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INTRODUCTION Besides, the analysis faces also a limitation related to the relatively

small number of cases where the private financial institutions were
decisive for the borrowers' restructuring procedure and the small
number of respondents to our questions, limits somehow mitigated
because of the level of concentration in the Brazilian banking market,
as explained hereof. The paper concludes that there is a positive
correlation  between  distressed ~ companies'  management
trustworthiness and their banking creditors behavior, meaning that (i)
such companies shall pay attention to their management as an asset or
an obstacle for their restructuring approval by the private banks, (ii)
there is a market to be explored by specialists in business turnaround
(the "turnaround directors"), and (iii) the financial institutions should
clarify their policy of debtors' management trustworthiness
assessment. The lack of papers specifically devoted to the subject of
this study reveals a theoretical gap to be fulfilled, adding management
trustworthiness as a new qualitative variable to the credit granting
procedure for distressed companies. It is important to reinforce that
the research is qualitative, not quantitative, enlighten the relevance of
the managers' profile for the distressed company success in
convincing their banking creditors to approve a restructuring plan.
Moreover, even though it uses the Brazilian data, its conclusions
might be generalized for other jurisdictions with a similar business

Based on (i) the data from relevant restructuring lawsuits filed before
the Court of the State of Sdo Paulo and (ii) the answers of the
specialized teams of the largest Brazilian private financial institutions,
this article finds the correlation between distressed companies
management trustworthiness and their banking creditors' decision
regarding the approval or rejection of a business restructuring plan.
The question explored was: is there a correlation between distressed
companies' management trustworthiness and the way their banking
creditors vote on their restructuring proceedings? The analysis and the
conclusions are essential both for the borrowers and the lenders in
their negotiation process due to the aggregation of a qualitative issue
to the traditional quantitative banks' credit granting procedure.
However, it is possible to verify that the private Brazilian financial
institutions still do not have a transparent approach to assessing their
debtors' management trustworthiness, what must be refined shortly
considering the increment in the number of distressed companies that
are recurring to debt restructuring plans in Brazil. The research did
not reach the state-held banks because the data extracted from the
lawsuits pointed out their bias against a debtor's restructuring
regardless of its management trustworthiness.
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environment (high level of banking concentration and the current
increase in the number of distressed companies).

The Hypothesis: Management trustworthiness is relevant for a
private bank's decision regarding a distressed company's
restructuring plan: Brazil was hit by the pandemic in 2020 in a very
fragile moment, still facing the effects of the economic depression
that started in 2015. Companies' financial statements revealed a
dramatic situation, with losses never imagined. Nevertheless, credit
was essential for their survival. The lenders of the formal credit
market were out of alternatives but financing them. Otherwise,
companies would disappear, dragging such lenders that, in general,
were highly exposed to their credit risk. Brazil is experiencing a
massive number of insolvency proceedings or other debt restructuring
initiatives undertaken not only by small and midsize firms but also by
some of the most traditional Brazilian business groups. The following
chart pictures the recent numbers of judicial recovery lawsuits
(Oliveira Filho, 2018):
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Figure 1. Evolution of insolvency cases

From 2018 on, the numbers are consistently growing. In 2018, 1,408
judicial recovery procedures were filed, with 1,215 accepted by the
Brazilian courts. In 2019, there were 1,387 new lawsuits and the
acceptance by the courts grew 3,6%, reaching 1,259 procedures
(Serasa Experian, 2020). In 2020, the numbers were slightly smaller
because of the restrictions the pandemic imposed on the courts'
activities and the creditors' mood that became more open to negotiate
their loans. Besides, borrowers were waiting for the approval of a new
insolvency regulation that entered into force at the end of that year.
Law no. 14,112/2020 amended Law no. 11,101/2005 to improve
some debt restructuring mechanisms. In the first quarter of 2021,
judicial recovery lawsuits had some growth (Serasa Experian, 2021).
In this scenario, the standards for credit granting assessment were no
longer sufficient for the traditional lenders. The objective analysis,
based on financial statements, started identifying a catastrophic
picture most of the time. Nonetheless, the option of not financing was
not in place, not because of a fraternal perspective, but because of an
egoistic move of the lenders to save themselves from an unstoppable
chain of widespread bankruptcy. By credit granting we consider the
vote for the approval of a business restructuring plan ("B.P.") both in
court and out-of-court procedures, since such approval goes with the
belief (faith = credit) that the company will be financially recovered
and at least a part of the debt will get paid. As explained by Hensen
and Ziebarth (2017, p. 246): "There are two reasons that creditors
might reduce the share of defaulting debtors they pursue during a
crisis. First, during a crisis, asset repossessed in a state proceeding or
liquidate in bankruptcy may have little market value. Second, if many
debtors default at the same time, pursuing each and everyone may be
prohibitively costly". It is common sense that, together with the due
diligence required for credit risk assessment, the lenders suffer the
pressure of granting credit to survive among their competitors. The
outcome is that emotional decisions are taken, forfeiting the
reputation analysis (Monteiro & Teixeira, 2008). Thus, an accurate
view on this issue may become a leverage to deal with the
competition, filtering the lender's exposure to different classes of

borrowers and encouraging more assertiveness in the credit
concession process. In a "distressed world", a qualitative approach in
credit assessment will be necessary more than ever. Nevertheless,
reputation turns out to be a susceptible item for the decision on
financing a company. The question is: the reputation of whom? Of the
company itself, based on its products, branding, clients, or of the
company's managers, persons in charge of the mission to restructure
it? The credit market was supposed to follow the principle that, before
an uncertain behavior, the borrowers' reputation depends on their
earlier actions. However, the recent Brazilian economic and political
crisis, including the "Lava Jato" effects, proves that "there is an
incentive for an enemy to behave like a friend in order to increase his
future opportunities, and for partnerships to last until someone cashes
in" (Sobel, 1985, p. 570).

Even when we do not consider external events such as economic
crisis and crimes investigation, Brazil has a recent track record of
reputation miss-assessment. The X Group, owned by Eike Batista, is
an example. A BBC newspaper article headline asked: "How the
market did not realize the fragility of Eike's companies?" (Corréa,
2013). The people interviewed stated that the Brazilian context was
optimist and that Eike could get closer to the government and hire
acknowledged persons to manage his companies. Such measures
create an "aura" of credibility for his projects, although all he has
offered to the market were greenfield business with undetailed
operational projections. It seems to be a case of trusting the managers
instead of the company. This explains why we suggest a distinction
between reputation and trustworthiness. The first comes from
previous behavior and is more abstract based on third-party
references. The latter comes from the current circumstances when one
shows enough capability to achieve an essential target to someone
else. Thus, a person may have a good reputation but might not be
trustworthy for a specific situation. In other words, based on its past
reputation, many business groups approached lenders friendly hiding
or, at least, not telling the factual grounds of its current apparent
prosperity. Thus, a backward perspective (reputation) on credit
analysis ended up being myope for payment capability forecasts. A
forward perspective (trustworthiness) became strongly required.

Some studies based on interviews with representatives of lenders
intended to find out the relevance of the borrower's reputation in the
credit granting decision process, pointing out that such relevance
changes according to the markets, being different, for example, the
financial institutions from the suppliers of goods (Segura, Molini &
Ferreira, 2016). Studies on the lenders' trust regarding the borrowers
reveals the influence of the subjectivity in the credit concession
decision. The lender's feeling, meaning its sensation about the
likelihood of being repaid, is highlighted as an essential role in such a
process (Monteiro & Teixeira, 2008). There is no doubt that
reputation (backward perspective), in a broad sense, is crucial for the
credit market. It has a close linkage with the cost of debt, as some
studies demonstrate through interesting analysis based, for example,
on Fortune magazine's "most admired companies" survey. From such
a survey, Anginer ef al. (2011) found an inverse relationship between
a company's reputation and its bond credit spreads. Besides, they
identified that firms with high reputations face less stringent
covenants and are less likely to trigger authorities' fraud
investigations. Finally, their study found evidence that firm's
reputation represents "soft information" precious to lenders. It is why
credit analysis's well-known path targets a more open analysis beyond
the simple financial statement concerns. According to Rétheil (2013,
p- 313), initially, back in the 1800s, lenders used only"3 Cs" for their
assessments: Character, Capacity, and Capital. Character used to
mean:

the honesty and integrity of the prospective borrower, which, in
turn, consist of a number of factors like the reputation for
business honesty, the attitude towards obligations, the standing in
the community, and the record in previous business connections.

