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ABSTRACT  

 

Before a company went into bankruptcy, there is a condition called financial distress, which is a condition of decreasing a 

company's financial performance characterized by negative net income in a row and the company's inability to pay its obligations 

so that restructuring is needed to avoid bankruptcy. To find out if a company is experiencing financial difficulties, it can be seen 

from how the implementation of corporate governance (institutional ownership, proportion of independent commissioners, number 

of boards of directors) and financial indicators (leverage and return on assets) are owned to provide knowledge and understanding 

for stakeholders (investors, creditors, and government) in making decisions that are relevant and reliable and can be used as a 

reference for further researches. The data analysis used is logistic regression with a sample of property and real estate sector 

companies in 2018-2019 which amounted to 42 issuers (84 data during 2 years of research). The results showed that only variable 

return on assets had a positive and significant influence on financial distress while institutional ownership variables, the 

proportion of independent commissioners, number of board directors, and leverage had an influence but not significantly on 

financial distress 
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INTRODUCTION 

 

The unfavorable financial condition of the company will create difficulties for the company because the company will lose 

customers and suppliers as well as lose new projects. After all, management only concentrates on solving financial difficulties. 

This is starting to happen in the property and real estate sector. Based on data from the Indonesia Stock Exchange (IDX), the 

property, real estate, and construction sector indexes have not improved (Market.bisnis.com, 2018). Currently, property and 

construction businesses are starting to worry about the negative impact of the depreciation of the rupiah. Based on data from 

Bloomberg, the rupiah exchange rate against the US dollar has weakened more than 4%. The weakening of the property industry 

has started to occur in the last two years. The government raised interest rates, making it difficult for developers to obtain 

construction credit. Besides, people who buy a property with Home Ownership Credit (KPR) also object to this condition (Alinea. 

Id, 2018). If things like this continue to happen and there is no significant change, then companies engaged in the property and real 

estate sector could be threatened with bankruptcy. 

The relationship between corporate governance and financial distress began to emerge in the 1980s. Also, the onset of the 

2008 financial crisis and the height of scandals finance at several companies, such as Enron, World COM, Lehman Brothers, AIG, 

and others have attracted the attention of academic researchers, policymakers, regulatory agencies, and investors to examine the 

level of corporate governance practice and its impact on firm performance and financial distress. 

This study, predicts financial distress using a corporate governance mechanism and financial indicators. The 

implementation of corporate governance mechanisms can be used to minimize the risk of a company experiencing financial 

distress. Ownership by institutional investors will encourage more optimal supervision of company management performance so 

that the potential for potential financial distress can be minimized because companies with greater institutional ownership (more 

than 5%) indicate their ability to monitor management (Haryono, Fitriany, & Fatima, 2017). Independent commissioner based on 

the Decree of the Board of Directors of the Jakarta Stock Exchange Number: Kep-339 / BEJ / 07-2001 Independent Commissioner 

has the responsibility to encourage good corporate governance that has no affiliation with Controlling Shareholders, Directors 

and/or Commissioner and does not work concurrently as a director in another company affiliated with the Listed Company 

concerned. Then the board of directors is responsible for managing the company so that it can generate profits (profitability) and 

ensure the continuity of the company's business. The function of managing the company by the Board of Directors includes 5 (five) 

main tasks, namely management, risk management, internal control, communication, and social responsibility (KNKG, 2006). 

Besides the corporate governance mechanism, another factor to determine whether a company is experiencing financial 

distress or not is by looking at the financial ratios in the company's financial statements. The financial ratio in this study is leveraged 

with a proxy debt to equity ratio and profitability with a proxy of return on assets. The reason for choosing a debt to equity ratio 

arises from the activity of using company funds that come from third parties in the form of debt. Where if a company cannot 

manage its debt, the possibility of experiencing financial distress is even greater because it is unable to pay off its obligations to 

creditors. Furthermore, choosing return on assets because is used to measure the effectiveness of the company in generating profits 

by utilizing its assets. ROA is a variable that shows the financial performance so that it is used as a detection tool for financial 

distress situations. Every company wants to get a stable and increasing profit, thereby fostering confidence for investors to invest 

in the company. If the profit is high, the company performance can be said to be good, which means that the manager can run his 

business. If the company has low profitability, the company is in bad condition. And if conditions like this run continuously, the 

company may experience financial distress. 

