INVEST : Jurnal Inovasi Bisnis dan Akuntansi
In E’T Volume 5 No 2 (2024) Page : 376-385

Firm Value Mediates The Influence of Profitability, Firm Size and Sales
Growth on Financial Distress

Nilai Perusahaan Memediasi Pengaruh Profitabilitas, Ukuran Perusahaan
dan Sales Growth Terhadap Financial Distress

Rahmawati Asmi?’, Nanda Suryadi?, Zerrin3
Universitas Islam Sultan Syarif Kasim Riau®2
Istanbul Technical University3
Rahmawatiasmi09@gmail.com?, nanda.suryadi@uin-suska.ac.id?

ABSTRACT

This study aims to determine the direct influence of profitability, company size, sales growth on financial
distress, in addition to determining the indirect influence of profitability, company size and sales growth
on financial distress through company value. This type of research is quantitative with a sample used by
220 companies from a population of 84 food and beverage subsector companies listed on the IDX in
2018-2022. This study uses secondary data published by the Indonesia Stock Exchange. Data analysis
was carried out with a quantitative approach using the SmartPLS model version 3.0 The results of this
study show that: Profitability has a positive and insignificant effect on Financial distress, profitability
affects company value, Company Size does not affect financial distress, company size affects company
value, sales growth does not affect financial distress, sales growth does not affect value company,
Company value affects financial distress, Company value is unable to mediate the relationship of
profitability to financial distress, Company value is unable to mediate the relationship of company size to
financial distress, Company value is unable to mediate the relationship of sales growth to financial
distress.
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ABSTRAK

Penelitian ini bertujuan untuk mengetahui pengaruh langsung profitabilitas, ukuran perusahaan, sales
growth terhadap financial distress, Selain itu untuk mengetahui pengaruh tidak langsung profitabilitas,
ukuran perusahaan dan sales growth terhadap financial distress melalui nilai perusahaan. Jenis
penelitian ini ialah kuantitatif dengan sampel yang digunakan sebanyak 220 perusahaan dari populasi
sebanyak 84 perusahaan subsektor makanan dan minuman yang terdaftar di BEl tahun 2018-2022.
Penelitian ini menggunakan data sekunder yang dipublikasikan oleh Bursa efek Indonesia. Analisis data
dilakukan dengan pendekatan kuantitatif menggunakan model SmartPLS versi 3.0 Hasil penelitian ini
menunjukkan bahwa: Profitabilitas berpengaruh positif dan Tidak signifikan terhadap Financial distress,
profitabilitas berpengaruh terhadap nilai perusahaan, Ukuran Perusahaan tidak berpengaruh terhadap
financial distress, ukuran perusahaan berpengaruh terhadap nilai perusahaan, sales growth tidak
berpengaruh terhadap financial distress, sales growth tidak berpengaruh terhadap nilai perusahaan,
Nilai perusahaan mempengaruhi financial distress, Nilai perusahaan tidak mampu memediasi hubungan
profitabilitas terhadap financial distress, Nilai perusahaan tidak mampu memediasi hubungan ukuran
perusahaan terhadap financial distress, Nilai perusahaan tidak mampu memediasi hubungan sales
growth terhadap financial distress.
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1. Introduction

A company is established with the aim of generating profits that can be used to
maintain the company's business continuity in the long run and avoid bankruptcy. In the face
of increasingly fierce business competition, companies are required to have a good strategy in
order to survive and win the competition so that they can create significant profits (Muslimin
& Bahri, 2022). In facing these financial problems, companies have several options to
overcome them, by taking loans from creditors to combining their businesses to obtain
business capital, or the last choice made in dealing with financial problems that cannot be
solved by closing their business.

