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This paper examines the extent to which related party credit and transaction variables help enhancing
the forecast of non-public company defaults. Controlling for Joint Credit Information Center (hereafter
JCIC) rating, which is developed on financial and fundamental variables, for non-public company, we
document that the rating of the related public companies as well as four related party transaction variables
have incremental explanatory power in predicting the default of these firms. The four transaction variables
include: 1. Chairmen of public companies standing guarantee for the sample non-public companies. 2.
Public companies making sales to sample non-public companies. 3. Public companies lending funds to
sample non-public companies. 4. Public companies borrowing funds from sample non-public companies.
The findings support the notion of incorporating the related party credit and transaction variables as
adjusting factors in calibrating the present JCIC model in order to increase its discriminative power. The
results of our paper contribute to not only the banks for loan assessment and risk management but also the

authority for financial supervision.

Key Words: related party transaction, related party, default probability.
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