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ABSTRACT

This paper aims to investigate the relationship between cash-based accounting information and
bankruptcy risk with a sample of listed non-financial Turkish Firms. For this purpose, we used Altman
Z, Springate, and Zmijewski models for estimation of bankruptcy risk. These model scores are given as
dependent variables whereas cash flow information; operating, investing, financing cash flows, and cash
flow patterns, and as control variables; firm size and firm age are utilized as independent variables to
investigate this relationship. The empirical results showed that cash-based accounting information is
unable to explain variation in bankruptcy risk of listed non-financial Turkish firms. On these results, it
is thought that the reason for this situation may be that the bankruptcy risk measurement models used in
the literature are based on accrual-based accounting information, so they may have lost their meaning

from a contemporary accounting point of view.
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NAKIT ESASLI MUHASEBE BIiLGILERI iLE iFLAS RiSKi iLISKiNiN INCELENMESI:
HALKA ACIK FIRMALAR UZERINE ARASTIRMA

oz
Bu arastirmada Borsa Istanbul’da pay senetleri islem goren finans sektorii disi firmalar iizerinde nakit

esasli muhasebe bilgilerinin iflas riskini ne derecede agiklayabildigi incelenmistir. Arastirmada
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firmalarin iflas riskini 6lgmek icin Altman Z, Springate ve Zmijewski modelleri kullanilmis olup bu
modellerden elde edilen sonuglar bagimli degisken olarak kullanilmistir. Bagimsiz degiskenler olarak
ise firmalarin nakit akis bilgileri ve kontrol degiskenleri olarak firma boyutu ile yas1 kullanilmistir.
Arastirmanin sonucunda nakit esasli muhasebe bilgilerinin firmalarin iflas riski skorlarini agiklamada
yetersiz sonu¢ verdigi goriilmiistiir. Bu durumun sebebinin yazinda kullanilan iflas riski 6lgme
modellerinin tahakkuk esasli muhasebe bilgilerini temel almasi, dolayisiyla ¢agdas muhasebe bakis

acistyla glinlimiizde anlamliligini yitirmis olabilecegi diistiniilmektedir.
Anahtar Kelimeler: Nakit Esasli Muhasebe Bilgileri, iflas Riski, TMS-7, Nakit Akis Tablosu
JEL Smmiflandirmasi: G33, M40, M41
GENISLETILMIS OZET
AMAC VE MOTIiVASYON

Glinlimiiziin i ortaminda, firmalar bir¢ok zorluk ve riskle karsi karsiyadir. Kiiresellesmenin ve
ekonomik entegrasyonun 6nemli dl¢giide arttig1 ve rekabetin yerelden kiiresel 6lcege evrildigi boyle bir
ortamda, isletmelerin faaliyetlerini ve hedeflerini gergeklestirirken bu riskleri kontrol etmeleri
zorunludur. Bu ¢aligsma, gliniimiiz is diinyasinda firmalarin karsilagtigi en énemli risklerden biri olan

iflas riskini aragtirmay1 amaglamaktadir.

Mevcut literatiirdeki iflas riski modellerinin ¢ogu tahakkuk esasli muhasebe bilgilerine
dayanmaktadir. Ancak gilinlimiiziin ¢agdas muhasebe biliminde odak, tahakkuk esasli muhasebe
bilgilerinden nakit esasli bilgilere hizla kaymaktadir. Dolayisiyla boylesine onemli bir konunun, nakit
temelli finansal bilgi bakis acisiyla arastiritlmas1t muhasebe, finans ve isletme literatiiriine 6nemli katkilar

saglayacaktir.
ARASTIRMA YONTEMI

Bu c¢alismada sirketlerin iflas risklerini Olgmek igin literatiirdeki en popiiler {i¢ model
kullanilmaktadir. Bu modeller sirasiyla Altman Z, Springate ve Zmijewski modelleridir. Iflas riski
skorlar1 bagimli degisken olarak kullanilirken, nakit akis profilleri, faaliyet nakit akislari, yatirim nakit
akislari, finansman nakit akislari, firma biiylikliigii ve firma yas1 ise bagimsiz degisken olarak baz
alimmigtir. Ekonometrik yontem olarak havuzlanmis OLS yontemi segilmistir. Modellere iliskin

degiskenler listesi Tablo 1°de verilmistir.

