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ABSTRACT
This study is designed based on problems related to debt policy. The debt policy in every
company has a direct effect on the financial position. The use of debt that which too high
provides great risk, but if the companies are able to manage debt properly; then the use of
debt shall increase profits for shareholders. The purpose of this study was to determine and
analyze the effects of managerial ownership, institutional ownership, free cash flow, assets
structure, and dividend policy on companies indexed LQ-45 wich listed on the Indonesia
Stock Exchange. The sampling technique of this study is purposive sampling which produced
85 observations. This study uses secondary data in the form of annual reports. The tool of
analysis of this study is multiple regression with support of statistical package for social
scientists (SPSS) software. The results show that: (1) managerial ownership has no effect on
debt policy; (2) institutional ownership has a negative effect on debt policy; (3) free cash
flow has a negative effect on debt policy; (4) assets structure has a negative effect on debt
policy and (5) dividend policy has no effect on debt policy.
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1. INTRODUCTION

The development of the economic condition of the business world, both large and
small companies are currently experiencing increasingly rapid and sharp competition. These
conditions are challenges and opportunities for companies to develop their business in the
global market. But on its way, the business world experienced various obstacles, which is
problem of funding. Corporate funding decisions are important decisions which considering
the right capital structure and also relate to their survival later. In the increasingly fierce
competition in the business world, every company is able to increase profits and value of the
company in public. In managing its financial functions, one element to consider is how much
the company is able to meet the funding needs that will be used to operate and develop its
business. These funds can be obtained from various sources, namely internal funds and
external funds. Internal company funds are funds that can be obtained from within the
company or funds that are self-generated by the company such as current income, retained
earnings, and share capital, while external funds are funds sourced from outside the company,
such as debt, meaning long-term debt and debt short-term (Akbar and Ruzikna, 2016).

This study uses companies indexed in LQ-45 Index wich listed on the Indonesia Stock
Exchange (IDX) on period of 2014 till 2018. The LQ-45 Index Company is chosen because it
is seen from the funding problems within the company. Funding of the companies causes the
market capitalization of 45 shares that are the most liquid and have a large capitalization
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value. This is because the LQ-45 index company uses 45 shares selected based on stock
trading liquidity and adjusted to certain criteria. So that researchers are interested in
researching in the LQ-45 Index company.

2. LITERATURE REVIEWS

Agency theory. Agency theory called the principalas shareholders and what is meant
by the agent is the management that manages the company. In financial management, the
company's main goal is to maximize shareholder wealth. On this reason, managers appointed
by shareholders must act in the interests of shareholders. Agency theory initially began to
develop in the 1960s, at which time the main emphasis of economists was to explore the
distribution of risk among (risk sharing) a number of individuals or groups with an interest in
economic activity. The problem that arises in the distribution of risk is the difference in
attitude over risk itself from a number of interested parties. This happens because the main
concept from this perspective views the organization asnexus of contract (Jensen and
Meckling, 1976). The contract in question is a contract that occurs between the company's
investors (principals) and company managers (agents). This studies of Jensen and Meckling
(1976), Watts and Zimmerman (1990) and Setiana and Sibagariang (2013) states that the
financial statements prepared with accounting numbers are expected to minimize conflicts
between the parties concerned. On financial informations reported by agents as performance
accountability then principals assess, measure and monitor the extent to which agents work to
improve their welfare and as a basis for compensating agents. Another cause of conflict
between managers and shareholders is funding decisions. Shareholders only care about the
systematic risk of company shares because they invest in a well diversified portfolio.
However, managers in contrast are more concerned with overall corporate risk.

Owner structure. According to Sugiarto (2009), ownership structure is a comparison
of the number of shares owned by investors, or in other words the ownership structure is the
proportion of institutional ownership and managerial ownership in the ownership of company
shares.