However, due to the accounting evolution, the companies' books
became more and more relevant. Nowadays, there are "5 Cs" of
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credit: Character, still closely related to borrowers' repayments
historic; Capacity, represented by its liquidity levels; Capital, based
on its debt ratio; Collateral, verified from the guarantees available;
and Conditions, informed from the macroeconomic situation (Souza
& Chaia, 2000).

The concept of character is evolving to consider punctuality,
restrictions and market acknowledgment, each item getting different
baselines and weights (Boratti, 2002, p. 109):

Table 1
Items Definition
Punctuality Based on the information of the credit registers

Restrictions Protests of bills, checks, tax debts, credit
collection lawsuits

Respect for clients, ethical behavior

Market
acknowledgment

Although the character expresses some reputation features, the chart
shows its assessment basically from technical and economic variables
(backward perspective), following the commodification of the credit
data. Notwithstanding, such data shall be interpreted, and the pure
credit score based on past repayments historic tends to be replaced by
a more holistic reflection. So it is when the character changes into
trustworthiness (forward perspective). Any subjective concept
changes over time forced by the sophistication of human relations.
After Grupo X and Lava Jato in Brazil, reputation (past) seems to lose
space for trustworthiness (future). The assessment goes beyond
honesty to include reliability and integrity. Historically, a
construction company may have good financial statements and a
tremendous technical capability to fulfill its contract obligations,
which shows reputation. However, lacking integrity, does it inspire
trustworthiness? Taking the lessons learned down here, probably not.
A company's reputation is formed by always acting responsibly
(Soebel, 1985). Trustworthiness catches reliability in fulfilling
promises with character, integrity, competence, and public
acknowledgment of accomplishment and achievement. The traditional
look on credit risk assessment is usually quantitative, grounded on
economic-financial variables extracted from companies' financial
statements (Assaf Neto & Brito, 2008). It is more accounting than
economic guidance, standing far away from a qualitative analysis of
trustworthiness. The past behavior is meaningful, of course. As Rowe
et al. (2009, p. 189) captured, the essence of corporate reputation is
beliefs about what the firm stands for, how it will act and react: "A
firm that has reacted well in the past to unexpected negative events or
competitive challenges will be viewed as less risky". However, from
Fehr and Zehnder (2009), it is possible to understand that what
matters is the future. A trustworthy behavior occurs when someone
voluntarily makes credit repayments regardless of social concerns and
even with a substantial monetary incentive not to repay. It is not in
question if the borrower can repay, which may be assessed through its
financial information, but if it will repay. Following Moulton (2007,
p- 309), "answering the second question often involves looking at
'softer, more personal' information." The Brazilian reality suggests
that one of the main principles for credit granting was not followed
recently: regarding the borrower and its controlling shareholder, there
shall be no doubt on their integrity (Pereira, 1998). It has become
more of a compliance concern but, in essence, the question should not
be if the borrower works under the law only, but if its way of doing
business, in general, is steady or surrounded by unclear issues. From
this point of view, trustworthiness is not measured by a moral
judgment: it comes from a posture of acting transparently under
explainable tracks. It is a qualitative parameter that, as Gautier-
Gaillard and Louisot (2006, p. 431) found out, refers to:

ability to attract and retain talented personnel, quality of
management, social responsibility to the community and the
environment, innovativeness, quality of products and services,
wise use of corporate assets, financial soundness, long-term
investment value, and effectiveness in doing business globally.

What is, then, the relevance of the company's financial statements for
such qualitative acknowledgement? For Arnold III (1989, p. 10), it
seems to be a small part of the assessment:

Financial statements do not tell you what events occurred or what
management did or did not do in response to them. And, as
already noted, favorable financial results can be the result of
industry booms, bad management notwithstanding. (...) Skilled
bankers recognize that placing too much reliance on historical
financial data can be a dangerous practice. The lender should
always extend the analysis into the operations of the borrower's
business.

Studying the credit decision process of a large Brazilian bank, Boratti
(2002) noticed that qualitative analysis might represent 50% or more
of the risk assessment. While the quantitative approach has a
retrospective sense, the qualitative one aims to forecast the company's
future from its potentialities. For Moulton (2007), formal credit
scores, essentially based on numbers through a backward perspective,
shall be interpreted, and within the interpretation lies the flexibility
that lenders enjoy to decide on the credit-granting: "lenders do not
want to overlook potentially trustworthy borrowers because of credit
scores that look bad at first glance" (p. 320). There is a famous
history on a hearing where Mr. J. P. Morgan was questioned if loans
were issued to those who have money to pay back, and he answered:
"No sir, the first thing is the character", "Before money or property or
anything else" (Laird, 2007, p. 72). There might be some romanticism
in this speech, but, in current days, the more the consequences of the
pandemic and international conflicts hit companies' financials, the
more the "character" shows up as a relevant indicator for credit
granting. Therefore, being the numbers necessary, but not sufficient,
for a holistic credit assessment, the remaining space may be filled out
by trustworthiness. As we read in Anginer et al (2011),
trustworthiness can replace tangible information about a borrower. In
the lack of reliable data, it plays a more significant role in
determining the cost of debt because it brings information not
available in the standard credit risk measures. The outcome is that
highly trustworthy firms are less likely to face bankruptcy.

And what happens for the companies already in financial distress?
Their numbers are alarming, and, supposedly, their reputation is
under attack. Nonetheless, the lenders exposed to the company's
credit risk need to find a way to recover their money. It usually passes
for a loan renegotiation under a restructuring B.P., meaning providing
more credit. Is there still space for reputational concerns? It seems so,
and even more when compared to healthy companies. For distressed
companies, the assessment of the business' grounds coming from its
long-term strategy and the people involved turns out to be decisive.
Thus, trustworthiness is less related to the abstract legal entity itself
and more to who runs it and the guidelines in place for the usage of
the credit. The managers will be in charge of reorganizing the
business in a hostile context of doubts about the future. Their
trustworthiness is more relevant because risk-assessment information
is ambiguous (Moulton, 2007) and the lenders need a reference to
deposit their belief of being repaid. Such belief is connected to the
expectation of a particular behavior where no absolute certainty can
exist. Lenders have to be confident in predicting the borrower's next
moves even though it is free to behave in a different way (Girling,
Kirchler, Lewis & Van Raaij, 2009). It is why managers should
become the banks' focus of attention. It seems to be intuitive, but
maybe it is not. Out of the distressed market, there are some formal
references for the inquiry of managers' trustworthiness, such as
academic backgrounds and specific experience in running the
company's particular business (Boratti, 2002). However, a survey
with 266 commercial loan officers in the USA found that only 8.5%
stated they use a single numerical rating to summarize their
evaluation of the management's quality (Fulmer, Gavin & Bertin,
1991).1t is consistent with Moulton's(2007) findings that, although
many bakers establish the importance of trustworthiness evaluation,
they cannot speak of how it is evaluated or weighted in conjunction
with other criteria. We hypothesize that, in distress situation,
managers' trustworthiness ("M.T.”) has space in lenders credit
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granting decisions, following Mac Clanahan (2014, p. 39: "the very
category of 'creditworthiness' remains a quality of persons rather than
of data") and Chakravarthy, Dehaan & Rajgopal (2014, p. 1330: "a
firm's reputation represents stakeholders' collective expectation about
management's intent and ability to fulfill its commitments"). A signal
of M.T.'s relevance is the turnover at the management level in
distressed companies. Based on 381 exchange-listed firms that
experienced financial distress (default, bankruptcy, or debt workouts)
in the USA at a predefined period, Gilson (1989) identified that 52%
changed a senior-level manager, the banks' direct intervention
responding for 21% of all management changes. It somehow matches
Hotchkiss'(1995) conclusions. When analyzing post-bankruptcy
performance, the author stated that the continued involvement of
original management in the restructuring process is associated with
poor "day after" performance. He blames the overly optimistic
forecasts of such managers and points out that management changes
appear to provide more helpful information about future performance.
Therefore, in a restructuring procedure, the creditors expect more
trustworthy managers to run the distressed company.

The relevance of M.T. in distressed companies: Chen and When
(2017, p. 224) showed that a company with a poor corporate
reputation but a good CEO reputation performs better than a company
with a poor CEO reputation and a good corporate reputation:

If a company has a poor reputation, recruiting a CEO with good
reputation will help it to perform better. Conversely, if the CEO
of a company has a poor reputation, the CEO's negative influence
overwhelms the firm's good reputation. Therefore, 'choosing the
CEO well' tends to be more important for firm performance than
'doing good'.

