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1. INTRODUCTION

Since the announcement of the first corona virus disease 2019 (Covid-19) case in Hubey China in
December 2019 and Indonesia on March 2 2020, the whole world has experienced an extraordinary
impact in all walks of life, as well as in the financial sector (Zhang et al., 2020). Since the first case
of Covid-19 was found in Indonesia, and spread rapidly, the government has issued various
regulations to inhibit and stop the spread of the virus. That’s PP No. 21 (2020) about social restriction
or called PSBB. This policy regulates the implementation of strict quarantine which reduces people's
social activities which in the long term has an impact on economic activity.

The existence of these social restrictions has also had a major impact on the transportation
sector, according to data released by the Ministry of State Secretary as a result of Covid-19 the
transportation sector contributing 3.57% of the Indonesian economy experienced a decrease in
customers during 2020, the land transportation sector -17.65%, sea transportation -17.48%, and air
freight -80.23% (Setneg.go.id, 2020). The decline in the number of customers certainly have a
negative effect on the condition of transportation sector companies. Several transportation
companies stopped trading their shares on the stock market, such as Garuda Indonesia Airlines'
shares which stopped trading on June 18, 2021 because the company delayed payment of the
maturity obligation which indicated a problem with company’s going concern (Nurhalizah, 2021).
Likewise, PT Air Asia Indonesia during 2020 had loss of IDR 2.8 trillion (Tempo.com, 2021).

This condition shows that during the Covid-19 pandemic, the company's main goal to generate
maximum profits, was difficult to fulfill. According to Rahman (2021) 92% of property and real estate
companies experienced financial distress during pandemic. Financial distress is a condition when
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the company's operational goals, to generate profits, are not realized (Platt & Platt, 2006). One of
the factors that affect the level of financial distress is sales growth (Handayani et al., 2019). If sales
growth is positive, indicating that the company's operational activities have succeeded in realizing
the planned target to realization increasing revenue. In addition, sales growth can also be used as a
tool to predict company growth in the future (Dianova & Nahumury, 2019).

Besides sales growth, another factor that can predict financial distress is leverage. The leverage
ratio is used to measure a company's ability to manage its debt (Subramanyam, 2017). The leverage
ratio can be seen from how much the company's assets are obtained from debt (Dirman, 2020). The
higher leverage value indicates that the greater the company's assets are obtained from debt.
According to Modigliani and Miller leverage can be used to measure companies financial health.
Leverage is calculated by comparing total liabilities with total assets can strongly predict financial
distress (Tian & Yu, 2017). However, the results of other studies show that leverage is not able to
influence the prediction of company’s financial distress (Dianova & Nahumury, 2019). Based on the
explanation above, the purpose of this study is to see how company’s income and debt can affect
the company's financial health which is proxied by altman z-score model. This research was
conducted because Covid-19 which hit the world and Indonesia in particular had a significant impact
on the transportation industry. So it is necessary to know whether sales growth and company debt
policies can affect the occurrence of financial distress in companies.

2. RESEARCH METHOD
Trade-off Theory

The trade-off theory explains how companies choose corporate funding obtained from debt and
capital (Miller, 1977). The decision to increase the company's debt will provide benefits such as
reducing the company's obligation to pay taxes thereby increasing the company's after-tax cash flow.
However, in other conditions when a company increases the amount of its debt to a certain level it
can increase the risk of default on the company which results in financial failure (Ai et al., 2020).

Signaling Theory

Signaling theory describes how management behavior in providing information about the
condition of the company as a whole to information users to understand the condition of the company
(Connelly et al., 2011). This information will certainly be useful for investors and creditors. The
predicted value of a company's financial distress can be a useful signal/information for stakeholders
for decision making.

Financial Distress

Financial distress describes the condition that the company's cash flow is unable to cover the
company's current liabilities (Wruck, 1990). Operationally, the occurrence of financial distress
indicates that the company failed to pay off bonds, bank debt, and failed to pay dividends (Beaver,
1966). Prediction of financial distress can be used as a signal to detect potential bankruptcy of the
company so that management can immediately improve the company's financial condition. This
information is also useful for external parties in making investment decisions (Kurniasanti &
Musdholifah, 2018).

