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Abstract

The purpose of this study is to examine the effect of profitability ratios and liquidity ratios on
financial distress, with fraudulent financial statements as a moderating variable. This research
is quantitative research. The population of this study are agricultural companies listed on the
Indonesia Stock Exchange for the period 2018-2021. The data collection method used purpo-
sive sampling technique and obtained a sample of 19 companies with 76 units of analysis. The
secondary data used is the annual financial report which is downloaded through the IDX’s
official website. Analysis of research data using descriptive statistical analysis and Structural
Equation Modeling-Partial Least Square (SEM-PLS) with the application tool WarpPLS 8.0.
The results show that partially the profitability ratios have no effect on financial distress, 1i-
quidity ratios have a positive effect on financial distress, financial statement fraud has a nega-
tive effect on financial distress, fraud is not able to moderate the effect of profitability ratios on
financial distress, and fraud is able to moderate the effect of liquidity ratios financial distress.
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INTRODUCTION

The dynamic progress of civilization
triggers the business world to grow and inno-
vate every day. Competition between micro
entities and large entities is getting tougher,
so that it becomes a big challenge that must
be faced by every entity or company. Failure
in business affects the existence of the com-
pany and incurs high costs for the company
in case of loss of some or even all of the loan
(Balasubramanian et al. 2019). The increase in
tariffs that must be spent by the company can
affect the company’s performance in carrying
out its production. If the company is unable to
handle existing financial problems, the com-
pany will experience difficulties and even lose.

The global economic situation in 2017
was on a downward trend due to the weak
and uneven recovery of the world economy.
The global economy, which initially predicted
growth of 3.5 percent, had to be revised to
3.1 percent last year, namely 3 percent (Kom-
pas.com, 2017). The impact of a declining
and unstable global economy can affect the
economy in Indonesia Fairly (2021). Eco-
nomic growth is expected to slow down, the
budget deficit is expected to remain high, fo-
reign debt will increase significantly, and alt-
hough it will not recover significantly in 2021,
credit growth will still be restrained. Then the
instability of the global economy also has an
impact on the inflation rate of each country,
which will cause selling prices to increase and
reduce people’s purchasing power. Dirman
(2020) explains that in Indonesia, the sectors
most affected by the global crisis are sectors
that rely on external demand, namely sectors
that rely on agriculture. These economic con-
ditions can cause agricultural companies to
experience problems or difficulties in internal
financial matters.

Based on the data in Table 1, it can be
seen that the manufacturing industry sector is
the largest average contributor to Indonesia’s
Gross Domestic Product (GDP) during the
2018-2021 period of 19.67 percent. Then the
second position is the large and small trading

sector, car and motorcycle repairs as much
as 13.23 percent; followed by agriculture, fo-
restry, and fisheries (agriculture) as much as
13.13 percent; the construction sector occu-
pies the fourth position as a contributor to
Indonesia’s GDP by 10.61 percent; and the
fifth position is a sector other than the sectors
mentioned in the Table with a contribution
value of 39.64 percent. These conditions in-
dicate that the agricultural sector has a supe-
rior position in the distribution of Indonesia’s
GDP. The agricultural sector is a sector that
can absorb a large number of workers and is
also a source of food for Indonesia and other
countries, therefore maintaining its existence
is the obligation of all levels of society.

Table 1. Average GDP Distribution in 2018-
2021

Sector %
Construction 10.61
Agriculture, Forestry, Fisheries 13.13
Wholesale & Retail, Auto &

_ 13.23
Motorcycle Repair
Processing Industry 19.67
Others 39.64
Source: BPS, 2021
3
3,88
S 3,61
g’ 177 1,84
g2
A 1
0
2018 2019 2020 2021
Years

Figure 1. Agricultural GDP Growth Rate
Source: Pusat Data dan Sistem Informasi
Pertanian, 2022

Figure 1 shows the growth rate of agri-
cultural GDP from 2018 to 2021. If you look
at the picture, it shows a significant decline in
the GDP growth rate of the agricultural sec-
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tor, even though the agricultural sector is the
top three largest contributors to GDP in In-
donesia. In 2018, the agricultural sector had a
GDP growth rate of 3.88 percent. The decline
began to occur in 2019 with a growth value
of 3.61 percent. The worst declines occurred
in 2020 and 2021 with a growth rate of 1.77
and 1.84 percent respectively. The downward
trend in GDP growth in 2020 and 2021 was
caused by the Covid-19 pandemic which be-
gan to creep up in early 2020. Fairly (2021) ex-
plained that the COVID-19 pandemic caused
a decline in GDP growth in Indonesia, especi-
ally Central Java.

