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Usefulness of Cash Flow Information
to Predict Corporate Bankruptcy

Emi Kondo

Also in Japan, the importance of cash flow information has been increasingly recognized
these days. The purpose of this paper is to test empirically whether operating cash flow data is
useful to predict corporate bankruptcy.

In this study, 30 firms that filed for bankruptcy during the period 1980-98 are obtained to
match the 30 non-bankrupt firms chosen from the same industry group, respectively. Using the
sample of the 30 matched pairs, Discriminant analyses are conducted for five years prior to
bankruptcy. Seven financial ratios are examined in this paper, three of them are cash flow-based
ratios and the others are accrual-based ratios.

Among them, operating cash flow ratios are statistically significant to predict bankruptcy for
years two and three prior to bankruptcy, they, however, do not have enough explanatory powers in

the year of bankruptcy. Above all, operating cash flow to total assets was found to be the best one.