Zmij_ X =, + BLNTA+ B,AGE + B,CFP+ 8,CFO_TA+ B.CFI _TA+BCFF_TA (M1)

Altman_Z = a, + BLNTA+ ,AGE + B,CFP + B,CFO_TA+A.CFl _TA+B.CFF_TA (M2)
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Springate_S =y, + BLNTA+ 8,AGE + B,CFP+ B,CFO_TA+ ACFl _TA+B.CFF_TA (M3)

Degisken Kodu Tanimi Olgiimii
LNTA Firma Boyutu Toplam aktiflerin logaritmasi
AGE Firma Yas1 Firmanin yas1
CFP Nakit Akis Profili Kukla degisken, firma tespit edilen nakit
akis1 profili grubundaysa 1, aksi halde 0 alir.
CFO_TA Esas Faaliyet Nakit Akist | Esas Faaliyet Nakit Akis1 / Toplam Aktif
CFI_TA Yatinm Faaliyetlerinden | Yatirim Faaliyetlerinden Nakit Akist /
Nakit Akist Toplam Aktif
CFF_TA Finansman Finansman Faaliyetlerinden Nakit Akis1 /
Faaliyetlerinden Nakit | Toplam Aktif
Akisi
Altman_Z Altman Z Skoru Altman_Z=6,56X;+3,26X,+6,72X5+1,05X4
X1: Net Isletme Sermayesi/Toplam Aktif
Xz: Birikmis Karlar/Toplam Aktif
X3: FVOK/Toplam Aktif
Xs:  Ozkaynak Defter Degeri/Borglarin
Defter Degeri
Springate_S Springate S Skoru Springate
_S=1,03X1+3,07X2+0,66X3+0,4X4
Xi: Isletme Sermayesi/Toplam Aktif
Xz: FVOK/Toplam Aktif
Xs: FVOK/KVYK
Xa: Net Satiglar/Toplam Aktif
Zmij_X Zmijewski X Skoru Zmij_X=-4,3-4,5X;+5,7X,-0,004 X3

Xi1: Net Kar/Toplam Aktif
Xz: Toplam Borg/Toplam Aktif
Xa: Donen Varliklar/KVYK

Arastirmanin drneklemi, finans sektorii disinda, 2015-2019 yillar arasinda BIST'te kesintisiz islem

goren tiim sirketleri (224 sirket) kapsamaktadir. Tespit edilen 46 aykir1 gézlem degerinin ¢ikartilmasi

sonucunda analizler 1074 kesin gozlem ile gergeklestirilmistir.
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BULGULAR VE TARTISMA

[k modelimizde bagimli degisken olarak Zmijewski X skorlari kullanilmistir. Bu model sonuglarina
gore, X puani ile firma biiylikliigii arasindaki iliskinin pozitif ve istatistiksel olarak anlamli oldugu
bulunmustur. Bu durum, firma biiylikliigiindeki artigin Tiirkiye'deki finansal olmayan firmalarin iflas
riskini de artirdigini gostermektedir. Bu modelin ikinci bulgusu, firma yasi ile X puanlarin negatif
iligkili oldugu ve bu iliskinin istatistiksel olarak anlamli oldugudur. Bu sonug firma yas arttik¢a iflas
riskinin azaldigimi gostermektedir. CFO_TA ve X skor degiskenlerinden de benzer bir sonug elde
edilmigtir. Borsaya kayitli Tiirk firmalan i¢in, faaliyet nakit akiglar arttikca iflas riski azalmaktadir.
Ayrica borsada igslem goren Tirk firmalari i¢in finansman faaliyetlerinden kaynaklanan nakit akis
arttikga iflas riskinin azaldig: goriilmektedir. Ikinci modelimiz, bagimli degisken olarak Altman Z
puanlarin1 kullanmaktadir. Model 2 sonuglarina gore, tiim degiskenler Altman Z puanini agiklamakta
yetersizdir. Sasirtici bir sekilde, Model 2 sonuglari, nakit akisi bilgileri ile iflas riski arasinda istatistiksel

