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Although tinancial failure is a less ambiguous term than economic failure, even it has
two generally recognized aspects. A firm can be considered a failure il it cannot meet
its current ohligations as they Iall due, even though its wtal assets may exceed its total
liabilities, This is defined as technical insolvency. A firm is a failure, or bankrupt, if’
its total liabilitics exceed a fair valuation of its wotal assets (that is, if the "real” net
worth of the firm is negative).
Heteafter, when the word failure is used, it will mean both technical insolvency and
bankruptcy.
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The Nhterature on hnancial distress is largely composed of two streams: (1) a
descriptive -oriented branch outlining bankruptey acts and legal cases on these acts
and (2} empirical branch in which models to predict the financial status (e,
bankrupt/ nonbankrupt) of corporations are examined. Underlying both 'ilruums of this
literature 18 some aml:ugum ever w hat the term financial distress means”
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Failure (bankruptey) was delined as receivership, voluntary liquidation (crediters).
winding up by court order or equivalent.
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Each alwernative adds factors that are not contemplated in the price of a market

transaction for the asset or liability in question.
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Financial Analysis enables management to periodically assess the extent to which

operating results and financial condition of the [irm are contributing to share price
maximization
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Financial Analysis is used not just to increase profits and rate of return . but more,
important, to enhance corporate cash flow.
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The hasic managerial objective ol linancial analysis is to obtain information that can
be used tor decision-making purposes.
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S P
(PN NP - DUGET I FPREL RS

Carrelations

X1 K2 X3 Xa R X5 X7 £a
%1 1 709 092 28R 025 -.236 2365 352
. 000 485 055 850 059 08% 004

&0 60 60 45 60 &0 50 &0
X2 709 1 -193 213 139 -223 223 285
000 . 127 AB0 289 087 087 028

B0 50 B0 45 60 80 B0 60
X3 092 -.199 1 -.047 013 006 - 008 -.062
485 27 ) 759 821 661 051 630

B0 60 60 45 60 &0 60 60
X4 288 213 .. 047 1 D82 012 012 -.048
055 B0 758 ] 592 .936 936 .756

45 a5 45 45 45 45 45 45
X5 025 139 813 082 1 205 ~.205 170
, 850 289 621 592 ) 118 118 195

' 80" &0 60 45 50 60 60 60
X8 -236 -223 006 02 205 1 -1.000 087
069 087 861 426 118 . 000 509

50 60 &0 45 60 60 60 &0
X7 236 223 -.006 -012 ..205 -1.000 1 - 067
069 087 861 936 116 000 . B0

60 60 80 45 60 60 50 60

X8 362 285 - 082 -Dad 170 067 - 067 1

004 028 539 156 395 B09 609 ]

60 &0 60 45 60 60 5() &0

** Correlation is significant at the .01 level {2-tailed).
* Correlation is significant at the 0.05 level {2-tailed).

Comelalions

1

Xi

591
000
_60

B26
000
B0

X3

C N
382

50

X4

236
19
45

X5

208
O
60

x5

- 221
080
&0

X7

.21
080
650

X8

-243
061
60

** Correlation is significant at the 0.01 leve! {2-tailed}.
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Correlations

)

X1

948
000
50

X2

J82
000
60

A3

-.001
RS
B0

x4

.240
G413
45

X5

- 00+
984
60

X6

- 2589
020
&0

X7

298
020
80

X8

232
075
B0

= Correlation is sighificant at the 0.01 level {2-tailed).
* Caorrelation is significant at the 0.05 lavel {2-lailed).

