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Abstract. A condition in which a company cannot generate sufficient profits, making it unable to meet or pay its
financial obligations, is called financial distress. This is typically due to high fixed costs, a high degree of illiquid
assets, or revenues sensitive to economic downturns. Financial distress needs to be studied further as it can provide
considerations regarding the company's financial conditions and performance before investing to reduce opportunities
for investment losses. The financial distress value can also be a benchmark of whether the company management can
manage all company assets, effectively and efficiently control costs, and check opportunities for business development.
This research aims to determine the effect of company size, leverage and liquidity on financial distress with profitability
as a moderating variable. This research used a purposive sampling technique on food and beverage subsector
manufacturing companies with a total population of 41 companies into 17 samples with a research period from 2018-
2021. The research results show that leverage has a negative and significant effect on financial distress; instead,
company size and liquidity have a positive and significant effect on financial distress. Profitability can moderate the
influence of company size and liquidity on financial distress but cannot moderate the influence of leverage on financial
distress. So, manufacturing companies in the food and beverage sub-sector need to consider company size, leverage,
and liquidity as a reference to avoid financial distress. They need to conduct market analysis to understand growth
potential and demand before increasing the company's size. Investors need to choose companies with an appropriate
size, stable market share, and reasonable leverage ratio for their investments to be successful.
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IIpudyTKOBiCTH MOM’ SIKIIY€ BILIUB PO3Mipy ¢ipMu, KpeaUTHOr O Mmjieya
Ta JIKBiTHOCTI Ha QiHAHCOBI TPyAHOUILI

Anomayin. Cman, 3a 1K020 KOMNAHIA He MOJCe OMpUMamu 00CMamuii npubymox, o pooums ii HeCHpPOMOICHOIO
sukonysamu abo oniauysamu ceoi Qinancosi 30006’ A3aHHA, HA3UBAEMbCA iHAHCOB0I0 cKpymoio. 3azsuyail ye
8i00y8acmvcs uepes 6UCOKI NOCMILIHI SUMPAMU, SUCOKULL Di6eHb HENIKGIOHUX akmusié abo 00Xo0u, 4ymiausi 00
eKoHOMIuHUX cnadie. Dinancosi mpyoHowi nompebyroms NOOAIbULOZ0 BUGUEHHS, OCKIIbKU GOHU MOXNCYMb HAOAMU
MIpKY8aHHA w000 PIHAHCOB8020 CIMAHY KOMNAHIT neped mum, AK IH8eCcmysamu, Wob 3MeHuUumy UMOGIPHI IH8eCmUuyiiHi
pusuxu. Haasunicmo inancosoi ckpymu makodic mooice 6ymu opicHmupom mozo, 4u Modce KepiGHUYmeo KOMNaHii
YRpasamu 6CiMa aKmueamu KOMNAHii, eekmusHo ma pe3yiomamueHo KOHMPONO8amu Umpamy ma nepesipamu
Modicnueocmi 0114 po3eumky Oisnecy. Lle Oocnidoicenns cnpsamosane HA GU3HAYEHHA GNIAUGY PO3MIDY KOMRNAHIL,
eeepuodicy ma JNIKGIOHOCMI Ha (IHAHCO8I MPYOHOWL 3 NPUOYMKOSICIIO 5K MOOepylouoio 3MinHOW0. YV yvomy
00CNIONHCENH] BUKOPUCIOBYBABCA MEMOO YiNecnpAMOSAnOi SUOIpKU KOMRAHI NiOCeKmopy GUPOOHUYMEAa Xapuoeux
npodykmis i Hanois i3 3azanvHoio cykynnicmio 41 komnanii 6 17 eubipkax 3 nepiodom docnioxcenns 3 2018 no 2021
poku. Pesynomamu Oocniodcenns noxasyiomo, wo 1e8epuolc MAe He2amuHuil i 3HAUHUL 6NAU8 HA IHAHCOBI
MpPYOHOWI; HAMOMICIMb PO3MID | NIKGIOHICMb KOMNAHII MArOMb NO3UMUGHULL I 3HAYHUL 6NIUG HA (IHAHCOBI MPYOHOUI.
Tpubymxosicms moodice 3MeHWUMU 6NAUE POMIPY KOMNAHIL ma AiKEIOHOCMI HA (QIHAHCO8I MPYOHOW, alle He MOodice
oM’ AKWUMY 6RAUE Ne6epuddcy Ha Qinancosi mpyonowi. Omoice, UPOOHUYUM KOMRAHIAM Y NIOCEKMOPI XAPYO8UX
NnpOOYKmMI8 i Hanoie HeobOXIOHO 8PAX08YBAMU PO3MIP KOMNAHIL, 1e8epuddic ma HiKGIOHICMb K OpPIEHMUD, W00 YHUKHYMU
Ginancosux mpyoHowis. In NOMPIOHO NPOSeCmuU AHANL3 PUHKY, WOO 3DO3VMIMU NOMEHYIAN 3POCMAHHL Md NONUM
nepeo 30inbuieHHsIM posmipy komnaHii. [L[ob ineecmuyii 6ynu yeniuwnumu, ingecmopam HeobxioHo subupamu KOMRAHil
8ION0OBIOHO20 PO3MIDY, I3 CMAOIILHOIO YACTKOI PUHKY MA NPULHAMHUM KOepIYyicHMOM 1e8epuoicy.

