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ABSTRACT

This study aimed to analyze whether PT. Matahari Department Store Tbk, PT. Hero Supermarket Tbk, PT. MAP Active
Adiperkasa Thk, and PT. Erajaya Swasembada Tbk experienced financial distress during the period of 2019-2021. The
objective was to identify if any of these companies faced financial difficulties and, if so, determine the main variables
that caused their financial problems. A sample of four companies from the Supermarket & Convenience Store, Clothing
& Textile Retail, and Electronic Retail sub-industries was chosen using purposive sampling. The data analysis used the
Altman Z-score (multiple discriminant analysis) method. The results revealed that two companies, PT. Hero Supermarket
Tbk in 2019 and 2020, with Z-scores of 2.9510 and 2.5147, respectively, and PT. Matahari Department Store Thk in
2020-2021, with Z-scores of 2.1954 and 2.6608, fell within the gray area. The gray area indicates that these companies
were at risk of financial distress. Among these two companies, PT. Hero Supermarket Tbk faced financial distress in
2021, as indicated by a Z-score of 0.9288. On the other hand, the analysis indicated that two companies, PT. MAP Active
Adiperkasa Thk and PT. Erajaya Swasembada Thk, remained in a healthy and safe financial condition throughout the
three-year period, as their Z-scores were greater than 2.88. In conclusion, the study highlights the importance of financial
health analysis for companies operating in the Supermarket & Convenience Store, Clothing & Textile Retail, and
Electronic Retail industries. The Altman Z-score proved to be a valuable tool in identifying financial distress risks and
assisting decision-makers and stakeholders in making informed and proactive strategies to mitigate potential financial
difficulties.
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INTRODUCTION

The Indonesian economy faced an extraordinary crisis in 2020, which had never been experienced
before. This crisis was caused by the Covid-19 pandemic originating from China and rapidly spreading
worldwide, resulting in significant health and humanitarian issues. Policy measures to control the virus spread
have limited people's mobility and caused economic recessions in many countries, including Indonesia. The
pandemic also triggered uncertainty in the global financial markets and increased the vulnerability of
developing countries like Indonesia. This complex situation demands immediate and extraordinary policy
responses in the fields of health, economy, and finance [1].

The Ministry of Trade, in its analysis, states that the impact of the Covid-19 pandemic differs from
previous years' global economic downturns. Policies to reduce virus transmission, such as quarantine, regional
lockdowns, and social distancing, have had a significant impact on various economic sectors, including the
retail sector. The retail sector has been one of the hardest-hit segments, with some retail companies
experiencing revenue decline and losses [2].

Data from the Indonesian Retail Entrepreneurs Association (Aprindo) shows that by the end of 2020,
approximately 1,200 retail stores had closed, with an average of 4-5 stores closing every day. Retail store
revenue in the food segment also experienced an average decrease of 60%. However, some small-scale retailers
managed to achieve revenue growth, although not as significant. The Bank Indonesia Retail Sales Survey data
from 2016 to 2020 reveals varied but generally declining trends, particularly in late 2019 and 2020, indicating
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financial difficulties among retail companies in Indonesia [3].

Financial distress refers to a situation in which a company experiences a serious decline in finances
before facing the possibility of bankruptcy or liquidation [4]. Signs of financial distress include difficulties in
meeting obligations to creditors and operating the business due to insufficient funds. To identify financial
difficulties, companies can evaluate and take preventive actions to avoid more severe situations, such as
liguidation or bankruptcy [5].

One way to address bankruptcy is through financial analysis that consolidates and sets standards for
companies [6]. Several models have been developed as analytical tools to correlate multiple financial ratios
and predict the likelihood of financial difficulties in companies [7]. One well-known model is the Altman Z-
Score model. Developed by Edward 1. Altman in 1968, the model uses Multiple Discriminant Analysis (MDA)
to identify key financial ratios that significantly impact the likelihood of bankruptcy. It combines five types of
financial ratios to distinguish between potentially bankrupt and non-bankrupt companies. The Altman Z-Score
model generates a specific score indicating the probability of a company facing bankruptcy [8], [9].