The motivation of researchers to conduct this research is because there is still a research gap that occurs, among others, 

carried out by (Ibrahim, 2019); (Putri, Yanti, & Mahmud, 2019) stated that the results of the study show that institutional ownership, 

size of the board of commissioners, and size of the board of directors and Independent commissioner has a significant effect on 

financial distress. According to research conducted (Zhafirah & Majidah, 2019) states that the board of directors partially has a 

significant positive effect on financial distress, while profitability and company size do not affect financial distress. (Abbas & Sari, 
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2019);  (Dewi, Wahyuni, & Umam, 2020) and (Mifta, Susyanti, & Asiyah, 2020) state that the size of the board of directors, the 

proportion of independent commissioners, the proportion of managerial ownership, leverage, and profitability have but an 

insignificant influence on financial distress. (Sulistiyarini & Defung, 2018) the results of their research show that the leverage ratio 

and profitability ratio variables have a significant effect on financial distress. Meanwhile, the number of boards of directors and 

the number of commissioners has no significant effect on financial distress. (Lucky & Michael, 2019); (Opitalia & Zulman, 2019); 

and (Nugrahanti, Sutrisno, Rahman, & Mardiati, 2020) state that leverage and return on assets have a significant effect on financial 

distress. While research  (Chen, Chen, & Lien, 2020) return on assets does not have a significant effect on financial distress. 

 

LITERATURE REVIEW AND DEVELOPMENT HYPOTHESIS 

 

Agency Theory 

“"An agency relationship as a contract under which one or more persons (the principal [s]) engage another person (the agent) to 

perform some service on their behalf which involves delegating some decision making authority to the agent". (Jensen & Meckling, 

1976) 

 

Agency theory states that both parties, both the principal and the agent, each maximize their welfare for their benefit so there 

is strong reason to believe that the agent will not always act in the best interest of the principal so that it can lead to their existing 

differences of interest (conflict of interest). Whereas in reality, the agent that has been chosen must show the ability and show the 

expertise that is owned in carrying out the tasks that have been given by the principal. 

The corporate governance mechanism aims to create added value for all interested parties so that there is no conflict between 

the agent and the principal which results in a reduction in agency cost. Thus the reduction of agency conflicts will result in good 

continuity between owners and company managers, alignment of objectives, and can make the company in a conducive condition 

so that financial distress can be minimized. 

 

Signalling Theory 

The signal theory according to (Akerlof, 1970) is a situation where sellers have more information than buyers. The existence of a 

signal from the seller regarding product-related information causes the buyer to know more information about the product to be 

consumed so that an assessment of product quality can be seen by the buyer more accurately. In signaling theory, there is 

information provided by the company to external parties, namely good news and bad news. Information provided by the company 

can be in the form of good news such as a good company condition such as a high level of profitability (return on assets) and bad 

news information can be in the form of company losses or too much company debt which increases the risk of bankruptcy. 

 

Financial Distress 

Financial distress is a situation in which a company's operating cash flow is not sufficient to cover current obligations, such as 

trade credits or interest expenses, and the company is forced to take corrective action and undergo financial restructuring (Ross, 

Westerfield, & Jaffe, 2003). Financial distress occurs because the company is unable to manage and maintain the stability of the 

company's financial performance, which stems from a failure to promote the products it makes which causes sales to decline, so 

that the income decreases from the lack of sales, which allows the company to experience losses operating and net losses for the 

current year (Chairunesia, Sutra, & Wahyudi, 2018). 

