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INTRODUCTION

The energy sector plays a crucial role in the Indonesian economy. Nearly all social and
industrial activities depend on the availability of energy, whether in the form of electricity, gas,
or fuel oil. Therefore, the stability of the energy sector, or its availability, is key to maintaining
the resilience and stability of Indonesia's economy, ensuring it can withstand various global
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and domestic pressures.

In recent years, the Indonesian energy sector has faced significant challenges. One
phenomenon that has garnered public attention is the rise in domestic energy prices, including
increases in electricity and fuel prices, which are impacted by adjustments to government
subsidies, changes in energy prices, and efforts to improve energy efficiency. These policies are
well-intentioned, aimed at maintaining fiscal balance and energy efficiency, but in practice,
they can put significant pressure on energy sector companies, particularly those with high cost
structures. Rising energy prices also lead to increased production and operational costs.
Companies that lack high efficiency may feel the direct impact, including decreased
profitability, decreased liquidity, and weakened operational activities. If this situation persists,
it will lead to decreased revenue and impaired financial health, resulting in difficulties in
meeting their financial obligations, both in the short and long term.

In recent years, the Indonesian government has allocated tens of trillions of rupiah for
energy subsidies, with the allocation reaching 189.1 trillion rupiah. These subsidies are
designed to maintain energy affordability for the public. From a policy perspective, the
government is making efforts to maintain fuel price stability through state-owned enterprises
(SOEs) such as Pertamina, but this still requires a balance between business actors, consumer
interests, and national energy stability.

In line with these conditions, Indonesia's energy sector has shown cautious recovery in
recent years. In 2022, the energy sector began to improve with increased economic activity and
domestic energy demand post-pandemic. In 2023, energy sector growth is expected to slow
due to external pressures such as global oil price volatility, weakening demand for energy
exports, and rising production costs. Furthermore, electricity and fuel tariff adjustments have
impacted consumer purchasing power and the revenue structure of energy companies,
particularly those lacking operational efficiency. This situation has caused several energy
sector companies to face declining profit margins and cash flow pressures. In 2024, the energy
sector will still show relatively stable performance, but with limited growth. Although
domestic energy demand remains stable, rising input costs, dependence on fossil fuels, and
significant investment requirements will continue to face challenges. If these factors are not
managed effectively, energy sector companies could potentially experience a decline in
financial performance, ultimately increasing the risk of financial distress.

Another external factor that can impact financial performance is fluctuations in the
rupiah exchange rate against the US dollar, as many Indonesian energy sectors currently rely
on imported raw materials, other components, and foreign financing, such as equipment
valued in foreign currencies. If the exchange rate weakens, import costs rise, and foreign
currency liabilities rise, the company's financial condition will deteriorate, ultimately leading
to an increased risk of financial distress. The combination of internal factors (financial
performance and company activity) and external factors (inflation and exchange rates) creates
significant challenges for the sustainability of energy companies. This situation is even more
relevant because the energy sector plays a crucial role in supporting economic growth and
supporting sustainable development.

Several energy sector companies listed on the Indonesia Stock Exchange have shown a
decline in performance in recent years, as evidenced by declining net profit due to increased
operating expenses and revenue growth that has not met expectations. Furthermore, the
current ratio and total asset turnover have also declined, indicating a decline in liquidity and
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asset utilization efficiency. In this situation, some companies face significant financial pressure,
which, if not managed effectively, could lead to financial distress.

This situation is evident in the performance of several energy sector companies listed
on the Indonesia Stock Exchange (IDX), where several companies have experienced declining
net profit in recent years. For example, Medco Energi Internasional Tbk recorded a net profit
decline of approximately 80% in 2025 compared to the previous period. This was due to
increasing operating expenses and energy price pressures.

According to (Saragih, 2024), financial distress can be caused by internal factors, namely
leverage. Leverage provides evidence of the extent to which a company's budgetary needs are
financed by debt.