The massive spread of the Covid-19 vi-
rus caused the country to experience a recessi-
on due to the continued decline in GDP. This
impact is felt directly by all levels of society
who carry out economic activities from the
micro to the macro level. One of the effects
of a recession or sluggish economy is that it
can cause the stock price index to decline. In
the agricultural sector, the stock price indices
from 2018 to 2020 are 1,564, 1,524 and 1,498
per December (BPS, 2021). The decline in
the stock price index in this sector can cause
companies to suffer delisting or write-off of
company shares listed on the IDX due to the-
se conditions. Companies whose shares have
been removed from the IDX have certainly
failed to maintain and manage the company’s
performance to remain healthy.

Initial sign of a company that allows
experience delisting can be seen from the spe-
cial notation issued by the Indonesia Stock
Exchange (IDX). Special notation, also kno-
wn as special notation, is a special feature is-
sued by the IDX at the end of 2018 which is
used to see the condition of the company. Spe-
cial notation in the form of notification with
a special symbol given to investors regarding
the current state of a company. IDX applies a
special notation in the form of letters, where
each letter has a different meaning and is gi-
ven according to the condition of the issuer.
This feature is a warning and attention from
IDX to investors to avoid troubled issuers or
companies. There are 3 agricultural compa-
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nies that were given special notation by IDX
out of a total of 72 companies with special
notation.

Table 2. Special Notation as of March 2022

Code  Company Name Notation
BEEF PT Estika Tata Tiara E
Tbk
GOLL PT Golden Plantation B, L,Y,
Tbk X
UNSP Bakrie Sumatra Planta- E
tions Tbk

Source: Bursa Efek Indonesia, 2022

Companies that have been running for a
certain period of time can liquidate or dissolve
when experiencing financial distress. Finan-
cial distress or financial difficulties occurred
before the company became bankrupt. Under-
standing the company’s financial difficulties
in advance will allow the company’s internal
staff to take precautions to predict situations
that can lead to bankruptcy, therefore it is im-
portant to develop a model of financial distress
(Mas’ud & Srengga, 2015). The right way to
predict the presence of financial distress is
to calculate financial performance indicators
from financial reports that have been publis-
hed by the company. Financial indicators are
based on the financial ratios listed in the fi-
nancial statements. Financial reports can be a
source of financial information and financial
analysis tools for companies used by internal
and external parties. Rani (2017) explains that
the financial statements that have been pub-
lished by the company are one of the sources
of information regarding the position, perfor-
mance, and changes in the company’s finan-
cial position which are useful for accommo-
dating the right decision making. So financial
reports can be a source of literacy for internal
and external parties in assessing whether the
company is experiencing financial distress or
under control.

Financial distress is closely related to
signal theory (signaling theory) put forward
by Spence (1973) where it is explained that the
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sender or owner of the information acts as a
signaler or signal in the form of information
that reflects the condition of the company that
is useful for the recipient. More complete and
relevant information can be used as an analy-
tical tool to be used in decision making. There
are two signals contained in financial infor-
mation, namely positive and negative signals.
If the information issued by the company is a
positive signal, it will have a good impact on
the company, otherwise if the company has a
negative signal, it will have a bad impact on
the company. Therefore, the company will try
to provide the best signal for external parties.

Previous research related to financial
distress has been carried out and researched
a lot like the research from Julius (2017), An-
nafi & Yudowati (2021), Mas’ud & Srengga
(2015), and Saputri & Asrori (2019), but prob-
lems regarding this matter still continue to
occur which encourages this research to find
out the real factors that influence financial
distress. Previous research has shown that fi-
nancial distress is influenced by two factors,
namely internal and external. Internal factors
include profitability ratios, ratios leverage, and
liquidity ratios.

The profitability ratio is a measure of
the capability to generate the maximum profit
or profit by owning assets and capital (Rohma-
dini et al., 2018). The main goal of a compa-
ny is to obtain high profits in accordance with
economic principles. High profits will foster
the welfare of stakeholders and will attract in-
vestors to invest their funds in the company.
High profits will also reflect the success rate
of the company in carrying out its operational
activities. This study uses proximate profitabi-
lity ratios return on assets (ROA) which can
show the ability of all existing assets and be
used to generate profits. Optimal use of assets
will have an impact on the company’s income
level which will also be even greater.

The liquidity ratio represents the
company’s ability to meet its short-term obli-
gations in a timely manner (Sari, 2020). The
company must be able to meet its current ob-
ligations which are due soon by utilizing its

current assets. The liquidity ratio plays an im-
portant role in maintaining the financial stabi-
lity of a company. Companies that have a high
level of liquidity, the company has a tendency
to avoid financial distress. This situation indi-
cates that the higher the company’s liquidity
ratio, the level of financial distress the com-
pany will be lower. Every company must try
to achieve a high level of liquidity to picture
good company performance and effective ope-
rational activities. This research uses current
ratio (CR) as a liquidity proxy, where CR is
able to measure a company'’s capability to pay
off short-term debt using its current assets.

