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Abstract

This study aims to measure the effect of leverage, current ratio, Operating expenses Operating income (OEOI), firm
size, and sales growth on financial distress in Transportation Equipment Industry listed on the Indonesian stock
exchange for the period 2018 to 2020.The uniqueness of this research is that it is a case study in a mature
Transportation Equipment Industry company so that it examines in depth, detalil, intensively, and thoroughly on
variables, especially those related to financial distress.The analytical method used in this study is multiple regression
analysis using the SPSS version 23. The results of this study provide an explanation of Leverage and Sales Growth
partially having a negative effect, Current Assets, Operating expenses Operating income , and Firm Size. and a partial
positive effect on financial distress. dependent financial distress can be explained by the independent variables
(leverage, current ratio, OEOI, Firm size, and Sales growth) of 50.5 percent while 49.5 percent is influenced by

other variables from this study.

Keywords: Leverage, current ratio, operating expensese/ income, firm size, sales growth and financial distress

1. Introduction

The third week of January 2020,Covid-19 simultaneously
attacked several countries in Asia, America, Europe, Australia,
and Africa. As a result of the Covid-19 pandemic, economic
activity has weakened and has changed the economic system
throughout the country. The impact of the Covid-19 virus
pandemic was also felt by several large companies in Indonesia,
where the financial services authority (OJK) mapped several
sectors that became potential losers and winners due to the
Covid-19 pandemic. According to (Gusmiari, Desnirita, 2020)
Earnings management can be viewed from several factors
related to managers' motivation in managing earnings. One of
these factors is Financial Distress. Companies that experience
funding constraints (financial distress) tend to carry out earnings
management always to provide the right signals in investors'
eyes, and earnings management behavior increases with the
increase in company financial distress. According to ,(Nuraini et
al., 2021), A company is a default, financially distressed, or
bankrupt when the financial ratio indicators are known, as
reinforced by a previous study. Therefore, when using non-
financial variables as independent, an intermediate variable is
needed to determine the bankruptcy probability. According to
(Susdaryo et al., 2021), A company can be categorized as
experiencing financial distress if the company has a
performance that shows negative net income. if company
experiences financial distress, the operating conditions of the
firm deteriorate thus leading to heavy financial burden on the
firm resulting to Financial distress. According to,(Walela et al.,
2022) Financial distress are circumstances that leads to firms
being unable to fulfill their credit obligations to creditors and may
result in bankruptcy, distress situations have been observed all
over the world across continents hence emphasizing distress as
a global problem. When firms are faced with distress situations,
the immediate effect is on the firms’ operations. Factors that

contribute to distress situations in firms have been identified and
are varied on a wide scale. Firm size is one such factor among
others including profitability, liquidity, leverage etc . Various
studies across the globe have identified factors that contribute
to distress ranging from managerial, operational expenses, firm
size , sales growth and risk levels exposed to by the firm.
According to,(Nadiya Nafisamuna & Nurfauziah, 2022) Financial
distress is a condition when the company's equilibrium cannot
be achieved in the current situation. One of the characteristics
of a company experiencing financial distress is when the
company experiences liquidity cannot fulfill its obligations to the
bank. The financial distress model helps companies detect
financial failures before bankruptcy occurs. The research was
conducted by measuring and viewing the company's financial
statements. Therefore, the company's accounting information
must also be complete. According to (Indriaty et al., 2019)
Current ratio is a liquidity ratio that measures the ability of an
entity to pay short-term liabilities. When the current ratio is low,
it will have an impact on cash flow so that to cover regional
operational costs, a larger number of short-term loans is needed
and will affect financial distress. the current ratio as a ratio that
measures the ability of local governments to maintain financial
position. This is because the current ratio that’s very high and
very low indicates financial operational problems. prove that
liquidity ratios have a significant effect in determining a
company's financial distress. According to (Sunaryo, 2021), The
liquidity ratio that will be used in this research is Current Ratio,
the value of Current Ratio describes the company's ability to pay
short-term debt using current assets. The high and low value of
the current ratio shows the liquidity of the company in its ability
to pay its short-term debt obligations. This ratio is used by
prospective creditors to determine whether or not to provide
short-term loans to companies. In addition to analyzing liquidity
ratios, analyzing leverage ratios is also necessary to determine
financial difficulties experienced by a company. According to
(Ferdiansyah & Widyarti, 2022),The lower the OEOI value, the
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more efficient the operations of the bank. Meanwhile, a high
BOPO value indicates that the use of resources managed by the
bank is less efficient, so that it will increase the operational costs
that must be borne and cause operational activities to not run
properly, this will hinder the optimal income gain by bank
operational activities . A high OEOI value will cause operational
expenses to swell, so that banks must incur more costs to carry
out their operational activities. This can cause banks to
experience Financial Distress risk if the costs required to carry
out operational activities are too high. According to,(Rianti &
Yadiati, 2018) Firm size (the size of the company) illustrates the
size of the total assets owned by a company. Firm size is the
size of the company. The bigger the company access to funds
will be more easily so that the agency costs will be even greater.
Using the total assets in determining firm size by proxy natural
logarithm of total assets. Large companies generally have better
access to capital markets and it is easier to increase the funds
with lower costs and fewer constraints than the smaller
companies, this shows that reliance on internal funds will
decrease with the increasing size of the company. Companies
that have high asset indicates that the company has reached a
stage. According to,(Setyawati & Amelia, 2018), Leverage,
profitability, activity ratio, market value ratio, firm size, firm age
or macroeconomic variables such as economic growth,
exchange rate, stock exchange index, have not been used as
variables to predict financial distress. These variables can be
used for further research. a company is said to be successful in
carrying out its marketing and product sales strategy if the
company's sales growth has increased. This study aims to find
empirical evidence that: Leverage, Current ratio, Operating
Expenses Operating Income (OEOI), and company growth
affect financial distress.

2. Literature Review
2.1 The Financial Statement Analysis

According to (Normiati & Amalia, 2021), According to the
definition set forth in Statement of Financial Accounting
Standards (PSAK) No. 1, that financial statements are a
structured presentation of the financial performance and
financial position of an entity. Financial reports can be a source
of information that can be useful in making decisions about
investment and funding. As stated in Statement of Financial
Accounting Standards (PSAK) No. 1 that the purpose of the
financial statements is to provide information related to the
financial position, performance and cash flow of the company
that can be used in making economic decisions for its users.
,Financial statement analysis needs to be done carefully by
using the right methods and techniques to be able to produce
the right decisions. The financial performance of a company is
very beneficial for various parties (stakeholders). Financial
statement analysis consists of two words, namely Analysis and
Financial Statements. So it can be concluded that the analysis
of financial statements is to describe the financial statements
which involve the balance sheet and profit and loss to obtain
information on the financial condition of a company more deeply
which is very important in producing the right decision .Quality
of Education Services.

2.2 Financial statements

According to,(Kazemian et al., 2017), Financial statements
are a tool for testing a company to find out where the financial
position of a company is, but financial statements are not only a
testing tool but also financial statements have a role in helping

interested parties in making decisions. So the importance of
financial statements for companies is because financial
statements function as a tool to determine the financial position
of a company and the results that have been achieved by a
company. According to,(Rachma Sari et al., 2022) financial
statements are information that describes the financial condition
of a company, where the information can be used as a
description of the financial performance of a company, and the
purpose of financial statements is to provide information to
parties in need about the condition of a company from the point
of view of figures in monetary units. Meanwhile, the objectives
of financial statements according to Financial Accounting
Standards (PSAK) are as follows: to provide information
regarding the financial position, performance, and changes in
the financial position of a company that is useful for a large
number of users in making economic decisions, meeting the
common needs of most users. However, users may need to
make economic decisions because they generally reflect the
financial effects of past events and are not required to provide
non-financial information, as management is accountable for the
resources entrusted to it. Users who want to assess what has
been done or the responsibility of management do so so that
they can make economic decisions.. According to (Kazemian et
al., 2017), In analyzing the financial statement, financial ratios
are an important tool to evaluate a company’s performance to
find out the financial status of the company. Financial ratios are
useful indicators to evaluate a firm's performance and financial
situation. Profitability, liquidity and solvency, as well as the
efficiency of management are important in determining
corporate financial distresses as well as in the design and
implementation of financial policies and investment. This is also
supported by the researchers’ view that financial ratios
measuring size, liquidity, profitability, and leverage are likely to
be important determinants of financial distress besides
institutional and corporate governance factors.

2.3 Financial Ratio

According to (Normiati & Amalia, 2021) Analysis using
financial ratios (financial ratios) is one of the most frequently
used analyzes in predicting financial distress. ,this became an
interesting topic after the discovery of a formula to facilitate
company bankruptcy using the Altman Z-Score model.
Furthermore, many researchers use financial ratios (financial
ratios) to be analyzed and become bankruptcy prediction
models. Financial ratios are important in analyzing companies
and which improves companies through application practices.
According to (Rianti & Yadiati, 2018), Financial Ratio Analysis
To Predict Financial Distress Company concluded the most
influence on the ratio of financial distress is the current ratio, net
profit margin, net income growth has the result that cash flow
does not have a strong influence on the financial distress, which
examined the financial ratio analysis to financial distress.

