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The Effect of Financial Distress on the Relationship between
Operating Cash Flows and Stock Returns from the Accounting
Perspective - An Empirical Study of Companies listed on the
Egyptian Stock Exchange

Nashwa Shaker Ragab”

ABSTRACT:

The aim of this study is to test the effect of financial distress, as moderator variable, measured by
Altman model (1968), on the relationship between cash flows from operations with stock returns,
from the accounting perspective, considering that cash flow information is one of the most
important outputs of the Financial Accounting Information System. Using a sample of 347 firm-
year Observations extracted from companies listed on the Egyptian Stock Exchange during the
period for the 2014 - 2016 period, findings approved the differentiation in the operating cash
flow-stock returns relationship between financially distressed and non-financially distressed
companies in direction and significance level. The results also showed an insignificant positive
relationship between stock returns and earnings as an independent variable.

The results of the additional analysis were also highlighted a positive and significant
association between the book -to- market ratio and the firm size, as independent and control
variables, with stock returns. In addition, a sensitivity analysis was performed to measure
financial distress by using the Altman model for Emerging Markets (1983) and Zmijewsk's
model (1984). The results of the both models approved the results of Altman model (1968).

The research findings add to the accounting studies on financial distress forecasting and
its impact on investors’ perceptions when making investment decisions. The research is also an
area of interest for many specialized parties in analyzing the activity of the Egyptian Stock
Exchange and its investment orientations, which sheds more light on the operational
performance and the continuity of its listed companies during the research period.

Key words: Financial distress, Operating cash flow Information, Stock Returns, Egyptian Stock
Exchange.

JEL classification: M41, G11, G33
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Bl Lyl ae Lt agadl dile 8 uall ulid ) i€ 2 U)Y) diln) 2000 Al (e g - pgad)
Dechow et al. 1998; Joseph and Lipka 1998; Fama and French 2006; Lee et al. :JGall Juu o)

:(2017

Rit:ao+b1 Eit+b2 OCF + b3 DIS; + b4Eit>< DIS j; + b5 OCF#xDISii+ej (l)
(Dechow 1994; Basu 1997; Dimitrov and Jain 2003; Penman et al. e Luld (g5l aend) dle Ryt
peell (Aol jaudl & unll dewds iy .2007; Tandiontong and Sitompul 2017; Lee at al. 2017)
Al Ly B Asad) el o eyl dilia) e t Al dlasg Algs T AL (gola])
S sl gl e abinas 5 (bl Jig Sainall e Glleall e IS Slaiind 2ad) (sale agufz WY GE
el Jua e cdabadl cilahall e aae e Wila cheteroskedasticity Waal) s (o8 pSaall ellyg ) dy
(Christie, 1987; Dechow 1994; Basu 1997; Lee et al. 2017)
Alag t Al Ay b ol agud) s b & A cgole ages [ Al Glilad) e dill sl :OCF j
(Christie, :Jtal duw e dalall Gluhll e ane e Luls heteroscedasticity Waal) ouls & oSaal
1987; Dechow 1994; Basu 1997; Lee et al. 2017)
d5.1.8 oo O Al clgid W) Sl Jlaia) Jasgie paeadl 13) (1) de@ 3% I jieall 556 :DIS
o) Al cluball e ae e Luls @llys ((Altman 1968) *olall z3sa e Talael Il il (ol
Joseph and Lipka 1998; Dichev 1998; DeFond and Hung 2003; Penman et al. 2007; :JGdl Ju
Tandiontong and Sitompul 2017)

Om AL e Ll 8 W el ss 5 sl by Jaledll OIS e Gl mh sl i oz dsadl I3g] Uy
by dabeddl e anigines anladl 8 lihise (LWl sl ISHAN) agad) Siles dibadall clilaall (e Lol il
Ml (5yiasall) iaial) e SISl agad) ey Dbl Slileal) (e Zoaail) BN G A sy 3l

shilas) lgliaty clibud) asead cudlud —3-3-6
oo DA (e Auhall Glgin e Al IS8 Al lSHaT Aol aeud adlly DY) bl e Jpasll &
o bl 3l guead 2 LS Pda sl LAl pisas @ geae il gise die (sl dadd 8 deanadiall sl
2018/1/20 (s 553l D& Lginalpes Lllasly il jumn o5 285 Al A IS5l deanal) dgid) L1 30530

Z= 12X1 + 14X2 + 33X3 + 06X4 + 10X5 '@t\j\ aladl) (:\A;:\.u\ (:3 1
Il Jlan) fesihyually 33 U 2 WYV X (Jsal) Jaa] [Baiadd) 2L X, (Joa¥) Jaal/dalall JU) Gy e puad Xy dus
) Man) [lonnall X bl mi) Many dyall Lol (3gaal i sudl Lol Xy

2 https://www.mubasher.info/countries/eg
% https://alborsanews.com
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Jily dad lely (gline Calyaily cdangie (e Liagl) clebanV) aladinly clibyll Jdas 5 a8, .2018/3/15 2a
i) 23 WS L duhall clyiaial L))l Gailaddl aassl Pearson s Spearman Llsyy) el I dilaYl cded
JEal dan o leie ddald) cluhall ddle e Wild cCandll (i daca sae LAY sasiall o) Julas