Sutton and Callahan (1987, p. 406) state that if people do not perceive
top management as credible, "the faith in the organization erodes." It
happens because the top management's function is to maintain a
healthy relationship between the organization and the critical
stakeholders. There is also an agency problem in distressed
companies between creditors and top management arising from the
manager's superior information. The executives know more about
their capability to run the company and have firm-specific
information, while creditors (and other stakeholders) cannot observe
whether managerial actions are value-creating or not (Evans III, Luo
& Nagarajan, 2014). Thus, M.T. seems to be the unique beacon to
guide the creditors' decisions. The fiduciary duty generally imposed
by corporate regulation over the managers helps to enhance the M.T.
Paterson (2016) recalls that, in distressed situations, some current
regulations like the English Common Law shift directors' duties from
acting in the best interest of shareholders towards acting in the
creditors' interest. Such provision boosted the figure of the
"turnaround director" ("T.D.") that carries the creditors' expectations.
According to Paterson, the T.D. pledges his/her reputation with the
creditors rather than with the shareholders. It makes sense for the
lenders that the debtor's top management changes into the T.D. mode
in order to pursue the B.P. according to what was approved by the
creditors. Along with managers' reputation (backward perspective)
and their general fiduciary duty, economic incentives may reinforce
the M.T. (forward perspective) before the lenders.

Economic incentives for the T.D: A manager devoted to complying
with the B.P. negotiated with the creditors, exactly what defines the
T.D., should not refuse a remuneration linked to match what was
agreed. Therefore, the lenders should pay attention to the economic
incentives the borrower defines to its administrators. As Ortiz-Molina
noted (2006, p. 338): "Because shareholders often have an incentive
to take risky investment projects that increase their wealth at the
expense of bondholder wealth, the risk-taking incentives contained in
managerial incentive structures are of particular importance to
lenders." The author found evidence that bondholders anticipate
future risk choices by management at the time of the debt issue,
meaning that firms whose management has more substantial
incentives to maximize shareholder value pay higher costs for their

debt. The conclusion is that the more aligned the managers are with
the shareholder, the higher is the agency costs of debt.

For companies in right financial conditions, some studies indicate
mitigation in the agency problem arising between owners and
managers through the offering of equity incentives (stock options,
v.g.) to the latter (Bathala et al., 1994; Blazenko, 1987; Hall &
Liebman, 1998; Johnson, 1997; Hu & Kumar, 2004). However, in the
case of distressed companies, there is little research on this subject
(see Zwiebel, 1996). Novaes (2003) sees the debt in distressed
companies as a disciplinary device for managers (which may reduce
the agency problem). The author pictures that a combined work
between the bankruptcy court and the debt holders would guide the
shareholders to replace a suboptimal manager. After all, given the
company restructuring, only inefficient managers may lead the firm
into distress again. Hence, "debt can commit the firm to the
reorganization plan while implying the replacement of an inefficient
manager in financial distress" (p. 50). Thus, the relationship between
lenders and the distressed company's managers is not an irrelevant
issue.

Brockmann et al. (2004) state that decisive leadership is helpful when
significant changes are necessary for the company turnaround. When
the firm starts an insolvency procedure, managers' focus shifts from
the organization's ongoing operation to survival. Therefore,
immediate and decisive actions are needed, which requires an
empowered manager to do so. In the author's words: "Assuming the
organization survives the reorganization process, the results suggest
that a powerful CEO is better able to implement a recovery plan than
a prestigious one" (p. 190). His conclusions reinforce our distinction
between reputation (backward perspective), where we can place the
prestige, and trustworthiness (forward perspective), filled with the
capability of accomplishing the distressed company's B.P.

A fascinating approach to M.T. comes from Listokin (2007), who
analyzed the potential alignment among administrators and creditors
in insolvent companies. After discussing the pros and cons of several
compensation devices (pay-to-stay agreements, rapid-reorganization
bonuses, granting stocks in the reorganized company, among others),
he concludes that the best package is granting the managers a
percentage of unsecured debt currently held by the creditors (p. 783):

When the value of a bankrupt firm rises, it is typically the
unsecured creditors who obtain the greatest benefit because they
are the most common residual claimants. Granting a manager debt
in the bankrupt firm allows the creditors to share these gains with
the manager and ensures that the manager has the appropriate
incentive to pursue these gains.

Listokin also recalls that if a manager's pay reflects the value he/she
creates or destroys in bankruptcy, the creditors have a concrete
reference of his/her potential conducts rather than depending
exclusively on the managerial goodwill to ensure proper behavior.
The rationale is consistent with Robicheaux et al.’s (2007) position.
The compensation with debt is even more effective if the T.D. is an
outsider replacing the ancient manager because the new administrator
has more freedom to focus on the most salient stakeholders, who may
take primacy over the shareholders (Chiu & Walls, 2019).

THE METHODOLOGY: DATA AND QUESTIONS

The hypothesis that M.T. has a positive correlation to lenders'
decisions on restructuring distressed companies was tested from data
and questions. Our research has two sources. The first is the judicial
restructuring procedures ("R.J.") and the out-of-court debt workouts
(for more information on the framework of such workouts, see
Zanchim et al., 2021) presented before the Court of the State of Séo
Paulo within January 2015 and August 2020 involving aggregated
debt higher than BRL 100,000,000.00. As indicated by Figure 1
hereof, the period was chosen because 2015 marks the acceleration of
the insolvency procedures in Brazil, when they exceeded the
threshold of 1,000 per year. Furthermore, the State of Sdo Paulo was
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elected because it is the richest one in the country, representing
31,56% of the national GDP (IBGE, 2018), it hosts 30,63% of the
companies duly incorporated (Sebrae, 2020) and the headquarters of
the financial institutions interviewed in this research. We have found
65 (sixty-five) cases in such a sample (Appendix A). However, (i) in
6 (six) there were no financial creditors; (ii) in 2 (two) there were no
private banks as financial creditors; (iii) in 22 (twenty-two), by the
time of this research, there were no creditors meeting yet; (iv) in 5
(five) the individual vote of the creditors was not disclosed; and (v) in
1 (one) the financial creditors sold their credit positions before the
creditors meeting. Thus, in 29 (twenty-nine) cases it is possible to
identify the financial creditors' position regarding the debtor's B.P.

Then, we examined changes in the borrowers' management in such
cases, considering new directors' appointments for the chief executive
officer and/or chief financial officer's seats. The occurrences and
moments of these changes were assessed based on public information
such as news, relevant facts disclosed by the companies, information
from the restructuring proceedings and the Commercial Registry of
the State of Sdo Paulo. Out of the 29 (twenty-nine) cases in which it
was possible to identify the financial creditors' vote regarding the
debtor's B.P., we found out that some should not be considered for the
present analysis. Firstly, we excluded a case with management
changes along the whole Time Frame, as defined in section 3.1
(Before the Filing, After the Filing, and After the Approval), because
such changes seem to be circumstantial (outlier).

Out of the 28 (twenty-eight) remaining cases, we excluded those
where the state-held banks were dominant in terms of credit amounts,
meaning 8 (eight cases). The reasons for such cut are the following:

e Out of the 28 (twenty-eight) cases, there were state-held banks
as creditors in 20 (twenty), or 71.5%;

e Among these 20 (twenty) cases, those banks had most of the
credit amount only in 8 (eight), or 40% of their cases. Despite
that, they voted contra in 12 (twelve), or 60% of their cases,
showing a bias against the borrowers' B.P. regardless of its
grounds or any other aspect like M.T.;

e  Such bias is reinforced by the 8 (eight) cases where the state-
held banks were dominant, where they voted against in 5
(five), or 62.5% (4 (four) of which the private institutions
voted in favor), meaning that, despite their amount of credit,
the state-owned banks vote consistently against the
restructuring (60% when we take all the cases they granted
credits or 62.5% when we take only the cases where they had
the majority of the loans);

e When we consider, among the 20 (twenty) cases, those with
changes in borrowers' management before the state-held
banks' votes, there were only 8 (eight) with new managers,
where these institutions voted contra the restructuring in 4
(four), pro in 3 (three) and abstained from voting in 1 (one),
while the private banks were in favor in 6 (six), against in 1
(one) and abstained from voting in 1 (one).

We have tested the correlation between the cases with changes in the
debtors' management and the state-held banks' votes regarding the
B.P. We chose Spearman's correlation coefficient (p;) because the
sample is small and we measure the variables at the ordinal level
(Lira, 2004). We have also recurred to Pearson's coefficient (p;) to
explore the correlation under the perspective of a linear tendency of
the variables (Figueiredo Filho & Silva Junior, 2009). The results
were similar for both coefficients. To parametrize the state-held
banks' behavior, we have defined a grade representing the clarity of
their view on the restructuring (excluding the case of abstention
where it is not possible to verify their position), so (i) 1 it is all clear
(pro or contra) and (ii) 2 it is clear (pro or contra).