Looking at this phenomenon, it is crucial for researchers to examine the influence of
financial performance, activity, inflation, and exchange rates on financial distress in companies
listed on the Indonesia Stock Exchange. This is because, amidst external pressures such as
rising energy prices, inflation, and fluctuations, companies need to maintain stable financial
performance. This research is relevant because it provides an overview of how internal and
external factors interact with each other.

In analyzing financial distress in energy sector companies, it is crucial to consider
various internal factors that can impact financial stability. This research focuses on four main
variables: financial performance, activity ratio, inflation, and exchange rates.

Financial performance can be attributed to the numerous decisions continuously made
by company management to achieve specific goals effectively and efficiently (Lisa, 2024).
Companies with good financial performance will have stronger financial stability, healthy cash
flow, and a high level of operational efficiency.

Another factor contributing to financial distress is the activity ratio. The activity ratio is
defined as a ratio used to measure a company's effectiveness in utilizing its assets, or a ratio
that can be used to measure the level of efficiency (activity) in the utilization of company
resources (Sartono, 2025). Companies with a high activity ratio demonstrate that the company's
assets are being used effectively to support operational activities and generate revenue. This
condition can reflect efficient use of resources, thereby strengthening a company's financial
performance and reducing the risk of financial distress. Conversely, a low activity ratio can
lead to inefficiencies in asset utilization, which can lead to decreased revenue and increased
potential for financial distress in the long term.

Inflation is defined as an overall, simultaneous, and sustained increase in price levels.
Inflation will impact people's purchasing power, economic stability, and social welfare. If
inflation occurs, the value of a country's currency will decline (Ansari, 2025).

Meanwhile, the exchange rate is also defined as the relative price of one currency against
another. There are three exchange rate systems: fixed exchange rate, managed floating
exchange rate, and floating exchange rate (Solikin, 2017). Changes in exchange rates can have
a significant impact, particularly on the financial performance of a company that has import
and export activities, and obligations denominated in foreign currencies. A weakening
exchange rate can increase a company's import costs and debt burden, potentially depressing
profits and cash flow. This condition can increase the risk of financial distress if the company
is unable to effectively manage exchange rate risk. Conversely, exchange rate stability can help
a company maintain stable costs and financial performance on an ongoing basis.

Previous research found that there are a number of variables that influence Financial
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Distress, including Earnings Management (Arianne, 2023), Company Value (Hasanah et al.,
2023), Efficiency (Jumirin Asyikin, Sri Ernawati, 2020), Good Corporate Governance (Ni Kadek
Ayu Ekayanthi, Ni Nyoman Ayu Suryandari, 2021), Interest Rates (Evi Dwiyanti, 2023), Sales
Growth (Santa, 2024), Profitability (Elisabeth Christina, 2022), Interest Rates (Wafi et al., 2021),
Liquidity (Evita Indriani & Titik Mildawati, 2019), Audit Committee (Swastika, 2023), Cash
Flow (Agustinus Nicolas Saputra, 2023), Capital Structure (Purba, 2024), WCTA (Zakya, 2022).
The variables focused on in this study are Financial Performance, Activity Ratio, Inflation, and
Exchange Rate.

In this study, the first variable that can influence Financial Distress, including Financial
Performance, negatively affects Financial Distress because the greater a company's ability to
meet its short-term obligations, the lower the company's risk of experiencing Financial Distress
(Wahyu Tri Susilowati, 2021).

The next variable influencing Financial Distress is the Activity Ratio. Research
conducted by (Rinofah et al., 2022) states that the Activity Ratio negatively impacts Financial
Distress because it reflects the efficiency of asset utilization to generate sales. A higher Activity
Ratio indicates the company's ability to utilize its assets effectively, increasing sales. This, in
turn, helps the company meet its financial obligations, thus reducing the occurrence of
Financial Distress.

The third variable influencing financial distress is inflation. Research by (Arianne, 2023)
states that inflation has a positive effect on financial distress because it can increase a
company's operational and production costs. These cost increases can drive up product prices
and reduce consumer purchasing power. Declining sales and profits can weaken a company's
financial condition and increase the risk of financial distress.