olarak anlaml bir iligki olmadigin1 géstermektedir.

Nakit temelli muhasebe bilgilerinin iflas riski tizerindeki etkisini arastirmak i¢in son model, bagimli
degisken olarak Springate modelini kullanan model 3'tiir. Model 3'{in bulgulari, model 1 sonuglarin
desteklemektedir. Model 1'e benzer sekilde, bu model de gerileyen firma profili ile iflas riski arasinda
pozitif ve dogrusal bir iligki bulmaktadir. Model 1'in aksine, model 3 sonuglari firma biiyiikliigiiniin iflas

riski lizerinde 6nemli bir etkisinin olmadigin1 géstermektedir.
SONUC VE ONERILER

Bu ¢aligma, nakit bazli muhasebe bilgilerinin iflas riskini agiklamada zayif bir etkiye sahip oldugunu
ortaya koymaktadir. Calisma modellerinde bazi énemli degiskenler tespit etmemize ragmen, genel
olarak, modellerimiz iflas riskinin sadece kiigiik bir boliimiinii agiklayabilir. Bu sonuglarin literatiirdeki
bir¢ok iflas riski modelinin giincelligini yitirmis olmasindan kaynaklanabilecegini iddia etmekteyiz. Bu
modeller tahakkuk esasli muhasebe verilerine dayanmaktadir. Ayrica bu modellerin ortaya atilmasindan
bu yana kiiresel ekonomide, finansal raporlamada, muhasebe biliminde ve muhasebe standartlarinda
bircok degisiklik olmustur. Iflas riski literatiiriiniin nakit bazli muhasebe bilgilerine dayali olmasi

gereken ¢agdas modellere ihtiyact oldugunu 6nermekteyiz.
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1. INTRODUCTION

In today’s business environment, firms face many challenges and risks. In such an environment
where globalization and economic integration have increased significantly and competition has evolved
from a local to a global scale, it is imperative for businesses to control these risks in realizing their
activities and objectives. This study aims to investigate bankruptcy risk which is one of the most

important risks that firms encounter in today’s business world.

Many of the bankruptcy risk models in the current literature are based on accrual-based accounting
information. But in today’s contemporary accounting science, the focus has been shifting from accrual-
based accounting information to cash-based information rapidly. Thus, we believe that investigating
such an important topic with a contemporary accounting perspective, which is cash-based financial

information will important contributions to accounting, finance, and business literature.

Some studies in the literature investigate cash flow information and bankruptcy risks of firms. One
of the pioneer studies is conducted by Ward and Foster (1997). With a sample of financially distressed
and not distressed firms in the U.S., Ward and Foster (1997) applied a binary regression model. The

findings of this study showed that cash flows are the most important predictors of financial distress.

Gentry et al. (1990) analyzed financial statements of 333 firms to reveal the relationship between
financial distress and cash flow components. After some comprehensive analysis, they demonstrated
that the financial health of a firm highly depends on its ability to generate sufficient cash flow from

operating activities.

Kordestani et al., (2011) studied on financial distress and cash flows of Iranian firms. They used data
from 70 financially healthy firms and 70 financially distressed ones and investigated whether lagged
values of cash flows can predict financial distress. Their empirical model showed that by using different
components of cash flows, bankruptcy risk can be predicted from one, two, and three years before the
financial distress occurs. A similar study is carried out by Kamaluddin et al., (2019). In their study,
Kamaluddin et al., (2019) investigated the explanatory ability of cash flow ratios on the financial distress
of Malaysian firms. Their results indicate that cash flow ratios can be used faithfully for the prediction

of bankruptcy risk.

