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ABSTRACT 
 

According to the General Statistics Office of Vietnam, between 2011 and 2012, more than  
100,000 firms declared bankruptcy and 200,000 firms experienced varying degrees of  
financial distress. Understanding financial distress early warning signals allows investors to 
appropriately gauge risk and allows institutions to better tailor recovery-oriented economic policies. 
While many Vietnamese firms have experienced financial distress, the impact on the firm’s ability to 
remain of going concern depends on many financial indicators. The Altman Z Score model serves as a 
useful tool to predict whether or not Vietnamese firms will declare bankruptcy. As such, institutions 
such as the government need to utilize this tool to assist firms in overcoming financial distress by 
understanding the early warning signals. 

 
INTRODUCTION 

 
Viettrans is one of the largest logistics service providers in Vietnam. The company is an international 
freight forwarder that specializes in the transportation and warehousing of goods to and from Vietnam. 
Viettrans boasts a nationwide warehousing and distribution system, a global network of reliable and 
effective agents with connections to competent authorities, and a well-trained staff.  This thesis intends 
to study early warning signals in determining financial distress and to provide possible 
recommendations to improve the financial health of Vietnamese firms in the long-term through the case 
study of Viettrans.  
 

EXISTING RESEARCH 
 

Businesses experience financial distress for a number of reasons including wars, excessive regulations, 
poor management decisions, and strong competition. Some firms decide to shut down well before they 
ever come close to corporate extinction while others collapse very publicly. Defining corporate failure, 
however, requires further inspection. Financial failure occurs when a company owes more than it earns 
over significant periods of time. Institutional failure happens when a group of key managers fail to 
address key policy issues. Every type of corporate failure has varying effects on shareholders, which 
largely depends on the severity and type of failure the company experiences. As such, defining the types 
of corporate failures has caused confusion in the literature surrounding financial distress. Four generic 
terms can be identified to characterize unsuccessful companies: failure, insolvency, default, and 
bankruptcy [1]. While these terms are sometimes used interchangeably, they each express a different 
characteristic of financial distress.  
 



Financial distress causes a company’s survival to be difficult. A firm undergoes financial distress when 
it defaults on its external obligations. For example, a highly levered firm will undergo financial distress 
due to the high cost of debt. The value of the firm decreases as financial distress increases due to the 
following equation: 
 

Value of Firm = Value of Equity Finance + PV of Tax Shield - PV of Cost of Financial Distress (1) 
 

Financial distress begins as a sickness that can result into a serious disease unless a revival dose is 
effectively administered. However, the beginning point or interval between episodes of financial distress 
is not easily determinable and is often only appreciated in retrospect. Current bankruptcy prediction 
models are significantly inaccurate if the prediction period exceeds three years before bankruptcy 
because the existence of preliminary indicators of declining performance is questionable and difficult to 
notice. Unfavorable developments generally become visible only a few years from default when the 
company becomes severely distressed [2]. Financially distressed companies have different properties in 
early and later stages of the financial distress process. Drop in sales, negative stock returns [3] 
decreasing operating income [4] customer complaints, losing crucial customers (breakdown of customer 
portfolio), late financial and managerial information [5], discrete cash deficits, and matters in receivable 
collection are the observed challenging problems for financially distressed companies.  
 
Generally, financially distressed companies either reorganize or declare bankruptcy in order to solve the 
debt payment problem. A company typically reorganizes its assets, debts, or both in order to make debt 
payments. If a company is not able to meet its obligations, it files a petition for bankruptcy. Bankruptcy 
reorganization is different from reorganization before bankruptcy, as the company’s capital structure 
changes against the shareholders and in favor of the creditors. Other options could include mergers, debt 
restructuring, and voluntary liquidation [6].   
 

HISTORY OF ALTMAN Z SCORE 
 

The Altman Z-Score is a statistical tool used to measure the likelihood that a company will go bankrupt. 
Though Altman devised the Z-Score in the 1960s, the notion of trying to predict which companies 
would fail was far from new at that time. However, Altman added a statistical technique called 
multivariate analysis to the mix of traditional ratio-analysis techniques, which allowed him to consider 
not only the effects of several ratios on the "productiveness" of his bankruptcy model, but also to 
consider how those ratios affected the usefulness in the model. Altman developed the Z-Score after 
evaluating 66 companies, half of which filed for bankruptcy between 1946 and 1965. He began with 22 
ratios classified into five categories - liquidity, profitability, leverage, solvency, and activity – but later 
narrowed the categories to only five ratios. Altman's Z-Score predicts how likely a company is to fail. 
The formula evaluates seven simple pieces of data, all of which should be available in the company's 
public financial disclosures. 
 

