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The Role of Financial Modeling in Early
Prediction of Financial Failure in Companies

A Case Study of Al-Dhaman Investment Company

m A. Arafat Mohammed Al-Basheer Al-Jaghalli *

m Abstract:

This study aims to identify the extent to which financial failure prediction
models are used in economic institutions prior to their occurrence, by applying
several financial models commonly used for predicting financial distress — namely,
the Beaver model, the Altman model, the Sherrod model, the Kida model, and the
Zmijewski model — to Al-Dhaman Investment Company. The analysis is based on
the company’s financial statements for the period 2019-2022, with the objective of
achieving early detection of potential financial failure in the company under study.
The research adopts the descriptive—analytical method for the theoretical aspect and
the case study approach for the practical application.

The study reached several key findings, most notably that financial modeling
plays a significant role in identifying financial problems within economic institutions.
Predicting financial failure serves as both a reminder and a warning to all stakeholders
— including the company and both current and potential investors — and reflects the
reliability and integrity of management. Financial indicators and ratios are instrumental
in diagnosing the financial condition of an institution. The causes of financial failure
are diverse, encompassing both internal and external factors, with poor management
being the principal cause leading institutions toward financial distress. The variation
in model results is attributed to differences in the specific variables and financial ratios
employed in constructing each model. Consequently, an institution may be deemed at
risk of failure according to one model while appearing financially sound under another.

e Key words: Financial Modeling, Financial Failure Prediction.

* Lecturer at the Libyan Authority for Scientific Research, Tripoli, Libya
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