Discriminant

Analysis Case Processing Summary

Unweighted Cases| Percent | N
Valkl 750 45
‘Excluded Missing or out-of-range group codes 0 0
At least one missing discriminating vanable|  25.0 15
Both missing or out-of-range group codes .0 0

and at least one missing discriminating

variable

Total 250 15
Total 100 0 &0
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Group Statistics

Valid N {listwige)
Y1.1 Unweighted | Weighted

o X1 10 10.000
A2 10 10.000

X3 10 10.000

x4 10 10,000

X5 10 10.000

X6 10 10.000

X7 10 10.000

*8 10 10.000

1 X1 35 35.000
X2 35 35.000

X3 35 35000

p- a5 3A5.000

X5 a5 35.000

X8 35 35 000

X7 as 35 000

X8 a5 35 000

Total X 45 45 000
Xz 45 45000

x3 45 45 000

X4 45 45 000

X5 45 45 000

X6 45 45 000

X7 45 45 000

X8 45 45.000

Analysis 1

Stepwise Statistics

Variables EnteradfRemoved

Wilks' Lambda
Statistic |df1 | df2 df3 Exact F
Step |Entered Statistic df1 df2 Sig,
1 X2 A20 |1 [ 1] 42.000 59 327 1 43.000| 000

At each step, the vanable that minimizes the overall Wilks' Lambda is enterad.

a Maximum number of steps is 16.
b Minimum partial F 1o enter is 2.0,
¢ Maximum partial F to remove is 1,87,
d F level, tolarance, or VIN insufficient far further computation,

Variables in the Analysis

Step

Tolerance

F.to Remove

1

A2

1.000

59,327
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Varables Not in Lhe Analysis

Step Tolerance|  Min, Fto Enter| Wilks'
Tolerance Lambda
4] x1 1.000 1.000 20547 &77
A2 1.000 1.004 59 327 A20
A3 1,000 1.000 2723 840
, A4 1.000 1.000 2.118 933
' ' X5 1.000 | 1.000 | 1.562 965
X6 1.000 1.000 1.249 a72
X7 1.000 1.000 1.249 a72
X8 1.Q00 1.000 2 466 945
1 X1 827 T.627 018 A20
X3 858 o498 1.600 405
x4 884 984 314 417
x5 981 Reieh 1.634 404
Xg 471 a7 017 A20
Xy A7 A71 017 420
X8 289 a8 734 A13
Wilks' Lambda
Mumber of Exact F
Step | Variables |Lambdal df1 |dR2] df2 | Stabslic df1 di2 Sig.
1 1 A20 i 1| 43 59.327 } 43.000 11.256E-09
Summary of Canonical Discriminant Functions
Eigenvalues
Cangnical
Function | Eigenvalue| % of Variance | Cumulative % Correlalon,
1 1,380 100.0 100.0 761 |

a First 1 canonical discarninant functions were used in the analysis.

Wilks' Lambda
Test of Wilks'
Functionis) | Lambda [Chi-square df Sig.
1 420 36,846 1 000

Standardized Canonical Discniminant Function Coefficients

Funclion

1

X2 |

1.000
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Structure Malkrix

Function
1
x2 1.000
X1 B11
X7 AT
XB =171
X5 -.096
X4 076
X3 042
X8 3G

Pooled within-groups correlations belween discriminating variables and standardized
canonical discriminant functions Variables ordered by absolute size of correlation wathin
funclion,

a This varisble not used in the analysis.

Canonical Discriminant Function Coefficients

Function
1
X2 207
{Constant)]  -188

Unstandardized coefficients

Functions at Group Centroids

B Function
Y11 1

0 -2.148

1 514

Unstandardized canonical disciminant functions evaluated at group means

Classification Statistics

Classification Processing Surmmary

Fracessed &0
Excluded  Missing ar out-of-range group codes ]
At least one missing discriminating a0

vanable )
Used in Quiput 1]

Prior Probabilities for Groups

Cases Usedin
Analysis
Frior  [Unweighte| Weighted
¥1.1 d
0 500 10 10.000
1 500 35 35.000
Total 1.000 45 45 000
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Classihcation Results

Predicted Group
Membership
Y19 0 1 Total
ngmal Count 0 13 3 15
1 0 44 44
S 0 81.3 18.8 100.0
1 0 100.0 100.0
Cross- Court o 2] 7 16
wvalidated 1 Q 44 44
% 0 553 438 1000
3 4 100 1.0

a Cross validation is done only Q¢ those cases in the analysis. In cross validaticn, each case
is classihed by the funchons derived from all cases other than thal case,

b 95.0% of original grouped cases correctly classified.