(Casey and Bartczak 1985; DeFond et al. 2003; Fama and French 2006; Da 2009; Fawzi et al.
2015; Ball et al. 2016; Lee et al. 2017)

sdgiadatl) daal) @il —4-3-6

Jon awlaal alaae 555 (0.009) pgesd) Sl Jansgia 8 Laaliail (1) ) Joan c edshdl) il piia Canagil
Cibatly 7 L)Y (giane 8 sl il (aladY) 138 iy 85 .(0.448) Lsws atiie (glie Cilasly Jausid 138
(0.12) szl cillead) e Aol i) avssie b ) aledd) culs Y ((164483.63) S (g)luns
(0.557) Laidia glme Cihails
Jast laaliall alaea o) (0.498) (luaall 4daily (0.45) L il e Javgie e Jaadl (AT Aali (e
Biwial) e ISl claalial axe 5215 o) ey Ll el e 2l st Gtk o da JBls dady el o
IS Sy Blie lnas aitiy 68 Y1 Tl sieid) ASEN (50lie 157) diles b (s3alie 190) Tk
((4) 4 (3) s (2) o) ghadl A el s 5jdl

(N=347) claaliall 48! Ll cielany) (1) a8y Js2a

Variable Mean Std. Dev. Min. Max. Median
R 0.009 0.488 -0.934 2.759 -.08670
E 20119.90 164483.63 -202002.21 2396302.32 249.36
OCF 0.120 0.557 -1.61 8.42 0.048
DIS 0.45 0.498 0 1 0.00

GIGEN € an ) Aliie i) agad) Silal el bl o (3) adys (2) ) calsaad) (e Jasdlg
ored YL alas Lads (4) o) san (A asuaslly Tanugiall o 0o Gl Lisine pre Lo Lile finiall ey 3ial
(22019.24) 7Y Lasgia e Ji1 (17821.34) Tile sl i€yl #U)Y) davsgia (3 (aliaV) (6 o adsial
s sl il (198050.75) 5 (111691.92) 5ol (lanall Cihat¥) o VI (Ul sl ye S50
LS ) ihugio g Bl dugina pre ) o3 Lea cpillall 8 sl el e sl e Uik sial
gyl adll 15t Jily Ustae pdassl) G B OIS Lt ¢ (4) ) Jsaad) e oy

ety (0.0959) sl GlSHAN Lghugia b aliad] Baadd il Glladl ge sl sl dulls
Grhusiall (e Gl G V) L e casll @3 (0.1397) Wk sl e Al pmitial lghaugie e 3
Bjiiall OIAN Alinl) Slleall e Al lBAlly agad) e (e JS B (Rl 3ay Lgine U A clasuslly
g€ Bl ClSAN wlall g lisy) 8588 (ady ) Liase ud (Wlle Bl e @lSH80 iledd) (alid) e J8Y)
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& U Y Apead) dajsl) (8 el o ma¥) oy e Ll il hlie sgleat e gupaiall (migall (e
Dichev «lus ae 3 Lo say Llle siwiall 8N agud (3 ol o s Vg cons Slanjsiy Bjiiall Sl
Burgstahler et al. <l s Cilinng (1998); Griffin and Lemmon (2002); Garlappi and Yan (2011)
Dil b D) Y Al el g L) ey Ly (1989); Campbell et al. (2008); Lee et al. (2017)
oalia DU ks (Llle (8yeiasall) Bjiaial) ey Lile 8jinial) IS5l aguad) Mo e Dbl clleall (o Ll il

Al S8 Al cililead) e Apoail) claally ~ LY e JS A alad)

(N=157) Lile giaiall il Lduasll ol elaal) (2) a8 Jsas

Variable Mean Std. Dev. Min. Max. Median
R 0.0077 0.483 -0.934 2.516 -0.079
E 17821.34 111691.92 -121899.81 1208031.75 160.04
OCF 0.0959 0.41956 -1.61 251 0.0326

(n=190) W (Siusall) Bfaiall b AN clSal Lhagll clelaay (3) i) Joa

Variable Mean Std. Dev. Min. Max. Median
R 0.009 0.493 -0.889 2.759 -.0874
E 22019.24 198050.75 -202002.21 2396302.32 264.159
OCF 0.1397 0.651 -0.93 8.42 0.0623

(N=347) siaiall yy daiall ClHEN (e 4lall Wilcoxon-test s t-test (glisl digina (4) ad) Jgaa

Variable t-test Sig. (2-tailed) Wilcoxon-test Sig. (2-tailed)
R 0.975 0.937
E 0.804 0.015
OCF 0.449 0.224

95% Confidence Interval of the difference [The same results at 99% Confidence Interval of the difference]
SadY) Ll Legia s L laaLiall 2881 Spearman s Pearson Lli ) Jdstas (5) ) Jsas Gl
pgud) Nile o Lalaie ool (Sl Lala YY) e Scad bl ldeal) e dpaaill Gy agad) Ble Gn (gsinall

dle G ol ola¥) LlsyY) Pearson LoVl distas e Gaf WS dlgies pe oty o Jll il s
Al llead) e Lkl il we Il el Jalal Jaeal) puiially pgd