2.4 Leverage Ratio

According to (Hidayat, 2017). Leverage is the ratio used to
measure the extent of the companies’ assets financed by their
debt (how much the debt burden the companies against its
assets) or this ratio is to measure the companies’ ability to pay
all of their short and long term obligations (total debt/total
assets), while in practice, to cover the shortage of the funding
needs, the companies have several choices of funds sources
that can be used, one source of the funds used are loan capital
(debt), relatively unlimited amount of loan capital, and motivate
management to work harder and more creative because they
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are burdened to fulfill their obligations. According to (Kazemian
et al., 2017) Companies that have higher leverage may have a
higher risk of bankruptcy, if they do not make payments on their
external financing to their creditors. If the company wants to take
out another loan, the lender will take some measurements of
whether the company has too much debt and ask the company
to keep its debt within reasonable limits. According to (Anue
Kuraesin,Sussy Susanti, 2021), the leverage ratio is a ratio used
to measure the extent to which a company's assets are financed
by debt. This ratio can be calculated based on information from
the balance sheet, namely in the items of assets and items of
debt. Companies that have a higher level of debt are more likely
to experience financial distress or bankruptcy than companies
that have less debt. In this study, the leverage ratio is measured
by debt to total assets. This ratio shows some of the assets used
to guarantee debt. The DER formula, according to,(Kazemian et
al., 2017) is as Table 1.0.

2.5 Current Ratio

According to (Indriaty et al., 2019), Current ratio (CR) is a
liquidity ratio that measures the ability of an entity to pay short-
term liabilities. When the current ratio is low, it will have an
impact on cash flow so that to cover regional operational costs,
a larger number of short-term loans is needed and will affect
financial distress. Assessed the current ratio as a ratio that
measures the ability of local governments to maintain financial
position. This is because the current ratio that's very high and
very low indicates financial operational problems. Prove that
liquidity ratios have a significant effect in determining a
company's financial distress.. According to (Lumbantobing,
2020), Debt ratio expresses how much the company's assets
are financed by debt. This variable was proxied by debt to asset
ratio (DAR). Liquidity ratio expresses a ratio that indicates a
company's ability to meet its obligations or pay its short-term
debt. This variable was proxied by current asset ratio (CR) which
is the ratio of total current assets to total current liabilities.
Earning ratio describes ability to generate profit from its normal
business activities. The ratio measured the ratio of earning after
tax to total assets (ROA). Activity ratio measures the
effectiveness and efficiency of companies in utilizing existing
resources. The ratio was proxied by ratio of sales to total assets
(TATO)The formula used to find the current ratio (CR) is as
follows, according to (Lumbantobing, 2020), is as Table 1.0.

2.6 Operating Expenses Operating Income
(OEOI)

Acording to,(Ferdiansyah & Widyarti, 2022), The lower the
OEOI value, the more efficient the operations of the bank.
Meanwhile, a high OEOI value indicates that the use of
resources managed by the bank is less efficient, so that it will
increase the operational costs that must be borne and cause
operational activities to not run properly, this will hinder the
optimal income gain by bank operational activities. Acording to
(Rifansa & Pulungan, 2022) Operating expenses to operating
income is a company's profitability ratio that compares operating
expenses with operating income, the higher the operating
expenses, the less good the company's management is.
Operating costs are costs incurred by banks in carrying out their
main business activities such as interest costs, marketing costs,
labor costs, and other operating costs. Operating income is the
bank's main income, namely income derived from placement of
funds in the form of credit and other operating income. Acording
to, (Widana et al., 2021), OEOI is the ratio between Operational

Costs and Variable Operating Income. According to the Bank
Indonesia Codification Regulation (2014) operational efficiency
is measured by OEOI with a maximum limit of 93.52%.
According to,(Ferdiansyah & Widyarti, 2022) is as Table 1.0.

2.7 Firm size

According to (Imasuen et al., 2022), that there are diverse
constructs of firm size, this study measured firm size as the
natural logarithm of total assets at fiscal year-end. According to
(Rianti & Yadiati, 2018),firm size (the size of the company)
illustrates the size of the total assets owned by a company. Firm
size is the size of the company. The bigger the company access
to funds will be more easily so that the agency costs will be even
greater. Using the total assets in determining firm size by proxy
natural logarithm of total assets. Large companies generally
have better access to capital markets and it is easier to increase
the funds with lower costs and fewer constraints than the smaller
companies, this shows that reliance on internal funds will
decrease with the increasing size of the company. According to
(Sunaryo, 2021),the size of the company can be seen from the
total assets owned by the company, the size of the company is
the number and type of production capacity and capabilities of
the company or the number and type of services that can be
provided by the company simultaneously to its customers,
Company size can be measured by the formula,(Rianti &
Yadiati, 2018) is as Table 1.0.

2.8 Sales Growth

According to According to (Normiati & Amalia, 2021), Sales
growth is a reflection of a company's ability to increase sales
over time. By knowing how much sales growth, the company will
be able to predict how much profit will be obtained. According to
(Wangsih et al., 2021),Sales growth is a ratio used to measure
how stable sales are and how successful the company is, from
one period to the next period. Every company definitely wants to
maintain and increase its sales from year to year and the
company continues to run because of the increasing sales
growth, the better prospects they have. otherwise, if the
company's sales growth decreases, the greater the potential for
the company to get into financial distress. According.(Ratu
Liviani. Yoga T R, 2021),Sales growth is a ratio that illustrates
the achievement of sales growth from year to year. Sales growth
in this researcher is measured using the ratio of sales growth.
Growth ratio is a ratio that illustrates the enterprise's skill to
manage economic position amid economic growth and business
sectors. According to (Afrianti et al., 2022),Sales growth or sales
growth is one of the growth ratios that is useful for measuring
the company's sales performance and as an indicator that can
show the development of a company's sales level from period to
period.

2.9 Financial distress

According to (Kanoujiya et al., 2022), Financial distress (FD)
is an issue that needs specialized attention because of its
probable consequences. Such consequences span all the areas
of society, which may adversely affect all the firm’s stakeholders,
including society and the environment. Financial distress may
not always culminate into bankruptcy, but stress beyond a
threshold is always deleterious for the firms. According to
(Mashudi et al., 2021) Financial distress is the possibility of a
company going bankrupt, where it depends on the level of asset
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liquidity with the availability of credit. Financial distress is a
condition in which the company's finances are in a crisis or
unhealthy state. If the company is already in financial distress,
management must be careful because it could enter the
bankruptcy stage. According to (Nadiya Nafisamuna &
Nurfauziah, 2022),Financial distress is a condition when the
company's equilibrium cannot be achieved in the current
situation One of the characteristics of a company experiencing
financial distress is when the company experiences liquidity
cannot fulfill its obligations to the bank. The financial distress
model helps companies detect financial failures before
bankruptcy occurs. The research was conducted by measuring
and viewing the company's financial statements. Therefore, the
company's accounting information must also be complete.
Variables that affect financial distress are liquidity, leverage, and
profitability. According to,(Kurniawati, 2017) financial distress is

a situation when a company is unable to fulfill its obligations.
Measurement of financial distress in this study uses the Altman
model (Z-Score), is as Table 1.0.

The assessment criteria used in the Revised Altman method
are,

If the Z Score smaller 1.81 is included in the criteria for the
bankrupt company.

If the value 1.81 smaller Z-Score smaller 2.9 is included in
the criteria for the gray area company.

If Z-Score value bigger 2.9 is included in the criteria for the
company not to go bankrupt.

No Variable Measurement Notation

Total Debt
_____________________ LEV
Total Equity

1 Leverage

Current Asset
--------------------- CR
Current Liability

2 Current ratio

3 Operting
Expenses,Operating
Income

Operating Expenses

X 100% OEOI

Operating Income

4 Firm Size Firm Size = Ln(total asset) FS

Sales — Sales t-1

5 Sales Growth x 100% SG

Sales t-1

6 Financial distress. 0,717 (X1) + 0,847 (X2) + 3,108 (X3) + | Z-Score
0,42 (X4) + 0,988 (X5)
Information :

Z-Score = bankruptcy index

asset

total debt

X1 = working capital / total asset

X2 = retained earnings / total asset

X3 = earning before interest and tax / total
X4 = book value of equity / book value of

X5 = sales / total asset

Table 1.0. Description of Research Variables
Source: Journal articles, 2014-2020

Hypothesis
Leverage affects to financial distress

According to,(Subiyanto & Siagian, 2022), The results
study indicate that the existence of leverage can strengthen the
effect of profitability in predicting financial distress. These results
indicate that the existence of good leverage can affect the
company's profitability. Bad leverage in the company can cause
high cost of capital which in turn affects the company's financial
condition. The company's ability to pay its obligations or debts
can be described by its asset ratio where the lower the DAR
ratio, the better the company's ability to pay its obligations.