Finally, the fourth variable influencing financial distress is the exchange rate. Research
by (Evi Dwiyanti, 2023) states that the exchange rate negatively impacts financial distress. A
weakening exchange rate can reduce foreign investor interest, reduce investment, and weaken
tinancial performance, thereby increasing the risk of financial distress.

The 2022-2024 period is a crucial time for the energy sector in Indonesia due to
numerous changes affecting company performance. Following the pandemic, the economy is
recovering, but at the same time, global energy prices are fluctuating, and government policies
related to the energy transition continue to evolve. These conditions create a different business
environment than in previous periods and provide an opportunity to assess how energy
companies are adapting and maintaining stable financial performance. Therefore, this period
offers a different perspective for understanding corporate financial behavior amidst economic
pressures and industry changes.

LITERATUR REVIEW

Agency Theory

Agency Theory was first proposed by (Jensen & Meckling 1976). Jansen stated that an
agency relationship occurs when one or more people employ others to provide services, who
then delegate decision-making tasks. The essence of the agency relationship is the separation
of functions between ownership by investors and control by management. Agency Theory has
two contributions: information and information risk. Agency theory is based on the contractual
relationship between shareholders and management.
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Agency theory has a significant impact on financial performance, so financial
performance has a positive impact on financial distress. Agency theory influences financial
performance because the quality of the relationship between the principal and agent
determines the effectiveness of company management. If oversight mechanisms are
functioning well, such as good corporate governance, transparent financial reporting, and an
incentive system aligned with the owner's goals, management will be encouraged to improve
operational efficiency and profitability. This will positively impact financial performance.

Signaling Theory

Signaling theory was developed by (Spence, 1973), "Job Market Signaling." This theory
describes how people with a wealth of information can communicate with others when
information asymmetry exists. This concept has been developed and used in many fields, such
as finance, marketing, labor markets, and business strategy. The key concepts in signaling
theory are information asymmetry, signals, signaling costs, signal reception, and equilibrium.
Signaling theory refers to the practice where managers use insider knowledge of financial
statements to signal economic information to stakeholders. Signaling theory also predicts that
a company will disclose more information than required.

Signaling theory emerges in competitive environments. Signals are often consistent, but
sometimes they are not. The activity ratio is highly consistent, according to this theory,
resulting in positive results and an impact on financial distress (Gumanti, 2009)

A consequence of signaling theory is that managers have an incentive to signal their
expectations of future profits because if investors believe the signals, stock prices will rise, and
shareholders will benefit.

Purchasing Power Parity Theory

Purchasing Power Parity Theory was introduced by a Swedish economist named (Cassel,
1918). This theory is basically a way to predict the equilibrium exchange rate if a country
experiences a payment imbalance. Purchasing Power Parity theory also explains that the
exchange rate between the currencies of two countries is the ratio of the prices of the two
countries measured in their own currencies, then being an appropriate measure of purchasing
power, these prices must include all goods and services produced by each country.

Exchange Rate Theory

The exchange rate is the price of one country’s currency measured or expressed in terms
of another currency. The exchange rate theory has been misinterpreted because it focuses on
the monetary impact on the exchange rate, where payments on the balance sheet actually
trigger foreign exchange transactions. This theory developed two new theories: the sticky price
model of loan value and the modern foreign exchange market theory that incorporates
international capital flows into a simultaneous approach (C.Miller, 2002).

Financial Distress
Financial Distress can be defined as a situation in which an organization's financial health
is in crisis. The term "financial distress" has been used to describe a situation where an

organization's morale and long-term assets are insufficient to meet short-term obligations
(Goh, 2023).
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Financial distress occurs when a company experiences difficulty meeting its obligations
as they fall due. Financial distress begins when debtors are unable to meet their debt repayment
schedules to creditors when they fall due, or when the company's cash flow projections indicate
that the company will soon experience liquidity difficulties (Jannah, 2023).