Managerial ownership. Managerial ownership is the percentage of share ownership
by management that actively participates in corporate decision making (such as Directors and
Commissioners). In other words, managerial ownership is a situation where the manager
owns the company's shares or managers as well as the company's shareholders. Managers
have a tendency to use high debt not on the basis of maximizing the value of the company but
in their opportunistic interests. This can be seen through the selection of high-risk projects.
This will cause an increase in the company's interest expense because the risk of bankruptcy
is higher which resulting in higher debt agency costs. Increasing agency costs will affect the
decline in value of the company (Setiana and Sibagariang, 2013). According to Wahidahwati
(2002), this agency problem occurs when the proportion of managers' ownership of company
shares is less than 100%, so managers tend to act to pursue their own interests and are not
based on maximizing value in funding decisions. Managerial ownership is interesting if it is
related to agency theory. In framework of agency theory, the relationship between managers
and shareholders is described as the relationship between agents and principals. Agents are
mandated by the principal to conduct business in the interests of the principal. Managers as
agents and shareholders as principals.

Institusional ownership. According to Anggraini (2011), institutional ownership is
ownership of shares of companies which are majority owned by institutions or institutions
(such as insurance companies, banks, investment companies, asset management and other
institutional ownership). According to Surya and Rahayuningsih (2012), an institution can
have a majority share because the institution has more resources than other shareholders who
are generally individuals. High institutional ownership will cause management to be careful
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in using debt because if debt is used to finance high-risk projects, it can cause shareholders to
sell their shares. According Crutchley and Hansen (1989), institutional ownership can also
reduce agency costs, because with effective monitoring by institutional parties, debt usage
decreases. Indahningrum and Handayani (2009) state that institutional ownership has a direct
influence on the prediction of a company's debt policy. The higher the institutional
ownership, the higher the company's debt policy.

Free cash flow. Free cash flow is the excess cash needed to fund all projects that have
a positive net present value. This free cash flow can cause conflicts of interest between
managers and shareholders. Management usually prefers to reinvest this fund in projects that
can generate profits because this alternative will increase the incentives it receives. On the
other hand, shareholders expect the remaining funds to be distributed so that it will improve
the welfare of shareholdersto (Jensen, 1986).

Assets structure. Asset structure is determining the amount of allocation for each
component of assets, both current assets and fixed assets (Syamsuddin, 2009). The
composition of tangible fixed assets of a large number of companies will have the
opportunity to get additional capital with debt, because fixed assets can be used as collateral
to get debt (Sitanggang, 2013). The higher the structure of the company's assets shows the
higher ability of the company to be able to guarantee the long-term debt that is borrowed.

Dividend policy. According to Rozeff (1982), dividend payments are part of
monitoring company activities by the head of management as an agent. Companies will tend
to pay higher dividends if management has a lower proportion of shares.

Debt policy. According to Setiana and Sibagariang (2013), the company's debt policy
is a policy taken by management to obtain funding sources (funds) from third parties to
finance the company's operational activities. This is closely related to the capital structure
chosen by the company. Capital structure is the balance between foreign capital or debt with
own capital. The company owner prefers the company to use debt at a certain level so that the
expectations of the company owner can be achieved. In addition, the behavior of company
managers and commissioners can also be controlled. The debt policy is also a company
policy to utilize external funding facilities. Debt is all companies obligations to other parties
that have not been fulfilled, where this debt is a source of funds or company capital that
comes from creditors (Setiana and Sibagariang, 2013).

3. RESEARCH METHOD

Data. The type of data used in this study is sourced from financial statements (annual
reports) company publications LQ-45 Index listed on the Indonesia Stock Exchange
consisting of statements of financial position, income statements, and notes to the annual LQ-
45 reports on period of 2014 till 2018. Data collection techniques used in this study are
carried out in the following ways:

1. Documentation, namely the collection of data available on the object of research, in this
case the company's annual financial statement documents listed on period 2014 to 2018 in
Indonesia Stock Exchange (or BEI).

2. Literature studies are carried out to complement the data obtained from previous research.
Additional data obtained from textbooks, scientific journals, results of previous studies
and other scientific works that are relevant to the problem to be examined.

Sample. The sampling used in this study is probability sampling with sampling
techniques using purposive sampling where the determination of the sample is based on
certain criteria. The number of samples in this study consisted of 85 observation companies
from LQ 45 companies listed on the Indonesia Stock Exchange.