(N=347) <)aliall 481 Spearman’s g Pearson LLiy) isiaa (5) ad) Jgaa

Variable R E OCF DIS ExDIS OCFxDIS
R 1 0.299*** 0.226*** -0.004 0.178*** 0.036

E 0.050 1 0.313*** 0.131** 0.665*** 0.147***
OCF 0.339*** 0.016 1 0.065 0.181*** 0.636***
DIS -0.002 -0.013 -0.039 1 0.222%** 0.241***
ExDIS 0.016 0.451*** 0.017 0.118** 1 0.290***
OCFxDIS 0.164*** -0.013 0.492*** 0.167*** -0.005 1

™ Correlation is significant at the 5% and 1% levels (2-tailed) respectively. Spearman correlations (Pearson) are
reported above (below) the diagonal.
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(6) oy Joaadl (pe Jaadl (Llle il yeg Wle il AN (o J< LD Juaiiall Julaill (0 e
s s Wl sl GAGAD slpe cAibriil) clleadl e Akl lially agad) Sle Gn gl ladV) L)
Djlae Wl sieiall il LYy agudl Sile Gn giad) je LauSall damall D Bl Lay Lk 55l
Bl aial) Jpn ) a8 Lee L Ulle Bl e SO Floly agadl Sle On disine e dulad] 38l
b sjiall iS5l s die (LY e el Ay Lbaall cilleal) e L)

Ll el 8 Syl il atal) cilSHal Pearson bab,Y) ddsias (6) ad) Jaa

Variable R E OCF

R 1 0.087 0.397***
E -0.024 1 0.028
OCF 0.250%** -0.025 1

“™Correlation is significant at the 1% level (2-tailed). Non-Distressed companies (Distressed companies) are reported above
(below) the diagonal.

ISyl Alaia 5jsars cculaaliall 81 Hlaai) (st #5085 (7) ) Jean cpw Al i lasl (ale Y
D Amge Wle W LY o Claalidl IS Lalall ml e Dy momiy 2 Ul siedl s Wl el
dabeddl o cpm 3L Bl e IGAN Jemiiall Julatll aaSes Ll Biiall e ISHAN agd) Siley Lgies
st SIS Alhe Wl sl IGA0 B x DIS silally 2 LY1 dle (aliddl ey Lea cgoine s il by
L)Y Jilas aay Ll 8iial) l€pall Joagiall Judanll aay Lol Anlud) Zaiil) ao diuie daaill sday . LlL 3l
- el

doal) lal) Jalea of Jaadld (i) dae Jisal) puiiall a5 bl Cilileal) (ye Laill cligll dally Ll
OCF bl clilaall (pe dpsiill sl o) iy 1385 %01 (e Yie (gyinas Cinge Dy dbiitl) Cililaall (e
e SISAl el Qs Al 038 ae s Llle il e lSHal agud) e 3 sl i 8 oY) R
(Dechow 1994; Joseph :Jld) dasws o cdaladl cluhall (o 48 ae 5aY) Aol sda (i Ll 5l
.and Lipka 1998; Subramanyam and Venkatachalam 2007; Lee et al. 2017)

e lulu agadl e il uus AOCF* DIS dpsill i) pe Sl i) Jelitl g Jaleall ek oSl
ooy Ajlae i s Wle il ISl agud) Niles Dabadill Cililead) (pe Lol il dBle o e Lae ¢ ginae
Glleal) (e sl clanll o dpdal) cplall o oo AL 5LEY) et 38 LS LU siid) e @l€Hal d8da)
Gl pad of Jeill e Aasall 038 ing - Genll el 8 oalal) e el OIS Gondl cilaigig ASHall Lulsl)

UL a3y ¢ ) il s cpppiialy ¢ S L jinl) iie sleiul Tyl spearman Loy A shoae L) gy o
clall el Ay

Go QB VIF o8 888 el cun Aliisall Syl o 2aeial) TlsyV1 2SS (o a3 ¥ D i) 23l o (7) @) dsanll g 2
s hedeal) Laliy¥) AlKis agag a2 Durbin-Watson (D-W) af =g LS .(5)
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s Wl Biaid) GlGAN G aged) dley dpbadall clbaad) (oo Lafl) Bl o ABall Al Eus (38aS
Aoagil) gl Jalea of Wile Biaiall clSydl Jataeall Jlassy) Julad cpe Badl LS ¢ el cpag o815 - Lila Bjfatal)
cra il gl (o Wiase Wpedi oSar Al odag %1 (s dio (Goinag winga by Abidal) clilaad) (e
Siadll AGAN Gagpd Jlis) ge B Ghty aged) dile B i) padi B diginag dinge dABe dubaddl) cllend)

STl Blatall clAN gie Ll Biaiall e clgal Aol sty o Sl

Altman (1968) gz igai aladiuly (1) ad) daleall ssaiall jlasi¥) Julad @il (7) a8y Jgss

Rit: ag + bl Eit + b2 OCFit + b3 DlSit + b4 E it X DIS it + b5 OCF it X DIS it €it (1)
Full Sample DIS-Company Non-DIS-Company
Variable Coefficients t-stat. VIF Coefficients  t-stat. VIF Coefficients  t-stat. VIF
Constant -0.037 -1.063 -0.019 -0.474 -0.037 -1.082
E 1.89E-7 1.115 1.26 -7.715E-8 -0.228 1.00 1.892E-7 1.134 1.00
OCF 0.299*** 5795 1.35 0.288*** 3.198 1.00 0.299*** 5.896 1.00
DIS 0.018 0.352 1.07
ExDIS -2.66E-7 -0.716  1.28
OCFxDIS -0.12 -0.114 1.38
n 347 157 190
D-wW 2.217 2.175 2.419
F 9.193*** 5.162*** 18.228***
Adj. R? (%) 10.6% 5.1% 15.4%