c B8.3% of cross-validated grouped cases correctly classified,

Digcriminant
Analysis Case Processing Summary

Unweighted Cases | N | Percent
Valid 45 750
Excluded Missing or out-of-range group codes 0 0
Atleast one missing dscriminating variable 15 250
Both missing or cut-cl-range group codes and o 0
at least one missing discriminating variable
Total 15 250
Total g0 100.0

Group Statistics

Valid N [listwise)
Y22 Unweighted | Weighted

i X1 15 15 000
Xz 15 15 000

X3 15 15.000

x4 15 15.000

X5 15 15.000

Xxg 15 15.000

X7 15 15.000

X8 15 15.000

1 x1 20 30.000
A2 30 30.000

X3 30 30 000

X4 a0 30 000

X5 a0 a0 000

x5 a0 30.000

X7 30 30.000

X8 30 30.000

Tatal X 45 45.000
x2 45 45.000

\ X3 45 45.000
X4 45 45.000

X5 43 45.G00

X8 45 45000

X7 a5 45000

X8 45 45 000
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Analysis 1
Stepwise Slatistics
Variablas Entered/Remaoved

Wilks' Lambda
Exact F
Step|Entered|  Statistic | dff|df2| df3 [Statisticldfi] df2 | Sig,|
Bl X1 582 1 1 |42.000| 68828 1 |43.000].000
2 X8 349 2| 1 |43.000]| 39198 | 2 142.000].000
3 X2 230 3| 1 [43.000| 27810 3 141.000].000

At gach step, the variable that minimizes the overall Wilks' Lambda is entered.
a Maximum number of steps is 16

b Minimum partial F to enter is 2.0,

¢ Maximum partial F ta remove is 1.87.

d F level, tolerance, or VIN insufficient for further computation.

Yanabiles in the Analysis

Step Tolerange | F to Remove | Witks' Lambda
1 21 1.000 65.828
2 1 994 57.084 B23
X8 894 5136 ag2
3 X1 751 15.544 454
X8 g8z 5535 374
X2 741 2.408 349

Vanables Mot in the Analysis

Min, Wilks'

Step Tolerance | Tolerance | F to Enter | Lambda
0 X1 1.000 1.000 65 R28 392
Xz 1.000 1.000 36.579 540

x3 1.004 1.000 284 953

X4 1.000 1.000 3280 829

, X5 1.000 1.000 000 1.000
' 4] 1.000 1.000 2.235 851
x? 1.000 1.000 2235 831

X8 1.000 1.000 8242 822

1 Xz 751 iy 1.969 374
X3 .850 950 2278 RETH

X4 082 982 202 J3a0

X5 887 987 e |3 388

X6 .954 o .288 _389

X7 884 994 2BB .38g

X8 ad D54 5136 .349

2 Xz A4 741 2.408 330
X3 A0 Bd4 1,983 333

X4 a5z 852 B42 .343

X5 857 BEF . 034 344

xXa 8958 B56 Bd45 342

X7 858 058 B45 342

3 X3 262 g2 BO5 322
X4 .850 ] G99 324

\ X5 811 J06 023 325
X6 853 ik (595 325

X7 853 J37 505 325
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Wilks' Lambda

Number of
wWariables | Lambda | dft | df2 | df3 Exact F
Step Siatigtic ] di df2 5ig.
1 1 392 1 | 1 [ 43 | B6.828 1| 43.000 [2.684E-10 |
2 348 43 359,196 2 42.000 )2 487E-10
3 3 330 3 1143 27.B10 3 41.000 | 5628E-10
Summary of Cancnical Discriminant Funclions
Eigenvalues
Canonical
Function [Eigenvalug % of Variance | Cumulative % _|Correlation
1 2035 1000 1000 819
a First 1 canonical diseriminant functions were used in the analysis.
Wilks” Lambda
Testci Wilks'
Funchonis)| Lambda [Chi-ggquare. i Sig.
1 330 [ 46072 | 3 | 00D

Standardized Canonigal Diseriminant Function Coefficients

| Function
1
x1 739
xz2 334
X8 425
Structure Matnx
Function
1
A1 B74
x2 N=1¥i
A8 325
Xla A12
Xda 036
X5a 028
X6a 014
X7a 014