Sales Growth

Sales growth is a ratio that describes a decrease or increase in sales in a certain period. A high
sales growth value indicates that the company has good performance and gives a positive signal to
investors to invest and vice versa if the sales growth is negative it will give a signal that the company's
financial condition has decreased (Giarto & Fachrurrozie, 2020). The results of research conducted
by Widhiari & Merkusiwati (2015) show that sales growth has a significant effect on financial distress.
The same results were shown by research conducted by Lubis & Patrisia (2019) that firm growth
which is proxied by sales growth has a significant effect on financial distress. Based on the
explanation above, the hypothesis in this study is:
H: : Sales growth affects significantly on financial distress
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Leverage

A high level of leverage indicates that the company's capital structure obtained from debt is also
high. Likewise the case with the portion of asset funding owned by the company is also increasingly
obtained from debt. This will increase the risk of the company experiencing financial distress is also
getting bigger. In line with that, the results of the study show that leverage has a significant positive
effect on financial distress (Dini et al., 2021). The results of research conducted by Kariani & Budiasih
(2017) explain that leverage has a negative effect on financial distress. Research conducted by
Kazemian et al. (2017) and Lubis & Patrisia (2019) show that there is a significant influence between
leverage and financial distress. Then the hypothesis in this study is:

H: : Leverage affects significantly on financial distress.

This study uses secondary data taken from the financial statements of transportation sector
companies listed on the Indonesia Stock Exchange for 2019-2023. The sampling method used in
this research is purposive sampling method. The criteria used are transportation companies which
are companies that give public transportion services and the companies have completed data during
observation year. Based on these criteria, 7 transportation companies were obtained that match the
criteria with quarterly financial statement during 2019 — 2023. The total sample used in this study
was 118 datas.

The data analysis technique used in this study is multiple linear regression analysis with sales
growth and leverage as independent variables and financial distress as the dependent variable. The
sales growth is proxied by the movement of sales in each sample period (Widhiari & Merkusiwati,
2015), leverage is proxied by the Debt to Asset Ratio (Mappadang et al., 2019) and financial distress
is assessed by the Altman Z-Score model (Ashraf et al., 2019).

Table 1. Variables

Variabel Indikator
Financial Z-Score =
Distress (Y) EBIT Net Working Capital +099 Sales MVoE Retained Earnings
" Total Assets ! Total Assets ’” 7 Total Assets ’~ BVoD ! Total Assets
Sales
Growth (Xl) SG = Sales t—Sales t—1
- Sales t—1
Leverage
(XZ) DAR= Total Liability

Total Assets

The regression model in this research is:

Z-Score = a + B1 SG + $2 DAR

To obtain the Best Linear Unbias Estimator result from this model, a classic assumption test is
performed which are consists of a normality test, multicollinearity test, heteroscedasticity test and
autocorrelation test.

3. RESULTS AND DISCUSSIONS
Descriptive Statistics
Based on the data obtained from this research, the descriptive statistics values are as follows:

Table 2. Descriptive statistics of financial distress

Categories Amount Percent
Non-Financial Distress 21 17.8%
Grey Area 26 22.03%
Financial Distress 71 60.17%
Total 118 100%

The data above shows that from 118 samples, 60.17 % were indicated financial distress at the
transportation company, 22.03% were in the Gray Area and only 17.8% were not financial distress.
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This result shows us that during the Covid-19 pandemic, transportation companies experienced
financial difficulties.

Table 3. Statistics descriptive

Mean Std. Deviation N
Financial Distress 2.4237 777197 118
SG -1.857363 16.8126 118
DAR 481743 .36804 118

From the data above it can be seen that the financial distress variable has a mean value of
2.4237 and a standard deviation of 0.78. Because the standard deviation value is lower than the
average value of the data, this shows that the data is spread equally where the majority of the data
distribution is in the gray area and distress. For the mean value of sales growth were equal to -1.857
with a standard deviation of 16.812. Because of the standard deviation value is greater than mean ,
it can be concluded that the distribution of sales growth data is high. Mean for leverage is 48.17%
and the standard deviation is 36.80%. This shows that mean of assets funded by debt is 48.17% and
with a smaller deviation value of 36.80% so the data is spread equally.