***indicate statistical significance at 1% level (2-tailed).

=t Lee o I el sl Altman (1968) zises dacde pre 1 Jg¥) Jlaa¥) copllaal yin dasill sday
a9 ¢l Z 3l Aigien e a2l e ail ¢ S Jlaa¥ls L I Jieill (gal g 23l alasiuly Téla) Sias
(Hanna 1995; :dbl duw Ao cdalull Gl e 55 200 pe o Jorall puaiill Jalea palids) ¢
dlo & ol i b oAl Chie i ) i 4l V) «DeFond and Hung 2003; Lee et al. 2017)
A Gl e Lo taag ¢ laatV) Ables 8 lghe (e JAY et bae (L) el Alla 8 Lals cagad)

Al e i)

sdadlda) cdlalas

& e Al il sl (Al #ile aladiuls bl cBllas ehal & ARl st Jdias il e GRaal
fob LS el cagudl dile 8 uail) il (AT Al e A8l

t Al il gl @l gl alaana) i
Tl e IS pladinls syl Jalas salel 5 CAltman (1968) z3sas pladinls dplull sl e el (S Ss
tob LS Wb sl clS)ally sl Zmijewski (1984) g 3sais (438U JU) 3lsu Jaxad) Altman (1983)

Can sl il L Alaitl) llaadl e Al sl CilS Jane ol Jile aieS ) il Jal 50 lasi¥) dlad o) el 2ie
%11.2 Jaeall il Jalas S5 iy sinn i 5 dan 0 2l VL ilall A8Dle CalS ey (%1 (5 sie 2ie (5 sinall 5
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! 25l JW) G3ledy Janall Altman (1983) z3ses =1/

Gl Jad) Altman (1983) zigai aladiul Jh b (1) dabeall Jlaady) dilas =35 (8) a8y Jsan el
Altman Lo zisall datiuly 4 deagll & W Alles daidl) of Jaadlg o Il iell 5556 28501 JLal
Jalea off oy elly ) 2Lyl LOCF it * DIS Jasall siall (aleo Ligins aes dulu by Led <(1968)
sl \al atgies OCF Jabee 38 oSy Lk sl je S5l %1 (s5ine die (Ssinag 2nge OCF
Lt BB G ABal) R lin ) (e Jel Avinae BLE) By bl b L Bl e Lae (il
o Al (e Tae Dl LS L7 Gl gial) i Lile Biaiall clal) o pged) afley Lobidal) clilaadl o
) e e 5i5a AT Cibaia JAY] 85 e 35 Laa ¢ ppudill Jalaa

Jaral) Altman (1983) gisai aldials (1) Alsbeall jlasi¥) Julad il (8) a3 Jsaa

Ri=ay+ b E;i+b,OCF;+ bs DIS;;+ b, E s X DIS;; + bs OCF ;; x DIS j; + e, (1)

Full Sample DIS-Company Non-DIS-Company
Variable  coefficients  t-stat.  VIF Coefficients  t-stat.  VIF Coefficients  t-stat.  VIF
Constant -0.033 -1.131 -0.019 -0.276 -0.033 -1.241
E 2.073E-7 1.241 1.227 -1.985E-7 -0.444 1.00 2.073E-7 1.362 1.00
OCF 0.300*** 6.350 1.126 0.261 1.490 1.00 0.300*** 6.969 1.00
DIS 0.014 0.236 1.032
ExDIS -4.058E-7 -1.041  1.241
OCFxDIS -0.039 -0.266 1.127
n 347 77 270
F 9.320*** 1.253 25.493***
D-W 2.217 1.461° 2.288
Adj.R?
% ; 10.7% 0.7% 15.4%

***indicate statistical significance at 1% level (2-tailed).

4 Zmijewski (1984) z3sa 2/

Z = 6.56X; + 3.26X, + 6.72X5 + 1.05X, :Adull dlabeall aladiud a3t
Jsea) Mas] [ibpually 56 U8 =LY X3 Jsna¥) o) [5ainall L) Xp cJsea) Masl/dalall JWll Gl o aa Xy rctas
Ll a2 ol Laall/ASLl gaad Lo yall dail) X4
(Altman 2005; Altman 4.5 J& 05 1.1 e BBl e il aa ity of e gy @bl e 3.25 dalials z3saill 138 Juaed 5 385
Nagdl alatinls seiall i€l Caias Cilisy ol et al. 2017)
Beaver 1966, :Jbd) duw e leie) Slaball (e e e Lol ) el gl 5i3a8 Al bl Zoil) il plasind o5 2
~ 3y .1968 ; Largay and Stickney 1980; Casey and Bartczak 1985; Gentry et al. 1985; Schellenger and Cross 1994)
o Rl Al oday LAItMAN (1983) zises plasiny Jlaad¥l Jibas il Ablie <YV fan e an ) diliie il Jeagil
LSl aally gl Altman (1968) z3sed e ddlad) dbuiall Zoaal) clabal) §oin o & (Jones 2016) 4.y

