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Abstract 

 
Intellectual capital is a resource that, if optimized, will prevent the company from financial distress. By 

strategically investing in both intellectual and physical capital, companies can enhance their financial 

performance through optimal resource utilization. Therefore, this study aimed to investigate the impact of 

intellectual capital, capital structure, and corporate governance on mitigating financial distress and 

financial ratios as an early warning system. The sample consisted of financial sector companies in 

Indonesia from 2012 to 2022, and a binary regression model was used to estimate potential predictor 

variables. It was found that IC by proxy, human resources, customer, and organizational capital tends to 

improve the company performance, mitigating financial distress. A capital structure featuring extended 

maturity and high debt costs elevates the risk of financial distress. It was also discovered that companies 

with good governance tend to reduce agency costs, preventing organizations from bankruptcy. Financial 

ratios can serve as early indicators of impending capital distress, potentially leading to bankruptcy. 
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Resumen 

 

El capital intelectual es un recurso que, si se optimiza, evitará que la empresa sufra dificultades financieras. 

Al invertir estratégicamente en capital físico y intelectual, las empresas pueden mejorar su desempeño 

financiero mediante la utilización óptima de los recursos. Por lo tanto, este estudio tuvo como objetivo 

investigar el impacto del capital intelectual, la estructura de capital y el gobierno corporativo en la 

mitigación de las dificultades financieras y los ratios financieros como sistema de alerta temprana. La 

muestra estuvo compuesta por empresas del sector financiero en Indonesia de 2012 a 2022, y se utilizó un 

modelo de regresión binaria para estimar posibles variables predictivas. Se encontró que la CI por poder, 

recursos humanos, clientes y capital organizacional tiende a mejorar el desempeño de la empresa, 

mitigando las dificultades financieras. Una estructura de capital con vencimientos prolongados y altos 

costos de deuda eleva el riesgo de dificultades financieras. También se descubrió que las empresas con 

buen gobierno tienden a reducir los costos de agencia, evitando que las organizaciones quiebren. Los 

ratios financieros pueden servir como indicadores tempranos de una inminente crisis de capital, que podría 

conducir a la quiebra. 
 
Código JEL: G01, G34, O34 
Palabras clave: capital intelectual, estructura de capital; GCG; dificultades financieras 

 

Introduction 

 

The global crisis due to the Covid-19 pandemic has created financial uncertainty, increasing the risk of 

bankruptcy often encountered in complicated macroeconomic conditions such as seen in 1998, 2008, and 

2020 to 2021 (Albulescu, 2021; Nurcahyono et al., 2021). The phenomenon of bankruptcy is one of the 

most iconic topics because it has attracted attention in financial studies, from Beaver (1966) and Altman 

(1968) to the present. This causes huge losses for stakeholders, specifically creditors, investors, and 

employees (B. Liu et al., 2021). Bankruptcy is not a condition that suddenly occurs in a company, but 

through a period of financial difficulties for quite a long time (Mselmi et al., 2019). Financial distress is 

experienced when a company cannot manage business operations, pay off its maturing debts, with a high 

risk of failure, end up being depressed, and eventually be delisted from the stock exchange. Therefore, 

serving as an early warning that is useful for stakeholders in predicting the company's future to avoid 

significant losses and manage risk (Lian, 2017). The success of detecting distress is a significant warning 

for investors and creditors.  

Financial distress is a company condition that will lead to bankruptcy or is only temporary. The 

study conducted by Roth et al (2002) reported that companies experiencing tremendous pressure,  might 

keep their high leverage structure the same through debt restructuring, which decreases business 

performance. According to Li et al (2021), companies can then improve their performance Huang & Yen 

(2019) because financial distress is a temporary phenomenon influenced by a specific event (Y. Li et al., 

2020). Companies with solid fundamentals tend to survive all conditions, enabling quick recuperation 
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from the brink of collapse. Many companies worldwide carried out the succession of the global financial 

crisis by optimizing their intangible assets in the form of intellectual capital, which is a significant concern 

for averting bankruptcy risk. 

