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Abstract

The current study aimed to reach the best set of financial indicators prepared
in accordance with cash flow information that can be used to predict the failure of
commercial banks. To achieve this, (14) financial ratio were calculated for a sample
consisting of (6) commercial banks, by using cash flows statements for the five
years 2000, 2001 2002, 2003, 2004.

These indicators were analyzed using cluster analysis method for classifying
the study sample commercial banks, into two groups first group includes: banks,
which suffering from insolvency and financial failure, while the second group
includes banks, which do not suffer from insolvency and financial failure. Then
these indicators were analyzed by using linear-discriminate analysis for access to
the best model of the financial indicators to distinguish between tow groups.

The cluster analysis resulted revealed that there are (8) financial ratios
demonstrated the ability to distinguish between banks which suffer from insolvency
and financial failure and banks that do not suffer from that. These financial
indicators are: coverage of deposits ratio, Financial Leverage Ratios, operating /
investment in loans ration, return rate on equity, return rate on cash deposits, return
rate on total assets, quality of revenues ratio, and The Quality of Income Ratio.

The researcher achieves to multivariate statistical model that aims to find
differentiate between these banks. This model depends on low quality of the income
generated from the income of the current activity, inadequate capital, high
investment loans and credits which granted to customers. This model takes the
following form:

Z.=.776 - .239 R3 + .958 R8 + 2.482 R13
Where:

Z = Reflect the value of the final discrimination equation

R3= Financial Leverage Ratios for Commercial Bank

R8= operating / investment in loans ration / Operating + funding
R13 = The quality of revenues ratio for Commercial Bank

Cut point= - 1.37

The model can classify about 93.3% of the banks suffering from insolvency
and failure, and banks that do not suffer from that. The results showed that the
ability of the model discrimination was at 100% in the first, second and third year of
the limits of financial failure. Indicating that the accuracy of overall classification
resulting from the discriminatory model of commercial bank, and there is no
significant difference for the classification accuracy of cluster analysis, which
suggests the ability of the model to detect cases of insolvency and failure with a
high degree of confidence.
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