 

Corporate Governance Mechanism 

 

Institutional Ownership 

Institutional ownership is the proportion of shares in a company owned by an institution or business or organization. Institutional 

ownership is the ownership of shares owned by investors of a company, including investment companies, banks, insurance 

companies, and pension funds that can maximize supervision of the performance of the company. (Haryono et al., 2017) 

 

Independence Commissioner 

Based on the Decree of the Board of Directors of the Jakarta Stock Exchange Number: Kep-339 / BEJ / 07-2001 Independent 

Commissioners have the responsibility to encourage good corporate governance, listed companies are required to have Independent 

Commissioners whose number are proportional to the number of shares. Which is owned by non-Controlling Shareholders 

provided that the number of Independent Commissioners is at least 30% of the total number of commissioners. 

 

Board of Director 

In a company, the board of directors is a professional chosen by the owner of the company to lead and manage the company. The 

board of directors will determine the policies to be taken or the company's strategy for the short and long term. According to the 

Financial Services Authority Regulation Number, 33 / POJK.04 / 2014 requires that the board of directors consists of at least 2 

(two) people. 

 

Financial Indicators 

 

Leverage 

Leverage is a ratio that shows the company's ability to fulfill both short-term and long-term obligations. This ratio is used to 

measure how much the company is financed with debt. That is, how much debt burden is borne compared to the assets. In this 

study, the measurement of leverage using the debt-to-equity ratio (DER) is a comparison between debt, equity, and the company's 

capital capacity to meet its obligations. This ratio can be used to determine the capital that will be used as collateral for a debt. 
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Return on Asset 

A profitability ratio is a ratio to assess a company's ability to seek profit (Kasmir, 2018). In this study, the profitability ratio uses a 

return on assets proxy. Return on assets is a measure of a company's ability to generate profits with all the assets owned by the 

company. These assets are all company assets ranging from own capital or foreign capital, which have been converted into company 

assets for the survival of the company. This ratio figure is commonly used to measure company performance by investors 

(Pernamasari, 2020) 

 

Hypothesis Development 

 

The Effect of Institutional Ownership on Financial Distress 

Ownership by institutional investors results in management that focuses on company performance (Elloumi & Gueyle, 2001). 

Large Institutional Ownership (more than 5%) indicates the company's ability to monitor. Institutional ownership is one of the 

corporate governance mechanisms that can reduce problems in agency theory between owners and managers so that interest 

alignment between company owners and managers arises. So that it does not cause agency costs that can cause financial difficulties 

for the company. The greater the institutional ownership, the more efficient the utilization of company assets so that the potential 

for financial difficulties can be minimized. This is because the greater the institutional ownership, the greater the monitoring carried 

out on the company which in turn will be able to encourage the smaller potential financial difficulties that may occur within the 

company (Elloumi & Gueyle, 2001). According to (Nugrahanti et al., 2020) the results show that institutional ownership has a 

negative effect on financial distress. These aspects allow investors to monitor managers more intensively. The supervisory process 

will prevent managers from making decisions that can cause financial distress. When financial distress in a company is indicated, 

institutional investors can assist quickly through their channels, thus saving the company from bankruptcy. 

 

Effect of Proportion of Independent Commissioners on Financial Distress 

According to the General Guidelines for Indonesian Good Corporate Governance, the Board of Commissioners as a corporate 

organ has the collective duty and responsibility of supervising and providing advice to the Board of Directors and ensuring that 

the Company implements GCG. Independent commissioner is a corporate governance mechanism that can reduce problems with 

agency theory, which is called agency problem because the presence of independent commissioners can avoid asymmetric 

information between the two parties that could lead to possible financial difficulties. With the existence of an independent 

commissioner, in addition to the supervision of management decision-making by the board of commissioners, supervision is also 

carried out by an independent external party so that the decisions are made correctly and keep the company from experiencing 

financial difficulties. Companies with a greater proportion of independent commissioners will have better corporate governance, 

the more the number of independent commissioners in a company, the smaller the potential for financial distress to occur because 

the supervision of the implementation of company management is more supervised by independent parties (Hanifah & Purwanto, 

2013). The increasing number of independent boards of commissioners also has the benefit of mediating a problem by providing 

neutral input or advice in the event of a conflict between organizational members and the principal and agent. 