The p, = — 0.1889 and the p,= — 0.1890, meaning a weak negative
correlation. In other words, the correlation (i) being weak makes
irrelevant the linkage between borrowers' management changes and
their restructuring approval by the state-held banks, and (ii) being
negative shows that such changes lead to higher rejection levels of the

B.P. The weak correlation allowed us to exclude the cases where the
state-owned banks were dominant in terms of credit amount, reducing
the sample to 20 (twenty) cases. We also excluded 2 (two) cases in
which there was only one private financial creditor, and it has
abstained from voting because its credit was not big enough to
influence the B.P.'s approval: its loan, compared to the amount of
credit held by other creditors, was minor. Therefore, the sample
contemplates, finally, 18 (eighteen) cases representing those where
the private banks were decisive in the debtor's restructuring process
approval or rejection (“Data Sample” — Appendix B).

TABLE 2

STATE-HELD BANKS' BEHAVIOR REGARDING
THE DEBTORS' RESTRUCTURING

Most favorable 2
All favorable
All against 1

GRADE

TABLE 3

STATE-HELD BANKS' BEHAVIOR REGARDING THE
DEBTORS' RESTRUCTURING
(7 CASES WITH MANAGEMENT CHANGES)

2 2
1 1
1 4

CASES

The second source for the research arises from the answers to
questions we have made through Survey Monkey to the restructuring
teams of the major local privately held banks: Banco Itau Unibanco
S.A, Banco Bradesco S.A., Banco Santander S.A. According to the
Data Sample, they were the most prominent financial creditors,
holding together, excluding the state-owned banks, 67% of the loans
of all the Data Sample cases added up. We have discussed the
questions with two professors from FEA/USP and three senior
members of the banks' restructuring teams. The dialogues were about
the clarity of the questions and their adequacy to assess the genuine
concerns of the financial institutions regarding the M.T. None of them
has suggested any changes neither in the wording nor in the sequence
of the questions. However, one of our interlocutors from a bank
suggested a new question regarding the analysis of debtor's EBITDA
of the previous 3 (three) years before the B.P., which reveals a
backward perspective mindset. Since we are looking to understand
the relevance of the debtor's management and not its financial
statements, we decided not to include such a question. Another
interlocutor from a different bank pointed out that, in his view, in
90% of the distressed cases the main issue is a management problem.
Therefore, he states his team values strongly the appointment of new
managers (CEO/CFO) aligned to the B.P.'s objectives (meaning the
T.D.). The questions were answered by 13 (thirteen) bankers of a total
of about 25 (twenty-five) members of the banks' restructuring teams.
We have sent an email with the survey to the heads of such teams, so
they forwarded it to the other members. We have asked for answers
within fifteen days of the email receipt.

The data: Out of the 18 (eighteen) cases of the Data Sample,15
(fifteen) are judicial recoveries - R.J. and 3 (three) are out-of-court
proceedings - RE. The Data Sample shows that in 12 (twelve) cases,
or about 66%, the lenders voted in favor of the B.P. and in 4 (four)
cases, or about 22%, they voted against it. In 2 (two) cases, or about
11%, most financial creditors abstained from voting.

PRIVATE FINANCIAL CREDITORS' BEHAVIOR
REGARDING THE DEBTORS' RESTRUCTURING
(Data Sample)

Most favorable

All favorable

Most against

All against

Most abstained from voting

CASES

N — W W O
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In about 55% of the Data Sample, meaning 10 (ten) cases, there were
NO management changes whatsoever within ("Time Frame"): (i) 1
(one) year before the beginning of the procedure ("Before the
Filing"); (ii) from the filing of the procedure until the B.P.'s approval
by the creditors ("After the Filing"); and (iii) 1 (one) year after the
B.P.'s approval by the court ("After the Approval"). In other words,
the incumbent managers stayed in charge throughout the restructuring
process in the slight majority of the Data Sample.

Table 5

PRIVATE FINANCIAL CREDITORS' BEHAVIOR
REGARDING THE DEBTORS' RESTRUCTURING
(10 cases with NO management changes)

Most favorable

All favorable

Most against

All against

Most abstained from voting

CASES

— = O\

When there were NO changes in the debtor's management within the
Time Frame, the lenders approved the B.P. in 7 (seven) cases, or
about 70%, and rejected it in 2 (two) cases, or about 20%. In the
remaining case, or about 10%, they abstained from voting.

Of the other 45% cases of the Data Sample, meaning 8 (eight) cases
that are specifically relevant for the research ("Specific Universe"),
the management changed within the Time Frame as follows (see
Figure 1):

e 2 (two) cases (25%) with changes only Before the Filing;
e 1 (one) case (12.5%) with changes both Before the Filing and
After the Filing;

2 (two) cases (25%) with changes only After the Filing;

2 (two) cases (25%) with changes both Before the Filing and
After the Approval; and

1 (one) case (12.5%) with changes both After the Filing and
After the Approval.

Before the Filing

After the Filing After the Approval

Figure 2. Changes in the management in the Specific Universe

Out of the 8 (eight) cases of the Specific Universe, in 5 (five) (62.5%)
they voted for the B.P.'s approval and in 2 (two) (25%) they voted
against. In the remaining case (12.5%), most private banks abstained
from voting.

Table 6

PRIVATE FINANCIAL CREDITORS' BEHAVIOR
REGARDING THE DEBTORS' RESTRUCTURING
(8 cases WITH management changes)

CASES

Most favorable
All favorable
Most against
Most abstained from voting

—froprow

Like we have done with the state-held banks, we tested the correlation
between the debtors' management changing and the B.P.'s approval
by the private institutions, using Spearman's and Pearson's
correlation. Again, to parametrize the banks' behavior, we have used

the same grade representing the clarity of their position regarding the
B.P.'s approval, so (i) 1 it is all clear (pro or contra) and (ii) 2 it is
clear (pro or contra).

Table 7

PRIVATE FINANCIAL CREDITORS' BEHAVIOR  GRADE

Most favorable 2
All favorable 1
Most against 2

There is no "all against" among that 8 (eight) cases. Thus, the
correlation was proposed as follows:

Table 8
PRIVATE FINANCIAL CREDITORS' BEHAVIOR
(cases WITH management changes, excluding 1 case of CASES
abstention)
2 3
1 2
2 2

The p, = 0.5 and the p,= 0.5, meaning moderate positive correlation.
Thus, unlike the state-held banks, which presented a weak correlation
allowing us to exclude them from the analysis, the private institutions'
behavior reveals some linkage between changes in debtors'
management and the approval of their B.P. However, since it is a
moderate correlation, we combined the Data Sample statistical
approach with questions for the banks' restructuring teams.

The questions: The questions were presented in this exact order, and
once answered, it was not possible to go back and review the
submitted response. They were translated into Portuguese and
designed for the following purposes, not disclosed to the
interviewees. Question lpursues to ascertain if the banks analyze the
managers' compensation package ("C.P.") to assess their M.T.,
confirming or disconfirming Question 4 regarding the alignment of
the C.P. with the accomplishment of the companies' B.P. (Morrow,
2005). Question 2 tries to find if the banks' credit assessment of
distressed companies has become more strategic, looking specifically
into the debtor's B.P. governance. The higher the relevance of M.T. is,
the higher the relevance of a T.D. will be, that is someone in charge
of complying with the B.P. Therefore, the appointment of a T.D. is a
dependent variable of the relevance of M.T. Question 3 intends to
measure how much the banks are attached to the distressed company's
credit score ("C.S.”) comparing to its B.P. It might be a signal of the
credit assessment vector: the payment historical, which is a backward
perspective, or the debtor's business strategy, which is a forward
perspective. The higher the relevance of B.P. over C.S. is, the higher
the relevance of M.T. in the bank's decisions will be. Question 4 looks
at the linkage between C.P. and B.P. The higher the relevance of B.P.
is, assessed by Question 3, the higher the relevance of C.P. should be,
because it is an objective parameter for M.T., the C.P. being a
dependent variable of the B.P. Question 5 aims to check if the banks
consider M.T. as a critical element of the B.P. It correlates with
Question 3. The more the B.P. over the C.S. is appreciated, the more
the M.T should be appreciated, in the sense of the managers'
capability to accomplish the restructuring goals. Then, the relevance
of M.T. is a dependent variable of the relevance of B.P. in the credit
granting procedure. Therefore, the correlation between the variables
is the following:

Table 9

INDEPENDENT VARIABLE DEPENDENT VARIABLE

B.P. C.P.
C.p. M.T.
M.T. T.D.
B.P. M.T.