Meanwhile, Association of Certified
Fraud Examiners (ACFE) body survey fraud
Indonesia 2019 reveals that there are three
biggest frauds in Indonesia. These frauds are
corruption, misuse of assets, and fraud or
fraudulent financial statements where finan-
cial reporting reports are the most fraudulent
disclosure media. The company’s published
financial reports provide all financial infor-
mation regarding the company’s financial
condition, performance and cash flow. The
company’s goal of issuing financial reports
is to show the best signal of the company’s
condition (Martantya & Daljono, 2013). The
company’s motivation to show the best signal
can be a motive for fraudulent financial state-
ments in order to show the existence of a com-
pany that is always positive, even though in
reality the company is experiencing financial
difficulties. This is related to signaling theory,
where the company seeks to provide a positive
signal by manipulating financial reports.

The company does not want its perfor-
mance to be judged badly by external parties
when the company is in a state of financial dif-
ficulty. The company’s internal parties, especi-
ally management, will be motivated to com-
mit fraudulent financial statements when the
company is in a condition of financial distress
(Sekarwulan & Umar, 2021). Research con-
ducted by Annafi & Yudowati (2021) shows
that fraudulent financial statements have a
negative effect on financial distress. The gre-
ater the financial statement fraud committed
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Financial

Statement Fraud
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Profitability
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Liquidity Ratio

Figure 2. Research Thinking Framework

by the company, the smaller the company is
indicated to be experiencing financial distress.
Pressure is a component of fraudulent finan-
cial reporting in fraud hexagon theory which
has the most significant dominance against fi-
nancial distress (Rukmana, 2018). The novelty
of this research is to use external pressure as a
ratio proxy leverage as an indicator of fraudu-
lent financial reporting which is suspected of
moderating the influence of profitability and
liquidity on financial distress. Where Prasastie
(2013) using the financial stability as a proxy
for pressure variable, the results of which af-
fect fraudulent financial statements

The purpose of this study was to de-
termine the effect of the variable profitability
ratios and liquidity ratios on financial distress
with fraudulent financial statements as a mo-
derating variable. Then examine the influence
of the variable profitability ratios and liquidity
ratios on financial distress, as well as exami-
ning the role of financial statement fraud as
a moderating variable. Figure 2 is the frame-
work for this research.

METHODS

The type of research used in this re-
search is quantitative research. The method
used in this quantitative research is the docu-
mentation method which is a research method
that collects data from available or published
sources or commonly called secondary data.
The research design used is a hypothesis tes-
ting study. The population in this study are
agricultural companies listed on the Indonesia
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Financial
Distress

Stock Exchange (IDX) for the 2018-2021 peri-
od. The samples in this study amounted to 19
companies with 76 units of analysis determin-
ed using techniques of purposive sampling.
Criteria sample selection is based on compa-
nies that use the rupiah currency and publish
financial reports consistently. The source of
this research data comes from the official IDX
website, namely www.idx.co.id in the form of
an annual financial report.

The variables tested in this study are
financial distress by proxy interest coverage
ratio (ICR) as the dependent variable, profita-
bility ratio by proxy return on assets (ROA)
and liquidity ratio by proxy current ratio (CR)
as an independent variable, as well as financial
statement fraud with external pressure indica-
tors (leverage) as a moderating variable. Va-
lidity and reliability tests were carried out to
obtain valid and reliable data used in research.
Data analysis used is descriptive analysis to
give a picture of the research variables, besides
that in this study using analytical techniques-
Structural Equation Modeling (SEM) based
Partial Least Square (PLS) with the help of
WarpPLS 8.0 software.

RESULTS AND DISCUSSION

Descriptive statistical analysis is used to
provide an overview of the distribution and
behavior of research sample data as seen from
the minimum value, maximum value, average,
and standard deviation of each variable. The
results of descriptive analysis on the company
agriculture shows that there are 28 units expe-
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riencing financial distress with percentage 37
percent, while the remaining 48 units of ana-
lysis are in non-financial distress with percen-
tage 63 percent. The profitability ratio in this
study is classified as moderate with a percen-
tage of 71 percent. The liquidity ratio shows
that the majority of companies are illiquid
with a total of 60 units of analysis or 79 per-
cent of the total 76 units of analysis. Financial
statement fraud is said to have a non-default
probability because the results of the analysis
show that 72 units of analysis are classified as
healthy, then the rest are unhealthy.

The next test is the approachStructural
Equation Modeling (SEM) based Partial Le-
ast Square (PLS). The SEM model can be seen
by analyzing Outer Model and Inner Model.
First, outer model or measurement models are
used to test construct validity and construct re-
liability. Construct validity testing can be seen
from convergent validity and discriminant va-
lidity. Furthermore, the reliability test can be
seen from the value of Cronbach’s alpha and
composite reliability.