Method of analysis. Based on the hypothesis in this study, the data analysis method
used is quantitative analysis. Quantitative analysis is a measurement used in research with a
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certain number of units or expressed in numbers. This analysis includes data processing,
organizing data and finding the results of data testing conducted in this study is to use
multiple linear regression models.
Measurement of variables

Managerial ownership. Managerial ownership is the level of management share
ownership that actively participates in decision making, for example directors and
commissioners (Wahidahwati, 2002). The formula of managerial ownership is:

MOWN = Total management share X 100%
Total share

Institutional ownership. Institutional ownership is the percentage of share ownership
by institutional investors such as investment companies, banks, insurance companies and
ownership of institutions and other companies. Institutional ownership has an important role
in the company because it can control management with more optimal supervision
(Indahningrum and Handayani, 2009). Institutional ownership is formulated as follows:

IOWN = Total institutional share X 100%
Total share

Free cash flow. Free cash flow is cash flow that describes how much cash can be
generated by the company after spending some money to maintain and develop its assets.
Following Guinan (2010), the free cash flow is calculated formula as follows:

Operation cash flow — Capital expenditure
Total assets

FCF

The formula for calculating or getting the value of capital expenditure, namely: (1) value of
changes in assets (total previous assets minus total current assets); (2) value of change in
liabilities (total previous liabilities minus total current liabilities); and (3) value of capital
expenditure (value of changes in assets minus value of changes in liabilities).

Assets structure. Asset structure is the determination of how much the allocation of
funds for each component of assets, both in fixed assets and current assets (Syamsuddin,
2009). The structure of assets is formulated as follows:

Fixed asset
AST = Total assets X 100%

Dividend policy. Dividend policy is a decision whether profits derived by a company
will be distributed to shareholders in the form of dividends or will be maintained to increase
capital (Atmaja, 2008). Dividend policy measurement is carried out using the following
formula:

Dividend per share
Earnings per share

DPR

Debt policy. Debt policy is any type of debt created or created by a company, both
long-term and long-term debt (Nasser, 2008). Debt policy is measured by the ratio of debt to
assets (DAR), which is a comparison between total long-term debt and total assets. DAR can
be formulated as follows:
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4.

4.1.

DAR = Total liabilities X 100%
Total assets
RESULTS AND DISCUSSIONS
Results

Hypothesis testing in this study was carried out by multiple linear regression analysis.

Multiple linear regression analysis is used to examine the effect of ownership structure, free
cash flow, asset structure, and dividend policy on debt policy. Table 1 presents the
resultsmultiple linear regression analysis as follows:

Table 4.1. Result of multiple linier regression

Dependend Variable Independend Variable B t Sig.
Managerial ownership (X1) 1.579  0.494  0.623
Institutional ownership (X2) -0.450 -2.339 0.022
Debt Policy Free cash flow (X3) -0.861 -4.448 0.000
Assets structure (X4) -0.626 -5.906 0.000
Dividend policy (X5) 0.033 0.540 0.591
Constant : 1.058
R . 0.826
R Square : 0.683
Adjust. R Squared : 0.663
F . 34.032
Sig. F :0.000
N . 85

Source: dataset processed, 2020

Table 4.1 shows that the effects of managerial ownership, institutional ownership, free

cash flow, asset structure, and dividend policy on debt policy can be made in following
equation:

Y =1,058+1.579X1-0,450X2 — 0,861X3 — 0,626X4 + 0,033X5 + e

This equation can be explained as follows:

1.

The value of the constant (a) i1s 1.058. That is, if managerial ownership, institutional
ownership, the free cash flow, assets structure and dividend policy are 0, then the debt
policy is positive at 1.058.

The managerial ownership variable has a positive directional regression coefficient of
1.579. this illustrates that if the managerial ownership variable is 1 percent, the debt
policy has a positive value of 1.579 assuming the other independent variables are
considered constant. The t value of 0.494 with a significance of 0.623 whose value is
greater than the significance level (o) = 5% or 0.05. These results indicate that managerial
ownership partially has no effect on the debt policy. Thus H1 was rejected.

The institutional ownership variable has a negative directional regression coefficient of -
0,450. This illustrates that if there is an increase in the institutional ownership variable by
1 percent, the debt policy will decrease by -0,450 assuming the other independent
variables are considered constant. The tvalue of 2.3339 with a significance of 0.022
whose value is smaller than the level of significance (o) = 5% or 0.05. These results
indicate that partial institutional ownership has a negative effect on the debt policy. Thus
H2 is accepted.