Financial difficulties serve as an early warning, indicating underlying problems within a company that
require immediate attention and resolution [10]. By understanding the financial condition of a company,
stakeholders can make informed decisions to improve its situation and prevent potential bankruptcy. Therefore,
it is crucial to evaluate companies classified under the Department Store Industry on the Indonesia Stock
Exchange (IDX Industrial Classification Version 1.1 2021:22) to assess their current financial conditions and
potential future outcomes.

Literature Review
Signal Theory

Signal theory argues that corporate financial decisions are signals sent by managers to investors to
consider feedback. These signals form the basis for the company's financial communication policies [11]. In
this theory, managers, acting as agents, provide information through financial reports. If the company
experiences financial distress, the financial reports can provide information about losses or deteriorating
financial conditions, enabling managers to take action before liquidation and also signal external parties about
the company's condition in the following year [12].

Financial Distress

According to Altman, Hotchkiss, and Wang [13], there are four terms related to a company experiencing
financial difficulties (financial distress): (1) Failure, in an economic sense, means that the realized rate of return
on invested capital, considering the sacrifices made for the risks, is significantly lower than the rate of return
on similar investments. A somewhat different economic criterion can also be used, namely the insufficiency
of revenue to cover the costs of producing that revenue, or the average return on investments continuously
being below the company's cost of capital. (2) Insolvency is another term used to describe negative company
performance and is generally used for more technical purposes. Technical insolvency occurs when a company
is unable to meet its debt obligations when they come due. However, this condition might be a sign or symptom
of short-term cash flow or liquidity decline, which could be viewed as temporary rather than chronic. For
example, a balance sheet insolvency where the company's total liabilities exceed the fair value of its total
assets, this condition is critical enough to require handling, such as restructuring and comprehensive analysis
to restore the company's liquidity. (3) Default occurs when a borrower fails to fulfill agreements with creditors
as specified in the loan contract. Technical default occurs when a company fails to meet covenants beyond the
scheduled payments, such as violating the minimum current ratio or maximum debt ratio. Violations of these
loan agreements often lead to renegotiation rather than immediate debt repayment and usually signal
deteriorating company performance. (4) Companies are sometimes said to be bankrupt when their debts exceed
the fair value of their assets to continue operations, failing to meet obligations to repay their debts when they
come due, and so forth, as described above. However, the appropriate term when a company is officially
announced by the court (according to bankruptcy laws) is insolvency (bankruptcy). Its assets are seized to
settle obligations with creditors and shareholders.

Financial distress is a term used to describe a company's condition when it is experiencing financial
difficulties [14]. According to [4] financial distress is a condition that indicates a decline in a company's
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performance compared to its financial condition before bankruptcy or liquidation. Financial difficulties are
depicted by the inability or unavailability of company funds to pay off maturing obligations [12]. Financial
difficulties begin when a company can no longer meet its obligations, especially short-term liabilities. If a
company faces liquidity issues, it enters a period of financial distress, and if these financial difficulties are not
addressed promptly, they can lead to bankruptcy [15].

According to Altman, Hotchkiss, and Wang, there are several causes of financial distress in companies:
(1) poor operating performance and high financial leverage, (2) lack of technological innovation, (3) liquidity
and funding shocks, (4) relatively high new business formation rates in certain periods, (5) deregulation of key
industries, and (6) unexpected liabilities [13].

