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This research aims to analyze the direct influence 
of Business Risk and Financial Distress on the 
Financial Performance of companies facing 
bankruptcy. The research approach is quantitative 
with causal methods. The research sample 
comprised 251 companies that experienced 
liquidity difficulties and were at risk of 
bankruptcy during the 2020-2025 period on the 
Indonesian Stock Exchange. Data analysis was 
conducted using EViews version 10 to perform 
path analysis with the t-test. The research results 
show (1) Business risk affects the financial 
performance of companies classified as Special 
Notation Issuers (B/D/E/ED); (2) financial 
distress has an impact on the financial 
performance of companies included in the criteria 
for Special Notation Issuers with the notation 
B/D/E/ED 
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INTRODUCTION 
The current global and Indonesian economic developments have not yet 

achieved the expected targets. This situation can impact the development of 
companies in Indonesia. The Indonesia Stock Exchange (IDX) recorded that 
within 10 years (2015-2025), 57 issuers on the IDX experienced serious financial 
problems. These problems ranged from bankruptcy to receiving a disclaimer of 
audit opinions to negative equity. The number of issuers on the Indonesia Stock 
Exchange has consistently increased from 518 to 980. The number of issuers 
receiving special notation has also tended to increase, particularly since 2017, 
peaking at 234 issuers, or 24.43% of the total, in 2024. This trend indicates a 
significant increase in financial risk or special conditions among issuers. This 
condition has been particularly pronounced in recent years, although the 
percentage of special notation decreased to 22.45% in 2025. 

This phenomenon indicates that some public companies have not 
implemented effective governance, which could increase the risk of bankruptcy. 
This situation demonstrates that the business world continues to face significant 
pressure, both externally and internally. External pressures, such as global 
economic uncertainty, soaring inflation, fluctuating exchange rates, and 
geopolitical turmoil, require companies to work harder to maintain their 
financial stability. 

This situation directly impacts a company's financial performance. 
Companies unable to adapt to changes in the business environment will 
experience declining revenue, increasing operating costs, and reduced profit-
generating capacity. According to Wen et al. (2023), financial performance plays 
a crucial role as an indicator of a company's health. Good financial performance 
is typically characterized by high profitability, adequate liquidity, and a stable 
market value (Indrayono, 2021). A strong level of performance reflects 
management efficiency in managing assets, optimizing resources, and 
maintaining cash flow continuity. 

Financial performance is also a key consideration for investors, creditors, 
and other stakeholders in assessing a company's prospects. One key indicator of 
financial performance is Return on Assets (ROA), which indicates how optimally 
a company utilizes its total assets to generate profits (Yu, 2024). A high ROA 
reflects a company's ability to maintain profitability, boost investor confidence, 
and maintain business sustainability amid economic uncertainty. Conversely, a 
declining ROA can be an early sign of financial difficulties that, if not addressed 
promptly, could lead to bankruptcy. 

Business risk describes the level of uncertainty a company faces in 
generating revenue, which can be influenced by sales fluctuations, changes in 
raw material prices, operational costs, and market dynamics (Krüger & Meyer, 
2021). The higher the risk a company faces, the greater the potential for profit 
variability, which can impact financial stability (Hunjra et al., 2022). High 
business risk can trigger greater profit fluctuations, creating uncertainty for 
investors (E.F. Brigham & Houston, 2019). This condition has the potential to 
depress a company's financial performance because unstable profits will reduce 
investor confidence and reduce their interest in investing. 
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Research conducted by Hunjra et al. (2022) found that operational risk, a 
component of business risk, negatively impacts financial performance. 
Furthermore, research by Ekinci (2016), Gadzo et al. (2019), and Saleh & Abu 
Afifa (2020) indicates that risk negatively impacts bank financial performance. 
These results align with Jensen & Meckling's (1976) agency theory, which states 
that high business risk increases financial pressure due to the use of long-term 
debt, which can degrade financial performance. The higher the business risk, the 
more companies tend to reduce their use of debt, as large interest and principal 
payments can worsen financial conditions when facing uncertainty (Ambarsari 
& Hermanto, 2017). Hendriarto's research in Hunjra et al. (2022) found that 
business risk negatively impacts a company's financial performance. 