Financial Peformance

Financial performance is the results of a company's operational activities presented in the
form of financial figures. These results must be compared with the financial performance of
previous periods, the budgeted balance sheet, and the average financial performance of similar
companies. The results of this comparison will reveal favorable or unfavorable deviations. The
causes of these deviations will then be investigated, and management will then make
improvements in planning and implementation (Sari, 2019).

Financial performance can also be defined as the efforts made by a company over a
period. It can be used to measure a company's success in generating profits through its
resources, enabling it to assess the company's prospects, growth, and development potential
(Hermawan, 2020).

Activity Ratio

Activity Ratios are ratios that measure the effectiveness of a company's accounts
receivable management. These activity ratios involve comparisons between sales and
investments in various types of assets, including accounts receivable turnover, inventory
turnover, fixed asset turnover, and total asset turnover (Sari, 2019). Activity ratios are also
known as asset utilization ratios, which are used to assess the effectiveness and intensity of a
company's assets in generating sales (Erika, 2022).

Based on this explanation, it can be concluded that Activity Ratios are an indicator for
assessing a company's effectiveness in managing and utilizing its assets.

Inflation

Inflation is defined as the tendency for prices of goods to rise generally and continuously.
If only one or two goods increase, it cannot be called inflation, unless the price of those goods
is able to cause the prices of other goods to rise as well (Satar & silviana Kardinar, 2018).
Inflation is divided into two types. The first is demand-pull inflation, where inflation is caused
by the pull of increasing demand. If demand for goods or services exceeds existing supply,
then the potential demand will push prices up. Second, cost-push inflation, where inflation is
caused by the push of rising production costs to produce goods or services. If costs increase,
this will push prices up (Basri, 2005).

Inflation is divided into several types, including inflation based on severity: mild,
moderate, severe, and very severe inflation. Based on its source, inflation is divided into
domestic inflation and imported inflation (Faizin, 2021).

Exchange Rate

An exchange rate is defined as the value of one country's currency to another. Changes
in a country's exchange rate can have significant implications for the global market. A high
dollar value means a dollar can be exchanged for more foreign currencies than before
(Prahendratno, 2023). Several approaches are used to determine an exchange rate, including
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the monetary approach and the asset market approach (Khaidar Rahmaini Jamila, 2025).
Exchange rates are categorized into three main types: fixed exchange rates, floating exchange
rates, and mixed exchange rates (Chandrayani & Meri Dwi Anggraini, 2025).

Hypotheses development

Financial performance is defined as a formal effort undertaken by a company to evaluate
the efficiency and effectiveness of its activities over a specific period. Financial performance
can also be defined as the efforts undertaken by a company over a period and can be used to
measure a company's success in generating profits through its resources, enabling it to assess
its prospects, growth, and development potential (Hermawan, 2020). Financial performance
plays a crucial role in the corporate context. It utilizes measurement as a tool to improve
operational quality and remain competitive in the market. Financial performance involves
financial data, calculations, measurements, interpretations, and providing solutions related to
a company's finances. When financial performance improves, the value of the business
increases.

Hji: Financial Performance has a positive effect on Financial Distress.

Activity ratios are used to measure the efficiency of a company's resource utilization or
to assess its ability to carry out its daily activities. Activity ratios, also known as asset utilization
ratios, are used to assess the effectiveness and intensity of a company's assets in generating
sales. These activity ratios are among the factors influencing financial distress (Erika, 2022).
One of the activity ratios in this study is Total Asset Turnover (TATO), which indicates the
turnover of total assets as measured by sales volume. Total asset turnover has a significant
negative effect on a company's financial distress (Eka, 2021). Several large energy companies,
including Medco Energi, experienced fluctuations in net income during this period. These
conditions highlight the importance of efficient asset utilization in maintaining financial
stability. Companies with stronger total asset turnover are generally more capable of
sustaining revenue generation despite macroeconomic uncertainty.Total Asset Turnover
(TATO), as one of the key activity ratios, measures how effectively total assets are converted
into sales.

Hbo: Activity Ratio has a positive effect on Financial Distress.