The proportion of independent commissioners has a significant negative effect on financial distress. The more the number of 

independent boards of commissioners in a company, the smaller the potential for a situation of financial difficulties, this is because 

the implementation of management in the company will of course be more supervised to minimize the possibility of bankruptcy. 

(Surayal & Natsir, 2020) 

 

The Effect of Number of Directors on Financial Distress 

According to the Indonesian General Guidelines for Good Corporate Governance, the board of directors is a professional chosen 

by the owner of the company to lead and manage his company. The board of directors will determine the policies to be taken from 

the company, but in agency theory, the board of directors can make policies that can benefit itself so that there can be a conflict of 

interest with the principal which can cause the company to experience financial distress. Based on agency theory, corporate 

governance mechanisms can create added value for all interested parties so that there is no conflict between the agent and the 

principal or to reduce agency problems which in the long run can lead to an indication of bankruptcy. 

The size of the board of directors has a negative and significant effect on financial distress. This shows that from a large size of 

the board of directors, it is expected that the results of good decision quality, so that the possibility of the company experiencing 

financial distress will also be lower (Helena & Saifi, 2018); (Zhafirah & Majidah, 2019). 

 

The Effect of Leverage on Financial Distress 

Leverage has a useful basis for assessing how much debt the company accrues to finance investment. Companies that show good 

leverage and become a signal to attract investors and creditors to invest and credit in the company, while companies that show bad 

leverage can be bad signals because the company is considered unable to fulfill its long-term obligations. Leverage analysis is 

needed to measure the company's ability to pay a debt (short term and long term). If a financing company uses more debt, this is 

at risk of repayment difficulties in the future because the debt is greater than the assets owned. If this situation cannot be resolved 

properly, the potential for financial distress will be even greater. One of the ratios used in measuring leverage is the debt to equity 

ratio. Based on research conducted by (Chen et al., 2020); (Nugrahanti et al., 2020) which gives results that leverage has a positive 

and significant effect on financial distress, so that the greater the company's activities are financed by debt, the greater the likelihood 

of it occurring. Financial distress, due to the greater the company's obligation to pay the debt. 

 

The Effect of Leverage on Financial Distress 

Leverage has a useful basis for assessing how much debt the company accrues to finance investment. Companies that show good 

leverage and become a signal to attract investors and creditors to invest and credit in the company, while companies that show bad 

leverage can be bad signals because the company is considered unable to fulfill its long-term obligations. Leverage analysis is 

needed to measure the company's ability to pay a debt (short term and long term). If a financing company uses more debt, this is 
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at risk of repayment difficulties in the future because the debt is greater than the assets owned. If this situation cannot be resolved 

properly, the potential for financial distress will be even greater. One of the ratios used in measuring leverage is the debt to equity 

ratio. Based on research conducted by (Chen et al., 2020); (Nugrahanti et al., 2020) which gives results that leverage has a positive 

and significant effect on financial distress, so that the greater the company's activities are financed by debt, the greater the likelihood 

of it occurring. Financial distress, due to the greater the company's obligation to pay the debt. 

 

The Effect of Return On Assets on Financial Distress 

Profitability is proxied by return on assets (ROA). If Return on Assets increases, it means that the company's profitability increases, 

so that the final impact is an increase in profitability enjoyed by shareholders. Based on the existing signal theory, companies 

provide encouragement in presenting information for decision-making about financial reports to internal and external parties. The 

tendency of encouragement given by the company occurs due to unbalanced information between internal parties and external 

parties where internal parties have more complete information about company finances so that it is easier to predict financial 

distress than external parties who predict the results of published financial reports possible that the real situation is not the same as 

the results of the financial statements. 

