the constant only
model, models 2 are compared to models 1 and timplete models (model 3) are compared
to models 2. The chi-square tests for models 2raadels 3 indicate that the variables on
slack resources and on stakeholder dependencdicantly add to explaining both the time
to involuntary exit and the time to voluntary efgignificant at 1% level). Both groups of
explanatory variables hence significantly expldia tluration of the exit path of distressed

firms.

5.1 Involuntary exits

The results of the multivariate tobit model expiainthe exit duration of involuntary
exits are reported in table 4 (N = 2,531). Modelhjch only contains the control variables,
shows that firm age and investments have a sigmifieffect on the time to involuntary exit.
Older firms and firms with high investments havender exit paths before they exit
involuntarily. Additionally, firms with a large irentory have a longer time to exit. The
coefficient of this variable is significant in thiel models.

Model 2 shows that firms with large cash holdingsflecting a higher level of
available slack resources, have significantly loreat paths, supporting Hypothesis 1. The
coefficient of the variable indicating potentiahsk is significant and in the hypothesized
direction, supporting Hypothesis 2. A high leverageflecting lower potential slack,
decreases the time to involuntary exit.

The complete model (model 3) confirms the impact stdick resources and
additionally provides support for hypothesis 6.akgle firm — reflecting higher stakeholder
dependence — has a significantly longer time td. éMie other indicators of stakeholder
dependence — business group membership, emplopeeseatation, and amount of trade

debts — do not significantly explain the time tedaluntary exit however.
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Overall, we find that early involuntary exits ameven by a low level of available and
potential slack resources. A small firm size, refitey low stakeholder dependence, also

contributes to an early bankruptcy.

Insert Table 4 About Here

5.2 Voluntary liquidations

Table 5 reports the results of the multivariate eledor voluntary liquidations (N =
2,644). Model 1 indicates that productivity, prabtlity, investments, tangibles, receivables
and inventory significantly explain the duration tfe exit path preceding voluntary
liquidation. A stronger economic performance — kighroductivity and profitability — high
investments, high asset tangibility, large tradeneables, and a large inventory significantly
increase the survival time and postpone voluntayyidation. These relationships remain
significant when adding the slack resource andestakier dependence variables.

In model 2, the variables reflecting the availahted potential slack resources are
added. Supporting hypothesis 3, firms with largghclaoldings exit significantly sooner after
the first sign of distress: the available slack Aamegative influence on the exit path duration
and, hence, shortens the exit path. A high leveragdicating lower potential slack,
significantly increases the time to exit in modelwhich is consistent with hypothesis 4.
However, leverage is no longer significant in themplete model (model 3). Current
leverage, as an indicator of low future borrowiragpabilities and low potential slack, hence
does not significantly impact the time to voluntéiquidation. Therefore, hypothesis 4 is not
supported.

Finally, the variables reflecting stakeholder dejece are included in the complete
model (model 3). Supporting hypothesis 5, firmshwhigher stakeholder dependence,
measured by firm size, group membership, and volemé&ade debts, take significantly
longer to voluntarily liquidate. The presence ofpdogee representation does not affect the

duration of the exit paths, however.
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Overall, early voluntary liquidations are deterndri®y high available slack resources
and by low stakeholder dependence, as reflectea fyall firm size, a stand-alone status,
and low volume of trade debts. High levels of pa&rslack resources do not impact the time
to exit, however. This might reflect the fact tfians wishing to voluntarily liquidate do not
attempt to raise additional debt, as additionaltdelakes a voluntary liquidation more
difficult.

Insert Table 5 About Here

5.3 Robustness checks

Several robustness tests are conducted so ag thdéegeneral validity of the results.
First, we correct the tobit models for specificatierrors (Huber 1967) and for
heteroscedasticity (White 1980), using the Hubeiit®/istandard errof$ instead of the
traditional standard errors. The results (repoitedlable A.4 in the Appendix) remain
gualitatively unchanged. Second, as the influenceutliers can be important, the tobit
models are re-estimated in a reduced sample. déigendent variables are trimmed at the 1
and the 99th percentile and all observations alaoeebelow three standard deviations from
the mean are deleted. The outlier-corrected maalelsconsistent with the original models.
Third, additional model regressions are conduciad dlternative measures of employee
representation (number of employees), productigmpss value added per employee) and
profitability (net return on total assets). The clogions are consistent with the ones reported
previously. Fourth, re-estimation of the modelsngsDLS instead of tobit does not alter the
conclusions. Finally, a sensitivity analysis is dooted on a sample of ‘complete failure’
exits, of which the exit path is initiated by arsigf serious distress. A sign of serious distress
is defined as three consecutive firm years withegative recurring profit after taxes. The
samples of complete failure exits as an outcomseabus distress include 1,314 involuntary
exits and 1,458 voluntary liquidations. Again, tlesults of the additional tobit models are in

line with the original models.
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6 CONCLUSIONS