The company will experience financial distress if the company's operating cash flow is
unable to cover the fulfillment of short-term obligations such as interest payments on loans
that have matured. The greater the liability that the company has, the greater the risk of
financial distress. The simplest indication of a company experiencing financial distress is a
company that experiences problems and circumstances where the company's financial or
financial condition shows an unhealthy state, and the company will experience difficulties in
repaying its obligations. , Financial Distress is a process in which companies experience
financial difficulties, financial distress is very closely related to the risk of bankruptcy that
occurs in the company so that the company is unable to fulfill its obligations.(Nurhayati et al.,
2021)

The development of technology and information encourages growth and competition,
especially in the increasingly tight industrial field. The rapid development of the food and
beverage industry in Indonesia can be seen from the number of food companies listed on the
Indonesia Stock Exchange (Syalomytha & Natalia, 2023). As a result, the increasingly fierce
competition between food and beverage companies in Indonesia requires an industry that is
the main contributor to Indonesia's non-oil and gas management industry. The rapid growth of
the food and beverage industry in Indonesia makes it one of the subsectors that is able to
boost national economic development. The phenomenon underlying this study, regarding the
condition of financial distress, is related to PT. Prima Cakrawala Abadi Tbk. (PCAR) which
experienced a decrease in net sales until the first quarter of 2020 to Rp 15.23 billion compared
to sales of Rp 24.39 billion in the same period in 2019 which was taken from the annual
financial report on the Indonesia Stock Exchange website which showed that gross profit fell to
Rp 1.07 billion from gross profit of Rp 3.86 billion for the 2019 period. Operating expenses
decreased to IDR 2.63 billion from IDR 4.59 billion from the previous year. Meanwhile, PT.
Prima Cakrawala Abadi Tbk. experienced an increase in operating loss to Rp 1.56 billion from
Rp 731.47 million in the 2019 period and loss before tax to Rp 1.97 billion from the previous
period of Rp 727.47 million (Kontan.co.id)

In accordance with the phenomenon that occurs in the company, the growth of the
food and beverage industry fluctuates from year to year. Significant changes made to the
Altman Z-Score Model have also improved the predictability of bankruptcy and are able to
reach companies globally (Altman et al., 2017). So the researcher chose the model to predict
the company's health in the future. From the financial statements, researchers can see
companies that show financial difficulties. If the financial statements show that the company's
profit has a negative net profit, it is called financial distress, similarly, if the company's profit
has a positive net profit, it means that the company does not experience financial distress.

Profitability is a ratio that measures a company's ability to generate net profit at a
certain level of asset sales and share capital. In this study, profitability is calculated using
Return on Asset (ROA), which is a ratio that uses a comparison between net profit after tax and
total active activity. ROA was chosen as a ratio in measuring profitability because ROA is able
to measure the overall level of capital use efficiency and increase growth in the company. This
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ratio is also used to efficiently use the company's assets. The higher the ROA, the better the
total assets used for the company's operations so that it is able to generate profits for the
company, and vice versa (Maharani, 2019). The results of research related to profitability on
financial distress by (Yemima & Jogi, 2020), (Dea, 2023), (Masdupi et al., 2018), (MAULINA,
2019), dan Khotimah et al. (2020) stated that profitability has a negative influence on financial
distress. Meanwhile, research according to (Sari & Putri, 2016) and (Sulastri & Zannati, 2018)
found that there was no influence between profitability and financial distress.

Another factor that affects financial distress is the size of the company. The size of the
company describes how large the total assets owned by the company are. Companies with
large total assets show a positive sign for creditors because the company will easily diversify
and be able to pay off its obligations in the future, so that the company can experience
Financial Distress (Prastyatini & Novikasari, 2023). company size is a measure to classify
companies using different methods for both large and small companies. According to (Golijot
& Mahardika, 2019) the size of large and small companies that have proxies used are total
assets, net sales, and market capitalization. The size of the company is also considered to be
able to affect the value of the company, because the larger the size or scale of the company,
the younger the company will get from sources of funding, both internal and external. The size
of the company is considered to affect the value of the company because the larger the size of
the company, the easier it is for the company to obtain a source of funding that can be used to
achieve the company's goals. However, on the other hand, it will cause a lot of debt because
the risk of the company in fulfilling its responsibilities is very small. Companies that generate
larger profits tend to have larger retained earnings so that they can meet their funding needs
to expand their business or create new products from internal funding sources. The greater
the retained profit, the greater the need for funds sourced from within the company, which
will reduce the use of funds sourced from debt. (Arisandy & Putri, 2022)

