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| Z-Score

+ Dr. Robert Altman

+ Developed in the late 1960’s
+ Financial Distress Companies
+ Statistical Analysis




_ Uses Seven Ratios

Total Assets + Earnings Before
Total Liabilities interest and Taxes

+ Working Capital ¢ Sales

| + Retained Earnings + Market Capitalization

 Five Components

| ¢« X3=EBIT/TA
¢ X4=MC/TL
¢ X5=S/TA

' Component 1

WC/TA

| o This is considered to be a reasonable
predictor of a deepening trouble at a
company. A company that experiences
repeated operating losses generally will
suffer reduction in working capital.




' Component 2

RE/TA

¢ This provides the extent to which a
company has been able to reinvest its
earnings in itself. An older company has
more time to accumulate earnings so this is
biased toward older businesses.

' Component 3

{ « EBIT/TA

| o This ratio adjusts the companies earnings
for various taxing factors and makes
adjustments for leverage borrowing.

' Component 4

MC/TL

: ¢ How much can the company’s assets
decline in value before debts exceed assets.
Equity consist of market value of all
outstanding preferred and common equity.




Component 5

¢S/TA

+ Measures the ability of the firm to generate
sales. This is not in the formula for a
private company.

Formula

+ Manufacturing Companies
— (L.2* X1) + (1.4 * X2) + (3.3 *X3)
—+ (0.6 * X4) + (1.0* X5)

! Formula

+ Non Manufacturing Company
— (656 * X1) + (3.26 * X2) + (6.72 * X3)
— +(1.05 * X4)

— Z < 1.1 Bankruptcy candidate
— Z > 2.6 Financial Health




Discussion

¢ Questions

¢ Issues