Kniwouosi cnosa: posmip @ipmu, nesepuddic, nikgionicms, npubymxogicms, ginancosi mpyonowi, ginancosuii cman

KOMNAHii.

INTRODUCTION

The activity of any company can be described by a set
of transactions recorded in the accounting system.
Theresult of data processing in the accounting system for
a certain period (usually month, quarter, or year) is the
formation and presentation of financial statements.

Financia statements show the company's situation,
which can be used to see the company's financial
performance based on the presented information (Fenny et
al., 2022). The inability to capture and read signals of poor
financial performance will result in losses in invested
capital (Studi et a., 2018). These signals can be captured
by considering the company's financial distress value.

Financial distress is when a company faces worsening
financial conditions due to a lack of funds to fulfil its
obligations, which makes it unable to reach its economic
goads, namely profit (Larasati & Wahyudin, 2019).
Theindicator of financial distress includes a condition
when a company experiences increased debt, decreased
sales, and followed by a decrease in profits. In such
conditions, company management needs to immediately
improve company performance to reduce the percentage
of bankruptcies (Giarto & Fachrurrozie, 2020). Financial
distress occurs when a company does not have sufficient
ability to compete with competitors, causing a decline in

financial performance. The initia stage of financia
distress is characterized by the company's decreasing
ability to fulfil obligations (Hutauruk et a., 2021).

Financia distress needs to be studied further as it can
provide considerations in terms of the company's
financial conditions and performance before investing in
order to reduce opportunities for investment losses.
Thelevel of financial distress can also provide asignal to
potential investors about whether their target company is
appropriate or not. The financial distress value can also
be a benchmark of whether the company management
can manage al company assets, effectively and
efficiently control costs, and check opportunities for
business devel opment.

This study focuses on the food and beverage sector
because, in 2020, the Purchasing Manager's Index (PMI)
in Indonesian manufacturing companies decreased
by 27.5% due to the decrease in industria utilities up to
50%, which resulted in a decrease in the PMI index
(Cahyani, 2020). The food and beverage sector is a sub-
sector of manufacturing companies in the consumer
goods sector. Indeed, the economic uncertainty during the
COVID-19 pandemic has impacted the sustainability
of food and beverage companies (Prakoso, 2020).
Financial distress is aso influenced by factors such as
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company size, leverage, liquidity, and profitability, which
need further study.

Company size describes the level of assets owned by
a company. The larger the company size, the easier it is
for the company to get large loans with lower interest
rates. The large size of the company can convince
investors to invest their capital. Company size correlates
financia distress with capital structure. Companies with
large capital facing financial distress due to high debt
levels are more likely to recover from financial distress
quickly (Abdioglu, 2019). Abdioglu (2020), Widhiastuti
& Rahayu (2022), and Syuhada et a. (2020) revealed that
company size influences financia distress. On the other
hand, Putri & Erinos (2020) and Muzharoatiningsih
& Hartono (2022) found that company size does not
affect financial distress.

Kasmir (2019) explains that leverage can be used to
measure the extent to which company assets are financed
with debt. This means that the company uses a larger
amount of debt to finance its business activities than
using its capital. Widhiastuti & Rahayu (2022) and Giarto
& Fachrurrozie (2020) found that leverage significantly
influences financial distress. This contradicts other
studies by Muzharoatiningsih & Hartono (2022) and
Nurrohim et a. (2022) that leverage does not affect
financial distress.

The liquidity ratio indicates the company's ability to
meet short-term funding needs with the current assets.
When many short-term liabilities are due, the company
faces a dangerous situation that must be immediately
handled to avoid financial distress (Putri & Erinos, 2020).
Kasmir (2019) argues that the liquidity ratio or working
capital ratio can be used to measure a company's liquidity
level by comparing the 2 components on the balance
sheet, namely total current assets and total short-term
debt. Fitri R. & Syamwil (2020) explain that the liquidity
ratio has a significant effect on financia distress. On the
other hand, Restianti & Agustina Linda (2018) and
Larasati & Wahyudin (2019) found that liquidity has no
significant effect on financia distress.

The influencing factors of financial distress, such as
company size, leverage, and liquidity, show inconsistent
results. The inconsistencies in the results of previous
studies encourage the researchers to use profitability as a
moderating variable in this study.

THEORETICAL BACKGROUND

Signalling Theory

Sgnalling theory explains the actions that need to be
done by a company to provide clues to investors about
the company's prospects. Signaling theory helps
companies, owners, and stakeholders to reduce
asymmetric information by producing quality and
integrated financia statements (Restianti & Agustina
Linda, 2018). Ghozali (2020) defines signalling theory as
understanding how a signal is valuable and useful while
other signals are useless. Signalling theory examines how
signals relate to the qualities reflected in them and what
elements of the signal or surrounding community make
the signal remain convincing and attractive.

