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ABSTRACT

The main objective of this study is to analyse the usefulness of financial ratios
in predicting corporate failure. A model known as the "Z-score”" model which
combined five financial ratios into a single predictive equation was evaluated
in order to determine its applicability as an indicator in predicting failure. The
sample consisted of financially distressed companies listed in the KL.SE and
were analysed for a period of nine years. While financial ratios have been
widely used to measure financial health of a company, the applicability of this
model that comprised of five financial ratios in predicting failure among the
financially distressed companies in Malaysia, is still questionable and needs
further research to be conducted. However, from the study, it was found that
the model can be used as an indicator in predicting impending failure as it did
gives an early warning signal should substantial changes take place in the

financial health of the distressed companies.
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CHAPTER ONE

INTRODUCTION

1.1 Introduction

Corporate failure is crucial. The phenomenon can be described as common
occurences in the business world. It is an indication of resource misallocation

which 1s undesirable from a social point of view.

The term failure can be defined in several ways, and some failures do not

necessarily result in the collapse and dissolution of a firm.