This study provides new insights on the determmanit the exit path duration
preceding distress-related involuntary exits andinvary liquidations. It examines how long
a firm survives after an initial sign of distresgladentifies determinants of the ‘time-to-exit'.
We focus on the level of available and potentiahckl resources and stakeholder
dependence at the time of the first signs of distiges determinants of the time to exit. Based
on a unigue sample of 5,233 distress-related fixits en Belgium, we show that available
and potential slack resources and stakeholder depee explain the duration of the exit
path.

Particularly, we find that slack resources haveopposite effect on the timing of
involuntary exits and voluntary liquidations. Oretbne hand, a high level of available and
potential slack resources (reflected by large dashlings, and a low current leverage)
increases the duration of the exit paths precetfimgluntary exits. Slack resources hence
allow distressed firms to postpone an impendin@lumtary exit. This finding reinforces the
importance of available and potential slack resesiio extending the exit path with a view to
delay involuntary exit. On the contrary, we fincthigh available slack resources decrease
the time to voluntary liquidation. This may be eaipkd by the fact that the owners may have
a stronger motivation to cash-in and prevent thehéu loss of resources and that the
likelihood of success for the liquidation procedisegreater with high levels of available
slack. Both effects may accelerate the decisiomotantarily liquidate the distressed firm.
High potential slack resources, however, do natcfthe time to voluntary liquidation. This
may be explained by the fact that a voluntary ligion is a planned strategy, in which
potential slack and future borrowing capacity arenaor concern to the distressed firm. In
view of a planned voluntary exit, a distressed fismnlikely to resort to additional lending.

Further, this study provides evidence that a higell of stakeholder dependence
generally extends the time to exit after distr@dss is consistent with stakeholder theory,
suggesting that a firm’s stakeholders determinefitih@s fate and its decisions concerning
(the timing of) firm exit. First, high stakeholddependence — reflected by a large firm size,
business group membership and large amounts af ttadts towards suppliers — is found to

increase the length of the exit paths precedingntaty liquidations. This may be explained

13 The Huber-White standard errors are robust anertetedasticity-consistent standard errors. Theseseare adjusted for
correlations of error terms across observations a@lhwv estimating the variance of the parametemedes when the
underlying model is incorrect (Huber 1967; White8Q@9Greene 2003).
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by the fact that in firms with an extensive networkf stakeholders and
with multiple potentially diverging stakeholdertenests to account for, the decision to
voluntary liquidate the firm is more complex. Aldbe liquidation procedure itself will be
more complicated and time-consuming, which willtimn increase the exit path duration.
Second, we find that high stakeholder dependerfiected by a large firm size, extends the
exit path preceding involuntary exit. The decisioriile for a bankruptcy or other involuntary
exit procedure is likely to be more complex andoime negotiations with more diverse
stakeholders in large firms. Moreover, the decianadf exit by court may require more time,
which may lengthen the exit path.

Besides slack resources and stakeholder dependetioer, factors are found to
determine the time-to-exit. First, older firms tdkager before they involuntarily exit. This
may be explained by the fact that more mature figaserally are more efficient and more
competent, have more stable social relations ane heore skills.

Second, firms with higher levels of productivity daprofitability take longer to
voluntarily liquidate. This can be explained by tfact that, in case of distress, better
performing firms are more likely to await the evadn of the firm before deciding on a
liquidation. Third, high levels of investments iaase the time to both involuntary exit and
voluntary liquidation. A possible explanation féng effect may be that investments, which
are made in the context of a growth strategy aimedorporate recovery, may allow a
distressed firm to survive a fierce decline andpase an impending exit. Fourth, high asset
tangibility is found to increase the time to volamt liquidation. Possibly, distressed firms
with many tangible assets resort to a strategpsétadivestment so as to postpone exit, which
explains their longer exit path. Further, tradesiegbles have a positive effect on the time to
voluntary liquidation. This may be explained by tlaet that firms with large receivables
attempt to collect all payments before initiatingracedure of voluntary liquidation. Finally,
the amount of inventory positively affects exit it of both involuntary and voluntary exits.
Possibly, firms with a large inventory resort teentory downsizing in an attempt to survive,
especially when inventory includes a lot of raw en@ls and finished goods that can be sold
easily. By reducing inventories and, hereby optingavorking capital, they try to postpone
exit.