The procedure for testing convergent
validity is by associating each indicator with
its latent variable. Convergent validity test
with reflective indicators is measured by va-
lue loading factor on each construct. Mark
loading factor is said to be high if the indica-
tor correlates > 0.70. However, for early stage
research,loading factor 0.5 to 0.6 is considered
sufficient (Ghozali, 2016).

Table 3. Convergent Validity Test Results

Variable Loading Factor Information
ROA 1.000 Valid
CR 1.000 Valid
LEV 1.000 Valid
ICR 1.000 Valid

Source: Processed data, 2022

Description:

ROA = Return on assets

CR = Current ratio

LEV = Leverage
ICR = Interest Coveraged Ratio

Based on the results of data processing
as shown in Table 3, the value loading factor
of 1 > 0.7. This means that the ROA, CR,
LEV, and ICR variables can be declared valid.

The discriminant validity test in PLS
shows that the indicators for each construct
are different, where each construct is really
not highly correlated with other constructs.
Discriminant validity testing can be carried
out in two stages, namely the first stage is AVE
(Average Variance Extracted) with a value of
at least 0.5 or more. The second stage is seen
from the value cross loading factors that serve
to determine whether the construct has suffi-
cient discriminant or not (Ghozali, 2016). The
way by comparing the value of the construct
or variable in question, which must be greater
than the value of the other constructs.

Table 4. Discriminant Validity Test Results

Variable ROA CR LEV ICR

ROA 1.000

CR 0.334 = 1.000

LEV -0.464 -0.557 | 1.000

ICR 0.172 0.634 -0.342 | 1.000

Source: Processed data, 2022

Based on Table 4 shows that value cross
loading the indicators show a correlation with
each research variable. This can be seen from
the correlation between the construct and the
measurement items, which are larger than the
other construct measures. This shows that la-
tent constructs predict the size of their block
better than the size of other blocks.

Analysis stage outer model PLS, the re-
liability test is used as a measure of the coeffi-
cient of each latent variable. Reliability desc-
ribes the extent to which measurement results
can be trusted or relied upon for accuracy, and
provide relatively consistent measurement
results after several measurements have been
made. To determine the reliability of research
variables, it is done by looking at the value of
Cronbach’s alpha and composite reliability.
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The measurement item is said to be reliable if
the value of Cronbach’s alpha and composite
reliability is greater than 0.6 or 0.7.

Table 5. Reliability Test Results

Cronbach’s Composite

Variable Alpha Reliability Result
ROA 1.000 1.000  Reliable
CR 1.000 1.000  Reliable
LEV 1.000 1.000  Reliable
ICR 1.000 1.000  Reliable

Source: Processed data, 2022

Based on the results in Table 5 it can be
seen that the result value cronbach’s alpha and
composite reliability all variables have values
above 0.7 and 0.6, namely 1. These numbers
indicate that the variables using the ROA, CR,
LEYV, and ICR proxies Oin this study are reliab-
le. This indicates that compositely all variables
have sufficient internal consistency in measu-
ring the latent/construct variables measured
so that they can be used in further analysis.

Test inner model or a structural model
is a PLS analysis that aims to test and see the
correlation between constructs or variables
measured by the significance value of each
path coefficient, as well as stating the mag-
nitude of the hypothesized influence between
variables. The structural model is measured
using the R-square (R2) as the coefficient of
determination on the dependent variable. R-
value squares can show the level of influence
of the variables in the study. R-valuesquare >
0.67 means good while R-square a value of >
0.33 is defined as sufficient or moderate. Me-
anwhile, R Square with a value of <0.19 is
considered weak (Ghozali, 2016).

The test results in Table 6 show the
magnitude of the R value2 is 0.44. These re-
sults can be interpreted that the independent
variable is able to influence financial distress
as the dependent variable by 44 percent, while
the remaining 56 percent is influenced by ot-
her factors outside the research.

Based on Table 7 shows that the value
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Table 6. Inner Model Result

Variable

Financial Distress (ICR) 0.44
Source: Processed data, 2022

R Square

Table 7. Inner Model no Moderation Result

Variable

Financial Distress (ICR) 0.59
Source: Processed data, 2022

R Square

of RSquare the test without using the mode-
ration path produces a value of 0.59 or 59
percent, meaning that the independent va-
riable can affect the dependent variable by 59
percent, while the remaining 41 percent is in-
fluenced by other variables outside the study.
If we look back at Table 6 it is shown that the
value of R-square after adding the moderation
path to the financial statement fraud variab-
le, which is equal to 0.44 or 44 percent. Thus
the financial statement fraud variable can be a
moderation that weakens the effect because it
starts from R-square first by 59 percent to 44
percent. This defines that the financial state-
ment fraud variable is classified as pseudo mo-
deration, where there is an effect of the mo-
derating variable on the dependent variable in
the first estimate, and in the second estimate
with moderation there is a moderating effect
on the independent variable on the dependent
variable.