* Durbin-Watson Statistic at 1% Significance value lies between dL = 1.422 and dU=1.529
Zim = -4.3- 45X1 + 5.7X2 — 0.004X3 :all dbsleal) aasinl 5 *

15



Sl 558 Zmijewski (1984) zigas aladiul Ja 8 (1) Aabeall jlassy) Julas w35 (9) o8y oo eda
Altman z3s«s Altman (1968) Lo z3saill (e IS plasinls 4l Jeasill &5 L Alilas daiil) of Jaadls . )
.OCF it * DIS Jasall el Jalee Ligine adey dudun laby Lad elldy AU JW Gl Jaxd) (1983)
Jales 22ty LS e sl e A %1 (s5iase die (S5inag cinse OCF dalas off ey ¢l ) ALyl
Al d) ol Gadll Gad Jad sy il b Lo Bl Jiar Laa Ll siieidl iS5all ausies OCF
Taie aadly LS Ll Biaiall pdy Tile Siatal) AN (o aged) aileg Al clibeald) (ha duadil) culdBasl) (o
gl e e GAT e JaY) 89 3 Laa  peadl) Jalaa A (aliANY) (e

- b

8i3a

Zmijewski (1984) g isal alaiul (1) Halaall Jasiy) Julat il (9) oy Jss

Ri=ag+ b Eii+ b, OCF;+bsDIS;;+ b, Eit x DIS;; + bs OCF ;y x DIS j; + €

1)

Full Sample DIS-Company Non-DIS-Company
Variable  Coefficients  t-stat.  VIF Coefficients  t-stat.  VIF Coefficients  t-stat.  VIF
Constant -0.039** -1.487 0.098 0.663 -0.039 -1.575
E 2.151E-7 1.297 1.22 -3.614E-7 -0.634 1.02 2.151E-7 1.374 1.0
OCF 0.309*** 6.810 1.05 0.022 0.069 1.02 0.309*** 7.213 1.0
DIS 0.138 1.413 1.08
ExDIS -5.765E-7 -1.453 1.29
OCFxDIS  -0.287 -1.374 1.09
n 347 26 321
F 10.084*** 0.211 27.311%**
D-W 2.234 1.7 2.287
Adj.R? (%) 11.6% 6% 14.1%

™™ Correlation is significant at the 5% and 1% levels (2-tailed) respectively.

tagnd) Bl 8 el el gl Clyane il —0

pen) g Ladine 52 L lgie cpendl dile o g5al) liiall (e die 3pag ey i) ciluball ) e,
Lol /48 gl Aal) Ay ¢ JLall 283l dnpng AA] aaa e dbiadall AN (allads sl Lo lgiey aBUS (5205
Gloglaall o G clan) (3 L Doy qaali ) dalgd) @looadd) aalS dealyl 535 uls ) 138 (ol
158 pailad gan o ALYl dbatll 3 hige Lt L Sl sy Lals sl dpuladl)
Baga ila (M ddgud) dedll ) ASlal Gaad Lojidall dadll A (W) adyll dapy ASHE aaa 4 dabiedl)
sy
0 Qi o) agedl dile AS5al aaa o Dl ADLD ) cluball (e aie cplal (AGEN aas —1[
Atiase 1987; Fama and French 1992; Vassalou and Xing 2004; Agarwal and Taffler 2008;
@l « George and Hwange 2010; Cremers and Weinbaum 2010; Ball et al. 2016; Lee et al. 2017)

a1 el LN falgd) Jea) X3 cJoal) Maa) [lail) Jaal X2 (Jpal) Jaal/dadl) Lila e s X1 i
0.5 ce N Al Clgid Zim Jasie aiy) 13 Gl 5jiaie 480 e
! Durbin-Watson Statistic at 1% Significance value greater than dU=1.311
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M WS Ly cchlmay) oda Jilug a8 oty 8 53y 8l KA (e el Sl Saam spaall Gl (o
Aaladd BDle 3 ) Sluball (e il LS L lalse (it B ey paged Sland (B (i) 480 aas
-(Changjiagn et al. 2004; Nguyen 2012 :Jtad) duw e lgie) Jlad) Jiail) Allag 4550 aas o
fAlal) il s JB 8 agual) dile g AN aaa G AB) g5 e 1 I Jlsad) 2l (e adle 2l

by ddssal) paibadll e S Al oda dagj dfgud) dagdl) ) duslal) (@ giad 4yl dagdl) g -2/
o Lelad e lly (8ol logledl) b diacaiall Lsl e e LS o(Bernard 1994) 4S5 (5Y Luuladlly
(Fama gl Sle 8 ClDUAY) o 3 At i) aaf Zpl) oda i %ol Al Wy . agadd) i
(DeFond and  :Jtall Juu Ao Lo dalill ciluhal) e e i a3 .and French 1992, 1993, 2006)
Hung 2003; Hou and Robinson 2005; George and Hwange 2010; Garlappi and Yan 2011; Ball et
L Dykass Wl siwid) GlSal e (gpinn land il L) Aol da@l) ) Lol dedll dus of e al. 2016)
or atsall Gaigedll e g€ Wle sieidl S Sl g lo) adsiall e Shlad) sl 8 g la) e 4
Bl QUGN gl wile (alidil Dichev (1998) duly cadl (gal dal e oKy - Il il lalie aleas
Wl sl i€yl of Griffin and Lemmon (2002) aas LS 48 guull dasall/A o) La@ll dous ¢ Ul a2y <Llla
Gl desane Jadi Loady it agul Sloes Aol Lol Lall el 8 dlle A I3 degana (paal
Aaiiye pgadd Nilge s A8 gud) dadll/ Do) dadll b daidie da

