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Survival Analysis of Financially Distressed Companies

— An attempt to develop the evaluation model
for corporate going-concern ability —

Takuya OIKAWA

Abstract

This study examines the survival probability of financially distressed companies
in terms of accounting elements. The sample consisted of the 503 listed companies
suffering from a higher degree of financial distress (Altman's z-score=1.17). These
companies closed their books from May 2001 to April 2002 and 37 out of them
failed by December 2008.

The sample data was analyzed by a Cox regression analysis using a stepwise
procedure. The result of analysis was as follows: (1) the following five covariates
out of 36 financial indicators were found statistically significant at p<0.01: Xi (Or-
dinary profit margin), Xs (Number of days' sales in bill payable), X4 (Acid ratio),
Xs (Ratio of interest and discount expense to interest bearing liability), & Xs (Ra-
tio of market value equity to liability), (2) X3 and Xs increase hazards, whereas
X1, X4 and Xe decrease hazards, and (3) the hazard ratio of Xs was the highest in
the covariates.

These findings mean that interest bearing liabilities and interest costs are consid-
erable burdens for financially distressed companies and that the proportional hazard
model drawn from these indicators fits into our general understanding of bank-

ruptcy process.