The results of the study according to (Rahma & Dillak, 2021) found that the size of the
company had a negative effect on Financial Distress, due to the increase in the company's
expertise in fulfilling obligations to pay debts so that it could be free from financial problems
and financial distress due to the increasing total assets owned by the company. In addition, the
company's size research on financial distress conducted by (Nasiroh & Khusnah, 2020) has a
positive and significant influence. Meanwhile, the research conducted (Christine et al., 2019)
that company size does not affect financial distress is supported by research conducted that
company size does not affect financial distress. As well as that company size has no effect on
financial distress. The last factor in this study that affects financial distress is Sales Growth.
Sales Growth describes what percentage of sales a company achieves from year to year. The
increase in the sales growth ratio shows that the company is able to realize and achieve its
business goals in line with the increase in the sales ratio every year. In this case, one of the
efforts that companies can make to maintain their performance is to increase sales value or
sales growth. Positive sales growth indicates that the products produced by the company are
accepted by the market. The higher the value of the company's sales growth accompanied by
cost efficiency, it is expected to increase the company's profits so that financial distress
problems are not expected to occur. The results of the study according to (Beby Ratna Sari et
al.,, 2022), (Dubois, 2016), (Rachmawati & Suprihhadi, 2021), said that Sales growth has an
effect on Financial Distress. Meanwhile, the difference is that according to research (Aullia &
Lisiantara, 2023), (Muflihah, 2017) and (Burhanuddin et al., 2019) said that Sales Growth has
no effect on Financial Distress.

Investors' perception of a firm value is usually related to the company's stock price.
Firm value can also be seen from the company's ability to use its assets to generate profits.
High growth in company performance will also have an impact on the growth of company
value. In the research of (Dwija Putri et al., 2017), it was found that the ability to generate
higher company profits will increase the company's value. Because the company has high
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profitability, the company declares an effective asset turnover rate and a high net profit of the
company. The direct relationship between stock prices and fluctuations in company value
shows the influence of company value on financial distress, which indicates that financial
distress will be detrimental to the interests of shareholders. In research conducted by
(Putranto, 2023) shows that financial distress in a company can increase in line with the high
incidence of global financial crisis as an external influence. Therefore, the company must
balance between its long-term obligations and its short-term obligations because it also greatly
affects the value ot the company.

Research on Firm value as an intervening variable conducted by (Nafisah et al., 2023)
and (Hendy Bayu Satriawan, Linda Agustina, n.d. 2016) shows that there is no influence
between profitability by using ROA through company value as an intervening variable. This is
because the better the productivity of assets in obtaining profits which will increase the
attractiveness of investors so that it will have an impact on increasing the company's value.
Meanwhile, the research conducted (Jayanti, 2018) stated that there was an influence of
Mediation from the company's value as an intervening variable. In addition, the influence of
company value on financial distress is shown by the direct relationship between stock prices
and the rise and fall of company value.

2. Literature Review

Signalling Theory

Signalling Theory is a theory that proposes how a company should provide signals to
users of financial statements. Signal theory explains the important reason companies present
and disclose information to the public. This information can be in the form of financial
statements, company policy information or other information that is voluntarily disclosed by
management (Maulidia & Asyik, 2020).

The purpose of signal theory is for a manager to take action in solving problems,
especially financial distress problems that arise in a company. Signal theory that provides
financial information can reduce the asymmetry of information between management and
investors. The information obtained from financial statements can assess whether the
company is experiencing financial distress or not.

Agency Theory

Agency theory explains the relationship between a company's management and its
shareholders (Jensen and Meckling, 1976). Agency theory explains that both parties have the
same ideal, namely to get as much profit as possible.

According to research conducted (Dea, 2023) explains that this theory is based on the
separation between owners and managers in a company. The behavior, needs, and responses
to risks of the two parties are different, where the principal will analyze and then provide a
decision to the agent.