In order to parametrize the answers, we have defined the grades
below:
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presented (restructuring plan) over its credit score (repayment

Table 10 historic)?
RELEVANCE GRADE WBP = BP = CS
very relevant 3
Relevant 2 Where
neutral 1
little relevant 3 _ . . .
WBP = Weight of Restructuring Business Plan
Irrelevant 2 . .
BP = Restructuring Business Plan
CS = Credit Score
Table 11
FREQUENCY GRADE (a) hlgher than 100%
(b) from 75% to 100%;
Always 3 o o
very often 2 (c) from 50% to 75%;
few times 2 (d) from 25% to 50%;
never 3 (e) from 0% to 25%;
Table 12 Table 15
PERCENTAGE GRADE ALTERNATIVES ANSWERS GRADE
higher than 100% 4 higher than 100% 1 4
from 75% to 100% 3 from 75% to 100% 6 3
from 50% to 75% 2 from 50% to 75% 5 2
from 25% to 50% 2 from 25% to 50% 1 2
from 0% to 25% 3 from 0% to 25% 0 3

"This is a research about the relevance of managers' trustworthiness in
your assessment for approving or rejecting a distressed company's
restructuring plan. It will complement data extracted from 18
(eighteen) judicial restructuring procedures and out-of-court debt
workouts presented before the Court of the State of Sdo Paulo within
January 2015 and August 2020 involving aggregated debt higher than °

To what extent is a management compensation package aligned to
accomplishing the restructuring business plan presented by a
distressed company is considered relevant for your -credit-
granting process?

very relevant;

BRL 100,000,000.00. The answers will be anonymized, without e relevant;
identification of the financial institution". e  neutral;
. e little relevant;
How often do you assess the management compensation package .
R . . e irrelevant.
before approving a distressed company restructuring plan?
Table 16
. always;
® very often; ALTERNATIVES ANSWERS GRADE
M few times; very relevant 10 3
. never; relevant 2 2
neutral 1 1
Table 13 little relevant 0 3
irrelevant 0 2
ALTERNATIVES ANSWERS GRADE
Always 3 3 What is the relevance of the debtors' management staff (C levels)
very often 6 2 quality in your assessment of the restructuring business plan?
few times 3 2
Never 1 3 e  very relevant;
e relevant;
How relevant for your decision on the restructuring of a e neutral;
distressed company is the appointment of a '"turnaround o little relevant;
director" with powers and duties to accomplish its restructuring e irrelevant.
business plan?
Table 17
e veryrelevan ALTERNATIVES ~ ANSWERS GRADE
° relevant; very relevant 11 3
. neutral; relevant 2 2
. little relevant; neutral 0 1
. irrelevant. little relevant 0 3
irrelevant 0 2
Table 14 The correlation between the variables, according to Table 9, was
made by matching the answers with the same grades.
ALTERNATIVES ANSWERS GRADE
very relevant 6 3 Table 18
Relevant 7 2 - -
Neutral 0 1 B.P. (question 3) C.P. (question 4)
little relevant 0 3 GRADES ANSWERS ANSWERS GRADES
Irrelevant 0 2 3 6 10 3
2 5 2 2
In your decision regarding the restructuring plan of a distressed g (1) g g

company, what is the weight of the company's business plan
pany, g pany P Correlation ps = 0.7659pp = 0.7660 strong positive
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he results mean that the private banks' decision on the approval of a
distressed company's business plan (B.P.) has a strong positive
correlation to such company's management compensation package
(C.P).

Table 19

C.P. (question 4) M.T. (question 5)

GRADES ANSWERS ANSWERS GRADES
3 10 11 3
2 2 2 2
2 2 0 2
3 0 0 3

Correlation ps = 0.9803pp =0.9803very strong positive
The results mean that, for the private banks, the distressed company's
management C.P. has a very strong positive correlation to its

management trustworthiness (M.T.).

Table 20

M.T. (question 5) T.D. (question 2)

GRADES ANSWERS ANSWERS GRADES
3 11 6 3
2 2 7 2
2 0 0 2
3 0 0 3

Correlation ps = 0.6346pp =0.6347strong positive
The results mean that, for the private banks, the distressed company's
M.T. has a strong positive correlation to the changes in such

company's management bringing in a turnaround director (T.D.).

Table 21

B.P. (question 3) M.T. (question 5)

GRADES  ANSWERS  ANSWERS  GRADES
3 6 11 3
2 5 2 2
2 1 0 2
3 0 0 3

Correlation ps = 0.7976pp =0.7977 strong positive
The results mean that, for the private banks, the approval of a
distressed company's B.P. has a strong positive correlation to such

company's M.T.

Table 22

C.P. (question 4) C.P. (question 1)

GRADES ANSWERS ANSWERS GRADES
3 10 3 3
2 2 6 2
2 2 3 2
3 0 1 3

Correlation ps = 0.0911pp =0.0912very weak positive

The results mean that, for the private banks, the C.P. being aligned to
the accomplishment of the B.P. has a very weak positive correlation
to the frequency such lenders assess the C.P. before approving the
distressed company's B.P., a mismatch to be explored below.

In general terms, the correlations hereof ground the inference that the
higher the relevance of the B.P. over the C.S. is, meaning the banks
assessing the distressed company through a forward perspective, the
more relevant the M.T. will be in the decision of approving the
debtor's restructuring. Thus, according to the answers, there is a
strong positive correlation between B.P. and M.T. We have used two
objective variables to test such correlation: the C.P. and the T.D. If
the banks analyze the C.P., they supposedly have a concern on the
M.T. M.T. is also under watch if the appointment of a T.D. is
essential for the financial institutions' decision on the B.P. The

answers show a very strong positive correlation between C.P. and
M.T. and a strong positive correlation between M.T. and T.D.

DISCUSSION

Parametrizing the private banks' position with a grade representing
the clarity of their votes, we wrote Table8(Section 3.1)that shows a
moderate positive correlation between their decision regarding the
B.P. and the debtors' management changes (T.D.). The correlation
between M.T. and T.D. coming from the answers hereof are in line
with such conclusions: T.D. increases M.T., which enhances B.P.
(Section 3.2). However, when we correlate B.P. with T.D. based on
the answers, the correlation is even more robust, being much more
intensive than what is shown by the data extracted from the lawsuits:

Table 23

B.P. (question 3) T.D. (question 2)

GRADES ANSWERS ANSWERS GRADES
3 6 6 3
2 5 7 2
2 1 0 2
3 0 0 3

Correlation ps = 0.9598pp =0.9598very strong positive

It shows that T.D. appears more important in the banks' speech
regarding the approval of a B.P. than in the cases presented before the
Courts. A similar phenomenon happens with C.P. and M.T.: very
strong positive correlation according to the banks' answers, indicating
that C.P. might be a criterion for the M.T. measurement and,
therefore, a relevant element for B.P. approval. Nevertheless, when
we test the banks' concern about the C.P., matching their frequency of
C.P.'s assessment (Question 1) with the relevance they grant for the
alignment between C.P. and B.P. (Question 4), the correlation is very
weakly positive. It means that, despite the financial institutions
declare they appreciate the C.P. being aligned to the accomplishment
of the B.P., they do not review the C.P. in practice. With the premise
that the answers were sincere, we can conclude that M.T. is relevant
for the banks' decision and T.D. increases the chances of the B.P.
approval, but, in the cases we have analyzed, the correlation was
moderate probably because other aspects of the restructuring were as
decisive as the M.T., or even more relevant.

The divergence in the answers about the C.P. may be explained
because of the corporate structure the companies usually have in
Brazil: they are controlled by families whose members are the
managers. Therefore, the concurrence of shareholder and
management positions reduces the C.P.'s weight because the family
members are incentivized to act like owners and not as arm's-length
managers. Unlike what Gilson (1989) found in the USA, in Brazil the
banks do not seem to act strongly towards changing the distressed
company's management (see also Sarraf, 2019). There might be two
reasons for that: (i) the seniority of their debt and (ii) the local
corporate structure mentioned above. Boot (2000, p. 14) has
identified that "the more senior the bank's claim is, the less sensitive
its value will be to the firm's total value." Therefore, the credit
seniority reduces the bank's concerns on the debtor turnaround
because the money recovery will come more from liquidating an asset
than from the company's further performance. In Brazil, banks usually
ask for liens that give them preference over other creditors or put
them aside from the legal restructuring procedures like judicial
recovery or bankruptcy (Silva et al., 2020).

