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In its initial test, the Altman Z-Score was found to be 72%
accurate in predicting bankruptcy two years prior to the event,
with a Type Il error (false positives) of 6% (Altman, 1968). In
a series of subsequent tests covering three different time

adadie) A (Wikepedia) sraall cous (Z-Score) «was o) (-7

: o 483l
The formula may be used to predict the probability that a
firm will go into bankruptcy within two years. Z-scores are
used to predict corporate defaults and an easy-to-calculate
control measure for the financial distress status of
companies in academic studies. The Z-score uses multiple
corporate income and balance sheet values to measure the
financial health of a company.




periods over the next 31 years (up until 1999), the model was
found to be approximately 80-90% accurate in predicting
bankruptcy one year prior to the event, with a Type Il error
(classifying the firm as bankrupt when it does not go bankrupt)
of approximately 15-20% (Altman, 2000).14

From about 1985 onwards, the Z-scores gained wide
acceptance by auditors, management accountants, courts, and
database systems used for loan evaluation (Eidleman). The
formula's approach has been used in a variety of contexts and
countries, although it was designed originally for publicly held
manufacturing companies with assets of more than $1 million.
Later variations by Altman were designed to be applicable to
privately held companies (the Altman Z'-Score) and non-
manufacturing companies (the Altman Z"-Score).
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