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Abstract

One of the most important issues in financial distress prediction is the
selection of predicting variables. The present research in contrast to
previous works provides a new approach to feature selection using the
classification of financial ratios based on financial semantics and a
combination of statistical methods with meta-heuristic algorithms. To this
end, 34 financial ratios based on the audited financial statements are
collected for distressed manufacturing companies according to paragraph
141 of Iran Trade Law and healthy companies listed in Tehran stock
exchange (TSE) sampled randomly between 2001 and 2011 for one and
two years prior to distress. Then, using t-test and genetic algorithm
respectively, best ratios from the primary feature set are selected and
support vector machine is applied to predict financial distress. The
experimental results showed that the proposed HARC  method
outperforms logistic regression and Altman model significantly for one
and two years prior to distress in predicting financial distress.
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