Agency Theory

Agency theory describes a framework that links the
impact of management’s decision-making on the
company's condition as reflected in the financia
statement. The financial statement can be used to assess
the company's conditions (Restianti & Agustina Linda,
2018). Larasati & Wahyudin (2019) argue that agency
theory explains that al individuals have their interests
and act following their interests. This causes a conflict of
interest because of asymmetric information between the
agent and the principal. Chrisman (2004) in Ghozali
(2020) argue that agency problems can be moral hazards
or adverse selection. Moral hazard is a condition in which
the agent lacks effort related to work. Moral hazard is
considered a form of opportunistic attitude such as free
riding, shirking, and perk-consumption. Adverse
selection is when the agent has lower ability and
competent skillsin the work environment.

Financial Distress

Financial distress describes a condition where a
company experiences financial difficulties. Without
immediate and appropriate handling, companies
experiencing financial distress can result in bankruptcy
(Saputri, 2019). Fachrudin (2020) definesfinancial
distressas a condition where a company’s cash flow is
insufficient to pay its financia obligations. This situation
can cause the company to fail to fulfil its contracts and
require debt restructuring. Financia distress is when a
company cannot manage and maintain stable financial
performance resulting from net losses in the current year.
These losses cause decreased capital and assets, which
resultsin dividend paymentsin arrears (Desiana & Diem,
2021). In this study, financial distress used the Springate
model because it is considered the most accurate
bankruptcy analysis (Desiana & Diem, 2021), with an
accuracy rate of 92.5% (Fachrudin, 2020). Thisisin line
with Qaidah Agsa & Ikhwan Maulana Haeruddin (2022)
that the Springate model has a higher level of accuracy
than the Zmijewski model. Besides, Prasetiyani & Sofyan
(2020) found that the Springate model is more accurate
than the Altman Z-Score model.

Company Size

Company sizeis a scale that categorizes companies as
large or small based on total sales assets, stock market
value, and average sales level. Large-size companies can
find it easier to obtain externa funding sources (Syuhada
et a., 2020). Desiana & Diem (2021) define company
size as a scale that shows the company's financial
capability based on the company's total assets. The higher
the total assets, the larger the company size, and vice
versa. Dirman (2020) argues that company size is a scale
that describes the total assets owned by a company.
In this study, company size uses the calculation scale of
total assets natural logarithm (Ln). Natural logarithms are
applied to company size to reduce the nomina value of
large total assets so data on total assets can be normally
distributed (Muzharoatiningsih & Hartono, 2022).
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Leverage

Leverage ratio can measure how much a company's
assets are financed with debt. This means that the
company has a larger amount of debt for its operational
activities than its capita (Kasmir, 2019). Desiana
& Diem (2021) explain that the leverage ratio is a ratio
that measures the comparison of funds available by the
owner and funds borrowed from third parties. Leverage
shows the company's ability to meet financial obligations,
both long and short-term. This ratio describes the
company's ability to use assets or funds with fixed costs
to increase returns for the owner. In this study, the
indicator used to measure the level of leverage is the
debt-to-asset ratio (DAR). The debt-to-asset ratio can be
used to measure how much a company's assets are
financed by debt (Kasmir, 2019). The debt-to-asset ratio
can be caculated by comparing total debt with total
assets. It can be said that the amount of a company’ s debt
can influence asset management (Kasmir, 2019).

Liquidity

Liquidity ratios describe a company's ability to meet
short-term obligations due soon. The higher the liquidity
value, the greater the company can settle its debts
(Oktasari, 2020). Saputri (2019) argues that the liquidity
ratio shows the company's ability to pay its current debts.
The liquidity ratio can be defined as a form of
management responsibility towards company owners and
investors. If the liquidity ratio value is high, the company
can pay off its debts. In this study, the quick ratio is the
indicator used to calculate the liquidity ratio. The quick
ratio shows the company's ability to pay current debts
with current assets without considering the inventory
value (Kasmir, 2019).

Profitability

Profitability ratios can assess a company's ability to
make a profit and measure the level of management
effectiveness. This can be seen from the profits obtained
from sales and investment (Kasmir, 2019). Wilujeng
& Yulianto (2020) explain that the profitability ratio
describes the final results of some decisions and policies,
such as profit margin on sales, return on total assets, and
others. The profitability ratio indicates a company's
ability to generate profits based on product marketing to
earn profits (Sugiharto et al., 2021). This study used
Return on Tota Assets (ROA) as the indicator to
caculate the profitability ratio. Return on total assets
(ROA) is aratio that shows the return on the number of
assets used in a company and can also be used as a
benchmark for the effective management of a company’s
investment funds.

The Effect of Company Size on Financial Distress

Abdioglu (2019) argues that company size links
financial distress with capital structure. Even though the
company isin astate of financial distress due to high debt
levels, it is more likely to recover from this situation
more quickly if it has large capital. Company size is a
determining factor in the occurrence of financial distress.
Large companies show the solid financial foundation that

®iHaHCKM Ta oNOAATKYBaHHA
the company has to survive economic uncertainty. On the
other hand, it is doubtful that smaller companies will
survive in uncertain economic conditions that lead to
financial distress. This is in line with Oktasari (2020),
Orbaningsih et a. (2022), and Desiana & Diem (2021)
that company size influences financia distress.