According to (Wangsih et al., 2021) ,The results of hypothesis
testing on the independent variable leverage shows a
significance smaller than 0.05, which states that leverage
partially has an effect on financial. According to,(Giarto &
Fachrurrozie, 2020), Leverage is able to have a positive
significant ef- fect on financial distress. The result of this study
is in line with pecking order theory which states that a decli- ne
in the value of a company is due to high leverage which results
in a greater risk company suffering finan- cial difficulties. Assets
smaller than the debt owned by the company shows that most
of the company’s activities are financed by debt. High funding
through debt that is not accompanied by an increase in income
will make the company having trouble in paying debt and
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interest. Thus, the higher the leverage, the greater the risk of the
company’s inability to pay off debt so that the company will get
closer to difficult financial conditions. According to (Waqgas &
Md-Rus, 2018), This study has used leverage ratios to predict
financial distress. Results show that total equity to total liabilities
(TETL) and working capital to long-term debt (WCLD) ratios are
insignificant in predicting financial distress while total liabilities
to total assets (TLTA) ratio is significant with a positive
coefficient sign. Results further reveal that interest coverage
ratio (INTC) has a significantly negative relationship with
financial distress. This negative relationship illustrates that a firm
with the ability to service its interest payments can reduce the
probability of financial distress.

H1: Leverage has an effect on Financial distress

Current Ratio affects to financial distress

According to, (Normiati & Amalia, 2021),the test shows
that the probability value of the current ratio is smaller 0.05,
which means that the liquidity ratio as measured by the current
ratio has a significant positive effect on the prediction of financial
distress. These results indicate that there is a directly
proportional relationship between the independent variable and
the dependent variable. This means that the greater the
company's ability to finance debt, the greater the possibility of
financial distress. According to (Indriaty et al., 2019), Research
study proves that the financial ratios of the financial statement is
able to predict the financial distress and based on test results
from the logistic regression model of research that indicates that
the variable Current Ratio affect the financial distress. According
to (Sunaryo, 2021), Based on the of the research results that
have, it can be concluded that, Current Ratio partially has a
significant effect on Financial Distress. According to,(Mashudi et
al., 2021),the current liquidity ratio significantly impacts the
financial difficulties of infrastructure, utilities, and transportation
companies listed on the Indonesian Stock Exchange.

H2: Current Ratio has an effect on Financial distress

Operating Expenses Operating Income

(OEOQI) affect to financial distress

According to (Ferdiansyah & Widyarti, 2022). research
OEOI has a significance level which is more than 0.05. This
shows that OEOI does not have a significant effect on Financial
Distress. According to (Asyikin et al., 2018) Based on researsh
it can be seen that the value The significance value of 0.009 is
smaller than the significance, so it can be concluded, namely the
operational cost variable to operating income (OEQI) has a
significant effect on financial distress. The higher OEOI
increases financial distress. The OEOI variable which has a
positive (+) indicates that an increase in OEOQI has resulted in
sharia commercial banks tending to experience financial
distress. According to (Suidarma et al., 2022) Based on the
results of the study, the significance of the value of workload on
operating profit (OEOQI) is less than 0.05. So it can be concluded
that the variable running fee on working profit (OEOI) has an

effective effect on monetary distress.

H3: OEOI has an effect on financial distress

Effect of Firm size affect to financial distress

According to (Sunaryo, 2021). The results of the research on
the effect of company size on financial distress have an effect
because the sig value is obtained. smaller than 0.05. According
to,(Rianti & Yadiati, 2018), Based on the results of research that
has been done, conclude that company size has an effect, but
not significant on financial distress. According to (Wangsih et al.,
2021), that the size of the company which has a significance
value of less than 0.05, indicates that partially the size of the
company has a significant and negative effect on financial
distress in retail trading sub-sector companies listed on the
Indonesia Stock Exchange. According to (Susdaryo et al., 2021)
in this study states that the company size variable has a
negative effect on financial difficulties. Based on the results of
regression analysis, the firm size variable does not show a
significant effect on the financial distress variable. According to
the,(Liahmad et al., 2021) study, the results show that the
significance value of the size companies to financial distress
where the significance value is less than 0.05, it means that the
company size variable has an effect and is significant on
financial distress.

H4: Firm size has an effect on financial distress

Effect of sales growth affect to financial
distress

According to (Putri, 2021), based on the test results show
that the sales growth variable has a significance value that is
smaller than the 0.05 significance value, so it can be concluded
that sales growth has a negative effect on financial distress. This
means that the higher the sales growth rate of a company, the
lower the company's tendency to experience financial distress.
According to (Giarto & Fachrurrozie, 2020), the results of the
study stated that sales growth was not able to affect financial
distress. The results of this study are not in accordance with
signaling theory, the company's management measures can
provide guidelines for investors to see the company's
opportunities in the future. Companies with increased sales will
give a positive signal to potential investors that they have good
performance and opportunities in the future. So that it can be
considered by investors to decide to invest their funds in the
company. According to (Wangsih et al., 2021), the results of
hypothesis testing on the independent variable company size
show a significance value that is smaller than 0.05. Stating that
the size of the company partially affects financial distress.
According to (Wangsih et al., 2021), the results of the Sales
Growth hypothesis, which has a significance value greater than
0.05, indicate that sales growth has no effect on financial
distress in retail trading sub-sector companies listed on the
Indonesia Stock Exchange.

H5: Sales growth has an effect on financial distress.
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Leverage

Current ratio

OEOI

Firm Size

Sales Growth

Financial
Distress

Figure 1. research model

Research Method
Research design

Research design is a process needed by researchers to
solve research problems (compilation, implementation, and
report writing). This research is an activation process that aims
to find out something carefully, and critically and look for facts
using certain methods. The nature of this research is
quantitative research. Quantitative research is often defined as
a research model based on the philosophy of positivism, used
to research a particular population or sample. Researchers take
the nature of quantitative research in this study, the data to be

processed in the study is financial statements in the form of
numbers. The data used in this study is Panel data for the period
from 2018 to 2020 from the annual reports of transportation
equipment Industry listed on the IDX.

Population and Sample

The population in this study was 28 transportation
Equipment Industry listed on the Indonesia Stock Exchange.
Based on the sample criteria needed and used in this study,
there were 15 samples of transportation Equipment Industry that
could be used as samples in this study, namely:

Normality Test One-Sample Asymp. Sig. (2-tailed) ;
Kolmogorov-Smirnov 0.200
Test

Multicollinearity Variable Tolerance VIF

Coefficient Test Leverage 0,745 1,342
Current Ratio 0,450 2,221
OEOI 0,963 1,039
Firm Size 0,323 3,039
Sales Growth 0,523 1.912

Heteroscedasticity Test

Correlation is significant
at : 0.01 level (2-tailed).

0.01 level (2-tailed) :
0.065

Autocorrelation Test

Durbin Watson

1,651

Table 1.1. Classic assumption test
Source: IBM SPSS Statistics 23 (data processed)

Normality Test Results

A normal distribution test is a test to measure whether our
data has a normal distribution so that it can be used in
parametric statistics. The following are the results of the
research normality test, The results based on Figure 1.1 Based
on the results of the normality test with: One-Sample
Kolmogorov-Smirnov Test shows the Asymp value. Sig. (2-
tailed) ; 0.200, while the data normality requirements if the Sig
is more than 0.05, so that the data is declared normally
distributed.

Multicollinearity Test

The multicollinearity test aims to test whether the regression
model found a correlation between the independent variables.

To detect the presence or absence of multicollinearity symptoms
in this regression model by looking at the Variance Inflation
Factor (VIF). If the Variance Inflation Factor (VIF) VIF smaller 10
and the Tolerance value bigger 0.10, the model is free from
multicollinearity. A good regression model should not correlate
with independent variables (Ghozali, 2016).Based on table 1.1
above shows that the results of the multicollinearity test where
the independent variables are Leverage, Current Assets, OEOI,
Company Size, and Company Growth with a VIF value smaller
10 and a tolerance value bigger 0.10, it can be concluded that
there is no multicollinearity between the independent variable
and the variable. dependent.

Heteroscedasticity Test

His test aims to see whether in the regression model there is
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a variable inequality from other observations, it is still called
homoscedasticity and if it is called heteroscedasticity. To detect
the presence or absence of heteroscedasticity if the significance
value is greater than 0.05. According to table 1.1 based on the
results of the heteroscedasticity test, the significance value is
sig.0.065 so that Thus, it can be concluded that there is no
heteroscedasticity, so it can be said that this regression model

According to (Ghozali, 2016), the autocorrelation test aims
to test whether in the linear regression model there is a
correlation between the confounding error in period t and the
confounding error in period t-1 (previous). A good regression
model is a regression that is free from autocorrelation. Based on
the data in Table 1.1 above. The Durbin-Watson value in the
table above shows 1.651, while the dU value is 1.9018 and the

4-dU value is 2.0982 so that 1.651 < 1.9018 < 2.0982 So these
results indicate that there is no autocorrelation symptom in this
regression model.

is good.

Autocorrelation Test

B Std.dev |t Sig.