We recognize that the models estimated in thisystud not fully complete. Possibly,
we have ignored other explanatory factors of thegtle of the exit path, such as human
factors (for example, the experience or age ofnilamager/owner and the education of the

directors), strategic factors and organizationaitdes (such as board members, outside
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directors, number of divisions, plant location).wéver, this does not limit the value of this
study in understanding the impact of available gmtential slack and stakeholder
dependence on the time to exit. Finally, by not sidering human, strategic and
organizational factors, the analyses are only basedobjective, accurate and publicly
available information.

A potential route for expanding the insights ofstistudy is to consider distressed
firms that continue to operate and the probabditfirm survival. However, we claim there
are benefits to be gained from this in-depth stfdyistress-related exits. The most important
benefit is that a detailed analysis of distresategl exits, including the careful analysis of the
timing of bankruptcy and voluntary liquidation, @aMls for learning from firms that have
experienced an early exit. This contributes in tiarthe eventual success of firms that learn
from the experiences of others and may even alh@idevelopment of better models of value
creation (McGrath 1999).

The main findings of this study, concerning (1) thastence of a specific exit path
profile for involuntary exits and voluntary liquitlans and (2) the importance of slack
resources and stakeholder dependence for the timfingvoluntary exits and voluntary
liquidations, may help to guide future empiricatearch on distress-related exit paths. For
example, one could conduct a more dynamic anabfséxit paths and investigate sequences
of events related to the available and potentigbueces and the level of stakeholder
dependence with a view to identify a number of camrexit paths leading to involuntary
exit and voluntary liquidation.

Another interesting finding of this study that mzgfl for further investigation, is that
secured debts do not impact the duration of thé math preceding involuntary exit. This
contrasts with the behavior of secured creditorsourt-supervised reorganization procedures
(e.g. Chapter 7), where secured creditors are foonmush for early bankruptcy (Leyman et
al. 2008). Our analysis also shows that secureditors have a different behavior in the pre-
bankruptcy process and in the pre-liquidation psscéhis calls for more attention to the pre-

liquidation and pre-bankruptcy process.
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APPENDI X

Table A.1 Calculation of therecurring profit/loss after taxes

Abbreviated scheme annual accounts

Complete scheme annual accounts

Annual account
section number Description

Annual account
section number

Description

OPERATING REVENUES

+  Value of production (excl. | 70| 2
subsidies)
OPERATING EXPENSES
+  Intermediary consumption | 60/61]
» Costs of personnel <62>

+  Write-offs and depreciations | 630|
of fixed assets

NON-OPERATING EXPENSES
* Financial costs of debts — <65> +
(excluding interest subsidies) <656>

» Depreciations on current non- + <631/4>
financial assets

» Provisions for operational + <635/7>
risks and costs
TAXES
* Taxes on profits —<67/77>

RECURRING PROFIT AFTER

[| 70/61| — | 61/70]] [ <62> + | 630| — <65> +
TAXES <656> + <631/4> + <635/7> — <67/77>]

Turnover

Commodities, accessories, raw materials| 60|
and various goods and services

| 61]
Remunerations, social contributions and<62>
pensions

+ <635>
Write-offs and depreciations on fixed | 630|
assets: land, plant and equipment,
establishment costs and intangible assets

Financial costs, excluding financial | 650|
provisions | 653|
Depreciations on inventories, orders in  + <631/4>
progress and accounts receivable
Provisions

Taxes on the result | 9134
+ | 640|

(| 70r74| - | 740])

+ <635/7> — <635>

Turnover less subsidies

Commodities, raw materials and accessories
Various goods and services

Remunerations, social contributions, pensions
Pension provisions

Write-offs and depreciations on fixed assets: land,
plant and equipment, establishment costs and
intangible assets

Financial cost of debts
Discount on receivables

Depreciations on inventories, orders in progress
and accounts receivable
Provisions, excluding provisiémspensions

Taxes on the result of the fiscal year
Taxes on operations (i.e. real estate taxes, taxes
on cars and trucks, ...)