3. Research Methods

The type of research used in this study is quantitative. The statistical information
obtained includes financial statements listed on the Indonesia Stock Exchange (IDX). The type
of data used is secondary obtained from idx.co.id and also from the company's web that is
already available. The population in this study is 84 food and beverage sub-sector
manufacturing companies listed on the Indonesia Stock Exchange (IDX) for the 2018-2022
period. This research sample was obtained using the purposive sampling method. Purposive
sampling is a sampling technique with certain considerations. The number of samples in the
study was 49 companies in 5 years with a total of 220 financial reports.

389



INVEST : Jurnal Inovasi Bisnis dan Akuntansi, 5(2) 2024: 376-385

This study uses data analysis, namely SmartPLS 3.0 with descriptive structural test

tools, convergent validity test, discrimination validity test, reality test, R-square test, and
hypothesis test (path coefficients).

4. Results and Discussion

Descriptive Statistical Analysis

According to (Sugiyono, 2019), descriptive analysis is a method of analysis carried out to find
out the existence of independent variables, either on only one or more variables (independent
variables or independent variables) without making comparisons with the variables themselves
and looking for relationships with other variables.

Table 1. Descriptive Statistical Test Output Results

Variable N Minimum Maximum Mean Std. Deviation
X1 220 - 599.025 607.168 54.965 118.426
X2 220 27.687 328.264 287.281 34.133
X3 220 - 8.550 105.712 2.231 10.155
Y 220 -2.122.003 25.168.383 614.274 2.054.289

220 5.615 122.630 18.819 15.595

Source : Smart PLS Output (2024)
The descriptive statistical analysis in table 1. above illustrates the number of

data used in this study amounting to 220 so that the results can be explained as
follows:

a.

The results of descriptive statistics for the independent variable X1 produce a
minimum value of -559,025, and a maximum value of 607,168, with an average of
54,965 and a standard deviation of 118,426.

The results of descriptive statistics for the independent variable X2 produced a
minimum value of 27,687, and a maximum value of 328,264, with an average of
287,281 and a standard definition of 34,133.

The descriptive statistical results for the independent variable X3 produce a
minimum value of -8,550, and a maximum value of 105,712, with an average of
2,231 and a standard definition of 10,155.

The results of descriptive statistics for the intervening variable X4 produced a
minimum value of -2,122,003, and a maximum value of 25,168,383, with an
average of 614,274 and a standard deviation of 2,054,289.

The results of descriptive statistics for the Dependent variable X5 produce a
minimum value of 5,615, and a maximum value of 122,630, with an average of
18,819 and a standard definition of 15,595.

390



INVEST : Jurnal Inovasi Bisnis dan Akuntansi, 5(2) 2024: 376-385

Convergence Validity Test
Table 2. Results of Convergent Validity Test Output

Variable Outer Loading CR AVE
Profitability 1,000 1,000 1,000
Firm Size 1,000 1,000 1,000
Sales growth 1,000 1,000 1,000
Firm Values 1,000 1,000 1,000
financial Distress 1,000 1,000 1,000

Source : Smart PLS Output (2024)

From the table above, it can be explained that the value of the outer loading,
Composite Reliability, is 1,000 > from 0.7. Meanwhile, the Average Variance Extracted (AVE)
shows a > of 0.5. The output above shows the results of the convergent validity test of all
variables that all of these criteria have been valid and met.

Discrimination Validity Test
Table 3. Output Results of Discrimination Validity Test

Variable Profitability Firm Size Sales growth financial Distress Firm Values
X1 1,000 0,048 0,069 0,195 0,389
X2 0,048 1,000 0,035 -0,015 -0,050
X3 0,069 0,035 1,000 0,000 -0,024

Y 0,195 -0,015 0,000 1,000 -0,027
z 0,389 -0,050 -0,024 -0,027 1,000

Source : Smart PLS Output (2024)

From the table above, it can be seen that the root of AVE each construct has a greater
value than the other constructs. The value of 1 out of all constructs is proof that the variables
in this study have been said to be valid.