An interesting study on this topic is conducted by Giarto and Fachrurrozie (2020). In their study,
Giarto and Fachrurrozie (2020) examined Indonesian chemical sector firms and analyzed the effect of
financial leverage, sales growth, and cash flows on financial distress with moderating role of corporate
governance. The abovementioned study showed that financial leverage has a positive and significant

impact on bankruptcy risk while sales growth and cash flows performed negative and significant effects.

0S75



Tiirker ACIKGOZ
Muhasebe Bilim Diinyas1 Dergisi 2022, 24 (MODAVICA Ozel Sayis1), 0S71-0S85

On the other hand, corporate governance moderates the influence of financial leverage and sales growth

on bankruptcy risk.

Arlov et al. (2013) investigated whether cash flows affect business failure prediction using
bankruptcy models. They conducted their study both on financially failed and non-failed firms to display
whether the predictive ability of cash flows works on financial distress. Their findings showed that using

cash flow information makes better financial distress predictions possible.

Sayari and Mugan (2013) investigated the impact of cash flow components on the financial distress
scores of listed firms on the Istanbul Stock Exchange. Their study aims to analyze whether cash flow
components have an explanatory effect on bankruptcy risk the and financial health of firms. The results
of this study showed that there is an inverse relationship between operating cash flows, firm size, and
bankruptcy risk of firms. On the other hand, Sayari and Mugan (2013) found that financing cash flows
have a positive effect on bankruptcy risk. Although there is a study on Turkish firms which investigated
financial distress scores and cash flow components already, that study (conducted by Sayari and Mugan,
2013) utilize a dataset from 2005-to 2009. In the intervening time, many changes have been experienced
in Turkey both in terms of accounting standards and macroeconomic and financial risks. For this reason,
the relationship between bankruptcy risk and cash flows of Turkish companies has been examined by
reviewing the situation with both a more recent (2015-2019) and a larger data set (224 companies) and

including different bankruptcy risk models as well.

2. METHODOLOGY AND VARIABLES ESTIMATION

In this study, the extent to which the bankruptcy risks of companies can be explained by cash-based
accounting information and the relationships between them will be examined. For this reason, three
bankruptcy risk models, which are the most frequently used in the literature, are used to measure the

bankruptcy risk of companies.

2.1. Research Models

We used the three most popular models in the literature to measure the bankruptcy risks of
companies. These models are Altman Z, Springate, and Zmijewski models respectively. Financial
distress scores are used as regressand variables whereas cash flow profiles, operating cash flows,
investing cash flows, financing cash flows, firm size, and firm age are our regressor variables. We

choose pooled OLS method for the econometric method.
Zmij _ X =y + S LNTA+ B,AGE + S,CFP + 8,CFO _TA+ S.CFl _TA+ BCFF _TA (M1)

Altman_Z = a, + BLNTA+ ,AGE + B,CFP + B,CFO_TA+A.CFl _TA+B.CFF_TA (M2)
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Springate_S =y, + BLNTA+ 8,AGE + B,CFP+ B,CFO_TA+ ACFl _TA+B.CFF_TA (M3)

Three research models of this research are given above, equation M1, M2, and M3 respectively. In

addition, model variables and their estimations are given in Table 1.

Table 1. Model Variables

Variable Code Definition Measurement

LNTA Firm Size Log of Total Assets

AGE Firm Age Firm Age

CFP Cash Flow Profile The dummy variable takes 1 if the firm is in the group
of the estimated cash flow profile and O otherwise

CFO_TA" Operating Cash Flows | Operating Cash Flows / Total Assets

CFIL_TA" Investing Cash Flows | Investing Cash Flows / Total Assets

CFF_TA" Financing Cash Flows | Financing Cash Flows / Total Assets

* Cash flow components are given in a normalized way. We divided cash flow components by total assets for having better

results from econometric models.