Thus, they expect to be paid regardless of the B.P. On the corporate
structure side, due to the high level of the shareholders' influence over
the management, few managers are really independent and
empowered enough to work on behalf of the company's and its
stakeholders' interests. Moreover, it might disincentivize the banks to
pay attention to M.T./T.D./C.P. since the incumbent administrators
tend to keep their positions during and after the restructuring process,
continuing more aligned to the shareholders than to the creditors.
Once this corporate structure is typical of the Brazilian markets, the
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banks should strengthen their credit assessment procedure
investigating the borrower's governance to verify, before the credit
granting, how independent from the shareholders the management is.
Naturally, the higher the independence is, the higher should the
relevance of M.T. be, a survey that may complete the present one in
the future.

CONCLUSION

The combination of the data extracted from the legal proceedings and
the answers of the banks' restructuring teams confirms the hypothesis
that M.T. has a positive correlation to the financial institutions'
decision regarding the approval of a distressed company's B.P.
Notwithstanding, the banks do not have a straight forward procedure
to assess the M.T. and insert it with a specific weight in their
decision. It leads us to three conclusions: (i) the distressed companies
shall pay attention to their management as an asset or an obstacle for
their B.P. approval, (ii) there is a market to be explored by T.D.,
which also justifies the design of academic programs focused on the
formation of specialized managers both in technical and reputational
issues to run distressed legal entities, and (iii) the banks should
formalize and disclose their policy of M.T. assessment so the
companies can make movements accordingly before presenting a B.P.
for approval. Altman, Hotchkiss, and Wang (2019, p. 145) figured out
in the USA that "it is also clear that the governance structure of the
emerging firm is importantly related to post-bankruptcy performance;
as more firms exit Chapter 11 under the control of senior creditors,
the problem of recidivism may decline". After more than 15 years of
the Brazilian Insolvency Law No. 11,101/2005, Brazil now sees some
companies leaving their insolvency status by complying with their
B.P. Further studies might confirm if they match with the USA
experience where the creditors' assessment of their debtors'
management turned out to be a relevant issue for the success of the
B.P. they have approved. The primary limits of our research are
related to the relatively small number of cases (18) where the private
financial institutions were decisive for the B.P. approval or rejection
and the small number of respondents to our questions (13). These
limits are somehow mitigated because of the high concentration level
in the Brazilian banking market, where the ten largest institutions
grant more than 80% of the credit (Brazilian Central Bank, 2020),
which induces the major banks to act under similar parameters shared
by their restructuring teams. Thus, each analyst represents a standard
behavior regarding the debtors that access such a market. Further
research with new data and more respondents may circumvent the
limits we have faced.

REFERENCES

Altman, Edward 1., Hotchkiss, Edith & Wang, Wei. (2019).
Corporate Financial Distress, Restructuring, and Bankruptcy,
Analyze Leveraged Finance, Distressed Debt, and Bankruptcy. 4"
ed., Wiley: New Jersey.

Anginer, Deniz,Mansi, Sattar,Warburton, A. Joseph&Yildizhan,
Celim. (2011). Firm Reputation and Cost of Debt Capital [Paper
no. 64965]. MPRA. Retrieved from https://mpra.ub.uni-
muenchen.de/64965/.

Arnold III, Jasper H. (1988). Assessing Credit Risk in a Complex
World. Commercial Lending Review,4(3),pp. 3-24.

Assaf Neto, Alexandre & Brito, Giovani Antonio Silva. (2008).
Modelo de Classificacdo de Risco de Crédito de Empresas.
Revista  Contabilidade e Finangas, 19(46),pp. 18-29.
https://doi.org/10.1590/S1519-70772008000100003

Bathala, Chenchuramaiah T.,Moon, Kenneth P. & Rao, Ramesh P.
(1994). Managerial Ownership, Debt Policy, and the Impact of
Institutional Holdings: An Agency Perspective. Financial
Management, 23(3),pp. 38-50. https://doi.org/10.2307/3665620.

Blazenko, George W. (1987). Managerial Preference, Asymmetric
Information, and Financial Structure. The Journal of Finance,
42(4), pp. 839-62. https://doi.org/ 10.2307/2328294

Boot, Arnoud W. A. (2000). Relationship Banking: What Do We
Know? Journal of Financial Intermediation, 9(1),pp. 7—
25 .https://doi.org/10.1006/jfin.2000.0282.

Boratti, Ivo Joel. (2002). Tomada de decisdo em relagdo ao crédito
em uma institui¢do financeira: um estudo de caso do Banco do
Brasil (Master’s degree dissertation). Fundagdo Getulio Vargas,
Rio de Janeiro. Retrieved from http://bibliotecadigital.fgv.br/
dspace/bitstream/handle/10438/8097/000310753.pdf;jsessionid=C
8B321D352AC5DATDE27A547C866133C?sequence=1.

Brazilian Central Bank (2020). Relatorio de Economia Bancaria.
Brazilian Central Bank, Brasilia. Retrieved from https://www.
beb.gov.br/publicacoes/relatorioeconomiabancaria.

Brockmann, Erich N., Dawley, David D., Fornaciari, Charles J.
&Hoffman, James J. (2004).The Impact of CEO Duality and
Prestige on a Bankrupt Organization. Journal of Managerial
Issues, 16(2), pp. 178-196.

Chakravarthy, Jivas, Dehaan, Ed & Rajgopal, Shivaram. (2014).
Reputation Repair After a Serious Restatement. The Accounting
Review, 89(4), pp. 1329-363.

Chen, Wan-Yi & Weng, Pei-Shih. (2017). Doing good or choosing
well? Corporate reputation, CEO reputation, and corporate
financial performance. The North American Journal of Economics
and Finance, 39, pp. 223-240. https://doi.org/10.1016/
j-najef.2016.10.008.

Chiu, Shih-Chi (Sana)&Walls, Judith L. (2019). Leadership change
and corporate social performance: The context of thefinancial
distress makes all the difference.The Leadership Quarterly, 30(5),
pp- 1-13. https://doi.org/10.1016/j.leaqua.2019.101307.

Corréa, Alessandra. (2013). Como o mercado ndo percebeu a
fragilidade das empresas de Eike? BBC News Brasil. Retrieved
from https://www.bbc.com/portuguese/noticias/2013/11/
131112 _eike investidores ac_dg.

Evans III, John Harry, Luo, Shuqing & Nagarajan, Nandu J. (2014).
CEO Turnover, Financial Distress, and Contractual Innovations.
The Accounting Review, 89(3), pp. 959-990.

Fehr, Ernst & Zehnder, Christian. (2009). Reputation and Credit
Market Formation: How Relational Incentives and Legal Contract
Enforcement Interact [Discussion Papern® 4351]. 1Z4, Bonn.
Retrieved from https://www.iza.org/publications/dp/4351/
reputation-and-credit-market-formation-how-relational-
incentives-and-legal-contract-enforcement-interact.

Figueiredo Filho, Dalson Britto & Silva Junior, José Alexandre da.
(2009). Desvendando os Mistérios do Coeficiente de Correlacdo
de Pearson (r)*. Revista Politica Hoje, 18(1), pp. 115-146.
DOI:10.11606/issn.2237-4485.1ev.2014.132346.

Francis, Jennifer, Huang, Allen & Rajgopal, Shivaram; Zang, Amy.
(2004). CEO Reputation and Earnings Quality. SSRN. Retrieved
from https://ssrn.com/abstract=609401.

Girling, Tommy, Kirchler, Erich, Lewis, Alan & Van Raaij, Fred.
(2009). Psychology, Financial Decision Making, and Financial
Crises. Psychological Science in the Public Interest, 10(1), pp. 1-
47. https://doi.org/10.1177/1529100610378437.

Gaultier-Gaillard, Sophie & Louisot, Jean-Paul. (2006). Risks to
Reputation: A Global Approach. The Geneva Papers on Risk and
Insurance. Issues and Practices, 31(3), pp. 425-445.

Gilson, Stuart C. (1989). Management turnover and financial distress.
Journal  of  Financial — Economics, 25(2), pp. 241-
262.https://doi.org/10.1016/0304-405X(89)90083-4.

Hall, Brian J. & Liebman, Jeffrey B. (1997). Are CEOs Really Paid
Like Bureaucrats? The Quarterly Journal of Economics, 113(3),
653-691.

Hotchkiss, Edith Shwalb. (1995). Postbankruptcy Performance and
Management Turnover.The Journal of Finance, 50(1) pp. 3-21.
https://doi.org/10.2307/2329237.

Hu, Aidong & Kumar, Praveen. (2004). Managerial Entrenchment
and Payout Policy. The Journal of Financial and Quantitative
Analysis, 39(4), pp. 759-90.