Platt & Platt (2002) describe the inability to meet short-term and long-term 
obligations, which, if not addressed promptly, can lead to bankruptcy. A 
company enters financial distress when it is unable to meet its financial 
obligations due to declining business performance (Baldwin & Mason, 1983). 
Companies experiencing financial distress typically show losses for several 
consecutive years, leading to weakened performance (Ward, 1997). According to 
Outecheva (2007), companies experiencing financial distress are often identified 
as organizations implementing restructuring measures to avoid default. 

Financial distress can stem from both financial and non-financial factors. 
Financial factors are divided into payment problems and balance sheet issues 
(Daniel & Anders, 2015). Factors related to financial distress are considered the 
most significant indicators of poor performance (Dikmen et al., 2010). Companies 
with low levels of financial distress tend to perform better than companies with 
high levels of financial distress, thus forming a negative relationship between 
financial distress and company financial performance (Kariuki, 2013). Studies by 
Franz et al. (2020) and Owusu-Manu et al. (2022) found that financial distress 
negatively impacted company performance. Similar results were also shown by 
Edwards et al. (2017), who revealed that financial distress negatively impacted 
company performance. 

Furthermore, research by Akbar et al. (2013) noted that the 2007–2008 
financial crisis had a negative impact on private companies in the UK. Research 
by Ahmad et al. (2023) also found that the global financial crisis negatively 
impacted the financial performance of companies in the UK. Business risk has 
also been reported to have varying relationships with financial performance. 
Some studies have found that high business risk negatively impacts Return on 
Assets (ROA), but others have found that high-risk companies are able to 
maintain profitability through aggressive management strategies. The purpose 
of this study is to determine the direct effect of business risk and financial distress 
on the financial performance of companies facing bankruptcy. 
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LITERATURE REVIEW 
1. Business Risk 

Business risk reflects the level of uncertainty a company faces in carrying 
out its operational activities. This risk can arise from market fluctuations, cost 
changes, government policies, and industry dynamics. Understanding business 
risk is crucial for managers because it impacts financial planning, capital 
structure, and investment strategy (Collier, 2015). Business risk is the risk to a 
company's assets if the company does not use debt. Business risk can increase 
when the company uses high levels of debt to meet its financing needs (E.F. 
Brigham & Houston, 2019). Companies should use internal funds to avoid the 
risk of bankruptcy. 

High business risk typically reduces a company's value because investors 
demand higher returns to cover potential losses (Van Horne & Wachowicz, 2002). 
The greater the variation in potential operating profit, the higher the level of 
business risk that must be borne (Knight & Bertoneche, 2000). According to 
Krüger & Meyer (2021) business risk describes the level of uncertainty faced by a 
company in generating income, which can be influenced by sales fluctuations, 
changes in raw material prices, operational costs, and market dynamics. 
Basically, there is a relationship between risk and return; there are several 
theories that discuss the theory of risk and return (Sharpe et al., 1999). 

According to Eugene F. Brigham & Ehrhardt (2017), business risk is the 
extent to which a company's operating profit can fluctuate due to uncertainty in 
sales, prices, and production costs. Sharpe (1964) developed the Capital Asset 
Pricing Model (CAPM), which clarifies the relationship between risk and return. 
According to the CAPM, the expected rate of return on an asset or business = the 
risk-free rate of return + a risk premium that depends on market risk (expressed 
as beta). In business risk, this model is used to determine the cost of equity, which 
is the minimum rate of return expected by investors based on the level of business 
risk faced by the company. This means that the higher the business risk (the 
higher the beta), the higher the expected return. Allen et al. (2011) emphasize that 
the primary goal of financial management is to maximize company value by 
maintaining a balance between risk and return. 

It is important to remember that effective risk management is crucial in 
determining the impact of risk on financial performance. If business risk is not 
managed properly, it can lead to significant financial losses, a decline in company 
value, and even bankruptcy. In addition to business risk, financial performance 
is also influenced by various other factors such as sales growth, capital structure, 
liquidity, and company size. Several studies have shown that business risk 
negatively impacts financial performance. For example, research by Destiana and 
Muslih (2019) found that business risk has a significant negative impact on a 
company's financial performance. Business risk is the uncertainty regarding the 
projected future returns on assets (Brigham & Houston, 2019). Business risk 
describes a company's failure, resulting in unexpected losses. Valentina & 
Ruzikna (2017) showed that business risk is significantly and negatively related 
to financial performance. 
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2. Financial Distress 
According to Manzaneque et al. (2016), financial distress is a condition of 

serious and sustained decline in a company's financial performance, which does 
not always result in formal bankruptcy but reflects the company's inability to 
maintain its business continuity (going concern). Salloum et al. (2014) explain 
that financial distress is a condition of a company's financial problems reflected 
in declining profitability and financial performance. 