[(| 70/74| - | 740|) — (| 60| + | 61|)] — [<62> + <635> +
| 630| + | 650| + | 653| + <631/4> + <635/7> — <635> +
|9134] + |640]]

*Most firms with an abbreviated annual account doreport sales, as this is not compulsory, ancagsteport their gross margin p0/61| or | 61/70| .
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Table A.2 Spear man correlations between the continuous explanatory and control variablesfor the subsample of involuntary exits

LEVER- TRADE PRODUC- PROFITA-  INVEST- TANGI-  RECEIV-  INVEN-
CASH AGE SIZE DEBT AGE SECURED  TIVITY BILITY MENTS BLES ABLES TORY
CASH 1.000 -0.158** -0.212* 0.050* 0.001 -0.151* 0.150* -0.081** -0.053*  -0.126®  -0.100** -0.050*
2532 2532 2532 2532 2531 2532 2532 2532 2532 2532 2532 2532
LEVERAGE -0.158** 1.000 0.024 0.307** -0.248** 0.051* -0.102** -0.224** 0.145* 0.140* -0.026 -0.017
2532 2532 2532 2532 2531 2532 2532 2532 2532 2532 2532 2532
SIZE -0.212** 0.024 1.000 0.173* 0.324* 0.248** -0.284** 0.373* -0.033  -0.088** 0.283** 0.217*
2532 2532 2532 2532 2531 2532 2532 2532 2532 2532 2532 2532
TRADE DEBT 0.050* 0.307* 0.173* 1.000 0.022 -0.066** -0.047* 0.000 -0.074**  -0.295* 0.371* 0.200*
2532 2532 2532 2532 2531 2532 2532 2532 2532 2532 2532 2532
AGE 0.001 -0.248** 0.324** 0.022 1.000 0.073** 0.074** 0.197** -0.392*  -0.184* 0.182** 0.196**
2531 2531 2531 2531 2532 2531 2531 2531 2531 2531 2531 2531
SECURED -0.151* 0.051* 0.248* -0.066** 0.073* 1.000 -0.088** 0.149* 0.058** 0.175* -0.045* 0.084*
2532 2532 2532 2532 2531 2532 2532 2532 2532 2532 2532 2532
PRODUCTIVITY 0.150** -0.102** -0.284** -0.047* 0.074* -0.088** 1.000 0.012 0.014  0.133* 0.087*  -0.134*
2532 2532 2532 2532 2531 2532 2532 2532 2532 2532 2532 2532
PROFITABILITY -0.081** -0.224* 0.373* 0.000 0.197* 0.149* 0.012 1.000 -0.116**  -0.097** 0.097* 0.157*
2532 2532 2532 2532 2531 2532 2532 2532 2532 2532 2532 2532
INVESTMENTS -0.053** 0.145** -0.033 -0.074* -0.392* 0.058** 0.014 -0.116** 1.000 0.540*  -0.141**  -0.192*
2532 2532 2532 2532 2531 2532 2532 2532 2532 2532 2532 2532
TANGIBLES -0.126** 0.140** -0.088** -0.295** -0.184** 0.175** 0.133* -0.097** 0.540* 1.000 -0.324**  -0.272*
2532 2532 2532 2532 2531 2532 2532 2532 2532 2532 2532 2532
RECEIVABLES -0.100** -0.026 0.283** 0.371* 0.182* -0.045* 0.087* 0.097* -0.141**  -0.324* 1.000 -0.131*
2532 2532 2532 2532 2531 2532 2532 2532 2532 2532 2532 2532
INVENTORY -0.050* -0.017 0.217* 0.200** 0.196** 0.084** -0.134** 0.157* -0.192%  -0.272**  -0.131* 1.000
2532 2532 2532 2532 2531 2532 2532 2532 2532 2532 2532 2532

Correlations are based on the observations of imtaty exits (t=1), that are used in the regresaitalysis (N=2,533).
Significance levels: ** Significant at 1%; * Siditant at 5%



Table A.3 Spear man correlations between the continuous explanatory and control variablesfor the subsample of voluntary liquidations

