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a purposive sampling technique and obtained a sample of 113 companies
with a total of 78 data observations. The data analysis method used is
multiple regression analysis. The results of this research indicated that

institutional ownership affected financial distress, while the board of
directors, audit committee, managerial ownership, and independent
commissioner did not affect financial distress.
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INTRODUCTION

Financial distress in Indonesia is an issue that has become the centre of attention of many people, especially
in the case of the COVID-19 pandemic in Indonesia. This COVID-19 pandemic has had an impact on many
companies, as reported by the Central Statistics Agency data, during the pandemic 2.55% of companies were
able to operate normally, 14.60% of companies did not experience a decrease in performance or increase, and
even as many as 82, 45% of companies experienced a decline in revenue (Ayuni et al, 2020).

According Harlan & Marjorie (2006), financial distress is defined as the stage of decline in financial
conditions that occurred before bankruptcy or liquidation. Financial distress can start from short-term liquidity
issues to a bankruptcy declaration, which was the most severe form of financial distress. The financial distress
model should be built because, by identifying the company's financial distress at an early stage, actions can
be taken to anticipate situations that may result in bankruptcy. (Spica & Herdinigtyas, 2005).

Bankruptcy is an issue that businesses must be aware of. Typically, bankruptcy is defined as an organization's
inability to manage its operations profitably. (Walisongo & Walisongo, 2011). A bankrupt firm indicated that
it is facing a business failure; thus, some businesses that are experiencing financial difficulties try to solve the
problem by making loans or combining their operations. Other businesses, on the other hand, choose different
strategies, such as shutting down or ceasing operations.
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A company must continue to improve and maintain its performance to become a healthy company and
avoid financial problems (financial distress) or even bankruptcy. However, in reality, many large companies in
Indonesia have gone bankrupt or bankrupt. For example, PT. Mrs Mener, who had been established since 1919,
was declared bankrupt by the Semarang District Court on August 3, 2017 because she had debts of up to Rp.7.4
billion. Then PT. The Royal Standard (RS) Group, which oversees the jaya envelope, was declared bankrupt by
the Central Jakarta Commercial Court on March 6, 2017 for having debts worth Rp.333 billion (Sandi, 2018).

Allowing financial problems to persist would lead to bankruptcy. A large number of people are affected by
this financial issue. not only the corporation, but also the company's stakeholders and stockholders.This was the
background of several research developments on the financial distress model, to be able to predict the company's
financial distress early and then take action to anticipate conditions that led to bankruptcy (Piatt & Piatt, 2002).

In this research, the writers used good corporate governance as the factor to determine the financial distress
in a company. According to International Finance Corporation (IFC), (2014), the governance structure of a
limited liability company consisted of 8, the general meeting of shareholders, the board of commissioners,
the board of directors, board of committee, external auditor, the internal auditor, the corporate secretary, and
the ownership structure that consisted of managerial ownership and institutional ownership. In this research,
the researcher used of the board of directors, of the audit committee, managerial ownership, institutional
ownership, and independent commissioner as the indicators from corporate governance.

This research predicted that board of directors, audit committee, managerial ownership institutional ownership,
and independent commissioners had an effect on financial distress. The effect prediction referred to the results
of Widhiadnyana (2020) research which showed that audit committee, managerial ownership, and institutional
ownership had an effect on financial distress. Also, this research referred to the result of Kusanti (2019) research
which showed that board of directors and independent commissioners had an effect on financial distress.

Based on the background described above, the formulation of the problem are does the board of directors,
audit committee, managerial ownership, institutional ownership, and independent commissioners have an
effect on financial distress in manufacturing companies listed on the Indonesia Stock Exchange 2015-2020.

METHOD

The population in this research were manufacturing companies listed on the Indonesia Stock Exchange
(IDX) for the 2015-2020 periods. The reason for choosing manufacturing companies as the sample was because
manufacturing companies consisted of various industrial sub-sectors. The sampling technique in this research
used purposive sampling with the following criteria:

Table. 1 Population and Sample

Description Amount
Manufacturing companies that listed on the Indonesia Stock Exchange from 2015-2020 136
Manufacturing companies that did not publish annual report and financial statements in a row from 2015-2020 (33)
Manufacturing companies that used foreign currency in financial statements (26)

Manufacturing companies that were not in red are (distress zone) for at least two years in the 2015-2020 research periods (63)

Total Company 13
Number of years 5
Total of observations 78

Financial Distress is the dependent variable in this research and is measured using the Altman Z-score.
Altman Z-Score used a linear equation formed from several variables included in the ratio scale (Armadani et
al., 2021). According to Kazemian et al., (2017). Z-score is a fairly accurate method for predicting financial
distress compared to other methods (Springrate, Zmijewski, Foster, and Gover) and is very useful for managers,
investors, and stakeholders in the future.