(Constant) 324,260 | 1778,3 -0,182 | 0,857
97

Leverage -0,607 0,248 2,443 0.025
Current Ratio 1,047 0,519 2,017 0.059
OEOI 3,209 0,471 3,148 0.006
Firm Size 0,181 0,071 0,274 0,787
Sales Growth -0,101 -0,039 -0,190 | 0,851
R

0,783
Adj. R Square

0,505
F-Statistics -

Table 1.2. Use data panel regression analysis
Source: IBM SPSS Statistics 23 (data processed)

Based on table 1.2. The coefficient of determination (R2)
shows the value of Adjusted R Square (R2) of 0.505. This
indicates that the dependent variable of financial distress can be
explained by the independent variables (leverage, current ratio,
OEOI, Firm size, and sales growth) of 50.5 percent while other
variables from this study influence 49.5 percent.

4. Results And Disccusion
The Effect of Leverage on Financial Distress

Based on the Table 1.2 t-test, the Leverage ratio in this study
through the Debt to Equity Ratio has a significant level of 0.025.
This shows that the significant level of the leverage ratio is less
than 0.05, so it can be said that the leverage ratio has a
significant negative effect on financial distress. In this case,
leverage has a negative effect on financial distress because
even though the company has a lot of debt but the company is
still able pay off the debt and interest on the debt. Shows that
even though the company have a large amount of debt, the
company remains have good performance. So if the level debt
obligations are high, the circumstances leading to in financial
distress it can actually decrease because the company is still
said to be able to pay the company interest. But if not
immediately addressed then there can be financial distress. The
results of this study are supported by,(Dianova & Nahumury,
2019), (Saputri & Asrori, 2019) and (Kazemian et al., 2017).
Meanwhile,(Normiati & Amalia, 2021) based on the results of
DAR Hypothesis test or Debt Asset Ratio to Financial Distress
shows that the value is significantly less than 0.05, which means
the current ratio has a significant positive effect on the prediction
of financial distress. These results indicate that there is a directly
proportional relationship between the independent variable and

the dependent variable. This means that if the intensity of the
use of debt in financing a company is greater, then the possibility
of financial distress will be even greater. This research is
supported by (Susdaryo et al., 2021), which states that in this
study states that the leverage variable has a positive effect on
financial distress. Based on the results of the regression
analysis, the leverage variable shows a positive effect on
financial distress.

Effect of Current Ratio on Financial Distress

Based on the Table 1.2 t-test, it was found that the disclosure
value of the Current Ratio in this study has a significant level of
0.059. This indicates that the significant level of the current ratio
is 0.05, so it can be said that the current ratio has no positive
and insignificant effect on financial distress. With every
decrease in the current ratio, the possibility of the company
experiencing financial distress is getting bigger. A high current
ratio describes a high the company's ability to pay off current
debt by using its current assets The larger the current ratio
value, the smaller the potential for financial distress company
because the company has a number of current assets such as
cash or cash used to pay off its debts and finance its operational
activities both in the period transactions or future periods so that
the company does not experience financial difficulties or
threatened their business continuity.The current Ratio has no
significant effect on Financial Distress. This is because the
companies that are the sample in this study can fund the
company's operations in meeting short-term (debt) obligations
with its current debts. Therefore the company manages current
debt with its assets properly so that financial distress does not
occur. This research was supported by,(Dianova & Nahumury,
2019),(Saputri & Asrori, 2019),and (Liahmad et al., 2021) and
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(Anue Kuraesin,Sussy Susanti, 2021) Based on the
research,(Normiati & Amalia, 2021) shows that the probability
value of the current ratio is smaller; 0.05 (a = 5%) which means
that the liquidity ratio as measured by the current ratio has a
significant positive influence on the prediction of financial
difficulties. These results indicate that there is a directly
proportional relationship between the independent variable and
the dependent variable. This means that the greater the
company's ability to finance debt, the greater the possibility of
financial distress. This is usually seen from how much the
company puts large amounts of funds on the current assets side
to meet short-term obligations that will soon mature. The
research are supported by (Sunaryo, 2021),(Lumbantobing,
2020),(Thim et al., 2011),(Susdaryo et al., 2021),and (Kazemian
etal., 2017)

The Effect of OEOI on Financial Distress

Based on the Table 1.2 t-test, the value of OEOI disclosure in
this study has a significant level of 0.006. This indicates that the
significant level of OEQI is not more than 0.05, so it can be said
that OEOI has a significant positive effect on financial distress.
This shows that the OEOI has an effect on financial distress,
the positive effect means that the higher the BOPO ratio, the
higher the financial distress and conversely, the smaller the
BOPO ratio, the better the condition of a company. If a company
has a high OEOI ratio, then the company cannot operate
efficiently because this high ratio indicates the amount of
operating costs that must be incurred by the company to obtain
operating income. A large number of operations will reduce the
company's profit or profit because operating costs or expenses
act as a deduction factor on the income statement. Companies
must be able to suppress their operational activities so that the
funds used can create profits from other activities. The research
results are supported by,(Suidarma et al., 2022) and (Asyikin et
al., 2018). According to (Zahronyana & Mahardika, 2018).
Based on the partial test results that OEOI variable has a
significance value of 0.398. It means that the Operational Cost
of Operating Income (OEOI) has no effect on financial distress.
This means that the higher the OEOI, the higher the probability
of a bank to experience financial distress. The research results
are supported by, (Ferdiansyah & Widyarti, 2022) and (Amalia et
al., 2020)

The Influence of Firm Size on Financial

Distress

Based on Table 1.2 t-test, the value of company size
disclosure in this study has a significant level of 0.787 or greater
than 0.05, so it can be said that firm size has no effect on
financial distress. This study shows that the high and low size of
the company does not prove that the company will avoid
financial problems depending on how the company manages
the company well and efficiently. Firm size proxied by Ln Total
Assets does not affect financial distress, this means that no
matter how big the total assets are, the company cannot avoid
the possibility of financial distress. The research results are
supported by (Indriaty et al., 2019). According to (Wangsih et al.,
2021) The results of hypothesis testing on the independent
variable company size show a significance value smaller than
0.05. This shows that the size of the company has an effect on
financial distress received. This means that the greater the total
assets owned by a company, the less likely the company is to
experience financial distress.This research is supported by
(Rianti & Yadiati, 2018),(Abdu, 2022),(Liahmad et al,

2021),(Thim et al., 2011) and (Susdaryo et al., 2021).

The Influence of
Financial Distress

Sales Growth Against

Based on the t-test of Table 1.2, the disclosure value of sales
growth through sales growth in this study has a significant level
of 0.851. This shows that the significant level of sales growth is
greater than 0.05. This means that sales growth has no impact
on financial distress. The company's growth as measured by the
sales growth ratio reflects the ability to increase its sales from
time to time. This is because fluctuations in the value of sales
growth have no impact on financial distress. because it is
balanced by the increase and decrease in operational costs so
that it will create profits. Sales Growth does not affect Financial
Distress. This could be because this company has relatively
stable sales and it is safer to obtain loans so that it can bear the
burden if sales are unstable. Companies that have high sales
growth values can maintain their viability of the company
because the company's profits are increasing. The research
results are supported by (Wangsih et al., 2021),(Giarto &
Fachrurrozie, 2020),(Dianova & Nahumury, 2019) and (Normiati
& Amalia, 2021), According to,(Putri, 2021) Based on the test
results using multiple linear regression, it shows that the sales
growth variable has a regression significance level of 0.007,
which is smaller than the significant value of 0.05, so it can be
concluded that sales growth has effect negative on financial
distress. This shows that the higher the level of sales growth a
company has, the lower the company's tendency to experience
financial distress. The research results are supported
by,(Sitanggang et al., 2021).

5. Conclusions

Based on the results of research, theoretical studies, and
data processing, it can be concluded as follows:

Leverage (DER) has a significant effect on financial distress.
High leverage results in the value of financial distress in the
company getting smaller, because the company can utilize its
debt properly for the company's operational activities so that it
will not be at risk of experiencing financial distress. Liquidity
(Current Ratio) has no significant effect on financial distress.
Insignificance of the liquidity ratio can also occur because the
company has low current liabilities and is more concentrated on
long-term liabilities, so it does not affect the company's
condition. The OEOI variable has a significant effect on financial
distress. The greater the OEOI value, the more inefficient the
company's management in managing its operational costs.
OEOI which tends to increase continuously shows that the
company's management is not able to maximize revenue to
cover its operational costs. Firm size has no effect but is not
significant on financial distress. This can be caused by
companies that have total assets, large or small, have many
partners and have a high level of investment, but it can also be
caused by economic conditions that change every year which
allows companies to experience financial pressure. Sales
growth has no and no significant effect on financial distress. In
this case, the higher the level of sales does not automatically
increase the company's profit because of high operational costs
so that it does not have an impact on financial distress.
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6. Limitations

Limitations in this study largely arise from the use of
secondary data of only three years. The data selected is only
transportation industry data with only five variables . Thus, it is
not possible to identify the exact role of distress. Also, given the
cross-sectional nature of the survey, it is not possible to
ascertain causality. Despite these limitations, this manuscript
provides empirical evidence and theoretical framework in the
study of the relationship between Leverage, current Ratio,
OEOQI, firm size and sales growth. In addition, it highlights the
importance. of. How .companies. avoid. distress.
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Abstract

This study aims fo measure the effect of leverage, current ratio, Operating expense.

sEzRerating income (OEQ), firm

size, and sales growth on financial distress in Transportation Equipment Industry listed on the Indonesian stock
exchange for the period 2018 to 2020.The uniqueness of this research is that it is a case study in a mature

Transportation Equipment Industry company so tha

xamines in depth, detail, intensively, and thoroughly on

variables, especially those related to financial distress.The analytical method used in this study is mulliple regression
analysis using the SPSS version 23. The results of this study provide an explanation of Leverage and Sales Growth
partially having a negative effect, Current Assets, Operating expenses Operating income , and Firm Size. and a partial
positive effect on financial distress. dependent financial distress can be explained by the independent variables
(leverage, current ratio, OEOI, Firm size, and Sales growth) of 50.5 percent while 49.5 percent is influenced by

other variables from this study.