The sample of the study included all companies (224 companies) listed in BIST continuously
between the years 2015-and 2019, except for the finance sector. We detected 46 outlier observations
and subtracted them from 1120 firm observations. So, our analyzes were carried out with 1074 firm

observations.

2.2. Financial Distress Models
2.2.1. Altman Z Score Model

The Z-score model developed by Altman (1968) is a frequently used bankruptcy risk measurement
model in the literature. The original model was developed for publicly traded manufacturing firms.
Afterward, Altman (1993) modified the original formula and extended the scope of Z-Score for both
private (or publicly traded) firms and non-manufacturing (or manufacturing) firms. Thus, the latest
version of Z-Score is applied since this study uses data from many different sectors. Z-Score model
developed by Altman (1993) is given in Equation 1. The explanations of the variables are given in Table
2.

Z =6,56X,+3,26X, +6,72X, +1,05X, )
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Table 2. Altman Z-Score Variables

Variable Measurement
X1 Net Working Capital / Total Assets
X2 Retained Earnings / Total Assets
X3 EBIT / Total Assets
X4 Book Value of Equity / Book Value of Debt

According to Altman (1993), firms with a Z score lower than 1.10 are at a high risk of bankruptcy,
those between 1.10 and 2.60 are in the gray area, and others with a Z score higher than 2.60 are in the
safe zone. The model results in the vast majority of Turkish non-financial firms having a low risk of
bankruptcy. According to the Altman Z model, on average, 56 firms per year (%25) have a high risk of
bankruptcy whereas 135 firms per year have a low level of bankruptcy risk (%60). The number of firms
in these groups are fluctuating around the mean.

Table 3. Altman Z Model Results

Altman Z Model Results

High Risk |Frequency | Grey Area | Frequency Low Risk Frequency
2015 49 21,9% 26 11,6% 149 66,5%
2016 60 26,8% 30 13,4% 134 59,8%
2017 49 21,9% 44 19,6% 131 58,5%
2018 61 27,2% 30 13,4% 133 59,4%
2019 62 27,7% 30 13,4% 132 58,9%

2.2.2. Springate Model

Springate S score model was developed by Springate (1978) and it is the second bankruptcy risk
model used in the study. The Springate model is based on discriminant analysis. Model variables are

given in Table 4 and the model equation is given in equation 2.

S =1,03X, +3,07X, +0,66X,+0,4X, 2

Table 4. Springate Model Variables

Variable Measurement
X1 Working Capital / Total Assets
X2 EBIT / Total Assets
X3 EBT / Current Liabilities
X4 Net Sales / Total Assets
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In the Springate model, it is interpreted that firms with an S score above 0.862 are financially healthy,
while small ones are at risk of bankruptcy. The results of the Springate model are given in Table 5.
According to the model results, more than half of the firms in our sample are financially healthy firms
with a low level of bankruptcy risk. As the Springate model indicates, on average, 116 firms per year
(%52) have a high level of financial distress whereas 108 firms performed with a low level of financial

distress (%48).

Table 5. Springate Model Results

Springate Model Results

High Risk Frequency Low Risk Frequency
2015 115 51,3% 109 48,7%
2016 127 56,7% 97 43,3%
2017 116 51,8% 108 48,2%
2018 105 46,9% 119 53,1%
2019 118 52,7% 106 47,3%

2.2.3. Zmijewski Model

The Zmijewski X score is a model that measures bankruptcy risk based on a firm's performance,
financial leverage, and liquidity. The model equation is given in equation 3 and its variables are given
in Table 6.