H1: Company size has a significant positive effect on
financial distress.

The Effect of Leverage on Financial Distress

Giarto & Fachrurrozie (2020) explain that leverage
shows the extent to which a company's operational
activities are financed by debt. Referring to the pecking
order theory, the higher the leverage value, the greater the
risk that the company will not be able to pay its
obligations. It indicates poor company performance,
which can lead to unhealthy and decreased company
values. Companies with a high level of leverage are at
risk of experiencing financial distress because the
company will focus on using assets to pay off liabilities,
which can lead to bankruptcy. This is in line with
Wilujeng & Yulianto (2020), Syuhada et al. (2020), Fitri
R & Syamwil (2020), Fitri R & Syamwil (2020), Sapultri
(2019) and Larasati & Wahyudin (2019) that leverage
affects financial distress.

H2: Leverage has a significant negative effect on
financia distress.

The Effect of Leverage on Financial Distress

Larasati & Wahyudin (2019) state that companies
with alarge nominal amount of short-term debt will have
adecreased level of liquidity. Therefore, investigations of
whether errors occurred in managing the company or
whether decisions are biased towards the persona
interests of certain parties, resulting in financial distress,
are needed. The higher the level of liquidity, the better
the company's financia condition, and the lower the level
of liquidity, the poorer the company's financia condition,
which can lead to financial distress. This is in line with
Oktasari (2020), Mashudi et al. (2021), Syuhada et al.
(2020), and Redtianti & Agustina Linda (2018) that
liquidity affects financia distress.

H3: Liquidity has a significant positive effect on
financial distress.

The Effect of Company Size on Financial Distress
with Profitability asa Moderating Variable

The larger the company size, the larger the profits
generated by a company. Company size indicates the size
of the assets owned by a company, making it easier for
the company to carry out its operationa activities to earn
profits. A large company size with good asset
management to obtain profits can minimize the
possibility of financial distress.

H4: Profitability can moderate the effect of company
size on financial distress.

The Effect of Leverage on Financial Distress with
Profitability asa Moderating Variable

A large tilization of debt for the company's
operational activities can cause problems in the future
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regarding the repayment of the principal and the interest.
Profit is the key goa of a company. Good use of assets
will increase profits, which will improve the company's
financial condition. The level of the company's ability to
earn profits will affect the level of the company's ability
to pay its financia obligations so that the company has a
smaller possibility of experiencing financial distress. This
isin line with Wilujeng & Y ulianto (2020), who state that
profitability can moderate the effect of leverage on
financial distress.

H5: Profitability can moderate the effect of leverage
on financia distress.

Firm Size/l SZE
(X1)

i

The Effect of Liquidity on Financial Distress with
Profitability asa Moderating Variable

Liquidity indicates the availability of funds the
company owns to meet all debts due soon. Every profit
earned by the company will increase the level of the
company's assets, meaning that it will increase the level
of liquidity so the company can pay al long-term and
short-term debts. Therefore, the level of financial distress
and bankruptcy can be smaller.

H6: Profitability can moderate the effect of liquidity
on financial distress.

Financial Distress/ S-Score

Leverage/ DAR
(X2

Liquidity/ QR

I
|
|
|
i
(X3) !

()

Profitability/ ROA (2)

Figure 1. Resear ch Conceptual Framework

RESEARCH METHODOLOGY

Research Site

This study is associative as it only aims to identify the
relationship between two or more variables of financial
distress. This study involved food and beverage sub-
sector companies that have gone public and are listed on
the Indonesia Stock Exchange for the 2018-2021 period.

Population and Sample
Sugiyono (2021) defines population as an area with
certain qualities and characteristics of objects or subjects

to be studied. In this study, the population was the food
and beverage sub-sector companies listed on the
Indonesia Stock Exchange, totalling 41 companies.

Samples are a part of the number and characteristics
possessed by a population. If the population is too large,
the researcher cannot study the entire population due to
limited funds, energy, and time. Thus, the researcher can
only use samples from that population (Sugiyono, 2021).
The samplein this study involved food and beverage sub-
sector companies listed on the Indonesia Stock Exchange
with certain criteria.

