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Abstract

This study explores the effect of cross-sectional and time-series differences in

financial reporting attributes on the predictive ability of financial ratios for

bankruptcy. We identify proxies for discretion over financial reporting, the

importance of intangible assets, the comprehensiveness of the accounting model

and recognition of losses. Each of our proxies for financial reporting attributes is

associated with financial ratios that are less informative in predicting bankruptcy.

Furthermore, our time-series tests reveal a decline in the predictive ability of

financial ratios for bankruptcy and document that this decline is associated with

our measures of financial reporting attributes.

Log in

Menu Search  Cart

Home  Review of Accounting Studies  Article

Do differences in financial reporting
attributes impair the predictive ability of
financial ratios for bankruptcy?
Published: 03 April 2012

Volume 17, pages 969–1010, (2012) Cite this article

Aims and scope

Submit manuscript

Review of Accounting Studies

Your privacy, your choice

We use essential cookies to make sure the site can function. We, and our 93 partners , also

use optional cookies and similar technologies for advertising, personalisation of content,

usage analysis, and social media.

By accepting optional cookies, you consent to allowing us and our partners to store and

access personal data on your device, such as browsing behaviour and unique identifiers.

Some third parties are outside of the European Economic Area, with varying standards of

data protection. See our privacy policy for more information on the use of your personal

data. Your consent choices apply to nature.com and applicable subdomains.

You can find further information, and change your preferences via 'Manage preferences'. 

You can also change your preferences or withdraw consent at any time via 'Your privacy

choices', found in the footer of every page.

We use cookies and similar technologies for the following purposes:

Store and/or access information on a device

Personalised advertising and content, advertising and content measurement,

audience research and services development

Accept all cookies

Reject optional cookies

Manage preferences

https://link.springer.com/article/10.1007/s11142-012-9186-7/metrics
https://link.springer.com/
https://idp.springer.com/auth/personal/springernature?redirect_uri=https://link.springer.com/article/10.1007/s11142-012-9186-7
https://order.springer.com/public/cart
https://link.springer.com/
https://link.springer.com/journal/11142
https://link.springer.com/journal/11142/aims-and-scope
https://accounting.wharton.upenn.edu/research/review-accounting-studies/
https://link.springer.com/journal/11142
https://www.nature.com/info/privacy


 This is a preview of subscription content, log in via an institution  to check access.

Access this article

Subscribe and save

Springer+ from €37.37 /Month

Buy Now

Price includes VAT (Poland) 

Instant access to the full article PDF.

Institutional subscriptions 

Similar content being viewed by others

Log in via an institution 

Starting from 10 chapters or articles per month

Access and download chapters and articles from more than 300k books and 2,500 journals

Cancel anytime

View plans 

Buy article PDF 39,95 €

AI Insights: Unleashing
Financial Distress Signals

Chapter  © 2024

Predicting Corporate Financial
Failure Using Macroeconomic
Variables and Accounting Data

Article  06 September 2017

Dissimilarity-Based Linear
Models for Corporate
Bankruptcy Prediction

Article  08 December 2017

Your privacy, your choice

We use essential cookies to make sure the site can function. We, and our 93 partners , also

use optional cookies and similar technologies for advertising, personalisation of content,

usage analysis, and social media.

By accepting optional cookies, you consent to allowing us and our partners to store and

access personal data on your device, such as browsing behaviour and unique identifiers.

Some third parties are outside of the European Economic Area, with varying standards of

data protection. See our privacy policy for more information on the use of your personal

data. Your consent choices apply to nature.com and applicable subdomains.

You can find further information, and change your preferences via 'Manage preferences'. 

You can also change your preferences or withdraw consent at any time via 'Your privacy

choices', found in the footer of every page.

