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Abstract  
This study examines the level of sustainability in Indonesian hotels and restaurants 
within the tourism industry. Despite an increasing trend in tourist arrivals, hotel 
and restaurant companies have experienced a decreasing revenue, leading to 
concerns about potential bankruptcy. To address this issue, the study utilized 
secondary data from the annual reports of 13 listed hotels registered in the 
Indonesian Stock Exchange (BEI) over a period of five years (2016-2020). Altman's 
Z-score model, known for its accuracy and reliability in forecasting firm 
sustainability through ratio analysis, was employed. Results indicate that 61,5% of 
the hotels and restaurants are in the safe zone, 26,2% in the grey zone, and 12,3% 
in the distress zone. These findings are significant as they provide empirical 
evidence of a worrisome financial environment in the Indonesian tourism industry, 
raising doubts about the hotels' going concern. 
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Introduction 
Bankruptcy risk prediction is an important aspect of financial management 

in various industries worldwide, including the hospitality and tourism industry. The 
Altman Z-score model has been widely used as a reliable and accurate method to 
predict bankruptcy risks, and it has also been applied in many countries, including 
Indonesia (Diakomihalis, 2012). However, limited research has been conducted on 
the financial health of hotels in Indonesia's tourism industry and how to predict 
bankruptcy risks accurately. In addition, research on how hotels can enhance their 
financial performance and maintain business continuity during a pandemic, such as 
the COVID-19 pandemic, is lacking. 

The gap in knowledge regarding the financial health of hotels in Indonesia's 
tourism industry and how to predict bankruptcy risks accurately needs to be 
addressed as it can have significant implications for sustaining economic stability 
in Indonesia. The COVID-19 pandemic has further highlighted the importance of 
addressing this gap, as it has brought about significant changes and challenges, 
particularly in the economic sector (Wang et al., 2020). The decline in sales due to 
the pandemic has resulted in negative cash flow, triggering inefficiency and 
eventually leading to bankruptcy (Altig et al., 2020; Didier et al., 2021; Hunter & 
Shannon, 2020; Iverson et al., 2011; Usheva & Vagner, 2021). 

This research aims to investigate the financial health of hotels operating 
within Indonesia's tourism industry and to use the Altman Z-score model to predict 
bankruptcy risks accurately. The study will also explore the factors contributing to 
the sustainability of hotels and develop strategies to enhance financial performance 
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and maintain business continuity during a pandemic. By doing so, this research will 
contribute to the existing body of knowledge and provide valuable insights for hotel 
owners, investors, and policymakers. 

The significance of the study lies in its contribution to maintaining 
economic stability in Indonesia, where generating income is a primary goal. The 
study will provide valuable insights into the factors contributing to the 
sustainability of hotels in Indonesia's tourism industry and aid in the development 
of strategies to enhance financial performance and maintain business continuity. 
Overall, this research will provide important information for stakeholders in the 
hospitality and tourism industry, allowing them to make informed decisions about 
the financial health of hotels in Indonesia. 

Literature Review 
1. Business Sustainability 

The sustainability of a business is a measure of its financial security, which 
is closely linked to the management's ability to run the company smoothly and 
continuously. Consequently, it becomes crucial for investors and stakeholders to 
assess the sustainability of a company. Several factors can disrupt a company's 
sustainability, including: 
1. Negative trends such as repeated operational losses, insufficient working 
capital, negative cash flows, and significant financial ratios 
2. Other indications of financial distress include failure to meet debt 
obligations, delayed dividend payments, denial of credit sales by suppliers, debt 
restructuring, the need for alternative financing methods, or the sale of assets.  
3. Internal issues, such as strikes by employees or poor labor relations, 
dependence on the success of projects, long-term commitments that do not add 
economic value, and significant operational improvements, may also pose a threat 
to a company's sustainability.  
4. External problems may include lawsuits, regulations or laws that are 
burdensome, loss of patents, licenses, or franchises, loss of key customers or 
suppliers, and significant losses due to a natural disaster (McKeown et al., 1991). 
The factors leading to the bankruptcy of a company can be classified into internal 
and external.  

Internally, inefficient management resulting in repeated losses and 
difficulties in meeting obligations due to cost overruns and inadequate management 
skills can cause financial distress (Fauzia, 2017; Putri et al., 2018). Additionally, 
an imbalanced capital structure can lead to high levels of debt and interest expenses, 
which can erode a company's earnings or even cause losses. Moral hazard by 
management in the form of fraud or misleading financial reports can also lead to 
bankruptcy.  