The procedure for testing the hypothesis
in this study was carried out using the method
bootstrapping based resampling. This method
aims to solve the statistical size of a sample in
the hope that the sample can represent the ac-
tual population data. Application of the met-
hod bootstrapping allows for data to be distri-
buted freely, meaning that it does not require
normal distribution assumptions and does not
set certain conditions regarding the shape of
the distribution. Hypothesis testing can be
seen through the significance value of p-value.
Based on the statistical value for alpha 5%, Ha
is said to be accepted if the p-value < 0,05.
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Table 8. Hypothesis Testing Results

Variable Path Coefficient P-Value  Result
ROA—ICR -0.077  0.246 Rejected
cR—ICR 0.254  0.010 Rejected
IEV—ICR -0.229  0.018 Accepted
IEV—-ROA*ICR 0.069 0.269 Rejected
IEV—CR*ICR -0.401 <0.001 Accepted

Source: Processed data, 2022

Profitability Ratio Has a Negative Influence
on Financial Distress

The first hypothesis in this study states
that the profitability ratio has a negative effect
on financial distress. The results of the analy-
sis in this study do not support the hypothesis.
Based on the results of the data analysis, the
profitability ratio has no effect on financial
distress, so it can be said that the size of the
profitability ratio does not affect the occur-
rence of financial distress. The results of this
study are in line with the research conducted
by Rohmadini et al. (2018) which states that
the profitability ratio has no significant effect
on financial distress. The same research re-
sults were obtained by Saputri & Asrori (2019)
which stated that the profitability ratio had no
effect on financial distress. Based on signaling
theory, the results of this study are biased be-
cause the size of the profitability ratio is not
able to influence financial distress.

The results of the descriptive analysis
show that the majority of companies are clas-
sified as moderate profitability ratios, which
means that the company is able to manage its
assets well and financial distress can be mini-
mized. Then even though the company’s pro-
fitability ratio is low, if the assets are managed
consistently and stably it tends to overcome the
occurrence of financial distress (Julius, 2017).
The low value of profitability can be caused
by too large total assets. One component of to-
tal assets that has a large contribution is inven-
tory. Inventories that are still stored and have
not been sold will later be sold in the future,
so that there are delays in income or income

which results in low company profits. The case
with PT Bakrie Sumatera Plantations Tbk has
a profitability ratio value of -58.3 percent in
2021, where this figure is classified as a very
low value for a profitability ratio with inven-
tories and other assets owned by the company
of 14 percent of its total assets. This means
that the company still has the opportunity to
increase its profitability ratio.

Liquidity Ratio Has a Negative Influence
on Financial Distress

The second hypothesis in this study sta-
tes that the liquidity ratio has a negative effect
on financial distress. The results of the analy-
sis in this study rejected the hypothesis. Based
on the results of this study, the liquidity ratio
has a positive effect on financial distress, so it
can be said that the higher the liquidity ratio,
the higher the probability of the company ex-
periencing financial distress. The results of the
descriptive analysis of the liquidity ratio show
that agricultural companies listed on the IDX
for the 2019-2021 period are included in the
category of non-liquid companies. This indi-
cates that agricultural companies listed on the
IDX for the 2019-2021 period are in a finan-
cial condition with poor performance and dif-
ficulties in meeting urgent needs. The results
of this study are in line with the results of
research conducted by Yustika (2013) which
states that the liquidity ratio has a significant
positive effect on financial distress. The same
research results were obtained by Pulungan et
al. (2017) which shows the liquidity ratio has a
positive influence on financial distress. Based

22
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on signaling theory, the signal of the liquidity
ratio is useful for outsiders or external compa-
nies to analyze the position and financial con-
dition of the company whether it is in a liquid
or non-liquid state.

This study shows that the liquidity ra-
tio has a positive effect on financial distress,
where the higher the liquidity ratio the higher
the tendency of the company to experience
financial distress. This could be because the
sample company has current assets that are
not needed and cannot generate income, for
example trade receivables or uncollectible ac-
counts. The case of an agricultural company,
PT Bisi International Tbk, has a high liquidity
ratio of 583 percent in 2020 with a trade recei-
vables value of 30 percent of its total current
assets. The second cause of the liquidity ratio
has a positive effect on financial distress is the
amount of inventory kept in the company. In-
ventory is an element or part of the current
assets of a company. The thing that causes the
level of the liquidity ratio is the amount of
current assets owned by the company. Current
assets in the form of idle inventory in agricul-
tural companies can cause companies to ex-
perience financial distress, this is because the
size of the assets cannot be used to fund short-
term debt (Septiani & Dana, 2019). Inventory
assets that are not utilized optimally can redu-
ce the rate of return or company sales which,
if left unchecked, will affect the company’s
performance.

