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Abstract



Financial analysis is a process through which qualitative and
quantitative indicators are discovered. These indicators concern the
activities of the enterprise and help in determining its importance, the
features of its operative and financial activities by using the information
which is taken out from the financial statements and other resources.

These indicators can be used later for the evaluation of the firm’s
performance for making decisions. Financial analysis is becoming more
and more important for the world of today due to the increasing role of
the money markets, the availability of so many various financial tools and
their being involved in the so called globalization. Also the growing
phenomenon of privatization, the increasing role of holding companies
particularly the multinational ones coupled with the vast increase in the
activities which they practice, all these have made the administration of
these firms and their customers continuously in need of information and
up to date financial indicators to guide them for making economic
decisions.

The study aims at exploring the nature of the indicators used by
auditors, financial analysts and accountants in predicting the firm’s
financial failure, in terms of the nature and the efficiency of these
indicators and their relative importance.

The results revealed from the study will serve in addition to the
three categories, the social categories who suffer from the failure of firms.
This is because an early warning will be available so that businessmen,
investors and lenders will avoid much of the risks that usually result from
bankruptcy. Also the determination of the nature and the type of the
financial and non-financial indicators which can be used in the prediction
of firm’s financial failure. On the other hand, the authority of stock

markets, control administration and any other units who are associated



with the supervision and control of the accounting profession can

determine the scope and levels of disclosure of the information which

should be available in the published financial statements for improving

the attained benefits which in term help in decision making.

The statistical tests of the study hypotheses have revealed the

existence of differences of tangible significance between those who have

been researched towards the financial ratios which are used to construct

the prediction model, but most of them have agreed upon the verification

of the following hypotheses:

1.

The existence of a direct relation between the financial analysis and
the proper planning.

The effects of financial ratios on the control.

The failure of companies has adverse relation with regard to financial
analysis.

The study has also revealed a number of important findings, the most

important ones are:

1.

Auditors, financial analysts and accountants are responsible for
availing an early warning for the events that disrupt the work of the
companies so as to minimize the moral and material damages that
affect the concerned parties.

For making an early warning available, some indicators should be
used for evaluating the companies ability to go on or stop.

There is a general agreement among the majority of these who have
been researched that there exists a direct relation between the financial
analysis and the proper planning.

They agree that the financial ratios have a direct effect on the control.
They also agree that the prediction of financial failure occurs due to

absence of the financial analysis.
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On the light of the above mentioned results the researcher

recommends the following:

1.

To encourage auditors, financial analysts and accountants on the need
to observe their social responsibilities; that is to enlighten the social
sectors whose interests are connected with the firms’, especially join-
stock ones, of the financial failure of these firms. This is done by
providing early warning in the suitable time.

Auditors, financial analysts and accountants should not only rely on
their efforts and personal evaluation but also make use of the
mathematical or statistical models that are known in this field.

For firm’s future prediction, non financial indicators that related to the
internal and external environment of the firm should be considered
when predicting the future of the firm, such indicators are: the type of
administration, the quality of the product in addition to the legal
environment, and economic trends as a whole.

The extension of the scope of financial ratios to include selected ratios
from the cash flow statements in addition to the basic ratios which are
taken from the income statement and the financial position statement.
In case of high inflation rate, the results which reflect the implied
financial ratios extracted from the statements prepared on accruals
basis.

The necessity of adopting planning methods and becoming ready to
face the possible crisis.

The necessity of modernizing the prediction models from time to time

so as to meet the economic changes.