Instituto Brasileiro de Geografia e Estatistica (BrazilianInstitute of
Geography and Statistics). (2021). Sistema de Contas Nacionais.
Retrieved from  https://cidades.ibge.gov.br/brasil/sp/pesquisa/
10060/60147>.



56506

Kleber Luiz Zanchim and José Roberto Ferreira Savoia Management trustworthiness in distressed companies: relevance

for the approval of restructuring plans by Brazilian private banks

Johnson, Shane A. (1997). An Empirical Analysis of the
Determinants of Corporate Debt Ownership Structure. The
Journal of Financial and Quantitative Analysis, 32(1), pp. 47-69.
https://doi.org/10.2307/2331316.

Laird, Pamela Walker. (2007). PULL: networking and success since
Benjamin Franklin. Cambridge: Harvard University Press.

Lira, Sachiko Araki. (2004). Andlise de Correlagdo: Abordagem
Teodrica e¢ de Construgdo dos Coeficientes com Aplicagdes.
(Master’s degree dissertation). Federal University of Parana,
Curitiba. Retrieved from http://www.ipardes.pr.gov.br/sites/
ipardes/arquivos_restritos/files/documento/2019-
09/sachiko_dissertacao_2004.pdf.

Listokin, Yair. (2007). Paying for Performance in Bankruptcy: Why
CEOs Should be Compensated with Debt. University of
Pennsylvania Law Review, 155(4), pp- 777-
832.https://doi.org/10.2307/40041327.

Mcclanahan, Annie. (2014). Bad Credit: The Character of Credit
Scoring. Representations, 126(1), pp. 31-57.
https://doi.org/10.1525/rep.2014.126.1.31.

Monteiro, Rogério Silveira&Teixeira, Maria Luisa Mendes. (2009). O
papel da confianca na concessdo de crédito para empresas em
recuperagdo. Revista de Administracdo Mackenzie, 10(1), pp. 58-
88. https://doi.org/10.1590/S1678-69712009000100004.

Morrow, Susan L. (2005). Quality and Trustworthiness in Qualitative
Research in Counseling Psychology. Journal of Counseling
Psychology, 52(2), 250-260.DOI:10.1037/0022-0167.52.2.250.

Moulton, Lynne. (2007). Divining Value with Relational Proxies:
How Moneylenders Balance Risk and Trust in the Quest for Good
Borrowers. SociologicalForum, 22(3), pp- 300-30.
https://doi.org/10.1111/j.1573-7861.2007.00021 .x.

Novaes, Walter. (2003). Capital Structure Choice When Managers
Are in Control: Entrenchment versus Efficiency. The Journal of
Business, 76(1), pp. 49-82.https://doi.org/10.1086/344113.

Ortiz-Molina, Hernan. (2006). Top Management Incentives and the
Pricing of Corporate Public Debt. The Journal of Financial and
Quantitative Analysis, 41(2), pp. 317-40.

Paterson, Sara. (2016). The Paradox of Alignment: Agency Problems
and Debt Restructuring. European Business Organization Law
Rev, 17, pp. 497-521.https://doi.org/10.1007/s40804-016-0056-9.

Pereira, Luiz Carlos Jacob.(1998). Decisées de Crédito para Grandes
Corporagoes (Doctoralthesis). University of Sdo Paulo’s Business
School, Sao Paulo.

Ratner, Bruce. (2009). The correlation coefficient: Its values range
between +1/-1, or do they?.J Target Meas Anal Mark, 17, pp.
139-142. https://doi.org/10.1057/jt.2009.5.

Robicheaux, Sara Helms, Fu, Xudong & Ligon, James Allen. (2007).
Convertible Debt Use and Corporate Governance. Quarterly
Journal of Business and Economics, 46(3), pp. 65-94.

1. Appendix A

Rotheli, Tobias. (2013). Innovations in U.S. Banking Practices and
the Credit Boom of the 1920s,The Business History
Review, 87(2), pp. 309-27.

Rowe, W., Harris, Ira,Jr, Albert & Francolini, Tony. (2009). In Search
of Meaning: Does the Fortune Reputation Survey Alter
Performance Expectations? Canadian Journal of Administrative
Sciences / Revue Canadienne des Sciences de ' Administration,
20, pp.  187-195. https://doi.org/10.1111/j.1936-4490.2003.
tb00310.x

Sarraf, Michel. (2019). Fatores Criticos de Sucesso para a Geragdo
de Valor nos Processos de Recuperagdo Judicial em Empresas de
Capital Aberto (Master’s degreedissertations). Fundagio Instituto
de Administragdo Business School. Sdo Paulo.

Sebrae (Brazilian Micro and Small Enterprises’ Support Service).
(2020). Painel de Empresas. Retrieved from <https://datasebrae.
com.br/totaldeempresas/>.

Segura, Liliane Cristina, Molini, Livia & Ferreira, Camila. (2016).
Analise de Crédito: Um estudo exploratorio sobre a sua aplicag@o
nos setores industrial e financeiro. Redeca, 13(2), pp. 58-76.
/doi.org/10.23925/2446-9513.2016v3i2p58-76.

Serasa Experian. (2020). Indicadores econdmicos. Retrieved from
https://www.serasaexperian.com.br/amplie-seus-conhecimentos/
indicadores-economicos.

Serasa Experian. (2021). Micro e pequenas empresas impulsionam
alta de 11,1% nos pedidos de recuperagdo judicial em fevereiro.
Retrieved  from  https://www.serasaexperian.com.br/sala-de-
imprensa/ analise-de-dados/micro-e-pequenas-empresas-
impulsionam-alta-de-111-nos-pedidos-de-recuperacao-judicial-
em-fevereiro-revela-serasa-experian/.

Silva, Vinicius Augusto Brunassi, Saito, Richard,Manoel, Paulo
Martins & Oreng, Mariana Aparecida Calabrez. 2020.
Determinantes de atrasos na votagdo do plano de recuperagdo
judicial de empresas. Revista Brasileira de Gestdo de Negocios,
22(4), pp. 900-916. https://doi.org/10.7819/rbgn.v22i4.4087.

Souza, Almir Ferreira de&Chaia, Alexandre Jorge. 2000. Politica de
Crédito: Uma Analise Qualitativa dos Processos em Empresas.
Caderno de Pesquisas em Administragdo, 7(3), pp. 13-24.

Sutton, Robert 1. & Callahan, Anita L. (1987). The Stigma of
Bankruptcy: Spoiled Organizational Image and Its Management.
The Academy of Management Journal, 30(3), pp. 405-36.
https://doi.org/10.2307/256007.

Sobel, Joel. 1985. A Theory of Credibility. The Review of Economic
Studies, 52(4), pp. 557-573.https://doi.org/10.2307/2297732.

Zanchim, Kleber Luiz (coord.) et al. 2021. Distressed Deals e
Recuperacao Extrajudicial. Sdo Paulo: Quartier Latin.

Zwiebel, Jeffrey. 1996. Dynamic Capital Structure under Managerial
Entrenchment. The American Economic Review, 86(5), pp. 1197—
1215.

Restructuring proceedings data

PART OF
COMPANY PROCESS N° ll;l‘{gEC:EDUgll; DATA COMMENTS
SAMPLE
Grupo Queiroz Galvao Energia S/A 1031024-59.2019.8.26.0100 Out-of-court No No financial creditors
Maquina de Vendas Participagdes S/A 1088556-25.2018.8.26.0100 | Out-of-court No No financial creditors
Metodo Potencial Engenharia S/A 1089203-88.2016.8.26.0100 | Out-of-court No No financial creditors
Brickell Participagdes S/A 1102800-56.2018.8.26.0100 | Out-of-court No No financial creditors
Grupo FCB Construgdes 1098107-29.2018.8.26.0100 | Judicial No No financial creditors
Grupo Toutatis 1081674-47.2018.8.26.0100 | Judicial No No financial creditors
Face Brz Comercial Exportadora e Importadora . . .
Ltda - ME (Bebida BEBA RIO) 1125916-28.2017.8.26.0100 | Out-of-court No No private financial creditors
Grupo Saraiva 1119642-14.2018.8.26.0100 | Judicial No No private financial creditors
Grupo Hopi Hari 1002265-62.2016.8.26.0659 | Judicial No Private financial creditor was not
decisive in the restructuring process
Grupo Abril 1084733-43.2018.8.26.0100 | Judicial No Private financial creditor was not
decisive in the restructuring process
Energy Comercial Importadora e Exportadora 1024569-78.2019.8.26.0100 | Out-of-court No State-held be}nks were dominant in
Ltda. terms of credit amounts
TPI - Triunfo Participagdes e Investimentos 1071904-64.2017.8.26.0100 | Out-of-court No State-held be}nks were dominant in
S/A terms of credit amounts
Grupo Campofert 1000202-82.2018.8.26.0210 | Judicial No State-held banks were dominant in
terms of credit amounts
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State-held banks were dominant

in

S.A.

