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ARTICLEINFO ABSTRACT

This study aims to examine the effect of financial ratios, including liquidity
ratios, profitability, leverage, activity, and sales growth on financial distress

]ICI(':Jc‘zlr‘:Vc?crz'Id;;stress in hotel and tourism sector companies listed on the Indonesia Stock
liquidi ! Exchange for the 2017-2021 period. The data used is secondary data in the
goﬁta%]}li form of financial statements and annual reports for 2017-2021. Technical
p v data analysis uses multiple linear regression analysis. Sampling was carried
leverage, ! X . .
L out by purposive sampling with a total sample of 21 companies from a total
activity, . . .
sales arowth population of 33 companies, then the number of observations was 105. The
9 research findings show that liquidity and leverage variables have a
significant positive effect on financial distress, profitability variables have a
significant negative effect on financial distress, activity variables and sales
growth do not have a positive effect on financial distress.
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1. INTRODUCTION

In early 2020 the whole world was hit by a covid 19 pandemic, especially Indonesia. So that causing
significant changes to the entire order of life in Indonesia, especially in the economic sector. Human
activities began to be restricted so that it had a bad impact on the community's economy. Some people lost
their jobs, entrepreneurs suffered losses, and some companies went bankrupt. The results of a Bank
Indonesia (BI) survey noted that the most significant decline occurred in business activities in the
manufacturing industry sector, trade sector, hotels and restaurants, and the service sector due to a
decrease in demand (Rinofah et al.,, 2022). Based on data from the Ministry of Tourism and Forestry
(2019), the contribution of national GDP (Gross Domestic Product) in 2020 has decreased from 5.5% to
4%. Vice chairman of the Indonesian Hotel and Restaurant Association (PHRI) Maulana Yusran, stated that
the tourism, hotel and restaurant industries suffered losses reaching more than RP 100 trillion or US$ 7.1
billion until early November (Kontan.co.id, 2020). The phenomenon of declining sales can affect the
financial condition of the company. The decline was marked by a decrease in the occupancy rate of star-
rated hotel rooms and foreign tourist visits. Based on data from the Central Statistics Agency, the hotel
occupancy rate has decreased significantly in 2020. The hotel room occupancy rate in 2020 sawavery
sharp decline of 21%. The decline in the hospitality industry is accompanied by a simultaneous decline in
the tourism industry. Based on data from the Ministry of Tourism and Creative Economy, the level of
foreign tourist visits in 2020 experienced a significant decrease of 513,482 visits. Then in 2021 it still
experienced a fairly high decline of 141,211 visits. This very significant decline has made several tourism
and hotel industries experience a decline in revenue and even lose money. So that it can interfere with the
company's operations. This decrease in revenue can result in the company not being able to finance short-
term and long-term liabilities. This condition is called financial distress.

Platt and Platt (2002) define financial distress as the stage of decline in financial condition that
occurs before bankruptcy or liquidation. Company revenues and cash flows declined, causing distressed
companies to fail to meet their financial obligations (Thim et al., 2011). According to Platt & Platt (2002)
there are several indicators of companies before experiencing bankruptcy conditions, including cash flow
difficulties, negative company net operating profit for several years, massive layoffs. This happens because
the company's revenue from the results of operating activities is insufficient to cover the operating
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expenses arising from the company's operating activities so that the company has difficulty funding to run
its business again.

Table 1 Development of Hotel and Tourism Industry Net Profit

NET PROFIT
CODE 2017 2018 2019 2020 2021
KPIG  1,315,234,000 665,479,000 274,135,000 258,812,539,573  144,520,842,245
INPP  147,896,118,540 122,894,269,254 2,081,142,336,348 -483,534,590,924 -28,445,978,434
JSPT 1,792,000 466,896,329 143,508,701 -235,772,754 -333,366,231
SHID 1,458,000 1,717,000 -12,677,000 -51,932,285,632 -41,782,293,320
PJAA 224,155 222,347 233,034 -393,866 -276,381

Source: Company Financial Statements (Data processed)

Based on the table above, it can be seen that the development of net profit or net loss obtained by
several companies during the pandemic experienced losses marked by negative occurrence in net profit.
The problem of the condition of financial losses faced by hotel and tourism sector companies in 2017-2021
is one of the factors causing the occurrence of financial distress conditions which can lead to bankruptcy
which means the company's failure to carry out the company's operations to generate its profits. According
to Altman (1968), the occurrence of financial distress can be predicted by financial ratios. In general, the
ratios used in measuring financial distress are profitability, liquidity, solvency, activity, and growth ratios
(Altman, 1968). So that researchers use the ratio as an independent variable.