Financial Statement Fraud Has a Negative
Influence on Financial Distress

The third hypothesis in this study states
that fraudulent financial reporting has a nega-
tive effect on financial distress. The results of
the analysis in this study support the hypothe-
sis. Based on the results of this study, fraudu-
lent financial statements have a negative effect
on financial distress, so that it can be said that
the higher the company’s fraudulent financial
statements, the level will tend to decrease fi-
nancial distress. The results of the descripti-
ve analysis of financial statement fraud show
that agricultural companies listed on the IDX
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for the 2018-2021 period are included in the
category of companies with a low probability
of default so that financial statement fraud can
be minimized. This indicates that agricultural
companies listed on the IDX for the 2018-2021
period are in a healthy financial condition and
are less likely to manipulate financial informa-
tion. The results of this study support Roh-
madini et al. (2018) which states that the ratio
of leverage or fraudulent financial statements
have a negative effect on financial distress. The
same research results were obtained by Mas-
dupi et al. (2018) which shows that leverage
has a negative influence on financial distress.
The conclusion is that the higher the fraud in
the financial statements, the smaller the com-
pany will experience financial distress.

Based on signaling theory, the occur-
rence of fraud in financial statements can
provide a good or positive signal to investors
and creditors. This is because the company’s
actions manipulate information to make it
appear as if the company’s condition is doing
well. Financial statement fraud in this study is
proxied using a ratio leverage. Ratio leverage
being able to picture the total debt capability in
funding the assets owned by the company, can
also be interpreted by the amount of the value
of the company’s assets that are sourced from
third party loan funds. Companies that have
a high level of fraudulent financial statements
will have a low probability of occurring finan-
cial distress. The information in the financial
reports appears to be good because it is ma-
nipulated, as a result external parties such as
investors and creditors assess the company’s
performance as healthy (Rukmana, 2018).

Financial Statement Fraud Moderates the
Effect of Profitability Ratios on Financial
Distress

The fourth hypothesis in this study sta-
tes that the role of fraudulent financial state-
ments in moderating the effect of profitability
on financial distress. Based on these results,
fraudulent financial statements are not able to
moderate the effect of profitability on finan-
cial distress, so that it can be said that the size
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of the fraudulent financial statements does not
affect the profitability of the company’s finan-
cial distress.

The results of the descriptive analysis
in this study indicate that fraudulent financial
statements in agricultural companies listed on
the IDX for the 2018-2021 period are classi-
fied as in a healthy condition or have a low
probability of default due to high loans (An-
jilni, 2021). This indicates that the company’s
ability to manage its debts to fund its assets
is in the effective category. Based on signaling
theory, financial statement fraud is indicated
to be able to change the value of profitability
into a good or positive signal to attract the in-
terest of investors and creditors. High profita-
bility ratios provide a picture of the company’s
condition which is far from financial distress.
However, this study shows that the size of the
profitability does not affect a company’s finan-
cial distress. Thus, the level of profitability ra-
tios that increase or decrease does not indicate
that the company is under pressure which re-
quires it to manipulate information to appear
always progressive.

This study shows that external pressure
cannot influence management to commit frau-
dulent financial statements on the profitability
ratios side. When management manipulates
information by increasing its profitability ra-
tio, the company’s burden or obligation to pay
dividends will increase. Meanwhile, if mana-
gement lowers the level of its profitability ra-
tio, then the company’s image will be bad and
will be suspected by the independent auditors
to examine the reasons for the company’s pro-
fitability ratios dropping dramatically, which
means the company is in a bad condition fi-
nancial distress. The conclusion is that com-
panies will not take risks by manipulating pro-
fitability ratios in order to appear healthy or
fine.

Financial Statement Fraud Moderates the
Effect of Profitability Ratios on Financial
Distress

The fifth hypothesis in this study states
that fraudulent financial statements are able

to moderate the effect of the liquidity ratio on
financial distress. The results of the analysis
in this study support the hypothesis. Based on
the results of the study, fraudulent financial
statements can weaken the effect of the liqui-
dity ratio on financial distress, so that it can
be said that the higher the fraudulent financial
statements of a company, the lower the level
of liquidity ratios which then causes the com-
pany to experience financial distress. Based on
hexagon fraud theory, the occurrence of fraud
is caused by external pressure that is so great.
This pressure can come from the size of the
loan made by the company, which under cer-
tain conditions cannot fulfill its obligations so
that external pressure motivates management
to commit fraud (Prasastie, 2013). When the
loan is too large, the company will use its
assets under the pretext of its actual opera-
tional activities to cover its obligations. This
will make the company’s liquidity decrease
or be non-liquid because of the large loans
and small assets owned by the company, cau-
sing the company to tend towards a financial
distress condition.