Table 1. Sample Criteria

No. Description Number
1 Food & beverage sub-sector companies listed on the IDX 42
2. Food & beverage sub-sector companies that are not regularly registered on the IDX an
for the 2018-2021 period
3. Food & beverage sub-sector companies that have negative profits for the 2018-2021 (8
period
Number of sample 17
Total sample (17 companiesx 4 years) 68
Source: data processed by researchers (2023).
Oblik i finansi, Issue 3(101), 2023 57
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Variable Operationalization
Table 2. Variable Operationalization

®iHaHcK Ta onoAaTKyBaHHA

No. Variable Operational Definition Formula Scale
1  Company Size can classify companies as large or Size = Ln (total assets) Ratio
Size (Size) small based on the amount of total assets
related to the company's ability to face
financial problems.
2 Leverage Leverage is a ratio that shows how far (DAR) = o2l debt Ratio
(DAR) the assets/funds owned by the company Total assets
can fulfill the financial obligations.
3 Liquidity Liquidity is a ratio that shows a (QR) = Current assets — Inventories Ratio
(QR) company's ability to handle its short-term Currentliabilities
financial obligations.
4 Profitability  Profitability isaratio that can provide an (ROA) = eLprofits, Ratio
(ROA) assessment of a company's performance Total assets
in generating profits by managing assets
and liabilities which is aso the fina
result of decisionsin acertain period.
5  Financia Financial distress refers to the company's S-Score=1.03A + 3.07B + 0.66C + Ratio
Distress poor financial condition due to a net loss +0.4D
(S-Score) for the current year resulting in capital Notes:
deficiency causing the company unable A =working capital/total assets
to pay obligations, arrear in dividend B = earning before interest and
payment, and lead to bankruptcy. taxes/total assets
C = net income before taxes/total assets
D = sdles/totd assets
Data Analysis data so evauation of the measurement model (outer

PLS model evauation was based on prediction
orientation which is non-parametric in nature. This
evaluation covered assessing the outer model and inner
model (Ghozali, 2021).

Evaluation of the structural model (Inner Model) aims
to predict the relationship between latent variables using
the bootstrapping method. Inner model testing can be
evaluated using R-Square for dependent constructs,
Stone-Geisser Q-square test for predictive relevance, and
t-test and significance of structural path parameter
coefficients. The R2 was carried out to measure the level
of variation in changes in the independent variable
towards the dependent variable. Q-square calculated the
observation value produced by the model. A value of
Q2>0 indicates the model has predictive relevance,
while Q2<0 indicates the model lacks predictive
relevance (Ghozali, 2021). This study only used the
structural model (inner model) because it used secondary

model) is not required.

Bootstrapping is a non-parametric procedure to solve
abnormal data problems, particularly with small samples.
Bootstrapping dlows testing of the statistical significance
of various PLS-SEM results. In bootstrapping, sub-samples
are crested by randomly drawing observations (with
replacement) from the original data set. To ensure the
stability of the results, the number of sub-samples must be
large. A small number of bootstrap sub-samples (e.g., 500)
can be used for an initial check. However, the preparation
of fina results requires a large number of bootstrap sub-
samples (for example, 5,000) (Juliandi, 2018).

A hypothesis test was carried out by considering the
t-statistic and probability values. The t-statistic value of
>1.96 with a 5% indicates that the hypothesis is
accepted, while a value of <1.96 indicates that the
hypothesis is rejected. Ha is accepted if the p-vaue
< 0.05 (Ghozdli, 2021).

This study used the PL S approach with the following equation model:
SScore= p1Sze + f2DAR + B3QR + SAROA + 55 ze* ROA + f6DAR* ROA +57QR*ROA+ ¢

Notes: S-Score = Financial distress
B1Size = Company size
B2DAR = Leverage
B30QR = Liquidity
B4ROA = Profitability
5Size* ROA = Interaction between profitability and company size
BEDAR*ROA = Interaction between profitability and leverage
B7QR*ROA = Interaction between profitability and liquidity
€ = Error term
p1- p7 = Regression Coefficient

RESULTSAND DISCUSSION

| Descriptive Statistical Analysis
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Descriptive analysis provides an overview of data
based on the mean, median, standard deviation, variance,
maximum value, minimum value, sum, range, kurtosis,
and skewness (distribution skewness). This study used
independent variables of company size (size), leverage

(debt to asset ratio), and liquidity (quick ratio), a
moderating variable, namely profitability (return on
assets), and a dependent variable, namely financial
distress (Springate model). The results of the descriptive
analysis test using SmartPL S data can be seen below:

Table 3. Descriptive Statistical Analysis

Mean Median Min M ax Standard Deviation Excess Kurtosis Skewness
S-Score 1.679 1.532 0.411 8.598 1.151 18.090 3.293
SIZE 23.415 27.355 13.620 30.623 5.883 -1.503 -0.479
DAR 0.427 0.413 0.108 3.846 0.447 51.100 6.675
QR 2.218 1.234 0.543 11.429 2.388 5.652 2.394
ROA 0.112 0.095 0.002 1.035 0.138 29.468 4,785

Source: data processed by researchers (2023).

The results of data processing using Smart PLS are
presented in Table 6. The details explanation for the
mean value, minimum vaue, maximum value, and
standard deviation of the company size, leverage,
liquidity, profitability, and financial distress variables can
be seen below:

The S-Score variable involving a sample size of 68
obtained a minimum value of 0.411 at PT. Budi Starch
& Sweetener Tbk and a maximum value of 8,598 at
PT. Sariguna Primatirta Thk with a mean value of 1.679
and astandard deviation value of 1.151.

The SIZE variable involving a sample size of 68
obtained a minimum value of 13,620 at PT. Akasha Wira
Internasional and a maximum value of 30,623 at
PT. MayoraIndah Tbhk with a mean value of 23.415 and a
standard deviation value of 5.883.