X =—4,3-4,5X,+5,7X,—0,004X, 3

Table 6. Zmijewski Model Variables

Variables Measurement
X1 Net Profit / Total Assets
X2 Total Debt / Total Assets
X3 Current Assets / Current Liabilities

If the X score obtained in the Zmijewski model is less than O, it is interpreted that the firm is
financially healthy, and if it is larger than zero, then it is evaluated as having a risk of bankruptcy
(Djamaluddin et al., 2017). Model results are given in Table 7. Zmijewski’s model results show that the

majority of firms are not at risk of bankruptcy.
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Zmijewski Model Results
High Risk Frequency Low Risk Frequency
2015 37 16,50% 187 83,50%
2016 47 21,00% 177 79,00%
2017 49 21,90% 175 78,10%
2018 51 22,80% 173 77,20%
2019 53 23,70% 171 76,30%

2.3. Cash Flow Profiles

The cash flow profiles method is based on studies by Gup et al. (1993), Bruwer and Hamman (2005),

and Dickinson (2011). This method has been developed based on the signs of the cash flows arising

from the three main activities; operating (CFO), investing (CFI), and financing (CFF) cash flows. This

method helps us to categorize firms according to certain stages of the firm life cycle. The cash flow

profiles application and results of listed Turkish firms are given in Table 8. In parallel with the findings

obtained in many studies in the literature, the most common business profiles are Successful, Growing,

and Young businesses, respectively.

Table 8. Cash flow profiles of listed Turkish firms

Cash Flow Signs | Cash Flow Profile 2015 2016 2017 2018 2019

Profile 1- (+,+,+) |Unusual Situation (%2,7) (0/80) (%i,S) (%3’4) (%?),9)
Profile 2- (+--) | Successful Firm (%;?1,8) (%%,6) (%22,7) (%23,7) (°/ol£?88,2)
Profile 3- (+,+,-) | Restructuring Firm (%177,6) (%150) ( 0/025?,9) ( %177’6) ( %2§9)
i o263 | oman) | o232 | o1 | oeies)
Profile 5- (-,+,+) | Declining Firm (%52”2) (%2’7) (0/01(;1,3) (%3,0) (%;5,7)
Profile &- (--+) | Young Firm (%g?A) (%%,5) (%22,9) (%ig,e) (%1%,8)
Profile 7- (~+.-) | Liquidation (%125) (%;,1) (%1,8) (%;,1) (%52),2)
Profile 8- (-,-,-) Unusual Situation (%3’4) (%141’9) (%5,9) (%i,S) (%1,8)

3. FINDINGS AND DISCUSSION

Before introducing regression model results, correlation coefficients of dependent and independent

variables are given in Table 9. As the results exhibit, most of the variables have low degree correlations.

Operating cash flows have an inverse and moderate degree correlation with investing cash flows and
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financing cash flows. Similarly, there is also an inverse and moderate degree correlation between
financing cash flows and investing cash flows. Although Altman Z scores show no significant
correlation with others, Zmijewski X scores and Springate S scores correlate inversely, and this

relationship is moderately strong.

Table 9. Correlation Matrix

AGE Altrgan_ Sprinsgate_ Zmij X LNTA C_Ilfg_ C'Il':AI\_ C_Ilf;_
AGE 1
Altman_Z -0,01 1
Sp”r‘sgate— 006 0,00 1
Zmij X  -0,08 0,01 -0,46 1
LNTA 0,20 0,04 0,05 0,06 1
CFO_TA 0,07 0,01 0,35 -0,16 0,20 1
CFI_TA 0,04 0,03 -0,05 0,04 -0,12 -0,30 1
CFF_TA -0,12 -0,03 -0,19 0,07 -0,10 -0,61 -0,33 1

Regression model results are given in Table 10. Firstly, almost in all models, there is no statistically
significant relationship between cash flow profiles and bankruptcy risk except profile 3, restructuring

firms.

