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Altman’s financial distress model and auditor’s opinion on the going concern

problem of listed companies on the Stock Exchange of Thailand
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Abstract
This research objective is to study the relationship between the financial status according to Altman’s financial
distress model and auditor’s opinion on the going concern problem of listed companies on the Stock Exchange of

Thailand. The data are collected from financial statements and auditors’ reports in 2020 which can be retrieved from
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The Securities Exchange Commission’s website. This study utilizes the purposive sampling and matched pair sample
design. Specifically, the companies receiving auditor’s opinion on the going concern problems are matched with those
having similar characteristics but receiving other types of auditor’s opinion. The number of samples is 44 firms in total.
The main statistical analysis is Logistic Regression. The main result indicates that if the companies have high financial
pressure or have high risk to go bankrupt (distress zone or low Z-Score), they will have potential to receive auditor’'s
opinion on the going concern problems. The financial distress under the Altman’s model is negatively related to the
auditor’s report with the going concern’s problems. Moreover, the reliability of Altman’s model in this research
represents the accuracy of forecasting at 90.90% which can be implied that the Altman’s model can be well used for
forecasting the auditor’s opinion in Thailand.

Keywords: Altman’s financial distress model, auditor’s opinion on the going concern problem, listed companies on

the Stock Exchange of Thailand
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Table 1 Types of auditor's opinion.

number of percentage
types of auditor's opinion
companies (n=44)
1. auditor’s report on the going concern problems
1.1 unmodified opinion and add paragraphs “material uncertainty related 17 38.64
to going concern”
1.2 qualified opinion and may add “emphasis of matter paragraphs on 3 6.82
entity’s going concern”
1.3 adverse opinion due to inadequate disclosure of material uncertainty 2 4.54
affecting the entity’s ability to continue as a going concern
2. auditor's report that does not provide an opinion on the going concern 22 50.00
problems
total 44 100.00

Table 2 Events that cause the auditor to express an opinion on the going concern problem.

number of percentage

events
companies (n=22)
1. financial events
1.1 continuing operating losses or accumulated losses in excess of capital 19 86.36
1.2 net liability or net current liability position 16 72.73
1.3 inability to pay creditors on due dates/Inability to comply with the terms of 4 18.18
loan agreements
1.4 negative operating cash flows 12 54.55
2. operating events
2.1 the concession contract has been canceled/license suspension/must stop 1 4.55
operating
2.2 problems in production techniques 6 27.27
3. other
3.1 pending legal or regulatory proceedings against the entity that may, if successful, 3 13.64

result in claims that the entity is unlikely to be able to satisfy
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Table 3 Descriptive statistics of quantitative variables.

the companies receiving auditor's opinion

the companies receiving other types of

on the going concern problems (GC) auditor’s opinion (NON GC) Sig.

variable t-test

standard standard (2-tailed)

mean minimum maximum mean minimum maximum

deviation deviation
ZSCORE -9.58 15.02 -73.11 1.94 1.86 5.16 -11.37 18.54 -3.38" 0.00
WC/TA (times) -0.53 1.20 -5.59 0.63 0.13 0.27 -0.32 0.77 2.50" 0.02
RE/TA (times) -1.69 2.36 -10.11 017 -0.23 0.68 2.84 0.52 278" 0.01
EBIT/TA (times) -0.18 0.25 -1.02 0.04 -0.05 0.04 -0.13 -0.00 249" 0.02
EQ/TL (times) 0.60 1.28 -0.83 4.97 2.01 2.85 0.30 12.92 213" 0.04
SIZE (log of 7.52 2.00 4.14 12.25 7.69 1.51 5.94 10.83 -0.32 0.75
total assets)
TA (million 15,609.89 45,620.04 62.52 208,790.92 6,823.71 12,106.57 379.88 50,601.58 0.87 0.39
baht)

ZSCORE = Altman’s Financial Failure Index

(Z-Score < 1.10 = Distress Zone, 1.10 < 7-Score £ 2.60 = Gray Zone, Z-Score > 2.60 = Safe Zone);

WC/TA = Ratio of working capital/total assets (times)

RE/TA = Ratio of retained earnings/total assets (times)

EBIT/TA = Ratio of earnings before interest and tax/total assets (times)
EQ/TL = Ratio of book value of equity/total liabilities (times)

SIZE = Firm size (logarithm of total assets)

TA = Total assets (million baht)
™ Statistical significance level of 0.01 (two-tailed)
" Statistical significance level of 0.05 (two-tailed)

" statistical significance level of 0.10 (two-tailed)
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Table 4 Basic statistical values for dichotomous variable.

GC (n=22) NON GC (n=22) total
variable number number number Chi’ Sig.
(percentage) (percentage) (percentage)
AUDIT FIRM BIG 4 11 10 21 0.09 0.76
(52.38) (47.62) (100.00)
non-BIG 4 11 12 23
(47.83) (52.17) (100.00)
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Table 5 Logistic regression analysis
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A4 (Table 5-7)

model 1 model 2
constant Z-SCORE constant Z-SCORE AUDITF SIZE
B -0.86 044" -2.73 046" 0.50 0.19
SE. 0.46 0.14 2.53 0.14 0.99 0.32
Wald 3.43 9.84 1.16 10.92 0.26 0.35
Sig. 0.06 0.00 0.28 0.00 0.61 0.55
Exp(B) 0.42 0.65 0.07 0.63 1.65 1.21

" statistical significance level of 0.01 (two-tailed)
" statistical significance level of 0.05 (two-tailed)

" statistical significance level of 0.10 (two-tailed)
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Table 6 Nagelkerke R square value.

model summary of model 1 model summary of model 2
step -2 Log Cox & Snell R Nagelkerke R -2 Log Cox & Snell R Nagelkerke R
likelihood square square likelihood square square
1 33.99° 0.46 0.61 32.93° 0.47 0.63

a1n (Table 6) WL41AN Nagelkerke Rsquare  fiauwds ZSCORE 61 tlafidusl uazmauuui 2

178 Pseudo R’ (ananldunu R%) 2asdouuud 1 Tanianusumalafusmanudasuiydnaoiy

(7

'
< & o al o

Wwindu 61 iefidus wazsauuud 2indy  dguinisanfiveuseiiasaiuisnaiuie

63 Lafidus uunede ausauuui 1 lan1an  laaaesauils ZSCORE aunadinauaauind

~ a o

u?ﬁm:iﬁé"mwmu%muﬁzmmmn‘uﬁzym (AUDITF) La2W1ANANITNAT (SIZE) tinfiu

° a ! tﬂl a Y v @ &
nngaiveusellasatunsnaiunalanag 63 L g1

Table 7 Predicting the accuracy of the model.

model 1 model 2
predicted predicted
observed auditor's opinion percentage observed auditor's opinion percentage
non GC GC correct non GC GC correct
auditor's non GC 20 2 90.90 auditor's Non GC 20 2 90.90
opinion GC 4 18 81.80 opinion GC 2 20 90.90

overall percentage 86.40 overall percentage 90.90
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