Thus, the higher the ROA ratio, the higher the possibility of financial distress in the company. Conversely, the lower the ROA 

ratio indicates poor financial performance where the company is unable to optimize its assets to generate profits so that profitability 

decreases and the possibility of financial distress is greater. This is in line with research (Ayuningtiyas & Suryono, 2019) which 

states that the profitability variable proxies by ROA has a negative effect on financial distress conditions. This shows that the lower 

the profit the company gets, the closer it will be to the possibility of the company experiencing financial distress. 

 

 
Figure 1. Research Framework 

 

 

METHODOLOGY 

 

In this study, the type of research used is causal research, namely explaining the effect of an independent variable on the dependent 

variable. The independent variables in this study include corporate governance mechanisms (institutional ownership, proportion 

of independent commissioners, number of boards of directors), financial indicators (leverage and return on assets), while the 

dependent variable is financial distress. 

 

Table 1. Definition and Operationalization of Variables 

 

Variable Definition Measurement 

Financial Distress Financial distress in this study was 

measured by the Springate model 

Z = 1.03A + 3.07B + 0.66C + 0.4..... (1) 

Explanation: 

A = Working capital / Total asset 

B = Net profit before interest and taxes /  

       Total asset 

C = Net profit before taxes / Current  

       liabilities 

D = Sales / Total asset 

 

The criteria for this Springate model equation are if the 

Z value is < 0.862 then the company is a bankrupt 

company and is coded as 0 and if the Z value is > 0.862 

then the company is categorized as a healthy company 

and is given code 1 
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Institutional Ownership Institutional ownership is the ownership 

of shares owned by investors of a 

company, including investment 

companies, banks, insurance companies 

and pension funds that can maximize 

supervision of the performance of the 

company. 

(Haryono et al., 2017) 

 
 

 

(Putri et al., 2019) 

The proportion of 

Independent 

Commissioners 

Independent commissioners have the 

responsibility to encourage good 

corporate governance that is not 

affiliated with Controlling Shareholders, 

Directors and / or Commissioners and 

does not concurrently serve as directors 

in other companies. 

 

Leverage (total debt to 

equity ratio) 

This ratio is an indicator of the 

company's financial structure and 

whether the company relies more on 

loans (debt) or shareholder capital 

(equity) to fund assets and activities. 
 

 

(Lucky & Michael, 2019) 

Return On Asset This ratio is used for a measure of 

management effectiveness in managing 

its investment 

 
(Opitalia & Zulman, 2019) 

 

Population and Sample 

 

The Property and Real Estate industry sector is one of the sectors that is at risk of experiencing financial stress because it has 

experienced a decline in sales value due to the impact of domestic economic conditions which have arguably been unstable since 

the 2008 financial crisis. In addition, the property sector is still sluggish, as evidenced by financial reports that show slight revenue 

growth in the first half of 2019 and some have shown negative performance. 

 

Table 2. Sample Selection Criteria 

 

Property and real estate sub-sector companies listed on the Indonesia Stock 

Exchange 
65 

Sample Selection Criteria:   

Property and real estate sub-sector companies listed on the IDX after 2017 ( 19 ) 

Property and real estate sub-sector companies that are not consistently listed on the 

IDX during 2017 - 2019 

( 0) 

Property and real estate sub-sector companies that do not publish audited financial 

reports for 2017 - 2019 

(4) 

Total issuers per year 42 

Total Sample Data 2 Years (Period 2018 - 2019) 84 

 

Analysis Methods 

 

The Logistic Regression equation in this study is as follows: 

Ln = ((FS)/(1-FS) ) = β0 + β1Institutional + β2Comm_Independen + β3Director +  

     β4Leverage + β4ROA + e 

Description:  

Β0 =  Konstanta 

Z_Springate =  Value 1 (one) for healthy companies with S> 0.862 and the  

     value of 0 (zero) for the indicated company is experiencing  

     bankruptcy with a value of S < 0.862 

β1 – β5 =  Independent variable regression coefficient 

Institutional =  Institutional Ownership 

Comm_Independen = Proportion of Independent Commissioners 

Director = Number of Board of Directors 

Leverage = Leverage (Debt to Equity Ratio) 

