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Application of Neyman-Pearson Theorem and Bayes’
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Abstract

Financial variables have been used in bankruptcy prediction. Despite of
possible errors in prediction, most existing approaches do not consider the causal
time sequence of prediction activity and bankruptcy phenomena. This paper
proposes a prediction method using Neyman-Pearson Theorem and Bayes’ rule.
The proposed method uses posterior probability concept and determines a
prediction policy with appropriate error rate.
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