Model Analysis

Liquidity Ra... — 0,000 —

Ligquidity Ratie

2938

Leverage —0.000 _._‘————-— 2997

Leverage

3.165

Firm Size —0.000—

Firrn Size

The DAR variable involving a sample size of 68
obtained a minimum value of 0.108 at PT. Campina Ice
Cream Industry Tbk and a maximum value of 3,846 at
PT. Sariguna Primatirta Tbk with a mean value of 0.427
and standard deviation vaue of 0.447.

The QR variable involving a sample size of 68
obtained a minimum value of 0.543 at PT. Budi Starch
& Sweetener Tbk and a maximum value of 11,429 at
PT. Sariguna Primatirta Thk with a mean value of 2.218
and a standard deviation of 2.388.

The ROA variable involving a sample size of 68
obtained a minimum value of 0.002 at PT. Sekar Bumi
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Primatirta Thk with a mean value of 0.112 and a standard
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Structural model analysis (inner model) was based on
the values of R2 and F2.

The R-Square (R2) vaue shows the level of
determination of the exogenous variable relative to the
endogenous variable. A large R2 value indicates a good
level of determination.

Based on Table 4 below, the Adjusted R-Square value
reaches 0.960. This can be interpreted that variables X
and Z, namely SIZE, Debt to Asset Ratio, Quick Ratio,
and Return on Assets provide 96% effects to Financial
Distress (S-Score), while the other 4% is influenced
by other factors outside this study.

Table 4. Coefficient of Deter mination

R-Square  R-Square Adjusted
S-Score 0.964 0.960

Source: data processed by researchers (2023).

F-Square (F%) is a measure to see the relative impact
of an exogenous variable or independent variable and
moderation on the endogenous variable or dependent
variable.

Table 5. Result of F2for effect size

S-Score

S-Score

SIZE 0.387
SIZE-ROA 0.071
DAR 0.328
DAR-ROA 0.190
QR 0.752
QR-ROA 0.256
ROA 3.669

Source: data processed by researchers (2023).

Table 5 shows that variables that have large effect
size with the F-Square criteria of > 0.35 cover:

The effect of SIZE on the S-Score obtained
an F-Square value of 0.387.

The effect of Quick Ratio on S-Score obtained
an F-Square value of 0.752.

The effect of Return on Asset Ratio on S-Score
obtained an F-Square value of 3.669.

Variables that have moderate effect size with
the F-Square criteria of 0,15-0,35 cover:

The effect of Debt to Asset Ratio on S-Score obtained
an F-Square value of 0.328.

The effect of Return on Asset Ratio in moderating
Debt to Asset Ratio on S-Score obtained an F-Square
value of 0.190.

The effect of the Return on Asset Ratio in moderating
the Quick Ratio on the S-Score obtained an F-Square
value of 0.256.

Variables that have a small effect size with F-Square
criteriaof 0.02 to 0.15 cover:

The effect of Return on Asset Ratio in moderating
SIZE on S-Score obtained an F-Square value of 0.071.

Indeed, there is no negligible effect as there is
no F-Square value below 0.02.

Path Coefficients

The hypothesis testing used path coefficients for the
effect of variables X and Z on variable Y. This analysis
was carried out by comparing t-tables and t-statistics that
bootstrapping produces in SmartPLS. If the t-statistic
value > t-table (1.96) with a significance level of 5% or
a = 5%, p-value 0.05, then the hypothesis is accepted
(Sugiyono, 2021).

Table 6. Path Coefficients

Original Sample Standard Deviation T Statistics P Values
Sample (O) Mean (M) (STDEV) (JO/ISTDEV))
SIZE — S-Score 0.135 0.145 0.042 3.214 0.001
SIZE>ROA — S-Score 0.108 0.105 0.054 1.998 0.046
DAR — S-Score -0.477 -0.404 0.164 2.915 0.004
DAR>ROA — S-Score 0.080 0.084 0.068 1.173 0.242
QR — S-Score 0.249 0.275 0.077 3.244 0.001
QR>ROA — S-Score 0.244 0.245 0.111 2.209 0.028
ROA — S-Score 0.974 0.930 0.147 6.644 0.000

Source: data processed by researchers (2023).

Based on the results of the Path Coefficients analysisin Table 6, a structural equation model can be created below:

S Score= 0.135 SZE - 0.477 DAR + 0.249 QR

Based on Table 6, it can be said that:

1. The results of the hypothesis test on the effect of
company size (SIZE) on financial distress (S-Score)
obtain a parameter coefficient value of 0.135 with a
t-statistical significance of 3.214 which is higher than
1.96 and a P-Values value of 0.001 which is lowers than
0.05. This indicates that company size has a significant
positive effect on financial distress, so H1 is accepted.

