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A Sudy of Company Financial Distress War ning M odel-Constructing

with Financial and Non-financial Factors

Cheng-Li Huang Shao-Chiang Lu

Abstract : Previous studies always use financial ratios to construct financial distress warning
models. In recent years, these models constructed only with financial ratios couldn’t predict
financial distress. This study constructed financial distress warning model not only with financial
factors but also with non-financial factors, which could affect performance of companies. We can
get the information of non-financial factors earlier than the information of financial factors, so this
study create “two-steps”’ financial distress warning model to improve the weaknesses of traditional
financial distress warning models.
The major findings of the study including :
1.Using non-financial factorsto construct financial distress warning model can predict financial
distress earlier than using financial factors.
2.Using variable selection analysis to construct financial distress warning model can predict
financial distress earlier than using factor analysis.
3. “Two-geps” financial distress warning model, non-financial model firstly and the financial
model secondly, not only has better stability and the ability of prediction but also can lower

type | error.

Key words : financial distress, warning model, non-financial factor, two-steps financial distress

warning model
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