ROA = Return On Asset 
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RESULT AND DISCUSSION 

 

Result 

 

Descriptive Statistical Analysis 

 

Table 4. Deskriptif Z_Springate Model 

 
Frequency Percent Valid Percent 

Cumulative 

Percent 

Valid Financial Distress Indication 57 67.9 67.9 67.9 

Healthy Company 27 32.1 32.1 100.0 

Total 84 100.0 100.0  

 

Financial distress is a stage of difficulty or a decline in the company's financial condition that occurs before bankruptcy or 

liquidation (Platt & Platt, 2002). According to (Chairunesia et al., 2018) financial distress occurs because the company is unable 

to manage and maintain the stability of the company's financial performance, which stems from a failure to promote the products 

it makes which causes sales to decline so that the income decreases from the lack of sales which allows the company to experience 

losses. Operating and net losses for the current year. 

Table 4 above shows the number of data (frequency) indicated to experience financial distress as many as 57 data with a percentage 

of 67.9% of the total data of 84 during the 2 years of the study. Meanwhile, the data on healthy companies was 27 with a percentage 

of 32.1%. 

 

Table 5. Descriptive Statistics Variable 

 N Min Max Mean Std. Deviation 

Z_Springate 84 0 1 0.32 .470 

Institutional 84 0.00 96.62 55.0282 26.02518 

Comm_Independen 84 20.00 75.00 40.1861 10.60976 

Director 84 2 11 4.89 1.982 

Leverage 84 -8.23 14.23 0.8446 2.89347 

Return On Asset 84 -7.06 25.85 3.0715 5.57129 

 

In the table above, mean value of institutional ownership is 55.02%, which means that the percentage of share ownership owned 

by institutional parties is classified as large and even controls so that the level of supervision carried out on management 

performance is fairly tight. The maximum value is 96.62% owned by SMDM in 2018 and 2019. The minimum value of 0.00% is 

owned by BIKA, RBMS, and RODA. The proportion of independent commissioners has a mean value of 40.18%, which means 

that it is by the Financial Services Authority Regulations with a minimum proportion of independent commissioners of 30%. The 

maximum value is 75% owned by LPKR in 2018. The minimum value is 20% owned by BKSL and DILD. The number of boards 

of directors has a mean value of 4.8 or 5, which means that the average number of boards of directors owned by listed property 

and real estate companies is 5, which means that the number owned is sufficient to supervise management performance. The 

maximum value of 11 is owned by CTRA in 2018. The minimum value of 2 is owned by BAPA, GAMA, MMLP, PUDP, RDTX 

and TARA. Leverage has a mean value of 0.84%, which means that the DER level of property and real estate issuers is in the safe 

category because the lower the DER ratio, the better. This shows that the company's debt is small compared to the total assets 

owned and the company can still pay off all its debts with the total assets owned. The maximum value of 14.23% is owned by 

MMLP in 2019. The minimum value of -8.23% is owned by RODA in 2019. Return on assets has an average value of 3.07%, 

which means that the financial indicators of property and real estate companies are low in the ability to generate profits with their 

assets. This ratio figure is commonly used to measure company performance by investors (Pernamasari, 2020). The maximum 

value of 25.85% is owned by LPCK in 2018 and the minimum value of -7.06% is owned by RODA in 2019. 

 

Goodness of Fit Model 

 

Hosmer and Lemeshow Test 

 

 

 

 

 

 

The Chi-square value is 9,514 and a significant value of 0.301 is greater than ɑ (0.05) so that H0 is accepted, which means that 

there is no difference between the predicted classification and the observed classification. Thus, it can be concluded that the model 

can be accepted and used for further analysis. 

 

 

 

 

 

 

Table 6. Test Result  

Hosmer and Lemeshow 

Step Chi-square df Sig. 