2. The results of the hypothesis test on the effect of

leverage (debt to asset ratio) on financial distress
(S-Score) obtain a parameter coefficient value of -0.477
with a t-statistical significance of 2.915 which is higher
than 1.96 and a P-Values value of 0.004 which is lower
than 0.05. This means that leverage has a significant
negative effect on financia distress, so H2 is accepted.
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3. The results of the hypothesis test on the effect of
liquidity (quick ratio) on financial distress (S-Score)
obtain a parameter coefficient value of 0.249 with
a t-statistical significance of 3.244 which is higher than
1.96 and a P-Vaues value of 0.001 which is lower than
0.05. This means that liquidity has a significant positive
effect on financial distress, so H3 is accepted.

4. Hypothesis test results on the effect of profitability
(return on assets) in moderating company size (SIZE) on
financial distress (S-Score) obtain a parameter coefficient
value of 0.108 with a t-statistical significance of 1.998
which is higher than 1.96 and a P-Values value of 0.046
which is lower than 0.05. This means that profitability
can moderate the influence of company size on financia
distress, so H4 is accepted.

5. Hypothesis test results on the effect of profitability
(return on assets) in moderating leverage (debt to asset
ratio) on financial distress (S-Score) obtain a parameter
coefficient value of 0.080 with a t-statistical significance
of 1.173 which is lower than 1.96 and a P-value of 0.242
which is higher than 0.05. This means that profitability
cannot moderate the effect of leverage on financial
distress, so H5 isrejected.

6. Hypothesis test results on the effect of profitability
(return on assets) in moderating liquidity (quick ratio) on
financial distress (S-Score) obtain a parameter coefficient
value of 0.224 with a t-statistical significance of 2.209
which is higher than 1.96 and a P-Value value of 0.028
which is lower than 0.05. This means that profitability
can moderate the effect of liquidity on financial distress,
so H6 is accepted.

Discussion

The Effect of Company Size on Financial Distress

The results of the analysis show that company size
has a positive and significant effect on financial distress.
This indicates that the larger the company size, the more
stable the company’s financial condition resulting in
higher share prices in the capital market. The results of
this study are in line with the signaling theory that
company size can be a positive signd to investors and
become a benchmark for investing capita as a large
company scale makes people know and trust the company
more. Based on agency theory, large company sizes in
food and beverage companies can provide resources to
managers, in this case as agents, to carry out research and
product development in accordance with fluctuations in
consumer demand, taste trends, and applicable
regulations regarding food safety. Besides, product
diversification which is generally owned by large
companies can help reduce the risk of depending on one
product. In this case, the owner's task as principal is to
form an active and strict internal monitoring committee to
minimize the risk of financia distress. It isin line with
Desiana & Diem (2021) Oktasari (2020) and Yokeu
Bernardin & Indriani (2020) that company size has a
significant positive effect on financia distress. On the
other hand, it contradicts a previous study by Dirman
(2020) that company size has a significant negative effect
on financial distress, it is because in his study, Dirman
(2020) used the Altman Z-Score moddl ratio that the
calculation ratio is different from the S-Score model ratio.

The Effect of Leverage on Financial Distress

The results of the study show that leverage has a
negative and significant effect on financial distress.
A decrease in the level of leverage indicates that lower
company assets are financed by debt so management can
focus the flow of funds on company development.
Theresults are in line with signaling theory in which a
low level of leverage indicates a positive signal for
investors to make investment decisions. A low level of
leverage can provide a sense of security to investors
because the funds invested are not used to pay debts but
for the development of the company which can generate
greater profits which leads to good returns for the
investor. Referring to agency theory, leverage can trigger
conflicts between the principal (owner) and the manager
(agent). If managers desire to increase company growth,
they will be very likely to use more debt as a source of
funds. Indeed, it is risky because it can increase the
possibility of financial distress and threaten the interests
of the principal. Therefore, the principal needs to monitor
and evaluate the agent's decision to use debt to acquire
assets to ensure that the decision is correct. These results
are in line with Aditya Kusuma Wardhana (2021),
Sugiharto et al. (2021), Syuhada et al. (2020), Wilujeng
& Yulianto (2020), Wilujeng & Yulianto (2020), Y okeu
Bernardin & Indriani (2020) Saputri (2019) that leverage
has a negative and significant effect on financial distress.

The Effect of Liquidity on Financial Distress

The results of the study show that liquidity has a
positive and significant effect on financial distress.
Companies with a high level of liquidity tend to have no
difficulty in paying off al their short-term debt. Thisisin
line with signaling theory that a high level of liquidity
can attract more investors to invest because a high level
of liquidity indicates the large value of assets owned by
the company which can be used for surviving the threat
of financial distress. This is in line with agency theory
that a high level of liquidity indicates good management
processing of funds and assets. Good management
processes are inseparable from cost savings and
increasing efficiency within the company. In food and
beverage companies, fluctuations in demand can affect
the company's cash flow. Referring to agency theory,
management (agents) need to decide the amount of
inventory needed to overcome this. This is in line with
Mashudi et al. (2021), Mashudi et a. (2021), Syuhada et
al. (2020), and Yokeu Bernardin & Indriani (2020) that
liquidity has a significant positive effect on financial
distress.