In our first model, Zmijewski X scores are used as dependent variables. According to this model
results, it is found that the relationship between X score and firm size is positively and statistically
significant. This indicates that an increase in firm size also increases the bankruptcy risk of non-financial
firms in Turkey. The second finding of this model is that firm age and X scores are negatively related
and this relation is statistically significant. This result demonstrates that as firm age increases,
bankruptcy risk decreases. A similar result has been obtained from CFO_TA and X score variables.
There is an inverse relationship between these variables and this relationship is significant at a %99
confidence interval. For listed Turkish firms, as operating cash flows increase, bankruptcy risk
decreases. In addition, we find that CFF_TA and X score are inversely related and this relationship is
statistically significant. This finding indicates that as cash flow from financing activities increases,
bankruptcy risk decreases for listed Turkish firms. Lastly, on Zmijewski score-based regression model,
we estimate a positive and statistically significant (at %90 confidence level) impact of restructuring firm
profile on bankruptcy risk. Other variables in this model have no significant impact on bankruptcy risk.

The explanatory ability of model 1 is represented by R2 According to the R? value, cash-based
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accounting information can explain only %9,7 of the variation in bankruptcy risk. To evaluate model
results, F statistics are given in Table 10. As F statistics is 9,603 (p<2,2e-16), model 1 is statistically

significant for the evaluation of obtained results.

Table 10. Regression Models Results

M1 Results (Zmijewski X) M2 Results (Altman Z) M3 Results (Springate S)

Est. | Std. Er. t Pr. Est Std. Er. t Pr. Est. Std. Er. t Pr.

(Intercept) |-4,90| 0,81 |-6,08(0,00| 25,64 | 28,66 | 0,90 |0,37 | 1,38 0,46 3,04 0,00

LNTA 09| 003 |581]000| 1,43 1,04 | 138)|0,17| -0,03 002 |-142| 0,16

AGE -0,01| 0,00 |-3,30(0,00| -0,08 0,10 |-0,76|0,45| 0,00 0,00 1,16 0,24

Profile_2 | 0,71 | 057 |1,27|0,21| -26,17 | 20,60 |-1,27|0,20 | -0,53 032 |-164| 0,10

Profile_3 | 1,00 | 059 | 1,71|0,09| -24,86 | 21,24 |-1,17|0,24 | -0,61 033 |-184| 0,07

Profile_4 | 0,68 | 056 |1,22]0,22| -28,20 | 20,58 |-1,37|0,17 | -0,33 032 |-103| 0,30

Profile. 5 | 0,20 | 063 | 0,16 |0,87 | -36,10 | 22,41 |-1,61|0,11| 0,06 0,35 0,18 0,86

Profile. 6 | 083 | 057 |147|014 | -2854 | 20,72 |-1,38|0,17| -0,10 032 |-030| 0,77

Profile_7 | 034 | 065 |052|0,61| -3567 | 22,97 |-155|0,12| -0,27 037 | -0,72 | 0,47

Profile.8 | 036 | 070 |052]0,60| -17,92 | 24,46 |-0,73|0,46| 0,06 0,39 0,15 0,88

CFO_TA |-6,39| 1,01 |-6,30|0,00 | -12,03 | 27,03 |-0,45]|0,66 | 7,04 0,57 |12,29 | 2e-16

CFI_TA |000| 1,36 |0,00|100| 18,15 | 33,32 [ 055|059| 2,28 0,77 2,98 0,00

CFF_TA |-235| 1,14 |-2,06|0,04| -10,87 | 26,86 |-0,38|0,71| 1,53 0,64 2,37 0,02

0,007
R? 0,087 R? 0,008 R? 0189
Adj.R? | 9603(p- AdiRE| ) AGR' | o0 oe
F Stat. Va'Uelig)lee' FStat |\ aiue:0.7776) FStat | | alue:<2,2e-16)

Our second model utilizes Altman Z scores as the dependent variable. According to model 2 results,
all variables fail to explain the Altman Z score. Surprisingly, Model 2 results indicate that there is no

statistically significant relationship between cash flow information and bankruptcy risk.