Intellectual capital is strategically increases growth opportunities and creates corporate value 

(Sardo et al., 2018; Xu & Liu, 2020). Companies technically use IC to create innovations that enable 

companies to outperform competitors and improve financial performance (Fitzgerald & Kang, 2022). IC 

exponentially increasescorporate value by responding to customer needs exploring, and taking advantage 

of market opportunities (Ibrahim, 2019). As a unique and rare resource, IC is built from three components, 

namely human, structural, and relational capital Chou et al (Chou et al., 2010). Human value can increase 

a company's competitive advantage by exploiting its knowledge, skills, and experience (Habib et al., 

2020). Structural capital aims to increase the efficient use of company resources to reduce costs, thereby 

creating high profits. Corporate value creation is assessed from a high level of profitability and leverage 

with a low percentage. Relational capital involves maintaining a good name and building relationships 

with the concept of mutual benefit (Dumitrescu et al., 2020). This necessitates a need to develop a 

bankruptcy risk study encompassing intellectual capital. In general, IC can avoid or accelerate the 

resolution of financial distress that companies encounter by improving corporate image, reducing 

transaction costs, and making it easier to obtain funds (A. H. Nguyen & Doan, 2020; Sugiyanto & 

Febrianti, 2021; Susanti et al., 2020). 

Several studies have been  conducted on financial distress using various predictors, such as good 

corporate governance (GCG) (Ayunitha et al., 2020; Nurcahyono et al., 2022). Ineffective implementation 

of GCG is often observed in companies at high risk of bankruptcy. Financial ratios are  predictive tools 

for assessing whether companies are  distressed or operating within safe zones (Ghazali et al., 2015; Liang 

et al., 2020a; B. Liu et al., 2021). The firm's value is a reflection of its business conditions. Companies 

that maintain a positive image tend to mitigate the risk of financial distress (Andreou et al., 2021; S. Li et 

al., 2021). Stock returns and volatility are parameters of the company’s market performance, while high 

returns encourage more investments (Chen et al., 2018; Koh et al., 2015). Earning Quality refers to the 

ability of earnings to show the company performance is tenable for forecasting (Dumitrescu et al., 2020). 

Good environmental, social, and governance (ESG) performance is  a positive signal for the company 

(Dumitrescu et al., 2020). At the same time, a capital structure dominated by debt is an early warning of 

financial distress (Munchen, 2022; Tinoco & Wilson, 2013). 

The difference between this and the previous study is the focus on managing intangible assets in 

the form of intellectual capital, which is yet to be explored. Based on the study Ahmed et al (2019), IC 

can increase company value with competitive advantages and enable it to seize market opportunities. 

Therefore, IC optimization can prevent a company from the risk of financial distress, leading to 
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bankruptcy when prolonged. The focus of this study is IDX-listed financial companies. The study by Ninh 

et al (2018), it was reported that banking companies experienced an increase in non-performing financing 

caused by economic shocks during the pandemic, and resulting in companies failing to pay their debts. 

During  the pandemic, companies in the financial sector were the most affected compared to other areas 

(Munchen, 2022). Study Dinh et al (2021) reported the lowest financial stock returns during the pandemic. 

This necessitates the investigation of financial companies, including the banking and non-banknotes 

sector. 

The main objective of this study is to empirically find out that financial ratios, good corporate 

governance, and intellectual capital can reduce the risk of distress and bankruptcy. The second aim is to 

examine the factors that influencing the company’s capital structure. This topic is relevant as Indonesia  

still grappling with the ongoing pandemic, necessitating empirical evidence on Covid-19's potential 

impact on financial distress. The study has two contributions, namely elaborating the literature on the role 

of intellectual capital in increasing competitiveness and corporate value. The second assesses the role of 

good corporate governance and capital structure as a determinant of the risk of financial distress.  

According to Kliestik et al (2020) bankruptcy risk occurs when a company is not serious about 

implementing GCG and has inadequate debt control. 

 

Literature review 

 

During the Covid-19 pandemic, many companies experienced distress, which was marked by failure to 

fulfil their financial obligations (Nurcahyono et al., 2021). Financial distress is an indicator that can be 

used to assess bankruptcy risk, characterized by poor monetary conditions and continuous decline in 

performance for three consecutive periods. According to Altman (1968), one of the criteria for bankruptcy 

of a company is financial distress. A study by Liu et al (2021) on the Shanghai Stock Exchange explains 

that companies with negative returns or net asset market values lower than the nominal value of their 

shares for two consecutive years are categorized as companies in the handling process. In this condition, 

the Shanghai Stock Exchange labels "ST" before the stock code, and when it continues in the third year, 

it is labelled "*ST", hence, all stakeholders should be prepared for the possibility of the company imminent 

delisting. Study Merton (1974), financial distress is a poor economic situation that causes companies to 

violate stakeholder contracts, potentially leading to bankruptcy. 