The Standard Z Score 
(Working Capital)/(Total Assets) * 1.2 + (Retained Earnings)/(Total Assets) * 1.4 + (Operating 
Earnings)/(Total Assets) * 3.3 + (Market Capitalization)/(Total Liabilities) * 0.6 + Sales/(Total 

Assets) * .999 

(2) 



A low score indicates that the company will have a higher chance of bankruptcy. In general, a Z-Score 
above 3.0 indicates financial soundness, while a score below 1.8 suggests a high likelihood of 
bankruptcy.  
 
Altman originally developed the Z-Score for manufacturers, primarily because those were the 
companies in his original sample. However, the emergence of large, public service companies prompted 
him to develop a second Z-Score model for non-manufacturing companies. The formulas are similar 
except that it because Altman wanted to minimize the effects of manufacturing-intensive asset turnover. 
 

Z Score for Non-Manufacturers 
(Working Capital)/(Total Assets) * 1.2 + (Retained Earnings)/(Total Assets) * 1.4 + (Operating 

Earnings)/(Total Assets) * 3.3 + (Market Capitalization)/Total Liabilities) * 0.6 
(3) 

 
The first ratio (Working capital / Total Assets) measures liquidity in relation to the company’s size. The 
second ratio (Retained Earnings / Total Assets) measures the company’s profitability and earning power. 
The third ratio (Earnings / Total Assets) measures operating efficiency and its contribution to long-term 
performance. The fourth ratio (Market Capitalization / Total Liabilities) is a fluid measure of the 
market's confidence in the company. The fifth ratio (Sales / Total Assets) measures asset turnover. In 
1977, Altman, Haldeman and Narayanan aimed to integrate the previous Z-Score approach into recent 
developments with respect to business failures; they developed a second-generation model of the 
original Z-Score with several enhancements. The study incorporated advances in statistical discriminate 
techniques of the time. The new model, ZETA, was more accurate than the original Z-Score up to 5 
years prior to failure. 
 

APPLICATION AND RESULTS 
 
Selected data of Viettrans’ financial statements from 2004 to 2012: 
 

 
 
Analysis: 
 

 



 
 
 

 
The standard Z-score in the graph is calculated following the 5-fat or model of Altman Z-Score for a 
private, nonmanufacturing firm. The Z-Scores are helpful in predicting corporate defaults as well as an 
easy-to-calculate measure of control for financial distress status of companies in academic studies. A Z-
Score above 2.6 suggests the company is financially healthy and is unlikely to enter into bankruptcy 
proceedings. Z-Scores ranging from 1.1 to 2.6 are in a grey area.  
 

 
 
Viettrans’ Z-Score falls in this grey area, which suggests that distress may be impending. The firm’s Z-
Score dramatically fell from 3.084 to 1.56 between 2002 and 2003. The decrease was due to the 
decreasing Market Value of Equity to Book Value of Debt in that period. The company’s total debt 
increased nearly three times while the value of equity remained constant. This trend continued through 
2005 until the company began generating moderate increases in sales. However, the data shows that the 
largest increase in Z-Score occurred between 2006 and 2008, when it experienced a big improvement in 
performance, reaching a peak of nearly 4.2. The trend reversed from 2008 to 2012 because of a dramatic 
decrease in liquidity, profitability, and activity. Viettrans’ assets did not generate enough revenues and 



its debt increased substantially in that period. Viettrans’ 2012 Z-Score of 0.863 is the lowest the 
company has experienced, which suggests the firm falls in experiencing financial distress. The company 
has the lowest retained earnings and operating income compared to total assets, signaling an impeding 
liquidity crisis to come.  
 
Analyzing Viettran’s Z2-score provides additional insight into the company’s performance. The Z2 
score closely follows the Z1 score as expected. The Insolvency Prediction Model requires a Z-Score of 3 
or above to indicate sound financial status. 
 