Inflation is defined as a general and persistent tendency for prices of goods to rise. If
only one or two goods rise, it cannot be called inflation, unless the price of those goods causes
the prices of other goods to rise as well (Satar & silviana Kardinar, 2018). Inflation tends to be
a persistent price increase that can lead to a decline in purchasing power. If the price of a good
increases, the price of that good will rise. Consequently, people cannot afford to purchase it,
and companies will struggle to operate because their purchase prices are increasingly high and
their selling prices are unaffordable for consumers, resulting in declining sales. This will impact
the company's financial condition (Murdo, 2025). Inflation has a significant impact on financial
distress. High inflation rates will impact a company's operations because they increase
production costs, which can increase selling prices and can lead to a decline in purchasing
power, leading to financial distress (Arianne, 2023).

Hs: Inflation has a positive effect on Financial Distress.
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The exchange rate is defined as the value of one country's currency to another. Changes
in a country's exchange rate can have significant implications for the global market. A high
dollar value means that a dollar can be exchanged for more foreign currencies than before
(Prahendratno, 2023). Exchange rates also reflect the relative value of a country's currency
against foreign currencies and are a macroeconomic variable that directly impacts a company's
financial performance. Exchange rate fluctuations create uncertainty in international
transactions, particularly for companies dependent on raw material imports, foreign debt, or
export activities. According to (Nurfauziah, 2022), exchange rates significantly influence
financial distress, thus exposing companies to uncertainty. The higher the exchange rate, the
higher the risk of financial distress. Exchange rates carry uncertainty risks that can affect global
market investors when engaging in investment activities. When investing, investors must
consider the exchange rate risk premium due to fluctuations in exchange rates. Companies will
experience decreased profitability due to rupiah depreciation. If this decline occurs, it will
increase the profitability of companies experiencing financial distress (Myllariza, 2021).

Ha: Exchange Rate has a positive effect on Financial Distress.

RESEARCH METHOD

This study aims to examine the relationship between independent variables, namely
Financial Performance, Activity Ratio, Inflation, and Exchange Rate, with Financial Distress.
The main focus of this study is to test hypotheses explaining the relationship between several
variables in a specific context. This research was conducted in a natural environment, where
the operational activities of the research subjects proceed as usual without direct intervention
from the researcher. The unit of analysis in this study is organizations, specifically energy
sector companies listed on the Indonesia Stock Exchange. The level of researcher involvement
is minimal, because the researcher does not directly participate in the activities of the research
objects but conducts observations using secondary data to support the analytical process. The
sampling technique used is non-probability sampling with a purposive sampling approach,
where samples are selected based on specific criteria relevant to the research objectives. The
data used in this study is panel data, which combines cross-sectoral data and time series data,
and is analyzed using a quantitative approach to test the proposed hypotheses.

Table 1. Operationalization of Research Variable

Variable Dimension / Formula Source
Financial FP = Current Asset / (Hasanah et al.,
Performance Current Liabilities 2023)

(Evita Indriani &
Titik Mildawati,

2019)
. Inflation Rate = IHKn-
Inflation IHKn-1,/ THKn-1 x 100% (Zedde et al., 2022)

Total Asset Turnover=

Activity Ratio Net Sales / Total Asset

(Wafi et al., 2021)
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Variable Dimension / Formula Source

Exchange Rate Exchange Rate = Selling
Rate-Sell Rate / 2
FD=12X1+14X2+3,3X3

+0,6 X4 +1,0 X5
Description:
X1 = Working Capital / Total
Assets
Financial X2 = Retained
Di Earnings/Total Assets (L.Altman, 2013)
1stress

X3 = Earnings Before Interest
and Taxes (EBIT)/Total
Assets

X4 = Book Value of
Equity/Book Value of Total
Liabilities

X5 = Sales / Total Asset

Population

The population of this study consists of energy sector companies listed on the Indonesia
Stock Exchange (IDX) during the 2022-2024 period. Population identification was conducted
based on data collected in September 2025 to ensure the timeliness and relevance of the
information used in the analysis. Based on this process, a total population of 62 industrial sector
companies was identified.