It is also a negative signal for creditors and investors because the possibility of losing their assets 

is very high. This necessitates the relevance of the determinants and factors that can detect financial 

distress for the management and creditors  to mitigate the effect adequately . Management of intangible 

assets in the form of intellectual capital is a solution for companies because they can improve financial 



N. Nurcahyono, et al. /Contaduría y Administración 70 (1), 2025, 97-121 
http://dx.doi.org/10.22201/fca.24488410e.2025.5169 

 
 

101 
 

performance and company value (Sánchez et al., 2013). Good corporate governance is the primary 

indicator for assessing a company, while the adequate implementation of GCG will prevent the occurrence 

of prolonged financial distress (Ayunitha et al., 2020). In addition, the company capital structure is used 

to assess the leverage behaviour in facing monetary difficulties caused by high costs (Munchen, 2022). 

The distress can also be analyzed using various financial ratios available in the company. For example, 

(Albuquerque et al., 2019) use the ratio of earnings before tax (EBITDA) and interest payments to value 

companies. Companies with an EBITDA value lower than one are defined as experiencing financial 

distress. The study Thu et al (2018) found that the probability of default indicates that the company cannot 

pay its debts.  

 

Intellectual capital 

 

According to Sardo et al (2018), Intellectual Capital is an intangible asset that has a significant role in 

efforts to maintain financial stability. Companies that manage their intangible assets are better than those 

exploiting fixed investments. Since the economic crisis of 2000 and 2008, organizations have begun to 

focus on developing and optimizing intellectual capital (Nawaz & Ohlrogge, 2022). Companies that 

improve IC can strengthen internal success factors, contributing to aggregate innovation, performance, 

and competitiveness (Fitzgerald & Kang, 2022; Khalique et al., 2018). Study Xu & Liu (2020) stated that 

IC is a strategic resource and an opportunity for competitive advantage by meeting market needs and 

seizing opportunities, serving as a tool to maintain a competitive advantage (Aryani & Prabowo, 2011). 

The study by Dumay & Guthrie (2017) and Sugiyanto & Febrianti (2021) stated that corporate value that 

can be formed from IC is obtained from five perspectives, namely finance, performance, customer 

orientation, business processes, growth prospects, and focus on employees.  

IC optimization is part of a shift in management strategy that exploits fixed and intangible assets. 

According to Meo et al (2017), it significantly contributes, to meeting needs, cost efficiency, and 

improving financial status. Study Boubaker et al (2020) defined IC as a scarce resource optimized to create 

a competitive advantage using human, structural, and relational perspectives. Human Capital refers to 

employees’ knowledge, skills, and experience at work. Structural finance focuses on efficiency, 

specifically the use of resources and costs. Relational capital aims to develop relationships in markets and 

foster good stakeholder relationships. Finally, bankruptcy can be prevented by optimizing IC and 

managing resources  for a competitive advantage. 

H1: Optimal intellectual capital in reducing the risk of financial distress. 
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Capital structure 

 

The capital structure shows the actual value of the company and the funding component obtained from 

equity and debt (Brigham & Houston, 2021). According to Riahi-Belkaoui (1999), capital structure 

indicates the balance between equity and nature with a combination of all debt, enabling companies to 

have high corporate value. Determining the optimal capital structure is an essential financial policy of 

management because it emphasizes a combination of debt and equity according to the nature of the 

industry. Selecting of a policy  to improve the  capital structure will impact the company financial balance. 

A capital structure  dominated by debt has a higher risk of bankruptcy because it has the potential for non-

performing financing to default (Cohen et al., 2014). This necessitates the need to determine the optimal 

capital structure. According to Ghazali et al (2015), in determining the capital structure, management must 

refer to the trade-off theory Miller (1977) and Modigliani & Miller (1963), pecking order law (Myers & 

Majluf, 1984). 

The trade-off theory states that high debt tends to increase the risk of experiencing financial 

distress due to high interest payments. This can lead to financial distress costs, including bankruptcy and 

agency costs arising from  losing of the company's credibility (Miller, 1977). Furthermore, high debt levels 

can also offer tax-saving advantages, per this theory. The pecking order theory expresses management 

with a low-risk preference, where the company will prioritize funding from internal sources; when 

insufficient, a debt policy is considered (Ermawati et al., 2023). According to Chou et al (2010), this 

theory cannot be applied to companies under pressure because they will use debt to maintain leverage 

balance. Distressed organizations report losses, will not gain tax advantages, and usually have high 

transaction costs (Ghasemzadeh et al., 2021). 

H2: Capital structure has a negative effect on financial distress. 