Aoy dfgul) dagdl) L) diSlal) (§gRal dyBal) dadll dpad G AB g5 La t QU Jlsudl mk (Sar adde Bl
A i) Ala JB A aged

(George Il ad)ll dsps g il Chan Wle siwial) Gl of claball s cadl s ) g daps -3[a
pdl 2l Toles s JW) @d )l A of (AT @l cadl LS .and Hwange 2010; Ball et al. 2016)
Myers il die agad) Sl Sl 2l day Al anjig . (Dimitrov and Jain 2003; Penman et al. 2007)
sligll Lbail) lilead) o Lol Lgilis 45 Y Leie Lagad o of U8 pis o duas i3l o (1984)
Dimitrov and Jain s S dsall A& 4 cE Juaill e gy Ak, ddedl lglslaal,
bl oY) 8 bl e 850 Jia Il ad )l A ol (2003)

Llla Bfatial) A agad) dileg Alall adyl) Ao cm 4Bl dagida (& Lo s I sl 25k oS adde 2l

gl e Ans Lol 8l SISAN o Y gnss cpgnd) Sy A pan On Aulad Ble dllin 05 of oSaal) e 4 e a1
L co i) OIS Uy e @l e Jeal IS8 Blalaall das (e it Les eyl CISEN (a Jundl Laallaialy clgslasil 8
-(Wang and Xu 2003) agud) sile 8 il jauis 8 dalgl) il paiall aal AG80 pan Jlasd cdaludl luhyall 23 andl Log adsie 5o
Aady cdumlly cdfisud) Aall/ASLA) Bsiad 45l Aal) dunsi 105 S yiie A agud) aile il Valuation Theory sl kil (s 2
(Bhattacharya and ) JEall dass (e g sa )l e il k5 e Jealill (10 213415 . (Fama and French 2006) ey
Constantinides 2005; Fama and French 1992, 2006)

o) @l Aaulad) Jlra) Jisel) ()Y Ao A5,a) Lass 3 gAY Callsilly sl sl Financing costs dsell 34 Capes ?
(2015 «Jaall 14
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() il Als Q8 Al gl wile o sisall dalgal) aalS i) 13 2yl 5 sdealal) By —4fa
leailiads A58 ol e Baar e lecal Bstiall Ll Ll 3 A8 (e del el dalal (WlSalS
Bl sa HIAY) dativ (Alled Al 41 Al () A1 1Y) A Ayl Tapkiy L AW) Sl ali Jl 3 Ll
dals lelenss 458N ooy oy Leo cBoil) il Jasi) selud ) ook 13ay . Lgiean Gpuat o (481 Lgadlic
e 1S sl e chluall e ddsius Ll 5B s e -(Jensen and Meckling 1976) b s dlla
& Aals A ca Ja dilug 2alS ((ISA 570, 2015) dulyainl) il Y 5] kst daede (530 ol
e A5l Ahand olas cillual) Ciha il O el Cuntiuge Allal) oda Gy - Il el hlis dgalse
Oe aang) A AGA lasled Daulin S gl e 05 o adsiall ey Adle Basa I3 daalyal) Gllee il
535> o) I LU and Ma (2016) auly zits coylal 85 .(Kwon and Pan 2010) ddle sasa 53 clbbus il
e i S el of ) Du and Lai (2018) duhs caalis .l el dple dDle L) danlal) dealyal
Gsiar Ll 2 llg) daalyd) 3358 of GOMez Aguilar et al. (2004) cidly sasal) diaidia dealyll Ll
a1 g L hain¥) Glis lhals U Wk sl 48l i of llas) e 5 (cblual) e Dl
DAl Ma) e DA e Wi oSl Dbl Zalil) (e B 2o Vs (i€ e lluall (e 8500 L
oAl (e cblaal) ) of DeFond and Lennox (2011) il 8y &) & ojlaal cang (53 (shl) g5 o
i Kim et al. (2013) du 253 o (Sls Ll siwiall SN agily Joaetd Vi) () 28 Big 4 (558l oY)
Al Al ol s Bigd olKe Y cllaall Cile 058 o Liasa

Lage A8y Wl Blatal) AN agad) dile B i) daalial) Baga peadi 1 U Jlsudl ok (Sa aile 3l
¢4l o

) S ol el dlla Jl b cgadl Sile 3wl e Rl Clpiall ZLaY) Lyl sl LaaY,
Altman oY) zasall alasiuly (1) &8y dabeall o Al S Wi & (2 Aolag) Yl Alise oy
t b WS (3 Ables) LY 7 3seill Ysens (1968)