LEVER- TRADE PRODUC- PROFITA- INVEST- RECEIV-  INVEN-
CASH AGE SIZE DEBT AGE SECURED TIVITY BILITY MENTS TANGIBLES  ABLES TORY
CASH 1.000 -0.266** -0.208** -0.040* 0.103* -0.161* 0.122* -0.051* -0.100** -0.157* -0.049*  -0.123*
2700 2700 2700 2700 2644 2700 2700 2700 2700 2700 2700 2700
LEVERAGE -0.266** 1.000 0.069** 0.485* -0.390** 0.175* -0.024 -0.151** 0.272** 0.206** 0.096** 0.168**
2700 2700 2700 2700 2644 2700 2700 2700 2700 2700 2700 2700
SIZE -0.208** 0.069** 1.000 0.142* 0.137* 0.107* -0.369** 0.269** 0.046* -0.101** 0.183** 0.086**
2700 2700 2700 2700 2644 2700 2700 2700 2700 2700 2700 2700
TRADEDEBT -0.040* 0.485* 0.142* 1.000 -0.093** 0.069** 0.025 -0.121* 0.141* -0.030  0.384* 0.269**
2700 2700 2700 2700 2644 2700 2700 2700 2700 2700 2700 2700
AGE 0.103** -0.390** 0.137** -0.093** 1.000 0.000 0.012 0.108** -0.325** -0.149** 0.094** 0.132**
2644 2644 2644 2644 2644 2644 2644 2644 2644 2644 2644 2644
SECURED -0.161** 0.175* 0.107* 0.069** 0.000 1.000 0.026 0.085* 0.149* 0.246* 0.002 0.070**
2700 2700 2700 2700 2644 2700 2700 2700 2700 2700 2700 2700
PROFITABILITY -0.051** -0.151* 0.269** 0.025 0.108* 0.085** 0.045* 1.000 0.120* 0.234* 0.072* 0.011
2700 2700 2700 2700 2644 2700 2700 2700 2700 2700 2700 2700
PRODUCTIVITY 0.122* -0.024 -0.369** -0.121* 0.012 0.026 1.000 0.045* -0.066** -0.082** -0.025 -0.021
2700 2700 2700 2700 2644 2700 2700 2700 2700 2700 2700 2700
INVESTMENTS -0.100** 0.272* 0.046* 0.141* -0.325** 0.149* 0.120* -0.066** 1.000 0.562** 0.011 -0.006
2700 2700 2700 2700 2644 2700 2700 2700 2700 2700 2700 2700
TANGIBLES -0.157** 0.206** -0.101** -0.030 -0.149* 0.246** 0.234** -0.082** 0.562** 1.000 -0.171* -0.033
2700 2700 2700 2700 2644 2700 2700 2700 2700 2700 2700 2700
RECEIVABLES -0.049* 0.096** 0.183** 0.384* 0.094* 0.002 0.072* -0.025 0.011 -0.171* 1.000 -0.091**
2700 2700 2700 2700 2644 2700 2700 2700 2700 2700 2700 2700
INVENTORY -0.123** 0.168** 0.086** 0.269** 0.132* 0.070** 0.011 -0.021 -0.006 -0.033  -0.091** 1.000
2700 2700 2700 2700 2644 2700 2700 2700 2700 2700 2700 2700

Correlations are based on the observations of taiyitiquidations (t=1), that are used in the regien analysis (N=2,700).

Significance levels: ** Significant at 1%; * Siditant at 5%
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Table A.4 Results of the tobit modelsfor theinvoluntary exits (N= 2,531) and the
voluntary liquidations (2,644), using Huber/White r obust standard errors

Involuntary exits Voluntary liquidations
b H/W SE  p-value b H/W SE p-value
C 5.4149** 0.3268 0.0000 4,1245* 0.3432 0.0000
Available slack
CASH 0.9663* 0.3797 0.0109 -1.0172** 0.3470 0.0034
Potential slack
LEVERAGE -0.2753** 0.1004 0.0061 -0.0106 0.0683 87®8
Stakeholder dependence
SIZE 0.1292** 0.0391 0.0010 0.0875* 0.0360 015
D_GROUP -0.4680 0.2746 0.0883 1.2577* 0.2299 0000
D_REPRESENTATION 0.1501 0.4657 0.7473 0.3845 3997 0.3275
TRADEDEBT 0.1797 0.2398 0.4538 0.5846** 0.1887 0.0020
Control variables
AGE 0.0095 0.0052 0.0695 0.0024 0.0046 0.6108
SECURED 0.3163 0.3362 0.3467 0.4361 0.3924 63.26
D_NOSECURED -0.0662 0.1541 0.6676 -0.1136 0.17930.5266
PRODUCTIVITY 0.0123** 0.0041 0.0026 0.1602** 0.08 0.0016
PROFITABILITY -0.0390* 0.0155 0.0117 0.1062 0917 0.1790
INVESTMEN TS 0.5505** 0.1490 0.0002 0.5858** oy 0.0006
TANGIBLES 0.1517 0.2640 0.5655 1.2151* 0.2762 0.0000
RECEIVABLES -0.0748 0.2896 0.7962 0.5474 0.2817 0.0519
INVENTORY 0.5324* 0.2749 0.0428 1.4913* 0.2538 .0000
D_TRADE 0.2307 0.1323 0.0813 0.2483 0.1325 @06
D _MANUFACTURING -0.0163 0.1349 0.9036 -0.0213 3B 0.8765
Log likelihood -5,509.301 -5,959.057
y2 test (p-value) < 0.005 <0.005
Squared multiple corr 0.0382 0.1300