 

Good corporate governance 

 

Corporate governance indicates success Khalid et al (2020), while the decline in performance, according 

to Rahma et al (2022), was due to the failure to implement GCG. The study Shira (2022) also found that 

weak GCG caused bankruptcy in several countries, having the role of maintaining the survival of a 

depressed organization (Nurcahyono et al., 2023). Its implementation, accompanied by proper regulation 

and supervision, can prevent the company from potential bankruptcy (Z. Li et al., 2021). The GCG 

mechanism built by this study embodies board structure, size, and gender diversity. Board structure and 

size are success factors for organizations to avoid financial distress. Companies with many independent 

boards can control management's opportunistic behaviour to avoid business failure. An independent board 
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plays a role in safeguarding the company and shareholder’s interests, thereby reducing information 

asymmetry and agency costs (Chen et al., 2018). The large size of the board allows extensive oversight of 

the management performance. According to Andreou et al (2021), the control mechanism will be effective 

when the level of supervision is high, and there is an alignment of interests between the company and its 

stakeholders. Several studies Ali et al (2021) and Sun et al (2022) reported that gender diversity positively 

affects financial performance, thereby preventing companies from bankruptcy. Studies Ali et al (2021) 

and Teodósio et al (2022) stated that gender diversity can prevent bankruptcy and plays a role in balancing 

the behaviour of men and women, ensuring stable policies, specifically regarding  strategic decisions in 

maintaining business sustainability. 

H3a: The role of the audit committee is to reduce financial distress and agency costs. 

H3b: Bord size increases supervision, thereby reducing the potential for financial distress. 

H3c: Gender diversity plays a role in balancing the behaviour of men and women to avoid  

          financial distress. 

H3d: Corporate governance influences the company capital structure policy. 

 

Financial ratios 

 

Financial ratios are used to detect the current condition of the company. Various ratios reported annually 

are the basis for investors and creditors in making investment decisions (Sukesti et al., 2021). Profitability 

ratios measure the company’s achievements in the current year. Investors use return on assets to assess 

the company's effectiveness in using its assets. Organizations that can exploit their tangible and intangible 

assets will improve their financial performance (Citra et al., 2022; Ermawati et al., 2023). Return on equity 

shows the company's use of equity in generating profits. These financial ratios indicate the level of 

profitability obtained from the effective use of assets and equity in generating profits. Financial ratios are 

instruments used as an early warning system for management, investors and creditors to predict the 

company's condition in the future. They reflect the organisation's condition, providing confidence that the 

investment will provide a significant return (Mulyandani & Qintha, 2022). Management uses financial 

ratios as a basis for developing corporate strategy in order to improve performance (Munchen, 2022). 

H4a: Financial ratios are an early warning for companies with potential financial distress. 

H4b: The company’s financial ratios affect the capital structure. 
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Study methods 

 

Data  

 

To empirically prove the hypothesis proposed, data were collected from financial sector companies listed 

on IDX from 2012 to 2022. This study focused on the financial sector (banks and non-banks) because of 

their high risk of bankruptcy compared to other industries. According to (Covid 19 research Center, 2020) 

during the Covid-19 pandemic, industries that were affected most include transportation, finance, and 

mining. The financial industry  unique  regarding  characteristics, operations, and risks (Andreou et al., 

2021; Pham Vo Ninh et al., 2018). This stimulated the interest in investigating the financial industry, with  

880 samples, excluding 40 companies due to delisting during the observation period.  

 

Variable measures 

 

Measurement of company conditions (safe or distress zone) using the Z-score developed by Altman was 

measured by dummy one when the z-score was below 1.18 (distress zone) and 0 when the z-score was 

above 2.99 (safe zone) and 1.81 ≤ Z ≤ 2.99) (grey zone) (Khalid et al., 2020). The Z-score model of the 

Altman model has better accuracy than others because it specifically formulates scores for the financial 

industry. While other measurements do not discuss industry specifics but use the same score level, this 

causes the Altman Z-score to be superior (Isayas, 2021). Intellectual capital is measured using a 

measurement model that precisely differentiates human, structural and relational capital—referring to the 

study (2020) using maturity and cost of debt to quantify capital structure. Good corporate governance 

selects board size, independent commissioners, audit committee, and gender diversity. This variable was 

selected because it represented corporate governance in a company. Financial ratios use profitability as 

measured by NPM and ROE. The control variables include company size, current ratio, and return on 

assets. Previous studies often use this variable in measuring financial performance and distress (Koh et 

al., 2015; Tsoulouhas, 2021). Table 1 presents operational definitions and variable measurements. 

 

 

 

 

 

 



N. Nurcahyono, et al. /Contaduría y Administración 70 (1), 2025, 97-121 
http://dx.doi.org/10.22201/fca.24488410e.2025.5169 

 
 

105 
 

Table 1 

Variable Measurement 

Variable Notation Measures 

Financial distress FD 

The dummy variable taking value 1 if the Z-score is 

below 1.81 (distress zone) and 0 if it is above 2.99 (safe 

zone). 