Sample

The research sample was selected using a purposive sampling technique. The sample
selection criteria included energy sector companies listed on the IDX during the 2022-2024
period, companies that published complete financial statements or annual reports containing
data relevant to this study, companies whose financial statements were presented in
Indonesian Rupiah (IDR), and the availability of financial data and information related to the
research variables. Based on these criteria, 49 companies met the requirements for inclusion in
the research sample. Observations were conducted over a three-year period, resulting in a total
of 147 company-year observations.

Data Sources

This study uses secondary data. The data sources consist of annual reports of industrial
sector companies listed on the Indonesia Stock Exchange for the period 2022-2024, obtained
from the respective company's official websites, the Indonesia Stock Exchange's official website
(www.adx.co.id), and the Central Statistics Agency's website (www.bps.go.id/id)
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RESULTS

Descriptive Analysis

Statistical variable analysis explains the independent and dependent variables used in
this study. The independent variables consist of Financial Performance, Activity Ratio,
Inflation, and Exchange Rate, while the dependent variable is Financial Distress. The analysis
results provide the minimum, maximum, average, and standard deviation values for each
variable during the observation period from 2022 to 2024. The descriptive statistics are
presented in the following table:

Table 2. Descriptive Statistics

Variable N Min Max Mean Std. Dev
FP 129 0.0012 9.576 1.584 1.7365
AR 129 0.0004 8.294 0.705 0.8202
INF 129 983.00 69982 25919 24250
ER 129 1.0100 1.011 1.010 0.0005
FD 129 -6.4278 113.59 7.423 11.077

FP (Financial Performance), AR (Activity Ratio), INF (Inflation), ER (Exchange Rate), FD
(Financial Distress).
Source: Processed Data (2025)

Panel Data Regression Model Selection
Chow Test
Table 3. Chow Test

Effects Test Statistic d.f. Prob.
Cross-section F 1.445846 (48,94) 0.0646
Cross-section Chi-square 81.277792 48 0.0019

Based on the Chow Test results using E-views 9, the Cross-Section F probability value is
0.0646. This result indicates that the value is above the significance level. Therefore, the best
model to use is the Common Effects Model (CEM).

Hypothesis Test

Table 4. Partial Test (Common Effect Model)

Variable Prediction Coefficient T- Statistic Prob
C -3783.6 2.0558 0.0416

FP + 1.1126 2.1375 0.5205
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Variable Prediction Coefficient T- Statistic Prob

AR " 1.2964 11674 11105
INF + 7.03 0.1745 40.286
ER + 3749.8 2.0588 1.821.3
R-Squared 0.0681

Adjusted R-Squared 0.0419

F-statistic 2.5980

Prob(F-Statistic) 0.0387

Description:

*= 5% significance level

FP (Financial Performance), AR (Activity Ratio), INF (Inflation), ER (Exchange
Rate), FD (Financial Distress).

Source: Processed Data (2025)

Partial Test (t-test)

The partial test is used to determine whether each independent variable individually has a
significant effect on the dependent variable. Based on the results of hypothesis testing using
the Common Effect Model (CEM), the findings can be summarized as follows:

1. Financial Performance has a significant effect on Financial Distress.

The first hypothesis (H;) in this study states that Financial Performance has an effect on
Financial Distress (FD). The results of data processing show that the t-test result on the
Financial Performance (FP) variable produces a t-count value of 2.1375> t table of 1.68023.
Because this study uses a one-tailed hypothesis, the probability value is divided by two,
namely 0.0343/2 = 0.01715. This value is smaller than the significance level of a = 0.05 (5%),
so there is a significant influence between Financial Performance on Financial Distress.
Thus, Ho is rejected and Ha is accepted. This shows that good Financial Performance
management is able to optimize the company's financial condition so that it can contribute
to reducing the risk of Financial Distress.