Model Altman Z-Score

According to Altman, Hotchkiss, and Wang [13]; and Lewaru & Loupatty [4]; the Altman Z-Score
model is:

7 =0,012X: +0.014X> + 0.033X5 + 0.006X4 + 0.999Xs

X1: Working Capital to Total Assets

X2: Retained Earnings to Total Assets

X3: Earnings Before Interest and Tax to Total Assets
X4: Market Value of Equity to Total Liabilities

X5: Sales to Total Assets

Working Capital to Total Assets: This ratio indicates the proportion of net working capital to the total
assets of the company [16]. It relates to the ability to repay short-term debt that is due soon. The higher this
ratio, the higher the company's liquidity. The formula used to calculate it is:

Current Assets — Account receivable

Total Assts

Working Capital to Total Assets =

Retained Earnings to Total Assets: This ratio indicates the proportion of retained earnings used by the
company to finance its total assets [17]. The larger the ratio figure, the greater the company's ability to finance
its assets internally, thus reducing its dependence on external funding sources. It is essential to note that
retained earnings are not cash but have already been utilized to fund the company's assets [18]. The formula
to calculate retained earnings to total assets is:

Retained Earnings
Total Assets

Earnings Before Interest and Tax to Total Assets: The Earnings Before Interest and Tax to Total Assets
ratio indicates a company's ability to generate profit before interest and taxes, using all of its assets or capital
[19]. According to Brigham & Ehrhardt, this ratio is called the Basic Earning Power Ratio, which is calculated
using the formula [20]:

Retained Earnings to Total Assets =

Earning Before Interest and Tax
Total Assets

Market Value of Equity to Total Liabilities: The use of funds derived from debt or other fixed-cost
financing sources serves as a leverage to enhance the company's profit-generating capability. On the other
hand, it also creates fixed obligations that must be paid when they are due, regardless of whether the company
earns a profit or experiences a loss. According to Gitman and Zutter, financial leverage magnifies risk and
return levels through the utilization of fixed-cost financing, such as debt or preferred stock [18]. Considering
that preferred stock dividends may not be paid if the company incurs losses, the more appropriate ratio used
to measure bankruptcy risk here is the market value of equity to total debt ratio. This ratio demonstrates the
company's ability to meet its obligations by using all of its equity if it were to be sold in the capital market.
The book value of debt is obtained by combining current liabilities with long-term liabilities.

Earnings Before Interest and Tax to Total Assets =

Market Value of Equity
Book value of Liabilities

Market Value of Equity to Total Liabilities =
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Sales to Total Assets: The ratio, calculated by dividing sales by total assets, measures how effectively a
company utilizes its overall assets to generate sales [21]. The sales to total assets ratio is also known as assets
turnover, indicating the company's efficiency in utilizing its total assets. The higher the asset turnover, the
more efficient the company's asset management. To improve efficiency, the company must increase its sales,
divest some assets, or combine both approaches [22]. Sales to Total Assets is calculated using the following
formula:

sales
Sales to Total Assets = ————
Total Assets

In detail, the variables used in the Altman Z-Score model can be presented as shown in the following
table 1:

Table 1. Z-Score Value Factors and Their Weights

Factors Definitions/Statements Weight of Each Factor
X1 Working Capital/Total Assets 1,200
X2 Retained earnings/Total assets 1,400
X3 Earnings before interest and taxes/Total Assets 3,300
X4 Market Value of equity/Book value of liabilities 0,600
Xs Sales/Total Assets 0,999

Source: Altman, Hotchkiss, and Wang [13]
Conceptual Framework

The framework of this research employs the Altman Z-Score model from 1968 [23], which can be
depicted as shown in the following Figure 1.

Working capital to total
assets
(X1)

Retained Earnings to Total
Assets
(X2)

Earning Before Interest and
Tax to Total Assets
(X3)

/

Financial Distress

(2)

YYYY Y

Book Value of Equity to
Total Liability
(x4)

Sales to Total Assets

(X3)

Figure 1. Research Model

The criteria for healthy and bankrupt companies based on the Altman Z-Score model are divided into
three categories [9], namely: f the Z-Score value is less than 1.81, the company is considered bankrupt. If the
Z-Score value is between 1.81 and 2.99, the company falls into the gray area (it cannot be determined whether
the company is healthy or experiencing bankruptcy). If the Z-Score value is greater than 2.99, the company is
considered not bankrupt (healthy).