Maturity MAT Ratio of long-term debt to total debt 

Cost of debt COST ratio of financial expenses to total debt 

Intellectual capital IC 
VAIC: the sum of human capital, structural capital and 

relational capital 

Firm Size FS Ln Assets 

Gender diversity GD 
Number of women directors as a percentage of total 

directors on the board 

Independent commissioner KI 
Number of independent commissioners of total 

commissioner on the board 

Audit Committees KA 
Number of audit committee of total commissioner on 

board 

Board Size BS Number of commissioners and directors on board 

Return on asset ROA EBIDA divided by total assets 

Return on equity ROE EBITDA divided by total equity 

Net profit margin NPM Net income devided by sales 

Current ratio CR Current assets divided by current liabilities 

 

In testing the hypothesis, a binary or logistic regression model was used because the dependent 

variable is dichotomous (binary) like other studies that have tested financial distress and bankruptcy risk 

(Bravo-Urquiza & Moreno-Ureba, 2021; Chen et al., 2018; Citterio & King, 2023; Miglani et al., 2015; 

Wu et al., 2022; Zhou et al., 2022). Compared to multiple linear regression, this method has advantages, 

which should meet the classical assumption requirements. This model does not require assumptions of 

normality and heteroscedasticity (Sekaran & Bougie, 2019). The binary regression model as a predictive 

tool is shown in the equation  

 

FDi,t = α + β1MATi,t + β2COSTi,t + β3ICIi,t + β3GDi,t + β4KIi,t + β5KAi,t + β6BSi,t + β7NPMi,t +             

β8ROEi,t + εi, 

(1) 

Variable definitions are explained in Table 1. We use control variables in the form of company 

size, current ratio and return on assets, the same as the study conducted by (Tsoulouhas, 2021). Equation 

(1) will empirically find evidence of whether intellectual capital and other variables can prevent 

companies from the risk of financial distress. 

The second objective of this paper is to find empirical evidence on the determinants of optimal 

capital structure (measured by maturity and cost of debt) if a company has optimized its intangible assets 

in the form of intellectual capital. The testing model used is multiple linear regression. This measurement 
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is used because the capital structure uses a ratio scale, not a binary scale. The equation used is shown 

below: 

 

MATi,t = α + β1ICIi,t + β2GDi,t + β3KIi,t + β4KAi,t + β5BSi,t + β6NPMi,t + εi,t      

(2) 

 

COSTi,t = α + y1MATi,t + β1ICIi,t + β2GDi,t + β3KIi,t + β4KAi,t + β5BSi,t + β6NPMi,t + εi,t  

(3) 

CS is a capital structure calculated with three stages. First, we find the maturity of each debt 

owned by the company, and second, we calculate the cost of the debt. Lastly, we regressed equation four 

with the regression results of equation two. In the second phase of our test, we controlled for the variable 

firm size, current ratio and return on assets and equity. 

 

Result and discussion 

 

Table 2 reported the Pearson correlation matrix used to identify a pairwise relationship between 

independent variables and multicollinearity problems. The correlation matrix showed that the correlation 

between variables did not exceed 0.9; hence, multicollinearity symptoms were not detected, and the data 

used was excellent and robust to test the hypothesis (Cooper et al., 2003). In addition, VIF is below 10, 

and tolerance is above 0.01, so  multicollinearity does not occur (Hair, 2010). A robustness check was 

used to assess the ability of the independent variable to predict the dependent (Hair, 2010). This study 

follows the guidelines provided by Hair (2010), stated that the robustness check in logistic regression can 

be assessed from the Hosmer and Lemeshow test, Cox and Snell R2, as well as Nagelkerke R2 whose 

function is the same as R2 in linear regression. The results showed a Hosmer and Lemeshow value of 

0.313 (>0.05), indicating a fit model without difference between the data. Cox and Snell R2 with 

Nagelkerke R2 showed values of 0.702 and 0.690, meaning the predictive ability was around 70%. 

Descriptive statistics was used to determine the helpful distribution for justifying the results. 

The financial distress (FD) variable has an average value of 0.800, indicating that 80% of the companies 

were experiencing monetary difficulties. Based on these data, 20% of companies in the grey and safe 

zones were not excluded, because of the opportunities for these organizations to risk default. The average 

company experiences financial distress due to decreased revenue and market value during the Covid-19 

pandemic. Debt control, as measured by Mat and Cost, has an average value of 2.720, and 0.119 is closer 

to the minimum, hence, the sample companies have a low debt ratio. 