Keywords: Leverage, current ratio, operaling expensese/ income, firm size, sales growth and financial distress

1. Introduction

The third week of January 2020,Covid-19 simultaneously
attacked several countries in Asia, America, Europe, Australia,
and Africa. As a result of the Covid-19 pandemic, economic
activity has weakened and has changed the economic system
throughout the country. The impact of the Covid-19 virus
pandemic was also felt by several large companies in Indonesia,
where the financial services authority (OJK) mapped several
sectors that became potential losers and winners due to the
Covid-19 pandemic. According to (Gusmiari, Desnirita, 2020)
Eamings management can be viewed from several factors
related to managers' motivation in managing earnings. One of
these factors is Financial Distress. Companies that experience
funding constraints (financial distress) tend to carry out earnings
management always 1o provide the right signals in investors'
eyes, and earnings management behavior increases with the
increase in company financial distress. According to ,(Nuraini et
al., 2021), A company is a default, financially distressed, or
bankrupt when the financial ratio indicators are known, as
reinforced by a previous study. Therefore, when using non-
financial variables as independent, an intermediate variable is
needed to determine the bankruptcy probability. According to
(Susdaryo et al., 2021), A company can be categorized as
experiencing financial distress if the company has a
iirmance that shows negative net income. if company
experiences financial distress, the operating conditions of the
firm deteriorate thus leading to heavy financial burden on the
firm resulting to Financial distress. According to,(Walela et al.,
2022) Financial distress are circumstances that leads to firms
being unable to fulfill their credit obligations to creditors and may
result in bankruptey, distress situations have been observed all
over the world across continents hence emphasizing distress as
a global problem. When firms are faced with distress situations,
the immediate effect is on the firms' operations. Factors that

contribute to distress situations in firms have been identified and
are varied on a wide scale. Firm size is one such factor among
others including profitability, liquidity, leverage etc . Various
studies across the globe have identified factors that contribute
to distress ranging from managerial, operational expenses, firm
size , sales growth and risk levels exposed to by the firm.
According to,(Nadiya Nafisamuna & Nurfauziah, 2022) Financial
distress is a condition when the company's equilibrium cannot
be achieved in the current situation. One of the characteristics
of a company experiencing financial distress is when the
company experiences liquidity cannot fulfill its obligations to the
bank. The financial distress model helps companies detect
financial failures before bankruptey occurs. The research was
conducted by measuring and viewing the company's financial
statements. Therefore, the company's accounting information

EXlst also be complete. According to (Indriaty et al., 2019)

Current ratio is a liquidity ratio that measures the ability of an
entity to pay short-term liabilities. When the current ratio is low,
it will have an impact on cash flow so that to cover regional
operational costs, a larger number of short-term loans is needed
and will affect financial distress. the current ratio as a ratio that
measures the ability of local governments to maintain financial
position. This is because the current ratio that's very high and
very low indicates financial operational problems. prove that
liquidity ratios have a significant effect in determining a
company's financial distress. According to (Sunaryo, 2021), The
liquidity rati t will be used in this research is Current Ratio,
the value of Current Ratio describes the company's ability to pay
short-term debt using current assets. The high and low value of
the current ratio shows the liquidity of the company in its ability
to pay its short-term debt obligations. This ratio is used by
prospective creditors to determine whether or not to provide
short-term loans to companies. In addition to analyzing liquidity
ratios, analyzing leverage ratios is also necessary to determine
financial difficulties experienced by a company. According to
(Ferdiansyah & Widyarti, 2022),The lower the OEOQI value, the
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more efficient the operations of the bank. Meanwhile, a high
BOPO value indicates that the use of resources managed by the
bank is less efficient, so that it will increase the operational costs
that must be borne and cause operational activities to not run
properly, this will hinder the optimal income gain by bank
operational activities . A high OEOI value wil cause operational
expenses to swell, so that banks must incur more costs to carry
out their operational activities. This can cause banks to
experience Financial Distress risk if the costs required to carry
out operational activities are too high. According to,(Rianti &
Yadiati, 2018) Firm size (the size of the company) illustrates the
size of the total assets owned by a company. Firm size is the
size of the company. The bigger the company access to funds
will be more easily so that the agency costs will be even greater.
Using the total assets in determining firm size by proxy natural
logarithm of total assets. Large companies generally have better
access to capital markets and it is easier to increase the funds
with lower costs and fewer constraints than the smaller
companies, this shows that reliance on internal funds will
decrease with the increasing size of the company. Companies
that have high asset indicates that the company has aached a
stage. According to,(Setyawati & Amelia, 2018), Leverage,
profitability, activity ratio, market value ratio, firm size, firm age
or macroeconomic variables such as economic growth,
exchange rate, stock exchange index, have not been used as
variables to predict financial distress. These variables can be
used for further research. a company is said to be successful in
carrying out its marketing and product sales strategy if the
company's sales growth has increased. This study aims to find
empirical evidence that: Leverage, Current ratio, Operating
Expenses Operating Income (OEOI), and company growth
affect financial distress.

2. Literature Review

2.1 The Financial Statement Analysis

According to (Normiati & Amalia, 2021), According to the
definition set forth in Statement of Financial Accounting
Standards (PSAK) No. 1, that financial statements are a
structured presentation of the financial performance and
financial position of an entity. Financial reports can be a source
of information that can be useful in rﬁng decisions about
investment and funding. As stated in Statement of FinanEl)
Accounting Standards (PSAK) No. 1 that the purpose of the
financial statements is to provide information related to the
financial position, performance and cash flow of the company
that can be used in making economic decisions for its users.
JFinancial statement analysis needs to be done carefully by
using the right methods and techniques to be able to produce
the right decisions. The financial performance of a ccéany is
very beneficial for various parties (stakeholders). Financial
statement analysis consists of two words, namely Analysis and
Financial Statements. So it can be concluded that the analysis
of financial statements is to describe the financial statements
which involve the balance sheet and profit and loss to obtain
information on the financial condition of a company maore deeply
which is very important in producing the right decision .Quality
of Education Services.

2.2 Financial statements

According to,(Kazemian et al., 2017), Financial statements
are a tool for testing a company to find out where the financial
position of a company is, but financial statements are not only a
testing tool but also financial statements have a role in helping

interested parties in making decisions. So the importance of
financial statements for companies is because financial
statements function as a tool to determine the financial position
of a company and the results that have been achieved by a
company. According to,(Rachma Sari et al., 2022) financial
staternents are information that describes the financial condition
of a compal here the information can be used as a
description e financial performance of a company, and the
purpose of financial statements is to provide information to
parties in need about the condition of a company from the point
of view of figures in monetary units. Meanwhile, the objectives
of financial statements according tdtfFinancial Accounting
Standards (PSAK) are as follows: to provide information
regarding the financial position, perfformance, and changes in
the financial position of a company that is useful for a large
number of users in making economic d ns, meeting the
common needs of most users. However, users may need to
make economic decisions because they generally reflect the
financial effects of past events and are not required to provide
non-financial information, as management is accountable for the
resources entrusted to it. Users who want to assess what has
been done or the responsibility of management do so so that
they can make economic decisions.. According to (Kazemian et
al., 2017), In analyzing the financial statement, financial ratios
are an important tool to evaluate a compa performance to
find out the financial status of the company. Financial ratios are
useful indicators to evaluate a firm's performance and financial
situation. Profitability, liquidity and solvency, as wel as the
efficiency of management are important in determining
corporate financial distresses as well as in the design and
implementation of financial policies and investment. This is also
supported by the researchers’ view that financial ratios
measuring size, liquidity, profitability, and leverage are likely to
be important determinants of financial distress besides
institutional and corporate governance factors.

2.3 Financial Ratio

According to (Normiati & Amalia, 2021) Analysis using
financial ratios (financial ratios) is one of the most frequently
used analyzes in predicting financial distress. ,this became an
interesting topic after the discovery of a formula to facilitate
company bankruptcy using the Altman Z-Score model.
Furthermore, many researchers use financial ratios (financial
ratios) to be analyzed and become bankruptcy prediction
maodels. Financial ratios are important in analyzing companies
and which improves companieffirough application practices.
According to (Rianti & Yadiati, 2018), Financial Ratio Analysis
To Predi§ie¥inancial Distress Company concluded the most
influence on the ratio of financial distress is the current ratio, net
profit margin, net income growth has the result that cash flow
does not have a strong influence on the financial distress, which
examined the financial ratio analysis to financial distress.

