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The effect of using cash flow indicators on the possibility of predicting future financial distress :
An applied study on a sample of industrial companies listed on the Irag Stock Exchange

Ali Abdul-Hussain Hani Al-Zamili ™ . Mubhsin jassim muhammed b
University of Al-Qadisiyah / College of Administration and Economics.

Abstract

This research aims to conclude a set of indicators derived from the list of cash flows that have a weight that can be
used to predict the faltering of industrial companies listed on the Iraq Stock Exchange early in order to alert
departments in a timely manner to take appropriate corrective measures. In order to achieve this, (16) indicators
derived from the statement of cash flows are used for a sample of (8) companies, half of which are distressed, and the
other half are non-distressed for the period (2016-2018). The analysis is performed using the method of multiple
discriminatory analysis. In order to get the best set of cash flow indicators through this, a predictive model can be
built that helps to distinguish the distressed and non-performing companies. (5) indicators have been reached through
which a predictive model has been built through that the objectives of the research can be achieved, which are as
follows:

Z =-1.873x1-0.416x2 + 2.137x3 + 0.198x4 + 0.307x6

The accuracy of the model is also tested in predicting the default of industrial companies listed on the Iraq Stock
Exchange, a year before the distress, and the degree of accuracy was 87.5%. However, in the second and third years
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preceding the distress, the accuracy of the model was 62.5%. The study recommends the necessity of the Iraqi
industrial companies adopting the predictive model and making use of its outputs for the purpose of early prediction

of financial failure to take appropriate corrective measures.

Key words: cash flows, indicators of evaluating financing policies, financial flexibility, forecasting, financial distress.
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Variance % Correlati
on
1 2.416a 100.0 100.0 841
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Standardized Canonical Discriminant Function Coefficients

X1
X2
X3
X4
X6

Function-1-
-1.873
-0.416
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0.307
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Functions at Group Centroid

Y
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Function
1
-1.043
1.043

Unstandardized canonical discriminant functions evaluated at group means
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Classification Results

Y
0.00
N Count 1.00
Original
% 0.00
1.00

Predicted Group Membership Total
0.00 1.00
3 1 4
0 4 4
75.0 25.0 100.0
0.0 100.0 100.0

a. 87.5% of original grouped cases correctly classified
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