Poaled wthin-groups correlatons between discriminating vanables and standardizaed
¢anonical discriminant funclions Variables ordered by absclute size of correlation within

function.

a This variable not used in the analysis.
Canonical Discriminant Function Coefficients

Function
"1 . 1
X1 204
x2 Ry
X8 280
(Constant}] -667

Unstandardized coafficients
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Functions at Group Centroids

Funclion
Y22 1
g -1.972
1 986

Unstandardized canonical discriminant funchtons evaluatad at group means

Classification Stalishcs

Clagsification Processing Summary

Processed 60
Missing or out-of-range
Excluded . group codes 0
At least one missing
discriminating variable d
Used in Output 80

Pricr Probabilites for Groups

Cases Used in Analysis

Y22 Pror | Unweighted | Weighted
0 500 15 15.000
1 500 30 30.000
Total 1.000 45 45 000

Classification Results

Fredicted Group
Membership
Y2.2 0 1 Total
.Onginal Count 0 20 3 23
1 0 37 37
% 4l 87.0 13.0 100.0
1 0 100.0 100.0
Crose-validated Count a 18 5 23
1 4] 37 a7
% 0 783 21.7 100.0
1 ¢ 100.0 100.G

a Cross validation is done only for those cases in Lhe analysis. In cross validalion, each case
is classified by the functns derived from all cases ather than that case,

b 85.0% of onginal grouped cases comectly classified,

Cc 91.7% of cross-validated grouped cases correctly classified.
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Abstract

The financial failure of business enterprises with its dilferent concepts is
considered as an attnibute of the time. [ is also considered as a phenomenon that most
countrres of the advanced and developing world suffer from.

The case of the real financial solveney /insolvency of any corporation that
represents the tocus of this study can be specificd through the degree of positively and
integrity relation between the markel value of firm’s assets and its book value.

The study aims at using of a financial state's indicator which is concordant in
its idvelogical Tramework and in its results signilicances with the cash approach ta
form g classification’s function that ¢an be used to discriminate failed and nonfailed
firms .besides specifving the problem latent in adopling the cash approach for
classitication instead of the book appreach and makes doubtful in depending on the
last because the divisible net gains(lossesyare associated with book particularity which
15 strongly attected by the applied accounting practices .a matter leads 10 incredibility
of its validitys significance, hence it is nol reliable 10 be used in the field of°
classitication, besides the {inm's value represents the focal finsncial tirget agrevd upon
as @ slrategic goal, a matter that makes it a commonly aceepted referential Mramework
in the scope of the management and the evaluation rather than the field of maxinzing
accounting or book profit.

The sample of the study includes 15 companies chosen trom the working
companies of indusinial sector in the period from 1996 up 10 1999.According ta the
tradilional book classification, the sample includes prafiting and other loosing
companics. '

The rescarcher depends on data of the financial statements{financial position
stalement, income statement)of.the samples companics. Afier preparing data for
requirements of the statistical analysis. the method of diseriminant analvsis was used.

The study concluded 10 a set of results of which the most important ones arc :
The relative supremacy of cash classitication's model in holding a bigger number of
the independent variables expressing identification of company's value and its
association with a classification's funetion which has a high interpretation ahilily and
4 more accurate and perfect rate of classification compared to the book classification's
madel .in additon to the compleiely concordance of the significance of cash
classification’s medel with the significance of the financiul state's indicator in the
scope ol discritminating belween the sumple’s companies in regard to the state ol the
real financial solvency/insolvency .a matier reflects the cash model's validity in the
scope of classifying sample's companies and the public sector camorations. such
results support the two hypotheses of the study

' The study concluded also to a set of recommendations of which the most
important ones are: The importance of adopting a firm's value by the public sector
corporations as g strategic and focal target for (he finaneial performance. Possibility
of using the financial state's indicator and its results in the feid of the financial
classification and evaluation of the companies. The imponance of the erentation
towards the actual using of the cash classification’s model in matter of [jnancial
classification of these companies |
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