2.4 Leverage Ratio

According to (Hidayat, 2017). Leverage is the ratio used to
measure the extent of the companies’ assets financed by their
debt (how much the debt burden the compani ainst its
assets) or this ratio is to measure the companies’ ability to pay
all of their short and long term obligations (total debtftotal
assets), while in practice, to cover the shortage of the funding
needs, the companies have several choices of funds sources
that can be used, one source of the funds used are loan capital
(debt), relatively unlimited amount of loan capital, and motivate
management to work harder and more creative because they
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are burdened to fulfill their obligations. According to (Kazemian
et al, 2017) Companies that have higher leverage may have a
higher risk of bankruptey, if they do not make payments on their
external financing to their creditors. If the company wants to take
out another loan, the lender will take some measurements of
whether the company has too much debt and ask the company
to keep its debt within reasonable limits. According to (Anue
Kuraesin,Sussy Susanti, 2021), the leverage ratio is a ratio used
to measure the extent fo which a company's assets are financed
by debt. This ratio can be calculated based on information from
the balance sheet, namely in the items of assets and items of
debt. Companies that have a higher level of debt are more likely
to experience financial distress or bankruptey than companies
that have less debt. In this study, the leverage ratio is measured
by debt to total assets. This ratio shows some of the assets used
o guarantee debt. The DER formula, according to,(Kazemian et
al., 2017) is as Table 1.0.

2.5 Current Ratio

According to (Indriaty et al., 2019), Current ratio (CR) is a
liquidity ratio that measures the ability of an entity to pay short-
term liabilities. When the current ratio is low, it will have an
impact on cash flow so that to cover regional operational costs,
a larger number of short-term loans is needed and will affect
financial distress. Assessed the current ratio as a ratio that
measures the ability of local governments to maintain financial
position. This is because the current ratio that's very high and
very low indicates financial operational problems. Prove that
liquidity ratios have a significant effect in determining a
company's financial distress.. According to (Lumbantobing,
2020), Debt ratio expresses how much the company's assets
are financed by debt. This variable was proxied by debt to asset
ratio (DARZENquidity ratio expresses a ratio that indicates a
company's ability to meet its obligations or s short-term
debt. This variable was proxied by current asset ratio (CR) which
is the ratio of total current assets to total current liabilities.
Earning ratio describes ability to generate profit from its normal
business activities. The ratio measured the ratio of earning after
tax to total assets (ROA). Activity ratio measures the
effectiveness and efficiency of companies in utilizing existing
resources. The ratio was proxied by ratio of sales to total assets
(TATO)The formula used to find the current ratio (CR) is as
follows, according to (Lumbantobing, 2020), is as Table 1.0.

2.6 Operating Expenses Operating Income
(OEOQI)

Acording to,(Ferdiansyah & Widyarti, 2022), The lower the
OEOQI value, the more efficient the operations of the bank.
Meanwhile, a high OEOI value indicates that the use of
resources managed by the bank is less efficient, so that it will
increase the operational costs that must be borne and cause
operational activities o not run properly, this will hinder the
optimal income gain by bank operational activities. Acording to
(Rifansa & Pulungan, 2022) Operating expenses to operating
income is a company's profitability ratio that compares operating
expenses with operating income, the higher the operating
expenses, the less good the company's management is.
ﬂ:eraling costs are costs incurred by banks in carrying out their
main business activities such as interest costs, marketing costs,
labor costs, and other operating costs. Operating income is the
bank's main income, namely income derived from placement of
funds in the form of credit and other operating income. Acording
to, (Widana et al., 2021), OEOI is the ratio between Operational

Costs and Variable Operating Income. According to the Bank
Indonesia Codification Regulation (2014) operational efficiency
is measured by OEOI with a maximum [imit of 93.52%.
According to,(Ferdiansyah & Widyarti, 2022) is as Table 1.0.

2.7 Firm size

According to (Imasuen et al., 2022), that there are diverse
constructs of firm size, this study measured firm size as the
natural logarithm of total ts at fiscal year-end. According to
(Rianti & Yadiati, 2018),firm size (the size of the com )
illustrates the size of the total assets owned by a company. Firm
size is the size of the company. The bigger the company access
to funds will be more easily so that the agency costs will be even
greater. Using the total assels in determining firm size by proxy
natural logarithm of total assets. Large companies generally
have better access to capital markets and it is easier to increase
the funds with lower costs and fewer constraints than the smaller
companies, this shows that reliance on internal funds will
decrease with thmcreasing size of the company. According to
(Sunaryo, 2021) the size of the company can be seen from the
total assets owned by the company, the size of the company is
the number and type of production capacity and capabilities of
the company or the number and type of services that can be
provided by the company simultaneously to its customers,
Company size can be measured by the formula,(Rianti &
Yadiati, 2018) is as Table 1.0.

2.8 Sales Growth

According to According to (Normiati & Amalia, 2021), Sales
growth is a reflection of a company's ability to increase sales
over time. By knowing how much sales growth, the company will
be able to predict how much profit will be obtained. According to
(Wangsih et al., 2021) Sales growth is a ratio used to measure
how stable sales are and how successful the company is, from
one period to the next period. Every company definitely wanis to
maintain and increase its sales from year to year and the
company continues to run because of the increasing sales
growth, the befter prospects they have. otherwise, if the
company's sales growth decreases, the greater the potential for
the company to get into financial distress. According.(Ratu
Liviani. Yoga T R, 2021),Sales growth is a ratio that illustrates
the achievement of sales growth from year to year. Sales growth
in this researcher is measured using the ratio of sales growth.
Growth ratio is a ratio that illustrates the enterprise's skill to
manage economic position amid economic growth and business
sectors. According to (Afrianti et al., 2022),Sales growth or sales
growth is one of the growth ratios that is useful for measuring
the company's sales performance and as an indicator that can
show the development of a company's sales level from period to
period.

2.9 Financial distress

According to (Kanoujiya et al., 2022), Financial distress (FD)
is an issue that needs specialized attention because of its
probable consequences. Such consequences span all the areas
of society, which may adversely affect all the firm’s stakeholders,
including society and the environment. Financial distress may
not always culminate into bankruptcy, but stress beyond a
threshold is always deleterious for the firms. According to
(Mashudi et al., 2021) Financial distress is the possibility of a
company going bankrupt, where it depends on the level of asset
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liquidity with the availability of credit. Financial distress is a
condition in which the company's finances are in a crisis or
unhealthy state. If the company is already in financial distress,
management must be careful because it could enter the
bankruptey stage. According to (Madiya Nafisamuna &
Nurfauziah, 2022),Financial distress is a condition when the
company's equilibrium cannot be achieved in the current
situation One of the characteristics of a company experiencing
financial distress is when the company experiences liquidity
cannot fulfill its obligations to the bank. The financial distress
model helps companies detect financial failures before
bankruptey ocecurs. The research was conducted by measuring
and viewing the company's financial statements. Therefore, the
company's accounting information must also be complete.
Variables that affect financial distress are liquidity, leverage, and
profitability. According to,(Kurniawati, 2017) financial distress is

a situation wlma company is unable to fulfill its obligations.
Measurement of financial distress in this study uses the Altman
model (Z-Score), is as Table 1.0.

The assessment criteria used in the Revised Altman method
are,

If the Z Score smaller 1.81 is included in the criteria for the
bankrupt company.

If the value 1.81 smaller Z-Score smaller 2.9 is included in
the criteria for the gray area company.

If Z-Score value bigger 2.9 is included in the criteria for the
company not to go bankrupt.

No Variable

Measurement

Notation

1 Leverage

Total Debt

Total Equity

--- LEV

2 Current ratio

Current Asset
- CR
Current Liability

3 Operting
Expenses,Operating
Income

Operating Expenses
----- X 100%
Operating Income

OEOI

4 Firm Size

Firm Size = Ln(total asset) FS

5 Sales Growth

Sales — Sales t-1
—ememe X 100% SG

22
6 Financial distress.

asset

total debt

0,717 (X1) + 0,847 (X2) + 3,108 (X3) +
0,42 (X4) + 0,988 (X5)

Information :

[Z3score = bankruptcy index

X1 = working capital / fotal asset

X2 = retained earnings / total asset

X3 = earning before interest and tax / total

X4 = book value of equity / book value of

X5 = sales / total asset

Z-Score

Table 1.0. Description of Research Variables
Source: Journal articles, 2014-2020

Hypothesis
Leverage affects to financial distress

According to,(Subiyanto & Siagian, 2022), The results
study indicate that the existence of leverage can strengthen the
effect of profitability in predicting financial distress. These results
indicate that the existence of good leverage can affect the
company's profitability. Bad leverage in the pany can cause
high cost of capital which in turn affects the company's financial
condition. The company's ability to pay its obligations or debts
can be described by its asset ratio where the lower the DAR
ratio, the better the company's ability to pay its obligations.