Externally, changes in customer needs and wants, supply chain disruptions, 
debtor defaults, poor creditor relations, intense competition from other firms, and 
global economic conditions such as the COVID-19 pandemic can all contribute to 
the bankruptcy of a company. 
2. Altman Z-score Model 

The concept of going concern is a crucial element in the preparation of 
financial statements, and it plays a significant role in the accounting framework. 
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Many studies have been conducted on measuring the going concern of a company 
using the Altman Z-score model, which is a popular tool for predicting bankruptcy. 
Some studies have used other methods like the X-score, S-score, and G-score. 
These studies have demonstrated that the Altman Z-score model is a reliable tool 
for predicting corporate insolvency. The tourism industry has been hit hard by the 
COVID-19 pandemic, particularly hotels, restaurants, and travel companies. Some 
studies have analyzed the financial distress of companies before and during the 
pandemic, with negative impacts found on the hotel, restaurant, and tourism 
subsectors in Indonesia. Other studies have used the Z-score model to measure the 
fundamental financial health of various industries, such as the tannery industry in 
Bangladesh and the trading industry in Sri Lanka. The findings of these studies can 
guide investing decisions and help businesses in financial crisis take urgent action 
to preserve their operations in the future. 

Furthermore, the use of the Altman Z-score model has proven to be reliable 
in predicting the financial health of companies across various industries. In one 
study, Mahbuba (2015) used the model to evaluate the financial health of listed 
tannery companies in Bangladesh and found that only two out of the companies 
were in good financial health. This study highlights the usefulness of the Altman 
Z-score model in guiding financial decisions for investors and managers in various 
industries. 

Another study by Niresh and Pratheepan (2015) analyzed the likelihood of 
failure among trading companies in Sri Lanka using Altman's bankruptcy model. 
The study reviewed financial reports from seven trading companies over a five-year 
period and found that 71% of enterprises in the sector were experiencing financial 
difficulties, while the remaining 29% were in the gray zone. 

The tourism industry has also been severely impacted by the COVID-19 
pandemic, with hotels, restaurants, and travel companies being among the sectors 
most affected. A study by Rahmah and Novianty (2021) analyzed the financial 
distress of companies in the hotel, restaurant, and tourism subsectors in Indonesia 
before and during the pandemic using the Altman Z-score model. The study found 
a negative impact on these industries during the pandemic, which could guide 
investment decisions and help businesses take urgent action to preserve their 
operations in the future. 

In conclusion, the Altman Z-score model has become a crucial tool for 
measuring the financial health of companies across various industries. Its reliability 
in predicting corporate insolvency has been demonstrated in many studies, 
including those focused on the tourism, trading, and tannery industries. The model's 
ability to guide investment decisions and help businesses take action to avoid risks 
related to insolvency has made it a valuable tool for investors and managers alike. 

 
Research Methodology 

The present study has adopted a quantitative approach to evaluate the 
sustainability level of hotels listed on the Indonesian Stock Exchange (BEI) by 
relying on secondary data extracted from their annual reports. The sample for this 
study comprised 13 companies, representing a subset of the 25 companies listed 
within the hotel, restaurant, and tourism sub-sectors in 2021. The analysis was 
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restricted to only those companies for which annual reports were available for the 
period of interest (2016-2020). The choice of this time frame was motivated by the 
need to capture the financial impact of the COVID-19 pandemic, which had a 
significant effect on the tourism industry worldwide. 

The study utilized modified Altman's Z-score model to analyze the 
sustainability level of hotel, restaurant, and tourism sub-sectors in Indonesia. This 
modified Z-score model is utilized to assess the financial health of non-
manufacturing companies, which is an appropriate framework for evaluating the 
business continuity of companies operating within the hotel, restaurant, and tourism 
sub-sectors. The research provides a concise overview of the Altman's Original Z-
Score Model (Altman, 1968), which is composed of five financial ratios.  
Z = 6,56X1 + 3,26X2 +6,72X3 + 1,05X4 
X1= Working capital to total assets 
X2= Retained Earnings to total assets 
X3= Earnings before interest and taxes to total aset 
X4= book value of equity to book value of liability 
Based on the analysis of the modified Z-score model above, the Z-score values 
obtained can be classified into three (3) categories, namely: 
1. Z' > 2.9, classified as healthy companies 
2. Z-score values between 1.23 and 2.90, classified as companies in the grey 
area 
3. Z-score values below 1.21, classified as companies at risk of bankruptcy. 

These classifications are determined based on the Z-score cut-off points and 
provide a clear indication of the financial health of the companies under 
consideration. Companies with Z-scores greater than 2.9 are considered financially 
stable and healthy, while those with Z-scores below 1.21 are deemed to be at high 
risk of bankruptcy. Companies with Z-scores in the grey area require further 
investigation to determine their financial health status. The use of these Z-score 
categories is a well-established approach in financial analysis, and provides a 
practical framework for assessing the financial health of companies operating 
within the hotel, restaurant, and tourism sub-sectors. 
 
 

Results and Discussion 
Figure 1 provides a graphical representation of the overall sustainability 

status of Indonesian hotels and restaurants, based on their average yearly Z value. 
The Z value is a measurement of financial distress, and a higher Z value indicates 
that a company is in a better financial position. In 2016, hotels and restaurants 
operated in the safe zone, with a Z value of 3,14. This suggests that the Indonesian 
hospitality industry was in a relatively stable financial condition. 