The last model for investigating cash-based accounting information effect on bankruptcy risk is
model 3 which utilizes the Springate model as the dependent variable. The findings of model 3 support

model 1 results. Similar to model 1, this model also finds a positive and linear relationship between
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restructuring firm profile and bankruptcy risk. Contrary to model 1, model 3 results show that there is
no significant impact of firm size on bankruptcy risk. However, we reach the following findings: an
increase in operating, investing, and financing cash flows will decrease the financial distress of non-
financial listed Turkish firms. Model 3 displays no other statistically significant relationships. Finally,
model 3 can explain %18,5 variation in S-scores with F-value of 20,08 (p-value:<2,2e-16). For the
multicollinearity problem, we calculate VIF scores and find that only Profile_2, Profile_4, and Profile_6

perform multicollinearity and the others are in the range of 1<VIF<5.

4. CONCLUSION

In business and economics sciences, a for-profit firm’s purpose is defined as maximizing economic
profit which can be interpreted as maximizing firm value for shareholders. All of a firm’s operations,
activities, and efforts should be shaped parallel to this purpose. However, the concept of ongoing
concern has an important place in achieving this goal. For achieving the purpose, one must survive. To
reach its goals, a firm should in a financially healthy position. If a firm is not financially healthy, there
may be many problems arise such as an increase in the cost of capital, decreases in multipliers, being
have to sell fixed assets, etc.

Bankruptcy risk is usually measured with financial distress models which are very popular in
literature. But main problems with these models are that they utilize accounting information which is
from the statement of financial position and statements of profit and loss. Thus, these models are based
on accrual-based accounting information. But contemporary accounting and finance theory and
perspective suggest that bankruptcy risk is related to cash flows management. If a firm’s cash inflows
and outflows are not managed effectively, there may be a bankruptcy occurs. For this reason, this study

investigated bankruptcy risk with cash-based accounting information.

We firstly find that the only cash flow profiles that have any impact on bankruptcy risk are
restructuring firms. Our findings suggest that restructuring firms have significantly higher bankruptcy
risks. In addition, larger firms (in monetary size) tend to have higher bankruptcy risks. Besides, model
results suggest that operating cash flows are important in accounting for bankruptcy risk. Firms should
manage their operating cash flows for a healthier financial position. For financing cash flows,
econometric models with Zmijewski and Springate models display that higher financing cash flows
decrease bankruptcy risk. While the Springate model indicates that an increase in investment cash flows
is also decreasing bankruptcy risk, the Zmijewski model does not support this finding. Most importantly,
the econometric model with the Altman Z score does not show any significant relationship between cash

flow information and bankruptcy risk. Thus, some of our findings are contradictory. These contradictory
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results may be due to different applications of IAS-7. In our sampling period, we detected this problem.
It has been seen that some firms reported dividend payments, dividend income (from subsidiaries), and
paid interest (due to long-term borrowing) under operating cash flows, and others do strictly reverse
decisions or some different applications. These are only some examples that we have observed and there

are more mistakes or different applications of 1AS-7.

This study finds that cash-based accounting information has a weak degree of effect on explaining
bankruptcy risk. Even though we detect some significant variables in study models, overall, our models
can explain only a small part of bankruptcy risk. We assert that these results may arise from the fact that
many bankruptcy risk models in the literature are old-dated. These models are based on accrual-based
accounting data. In addition, there have been many changes in the global economy, financial reporting,
accounting science, and accounting standards since these models are put forward. We suggest that the
literature on bankruptcy risk needs contemporary models which should be based on cash-based

accounting information.

YAZARIN BEYANI

Bu calismada, Arastirma ve Yayin Etigine uyulmustur, ¢ikar catigmasi bulunmamaktadir ve de
finansal destek alinmamustir.
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