1 9.514 8 0.301 
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Overall Model Testing 

 

Table 8. Hasil Uji Koefisien Determinan 

Step -2 Log likelihood 

Cox & Snell R 

Square 

Nagelkerke R 

Square 

1 64.051a 0.389 0.545 

a. Estimation terminated at iteration number 5 because parameter estimates 

changed by less than .001. 

 

Based on the table above, it is obtained that the value of Negelkerke R Square = 0.545 or 54.50% means that the combination of 

independent variables, namely institutional ownership, independent commissioners, number of directors, leverage and return on 

assets is able to explain the variation of the dependent variable in the financial distress indication of the springate model of 54.50%. 

While the remaining 45.50% is explained by other variables not examined in this model. 

 

 

Hypothesis Test 

 

Table 9. Hypothesis Test 

Variables in the Equation 

 B S.E. Wald df Sig. Exp (B) 

 Institutional 0.001 0.018 0.003 1 0.958 1.001 

Comm_Independen 0.054 0.032 2.955 1 0.086 1.056 

Director -0.244 0.170 2.063 1 0.151 0.783 

Leverage -0.049 0.116 0.176 1 0.675 0.953 

Return On Asset 0.457 0.120 14.475 1 0.000 1.579 

 

 

Table 10. Summary of Hypothesis Test Results 

 

Variable Hypothesis Test Results Decision 

H1. Institutional 0.958 > 0.05 Rejected 

H2. Comm_Independen 0.086 > 0.05 Rejected 

H3. Director 0.151 > 0.05 Rejected 

H4. Leverage 0.675 > 0.05 Rejected 

H5. Return On Asset 0.000 > 0.05 Accepted 

 

 

Discussion 

 

1. The Effect of Institutional Ownership on Financial Distress 

Institutional ownership has a positive, but insignificant effect on financial distress. The greater the institutional ownership, the 

more efficient the utilization of the company's assets so that the potential for financial difficulties can be minimized. This is 

because the greater the institutional ownership, the greater the monitoring carried out on the company which in turn will be 

able to encourage the smaller potential financial difficulties that may occur within the company (Elloumi & Gueyle, 2001)). 

The average institutional ownership of listed companies in the property and real estate sector is more than 50%, which is 

expected to minimize agency problems between the principal (shareholder) and the agent (company management) which is not 

proven. With large institutional ownership, the supervision of the company's operations should be tighter in the decision making 

taken by the management so that the chances of the possibility of financial distress getting smaller. However, this is not proven 

where there is no significant relationship between institutional ownership and financial distress. This can occur because the 

supervision carried out by institutional investors in monitoring the performance of managers to make decisions is less intensive, 

so that when financial distress in a company is indicated, institutional investors are not quick to provide assistance to save the 

company from bankruptcy. The results of this study are in line with research conducted by (Maryam & Yuyetta, 2019) that 

institutional ownership has a positive and insignificant effect on financial distress. This is because no matter how much 

institutional ownership is owned, if institutional supervision is less effective, financial distress cannot be avoided. 

 

2. The Effect of Independent Commissioners on Financial Distress 

Independent commissioners have a positive but insignificant effect on financial distress 

In agency theory, independent commissioners are one of the corporate governance mechanisms that can reduce agency 

problems because the presence of independent commissioners can avoid information asymmetry between the two parties and 

with supervision in management decision making by the board of commissioners which is carried out by an independent 

external party so that decisions are made. Which is taken appropriately and keeps the company from experiencing financial 

difficulties. According to (Hanifah & Purwanto, 2013), companies with a larger proportion of independent commissioners will 

have better corporate governance, the more the number of independent commissioners in a company, the smaller the potential 

for financial distress to occur because the supervision of the implementation of company management is more likely. 
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Supervision from independent parties. However, this is not proven in the results of this study, where, although the average 

proportion of independent commissioners in the property and real estate sector issuers is 40.18% and is in accordance with the 

rules recommended by the OJK at least 30 % but the results having no significant effect. Significant. The possibility of this 

happening is due to the lack of independence of the board of commissioners so that in carrying out their duties it is less 

effective, which can result in weak supervision of management performance so that it does not have a significant impact on 

financial distress. In addition, the existence of independent commissioners is limited to meeting regulations. This result is in 

line with research (Ibrahim, 2019) which shows that independent commissioners do not have a significant effect on financial 

distress. The existence of an insignificant relationship between independent commissioners and financial distress indicates that 

independent commissioners have not been able to act as an effective mechanism to prevent companies from financial distress. 