Altman Z-score is formulated as follows:

Z=16,56X, +3,26X, + 6,72X; + 1,05X,
Where X, represented ratio of working capital to total assets, and X, stood for ratio of retained earnings

to total assets, and X; stood for ratio of earnings before interest and taxes (EBIT) to total assets, X, stood for
book value of equity to book value of total liability, while Z represents overall index.
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Variable Definition Indicator Scale
Board of The board of directors is a company organ that The board of directors is measured by counting the Nominal
Directors (X;) 1is tasked and responsible for managing finances number of members of the board of directors in
and determining strategies or policies that will be the company in period t (Triwahyuningtias, 2012).
taken in the short and long term (Emrinaldi, 2007)
Audit Audit committee is the total number of audit The variable size of the audit committee in this Nominal
Committee  committee members in one company. (Emrinaldi, research was measured by the number of members
(X5) 2007) of the audit committee in a company can be known
from the company's annual report (Emrinaldi, 2007).
Manajerial ~ Managerial ownership is the amount of share This variable is obtained by dividing the number of ~ Ratio
Ownership ~ ownership by management and company directors shares owned by management by the total shares
(X3) (Khafid, 2012). issued by the company (Triwahyuningtias, 2012).
Institutional  Institutional ownership is the percentage of shares In this research, institutional ownership is measured ~ Ratio
Ownership ~ owned by institutions of the total outstanding shares by the percentage of institutional ownership in the
(Xy) of the company ( Triwahyuningtias, 2012). company under observation (Emrinaldi, 2007).
Independent  Independent Commissioners are commissioners In this research, the independent commissioner ~ Ratio
Commissioner who have no relationship with the company and variable is obtained through the number of
(Xs) are trusted to provide good supervision. (Yosua independent commissioners in period t / total

& Ary, 2019)

commissioners in period t

RESULTS

The results of descriptive statistical tests for the variables of financial distress, board of directors, audit
committee, managerial ownership, institutional ownership and independent commissioners can be seen in Table 2.

Table 3 showed the amount of data (observations) studied as many as 78 data. The Board of Directors,
Audit Committee and Institutional Ownership had an average value (mean) that was greater than the standard
deviation. This indicated that the research data are grouped or not varied. While the variables financial distress,
managerial ownership, and independent commissioners had an average value (mean) which was smaller than
the standard deviation. This showed that the research data are not grouped or varied.

Table 3. Descriptive Statistic of Variables

N Minimum Maximum Mean Std. Deviation

FD 78 -15.15 1.20 -.7128 2.81725
BoD 78 2.00 7.00 4.5584 1.21929
AC 78 3.00 5.00 4.8077 1.43299
MO 78 0.01 77.79 7.7150 21.20834
10 78 3.17 93.71 46.1513 26.89222
IC 78 .20 .70 4058 13043
Valid N (listwise) 78

The next step was examining the effect of each independent variable on the dependent variable. A summary
of the results using multiple regression analysis is presented in Table 4.

Table 4. Multiple Linear Regression Analysis

Unstan. Beta Stan. Error Stan. Coef. Beta t Sig. Adj. R?
Constant -6.917 1.686 -4.103 .000 .520
BoD 347 223 150 1.555 124
AC .560 297 284 1.890 .063
MO -.001 .012 -.005 -.051 959
10 .045 .015 424 2.943 .004
IC -.344 1.974 -016 -.174 .862
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Referring to Table 4 above presented, it can be concluded that the multiple linear regression equations
produced in this research are:

Y =(-6917)+0.124 X, + 0.063 X, + 0.959 X5+ 0.004 X, +0.862 X5+ ¢

From the tabel, it showed that the value of a (Constant) is -6.917, it meant that when all independent
variable, X, X,, X;, X4, X5 are zero or constant, then Y or financial distress would decrease with amount
6.917. Regression coefficient value for X, is 0.124, meant that each increasing of X, by 1 unit will increase
the possibility of financial distress by 0.124. Regression coefficient value for X, is 0.063, meant that each
increasing of X, by 1 unit would increase the possibility of financial distress by 0.063. Regression coefficient
value for X; is 0.959, meant that each increasing of X; by 1 unit would increase the possibility of financial
distress by 0.959. Regression coefficient value for X, is 0.004, meant that each increasing of X, by 1 unit would
increase the possibility of financial distress by 0.004. Regression coefficient value for X5 is 0.862, meant that
each increased of X; by 1 unit would increase the possibility of financial distress by 0.862

The result showed that one out of five independent variables, institutional ownership, positively affected
financial distress. The other variables, board of director, audit committee, managerial ownership, and independent
commissioners, did not affect financial distress. The result also reveal that the squared multiple correlation
(R?) for the accountability is 0.52. Thus, it can be concluded that changes that occurred in Financial Distress
are explained by board of directors, audit committee, managerial ownership, institutional ownership, and
independent commissioner as independent variables of 52% while the remaining 48% is influenced by other
independent factors not observed in this this research.