Based on several previous studies, there are still differences in empirical findings in the results of
the study on the effect of the ratio of finance to financial distress. According to Yasmin and Muharam
(2021), Sutra and Mais (2019), Thim et al., (2011), Hadi Abdul (2022), and Kartika et al., (2020) that the
proxied liquidity ratio with the current ratio negatively affects the financial distress. However, this is
different from the results of research conducted by Septyanto et al., (2022), Rinofah et al., (2022),
Kournikova and Nurasik (2021), and Nurdiawansyah et al., (2021) that liquidity has a positive effect on
financial distress. According to Yasmin and Muharam (2021), Sutra and Mais (2019), Rinofah et al., (2022),
Thim et al,, (2011), Hadi (2022), and Kartika et al.,, (2020) stated that profitability proxied by ROA
negatively affects financial distress. However, in contrast to the statements of Septyanto et al., (2022),
Kournikova and Nurasik (2021), and Nurdiwansyah et al., (2021) profitability proxied by ROA has a
positive effect on financial distress. According to Nurdiawansyah et al,, (2021) and Kartika et al., (2020)
show that leverage has a positive effect on financial distress. In contrast to research conducted by
Septyanto et al,, (2022) and Rinofah et al, (2022) that leverage negatively affects financial distress.
According to Kournikova and Nurasik, (2021) and Kartika et al.,, (2020) states that the ratio of activity
negatively affects financial distress. However, this is inversely proportional to the research of Rinofah et
al,, (2022) showing that the activity ratio has a positive effect on financial distress. According to research
conducted by Thim et al., (2011) shows that sales growth has no effect on financial distress. However, this
is inversely proportional to the research of Rinofah et al., (2022) showing a positive influence of sales
growth on financial distress.

2. METHOD

The diversity of research results regarding the relationship between the ratio of finance to financial
distress is a stimulus to conduct further research. This study will examine the effect of financial ratios,
namely liquidity, profitability, leverage, activity, and sales growth on financial distress in hotel and tourism
sector companies listed on the Indonesia Stock Exchange. The population and sample of this study are
hotel and tourism sector companies listed on the Indonesia Stock Exchange for the 2017-2021 period.
Sample selection is carried out based on the purposive sampling method. To obtain a suitable sample are
determined the following criteria: companies belonging to the hotel and tourism industry listed on the IDX
during the period 2017-2021, and companies that actively publish financial statements successively
during the research period. To calculate financial distress in this study using the Altman z-score method.
The analysis was carried out using a multiple regression equation model. The regression method aims to
test the relationship between independent variables to dependent variables. The similarities of the
regression of this study are:
Z"=a+ 3, CR+ B, ROA + (33 DAR + 3, TATO + 5 SG + e
Where:
A : Financial Distress (Z-score)
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a : Konstanta
B : Koefisien
Current ratio (CR) : Likuiditas

Return on asset (ROA) : Profitabilitas
Debt to asset ratio (DAR): Leverage

Total asset turnover (TATO) : Aktivitas
Sales growth (SG) : Sales growth
e : Eror

3. RESULTS AND DISCUSSION
Normality Test
Normality tests are used to test whether in regression models, disruptive variables or normal
distributed residuals or not (Ghozali, 2016). A good regression model is to have a normal or close to normal
distribution. To find out whether the data of this study is normal or not, data testing was carried out using
skewness and kurtosis. Based on the test results, the following results were obtained:

Table 2 Skewness and Kurtosis Test Results

Skewness Kurtosis
Statistic Std. Error  Statistic Std. Error
Unstandardized -0,260 0,236 0,105 0,467

Residual

In the results of the analysis in the table above, the results of the skewness value of -0.260 and the
standard error of 0.236 and the kurtosis value of 0.105 and the standard error of 0.467 were obtained. To
find out the value of the skewness ratio and the kurtosis ratio, use the following formula:

Skewness ratio formula= statistical skewness/std.eror skewnes
=-0,260/0,236
=-1,10

Kurtosis ratio formula = kurtosis/std statistics. kurtosis error
=0,105/0,467
=0,22

Based on the formula above, the skewness ratio value of -1.10 and the kurtosis ratio of 0.22 were
obtained, because the skewness ratio and kurtosis ratio were between the values of -1.96 to 1.96, it can be
concluded that in the study of the normal distributed regression model.