The dependent variable LENGTH, measuring the dumadif the exit path (in number of years) is tresasda
truncated variable (truncated below 0 and abovebylyising the TOBIT estimation model. For each nhode
table A.4 reports the coefficients (b), the robHstber/White standard errors (H/W SE) and the sigmifce
levels (p-value). Goodness-of-fit measures incldilde log-likelihood of the model, the squared miudtip
correlation (based on correlation between estimatdidted values and observed values), and thalpevof the

y2 test (based on the log-likelihood of the modeé tog-likelihood of a restricted model only incing the
control variables, and the number of explanatomyaides). With theg? test, a p-value below 0.05 indicates that

the model is significant.
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TABLE 1

Composition of the sample: exit type and legal exit procedure

Exit type Legal procedure Number of  Percentage
firms
Involuntary exit 2,533 48.40%
Bankruptcy 2,518 48.11%
Compulsory liquidation 4 0.08%
Moratorium on payments 11 0.21%
Voluntary 2,700 51.60%
liquidation
Early dissolution/liquidation 465 8.89%
Closure of liquidation 2,235 42.71%
TOTAL 5,233 100.00%
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Table 2 Descriptive statistics of time to exit of (early and late) involuntary exits, voluntary liquidations and full sample

All exits (N=5,233) Early exits (N=1,593) Late exits (N=3,640)

Full Involuntary Voluntary Mann- Early Early Mann- Late Late Mann-

sample exit liquidation Whitney involuntary voluntary Whitney involuntary voluntary Whitney

p-value exit liquidation p-value exit liquidation p-value

Mean 6.174 6.107 6.238 0.000 3.476 3.054 0.000 7.308 7.577 0.000
Median 6.507 6.326 6.762 3.715 3.249 7.329 7.726

Standard 2.174 2.4922

deviation 2.344 1.086 1.497 1.321 1.352
Minimum 0.000 0.482 0.000 0.482 0.000 5.003 5.003
Maximum 10.896 10.707 10.896 4.995 5.000 10.707 10.896
N 5,233 2,533 2,700 794 799 1,739 1,901

Early exits occur within a five-year period aftheffirst sign of distress, while late exits occasged this five-year limit.

P-value of Mann-Whitney U-test below 0.05 indicaesgnificant difference between the subsampléswafiuntary and voluntary exits.

1,0000 %=

0,8000

0,6000

—=a— Involuntary exit

0,4000 - -a- - Voluntary liquidation

% firms that exit after t

0,2000

0,0000 T T T T

t (years)

Fig 1 Survival curves for the involuntary exits (N=2,538)d voluntary liquidations (N=2,700). This figusleows the percentage of firms that exit after tirnenditional on

having survived up to time t
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Table 3 Mean and median of the explanatory and control variables, observed at t=1