Reliability Test
Tabel 4. Reliability Test Output Results

Variable Cronbach's Alpha Composite Reliability
Profitability 1,000 1,000
Firm Size 1,000 1,000
Sales growth 1,000 1,000
Firm Values 1,000 1,000
financial Distress 1,000 1,000

Source : Smart PLS Output (2024)

Based on the table above, it can be concluded that the entire construct (variable) is
reliable. This is shown by the magnitude of Cronbach's alpha and composite reliability, which is
>0.7.
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R-Square test
Table 5. R-Square Test Results

Variable R Square Standard Conclusion

financial Distress 0,052 >0 Predictive
Relevance

Firm Values 0,158 >0 Predictive
Relevance

Source : Output SmartPLS (2024)

In the table above, it is stated that the R-Square financial distress of 0.052 shows that
52% of the change/variation in the value of financial distress can be explained by the free
variable in the model. Meanwhile, the R-Square value of the Company value of 0.158 shows
that 15.8% of the change/variation of the value of the company can be explained by the free
variable in the model

Hypothesis Testing
Table 6. Path Coefficients Test Results

Variable Original T Statistic P
Sample (O) (| O/STDEV|) Values

Profitability -> Financial Distress 0,246 1,885 0,030
Firm Size -> Financial Distress -0,032 0,661 0,254
Sales Growth -> Financial Distress -0,019 0,685 0,247
Profitability -> Firm Value 0,395 4,696 0,000
Firm Size -> Company Value -0,067 1,695 0,045
Sales Growth -> Firm Value -0,049 1,390 0,083
Firm Value -> Financial Distress -0,125 1,912 0,028
PDli';)til"Etez;inhty -> Firm Value -> Financial 20,049 1,406 0,080
g;)sl::-l;::y Size -> Firm Value -> Financial 0,008 1156 0.124
lS)z;;::es(;rowth -> Firm Value -> Financial 0,006 1,026 0,153

Source : Output SmartPLS (2024)
Discussion

The Effect of Profitability on Financial Distress

Profitability (ROA) has a positive effect on financial distress. This is supported by evidence of
the results of a significant value of 0.030> 0.05. This shows that an increase in profitability
indicates that the company's condition is very small to experience financial distress. The high
value of ROA in the company indicates that the company can generate maximum profit and
has sufficient funds to cover all expenses incurred by the company, otherwise the possibility of
financial distress. The results of this study are in line with research conducted by Yunelfi and
Septiana (2019) (Antikasari & Djuminah, 2017) which states that profitability has a positive
effect on financial distress.
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The Effect of Firm Size On Financial Distress

Company size (SIZE) does not affect financial distress. This is supported by evidence of the
results of a significant value of 0.254 <0.05. This means that an increase in company size will
reduce the risk of financial distress in the company. The size of the company will make it easier
to borrow for the company either in the form of share capital or debt. A good reputation and
image are always identical as the character of a large company among the public. This is
because companies with large total assets show the level of maturity of the company and are
considered to have good prospects in the future. The results of this study are in line with
research conducted by Rahayu (2017), Tasman (2019) and Putri (2020) which states that
company size has no significant effect on financial distress.

The Effect of Sales Growth On Financial Distress

Sales Growth does not affect financial distress. This is supported by evidence of the results of a
significant value of 0.247> 0.05. this means that the reason is, the decline in sales does not
necessarily continue permanently, and sales may increase over time. Therefore, if this growth
can be maintained, financial pressure can be reduced and the company can increase its sales.
However, if the opposite happens, this can be financially difficult and financial distress can
occur. The results of research conducted by Dianova & Nahumury (2019) show that sales
growth has no effect on financial distress. The results of this study are different from the
results of research conducted by Amanda & Tasman (2019) which shows that sales growth has
a negative and significant effect on financial distress.

The Effect of Profitability on Firm Value

Profitability (ROA) has a positive effect on Firm Value This is supported by evidence of the
results of a significant value of 0.000> 0.05. The existence of a positive influence between
profitability and firm value indicates that increasing the profitability of a company will be in
line with increasing company value. High company value indicates that the company has a
good prospect in the future so that it provides a positive signal for investors. This research is in
line with Sudiani and Darmayanti (2016) and Purnomo and Erawati (2019) which state that
profitability can affect firm value.