Multiple Linear Regression Analysis
Multiple linear regression analysis is used to determine the influence of independent variables on

dependent variables. The following is a table of multiple linear regression analysis:

Table 3 Results of Multiple Linear Regression Analysis

Unstandardized Standardized
Model Coefficients Coefficients T Itself.
B Std. Error Beta
(Constant) 3,514 0,748 4,699 0,000
CR 0,073 0,016 0,300 4,670 0,000
ROA -0,030 0,003 -0,594 -9,268 0,000
BUT 0,501 0,096 0,335 5,208 0,000
THIS 0,303 0,501 0,039 0,605 0,546
SG 0,093 0,080 0,075 1,158 0,250

Based on the results of the calculation of linear regression analysis in the table above, the form of
the regression equation is obtained as follows:
Financial Distress = 3,514 + 0,073 (CR) - 0,030 (ROA) + 0,501 (DAR) + 0,303 (TATO) + 0,093 (SG) +
0,748
1) If the liquidity ratio projected by the current ratio, there is an increase of one unit while the
profitability ratio (ROA), leverage (DAR), activity (TATO), and sales growth do not contribute or have
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avalue of zero (0), then the financial distress projected to the Altman Z Score is positive. Infact,
whenever there is an increase in the company's liquidity and other free variables are assumed to be
constant, thepossibility of the company experiencing financial difficulties is predicted to increase.

2) If the projected profitability ratio by return on assets increases by one unit while the liquidity ratio
(CR), leverage (DAR), activity (TATO), and sales growth does not contribute or has avalue of zero (0),
then the financial distress projected to the Altman Z Score is negative. Infact, whenever there is an
increase in the company's profitability and other free variables are assumed to be constant, then
thepossibility of the company experiencing financial difficulties is predicted to decrease.

3) Ifthe leverage ratio projected by the debt to asset ratio increases by one unit while the liquidity ratio
(CR), profitability (ROA), activity (TATO), and sales growth do not contribute or have avalue of zero
(0), then the financial distress projected to the Altman Z Score is positive. Artinya, whenever there is
an increase in the amount of debt owned by a company and other free variables are assumed to be
constant, then thepossibility of the company experiencing financial difficulties is predicted to increase.

4) If the projected activity ratio by total asset turnover increases by one unit while the liquidity ratio
(CR), profitability (ROA), leverage (DAR), and sales growth does not contribute or hasa value of zero
(0), then the financial distress projected to the Altman Z Score is positive. Infact, whenever there is an
increase in company activity and other free variables are assumed to be constant, thepossibility of the
company experiencing financial difficulties is predicted to increase.

5) If the sales growth ratio increases by one unit while the liquidity ratio (CR), profitability (ROA),
leverage (DAR), and activity (TATO) does not contribute or has avalue of zero (0), then the financial
distress projected to the Altman Z Score is positive. Infact, everytime a sales growth increase is
experienced by the company and other free variables are assumed to be constant, thepossibility of the
company experiencing financial difficulties is predicted to increase.

DISCUSSION
a. The Effect of Liquidity on Financial Distress

The liquidity proxied by the current ratio has a significance value of 0.0000 < 0.05 with a t value of
4.670 (positive). Thus, liquidity with the current ratio indicator has a significant positive effect on financial
distress. Companies that are able to increase their liquidity value, then the company will be more liquid
and well in the sense that the company will increasingly stay away from the potential for financial distress.
If the company has low liquidity, the company is feared to be unable to pay its short-term debt, because
this may indicate that the company is notin a liquid condition because the company's current assets cannot
cover its current debt so that it can trigger financial distress. However, the higher the liquidity value, the
greater the current assets that are not needed, so that they do not provide income and a large amount of
funds will be collected in the form of uncollectible trade receivables. Such uncollectible receivables or
unsold inventory cannot be used by the company to repay debts. So that the liquidity ratio that is too high
indicates that the company's working capital is unproductive resulting in the emergence of costs that will
reduce the company's profit and will have a positive effect on financial distress. This is not in line with the
signal theory proposed by Spence (1973) stating that the lower the company's liquidity, the more likely
the company is to experience financial distress so that the signal given is bad, if the higher the company's
liquidity, the less likely the company is to experience financial distress So that the signals given are good,
but in practice an increase in liquidity can increase financial distress if the company cannot manage its
current assets more efficiently.

b. The Effect of Profitability on Financial Distress

The profitability proxied by the return on assets has a significance value of 0.0000 < 0.05 with a t
value of -9.268 (negative). Thus, profitability with the return on asset indicator negatively affects financial
distress. So that the higher the profitability rate measured by the return on assets, the higher the company
avoids financial distress. If the company can make a profit, it shows that a manager is professional in
carrying out his strategy and can benefit both parties, namely the investor will increase his profit
sharingand also for the manager the bonus received will be greater. The higher the profit obtained, the
greater the company's ability to cover its operational costs, so the smaller the company also experiences
the possibility of financial distress. This is in line with the agency theory proposed by Jensen and Mackling
(1976) stating that if principals and agents can work well together, then the goal of maximizing profits will
be achieved. The high return on assets reflects the company's ability to manage its assets to obtain
maximum profit, so that the possibility of financial distress decreases.
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c. The Effect of Leverage on Financial Distress