This hypothesis is also supported by the
results of the R-Square which in the first stage
of the analysis without providing a moderati-
on path produces a value of 0.59 or 59 percent,
then the second stage by providing a moderati-
on path for financial statement fraud produces
R-Square by 0.44 or 44 percent. These results
indicate that fraudulent financial reporting is
able to weaken the effect of the liquidity ratio
on financial distress, where there is a decrease
in the value of R-Square on financial distress.
Fraud can be committed by reducing compa-
ny assets to show increasing profitability, on
the other hand this makes the company’s li-
quidity value decrease because when assets
are less than debt, the liquidity value will be
much reduced and even minus. The margin re-
sulting from the manipulation of information
can be used privately by the management of
the company if cash or cash equivalents are
deducted.

When a company is under great pressu-
re to achieve financial goals and objectives,
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namely profit, it can trigger fraudulent acts
on its financial reports so that it always looks
profitable. This can be called a material mis-
statement in the financial statements, which
can be detrimental to investors and creditors.
One way that can be done is to reduce or dele-
te company assets, namely inventory. Invento-
ries that make a large contribution to the asset
account will be difficult to see unless inspected
and counted directly. The company’s profita-
bility can grow when the value of assets is
small because the net income is greater than
the assets. Therefore, the liquidity ratio will
decrease because the value of assets is smaller
or in balance with the value of the company’s
debt, thus indicating the condition of the com-
pany which is having difficulties in fulfilling
its obligations.

The results of this study indicate that
there are two variables that affect financial
distress, namely liquidity and fraudulent fi-
nancial statements. This shows that this study
supports the signal theory which explains that
financial ratios can be a signal/indicator for
internal and external analysis of the compa-
ny. This research shows that fraudulent finan-
cial statements are able to moderate liquidity
against financial distress, which means that
these results support the theory of hexagon
fraud with a focus on pressure indicators.

CONCLUSION

Based on the discussion that has been
described, it can be concluded in this study,
namely: there is no effect on profitability ra-
tios financial distress; there is a positive in-
fluence on the liquidity ratio financial distress;
there is a negative effect of fraudulent finan-
cial statements of financial distress; there is no
role of fraudulent financial reporting in mode-
rating the influence of profitability ratios on
financial distress; there is a role of fraudulent
financial statements in moderating the effect
of the liquidity ratio on financial distress. For
companies it would be nice to always keep the
ICR value above 1 by increasing revenue, op-
timizing operating expenses and minimizing
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debt with high interest. Then, companies that
commit financial statement fraud in certain
parts need to be stopped because it can affect
other items in the financial statements. Last
but not least, you can look at Yustika (2013)
research and Dirman (2020) research where to
analyze more comprehensively the indepen-
dent variables that can affect financial distress.

REFERENCES

Anjilni, R. Q. (2021). Pengaruh Achange, Oship,
Leverage, dan Receivable terhadap Fraud.
Jurnal Akuntansi Berklanjutan Indonesia, 4(1),
125-138.  https://doi.org/http://dx.doi.
org/10.32493/JABI.v4il.y2021.p104-124

Annafi, G. D., & Yudowati, S. P. (2021). Anali-
sis Financial Distress , Profitabilitas dan
Materialitas Terhadap Kecurangan Lapo-
ran Keuangan. Jurnal Akuntansi Kompetif,
4(3), 256-262. https://doi.org/https://doi.
org/10.35446/akuntansikompetif.v4i3.754

Balasubramanian, S. A., Radhakrishna, G. S.,
Sridevi, P., & Natarajan, T. (2019). Model-
ing corporate financial distress using finan-
cial and non-financial variables: The case
of Indian listed companies. International
Journal of Law and Management, 61(3—4),
457-484. https://doi.org/10.1108/1JL-
MA-04-2018-0078

BPS. (2021). Badan Pusat Statistik. Badan Pusat
Statistik.

Dirman, A. (2020). Financial Distress: The Im-
pacts Of Profitability, Liquidity, Leverage,
Firm Size And Free Cash Flow. International
Journal of Business, Economics and Law, 22(1),
17-25.

Fairly, D. (2021). Pengaruh Covid-19 Pada Per-
tumbuhan. Jurnal Sosial Dan Teknologi (SOS-
TECH), 1(6), 437-442. https://doi.org/
https://doi.org/10.36418/jurnalsostech.
v1i6.112.

Ghozali, I. (2016). SEM PLS (3rd ed.). Badan Pener-
bit Undip.

Julius, F. (2017). Pengaruh financial leverage, firm
growth, laba dan arus kas terhadap finan-
cial distress. JOM Fekon, Vol.4(No.1), 1164—
1178.