Table 4. Multiple linear regression

Variables Coefficient Signification t
Constant 2.726 0.000 12.222
SG -0.015 0.075 -1.798
DAR -3.202 0.000 -8.240
Adj. R 0.436

square

Regression Model
Financial Distress = 2.726 — 0.015 Sales Growth — 3.202 DAR

When Debt to Asset Ratio is zero or considered constant, so the financial distress value is 1,711.
Then if sales growth increase 1% financial distress will decrease by 0.015 and vice versa. The debt
to asset ratio coefficient is -3,202, its mean that for every 1% increasing in DAR , financial distress
will decrease by -3.202.

Determination Coefficient

From the results above it can be explained that Sales Growth and Debt to Asset Ratio explain
the Financial Distress in this regression model which is 43.6 %, and 56.4% is explained by other
factors outside the model. The results above also show that the relationship between sales growth
and debt to asset ratio with financial distress is 0.66, which is show a strong relationship.

Hypothesis Test

The results of first hypothesis show that the significance value of the Sales Growth variable is
0.075 where this value is greater than the alpha significance level used, which is 5%, so sales growth
has no significant effect on financial distress. However, for the second hypothesis, the DAR
significance value is 0,000 which is less than the 5% alpha significance level, so leverage as
measured by DAR has a significant effect on financial distress.

Discusion
Effect of Sales Growth on Financial Distress

Sales growth is a measurement of changes in company sales from time after time. If sales
increase, it means that the company's income has increased, which indicates that it will also increase
company profits (Dianova & Nahumury, 2019). The existence of sales growth which has an impact
on increasing profits will later describe the company's financial health so that the company does not
experience financial distress. However, in this study the results showed that sales growth did not
have a significant effect on financial distress. This means that an increase or decrease in sales
growth does not have a significant impact on financial distress. In research conducted on
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transportation companies in Indonesia in 2019 — 2023, where during the COVID-19 pandemic there
were social restrictions, of course there was a decrease in sales, but when there was a decrease in
sales it was not followed by financial distress, and vice versa when there was an increase in sales,
the company experiencing financial distress. This is due to an increase in sales but not followed by
an increase in company profits because companies have to pay its debt first. Besides that, there are
an increase in expenses/costs so that when sales growth, the company cannot generate profits. In
simple terms, it can be concluded that sales growth has no effect on the company's financial distress.

This result is consistent with previous research (Dianova & Nahumury, 2019; Giarto &
Fachrurrozie, 2020) that sales growth has no significant effect on financial distress. Meanwhile,
another study conducted by (Handayani et al., 2019)) explains that sales growth has a significant
effect on financial distress.

Effect of Leverage on Financial Distress

Leverage in this study is measured by the debt to asset ratio (DAR). The DAR value describes
the size of the company's assets obtained from debt. The higher DAR value indicates that the
composition of debt to generate company assets is also higher. A higher DAR will increase the risk
that the company will have difficulty paying off its debts, both long-term debt and short-term debt.

This study shows the results that the debt to asset ratio has a significant effect on financial
distress. This means that the higher DAR, it will have a significant influence on the company's
financial distress. When DAR increases, the company is increasingly experiencing financial distress,
and vice versa. From the research data, it can be seen that when there is an increase in DAR figure,
the altman ratio value is getting lower, meaning that financial distress is approaching or occurring.

These results are consisten with previous research conducted by Diyanto (2020); Dwiantari &
Artini (2021); Kurniasanti & Musdholifah (2018); Lucky & Michael (2019). Meanwhile, research
conducted by Dirman (2020); Widhiari & Merkusiwati (2015) found that leverage has no significant
effect on financial distress.

4. CONCLUSION

Based on this research, that has been conducted on transportation companies in Indonesia in 2019
- 2023, the results show that sales growth has no significant effect on financial distress, while
leverage as measured by the debt to asset ratio has an significant effect on financial distress. There
are still many limitations of this study, including the small number of samples used so that further
research can increase the number of samples used and the data analysis technique used in this
research should combined with ordinal regression analysis. Second, because the economic
conditions during the covid pandemic were not good, so the company's financial distress data
fluctuated greatly. Researchers should add moderating variables in this study like macro economic
factors. The further research can added athor variabel as independent variable like corporate
governance and corporate performance. Added moderating variabel like inflation and regulations
and increase the numbers of samples used.