Financial distress is seen as a signal of problems in the financial structure 
and operational effectiveness, which, if not promptly addressed, can lead to 
bankruptcy (Collier, 2015). Financial distress is the initial stage of financial 
difficulty before a company goes bankrupt. This condition occurs when 
operating cash flow is insufficient to cover short-term liabilities and fixed costs. 
Van Horne & Wachowicz (2009) emphasize that the use of debt provides benefits 
in the form of tax savings, but also increases the risk of bankruptcy. 

The Altman Z-Score approach is a model for predicting bankruptcy that can 
also be used to measure the level of financial distress. This model uses several 
financial ratios to calculate a score indicating the likelihood of a company 
experiencing financial distress or bankruptcy. The Altman Z-score theory, 
developed by E. I. Altman (1968), is a financial analysis tool used to predict the 
likelihood of a company going bankrupt. This model combines several financial 
ratios to produce a score that indicates a company's financial health and 
bankruptcy risk. 

The Altman Z-score model is a method that combines several financial 
ratios to form a predictor of a company's level of financial distress. This model 
uses five main ratios: the retained earnings ratio, the working capital ratio, the 
earnings before interest and taxes ratio, the sales-to-total-assets ratio, and the 
market value of equity-to-total-debt ratio (Altman, 2002). The results of these five 
ratios are then used to determine the company's financial condition category, as 
shown in Table 1 below: 

 
Table 1. Categories of Altman Method Calculation Results 

Z-Score > 2,99 → in the healthy company category so that the company does not 
have the potential for bankruptcy. 

1,81 < Z-Score < 2,99 → in the grey area category as a company that has the potential 
for bankruptcy, but there is still a possibility of recovery, depending on management 
in making decisions. 

Z-Score < 1,81 is a category of companies that have a very large potential for 
bankruptcy and are at high risk of bankruptcy. 

 

Meanwhile, the next five financial ratios can be calculated using the 
equations shown in Table 2 below: 
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Table 2. Altman Z-Score Model 
Z = 1,2X1 + 1,4X2 + 3,3X3 + 0,6X4 + 1,0X5 

Description: 
X1: Working capital divided by total assets 
X2: Retained earnings divided by total assets 
X3: Profit before taxes and interest divided by total assets 
X4: Market value of shares divided by total debt 
X5: Sales divided by total assets 

 
3. Financial Performance 

Financial performance is a measure of a company's ability to achieve its 
business goals, particularly in relation to profitability, company value, and the 
ability to meet short-term and long-term obligations. Common indicators used 
include Return on Assets (ROA), Return on Equity (ROE), Earnings per Share 
(EPS), and Book Value. Good performance is typically characterized by high 
profitability, adequate liquidity, and a stable market value (Indrayono, 2021). 
Good performance demonstrates a company's ability to provide returns to 
shareholders and maintain business sustainability (Eugene F. Brigham & 
Houston, 2019). The results of financial performance measurements serve as the 
basis for management in making strategic decisions (Collier, 2015). Return on 
Assets (ROA) and Return on Equity (ROE) are ratios that reflect a company's 
ability to utilize its assets to generate profits and thus serve as a basis for 
assessment by investors and creditors (Gitman, L. J., & Zutter, 2012). 

Financial performance is not only measured by historical results but also 
reflects the potential future value, which serves as a basis for investors in 
assessing a company's sustainability and growth (Knight & Bertoneche, 2000). 
Financial performance assessment is generally conducted through financial 
statement analysis using various ratios, namely: 

• Profitability Ratios: Measure a company's ability to generate profits from 
its assets and capital employed. Important indicators are Return on Assets 
(ROA), Return on Equity (ROE), and Net Profit Margin (NPM). 

• Liquidity Ratios: Assess a company's ability to meet short-term 
obligations, such as the Current Ratio and Quick Ratio. 

• Leverage/Solvency Ratios: Show the extent to which a company is 
financed with debt, such as the Debt to Equity Ratio (DER). 

• Activity Ratios: Measure the efficiency of asset utilization, such as Total 
Asset Turnover. 