DISCUSSION

The findings showed that Board of Directors had no effect on financial distress. Law Number 40 of
2007 concerning Limited Liability Companies in article 92 paragraph (4) stated that the General Meeting
of Shareholders (GMS) decided how the tasks and management authority would be distributed among the
members of the board of directors, preserving the board of directors' restricted jurisdiction. Although the board
of directors was aware of the state of the firm, decisions are still made at the general meeting of shareholders
(GMS). This was why the number of boards of directors in a firm had little bearing on the likelihood that it
would affect financial distress. (Merkusiwati, 2014).

This result was not in line with research conducted by Putri & Aminah (2019), Oktaviani (2019), and
Kusanti (2015) stated that Board of Directors has effect on financial distress.The reason underlying the results
of the research was that of the audit committee is less able to support the effectiveness of the performance of the
audit committee. This statement is supported by research by Dalton (1999) which shows that audit committees
with large numbers of members tend to lose focus and participate less actively in resolving agency problems.
It became increasingly difficult for the audit committee's members to achieve agreement on decisions when
carrying out their responsibilities at times. On the other hand, the audit committee is considered ineffective
since it has a small number of members and a lack of diverse expertise in handling agency conflicts.

The result of this research supported the research conducted by Kusanti (2015) and Nuresa & Hadiprajitno
(2013) stated that audit committee has no effect on financial distress in a company. Meanwhile this research
has different result with research conducted by Masak & Noviyanti (2019) and Widhiadnyana (2020) stated
that audit committee has negative effect on financial distress.

The rejection of hypothesis three (H3) might occur because managerial ownership was too low so that
it has little impact on the company's worth since the manager's performance in managing the business is
mediocre and also because, as a minority shareholder, they hasn't been allowed to actively engaged in company
decision-making. When compared to pure managers as professionals who are paid by the company, the sense
of belonging that managers feel over the company as shareholders does not sufficient to affect performance
(Christiawan & Tarigan, 2007).

The result of this research supported the research conducted by Idarti (2018), Kusanti (2015), and Fathonah
(2016) stated that managerial ownership had no effect on financial distress in a company. Meanwhile this
research had different result with research conducted by Santoso & Nugrahanti (2022), Khairat (2019) and
Widhiadnyana (2020) stated that managerial ownership had effected on financial distress.

The positive relationship between institutional ownership and the financial distress can be explained because
if the company is owned by institutional investors, then the company's management is considered unable to
hide the losses or failures that are being experienced, thus triggering financial distress (Aritonang, 2017).
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The result of this research supported the research conducted by Emrinaldi (2007), Khairat (2019), and
Widhiadnyana (2020) stated that institutional ownership can affect the financial distress in a company. Meanwhile
this research had different result with research conducted by (Setiyawan (2020), Oktaviani (2019), and Kusanti
(2015) stated that institutional ownership had no effect on financial distress.

The greater the proportion of independent commissioners in the company, the greater the occurrence
of financial distress, which meant that there are several factors that cause the performance of independent
commissioners to violate their proper work, such as no accounting background that can cause the influence of
supervision in financial statements, Independent commissioners also serve as other positions in other public
companies so that their work is not focused and participates in accompanying the company Yosua & Ary (2019).

This results is in line with research conducted by Merkusiwati (2014) and Ananto (2017) stated that
independent commissioner had no effect on financial distress. Meanwhile this research had different results with
research conducted by Fathonah (2016) stated that independent commissioner has effect on financial distress.

CONCLUSION

The results obtained from 13 manufacturing companies listed on the Indonesia Stock Exchange for the
2015-2020 period with 78 annual reports indicate that the board of directors, audit committee, managerial
ownership and independent commissioners had no effect on financial distress. On the other hand, institutional
ownership had an effect on financial distress. The implications of this research can be useful for companies
as a reference to prevent financial distress and can be a source of reading for other researchers who wanted
to research or learn about financial distress. However, this research had several limitations, Further research
should be able to use more variables than the ones that already used in this research. The variables used in this
research. The variables used in this research are limited such as board of director, audit committee, managerial
ownership, and institutional ownership. This research used a limited observation period, which is for 6 years
(2015-2020); and This research only used manufacturing company listed on IDX from 2015-2020. Accordingly,
the plan for Further research should be able to add other variables that are considered influential and provide
a broader picture of financial distress, should be able to increase the number of samples from other companies
and to extend the research period.
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