REFERENCES

Ai, H., Frank, M. Z., & Sanati, A. (2020). The Trade-off Theory of Corporate Capital Structure. SSRN
Electronic Journal. https://doi.org/10.2139/ssrn.3595492

Ashraf, S., G. S. Félix, E., & Serrasqueiro, Z. (2019). Do Traditional Financial Distress Prediction
Models Predict the Early Warning Signs of Financial Distress? Journal of Risk and Financial
Management, 12(2), 55. https://doi.org/10.3390/jrfm12020055

Beaver, W. H. (1966). Financial Ratios as Predictors of Failure. Journal of Accounting Research, 4,

71-111.
Connelly, B. L., Certo, S. T., Ireland, R. D., & Reutzel, C. R. (2011). Signaling theory: A review and
Assessment. Journal of Management, 37(2), 39-67.

https://doi.org/10.1177/0149206310388419

Dianova, A., & Nahumury, J. (2019). Investigating the Effect of Liquidity, Leverage, Sales Growth
and Good Corporate Governance on Financial Distress. Journal of Accounting and Strategic
Finance, 2(2), 143-156. https://doi.org/10.33005/jasf.v2i2.49

Aditya Amanda Pane, How sales growth and leverage affect financial distress



40 0 ISSN 2338-3631 (Print), 2809-9982 (Online)

Dini, S., Selvia, Octavia, V., & Sidebang, C. N. B. (2021). Struktur Modal, Profitabilitas, Likuiditas,
Leverage dan Financial Distress. E-Jurnal Akuntasi, Vol. 31 No(November), 2761-2773.
Dirman, A. (2020). Financial Distress: the Impacts of Profitability, Liquidity, Leverage, Firm Size, and
Free Cash Flow. International Journal of Business, Economics and Law, 22(1), 17-25.

http://ijbel.com/wp-content/uploads/2020/08/IJBEL22_205.pdf

Diyanto, V. (2020). The Effect of Liquidity, Leverage and Profitability on Financial Distress.
Indonesian  Journal of Economics, Social, and Humanities, 2(2), 127-133.
https://doi.org/10.31258/ijesh.2.2.127-133

Dwiantari, R. A., & Artini, L. G. S. (2021). The Effect of Liquidity, Leverage and Profitability on
Financial Distress (Case Study of Property and Real Estate Companies on the IDX 2017-2019).
American Journal Humanities and Sosial Sciences Research (AJHSSR), 5(1), 367-373.

Giarto, R. V. D., & Fachrurrozie. (2020). The Effect of Leverage, Sales Growth, Cash Flow on
Financial Distress with Corporate Governance as a Moderating Variable. Accounting Analysis
Journal, 9(1), 15-21. https://doi.org/10.15294/aa).v9i1.31022

Handayani, R. D., Widiasmara, A., & Amah, N. (2019). Pengaruh Operating Capacity Dan Sales
Growth Terhadap Financial Distress Dengan Profitabilitas Sebagai Variabel Moderating. Simba
Unipma, 148-149.

Kariani, N. P. E. K., & Budiasih, I. G. A. N. (2017). Firm Size Sebagai Pemoderasi Pengaruh
Likuiditas, Leverage, Dan Operating Capacity Pada Financial Distress. E-Jurnal Akuntansi
Universitas Udayana, 20(3), 2187-2216.