According to (Wangsih et al., 2021) ,The results of hypothesis
testing on the independent variable leverage shows a
significance smaller than 0.05, which states that leverage
partially has an effect on financial. According to,(Giarto &
Fachrurrozie, 2020), Leverage Is ablglto have a positive
significant ef- fect on financial distress. The resuit of this study
is in line with pecking order theory which states that a decli- ne
in the value of a company is due to high leverage which results
in a greater risk company suffering finan- cial difficulties. Assets
smaller than the debt owned by the company shows that most
of the company's activities are financed by debt. High funding
through debt that is not accompanied by an increase in income
will make the company having trouble in paying debt and
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interest. Thus, the higher the leverage, the greater the risk of the
company’s inability to pay off debt so that the company will get
closer to difficult financial conditions. According to (Waqas &
Md-Rus, 2018), This study has used leverage ratios to predict
financial distress. Results show that total equity to total liabilities
(TETL) and working capital to long-term debt (WCLD) ratios are
insignificant in predicting financial distress while total liabilities
to total assets (TLTA) ratio is significant with a positive
coefficient sign. Results further reveal that interest coverage
ratio (INTC) has a significantly negative relationship with
financial distress. This negative relationshipillustrates that a firm
with the ability to service its interest payments can reduce the
probability of financial distress.

H1: Leverage has an effect on Financial distress

Current Ratio affects to financial distress

According to, (Normiati & Amalia, 2021),the test shows
that the probability value of the current ratio is smaller 0.05,
whicaneans that the liquidity ratio as measured by the current
ratio has a significant positive effect on the prediction of financial
distress. These results indicate that there is a directly
proportional relationship between the independent variable and
the dependent variable. This means that the greater the
company's ability to finance debt, the greater the possibility of
financial distress. According to (Indriaty et al., 2019), Research
study proves that the financial ratios of the financial statement is
able fo predict the financial distress and based on test results
from the logistic regression model of research that indicates that
the variable Current EBlo affect the financial distress. According
to (Sunaryo, 2021), Based on the of the research results that
have, it can be concluded that, Current Ratio partially has a
significant effect on Financial Distress. According to,(Mashudi et
al., 2021)the current liquidity ratio significantly impacts the
financial difficulties of infrastructure, uilities, and transportation
companies listed on the Indonesian Stock Exchange.

H2: Current Ratio has an effect on Financial distress

Operating Expenses Operating Income

(OEOQI) affect to financial distress

A ding to (Ferdiansyah & Widyarti, 2022). research
OEQI has a significance level which is more than 0.05. This
shows that OEOI| does not have a significant effect on Financial
Distress. According to (Asyikin et al., 2018) Based on researsh
it can be seen that the value The significance value of 0.009 is
smaller than the significance, so it can be concluded, namely the
operational cost variable to operating income (OEOI) has a
significant effect on financial distress. The higher OEOI
increases financial distress. The OEOI variable which has a
positive (+) indicates that an increase in OEQI has resulted in
sharia commercial banks tending to experima financial
distress. According to (Suidarma et al., 2022) Based on the
results of the study, the significance of the value of workload on
operating profit (OEOQI) is less than 0.05. So it can be concluded
that the variable running fee on working profit (OEQI) has an

effective effect on monetary distress.

H3: OEOI has an effect on financial distress

Effect of Firm size affect to financial distress

According to (Sunaryo, 2021). The results of the research on
the effect of company size on financial distress have an effect
because the sig value is obtained. smaller than 0.05. According
to,(Rianti & Yadiati, 2018), Based on the results of research that
has been done, conclude that company size has an effect, but
not significant on financial distress. According to (Wangsih et al.,
2021), that the size of the company which has a significance
value of Igeeljthan 0.05, indicates that partially the size of the
company has a significdfEJand negative effect on financial
distress in retail trading sub-sector companies listed on the
Indonesia Stock Exchange. According to (Susdaryo et al., 2021)
in this study states that the company size variable has a
negative effect on financial difficulties. Based on the results of
regression analysis, the firm size variable does not show a
significant effect on the financial distress variable. According to
the,(Liahmad et al., 2021) study, the results show that the
significance value of the size companies to financial distress
where the significance value is less than 0.05, it means that the
company size variable has an effect and is significant on
financial distress.

H4: Firm size has an effect on financial distress

Effect of sales growth affect to financial
distress

According to (Putri, 2021), based on the test results show
that the sales growth variable has a significance value that is
smaller than the 0.05 significance value, so it can be concluded
that sales growth has a negative effect on financial distress. This
means that the higher the sales growth rate of a company, the
lower the company's tendency to experience financial distress.
According to (Giarto & Fachrurrozie, 2020), the resulf the
study stated that sales growth was not able to affect financial
distress. The results of this study are not in accordance with
signaling theory, the company's management measures can
provide guidelines for investors to see the company's
opportunities in the future. Companies with increased sales will
give a positive signal to potential investors that they have good
performance and opportunities in the future. So that it can be
considered by investors to decide to invest their funds in the
company. According to (Wangsih et al., 2021), the results of
hypothesis testing on the independent variable company size
show a significance value that is smaller than 0.05. Stating that
the size of the company partially affects financial distress.
According to (Wangsih et al., 2021), the results of the Sales
Growth hypothesis, which has a significance value greater than
0.05, indicate that sale th has no effect on financial
distress in retail trading sub-sector companies listed on the
Indonesia Stock Exchange.

H5: Sales growth has an effect on financial distress.
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Leverage

Current ratio

OEOI

Firm Size

Sales Growth

H-5

Financial
Distress

Figure 1. research model

Research Method
Research design

Research design is a process needed by researchers to
solve research problems (compilation, implementation, and
report writing). This research is an activation process that aims
to find out something carefully, and critically and look for facts
using certain methods. The nature of this research is
quantitative research. Quantitative research is often defined as
a research model based on the philosophy of positivism, used
to research a particular population or sample. Researchers take
the nature of quantitative research in this study, the data to be

processed in the study is financial statements in the form of
numbers. The data used inthis study is Panel data for the period
from 2018 to 2020 from the annual reports of transportation
equipment Industry listed on the IDX.

Population and Sample

The population this study was 28 transportation
Equipment Industry listed on the Indonesia Stock Exchange.
Based on the sample criteria needed and used in this study,
there were 15 samples of transportation Equipment Industry that
could be used as samples in this study, namely:

Normality Test One-Sample Asymp. Sig. (2-tailed) ;
Kolmogorov-Smirnov 0.200
Test
Multicollinearity Variable Tolerance VIF
Coefficient Test Leverage 0,745 1,342
Current Ratio 0,450 2221
OEO!I 0,963 1,039
Firm Size 0,323 3,039
Sales Growth 0,523 1.912
Heteroscedasticity Test Go@tbn is significant
at : 0.01 level (2-tailed). 0.01 level (2-tailed) :
0.065
Autocorrelation Test Durbin Watson 1,651

Table 1.1. Classic assumption test
Source: IBM SPSS Statistics 23 (data processed)

Normality Test Results

A normal distribution test is a test to measure whether our
data has a normal distribution so that it can be used in
parametric statistics. The following are the results of the
research normality test, Thgllesults based on Figure 1.1 Based
on the results of the normality test with: One-Sample
Kolmogorov-Smirnov Test shows the Asymp value. Sig. (2-
tailed) ; QZFD, while the data normality requirements if the Sig
is more than 0.05, so that the data is declared normally
distributed.

Multicollinearity Test

The multicollinearity test aims to test whether the regression
model found a correlation between the independent variables.

To detect the presence or absence of mullicol@rity symptoms
in this regression model by locking at the Variance Inflation
Factor (VIF). If the Variance Inflation Factor (VIF) VIF §ijller 10
and the Tolerance value bigger 0.10, the model is free from
multicollinearity. A good regression model should not correlate
with independent variables (Ghozali, 2016).Based on table 1.1
above shows that the results of the multicollinearity test where
the independent variables are Leverage, Current Assets, OEQI,
Company Size, and Company Growth with a VIF value smaller
10 and a tolerance value bi 0.10, it can be concluded that
there is no multicollinearity between the independent variable
and the variable. dependent.

Heteroscedasticity Test

His test aims to see whether in the regression model there is
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a variable inequality from other observations, it is still called
homoscedasticity and if it is called heteroscedasticity. To detect
the presence or absence of heteroscedasticity if the significance
value is greater than 0.05. According fo table 1.1 based on the
results of the heteroscedasticity test, the significance value is
sig.0.065 so that Thus, it can be concluded that there is no
heteroscedasticity, so it can be said that this regression model
is good.

Autocorrelation Test

According to (Ghozali, 2016), the autocorrelation test aims
to test whether in the linear regression model there is a
correlation between the confounding error in period t and the
confounding error in period t-1 (previous). A good regression
model is a regression that is free from autocorrelation. Based on
the data in Table 1.1 above. The Durbin-Watson value in the
table above shows 1.651, while the dU value is 1.9018 and the
4-dU value is 2.0982 so that 1.651 <1.9018 < 2.0982 So these
results indicate that there is no autocorrelation symptom in this
regression model.

B Std.dev |t Sig.