Hypothesis

Based on the literature review and research objectives regarding financial distress with the Altman Z-
score method, the proposed hypotheses are:
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Hi: Among the four companies selected as samples, there is at least one company in a financial distress
position.;

Hz: Out of the five determinants of financial distress, the net working capital to total assets variable
contributes the most to indicating the financial distress condition of a company.

METHOD

The object of this research is companies operating in the Consumer Cyclicals and Non-cyclicals sectors
that are listed on the Indonesia Stock Exchange during the period 2019-2021. The samples were taken using
purposive sampling method with the following criteria: (1) Companies as issuers, listed in the Consumer
Cyclicals or Non-Cyclicals sectors on the Indonesia Stock Exchange during the period 2019-2021; (2)
Companies as issuers have consecutively submitted audited financial reports for 3 years, from 2019 to 2021;
(3) Companies as issuers have not been delisted from the Indonesia Stock Exchange during the period 2019-
2021; (4) Suspected to have experienced financial distress during the period from 2019 to 2021. Based on these
criteria, the eligible companies as samples are presented in the following Table 1.

Table 1. List of Companies Selected as Samples

No Company Name Company Code IPO Date

1 PT. Matahari Departement Store Thk LPPF October 9, 1989
2 PT. Hero Supermarket Thk HERO August 21, 1989
3 PT. MAP Aktif Adiperkasa Thk MAPA July 5, 2018

4 PT. Erajaya Swasembada Thk ERAA December 14, 2011

Source: Bursa Efek Indonesia (Idx.co.id)
Operational Definition and Measurement of Variables

This research applies the Altman Z-Score Model formulated as follows: Z = 0.012X: + 0.014X: +
0.033X5 + 0.006X4 + 0.999Xs. The variables used in the model along with their operational definitions can be
seen in the following Table 2.

Table 2. Operational Definition of Variables

Variables Definition
Working Capital to Total | The ratio that indicates the comparison of working capital to total assets is called the
Asset (X1) Working Capital to Total Assets Ratio [24].

Current Assets—Account receivable
Total Assts

Working Capital to Total Assets =

Retained Earnings to This ratio indicates the company's ability to generate retained earnings from total company
Total Assets (Xy) assets [13].

Retained Earnings
Total Assets

Retained Earnings to Total Assets =

EBIT to Total Assets (X3) | The ratio that indicates a company's ability to generate profit from its business activities
before tax and interest payments is called the "earnings before tax and interest"” ratio or
"EBTIR [13].

Earning Before Interest and Tax
Total Assets

Earnings Before Interest and Tax to Total Assets =

Market Value of Equity to | The ratio that indicates a company's ability to meet its obligations from its own capital in
Book Value of Debt (X4) | the capital market (common stock) [13].

Earning Before Interest and Tax
Total Assets

Earnings Before Interest and Tax to Total Assets =
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Sales to Total Asets (Xs) | The ratio that functions to indicate that a company can generate a sufficient business
volume compared to the amount of investment in total assets is called the "Asset Turnover

Ratio [13].
sales
Sales to Total Assets = ————
Total Assets
Financial Distress (YY) Conditions of a company's operations experiencing a significant decrease in cash flow,

often undergo substantial business restructuring, sell or cease certain operations, or make
other necessary changes to restore profitability [13].

Data analysis in financial reports aims to measure and depict financial distress in companies classified
under the Department Store Industry on the Indonesia Stock Exchange. The report includes data such as
Working Capital, Retained Earnings, EBIT (Earnings Before Interest and Taxes), Market Value of Equity, and
Sales for the years 2019-2021. This research utilizes the Altman Z-score model from 1968 (pre-modification).
The steps of data analysis conducted are as follows:

ws

a (2]

Gathering Calculating the Applying the Alman Describing a company's

Financial Value of Z-5core model to condition based on Z-Score
Report data of Determinant the model's values.
the selected Variables for Z- variables (X1, X2, X3, 1.7 > 2.99 = healthy company;
company as a Score (X1, X2, X4, and X5) to 2.1.81 <7 < 2.99 = company in
sample (2019- X3, X4, and X5) obtain Z-values the grey area;

2021). 3.Z<1.81 = company in

distress.