N. Nurcahyono, et al. /Contaduría y Administración 70 (1), 2025, 97-121 
http://dx.doi.org/10.22201/fca.24488410e.2025.5169 

 
 

107 
 

Good corporate governance is proxied by gender diversity, independent commissioners, audit 

committees, and board sizes. In general, companies did not yet have a balanced gender proportion, of 

which men dominated most of the board, and only 20% were women. Then, independent commissioners, 

audit committees, and board size have an average value of 1.126, 1.06 and 0.149, indicating that the 

company has yet to maximise corporate governance with this variable proxy. Financial ratios using return 

on assets and equity, net profit margin and current ratio have an average value with a low ratio because 

activity constraints influence it due to Covid-19. Intellectual capital has an average value of 0.119, 

indicating that the sample companies have yet to make maximum use of it in create a competitive 

advantage.
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Table 2 

Correlation Matrix and Descriptive Statistics 

  FD Mat Cost VAIC Ln_Asset GD KI KA BS ROA ROE NPM CR 

FD 1             

MAT -0.003 1            

COST -0.218 0.147 1           

IC -0.101 0.041 0.084 1          

FS -0.378 -0.077 0.18 0.058 1         

GD -0.295 0.097 0.158 -0.033 0.119 1        

KI 0.393 -0.012 -0.067 -0.274 -0.258 -0.071 1       

KA -0.405 -0.029 -0.016 -0.229 0.084 -0.162 0.032 1      

BS -0.103 0.035 0.070 0.292 0.206 0.069 -0.184 -0.075 1     

ROA -0.199 -0.164 -0.187 0.136 0.233 -0.023 -0.113 0.011 0.112 1    

ROE 0.079 0.241 0.366 -0.046 -0.125 0.006 0.048 -0.025 -0.056 -0.774 1   

NPM 0.040 -0.194 -0.132 -0.035 0.014 -0.093 0.050 0.041 -0.052 0.174 -0.330 1  

CR -0.206 -0.002 -0.022 0.113 -0.216 -0.259 -0.152 0.269 0.174 -0.017 0.162 -0.080 1 

Obs 880 880 880 880 880 880 880 880 880 880 880 880 880 

Mean 0.800 2.720 0.119 3.554 18.666 0.536 2.954 3.540 0.443 1.337 3.576 2.734 1.818 

SD 0.400 2.298 0.532 7.558 3.901 0.229 1.126 1.06 0.149 5.469 15.678 21.795 2.345 

Min 0.000 -1.610 -0.65 0.400 9.200 0.120 2.000 1.000 0.300 -34.27 -94.01 -84.92 -0.880 

Max 1.000 6.600 4.210 56.27 29.07 2.500 6.000 8.000 0.780 25.87 36.50 269.8 8.310 

VIF 1.671 4.252 1.566 0.546 1.125 6.206 5.038 2.028 2.056 3.740 1.049 2.029 0.759 

Tolerance 0.077 0.237 0.192 0.076 0.442 0.135 0.400 0.822 0.232 0.168 0.223 0.111 0.183 

Hosmer 

&Lemeshow 
0.313             

Cox & Snell R2 0.702             

Nagelkerke R2 0.690             
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Table 3 

Logistic regression analysis results 

P-value: *<0,01%, **<0.05%, ***<0.1% 

 

The logistic regression results in Table 3 show the analysis using the logistic regression model, 

indicating the influence of intellectual capital, monetary structure, good corporate governance, financial 

ratios, and control variables on the risk of distress. 

Table 3 shows that bankruptcy risk can decrease significantly when the company effectively 

maximises intellectual capital. The capital structure assessed by maturity can prevent a company from 

financial distress, but it differs from the capital structure assessed by cost. Good corporate governance by 

using board size, audit committee, and gender diversity can prevent companies from the risk of financial 

distress. Profitability and leverage financial ratios can be an early warning system in detecting the distress 

risk. 

The control variable firm size, was not able to be a predictor for financial distress, nor was the 

independent commissioner. Several studies have shown that an independent commissioner oversees 

business operations as a whole, indicating that the optimal use will prevent the risk of financial distress. 

However, more independent commissioners may need help coordinating when supervising and making 

Variable Expected sign FD 

Mat H- 
-0.428** 

(0.043) 

Cost + 
-1.102* 

(0.008) 

VAIC - 
-0.109* 

(0.001) 

Asset - 
-0.012 

(0.824) 

GD - 
1.960*** 

(0.069) 

KI + 
1.094 

(0.299) 

KA - 
-0.077** 

(0.049) 

BS - 
-10.682*** 

(0.084) 

ROA - 
-0.031** 

(0.048) 

ROE - 
-0.049** 

(0.073) 

NPM + 
0.029 

(0.302) 

CR - 
-0.518* 

(0.000) 

LEV + 
0.377*** 

(0.067) 
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decisions to mitigate the risk of distress. Financial ratios in the form of current ratios and returns on assets 

can prevent distress, making them more liquid and highly profitability. 