Kazemian, S., Shauri, N. A. A., Sanusi, Z. M., Kamaluddin, A., & Shuhidan, S. M. (2017). Monitoring
mechanisms and financial distress of public listed companies in Malaysia. Journal of
International Studies, 10(1), 92—-109. https://doi.org/10.14254/2071-8330.2017/10-1/6

Kurniasanti, A., & Musdholifah, M. (2018). Pengaruh Corporate Governance, Rasio Keuangan,
Ukuran Perusahaan dan Makroekonomi Terhadap Financial Distress. Jurnal Ilmu Manajemen,
6(3), 197-212. https://jurnalmahasiswa.unesa.ac.id/index.php/jim/article/view/23907

Lubis, N. H., & Patrisia, D. (2019). Pengaruh Activity Ratio, Leverage dan Firm Growth Terhadap
Financial Distress (Studi Empiris pada Perusahaan Manufaktur yang Terdaftar di BEI Periode
2013-2017) Nur. Jurnal Kajian Manajemen Dan Wirausaha, 01(01), 173-182.

Lucky, L. A., & Michael, A. O. (2019). Leverage and Corporate Financial Distress in Nigeria: A Panel
Data Analysis. Asian Finance & Banking Review, 3(2), 26-38.
https://doi.org/10.46281/asfbr.v3i2.370

Mappadang, A., llmi, S., Handayani, W. S., & Budiman, A. I. (2019). Faktor-Faktor Yang
Mempengaruhi Financial Distress Pada Perusahaan Transportasi. Jurnal Riset Manajemen
Dan Bisnis, 4(1), 683—696. tohttp://jrmb.ejournal-feuniat.net/index.php/JRMB/article/view/350

Miller, M. H. (1977). Debt and Taxes. The Journal of Finance, 32(2), 261-275.
https://doi.org/10.1111/j.1540-6261.1977.tb03267.x.

Nurhalizah, S. (2021). Penyebab BEI Hentikan Perdagangan Saham Garuda Indonesia.
IDXChannel.Com. https://www.idxchannel.com/market-news/ini-penyebab-bei-hentikan-
perdagangan-saham-garuda-indonesia

Platt, H. D., & Platt, M. B. (2006). Understanding Differences Between Financial Distress and
Bankruptcy. Review of Applied Economics, 2(2), 141-157.
http://www.lincoln.ac.nz/Documents/Commerce/RAE/2006 I/1-Harlan D Platt.pdf

PP Nomor 21 Tahun 2020, 21 Peraturan Pemerintah (2020). https://doi.org/10.4324/9780367802820

Rahman, F. (2021). Analisis Prediksi Financial Distress dengan Menggunakan Model Sringate pada
Perusahaan Properti dan Real Estate yang Terdaftar di BEI Periode 2019-2020.
GOVERNANCE: Jurnal llmiah Kajian Politik Lokal Dan Pembangunan, 8(2), 77-84.

Setneg.go.id. (n.d.). Aman Bertransportasi Selama Pandemi: Tantangan, Strategi, Kebijakan.

Subramanyam, K. R. (2017). Analisa Laporan Keuangan (11th ed.). Salemba Empat.

Tempo.com. (n.d.). Pandemi, Pendapatan Air Asia Jeblok 75.99%.
https://bisnis.tempo.co/read/1469424/pandemi-pendapatan-airasia-jeblok-7599-persen-dan-
rugi-tembus-rp-28-triliun

Tian, S., & Yu, Y. (2017). Financial Ratios and Bankruptcy Predictions: An International Evidence.
International Review of Economics and Finance, 51, 510-526.

IJAFIBS, Vol. 11, No. 1, June 2023 : pp 35-41



IJAFIBS ISSN 2338-3631 (Print), 2809-9982 (Online) a 41

https://doi.org/10.1016/].iref.2017.07.025

Widhiari, N. L. M. A., & Merkusiwati, N. K. L. A. (2015). Pengaruh Rasio Likuiditas, Leverage, dan
Sales Growth Terhadap Financial Distress. E-Jurnal Akuntansi Universitas Udayana, 2, 456—
469.

Wruck, K. H. (1990). Financial Distress, Reorganization, and Organizational Efficiency. Journal of
Financial Economics, 27(2), 419-444. https://doi.org/10.1016/0304-405X(90)90063-6

Zhang, D., Hu, M., & Ji, Q. (2020). Financial markets under the global pandemic of COVID-19.
Finance Research Letters, 36(March), 1-6. https://doi.org/10.1016/j.fr1.2020.101528

Aditya Amanda Pane, How sales growth and leverage affect financial distress