Figure 2: Stages of Data Analysis

RESEARCH RESULTS AND DISCUSSION
Data Analysis Results

The value of the variable Working Capital to Total Assets (X1)

The application of the formula for calculating the net working capital to total assets ratio based on
financial data from the selected company as a sample, over 3 years, from 2019 to 2021, yielded the results as
presented in the following Table 3.

Table 3: Working Capital to Total Assets Ratio Values for the Years 2019-2021

Year
No Company Name 2019 2020 2021 Average
1 PT. Matahari Departement Store Tbk | 0.0312 | -0.1972 -0.0951 -0.0870
2 PT. Hero Supermarket Thk 0.0048 | -0.2984 -0.4601 -0.2512
3 PT. MAP Aktif Adiperkasa Thk 0.4991 0.1877 0.2661 0.3176
4 PT. Erajaya Swasembada Thk 0.2389 0.2144 0.2062 0.2199

Source: Processed company data

Graphically, the Net Working Capital Ratio to total assets of these four companies can be seen in the
following figure 3.
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Figure 3: Net Working Capital to Total Assets Company's Graph Year 2019-2021

In the figure 3, it can be seen that in the year 2020-2021, there are two companies that have a positive
or above-zero Net Working Capital to Total Assets ratio, while the other two companies experienced a negative
ratio, namely PT Matahari Department Store Tbk and PT Hero Supermarket Thk. Moreover, for PT Hero
Supermarket Thk, the negativity even increased in the year 2021.

The Variable Value of Retained Earnings to Total Assets Ratio (X2)

Based on the operational definition and formula for calculating the retained earnings to total asset ratio
applied to the research data on the four companies during the 3-year observation period (2019-2021), the results
obtained are presented in the following Table 4.

Table 4: Retained Earnings to Total Assets Ratio Values for the Years 2019-2021

Year

No Company Name 2019 2020 2021 Average
1 PT. Matahari Departement Store Thk 1.0874 05921  0.7605 0.8133
2 PT. Hero Supermarket Thk 0.1075  0.2862  0.3766 0.2568
3 PT. MAP Aktif Adiperkasa Thk 0.4585  0.3436  0.3961 0.3994
4  PT. Erajaya Swasembada Thk 0.2679  0.2856  0.3512 0.3015

Source: Processed company data

Graphically, the retained earnings to total assets ratio of the selected company as a sample for 3 years
(2019-2021) can be presented in the following Figure 4.
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Figure 4: Retained Earnings to Total Assets Graph
of Four Companies 2019-2021

In the Figure 4, it can be seen that the retained earnings to total assets ratio of PT Hero Supermarket Thk
and PT Erajaya Swasembada Tbk is at the lowest position, despite experiencing an increase in 2021.

The Variable Value of Earnings Before Interest and Taxes to Total Assets (X3)

According to the operational definition of the variable and the application of the formula for the variable
earnings before interest and taxes to total assets ratio, the obtained results for the selected company's financial
data as a sample for three years (2019-2021) are presented in the following Table 5.

Table 5: Earnings Before Interest and Taxes to Total Assets Ratio Values for the Years 2019-2021

No Company Name Year Average
2019 2020 2021

1 | PT. Matahari Departement Store Thk 0.3648 0.1479 0.1885 0.2337

2 | PT. Hero Supermarket Thk 0.0092 0.2123 0.1190 0.1135

3 | PT. MAP Aktif Adiperkasa Thk 0.2331 0.0017 0.0647 0.0998

4 | PT. Erajaya Swasembada Thk 0.0485 0.0818 0.1315 0.0873

Source: Processed company data

The analysis results that have been organized in Table 5, when presented in a graph, will appear as the
following Figure 5.
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Figure 5: Earnings Before Interest and Taxes to Total Assets Graph 2019-2021

As we can see in figure 5, in 2020, the value of Earnings Before Interest and Taxes to Total Assets for
PT Hero Supermarket Tbk and PT Erajaya Swasembada Tbk still experienced an increase, while two
companies, namely PT Matahari Departemen Store Tbk and PT MAP Aktif Adiperkasa Thk, experienced a
decline, even almost reaching zero in 2020. In 2021, only one company experienced a decrease, namely PT
Hero Supermarket Tbk.