This study was consistent with several previous reports where financial distress will decrease in 

competitive advantage through intellectual capital (A. H. Nguyen & Doan, 2020). The intellectual 

effectiveness of capital can create innovation and increase the company’s resilience from shocks (Dumay 

& Guthrie, 2017). The capital structure,  dominated by debt, increases the risk of financial distress (Sardo 

et al., 2018). A capital structure with a high level of debt can cause default, potentially causing financial 

distress and the risk of business liquidation (Albuquerque et al., 2019). Good corporate governance with 

audit committees that can carry out their duties effectively and comprehensively will reduce the risk of 

financial distress (Dianova & Nahumury, 2019). These results were consistent with Sardo et al (2018), 

who found a negative relationship between the audit committee and financial distress. Similarly, the larger 

the board size, the easier it will be to realize corporate governance (Zhou et al., 2022). 

The gender diversity of board members or company leadership can minimize the risk of financial 

distress. The study Pelaez-Verdet & Loscertales-Sanchez (2021) and Rahman & Ying (2020) reported 

that a more significant proportion of women as board members will reduce the risk of financial difficulties. 

Women tend to think carefully and have a lower risk preference than men (Sun et al., 2022). Table 4 

shows the results of the empirical testing of equations (2) and (3). The panel data regression results showed 

the influence of intellectual capital, good corporate governance, financial ratios, and control variables on 

corporate debt policy using debt maturity (column 1) and debt costs (column 2). 

Based on Table 4 in column 1 (MAT), the maturing debt policy is influenced positively by 

intellectual capital. Companies that can manage their intellectual capital well and efficiently will always 

consider the maturity of debt and its costs. The closer the maturity is, the smaller the company risk, 

compared to long-term debt, which should have a high risk of default. The financing component with high 

debt costs will encourage effective management to get a return that exceeds the mortgage cost. Companies 

with competitive advantages will always choose debt settlement and avoid significant risks due to 

mortgage financing (Crespí-Cladera et al., 2021). Gender diversity helped determine the capital structure 

and was significantly related to MAT and COST. Companies having a female composition as board 

members have lower MAT and COST. 
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Table 4 

The relationship between good corporate governance and financial ratios on corporate capital structure 

decisions 

Variable Expected sign Mat Expected sign Cost 

Mat  

 
- 

-0.008 

(0.036)** 

Cost - 
-0.228***  

 (0.061) 

VAIC + 
0.046** 

+ 
0.005*** 

(0.088) (0.097) 

Asset + 
0.088*** 

+ 
-0.028** 

(0.072) (0.002) 

GD - 
0.022** 

- 
-0.213** 

(0.015) (0.028) 

KI - 
-0.196 

- 
-0.076*** 

(0.058)*** (0.067) 

KA - 
0.484** 

- 
0.021** 

(0.048) (0.057) 

BS - 
0.012*** 

- 
0.765 

(0.068) (0.065)*** 

ROA - 
-4.606*** 

- 
-0.007** 

(0.065) (0.021) 

ROE - 
0.036** 

- 
-0.004*** 

(0.019) (0.075) 

NPM - 
-0.02* 

+ 
0.002*** 

(0.000) (0.092) 

CR + 
0.015** 

- 
0.222* 

(0.021) (0.003) 

P-value: *<0,01%, **<0.05%, ***<0.1% 

 

These results were in line with the study conducted by García & Herrero (2021) reported that 

women have a higher scepticism, with clear supervision, reduce agency costs, and avoid significant risks 

due to strategic policies taken by companies. The audit committee and independent commissioners have 

significant influence over MAT and COST. The audit committee that oversees debt policy will encourage 

companies to select a capital structure with a low maturity level and cost of debt. However, in contrast to 

the Independent commissioners, through empirical results, the board of commissioners preferred high 

levels of MAT and COST. This was because many companies have proposed mortgage relaxation after 

the pandemic and significantly increased the amount of debt. The financial ratios variables ROA, ROE, 

NPM, and CR were the basis for determining a company's debt policy. Companies with high profitability 

selected a conservative debt policy and  used their capital as shares for their business operations. 
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Discussion 

 

Intellectual capital 

 

Intellectual capital is all knowledge embedded in organizations  used to create competitive advantage 

(Susanti et al., 2020). IC, consisting of three components, can empirically improve the company’s 

innovation performance, thereby minimizing the risk of bankruptcy. The results showed that intellectual 

capital reduced the risk of financial distress by increasing the company performance (Abdullah & Sofian, 

2012; Kalkan et al., 2014). IC was also one of the essential components in a company that increased the 

credibility and legibility of financial statements. Measurement of intellectual capital can encourage the 

achievement of company goals both on an intra and extra-organizational scale. Optimization of intellectual 

capital reflects the efficiency of resource allocation, minimizes organizational costs and provides actual 

information used to predict future growth and the company blueprint. Financial distress has a significant 

economic impact on  employees, creditors, and investors (Susanti et al., 2020). 