Panel A
Total sample Subsamples
Mean (median)  Standard N zero Mean (median) Mean (median) p-value
N full sample deviation values involuntary exit  voluntary liquidation Mann-Whitney
Explanatory variables
CASH 5,232 0.101 (0.041) 0.154 277 0.073 (0.027) .121(0.062) 0.000
LEVERAGE 5,232 0.807 (0.774) 2.924 12 0.986353) 0.667 (0.653) 0.000
SIZE (in €1,000) 5,233 1504.736 (228.830R721.175 0 977.722(252.0951999.515 (207.536) 0.000
TRADEDEBT 5,232 0.262 (0.198) 0.287 179 0.81.265) 0.210 (0.126) 0.000
Control variables
AGE (years) 5,176 10.075 (6.663) 10.350 0 8(B4330) 11.347 (8.059) 0.000
SECURED 5,232 0.093 (0.000) 0.205 3,916 0.01a00) 0.075 (0.000) 0.000
PRODUCTIVITY 5,232 0.565 (0.369) 3.175 154 G50.379) 0.556 (0.363) 0.136
PROFITABILITY 5,232 -0.326 (-0.003) 18.300 8 -016(-0.008) —0.069 (0.001) 0.000
INVESTMENTS 5,232 0.178 (0.054) 0.293 895 0.21.082) 0.148 (0.032) 0.000
TANGIBLES 5,232 0.261 (0.186) 0.240 280 0.292779) 0.232 (0.149) 0.000
RECEIVABLES 5,232 0.229 (0.170) 0.224 721 0.23.200) 0.217 (0.150) 0.000
INVENTORY 5,232 0.190 (0.090) 0.229 1437 0.199 (0.118) 0.182 (0.063) 0.000
Panel B
Total sample Subsamples
N (%) non-zero N (%) non-zero N (%) non-zero p-value
N full sample involuntary exit  voluntary liquidation y2-test
Explanatory variables
D_REPRESENTATION 5,233 68 (1.30%) 32 (1.26%) 36 (1.33%) 0.823
D_GROUP 5,233 455 (8.69%) 161 (6.36%) 29189%) 0.000
Control variables
D_NOSECURED 5,233 3,916 (74.83%) 1738 (68.61%) 178280.67%) 0.000
D_TRADE 5233 2,525 (48.25%) 1249 (49.31%) 1/B26%) 0.138
D_MANUFACTURING 5,233 1,685 (32.2%) 864 (34.11%) 821 (30.41%) 0.004

In panel A, summary statistics of continuous vdgatare reported, while panel B reports summatissits of binary variables. Descriptives for thdl sample of distress—
related exits (N=5,233), and for the subsampléswafluntary exits (N=2,533) and of voluntary ligatibns (N=2,700) are included. The Mann-WhitneyelSt$ (continuous

variables) and the Chi-square tests (binary vee@likst for differences between the subsamplewoluntary exits and voluntary liquidations.
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Table 4 Results of the tobit modelsfor the involuntary exits (N=2,531)

Model 2: control variables + slack Model 3: control variables + slack

Madel 1: control variables resources resources + stakeholder dependence
b SE p-value b SE p-value b SE p-value

C 5.7681* 0.2304 0.0000 5.7978** 0.2499 0.0000 5.4149** 0.3251 0.0000
Available slack

CASH 0.8702* 0.3894 0.0254 0.9663* 0.3970 0.0149
Potential slack

LEVERAGE -0.2966** 0.0579 0.0000 -0.2752* 0.0654 0.0000
Stakeholder dependence

SIZE 0.1292* 0.0384 0.0008

D_GROUP -0.4680 0.2665 0.0791

D_REPRESENTATION 0.1501 0.4122 0.7158

TRADEDEBT 0.1797 0.1876 0.3381
Control variables

AGE 0.0175**  0.0047 0.0002 0.0162** 0.0047 0.0005 0.0095 0.0051 0.0606

SECURED 0.2920 0.3269 0.3717  0.2830 0.3250 0.3839 0.3163 0.3268 0.3331

D_NOSECURED -0.1045 0.1491 0.4833 -0.1351 0.1483 0.3624 -0.0662 0.1499 0.6589

PRODUCTIVITY 0.0101 0.0102 0.3218 0.0111 0.0101 0.2709 0.0123 0.0101 0.2237

PROFITABILITY 0.0033 0.0017 0.0520  -0.0420** 0.0090 0.0000 -0.0390** 0.0102 0.0001

INVESTMENTS 0.5050**  0.1559 0.0012 0.5583** 0.1555 0.0003 0.5505** 0.1557 0.0004

TANGIBLES -0.1372 0.2398 0.5674 0.1097 0.2575 0.6699 0.1517 0.2606 0.5604

RECEIVABLES -0.2092 0.2442 0.3917 0.0834 0.2587 0.7472 -0.0748 0.2730 0.7841

INVENTORY 0.3928 0.2428 0.1057 0.6113* 0.2573 0.0175 0.5324* 0.2636 0.0434

D_TRADE 0.2236 0.1318 0.0897 0.2371 0.1310 0.0703 0.2307 0.1310 0.0782

D_MANUFACTURING 0.0506 0.1319 0.7013 0.0297 0.1311 0.8208 -0.0163 0.1318 0.9014
Log likelihood -5,532.489 -5,516.526 -5,509.301
¥2 test (p-value) <0.005 <0.005 <0.010