2. Activity Ratio has a significant effect on Financial Distress.

The second hypothesis (Hz) in this study states that the Activity Ratio (RA) has an effect
on Financial Distress (FD). The results of the data processing show that the t-test results on
the Activity Ratio (AR) variable produce a t-count value of 1.1674 < t table of 1.68023.
Because the study uses a one-tailed hypothesis, the probability value is divided by two,
namely 0.2450/2 = 0.1225. This value is greater than the significance level of a = 0.05 (5%),
so there is no significant influence between the Activity Ratio and Financial Distress. Thus,
Ho is accepted and Ha is rejected. This indicates that the Activity Ratio has not been able to
provide a real influence in reducing the risk of Financial Distress. One possible cause is
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that the high level of turnover of the Company's activities is not necessarily accompanied
by effective cost management and increased profitability, so that the resulting operational
performance does not fully reflect a healthy financial condition. As a result, although the
Activity Ratio tends to correlate with a decrease in Financial Distress, this influence is not
strong enough to have a significant impact

3. Inflation has a significant effect on Financial Distress.

The third hypothesis (Hs) in this study states that inflation (INF) has an effect on
tinancial distress (FD). The results of the data processing show that the t-test results on the
inflation variable (INF) produce a calculated t of 0.1745 < t table of 1.68023. Because the
study uses a one-tailed hypothesis, the probability value is divided by two, namely 0.8617
/ 2 =0.43085. This value is greater than the significance level of a = 0.05 (5%), so there is
no significant effect between inflation and financial distress. Thus, Ho is accepted and Ha
is rejected. This shows that the inflation rate has not been able to provide a real effect in
reducing the risk of financial distress. One possible cause is that companies tend to
anticipate changes in the inflation rate through adjus tments to prices, operational costs,
and financial strategies, so that the impact of inflation on the company's financial condition
is relatively limited. As a result, although inflation has the potential to affect a company's
financial performance, this influence is not yet strong enough to have a significant impact
on financial distress.

4. Exchange Rate has a significant effect on Financial Distress.

The fourth hypothesis (Ha) in this study states that the Exchange Rate (NT) has an effect
on Financial Distress (FD). The results of data processing show that the t-test results on the
Exchange Rate (ER) variable produce a calculated t value of 2.0588> t table of 1.68023.
Because the study uses a one-tailed hypothesis, the probability value is divided by two,
namely 0.0413 / 2 = 0.02065. This value is smaller than the significance level of a = 0.05
(5%), so it can be concluded that the Exchange Rate has no a significant effect on Financial
Distress. Thus, Ho is accepted and Ha is rejected. One of the reasons is that changes in the
Exchange Rate do not directly affect the company's financial condition in the short term.
In certain conditions, companies have hedged or have a relatively stable cost structure, so
that fluctuations in the Exchange Rate do not put significant pressure on financial
performance. As a result, even though changes in the Exchange Rate occur, they have not
been able to have a real impact on increasing or decreasing the condition of a company's
Financial Distress.

DISCUSSIONS

The Effect of Financial Performance on Financial Distress.

The results of the first hypothesis test (Hi) indicate that the Financial Performance (FP)
variable has a positive influence on Financial Difficulty (FD). This finding is consistent with
the first hypothesis (H1), which states that Financial Performance (FP) has a negative influence
on Financial Difficulty (FD). Financial performance is defined as a formal effort undertaken by
a company to evaluate the efficiency and effectiveness of its activities over a specific period.
Financial performance can also be defined as the efforts undertaken by a company over a
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period of time and can be used to measure a company's success in generating profits through
its resources, thereby enabling it to assess the company's prospects, growth, and development
potential (Hermawan, 2020). The findings of this study are inconsistent with the findings of
(Wahyu Tri Susilowati, 2021) who studied energy sector companies listed on the Indonesia
Stock Exchange, stating that Financial Performance has a negative effect on Financial Distress
because the higher the company's ability to meet its short-term obligations, the lower the risk
of the company experiencing Financial Distress.

The Effect of Activity Ratio on Financial Distress.