Profitability Moderates the Effect of Company Size
on Financial Distress

The results of this study show that profitability can
moderate the effect of company size on financial distress.
Company size indicates the strength of the company’'s
assets. Strong assets can maintain the financia stability of
acompany to prevent the risk of financial distress. Strong
assets can be obtained from good profits. As a
moderating variable, profitability can influence financia
distress. Based on signaling theory, profitability can be a
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signa for investors indicating the company's ability to
create profits. Large-size companies are believed to have
good profitability. In food and beverage companies, the
key to generating high profit is a good brand image and
observation of market conditions. High profitability
contributes to the reputation of food and beverage
companies which can encourage asset growth increasing
company size. Larger companies are considered more
stable and have easier and better access to financing that
can boost the growth of the company's assets. Referring
to agency theory, the principal can implement a more
careful asset processing policy by utilizing the value of
the size of the company to produce good profitability.
Management as an agent can be assessed based on good
asset processing to reduce the potential risk of failure and
excessive use of assets to mitigate the risk of financial
distress. In food and beverage companies with physical
assets in the form of production egquipment and
warehouses, good processing is needed to face market
changes. Limited supply from suppliers is important to
maintain stable profitability to face financial distress.

Profitability Moderates the Effect of Leverage on
Financial Distress

The results of the study show that profitability cannot
moderate the effect of leverage on financial distress.
The profits obtained by the company are not only used
for the company's operational activities but also paying
off debts. This indicates that profitability is not fully
capable of reducing or increasing a company's debt level.
Generally, food and beverage companies have moderate
margin levels due to intense competition between
competitors and the need to maintain stable and
affordable selling prices for consumers. With a moderate
level of profitability, the profits achieved are not large
enough to overcome the high level of leverage. Food and
beverage companies need high working capitd,
particularly in accounts receivable. They need to maintain
an adequate supply of fresh funds, a stable cycle of
receipts from consumers, and sufficient terms of credit
from vendors. This dependency caused by cash flow can
also limit profitability's ability to resolve leverage levels.
These findings are in line with Aditya Kusuma Wardhana
(2021), Sugiharto et a. (2021), and Yokeu Bernardin
& Indriani (2020) that profitability cannot moderate the
effect of leverage on financial distress.

Profitability Moderates the Effect of Liquidity on
Financial Distress

The results of the study show that profitability can
moderate the effect of liquidity on financia distress.
Liquidity indicates a company's ability to pay its short-
term obligations. The company's current assets outside of
inventory have a value higher than the company's current
debt. Paying off the current debt will be difficult due to
the lower current assets owned by the company.
The addition of the company’s current assets can also be
obtained from profits each profit earned will be converted
into current assets which will increase the level of
liquidity. The increasing profits followed by an increase
in liquidity levels can be a combination shield for

®iHaHCcK Ta onoJaTKyBaHHA
companies to face the risk of financial distress. This
finding is in line with signaling theory that high
profitability can provide a signal that company
management has good quality in managing the company's
operations, finances, and liquidity. The quality of food
and beverage company management in generating stable
profits and managing liquidity can be assessed from the
efficiency of production, distribution, and production
supply chain management. Based on agency theory, high
profitability will increase the trust of the principal
(owner) in the agent (management) as the agent can
manage liquidity challenges in food and beverage
companies such as fluctuations in demand, changes in
consumer trends, and supply risks which can reduce
profit margins. A high level of profitability indicates
effective management in managing liquidity levels, such
as good supervision of operational and financia risks to
avoid the risk of financia distress. This is in line with
Aditya Kusuma Wardhana (2021) and Sugiharto et al.
(2021) that profitability can moderate the influence of
liquidity on financial distress.

CONCLUSION

The results of the study of financial indicators of food
and beverage sub-sector companies listed on the IDX for
the 2018-2021 period show the following:

1. Company size (SIZE) has a significant positive
effect on financia distress (S-Score).

2. Leverage (debt to asset ratio) significantly
negatively affects financial distress (S-Score).

3. Liquidity (quick ratio) positively affects financia
distress (S-Score).

4. Profitability (return on assets) can moderate the
effect of company size (SIZE) and liquidity (quick ratio)
on financia distress (S-Score). Instead, profitability
(return on assets) can't moderate the effect of leverage
(debt to asset ratio) on financia distress (S-Score).

Thus, manufacturing companies in the food and
beverage sub-sector need to consider company size,
leverage, and liquidity as a reference to avoid financial
distress. They need to carry out market analysis to
understand growth potential and demand before
increasing the size of the company. Besides, they need to
avoid large debt financing company operational activities
so that company assets are not burdened. Moreover, they
need to consider profitability because it can strengthen
the influence of changes in the value of company size and
liquidity.

Investors must consider company size, leverage, and
liquidity as guidelines for determining which companies
are safe from bankruptcy. They need to choose
companies with an appropriate size, stable market share,
and reasonable leverage ratio for their investments to be
successful. They also have to consider companies with a
wide customer base and diverse sources of income to
survive market fluctuations. Moreover, they can study the
level of profitability because it can moderate the effect of
company size and liquidity.

Future studies are expected to expand to other
company sectors and increase the research period to
provide better data variations.
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