The Effect of Firm Size on Firm Value

Company Size (SIZE) has a positive effect on Firm Value. This is supported by evidence of the
results of a significant value of 0.045 <0.05. This shows that every increase in company size will
be accompanied by an increase in company value. The size of the company that can be
measured through the company's assets that increase will affect changes in the company's
stock price. A high stock price will provide more value for the company in the eyes of investors.
The results of this study are in line with the results of research conducted by Putra and Lestari
(2017) that company size proxied by Ln of Total Assets has a positive and significant effect on
firm value.

The Effect of Sales Growth On Firm Value

Sales Growth does not affect the Company's Value. This is supported by evidence of the results
of a significant value of 0.083> 0.05. this proves that the increase in sales growth is not
necessarily followed by an increase in company profits. This is due to several factors including
increasing operating costs and high taxes. Although sales growth increases, it is not always
followed by an increase in the company's net profit, an increase in stock prices and company
value. The results of this study are supported by research conducted by Herawati (2017)
obtaining the results of sales growth variables have no effect on firm value.
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The Effect of Firm Value on Financial Distress

Company value has a positive effect on financial distress. This is supported by evidence of the
results of a significant value of 0.028 <0.05. this means that the higher the company value, the
higher the share price, this is because a very high share price can make investors not invest
their money in the company and this makes the company face financial difficulties in running
its operations. The results of this study are supported by research conducted by Muhammad &
Irna (2020), Aldo (2020), stating that company value affects financial distress.

The effect of profitability on financial distress with company value as a mediating variable
Company value cannot mediate the relationship between profitability and financial distress.
This is evidenced by the evidence of a significant value of 0.080> 0.05. This is because in this
study it was found that there was no direct effect of profitability variables on financial distress.
Therefore, the intervening variable will not be able to mediate the independent variable on
the dependent variable. The absence of direct influence can be caused by the company's
ability to fulfill its obligations even though the company is experiencing a decline in the
company. This research is in line with Satriawan & Agustina's (2016) research which found that
firm value was unable to become an intervening variable in their research. Meanwhile,
Jayanti's research (2019) found the ability of company value as an intervening variable in
mediating.

The effect of firm size on financial distress with firm value as a mediating variable

Company Value cannot mediate the relationship between Company Size and financial
distress. This is evidenced by the evidence of a significant value of 0.124> 0.05. This means
that companies that have a large company size get facilities in meeting their funding needs
through debt. However, debt that exceeds its optimal value can cause a decrease in company
value due to the increased risk of corporate bankruptcy. Therefore, investors do not give
good signals to these companies. The results of this study are in line with Satriawan &
Agustina's (2016) research which found that firm value was unable to mediate the two
variables in their research. Meanwhile, Jayanti's research (2019) found the ability of firm
value as an intervening variable in mediating.

The effect of sales growth on financial distress with firm value as a mediating variable

Firm Value cannot mediate the relationship between Sales Growth and financial distress. This
is evidenced by the evidence of a significant value of 0.153> 0.05. This can be interpreted as a
company that has high sales and a successful product sales strategy. If a business earns more
profits, it can avoid financial distress. High sales growth does not necessarily increase the value
of a company due to financial difficulties. The results of this study are in line with research
conducted by Yasin et al. (2022) showing that sales growth has an insignificant effect on firm
value, Aji and Anwar (2022) show that sales growth has an insignificant effect on financial
distress.

5. Conclusion

Based on the results of this study, it shows that: Profitability has a positive and
insignificant effect on financial distress, profitability has an effect on company value, Company
size has no effect on financial distress, company size has no effect on company value, sales
growth has no effect on financial distress, sales growth does not affect company value,
company value affects financial distress, company value is unable to mediate the relationship
between profitability and financial distress, company value is unable to mediate the
relationship between company size and financial distress, company value is unable to mediate
the relationship between sales growth and financial distress.
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It is suggested that researchers can then expand the research sample by adding a
sample of companies that do not only focus on the food and beverages sub-sector, so that
they can find out whether other sectors have a greater relationship that can strengthen or
weaken variables. It is recommended that the year used is added so that it can provide better
results.
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