Squared multiple corr 0.0193 0.0331 02038




The dependent variable LENGTH, measuring the dumadf the exit path (in number of years) is treaed truncated variable (truncated below 0 angelhd) by using the
TOBIT estimation model. Model 1 only contains tt@tol variables, model 2 contains the control allés and the variables on slack resources andlfBddeludes the
control variables, the variables on slack resouasesthe variables on stakeholder dependence.débr model, table 4 reports the coefficients (8,dtandard errors (SE)
and the significance levels (p-value). Goodnesktafieasures include the log-likelihood of the mipdee squared multiple correlation (based on datien between
estimated or fitted values and observed values),the p-value of thg? test (based on the log-likelihood of the modeg tog-likelihood of a restricted model, and the
number of additional variables in the model). Witle 2 test, a p-value below 0.05 indicates that the ehgl significant compared to the restricted modiébdel 1 is
compared to the constant only model, model 2 ispayed to model 1 and model 3 is compared to madel 2

Significance levels: ** Significant at 1%; * Sididant at 5%
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Table 5 Results of the tobit modelsfor voluntary liquidations (N=2,644)

Model 2: control variables + slack

Model 3: control variables + slack

Model 1: control variables resources resources + stakeholder dependence
b p-value b p-value SE p-value
C 5.1515** 0.2435 0.0000 5.2846** 0.2592 0.0000 4.1245** 0.3359 0.0000
Available slack
CASH -1.2157* 0.2975 0.0000 -1.0172* 0.3003 0.0007
Potential slack
LEVERAGE 0.2812** 0.0726 0.0001 -0.0106 0.0828 0.8984
Stakeholder dependence
SIZE 0.0875* 0.0346 0.0114
D_GROUP 1.2577** 0.2183 0.0000
D_REPRESENTATION 0.3845 0.4230 0.3633
TRADEDEBT 0.5846** 0.1860 0.0017
Control variables
AGE -0.0059 0.0045 0.1861 -0.0025 0.0045 0.5757 0.0024 0.0046 0.6128
SECURED 0.3530 0.4011 0.3788 0.3014 0.3989 0.4500 0.4361 0.3955 0.2702
D_NOSECURED -0.3531 0.1935 0.0681 -0.3014 0.1926 0.1176 -0.1136 0.1915 0.5531
PRODUCTIVITY 0.1326** 0.0377 0.0004  0.1477* 0.0375 0.0001 0.1602 0.0376 0.0000
PROFITABILITY 0.1169* 0.0510 0.0219  0.2671** 0.0634 0.0000 0.1062 0.0657 0.1060
INVESTMENTS 0.8130** 0.2051 0.0001 0.7576* 0.2040 0.0002 0.5858** 0.2025 0.0038
TANGIBLES 1.7671** 0.2497 0.0000  1.3800** 0.2600 0.0000 1.2151** 0.2650 0.0000
RECEIVABLES 1.6742** 0.2244 0.0000  1.2730** 0.2361 0.0000 0.5474* 0.2514 0.0294
INVENTORY 2.3514** 0.2285 0.0000 1.9060** 0.2431 0.0000 1.4913** 0.2479 0.0000
D_TRADE 0.2280 0.1279 0.0746 0.2516* 0.1273 0.0481 0.2483* 0.1266 0.0498
D_MANUFACTURING -0.1951 0.1327 0.1416 -0.1442 0.1322 0.2756  -0.0213 0.1320 0.8715
Log likelihood -6,013.067 -5,996.477 -5,959.057
y2 test (p-value) <0.005 <0.005 <0.005
Squared multiple corr 0.0947 0.1064 0.1300
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The dependent variable LENGTH, measuring the dumatf the exit path (in number of years) is treaiec truncated variable (truncated below 0 andeathd) by using the
TOBIT estimation model. Model 1 only contains theiol variables, model 2 contains the control afalés and the variables on slack resources andlBddeludes the
control variables, the variables on slack resouascesthe variables on stakeholder dependence.débtr rmodel, table 5 reports the coefficients (8, dtandard errors (SE)
and the significance levels (p-value). GoodnesBtafieasures include the log-likelihood of the mipdbe squared multiple correlation (based on datien between
estimated or fitted values and observed valueg),the p-value of the? test (based on the log-likelihood of the modeg tog-likelihood of a restricted model, and the
number of additional variables in the model). Witie ¥2 test, a p-value below 0.05 indicates that the eh@xl significant compared to the restricted modébdel 1 is
compared to the constant only model, model 2 ispaoed to model 1 and model 3 is compared to madel 2

Significance levels: ** Significant at 1%; * Sidigant at 5%
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