Variable Market Value of Equity to Total Liability (X4)

By applying the market value of equity to total liabilities ratio formula as presented in the operational
definition of the variable above, the results obtained from the financial data of selected companies as samples
for three years (2019-2021) are presented in the following Table

Table 6: Market Value of Equity to Total Liability Ratios for the Years 2019-2021

Year
No Company Name Average
2019 2020 2021
1 | PT. Matahari Departement Store Thk 512.897 | 238.037 | 281.893 | 344.276
2 | PT. Hero Supermarket Thk 154.156 | 111.822 61.790 | 109.256
3 | PT. MAP Aktif Adiperkasa Tbk 812.779 | 356.164 | 408.120 | 525.688
4 | PT. Erajaya Swasembada Thk 16.723 14.439 16.243 15.801

Source: Processed company data

Based on the analysis results presented in Table 6, the market value of equity to total liabilities ratio can
be graphed as shown in Figure 6 below.
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Figure 6: Market Value of Equity to Total Liabilities
Ratio for the Years 2019-2021

Based on the graph in figure 6, it can be explained that the market value to total liabilities ratio, especially
in the year 2020, was very low, particularly for two companies, PT Erajaya Swasembada Thk and PT Matahari
Departemen Store Tbk. This condition persisted until the year 2021, with PT Matahari Departemen Store Tbk
experiencing a further decline.

Sales to Total Asset Ratio

By applying the formula from the operational definition of variables as previously stated in the preceding
section, to the sample data of companies from the years 2019-2021, the results are obtained as presented in
Table 7 below.

Table 7: Sales to Total Asset Ratio for the Years 2019-2021

No Company Name ear Average
2019 2020 2021

1 | PT. Matahari Departement Store Thk 2.1263 0.7658 0.9547 1.2823

2 | PT. Hero Supermarket Tbk 2.0263 1.8382 0.5549 1.4731

3 | PT. MAP Aktif Adiperkasa Thk 1.8128 0.8884 1.1359 1.2790

4 | PT. Erajaya Swasembada Thk 3.3798 3.0428 3.8222 3.4149

Source: Processed company data

Based on the analysis results in Table 7, the sales to total assets ratio can be presented in a graph, as
shown in Figure 7 below.
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Figure 7: Sales to Assets Ratio Graph for the Years 2019-2021
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Due to a decrease in sales that occurred in 2020, almost all companies experienced a decline in their
sales to assets ratio, except PT Hero Supermarket tbk. In 2021, while the other three companies experienced
an increase, although not significantly, PT Hero Supermarket thk. instead saw a sharp decline, causing the
momentum from the previous year to be unable to be maintained.

Application of the Z-Score Model
Based on the calculation results of the determinative variable values for the Z-score, which have been
computed in the previous section, the following Altman Z-Score model can be applied:

Z=10,012X; +0.014X: + 0.033X5 + 0.006X+ + 0.999X s
The results of the model implementation are presented in the following Table 8.

Table 8. Average Z-Scores of Companies for the years 2019-2021

No Company Code Year X1 X2 X3 X4 X5 Z-Score Desc.
2019 0.0310 1.0874 0.3648 512.8968 2.1263  5.2292 Healthy
1 LPPF 2020 -0.9170 0.5926 0.1479 238.0369 0.7658  2.1954 Grey Area

2021 -0.0950 0.7605 0.1885 281.8932 0.9547  2.6608 Grey Area
2019 0.0050 0.1075 0.0092 154.1562 2.0263  2.9510 Grey Area

