FREDICTION OF CORFPORATE FAILURE

THROUGH FINANCIAL STATEMENT ANALYSIS

A paper submitted to the
uchwml'nF Accourtancy, Institute Teknolwgi MaRA

In FPartial Fulfillment of the s/gdiaeﬂﬁnt% Fer

Bvanced Diploma in ﬁy{égﬁl

ancy

Johnny Raymond

Student No @

Yl September, 1989

ACE 555G ¢ Froject Paper

Sdviser s Wong Lisang. Book



PREFACE ' i

1 INTRODUCTION 1
11 FINDINGS

A  BGUL.A FERAK EHD o]

1. Background of Company ‘ 5

2., Financial Ratios Analysis b6

(i). Frofitability Ratios &

(11). Liquidity Ratios 9

(iii). Gearing Ratios 13

(iv). Efficiency Ratios 17

(v). Bummary and Conclusion . 23

B TROPICAL VENEER COMFANY BHD 27

1. Background of Company 27

2. Financial Ratios Analysis 28

(i). Profitability Ratios 28

(ii). Liguidity Ratios 34 .

(iii). Gearing Ratios 38

(iv). Efficiency Ratios 43

(v). Summary and Conclusion 48

111 CONCLUSION 52

IV EBIBLIOGRAFPHY 595

TABL.E OF CONTENTS

List of Appendices
Appendix 1 : Gula Perak Bhd - Extract of Balance
Sheet and Profit and Loss
Appendix 2 1 Kilang Gula Felda Perlis - Extract of
Balance Sheet and Frofit and Loss
Appendix 3 t Tropical Veneer Co. = Extract of
Balance Sheet and Frofit and Loss
Appendix 4 : General Lumber Sawmills - Extract of

Balance Sheet and Profit and Loss



FREFACE
Objectives

The main objective of this prmject‘papnr i to
analyze the financial ratios of failed companies
as to ite characteristics or attributes that
would best reflect or predict the possibility of
impending corporate failure of the companies.
Thus, whether Ffinancial ratios analysis can

predict corporate failure.

Methodology
Two failed companies were selected. Data for
these companies came From the records of the
Registrar of Companies and the Kuala Lumpur
Stock Exchange Handbook. The companies were of
various sizes according to asset values and
during the period under review were suspended
from the Kuala Lumpur Stock Exchange. One
company wWas involved in the processing of sawn
timber and other timber products while the other

was involved in the cultivation, processing of

sugar cane and refining sugar and its
byproducts. For comparisons with non-failed
companies, 2 companies were selected haviﬁg

similar activities and capital structure.



ii
The Ffinancial statement of the two failed
companies were analy:zed for % vyears before
failure by using financial ratios analysis. The

following key financial ratios were used;

(n Frofitability Ratios
(a) Profit Margin
(b) Return on Assets
(c) Return on Equity

(d) Return on Capital Employed.

(11) Liguidity Ratiog./iggw/
R
(a) Current Raﬁgﬁ

(b) Acidffgst
»"‘A"c

o
B S

(111) Gearing Matios
(a) Total Debt to Equity
(b) Total Borrowings to Equity

(c) Times Interest Earned

(1V) Efficiency Ratios
(a) Stack Turnover
(b) Total Assets Turnover

(c) Average Collection Period.

Each ratio was then analyzed in two ways, by
(1) a time—series analysis, in which the
historical behaviour of the ratios was

examined,



idii
(il) a cross-sectional analysis, in which the
ratio was evaluated in relation to a
non-failed company in the same industry

for the same Lime period.

’

For comparative purposes, the Financial
statements of the companies were summarliecd as
[ the "Malaysian Corporate Farformance"
merthod. The definition of term and the
calculation of key ratios were also adapted from

Lhe publicat son. \
L

a¥

4

Bewsides wsing the Finamcialgﬁ".atmment% as  Lhe

~ ,
major  sowce of data, LgAriter also reliad on

Lihvary reseach taxt hooks

aritl Jouwrnale. gl reading materials were also

refer ed ta with  a view to obtainiog an indepth

Lnowledge on Lhe subject.

SGeape ard Lasmtations
Thig prozect paper is  confined to the financial
ratio analysis of 2 failed companies for a U
yaar period before their failure (as derscr ibed
wndes Methodoloagy) . The Financiel ratio
aralyeis of the 2 failed companies were then

compared with a non-failed company respectively.

The Ffinancial ratio analysis of failled and

non -£ai led companies were then analyzed as Lo