Rit=ao + b1 SIZE it + by LEV it + b3 BVIMV i1 + by AQit €t 2
Adlaa) dan tAsd) Aoy lgs 0 A0 (galal) pgaall Fgudl andl sl dends (ulisg (gyindl agudl Sle iRy
Al gy B el el e el
A Al (grae as GV Legiall Jpall MlaaY ganbll wulesllly Wilse A0 aaa :SIZE
(Lu and Ma 2016; Lee et al. 2017) e Talu
(Hanna e Ll ot aadl 8 i 3$5al Jea) Jeal/ald i) Jlea) Gy dulie JW) 281 day0 :LEV
1995; Dimitrov and Jain 2003; Edmonds et al. 2011; Kim et al. 2013)
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Al bl e e e Totiad -1 Al 8 A8l Ll [ ASL) Gsiad Aol degl) dusi :BVIMV g
(Fama and French 1992, 1993, 2006; Griffin and Lemmon 2002; Dimitrov and :JGdl Juw e
Jain 2003)

S ¥ ol aaf ae 1058 cililiall e IS 13 (1) Ll 22 Sl i€ dulie daaliall 5258 :AQ it
(DeFond and Lennox 2011; Lu and Ma 2016) e Luld ol Gy jacag ot dund) S 1as,all Big4
Al sl e Ll sfiial) cl€pally claaliall 281K (2) Alalaall lasiV1 st z305 (10) a8y Jsand) iy
B %] e Yo (gyinally cngall el ga Adeud) dedl) [ ASL Bgial Lal) dadl dis o e
e e Lginag Lage el el (53 A5l pan 4l Tlle sl ey Wil sl clyally chaalial
Lauie Aagiil) oday Ll sfimidd) ye S5 %10 (s die (Syinag bl Biniall lSHally claaLiall 28K %5
Griffin and Lemmon 2002; Vassalou and Xing 2004; :Jtall Juw o) daball cluhall e )€ il s
-(Changjiagn et al. 2004; Hou and Robinson 2005; Garlappi and Yan 2011

ClSyally caalial A agud) wiley Ml a3 Ay G Ausiaall e Aumgall ABa)) 35as Bandl (AT Eals s
ISl claaliall 28T daabyall 535 pgeadl Nle (n Aogiad) e Anlud) Ay Ll Bwiall ey Wl sl
Al %8.1 o ST i ol dliise e ao¥) chariall uin o Bl WS LUl i) ey Wl 55l
3sas) daaly 5L8) & (Ll i)y il %212 ) deas Lt <Llle siwiad) cISH80 %6.2 5 el Lial
o S Il ae Guiie Janall il delre (mliasl o aipl)l e il Gl Jladl mui oAl i
-(Hou and Robinson 2005; Penman et al. 2007 : Jtall Juw o) daludl b))l

LAY cfpriall (2) Aaleall jlass¥) Juas il (10) a8) Jga

Ritz ap t+ bl SIZE it + bz LEV it + b3 BV/MV it1 T b4 AQ it 7€t

)

Full Sample

DIS-Company

Non-DIS-Company

Variable Coefficients  t-stat. VIF Coefficients  t-stat. VIF Coefficients  t-stat. VIF
Constant -0.658*** -3.092 -0.861*** -2.665 -0.907*** -2.96
Size 0.041** 2392 143 0.05** 2125 1.36 0.049* 196 155
Lev 0.088 0.997 1.13 0.161 1.295 1.20 0.262 1.4 1.48
BM/BV 0.069*** 4971 1.04 0.05%** 2980 1.18 0.208*** 6.91 1.01
AuQ -0.055 -0.914 1.33 -0.049 -0.541 1.38 -0.109 -1.36  1.44
n 347 157 190

F 8.662*** 3.563*** 13.698***

D-W 2.118 2.16 2.42

Adj.R? (%) 8.1% 6.2% 21.2%

*, ** *** indicate statistical significance at 10%, 5%, and 1% levels respectively, (2-tailed).

(1) dboleal 3 44l8) clprie (2) Al & Al clpridl Slicls (2) o) Asledd) g (1) o) Aslaad) o
&) dsaall e g (Lee et al., 2017) duhy b derdid) dngidl o Ll ((3) o) daleddl 5aY) e
Ligineg dinge OCF Dbl clleadl (o doill cliinlly agud) dle ADle of claaliall A s g (11)
AL Digine m ol 4l V) ) 2D elal clSHal il Jeagial) sl o azys Ll sl e S5
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Wl sl il Lbasall clleall (e Loall lanll Lgieall e Zobodl D)) Gud Copaind (AT Lali (hag
Oe il clal) Jelea jely Gus Wl sl @il deaiiad) Qilatl) 3 (mdlil) (i ae «OCFXDIS

P10 sise i (Goiray aage bl Clilasl)
gina e Aange WD) s (7) o) donall B LS daill Gl Copain) 8 ouad) () uineS L duailly
a5 Wl gead) @l$al WL alal el Joasid) Jalasl) sy (B dalae (e el WS Wl smiall e @lSall

b xSy Bt X DIS zL¥ls pgedl dile G 30N 3 L) Sl Jelinl giad) ye Auladl 380 et

LS50 o3g] Jaaiiall Jalatl)

Altman (1968) g sai alidialy (3) Alslaall jlasiy) Julas it (11) oy Jgoa

Rit:ao+b1 Eit+b2 OCFit+b3 DlSit+b4 Eix DlSit+b5 OCF ;% DlSit+b6 SlZEit+b7 LEV

it + bg BV/IMV .1 + by AQ it + €t 3)

