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ABSTRACT

Corporate failure prediction had been widely researched especially in the UK and US.
However, there is limited study on corporate failure prediction for Malaysian companies.
Thus, this study aims to develop a corporate failure prediction model for Malaysian
companies by examining the relationship between the accrual based and cash flow based
within the same category of ratios. The categories selected for this study are liquidity,
solvency, profitability and efficiency. Each category is represented by one accrual based
and one cash flow based ratio. This study also examines whether there is a significant
relationship between the dependent variable namely, the probability of corporate failure,
and the independent variables which consist of ratios such as Current Asset to Total
Asset, Operating Cash Flow Ratios, Debt Ratio, Cash Flow From Operating to Total
Debt, Return on Invested Capital, Cash Return on Sales, Sales to Total Asset and
Reinvestment Ratio. This study further examines the accuracy of the corporate failure
prediction model by using selected ratios and logistic regression statistical was employed
to construct this model. The final sample for this study consists of 25 failed companies
where these companies are referred to as PN17 companies and 35 non-failed companies
over a five-year period from 2005 to 2009. The finding of this study show that; a
significant relationship exists between Debt ratio and Cash Flow to Debt ratio and
between Return on Invested Capital and Cash Flow on Sales, all selected ratios have
significant relationship with the probability of corporate failure except for Debt ratio and
the logistic regression indicates that the accuracy model can be examined at an acceptable
percentage



TABLE OF CONTENTS

PAGE
Abstract i
Acknowledgements ii
Table of Contents iii
List of Tables vi
List of Figures vi
List of Abbreviations vii
CHAPTER 1 INTRODUCTICN |
1.1 Introduction
1.2 Problem Statement 7
1.3 Objectives of the Study 12
1.4 Scope of the Study 12
1.5 Significance of the Study 13
1.6 Contribution of the Study 14
1.7 Organization of the Study 15
1.8 Summary of the chapter 16
CHAPTER 2 LITERATURE REVIEW 17
2.1 Introduction 17
22 Corporate Failure Prediction Evolution 18
2.3 Review of Financial Ratio Analysis 22
24 Statistical Approach 24
2.5 Predicting Failure using Logit, Probit & Logistic
Analysis 28
2.6 Failure Prediction Using Cash Flow Information 29
2.7 Related Theory Underlying Failure Prediction 30
28 Summary of Chapter 2 32

CHAPTER 3 DATA, METHODOLOGY & RESEARCH DESIGN 34
3.1 Introduction 34
3.2 Justification of Using Logistic Regression 34



3.3
34
3.5
3.6
3.

3.8

3.9

CHAPTER 4

4.1
4.2

43
4.4
4.5
4.6

CHAPTER 5
5.1
5.2
53
54

Sample and Data
Measurement of Variables
Data Analysis Method
Correlation Coefficient
Logistic Regression Analysis
Theoretical Framework

Summary of the Chapter

ASSESSMENT AND FINDINGS

Introduction

Descriptive Analysis

Assessing the Univariate Normality Assumptions
Correlation Analysis Result

The Results of Logistic Regression Analysis
Summary of the Chapter

CONCLUSIONS AND RECOMMENDATIONS
Introduction

Summary and Implication of the Findings
Limitations of the Study

Recommendations for Future Research

BIBLIOGRAPHY

APPENDICES

Appendix A

Appendix B

List of Companies

List of Classification Table

iv

35
36
41
43
44
45
46

48
48
48
50
53
56
68

71
71
71
73
74

75

82

84



	PREDICTING CORPORATE FAILURE: EVIDENCE FROM MALAYSIAN COMPANIES
	Candidate's Declaration
	ABSTRACT
	ACKNOWLEDGEMENTS
	TABLE OF CONTENTS
	LIST OF TABLES
	LIST OF FIGURES
	LIST OF ABBREVIATIONS
	CHAPTER 1 INTRODUCTION
	1.1 Introduction
	1.2 Problem Statement
	1.3 Objective of the study
	1.4 Scope of the study
	1.5 Significance of the study
	1.6 Contribution of the study
	1.7 Organization of the study
	1.8 Summary of the Chapter

	CHAPTER 2 LITERATURE REVIEW
	2.1 Introduction
	2.2 Corporate failure prediction evolution
	2.3 Review on Financial Ratios Analysis
	2.4 Statistical Approach
	2.5 Predicting Failure using Logit, Probit & Logistic Analysis
	2.6 Failure prediction using cash flow information
	2.7 Related theory underlying failure prediction
	2.8 Summary of the chapter

	CHAPTER 3 DATA, METHODOLOGY AND RESERACH DESIGN
	3.1 Introduction
	3.2 Justification of Using Logistic Regression
	3.3 Sample and Data
	3.4 Measurement of variables
	3.5 Data- Analysis Methods
	3.6 Correlation coefficient
	3.7 Logistic Regression Analysis
	3.8 Theoretical Framework
	3.9 Summary of the chapter

	CHAPTER 4 ASSESSMENT AND FINDINGS
	4.1 Introduction
	4.2 Descriptive analysis
	4.3 Assessing the Univariate Normality Assumptions
	4.4 Correlation Analysis Result
	4.5 The Results of Logistic Regression Analysis
	4.6 Summary of the chapter

	CHAPTER 5 CONCLUSION AND RECOMMENDATIONS
	5.1 Introduction
	5.2 Summary and Implication ofthe Findings
	5.3 Limitation of the study
	5.5 Recommendation for Further research

	Bibliography
	APPENDIX