2 HERO 2020 -0.2980 0.2862 0.2123 111.8216 1.8382 25147 Grey Area
2021 -0.4600 0.3766 0.1190 61.7896 0.5549  0.9288 Distress
2019 0.4990 0.4585 0.2331 812.7791 1.8128  6.7077 Healthy

3 MAPA 2020 0.1880 0.3436 0.0017 356.1638 0.8884  3.0316 Healthy
2021 0.2660 0.3960 0.0647 408.1200 1.1359  3.5943 Healthy
2019 0.2390 0.2678 0.0485 16.7226 3.3798  3.4849 Healthy

4 ERAA 2020 0.2140 0.2856 0.0818 14.4386 3.0428  3.1356 Healthy
2021 0.2060 0.3512 0.1315 16.2428 3.8222  3.9276 Healthy

Source: The result of data processing from table 3-7

Discussion

Based on the results of applying the Z-Score Model in Table 8, the following points can be presented: (1)
Referring to the results of the Z-Score calculations in 2019, 2020, and 2021 in Table 8, it can be seen that there
are two companies in the grey area. PT. Hero Supermarket Tbk was in the grey area in 2019-2020 with Z-
Score values of 2.9510 and 2.5147, and PT. Matahari Department Store Thk was in the grey area in 2020-2021
with Z-Score values of 2.1954 and 2.6608. Meanwhile, the other two companies, PT. MAP Aktif Adiperkasa
Tbk and PT. Erajaya Swasembada Tbk, remained in a healthy condition for three years (2019-2021) as their
Z-Score values were above or Z-Score > 2.88. (2) PT. Matahari Departement Store Tbk was actually in a
healthy condition in 2019, but in 2020-2021, it entered the grey area with Z-Score values of 2.1954 and 2.6608.
(3) Among the two companies in the grey area as mentioned in point 1, one company experienced financial
distress, which is PT. Hero Supermarket Tbk in 2021 with a Z-Score value of 0.9288.

Observing the Role of Financial Distress Determinant Variables

Based on the previously presented analysis, it is evident that there are two companies situated in the grey
area, namely PT. Hero Supermarket Tbk and PT. Matahari Department Store Thk, and one company
experiencing financial distress, which is PT. Hero Supermarket Tbk. Specifically shown below is the
contribution of the variable "working capital to total assets" (X1), which appears to significantly influence the
Z-Score value for both PT. Matahari Department Store Thk and PT. Hero Supermarket Thk.
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5,2292
2,6608
2,1954
0,0312 -0,1972 -0,0951
2019 2020 2021
WCTA 00312 10,1972 10,0951
Z-Score 5,2292 2,1054 2,6608

Figure 8: Net Working Capital to Total Assets Value and Z-Score Value
of PT Matahari Department Store Thk.

From the graph, it can be seen that the Z-Score value of PT Matahari Department Store Thk sharply
decreased from 5.2292 to 2.1954. Alongside this decline, the working capital to total assets ratio also
plummeted significantly from 0.0312 to -0.1972. In the year 2021, the Z-Score slightly increased from 2.2954
to 2.6608, while the increase in working capital to total assets ratio was not as significant, changing from -
0.1972 to -0.0951. However, this increase was not sufficient to move the position into a healthy range, as it
still remained in the grey area during 2020-2021. This situation provides an opportunity for the company to
improve its performance in the coming years. If financial difficulties can be identified effectively, the company
can evaluate and take actions to prevent more challenging situations such as liquidation or bankruptcy [25],
[26]. This perspective can serve as guidance for the company to rise in the forthcoming years.