Variable Full Sample DIS-Company Non-DIS-Company
Coefficients t-stat. VIF Coefficients  t-stat. VIF Coefficients t-stat. VIF

Constant -0.636*** -2.918 -0.711** -2.09 -0.787*** -2.455

E 1.479E-7 0.877 1.29 -1.99E-7 -0.578 1.07 1.536E-7 0.927 1.06

OCF 0.221*** 3.979 161 0.175* 1.683 1.37 0.072 0.932 2.48

DIS -0.101 -1.603 1.65

ExDIS -2.842E-7 -0.772  1.29

OCFxDIS  -0.093 -0.892 1.49

Size 0.04** 2.344 158 0.039 1.600 151 0.043* 1.643 1.63

Lev 0.158 1592 153 0.151 1.214 1.20 0.253 1.325 155

BM/BV 0.052*** 3.126 1.63 0.036* 1.933 1.47 0.174*** 3.714 244

AuQ -0.068 -1.333 141 -0.004 -0.42 1.49 -0.116 -1.432  1.45

n 347 157 190

F 6.987*** 2.93%** 9.398***

D-W 2.21 2.173 2419

Adj.R? (%) 13.5% 6.9% 21%

*, ** *** indicate statistical significance at 10%, 5%, and 1% levels respectively, (2-tailed).

GAY) Ll BV/IMV 48 sud) Lol [ASL) (3gaat & jial) Aasdll Lol (IS 38 Al ol prially (3lety Lo Wl
Wl sl e GIGET clalid) 28K %1 (e Yo digineg dunge Ay agudl Sle 3 puill il B
) s o) Aalud) luhall el 3l ae dagll sda (3w . Lile Biwiall AL %10 (5iue die diginas
-(Hou and Robinson 2005; George and Hwange 2010; Garlappi and Yan 2011
IS %10 (sive Yo (gginas «lralial) 2 %5 (ggine die digineg dunse A SIZE ASHal paan b
Laslal) iluhall el 23l ae Aagill oda Calists Llle sfiial) SN Aigina ye Aimge ADlang (Llle Bfiaiall
Fama and French 1992; George and Hwange 2010; Ball et al. 2016; Lee et al. :Jtdl Juw o)
daalya) 53] OIS Laiy cagadl Sile o grine b cange il Ll IS a8 L) 481 dayal dailly W (2017
LS e ol il
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Oa dodill) B Gu lghigina (Goiua o ABNal) olad) CUAY L) diadl g Jab sa Al il dadayg
Ll (Bl Biaial) ey Llle Blatiall ASAN G agead) diloy Adgdall cililent)

rda jikal) gl Y laay ciluasilly g3 —4-6

Sl bl Sllaadl o i) il ADle o Jane puie€ I il a6 lasl el Gaagi)
oe gl hlie D e Bl ol I el Ll el g3 Al cluhall ddas e Bl L agad)
o i) il Eh CAl B Gl apd Glas) 5 o ) el agad) sile 5 Dl e Slab oo
Al sl ey Uil Biaiall CUlSGal (p agaad) dile e Al cilleal)
Go 55 DA pad) dayell b Alsed) GG B )l Lo Jia aalie diu/ 455 347 00 die aladiulyy
dode Ldas) ald) a3 . Altman (1968) zisa aladiuly Wl sieiall clGall gl culs ) 2016 s 2014
sladl Gus (e g Llle Satiall yE Llle Siatiall AN (o agead) ey dpbidal) cilalend) (e duadil) i)
lgile glinl pae Jh 8 ke sl GG 3 Ll e alan) ) el Les - lgiugine Gia o) Al
LIl 53 Jie b LY L) e B A Dkl e el Gags of (e OIS Gl
Al JW @l Altman (1983) adsat aladiul ddla) cOUlat cla] &8 ol 48y e @il
S ) il e Al Al AN sae CBEA) aey il sk Jed csed (Ally Zimjewski (1984)
leailn pal e (S5 ¢ il Jalae Cpnidl agudl Sile o sl 2B chuid) Gan JB) & LS Lz
O 3 Al harialls Gl lad WL daaad) udl Jalae & ciila L8 pe Gl G ol 8!
el Diginn gl Sl 3 V) sl oY) Al )5 48 o) Aol [ASL) (Bsial Aol el Aol
Biaiall e GG diginag dinge A AN aaa b LU i) GG e Wl i) e IS5l
e siall S digina g dinge ADLay (Llle
GG Ml il eV Gl 830 dsay dealy )9 i Bl aagi (@il e 4] deasill & Lo egn
Ganly ¢y Aavlaal) sldl g ofy AN Sllin Cllyeg daahyal) i€a auly lgplinly peadl) daysdls saial)
olee daaed de dald cdaalially L) dladll (g)shie (e dpadll da)ell Bakd)l GG L) el (S
il i Laldlly 2015 A Aaed) ISAS Ll Zaahdl jules jsiag 2015 diw Djad) dulad)
~alblealdl

oe Jadl Hpea S Aldid) Gl ¥l e Taae Baldl 58 sagang ddag] Tgy () i e Bl

S dplend @bl Ma3 el lee gl dila WeiBley dpead) dajall b saidl QISEN el hlas

t S pail) e c(grmall Sl Bom skt (8 pgast dasDle
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