The free cash flow variable has a negative directional regression coefficient of -0.861. It
illustrates that if the increase in the free cash flow variable is 1 percent, the debt policy
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will decrease by -0,861 assuming the other independent variables are considered constant.
The t value of -4,448 with a significance of 0,000 whose value is smaller than the level of
significance (&) = 5% or 0.05. These results indicate that some of the free cash flow has a
negative effect on debt policy. Thus H3 is accepted.

5. The assets structure variable has a negative directional regression coefficient of -0.662.
This illustrates that if there is an increase in the assets structure variable by 1 percent, the
debt policy will decrease by -0,626 assuming the other independent variables are
considered constant. The t value of -5,906 with a significance of 0,000 whose value is
smaller than the level of significance (o) = 5% or 0.05. These results indicate that the
assets structure partially has a negative effect on the debt policy. Thus H4 is accepted.

6. Dividend policy variable have a positive directional regression coefficient that is equal to
0.033. It illustrates that if the dividend policy variable is 1 percent, then the debt policy
has a positive value of 0.033 assuming the other independent variables are considered
constant. The t value of 0.540 with a significance of 0.591 whose value is greater than the
significance level (a) = 5% or 0.05. These results indicate that the dividend policy
partially has no effect on the debt policy. Thus HS is rejected.

4.2.  Discussions

The effect of management ownership on debt policy. The result of this study
indicates managerial ownership has no effect on debt policy which means that managerial
ownership is not an aspect affecting debt policy. Managerial ownership measures do not
guarantee changes in debt policy. This study is in line with research conducted by Mardiyati
et al., (2018) which states that size of managerial shareholding does not affect debt policy.

The effect of institutional ownership on debt policy. The result of this study
indicates that institutional ownership has a negative effect on debt policy which means
greater institutional ownership can reduce debt policy in companies. This study is in line with
study of Warapsari and Suaryana (2016) which state that increased share ownership by
institutions can offset the need for debt, and Nafisaet et al. (2016) which state that increasing
percentage of share ownership by an institution will reduce the company's debt policy.

The effect of free cash flow on debt policy. The result of this study indicates that
free cash flow has a negative effect on debt policy which means that the higher the free cash
flow then lower the debt policy. This study in line with Putri and Nasir (2006) which states
that after a crisis, managers try to improve company stability by using free cash flow to pay
off debt, because too high debt increases the risk of bankruptcy. Debt reduction is expected to
benefit from investment and the company's operations in the following year are not only used
to pay debts but can also be used for re-investment purposes.

The effect of assets structure on debt policy. The result of this study indicates that
assets structure has a negative effect on debt policy which means that higher the level of
assets structure of a company will reduced debt usage. This study in line with Sinaga (2017)
which states that the assets structure negatively affects the debt policy because the company
has larger current assets to fund the company's operations.

The effect of dividend policy on debt policy. The result of this study indicates that
dividend policy does not affect debt policy. This means that dividend policy cannot be a
factor in determining debt policy. High dividend policy does not necessarily have an impact
on corporate debt policy. This study in line with Djabid (2009) which states that the
insignificant research results can be another factor that affects it for example the company
applies a stable dividend distribution policy where the company continues to pay dividends
even though the company loses or has debt. Dividend policy does not affect debt policy
because investors and creditors tend have more attention to level of company profits which
comes from its stock price rather than decision on dividend distribution.
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S. CONCLUSION

This study concludes that: (1) managerial ownership has no effect on debt policy as
managerial ownership measures does not guarantee changes in debt policy; (2) institutional
ownership has a negative effect on debt policy as greater the institutional ownership tend
lowering debt usage in the company; (3) free cash flow has a negative effect on debt policy as
higher the free cash flow then lower the debt usage; (4) assets structure has a negative effect
on debt policy as higher level of asset structure of a company will decrease debt usage; and
(5) dividend policy has no effect on debt policy as this policy is an insignificant factor for
determining debt policy. Considering the limitations, then this study suggests that the next
studies expand the object of research, adding the scope of the number of samples to obtain
more explanation over the condition of debt policy. This study also suggests that further
studies to develop other independent variables to explain the behavior of company debt
policies, such as profitability, investment opportunity sets or other non-financial variables.
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