Fajar Wisnu & Dwi Puji Astuti/ EEAJ 12 (2) (2023) 15-26

Kompas.com. (2017). Prediksi Pertumbuhan Eko-
nomi Global. https://money.kompas.com/
read/2016/11/02/190000126/bi.kondisi.
perekonomian.indonesia.2017.

Martantya, & Daljono. (2013). Pendeteksian Ke-
curangan Laporan Keuangan Melalui Fak-
tor Risiko Tekanan dan Peluang. Diponegoro
Journal of Accounting, 2(2), 1-12.

Mas’ud, 1., & Srengga, R. M. (2015). Analisis Ra-
sio Keuangan Untuk Memprediksi Kondisi
Financial Distress Perusahaan Manufaktur
Yang Terdaftar Di Bursa Efek Indonesia. Ju-
rnal Akuntansi Universitas Jember, 10(2), 139.
https://doi.org/10.19184/jauj.v10i2.1255

Masdupi, E., Tasman, A., & Davista, A. (2018).
The Influence of Liquidity, Leverage and
Profitability on Financial Distress of List-
ed Manufacturing Companies in Indo-
nesia. 57(Piceeba), 223-228. https://doi.
org/10.2991/piceeba-18.2018.51

Nugroho, A. A., Baridwan, Z., & Mardiati, E.
(2018). Pengaruh Profitabilitas, Likuiditas,
Leverage, dan Corpo-Rate Governance Ter-
hadap Kecurangan Laporan Keuangan, Ser-
ta Financial Distress Sebagai Variable Inter-
vening. Media Trend, 13(2), 219. https://doi.
org/10.21107/mediatrend.v13i2.4065

Prasastie, A. (2013). Analisis Faktor-faktor yang
Memengaruhi Kecurangan Laporan Keuangan.
2014, 1-10.

Pulungan, K. P. A, Lie, D., Jubi, & Astuti. (2017).
Pengaruh Likuiditas Dan Leverage Ter-
hadap Financial Distress Pada Perusahaan
Sub Sektor Keramik, Porselen dan Kaca
Yang Terdaftar Di Bursa Efek Indonesia. Fi-
nancial: Jurnal Akuntansi, 3(2), 1-9.

Pusat Data dan Sistem Informasi Pertanian.
(2022). Analisis PDB Sektor Pertanian Ta-
hun 2019. pusdatin.setjen.pertanian.go.ig/

Rani, D. R. (2017). Pengaruh Likuiditas, Lever-
age, Profitabilitas, Agency Cost dan Sales
Growth Terhadap Kemungkinan Terjadinya

Financial distress (Studi Empiris Pada Peru-
sahaan Manufaktur yang terdaftar di Bursa
Efek Indonesia Tahun 2012-2015). JOM
Fekon, 4(1), 3661-3675.

Rohmadini, A., Saifi, M., & Darmawan, A. (2018).
Pengaruh Profitabilitas, Likuiditas dan Le-
verage Terhadap Financial Distress. Jurnal
Administrasi Bisnis, 61(2), 11-19.

Rukmana, H. S. (2018). Pentagon Fraud Affect on
Financial Statement Fraud and Firm Value
Evidence in Indonesia. South East Asia Jour-
nal of Contemporary Business, 16(5), 118-122.

Saputri, L., & Asrori. (2019). The Effect of Lever-
age, Liquidity and Profitability on Financial
Distress with the Effectiveness of the Au-
dit Committee as a Moderating Variable.
Accounting Analysis Journal, 8(1), 38-44.
https://doi.org/10.15294/aaj.v8i1.25887

Sari, I. A. G. D. M. (2020). Profitability and liquid-
ity on firm value and capital structure as
intervening variable. International Research
Journal of Management, IT and Social Sciences,
7(1), 116-127. https://doi.org/10.21744/
irjmis.v/n1.828

Sekarwulan, W., & Umar, H. (2021). Pengaruh
Fraud Triangle Terhadap Financial Distress
Dengan Good Corporate Governance Sebagai
Variable Moderasi. 1(2), 85-104.

Septiani, N. M. 1., & Dana, I. M. (2019). Penga-
ruh Likuiditas, Leverage, Dan Kepemilikan
Institusional Terhadap Financial Distress
Pada Perusahaan Property Dan Real Estate.
E-Jurnal Manajemen Universitas Udayana,
8(5), 3110. https://doi.org/10.24843/ejmu-
nud.2019.v08.105.p19

Spence, M. (1973). Job Market Signaling. The Quar-
terly Journal of Economics, 87(3), 355-374.
https://doi.org/10.1055/5-2004-820924

Yustika. (2013). Pengaruh Likuiditas, Leverage, Profit-
abilitas, Operating Capacity dan Biaya terhadap
Agensi Manajerial terhadap Financial Distress.
1-15.

26