Good financial performance indicates that a company is not only able to 
generate profits but also maintain its business continuity in the future (Van 
Horne & Wachowicz, 2002). Based on this, the following hypotheses can be 
formulated in this study: 
H1: Is there an influence of business risk on the financial performance of 
companies facing bankruptcy? 
H2: Is there an influence of financial distress on the financial performance of 
companies facing bankruptcy? 
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METHODOLOGY 
The research uses a quantitative approach with causal methods to 

determine the influence of Business Risk and Financial Distress towards 
Financial Performance of Companies Facing Bankruptcy. Measurements of 
institutional ownership, audit committee, and financial distress can be seen in 
Table 3 below:  

 
Tabel 3. Operasionalisasi Variabel 

Variables Indicator Measurement Scale 

Financial 
performance 

• Net profit 

• Total Assets 
 

𝑅𝑂𝐴 =  
𝑁𝑒𝑡 𝑝𝑟𝑜𝑓𝑖𝑡

𝑇𝑜𝑡𝑎𝑙 𝐴𝑠𝑠𝑒𝑡𝑠
  

 
(Abdullah & Tursoy, 2023) 

  
Ratio  

Business 
Risk 

• Change in EBIT 

• Change in Sales 
RB =  

% 𝐶ℎ𝑎𝑛𝑔𝑒 𝑖𝑛 𝐸𝐵𝐼𝑇

% 𝑆𝑎𝑙𝑒𝑠 𝐶ℎ𝑎𝑛𝑔𝑒𝑠
 

 
Tadeusz Dudycs (2022) 

Ratio  

Financial 
Distress  

Model Altman Z-Score Z = 1.2×X1 + 1.4×X2 + 3.3×X3 + 0.6×X4 
+ 0.99×X5 

(Edward I Altman, 2002) 

Ratio  
  

 
The sample selection criteria for this research involved 251 companies that 

had indications of liquidity difficulties and the potential for bankruptcy in the 
2020–2025 period based on special issuers published by the IDX. The period 
within the last 6 years was chosen because the current pattern/state of financial 
distress differs from that before the last 6 years, and research with the latest range 
can capture changes in distress characteristics relevant to current market and 
industry conditions. Data analysis was conducted using EViews (Econometric 
Views) version 10 to perform path analysis with the t-test. 

 
RESEARCH RESULTS  

The t-test is used to determine the effect of each independent variable on 
the dependent variable. Decisions are determined based on probability values. If 
the probability <0.05, then the independent variable has a partially significant 
effect. If the probability is > 0.05, then the independent variable is not partially 
significant. Complete results of the t-test can be seen in Table 4 below: 

 

Table 4. Hasil Uji t 
Correlation Coefficient Prob t-statistik Conclusion 

Business Risk → 
Financial Performance 

-0.000401 0.0000 -8.474607 
H1 

Accepted 
Financial Distress → 
Financial Performance 

0.004568 0.0000 6.892465 
H2 

Accepted 
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H1: The influence of business risk on the financial performance of companies that 
will go bankrupt 

Based on the t-test results in Table 4, the business risk variable has a p-value 
< 0.05 (0.0000), a t-statistic> 1.645 (8.474607), and a coefficient of 0.000401. 
Therefore, H1 is accepted. It can be concluded that business risk affects the 
financial performance of companies classified as Special Notation Issuers 
(B/D/E/ED) that publish their financial reports on the IDX during the second 
quarter of 2020–2025. 

 
H2: The effect of financial distress on the financial performance of companies 
facing bankruptcy 

Based on the t-test results in Table 4.26, the financial distress variable has a 
p-value < 0.05 (0.0000), a t-statistic> 1.645 (6.892465), and a coefficient of 0.004568. 
Therefore, H7 is accepted. It can be concluded that financial distress has an 
impact on the financial performance of companies included in the criteria for 
Special Notation Issuers with the notation B/D/E/ED that publish their financial 
reports on the IDX during the 2020–2025 period, specifically the second quarter.           

  
DISCUSSION 
The Impact of Business Risk on Financial Performance 

The results of the sixth hypothesis test indicate that business risk negatively 
impacts financial performance in companies classified as Special Notation Issuers 
(B/D/E/ED) that published their financial reports on the IDX during the second 
quarter of 2020–2025. This finding indicates that the higher the level of business 
risk a company faces, the lower its financial performance, as proxied in this study 
by Return on Assets (ROA). Conceptually, business risk reflects the volatility of 
operating profit arising from sales uncertainty, cost fluctuations, changes in raw 
material prices, and industry competition dynamics. When revenue variability 
increases, profit stability is disrupted, thereby reducing the efficiency with which 
assets are utilized to generate profits. 