 
 
Only in 2002 and 2008 did the company have a Z-Score greater than 3, which correlates with the 
positive Z1 score. The periods 2003-2005 and 2008-2012 saw a steep reversal in Z-Score, decreasing as 
much as 4.5 times from its highest period. Mismanagement and economic downturn may explain the 
financial distress. The period 2002-2005 saw a significant decline in the equity to debt ratio, which 
cannot be offset by the remaining ratios. As debt increased and revenues decreased, the composite Z-
Score reflected a deep decline. In 2012, the Z-Score reaches 1.09, which suggests that financial failure is 
highly probable. Viettrans is vulnerable to harmful internal and external forces and is unlikely to be able 
to recover.  
 

CONCLUSIONS AND RECOMMENDATIONS 
 
Conducting early warning signal analysis of financial distress for Viettrans has provided valuable insight 
into the deterioration of company performance over the years. Not only did Viettrans face financial 
distress as indicated by declining financial ratios, but the analysis shows the company is close to 
bankruptcy and default. The company’s Z1 and Z2 Scores are very low and are expected to decrease in 
2013. At these low levels, Viettrans is especially vulnerable to rising interest rates, inflation, increased 



taxation, and other external forces. Among the company’s woes are poor profit margins caused by the 
mismanagement of assets, low operating efficiency, low levels of retained earnings, and high levels of 
debt to assets. Revenue did not catch up to the rapid increase in total cost, which is mainly cost of 
production and labor. Loss of sales could have occurred for a variety of reasons, including the impact of 
the financial crisis on the national economy, increasing competition, and the mismanagement of 
resources. Although the Altman Z-Score Model provides a reliable assessment for providing early 
warning signals of financial distress, the results should be considered as general indicators of financial 
distress and not certain predictors of financial doom.  The classic Altman model has accurately classified 
about 36% of bankrupt companies up to 2 years prior to failure. Companies with low levels of 
profitability will not score highly on the model, as the weights skew towards operating efficiency. 
Fraudulent accounts and some of the ratios - notably sales and working capital items - are susceptible to 
manipulation by management. 
 
Applying the Altman Z-Score Model in Vietnam will allow firms to better understand the sources of 
their financial strife. Most Vietnamese firms do not understand the early warning signals associated with 
financial distress. However, the Z-Score will allow firms to reconstruct investment and operating 
activities as crises occur. For example, drops in scores could signal companies to slow their borrowing 
rates and better address slowing performance. Understanding how borrowing will affect their capital 
structure and long-term operations could allow firms to avoid more damaging forms of financial distress 
and bankruptcy.  Institutions like the Vietnamese government and regulators should also understand the 
causes of financial distress in order to more adequately set policy. Supporting the financial system via 
monetary policy or engaging in merger and acquisition activities could help companies during 
macroeconomic troughs. Categorizing firms as healthy, financially sound, and at high risk of default can 
be valuable to firms, shareholders, and creditors alike, in addressing financial distress. Vietnamese 
creditors and banks should have processes to carefully evaluate and audit financial statements. Through 
further scholarly research, it is possible to determine key bankruptcy signals that can be useful to 
anticipate a company’s failure, thus allowing the appropriate government agency, regulator, or creditor 
to be proactive rather than reactive.  
 
 

REFERENCES 
 

[1] Altman, E. I. & Hotchkiss, E. (2006). Corporate financial distress and bankruptcy. Hoboken, 
N.J.: Wiley. 

[2] Hambrick, D. C. & D'aveni, R. A. (1988). Large corporate failures as downward spirals. 
Administrative science quarterly, pp. 1--23. 

[3] Opler, T. C. & Titman, S. (1994). Financial distress and corporate performance. The journal of 
finance, 49 (3). 

[4] Whitaker, R. B. (1999). The early stages of financial distress. Journal of economics and finance, 
23 (2), pp. 123--132. 

[5] Scherrer, S. (1988). From warning to crisis: a turnaround primer. Management review, 77 (9). 
[6] Gilbert, L. R., Menon, K. & Schwartz, K. B. (1990). Predicting bankruptcy for firms in financial 

distress. Journal of business finance & accounting, 17 (1), pp. 161--171. 
 