These results correlated with the study conducted by Sardo et al (2018), which reported that 

intellectual capital could  reduce the risk of financial distress. IC encouraged companies to improve their 

financial performance by creating innovation and competitive advantage (H. T. Nguyen et al., 2022). 

Other studies also showed that intellectual capital increases a company competitive advantage (Ashraf, 

2021; Ermawati et al., 2023; Fizabaniyah et al., 2023). High-performance companies can create good 

finances (non-distress) and reduce the cost of capital. Intellectual capital indicates competent, 

independent, and capable managers, which is human capital and increases company profits.  

 

Capital structure 

 

Based on these results, capital structure, as measured by maturity and debt cost, negatively affects 

financial distress. Therefore, the longer the debt repayment term  the higher the cost, with a high risk of 

bankruptcy. Companies with high debt ratios have a high risk of bankruptcy when they cannot properly 

to manage the cost of debt (Deliana et al., 2022; Hartanto et al., 2023). A high debt ratio indicates that the 

company has an enormous mortgage burden, reducing the ability to finance operations. Besides that, when 

the company has a high leverage value but uses the debt for its operational activities, such as paying for 

expenses, buying assets, and remitting past dues, it can avoid financial distress. Companies with high debt  

impact the risk of more significant loss opportunities because the obligation to pay interest will reduce the 

net profit (Lian, 2017). 
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Good corporate governance 

 

Based on empirical results, good corporate governance played a significant role in financial distress. 

Companies that can streamline the role of GCG tend to reduce the risk of financial distress and minimize 

agency conflict (Muzdalifah, 2021; Prihanto, 2020). GCG's role was to increase management's 

transparency and accountability through oversight of all company operations to avoid adverse selection 

and moral hazard, and to detect fraud early. Therefore, it can prevent the company from financial distress 

or even bankruptcy. The empirical results were proven by Table 3, which stated that gender diversity, 

independent commissioners, audit committees, and board size have a negative effect on the risk of 

financial distress. Gender diversity and its impact on companies are  still debated among academics and 

practitioners. However, regulations in Indonesia seem to agree with the gender theory and diversity among 

the board members. The presence of women on the board can enhance managerial oversight, thereby 

reducing agency conflicts (Fizabaniyah et al., 2023; García & Herrero, 2021). The heterogeneity of board 

members can encourage effective oversight and reduce information asymmetry (Gong et al., 2022). 

Likewise, the company debt policy is heavily influenced by information asymmetry (Okafor et al., 2021; 

Tinoco & Wilson, 2013). Women have better risk preferences than men, specifically in avoiding 

significant risks (Habib et al., 2020). The diversity of boards encouraged using  short-term debt and low 

capital costs (Z. Li et al., 2021; Lian, 2017; Roth et al., 2002). Independent commissioners, audit 

committees, and board size were components of GCG widely used to determine how effective companies 

carry out the level of supervision.  

 

Financial ratios 

 

Financial ratios were one of the instruments management used in making strategic decisions. The financial 

ratios supported the previous hypothesis, which can predict current and future economic and business 

activities (Fizabaniyah et al., 2023; Z. Li et al., 2021). Ratio analysis obtained from various financial 

information in the annual report enabled users to detect financial distress. The purpose of ratio analysis 

was to obtain financial ratios, providing information about future events, and for distress models or 

bankruptcy prediction (Dinh et al., 2021; Liang et al., 2020b; Pham Vo Ninh et al., 2018; Zhou et al., 

2022). Financial ratios can also assess the capital structure management selects in the business activities. 
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Conclusion 

 

This study extends previous research by examining the role of intellectual capital on financial distress risk 

and company capital structure decisions. We conducted a bankruptcy risk analysis through financial 

distress signals in financial sector companies in recent years. Companies that optimally utilize intellectual 

property in their business activities will continue to produce innovations that will improve financial 

performance, reducing the risk of financial distress. Companies also need to be aware of the risk of default 

through maturity and cost of debt; if not managed properly, it will burden the company, reducing its profit 

level. Furthermore, the company will avoid bankruptcy risk if it has a good growth trend which is reflected 

in the value of the company. This can be achieved with good corporate governance. Finally, financial 

ratios can be an early warning system that stakeholders can use to be aware of the various risks the 

company will face. 
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