(Constant) 324,260 | 1778,3 |-0,182 | 0,857
97

Leverage -0,607 0,248 2,443 | 0.025
Current Ratio 1,047 0,519 2,017 | 0.059
OEO!I 3,209 0,471 3,148 | 0.006
Firm Size 0,181 0,071 0,274 | 0,787
Sales Growth -0,101 -0,039 -0,190 | 0,851
R

0,783
Ad). R Square

0,505
F-Statistics -

Table 1.2. Use data panel regression analysis
Source: IBM SPSS Statistics 23 (data processed)

14
Based on table 1.2. T.he coefficient of determination (R2)
shows the value of Adjusted R Square (R2) of 0.505. This
indicates that the dependent variable of financial distress can be
explained by the independent variables (leverage, current ratio,
QOEOQ|, Firm size, and sales growth) of 50.5 percent while other
variables from this study influence 49.5 percent.

esults And Disccusion
The Effect of Leverage on Financial Distress

Based on the Table 1.2 t-test, the Leverage ratio in this study
through the Debt to Equity Ratio has a significant level of 0.025.
This shows that the significant level of the leverage ratio {l3ss
than 0.05, so it can be said that the leverage ratio has a
significangative effect on financial distress. In this case,
leverage has a negative effect on financial distress because
even though the company has a lot of debt but the company is
still able pay off the debt and interest on the debt. Shows that
even though the company have a large amount of debt, the
company remains have good performance. So if the level debt
obligations are high, the circumstances leading to in financial
distress it can actually decrease because the company is still
said to be able to pay the company interest. But if not
immediately addressed then there can be financial distress. The
results of this study are supported by,(Dianova & Nahumury,
2019), (Saputri & Asrori, 2019) and (Kazemian et al., 2017).
Meanwhile,(Normiati & Amalia, 2021) based on the results of
DAR Hypothesis test or Debt Asset Ratio to Financial Distress
shows that the vi8le is significantly less than 0.05, which means
the current ratio has a significant positive effect on the prediction
of financial distress. These results indicate that there is a directly
proportional relationship between the independent variable and

the dependent variable. This means that if the intensity of the
use of debt in financing a company is greater, then the possibility
of financial distress will be even greater. This rese@ is
supported by (Susdaryo et al., 2021), which states that in this

y states that the leverage variable has a positive effect on
financial distress. Based on the results of the regression
analysis, the leverage variable shows a positive effect on
financial distress.

Effect of Current Ratio on Financial Distress

Based on the Table 1.2 t-test, itwas found that the disclosure
value of the Current Ratio in this study has a significant level of
0.059. This indicates that the significant level of the current ratio
is 0.05, so it can be said that the current ratio has no positive
and insignificant effect on financial distress. With every
decrease in the current ratio, the possibility of the company
experiencing financial ess is getting bigger. A high current
ratio describes a high the company's ability to pay off current
debt by using its current assets The larger the current ratio
value, the smaller the potential for financial distress company
because the company has a number of current assets such as
cash or cash used to pay off its debts and finance its operational
activities both in the period transactions or future periods so that
the company does not experience financial difficulties or
threatened their business continuity. The current Ratio has no
significant effect on Financial Distress. This is because the
companies that are the sample in this study can fund the
company's operations in meeting short-term (debt) obligations
with its current debts. Therefore the company manages current
debt with its assets properly so that financial distress does not
oceur. This research was supported by, (Dianova & Nahumury,
2019),(Saputri & Asrori, 2019),and (Liahmad et al., 2021) and
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(Anue Kuraesin,Sussy Susanti, 2021) Based on the
research,(Normiati & Amalia, 2021) shows that the probability
value of the current ratio is smaller; 0.05 (a = 5%) which means
that the liquidity ratic as measured by the current ratio has a
significant positive influence on the prediction of financial
difficulties. These results indicate that there is a directly
proportional relationship between the independent variable and
the dependent variable. This means that the greater the
company's ability to finance debt, the greater the possibility of
financial distress. This is usually seen from how much the
company puts large amounts of funds on the current assets side
to meet short-term obligations that will soon mature. The
research are supported by (SundEf, 2021),(Lumbantobing,
2020),(Thim et al., 2011),(Susdaryo et al., 2021),and (Kazemian
etal., 2017)

The Effect of OEOI on Financial Distress

Based on the Table 1.2 t-test, the value of OEQ| disclosure in
this study has a significant level of 0.006. This indicates that the
significant [f! of OEOI is not more than 0.05, so it can be said
that OEOQI has a significant positive effect on financial distress.
This shows that the OEOI has an effect on financial distress,
the positive effect means that the higher the BOPO ratio, the
higher the financial distress and conversely, the smaller the
BOPO ratio, the better the condition of a company. If a company
has a high OEOI ratio, then the company cannot operate
efficiently because this high ratio indicates the amount of
operating costs that must be incurred by the company to obtain
operating income. A large number of operations will reduce the
company's profit or profit because operating costs or expenses
act as a deduction factor on the income statement. Companies
must be able to suppress their operational activities so that the
funds used can create profits from other activities. The research
results are supported by,(Suidarma et al., 2022) and (Asyikin et
al., 2018). According to (Zahronyana & Mahardika, 2018).
Based on the partial test results that OEQOI variable has a
significance value of 0.398. It means that the Operational Cost
of Operatin me (OEOI) has no effect on financial distress.
This means that the higher the OEOI, the higher the probability
of a bank to experience financial distress. The research results
are supported by, (Ferdiansyah & Widyarti, 2022) and (Amalia et
al., 2020)

The Influence of
Distress

Firm Size on Financial

Based on Table 1.2 t-test, the value of company size
disclosure in this study has a significant level of 0.787 or greater
than 0.05, so it can be said that firm size has no effect on
financial distress. This study shows that the high and low size of
the company does not prove that the company will avoid
financial problems depending on how the company manages
the company well and efficiently. Firm size proxied by Ln Total
Assels does not affect financial distress, this means that no
matter how big the total assets are, the company cannot avoid
the possibility of financial distress. The research results are
supported by (Indriaty et al., 2019). According to (Wangsih et al.,
2021) The results of hypothesis testing on the independent
variable company size show a significance value smaller than
0.05. This shows that the size of the compdEilhas an effect on
financial distress received. This means that the greater the total
assets owned by a company, the less likely the company is to
experience financial distress.This research is suppo by

2021),(Thim et al., 2011) and (Susdaryo et al., 2021).

The Influence of Sales Growth Against
Financial Distress

Based on the t-test of Table 1.2, the disclosure value of sales
growth through sales growth in this study has a significant level
of 0.851. This shows that the significant level of sales growth is
greater than 0.05. This means that sales growth has no impact
on financial distress. The company's growth as measured by the
sales growth ratio reflects the ability to increase its sales from
time to ime. This is because fluctuations in the value of sales
growth have no impact on financial distress. because it is
balanced by the increase and decrease in operational costs so
that it will create profits. Sales Growth does not affect Financial
Distress. This could be because this company has relatively
stable sales and it is safer to obtain loans so that it can bear the
burden if sales are unstable. Companies that have high sales
growth values can maintain their viability of the company
because the company's profits are increasing. The research
results are supported by (Wangsih et al., 2021),(Giarto &
Fachrurrozie, 2020),(Dianova & Nahumury, 2019) and (Normiati
& Amalia, 2021), According to,(Putri, 2021) Based on the test
results using multiple linear regres§i, it shows that the sales
growth variable has a regression significance level of 0.007,
which is smaller than the significant value of 0.05, so it can be
concluded that sales growth has effect negative on financial
distress. This shows that the higher the level of sales growth a
company has, the lower the company's tendency to experience
financial distress. The research results are supported
by, (Sitanggang et al., 2021).

5. Conclusions

Based on the results of research, theoretical studies, and
data processing, it can be concluded as follows:

Leverage (DER) has a significant effect on financial distress.
High leverage results in the value of financial distress in the
company getting smaller, because the company can utilize its
debt properly for the company's operational activities so that it
will not be at risk of experiencing financial distress. Liquidity
(Current Ratio) has no significant effect on financial distress.
Insignificance of the liquidity ratio can also occur because the
company has low current liabilities and is more concentrated on
long-term liabilities, so it does not affect the company's
condition. The OEQI variable has a significant effect on financial
distress. The greater the OEQI value, the more inefficient the
company's management in managing its operational costs.
OEQI which tends to increase continuously shows that the
company's management is not able to maximize revenue to
cover its operational costs. Firm size has no effect but is not
significant on financial distress. This can be caused by
companies that have total assets, large or small, have many
partners and have a high level of investment, but it can also be
caused by economic conditions that change every year which
allows companies to experience financial pressure. Sales
growth has no and no significant effect on financial distress. In
this case, the higher the level of sales does not automatically
increase the company's profit because of high operational costs
so that it does not have an impact on financial distress.

(Rianti & Yadiati, 2018),(Abdu, 2022),(Liahmad et al,
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6. Limitations

Limitations in this study largely arise from the use of
secondary data of only three years. The data selected is only
transportation industry data with only five variables . Thus, it is
not possible to identify the exact role of distress. Also, given the
cross-sectional nature of the survey, it is not possible to
ascertain causality. Despite these limitations, this manuscript
provides empirical evidence and theoretical framework in the
study of the relationship between Leverage, current Ratio,
OEOQ|, firm size and sales growth. In addition, it highlights the
importance. of. How .companies. avoid. distress.
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