2,951
2,5147
0,9288
0,0048
0,2984 -0,4601
2019 2020 2021
WCTA 0,0048 -0,2984 -0,4601
Z-Score 2,051 25147 0,0288

Figure 9: Net Working Capital to Total Assets Value and Z-Score Value
of PT Matahari Department Store Tbk.
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Figure 9, shows the decline of Z-Score for PT Hero Supermarket Thk. from 2.951 in 2019 to 2.5147 in
2020, which was caused by a drastic decrease in its net working capital to total assets ratio from 0.0048 in
2019 to -0.2984 in 2020. Subsequently, in the following year, 2021, the Z-score value declined significantly
to 0.9288 due to a more severe deterioration in the net working capital to total assets position, reaching -0.4601.
As aresult, the company is no longer in the grey area but has entered a state of financial distress. Sinaga (2019)
explains that when a company is in the grey area, it indicates that the company is experiencing some financial
problems, and if the company does not take corrective actions, both in terms of management and financial
structure, it will be at risk of bankruptcy in the coming years [27].

One of the functions of working capital in a company's operations is to provide sufficient investment for
the company's sustainability [21], [28]. When the net working capital to total assets ratio is negative, it means
that the company is facing difficulties in providing cash for day-to-day transactions and maintaining inventory
of goods or services to be sold, resulting in a negative impact on sales and, consequently, on profits. This also
leads to inadequate cash flow for the company's health [18].

The Positive Role of the Retained Earning to Total Assets Ratio

Retained earnings, within the company's total assets, represent an internal source of funds that do not
require the issuance cost (flotation cost) associated with issuing new shares. A key element of the pecking-
order theory is that companies prefer to use internal financing when possible, considering the costs of issuing
new securities [29]. Investments are primarily funded internally, especially by reinvesting corporate profits,
followed by issuing new debt securities, and finally issuing new shares [30]. When faced with difficulties in
financing company operations, retained earnings become the best source of funds. Below is the relationship
between the variable "Retained Earnings to Total Assets” and the Z-Score.

5,2202
2,6608
2,1954
1,087374687
0,59257476 0,760514244
2019 2020 2021
RETA 1,087374687 0,59257476 0,760514244
Z-Score 5,2292 2,1954 2,6608

Figure 10: Retained Earnings to Total Assets and Z-Score
Graph at PT Matahari Departemen Store Thk

From the above figure, it can be seen that in 2020, the company was in the grey area, with a Z-score
value of 2.1954. In that year, the retained earnings to total assets were sufficient to survive, amounting to
0.59257176 or 59.26%, enabling the company to increase the Z-score value in 2021 from 2.1954 to 2.6608,
thus avoiding any financial distress. In 2021, the retained earnings to total assets increased to 0.760524244 or
76.05%, allowing the company to withstand and improve its operations in the future, even though it still falls
within the grey area.
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2,951
2,5147
0,9288
0,0048
0,2984 -0,4601
2019 2020 2021
Seriest 0,0048 -0,2084 10,4601
Series? 2,951 2,5147 09288

Figure 11: Retained Earning to Total Assets and Z-Score
of PT Hero Supermarket Thk.

From the above Figure 11, it is evident that the value of retained earnings to total assets is too low,
despite experiencing an increase during the period from 2019 to 2021. Nonetheless, it remains insufficient to
support the company's financing needs for its operations, leading it to transition from the grey area in 2019-
2020 to a position of financial distress in 2021.

CONCLUSIONS

Based on the data analysis and discussion, the following conclusions can be drawn:

(1) Out of the four companies analyzed, two were in a "healthy" position, one was in a grey area in the years
2019-2020, namely PT Hero Supermarket, and one company was in a grey area in the year 2020-2021, namely
PT Matahari Department Store Tbk. (2) Out of the two companies in the grey area in 2020, one company
experienced financial distress in the year 2021, namely PT Hero Supermarket Tbk. (3) The variable that most
significantly contributed to explaining the grey area and financial distress conditions in the four researched
companies was the net working capital to total assets ratio.

Research Limitations

The limited sample selection has resulted in an insufficient depiction of the financial conditions
experienced by the chosen companies as samples, namely: healthy, in a grey area, and facing financial distress.
These conditions, although described, still fail to represent the overall industry's situation during the Covid-19
pandemic. Future research could be expanded by involving a larger sample size. Additionally, the description
of the companies' conditions has not utilized stronger quantitative analysis, such as multivariate analysis, for
example.
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