 

3. The Effect of Number of Directors on Financial Distress 

The number of directors has a negative, but not significant effect on financial distress 

The board of directors is a professional who is elected by the owner of the company to lead and manage his company. A large 

number of boards of directors can oversee the financial reporting process carried out by management more effectively than a 

small number of boards of directors. In addition, the number of boards of directors in a company will determine the policies 

taken in relation to the company's short- and long-term strategy so that financial distress can be minimized. The results of this 

study cannot prove that the number of boards of directors can affect financial distress. This is in line with research conducted 

by (Neldawati, 2018); (Dewi et al., 2020) stated that the number of directors has an effect on financial distress but not 

significant. This can happen because too many directors will cause communication and coordination problems so that they are 

less effective in supervising management in making decisions which in the end do not have a significant effect on preventing 

financial distress. 

 

4. The Effect of Leverage (Debt to Equity Ratio) on Financial Distress 

Leverage (debt to equity ratio) has a negative, but insignificant effect on financial distress 

Companies in running their business will definitely need capital from third parties in the form of debt which is known as 

leverage. Companies that show good leverage and become a signal to attract investors and creditors to invest and credit in the 

company, while companies that show bad leverage can be bad signals because the company is considered unable to fulfill its 

long-term obligations. The greater the debt owned by the company compared to the company's assets, the greater the risk of 

default, so that high leverage will cause the company to be in financial distress if it is not balanced with sufficient assets to pay 

off its debts. The results of this study indicate that the size of the company leverage will not have a significant effect on financial 

distress. This is because the average level of leverage for listed companies in the property and real estate sector is still limited, 

which means that the company can still manage its debts properly to fund its assets and operational activities. This is in line 

with research conducted by (Mifta et al., 2020) which states that leverage has no effect on financial distress. 

 

5. The Effect of Return on Assets on Financial Distress 

Return on assets has a positive and significant effect on financial distress 

The profitability ratio is the ratio used by the company to measure the profits obtained from the capital used. Measurement of 

profitability in this study uses return on assets, namely the ratio used to describe the effectiveness of the company in utilizing 

its resources (total assets) to generate profits. 

This positive and significant relationship means that the greater the return on assets of the company, the greater the possibility 

of the company experiencing financial distress. This can be due to the greater profit the company earns allows for idle (unused) 

funds which over time will cause financial difficulties due to ineffective management of existing funds, especially the total 

assets owned for company operations. The results of this study are in line with research (Muhtar & Aswan, 2017); (Yudhistira, 

2019) which states that return on assets has a positive and significant effect on financial distress. 

 

CONCLUSION 

 

In this study, only the return on assets variable has a positive and significant effect on financial distress, which means that the 

greater the profit the company gets allows for idle funds (not used) which over time will cause financial difficulties due to the less 

effective management of existing funds. Especially the total assets owned for company operations, while the variables of good 

corporate governance mechanisms such as institutional ownership, the proportion of independent commissioners and the number 

of boards of directors as well as financial indicators (leverage) have a but insignificant effect on financial distress so that the 

proposed hypothesis is not proven. 

 

Implication 

 

1. For Investors 

Can be used as material for analysis and consideration in making investment decisions for companies that are predicted to 

experience financial distress 

2. For the Company 

Can be taken into consideration by companies in making decisions about business continuity and strategies to avoid or 

minimize the possibility of financial distress 

3. For Academics 

Can research other financial distress prediction models such as the Ohlson Model, the Fulmer Model and the Zavgren Model 

with a longer research time. 
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