The results of the first hypothesis test (Hz) indicate that the Activity Ratio (RA) variable
has a negative influence on Financial Distress (FD). This finding is consistent with the second
hypothesis (Hz), which states that the Activity Ratio (RA) has a negative influence on Financial
Distress (FD). The activity ratio is defined as the asset utilization ratio, where this ratio is used
to assess the effectiveness and intensity of the company's assets in generating sales (Erika,
2022). The findings of this study are consistent with the findings of (Rinofah et al., 2022), who
studied energy sector companies listed on the Indonesia Stock Exchange, stating that the
Activity Ratio has a negative effect on Financial Distress because it reflects the efficiency of
asset utilization to generate sales. If the activity ratio is higher, it can show that the company is
able to use its assets effectively so that sales increase and from this condition it can help the
company meet its financial obligations, thereby reducing the occurrence of Financial Distress.

The Effect of Inflation on Financial Distress.

The results of the third hypothesis test (H3) show that the Inflation variable (INF) has a
negative influence on Financial Difficulty (FD). This finding is consistent with the third
hypothesis (H3), which states that Inflation (INF) has a negative influence on Financial
Difficulty (FD). Inflation is defined as a tendency for prices of goods to increase in general and
continuously (Satar & silviana Kardinar, 2018). This study's findings are inconsistent with
those of (Arianne, 2023) who studied energy sector companies, which stated that inflation has
a positive effect on financial distress because rising inflation can increase a company's
operational and production costs. Therefore, these cost increases can drive up product prices
and reduce purchasing power.

The Effect of Exchange Rate on Financial Distress.

The results of the fourth hypothesis test (H4) indicate that the exchange rate (ER) variable
has a negative influence on Financial Distress (FD). This finding is no consistent with the fourth
hypothesis (H4), which states that the Exchange Rate (ER) has a negative influence on Financial
Distress (FD). An exchange rate is defined as the value of one country's currency in terms of
another. Changes in a country's exchange rate can have important implications for global
markets. The findings of this study are consistent with the findings of (Evi Dwiyanti, 2023) who
studied energy sector companies listed on the Indonesia Stock Exchange, stating that the
Exchange Rate has a negative effect on Financial Distress because the weakening of the
exchange rate can reduce the interest of foreign investors, reduce investment, and weaken
financial performance, thereby increasing the risk of Financial Distress.
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CONCLUSIONS

Based on the analysis and discussion presented in the previous chapter, this study
concludes that financial performance has a significant impact on financial distress. This
indicates that an increase in a company's financial performance is accompanied by an increased
risk of financial distress, indicating that a company's financial management is not yet fully
capable of mitigating the occurrence of financial distress. Similarly, the activity ratio was found
to have no significant impact on financial distress, indicating that the efficiency of many
companies in utilizing assets has not yet significantly contributed to mitigating the occurrence
of financial distress. Furthermore, inflation was found to have no significant impact on
financial distress, indicating that companies' inflation levels have not yet fully contributed to
mitigating the risk of financial distress. Finally, the exchange rate was found to have a no
significant impact on financial distress, indicating that changes in the exchange rate do not
have significant impact on a company's financial condition. From a theoretical perspective, this
study contributes to the financial distress literature by highlighting that sector-specific
resilience can moderate the expected impact of macroeconomic variables. In the context of the
energy sector, companies appear to rely more on internal financial structures than on external
economic stability. These findings extend previous research by demonstrating that
macroeconomic stressors such as inflation and exchange rate volatility do not automatically
lead to financial distress without weaknesses in firm-level financial management.

Practically, these results imply that energy companies should strengthen financial
governance, improve liquidity management, and adopt proactive cost-control strategies.
Although inflation and exchange rate fluctuations were not statistically significant in this
study, companies are advised to implement risk mechanisms and countermeasures such as
currency hedging and long-term financial planning to anticipate future macroeconomic
shocks. For policymakers, the findings highlight the importance of maintaining a stable
regulatory and financial environment that supports cost efficiency and financial sustainability
in the energy sector.

This study is limited by the observation period and the range of variables analyzed.
Future research could expand the time horizon, incorporate additional macroeconomic
indicators, or compare multiple industry sectors to gain a broader understanding of the
dynamics of financial distress.
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