The leverage proxied by the debt to asset ratio has a significance value of 0.0000 < 0.05 with a t
value of 5.208 (positive). Thus, leverage with the debt to asset ratio indicator negatively affects financial
distress. Thus, it can be said that the higher the debt to asset ratio of a company, the higher the possibility
of the company experiencing financial distress. The high use of third-party funds can lead to the
emergence of liabilities with large amounts that the company will have to pay in the future. If this situation
is not immediately resolved properly, then the possibility of the company experiencing financial distress
will be even greater. So that investors will not invest in the company. This result is supported by the trade
off theory proposed by Modigliani and Miller (1963) stating that the higher the leverage ratio, the less
likely the company needs to increase debt because it can reduce the value of the company. If you continue
to increase debt, then the company is tantamount to increasing financial distress.

d. The Effect of Activity on Financial Distress

The activity proxied by the total asset turn over has a significance value of 0.546 = 0.05 with a t
value of 0.605 (positive). Thus, activities measured using total asset turnover (TATO) show results that
have no effect on financial distress. This means that the high low level of asset turnover is not a benchmark
for a company to be said to be experiencing financial difficulties or not. The activity ratio will be better if
there is a decent balance between sales and various elements of assets, for example inventories and
company assets (Kournikova & Nurasik, 2021). If the activity ratio is unbalanced, it will experience
financial distress. It is suspected that in this case the turnover of assets in the company is indeed high, the
more effective the sales generated by the company's total assets, but the costs incurred by the company
are not well calculated, so the costs incurred also increase. If a company is able to control its assets
properly, the possibility of the company experiencing financial distress will become smaller. In this case,
when the company cannot streamline the cost of each sale, it may be that it will experience financial
difficulties. Thus, this research is not supported by the agency theory proposed by Jensen and Mackling
(1976) stating that the company'smanagement activities are carried out by agents. If the agent or manager
cannot maximize the use of company assets, then the company's sales cannot be maximized, so it will bring
a company closer to financial distress. The projected activity ratio by total asset turnover which was
originally believed to be a parameter in researching its effect on financial distress turned out to be
inappropriate because the size of the company's assets and the sale of the company did not affect the
occurrence or not of financial distress.

e. The Effect of Sales Growth on Financial Distress

Sales growth has a significance value of 0.250 = 0.05 with a t value of 1.158 (positive). In this study,
sales growth did not affect financial distress, due to the ups and downs in the value of sales growth, not
necessarily followed by the company's profit. The amount of company expenses is the cause of insufficient
profit to support the company's financial condition (Muzharoatiningsih & Ulil, 2022). So that the research
does not support the theory of the nyal proposed by Spence (1973) explaining the management's actions
to provide information for investors and creditors about the conditions that the company is currently
experiencing. The information provided regarding sales, if the sales level increases, the company will avoid
financial distress, while sales that fall indicate financial distress. The theoretical implication of this
research is that companies must not only focus on adding sales growth value, because the value of sales
growth does not affect financial distress. The practical implication is that companies must be able to
improve expense management properly, so that high levels of sales are accompanied by an increase in
profits.

4. CONCLUSION

Liquidity has a significant positive effect on financial distress in hotel and tourism sector companies
listed on the Indonesia Stock Exchange for the 2017-2021 period. Thus, it can be said that the higher the
level of liquidity, the higher the possibility of the company experiencing financial distress. Profitability has
a significant negative effect on financial distress in hotel and tourism sector companies listed on the
Indonesia Stock Exchange for the 2017-2021 period. Thus, if the company has a high profit value, the
adequacy of the company's funds will be maintained and avoid financial distress. Leverage has a
significant positive effect on financial distress in hotel and tourism sector companies listed on the
Indonesia Stock Exchange for the 2017-2021 period. Thus, it shows that the higher the level of debt to
asset ratio, the higher the possibility of the company experiencing financial distress. Activities do not have
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a positive effect on financial distress in hotel and tourism sector companies listed on the Indonesia Stock
Exchange for the 2017-2021 period. Thus, activity cannot be a benchmark for the occurrence of financial
distress or not. Sales growth did not have a positive effect on financial distress in hotel and tourism sector
companies listed on the Indonesia Stock Exchange for the 2017-2021 period. Thus, the ups and downs of
sales cannot reflect the company in a state of financial distress or not.
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