However, the research observed a significant increase in 2017, with a Z 
value of 3,99, and as a result, the Indonesian hotels and restaurants remained to the 
safe zone. Between 2018 and 2019, there was a growth in the hotel industry, as the 
Z value trend displayed an increase. Nonetheless, from 2019, there was a 
consecutive decline in Z value, leading the hotels and restaurants  towards a grey 
zone. This trend suggests that the Indonesian hospitality industry is facing financial 
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distress, and without positive interventions from both the government and 
management, the hotels may face stagnation or even collapse. 
 

  
Figure 1: Overall Sustainability of Hotels 

[Source: Survey Data]  
The results of the annual analysis of the hotel, restaurant, and tourism 

subsector companies listed on the Indonesia Stock Exchange (BEI) provide an in-
depth understanding of the financial conditions of the companies. The analysis 
conducted from 2016 to 2020 shows that there is a decreasing trend in the number 
of healthy companies, while the number of companies in the grey zone and at risk 
of bankruptcy is increasing. 

In 2016, an examination of the hotel, restaurant, and tourism subsector 
companies listed on the Indonesia Stock Exchange (BEI) was carried out, with a 
total of 13 companies included in the analysis. The results showed that 7 companies 
(54%) were deemed to be healthy, 4 companies (31%) were in the grey zone, and 
2 companies (15%) were at risk of bankruptcy. The seven companies that fell into 
the healthy category were ARTA, BAYU, FAST, JGLE, JSPT, KPIG, and PNSE, 
while ICON, PJAA, PTSP, and SHID were in the grey zone category, and HOTL 
and PSKT were in the risk of bankruptcy category. 

Subsequent annual analyses of the same subsector and listed companies 
were conducted in 2017, 2018, 2019, and 2020. In 2017, 10 out of 13 companies 
(77%) were classified as healthy, with 2 companies (15%) in the grey zone and only 
1 company (8%) at risk of bankruptcy. The healthy category included ARTA, 
BAYU, FAST, ICON, JGLE, JPST, KPIG, PJAA, PNSE, and PSKT. In the grey 
zone category were PTSP and SHID, while HOTL was the only company at risk of 
bankruptcy. 

The trend of decreasing healthy companies continued in 2018 and 2019. In 
2018 and 2019, 9 out of 13 companies (69%) were classified as healthy, with 4 
companies (31%) in the grey zone, and none at risk of bankruptcy. In 2018, the 
healthy category included ARTA, BAYU, FAST, ICON, JGLE, JPST, KPIG, 
PNSE, and PSKT, while HOTL, PTSP, and SHID were in the grey zone category. 
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In 2019, ARTA, BAYU, FAST, HOTL, ICON, JGLE, JPST, KPIG, PJAA, and 
PSKT were classified as healthy, while PNSE, PTSP, and SHID were in the grey 
zone category. 

In 2020, the results of the analysis showed that 5 companies (38%) were 
classified as healthy, 3 companies (23%) were in the grey zone, and 5 companies 
(38%) were at risk of bankruptcy. The healthy category included ARTA, BAYU, 
ICON, KPIG, and PSKT, while JGLE, JSPT, and SHID were in the grey zone 
category. The risk of bankruptcy category included FAST, HOTL, PJAA, PNSE, 
and PTSP. 

Four hotels and restaurants, namely HOTL, PJAA, PNSE, and PTSP, had a 
Z score value below 0.1, indicating a high likelihood of financial distress. The 
study's overall conclusion is that the sustainability of Indonesian  hotels and 
restaurant are questionable, and most hotels are at risk of losing their going concern 
status in the near future. 

The financial condition experienced by companies categorized as at risk of 
bankruptcy has a negative impact on the company, especially for publicly listed 
companies, which will affect the decline in investor confidence, as well as other 
stakeholders. Therefore, management must take action to prevent bankruptcy, 
especially for companies that are at high risk of bankruptcy or in the red zone. 
There are two solutions that can be taken if a company faces negative cash flow 
that results in difficulty in fulfilling its debt repayment obligations (Pustylnick, 
2012):  
1. Debt restructuring, which involves negotiating for an extension of debt 
repayment so that the company's cash flow is in a safe condition.  
2. Making changes to management, if deemed necessary. The company can 
make changes to the old management that is considered incompetent, so that it can 
restore the company's performance to be better, thereby regaining stakeholder 
confidence in the company and avoiding the flight of investors due to the potential 
bankruptcy of the company. 

 
Conclusions 

In this study, it was demonstrated through empirical evidence that the 
likelihood of bankruptcy is considerably low in the tourism industry of Indonesia. 
Based on the results, it can be inferred that a total of five hotels and restaurant in 
Indonesia are currently in the safe zone, while only three hotels are in the grey zone, 
and five are in the distress zone. The assessment of business sustainability is 
conducted so that companies can identify potential bankruptcy risks as early as 
possible and minimize these risks in the future. This assessment also assists 
managers in evaluating the company's performance and operations, and 
determining whether the company has achieved good performance or not. Further 
research can test the same model in other sectors listed on the Indonesia Stock 
Exchange, as well as in hotels and other businesses that are not yet listed on the 
Indonesian Stock Exchange. 
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