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Abstract

Due to real estate industry is one of the pillar industries in national economy,
research on financial risk management for China’s listed real estate companies can be
of great importance. Because of high financial risk owned by real estate industry,
listed real estate companies should strengthen financial risk management. In the
whole process of financial risk management, financial risk assessment is a critical
portion. Therefore, study on financial risk assessment of China’s listed real estate
companies is of great significance. This paper aims to modeling a financial risk
assessment model for China’s listed real estate companies that evaluates the degree of
financial risk seriousness, thus provides early warnings and helps companies operate
in a more effective way.

Since the degree of financial risk seriousness can be abstract, this paper judges
the degree of seriousness by whether listed companies will be under ST, the intuition
is that if a company will be under ST, it implies serious financial risk within the
company and the company is lack of proper control over financial risk. Thus, before
the listed companies’ being under ST, financial risk has become serious. The logic is
judging the degree of financial risk seriousness by whether listed companies will be
under ST. If a company will probably be under ST, the financial risk within the
company is high, and contrarily the financial risk within the company is under control.

This paper firstly reviews the previous study on financial risk assessment method
by scholars at home and abroad, and then chooses the Binary Logistic Regression
Model as an analytical tool in this paper after analyzing and comparing different
financial risk evaluation methods. Secondly, this paper introduces the definition of
risk, the definition of financial risk and characteristics of financial risk Then, the third
part categorizes the risks in real estate industry, including financial risks, investing
risks, working assets risks and liquidity risks. For each risk category, several financial
indices are chosen as the independent variables for the Binary Logistic Regression

Model. And in the empirical part, empirical data is used to build up the Binary

I



Logistic Regression Model to decide the degree of financial risk seriousness of
China’s listed real estate companies. Lastly, this paper uses the built Binary Logistic
Regression Model to evaluate the financial risk of China’s listed real estate companies
in year 2010.

The primary empirical analyze sample consists of observations from listed real
estate companies between 2001 and 2010. The dependent variable is whether the
listed real estate companies were under ST, the independent variables are indices that
reflect financial risks from different categories of risks. The purpose of risk
assessment is to provide early warnings, thus this paper chooses the data three years
prior of the listed real estate companies being under ST, uses stepwise
regression-WALD method to build up the Binary Logistic Regression Model.

Main conclusions in this paper are as follows,

1. The financial risk evaluation model which applies China’s listed real estate
companies is builded up through the study on China’s listed real estate companies.
After the analyzing and checking, the Binary Logistic Regression Model to decide the
degree of financial risk seriousness of China’s listed real estate companies is accurate
and useful.

2. Asset, long-term liabilities and working capital ratio, operating margin ratio,
asset-liability ratio, net operating index, main business revenue growth and operating
profit growth are the seven key indices reflecting the financial risk seriousness of
China’s listed real estate companies. Among them, net operating index and main

business revenue growth have the best explanatory power.

Key Words: financial risk; risk assessment; real estate; logistic regression
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