We use cookies and similar technologies for the following purposes:

Store and/or access information on a device

Personalised advertising and content, advertising and content measurement,

audience research and services development

Accept all cookies

Reject optional cookies

Manage preferences

https://wayf.springernature.com/?redirect_uri=https%3A%2F%2Flink.springer.com%2Farticle%2F10.1007%2Fs11142-012-9186-7
https://www.springernature.com/gp/librarians/licensing/agc/journals
https://wayf.springernature.com/?redirect_uri=https%3A%2F%2Flink.springer.com%2Farticle%2F10.1007%2Fs11142-012-9186-7
https://link.springer.com/product/springer-plus
https://link.springer.com/10.1007/978-3-031-55486-5_14?fromPaywallRec=true
https://link.springer.com/10.1007/s10614-017-9737-x?fromPaywallRec=true
https://link.springer.com/10.1007/s10614-017-9783-4?fromPaywallRec=true
https://www.nature.com/info/privacy


Explore related subjects
Discover the latest articles and news from researchers in related subjects, suggested using machine learning.

Accounting Corporate Finance Financial Law Financial Reporting Financial History

Financial Accounting

Notes

1. McNichols (2000) and Dechow and Schrand (2004) provide reviews of this

literature.

2. The effect of expensing intangibles on profitability depends on the growth of

the firm. The effect of unrecognized assets unambiguously increases the

leverage ratio.

3. Including a measure of persistent losses might improve our ability to predict

bankruptcy. Easton et al. (2009) find that persistent losses have a larger

association with bond returns than transitory losses. We re-estimated our

models including a lagged loss indicator in addition to the loss indicator. We

find that this variable is not statistically significant and that its inclusion does

not improve the predictive power of the model.

4. A description of these samples is in Shumway (2001) and Chava and Jarrow

(2004). We greatly appreciate the generosity of Tyler Shumway, Sudheer

Chava and Robert Jarrow in making their samples available to us.

5. 69,845 observations were used in the regression analysis in Beaver et al.

(2005). By including NASDAQ firms, we increase sample size to 135,455

observations.
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6. We assume there is no tax benefit associated with interest for loss firms. For

firms that are profitable, the tax benefit for a given year is calculated based on

the maximum statutory tax rate for that year.

7. Woodruff-Sawyer is a full-service insurance brokerage and consulting firm

based in San Francisco.

8. Given that our sample period begins in 1962 and therefore that cash flow

statement information is not available for most of the sample, we compute

current accruals using a balance sheet approach. In particular, current

accruals are equal to the change in current assets minus change in current

liabilities and in cash plus the change in short term debt (i.e. Compustat

∆data4-∆data5-∆data1+∆data34).

9. Our results are robust to an alternative specification of the accrual model,

which includes a proxy for the change in cash flows, following Kasznik (1999).

10. We also repeated the analysis using data for the entire time series available

for the firm. The results were essentially the same.

11. We also estimate the basic accounting model developed by Beaver,

McNichols, and Rhie (2005), which does not include the loss indicator and

does not allow for different slopes for loss firms. The results are similar to

those reported in the paper, even though the sample has expanded

considerably. Consistent with prior results, all three accounting ratios are

significant and have the predicted sign.

12. Similar results are obtained, in untabulated analysis, for the combined model

without separate slopes or indicators but with a slightly lower predictive

power of 88.57%.
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13. We assess the significance of the difference using a χ
2
 test. In all further

comparisons, we refer to a subsample as having higher or lower predictive

ability if the difference is significant with p < 0.01.

14. In untabulated analysis we use the “untainted” coefficients to predict the

hazard for the entire sample. This doesn’t change our results.

15. In the basic specification that merely includes the BSM score and the annual

bankruptcy rate, both variables have magnitudes that are comparable to

Hillegeist et al. (2004). In particular, the coefficient on the BSM score is 0.31

(vs. 0.27) and on the annual rate 0.43 (vs. 0.54)
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Appendix

Variable definitions and data sources (Tables 11, 12).

Table 11 Panel A: variable definitions

Table 12 Panel B: data sources for the restatement variable
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