In relation to the descriptive statistics, the relatively high average business 
risk value in the sample companies indicates that the majority of companies with 
special notation face significant levels of operational uncertainty. This condition 
aligns with the low average financial performance in the study sample, indicating 
that these companies have not effectively managed risk to achieve stable 
profitability. The significant variation in business risk across companies also 
indicates that companies with higher risk tend to have lower ROA than those 
with more manageable risk. 

This finding is consistent with financial theory, which posits that high 
business risk increases the likelihood of profit fluctuations and amplifies the 
burden of uncertainty, thereby reducing profitability. From an agency theory 
perspective, high business risk can also encourage management to make more 
defensive or even opportunistic decisions to maintain business continuity, 
thereby reducing operational efficiency. These results align with research by 
Hendriarto et al. (2025), Perdana et al. (2018), and Irmayanti et al. (2025), which 
found that business risk negatively impacts financial performance. 
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The Effect of Financial Distress on Financial Performance 
The results of the seventh hypothesis test indicate that financial distress has 

a significant positive effect on financial performance for companies classified as 
Special Notation Issuers (B/D/E/ED) that published their financial reports on 
the IDX during the second quarter of 2020–2025. In other words, the better the 
company's financial health, the higher its financial performance. Therefore, the 
seventh hypothesis is accepted. These results indicate that the higher the level of 
financial distress experienced by a company, the lower its financial performance. 
The study's results indicate that financial distress has a positive effect on a 
company's financial performance. This finding indicates that the higher the 
financial distress value, as measured using the Altman Z-Score model, the higher 
the company's financial performance. 

This is due to the characteristics of the financial distress measure used in 
this study: a higher Z-Score indicates a company's financial health and greater 
distance from bankruptcy risk. Therefore, the positive relationship observed does 
not indicate that financial distress improves performance; rather, it indicates that 
improved financial health contributes to improved performance. Companies 
with a high Z-Score generally have a more stable financial structure, better 
profitability, and a stronger ability to manage assets and liabilities, thus 
achieving optimal financial performance. In the context of Special Notation 
Issuers, companies that successfully improve their financial condition through 
cost efficiency, cash-flow enhancement, and capital-structure improvements will 
increase their Z-Score, which is then reflected in improved financial performance.  

The results of this study confirm that financial distress, as measured by the 
Altman Z-Score, is an indicator of financial health. A higher Z-Score indicates a 
healthier company, ultimately leading to sustained improvements in financial 
performance. These findings align with most prior research. Several studies, 
including Franz et al. (2020), Owusu-Manu et al. (2022), Edwards et al. (2017), 
and Akbar et al. (2013), show that financial distress negatively affects company 
performance. Similar findings were reported by Ahmad et al. (2023), who noted 
the negative impact of the global financial crisis on UK companies' performance. 
Furthermore, research (Kariuki, 2013) confirms that companies with high levels 
of financial distress exhibit lower financial performance than those with low 
levels of financial distress. 

 
CONCLUSION AND RECOMMENDATIONS 

Business risk negatively impacts financial performance in companies 
classified as Special Notation Issuers with the B/D/E/ED notation that 
published their financial reports on the IDX during the second quarter of 2020–
2025. This finding aligns with research by Altass (2024), which indicates that high 
business risk can reduce financial performance in Special Notation Issuers. 

Financial distress positively impacts financial performance in companies 
classified as Special Notation Issuers with the B/D/E/ED notation that 
published their financial reports on the IDX during the second quarter of 2020–
2025. This study's findings support those of Ahmad et al. (2023) and Mpora et al. 
(2025), which indicate that financial distress positively affects financial 
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performance. The healthier a company is (the higher the Altman Z-score), the 
lower the likelihood of financial distress. 

Companies are advised to enhance the effectiveness of their business risk 
management, given that business risk has been shown to positively affect 
financial distress and financial performance. This effort can be carried out 
through early identification of sources of uncertainty, monitoring revenue 
volatility, and periodically increasing operational evaluations, so that emerging 
risks can be managed before they escalate into more serious financial pressures. 

 
FURTHER RESEARCH 

Given that institutional ownership and business risk did not show a 
significant influence in this study, variables such as audit quality, board 
structure, leverage, or the quality of internal and external controls (COSO), as 
well as other variables such as Corporate Social Responsibility (CSR) and 
Environmental, Social, and Governance (ESG) can be used to provide a deeper 
understanding of the factors influencing financial distress and financial 
performance. 
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