Grupo Heber 1080871-98.2017.8.26.0100 | Judicial No .
terms of credit amounts
Grupo Cotia 1115829-47.2016.8.26.0100 | Judicial No State-held banks were dominant in
terms of credit amounts
Grupo Atvos 1050977-09.2019.8.26.0100 | Judicial No State-held banks were dominant in
terms of credit amounts
Grupo Odebrecht 1057756-77.2019.8.26.0100 | Judicial No State-held banks were: dominant in
terms of credit amounts
. 10210587720 .. State-held banks were dominant in
TexBarred's Moda Lida. 168260100 Judicial No terms of credit amounts
Grupo Packseven 1002488-91.2020.8.26.0362 | Judicial No No creditors meeting
Santaconstancia Tecelagem Ltda 1041161-66.2020.8.26.0100 | Judicial No No creditors meeting
Grupo Santa Rita 1000431-30.2020.8.26.0547 | Judicial No No creditors meeting
Itaiquara Alimentos S/A 1001798-97.2019.8.26.0103 Judicial No No creditors meeting
Grupo Sices Solar 1001994-14.2020.8.26.0271 Judicial No No creditors meeting
Nacom ~ Goya Indistria e Coméreio de | 150007 51 2020.8.26.0260 | Judicial No No creditors meeting
Alimentos Ltda.
Grupo Fulguris 1045681-22.2019.8.26.0224 | Judicial No No creditors meeting
Concessionaria Rodovias do Tieté S/A 1005820-93.2019.8.26.0526 | Judicial No No creditors meeting
Central de Alcool Lucélia Ltda. 1001872-64.2019.8.26.0326 | Judicial No No creditors meeting
Grupo Moreno 1001008-13.2019.8.26.0589 | Judicial No No creditors meeting
Grupo Bardella 1026974-06.2019.8.26.0224 | Judicial No No creditors meeting
Grupo Terra Forte 1001471-18.2019.8.26.0568 | Judicial No No creditors meeting
Grupo Pires do Rio 1000506-49.2019.8.26.0565 Judicial No No creditors meeting
Grupo Foton 1128854-59.2018.8.26.0100 | Judicial No No creditors meeting
Grupo Enfil 1103381-71.2018.8.26.0100 | Judicial No No creditors meeting
Grupo Agroz 1005630-13.2017.8.26.0038 | Judicial No No creditors meeting
Grupo CBA 1004934-08.2015.8.26.0309 | Judicial No No creditors meeting
Concreserv Concreto S/A 1039842-97.2019.8.26.0100 | Judicial No No creditors meeting
Grupo Estre Ambiental 1066730-69.2020.8.26.0100 | Judicial No No creditors meeting
Cia. Energética de Santa Clara S/A 1031026-29.2019.8.26.0100 | Judicial No No creditors meeting
Queiroz Galvao Energética S.A. 1031027-14.2019.8.26.0100 | Judicial No No creditors meeting
Grupo Renova 1103257-54.2019.8.26.0100 | Judicial No No creditors meeting
Ledo Engenharia S.A. 1013208-15.2016.8.26.0506 | Judicial No Financial creditors sold credit
Téxtil Canatiba Ltda. 1004884-18.2017.8.26.0533 | Judicial No No individual votes
Grupo Sina Alimentos e Fas Empreendimentos 1062847.56-2016.8.26.0100 | Judicial No No individual votes
Grupo PDG 1016422-34.2017.8.26.0100 | Judicial No No individual votes
Grupo GEP 1007989-75.2016.8.26.0100 Judicial No No individual votes
Grupo Viver 1103236-83.2016.8.26.0100 | Judicial No No individual votes
Grupo UTC 1069420-76.2017.8.26.0100 | Judicial No Outlier
Agropecudria Nova Vida Ltda. 1001533-07.2019.8.26.0100 | Judicial Yes
Grupo SHC 1113802-23.2018.8.26.0100 | Judicial Yes
Livraria Cultura S/A 1110406-38.2018.8.26.0100 | Judicial Yes
Usina Rio Pardo S/A 1001538-52.2018.8.26.0136 | Judicial Yes
QI Servigos ¢ Recebimentos Ltda (Grupo | 058981.402016.826.0100 | Out-of-court | Yes
Colombo)
Grupo Abengoa Bioenergia Brasil 1001163-43.2017.8.26.0538 | Judicial Yes
Tecsis Tecnologia e Sistemas Avangados S/A 1096653-48.2017.8.26.0100 | Out-of-court Yes
Grupo Isolux 1072469-28.2017.8.26.0100 | Judicial Yes
WowNutrition Industria e Comércio S/A 1001790-97.2017.8.26.0101 Judicial Yes
Grupo BMart 1012521-92.2016.8.26.0100 | Judicial Yes
Grupo Eternit 1030930-48.2018.8.26.0100 | Judicial Yes
Grupo OAS 1030812-77.2015.8.26.0100 | Judicial Yes
Grupo Libra 1077065-21.2018.8.26.0100 | Judicial Yes
Grupo Urbplan 1041383-05.2018.8.26.0100 | Judicial Yes
Grupo Clealco 1005788.14-2018.82.6.0077 | Judicial Yes
Alumini Engenharia S.A. 1002851.64-2015.8.26.0100 | Judicial Yes
Grupo Itapemirim 0060326-87.2018.8.26.0100 | Judicial Yes
Restoque Coméreio e Confecgdes de Roupas | 146476 49 2020.826.0100 | Out-of-court | Yes

Methodological premises:

1. Analysis restricted to the State of Sdo Paulo.

2. Time scope: 2015 - Aug. 2020.

3. Valuation cleavage: over 100 million (value of the claim).
4. In cases with procedural or substantial consolidation, the analysis is restricted to the leading company.
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Appendix B
Restructuring proceedings - Data Sample
Type of il::;gzs in  the Financial creditors
Company My g New managers Position Position regarding plan's
proce-dure ment
approval
Restoque Comércio e Confecgdes de Out-of-court None N/A N/A All favorable
Roupas S.A.
g/e/:sm Tecnologia ¢ Sistemas Avangados Out-of-court None N/A N/A Most favorable
Q1 Servigos e Recebimentos Ltda (Grupo Out-of-court None N/A N/A Most favorable
Colombo)
Agropecuaria Nova Vida Ltda. Judicial None N/A N/A Most against
Grupo SHC Judicial None N/A N/A Most favorable
WowNutrition Industria e Comércio S/A Judicial None N/A N/A Most against
Usina Rio Pardo S/A Judicial None N/A N/A Most favorable
Grupo Abengoa Bioenergia Brasil Judicial None N/A N/A Most favorable
Grupo BMart Judicial None N/A N/A Most abstained
Alumini Engenharia S.A. Judicial None N/A N/A Most against
Agenor Franklin Magalhées Most against
Medeiros CEO
Grupo OAS Judicial Before the filing —
Elmar Juan Passos Varjao
CEO
Bomfim
Alberto Ferreira Pedrosa Neto | CEO Most favorable
Grupo Clealco Judicial Before de filing Gabriel Motta de Carvalho CFO
Gustavo Henrique Rodrigues CFO
Before the filing Luis Augusto Barcelos CEO All favorable
. .. Barbosa
Grupo Eternit Judicial Vit M I Cavalcant
After the filing cor anueh - Lavaiaatlie | cro
Mallman
Livraria Cultura S/A Judicial After the filing Eduardo Matzenbacher CFO Most against
Grupo Isolux Judicial After the filing David Barman Artiles CEO Most favorable
Before de filin Roberto Lopes dos Santos CEO Most favorable
clore de £ Francis Augusto da Silva CFO
Grupo Libra Judicial Claudio Bayard Caetano CEO
After the approval | Ramos
Renivaldo Alves da Silva CFO
Before the filing Nelson de Sampaio Bastos CEO Most against
.. Alberto Mendes Tepedino CFO
Grupo Urbplan Judicial —
After the approval Alexandre Damido de CEO
Carvalho Ruelas
Sidnei Piva de Jesus xig;grmg Most favorable
. .. After de filing -
Grupo Itapemirim Judicial Camila de Souza Valdivia Managing
partner
After the approval | Rodrigo Otaviano Vilaga CEO
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