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Abstract

1990s. the application of financial distress prediction for companies in China
“Later in post 1990s, the popularity of Z-Score Model soared as a
lni't'iated among Chinese researchers to adopt and to apply Altman
:'rds local Chinese companies. Poor prediction result experienced
moverient has prompted the original author of Altman z-score model,
to team up with two Chinese scholars (Zhang and Yen, 2010) to
re;lfﬁnew financial distress prediction model, known as the Zchina-
st '_c_':i_f_'i ally for China's companies. This study is to investigate the
_'Zcr{iﬁa*Score Model towards current financial data as well as its
rds financial data from different industries. The empirical result of
cludes that generally the Zcnina-score Model is a robust model for

stakeholders to refer to when making business decision. However, the
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panys account items (Xin and Xiong, 2011). Since the account items in financial
nent present the absolute value, in order to expand the explanatory power of
bsolute values it is using the method of financial analysis. Financial ratio

nalysis, which is based on the mutual relationship between selected items and their

k2 _NTERNAT!ONAL UNIVERSITY (2014)




usiness or with industry averages, respectively competitors, and with the other
ia .years. Also bankruptcy or financial distress models created for the purpose
om prehensive expression of the financial condition of the company or for the
.'of the further development of the financial situation are based on the ratios
er;.-_:ét al, 2005). Very often and by many users used is the Altman Z-Score
WHich has as its main objective to identify, whether the company wiil be
fened by financial distress in the next two years (Altman, 1968).

: of the most well-known financial distress prediction tools, the Altman Z-Score
k _c.i'eveloped by Aitman in the USA. Although developed in 1968, the
an ZScore Model remains as one of the most widely used models for
si g__:the financial healthiness of companies (Dawley et al., 2002; Moyer, 2005:
| 007 "Hayes et al., 2010; Anjum, 2012). Numerous researches have been
nd "t'e_:_'d__. to study financial distress prediction and alternative models are also
eloped. However, the popularity of Altman Z-Score Model remains due to its
cticality and predictive accuracy (Grice and Ingram, 2001; Charitou et al,
etal, 2011; Li, 2012; Jouzbarkand, et al., 2013).

eauty 'o'f Altman Z-Score Model lies in its ability to provide a calculated measure
on past experience, rather than personal opinion (Sulphey and Nisa, 2013).
owe _the Z-Score a company has, the greater possibility the company will run

nanmal distress; the higher the Z-Score the better the company’s financial
ition is. (Altman, 1968).

'h'e"ré['ly, business creditors are the main users of the Z-Score Model. For example,
anks commonly used the model to determine the default risk when they are making

sion whether to issue a loan. Some business accountants also routinely took at

Score for their business clients. Well- informed investors frequently use Z-
'Score to check on the financial strength and health of businesses considered for

INTI iNTERNATIONAL UNIVERSITY (2014)



alinvestments. As the Z-Score Model is simple and its required data can be

nresult (Gao, 2006; Zhang and Yang, 2009). That is mainly because of the

s between China and the USA are not similar, particularly in the accounting



srediction result experienced by the initial movement has prompted the original

b iness conditions. Since the Zcnina-Score Model was developed using

; 998 to 1999, its robustness and prediction accuracy should not be taken

n they invest or loan to a financial distressed company which is wrongly
ed_;c_ted as non-distressed. On the other hand, it will also result in loss of potential

f associated with the decision of not investing or loaning to the non-distressed

NT NTE_RNATIONAL UNIVERSITY {2014)
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