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Introduction

A company's need of capital could be obtained
from the options of internal or external
tunding source. When the need of eapical
exceeds the intermal funding source amount,
the better option would be to use external
funding, A manager would arentively decide
on capital scructare in order for the company
to have a persistent competitiveness [Komara,
Hartoyo, & Andad, 2016). Capital structure
considers the proportion of debe and cquity of
a company, 1n order to fulfill external funding
nezeds, a manaper and the stockholder @huld
decide on debt-equity issue. A decision of an
optinutl capital structure s crucial for e
Uﬁiﬁtl:nci m‘j FC]’FUI.']HH“L"E '.’1'. W UU“I'J’HH}'

(Fhrhardt & Brigham, 201 1:328).

Theoretically, 1 company tends to choose
internal funding over external funding. In
contrast, when a company choose to use
external funding, the owner of the cnmp'm;
would most hlaclj choose debe over issuing
shares. When issuing shares, the ownership of
the company would be shared with the other
nesw stockholders, In the other hand, when
manager choose to use exicrnal funding, he or
she would choose to issue shaves rather than
debt, in order toavoid wark pressure in relanon
to debt repayment (Oor, 2000; Gathopo &
Ragui, 2014).

A manager holds an important rok in making a
deeision for the company's eapital structure —
whether it i& by issuing shares or debts. In cases
where rr.lmgr:rlml\ awns i small percentage
af the Lmnp.;m' ownership, they tend 1o use
the company's benefir for thar own personal
profit. Such situation is called as a managerial
upportunism. In the agency theory, a situanon
in which a conflier ocenrs herween the
stockholders and the manager is called as moral
hazard {Ooi, 2000). The problem of
manmaperial opportunism is nombly related
with the managerial system in a4 property
COATIPRT

The manager has a long perod time to manage
investments in property projects, while the
return from the projects is not able (o be
achieved in a short tme, The bigger scale of
project development, the longer time of the
investment will be. A manager has a lor of
chance due to lus suthority to use the
company's fund for personal use, in order to
create an image in fronr of the public,
particukirly norelagon o fumds from dewn
pn}'n'luﬂl‘s four dﬂvc]upuﬂ T J‘lu\-‘ulnping
pProjects,

Additionally, the authority of outside
blockholder in the company's ownership
structure indicates individual (notatfiliaed w
the manager} or institution (including
insurance compainy and foundarion) that pwns
2 share above 3%, The role of an outside
blockholder is to supervise and conrtrol
unoptimal managers activity (Kararti, 2014,
With the large porton of ownership, outside
blockhalder owns the incendye in investment
decision making, incentive in company's
capital structure decision making, and contorol
over costs spent by the manager (Ooi, 2000).

The existence of outside blockholder
influence reduction of a manager’s persomal
usage of company’s funding, so the agency
cost could be redoced. In general, ourside
blockhalder prefers to use debt as a funding
option in order to keep the shares. In contrast,
weonpany sercls 4 bad sigoal to investors when
tssuing shares, because it would be seemed that
the caompany is in need of funding, thereforeit
could reduce the walue of companyv. The
previous shareholder would be aggravated
with the new sharcholder ownership. Outside
Blockholder would oy o prorect their own
importance by controlling managers whe tuke
partin the ownership of company. They would
make sure that manager does not do negative
actions such as making investmerns thar infliet
loss o the owner and sharehalder of company
or using profic of company for the maniger's
clncerns
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Previous researchers have shown examples of
a manager's action that leads 1o their personal
mterest, Managers who have espenence of
investment would cire only for bis own benefic
and would not consider benefit that the
sharcholders desire (Gathogo & Raguoi, 20145
Ghouma, 2017). A manager's discretion in
reporting the financial information would
cause the manager to use his own judgment
whien the conpuny faces @ loss from debs, Also,
the manager could manpulate inenme and
ecxpense of the company while investmenc
tikes place (Kieschnik and Urcan, 2006;
Stepanor & Suvaroy, 2009, Some corporite
tinancil scandals are related © manigerial
uppertunistic incentives resulting from
excessive capital expenditures, firm distress
sign, financizl leverge dan free cash flow (Fet,
2015),

The financial structure of a company shows
the existence of Free Cash Flow [FCE) carned
after being used as capital or asset investment.
FCF would define cash pasition available for
shareholder (Rosdini, 2003), Funding throush
debt pliys an imporwant tole in limiting
managedal opportunism, especially when a
company has 2 big FOT Bigeer deln would
raise o chance of bankruptey and job loss for
the manager, therefore would motvate the
mangper to reduce consumpnon as well as o
raise efficiency Rahayvu, 2005), Oloi (2000) and
brions, Vasilion, & Necksmich (2007) also
idenmifies thie bod stock marker condidon and
a eompanys characteristics are influental
fuctors wowards compam's capital structure.
Conditon in stock market would encounter
long-term and shorr-term changes thar mighe
influznce an opnmal companycapital strucrere
(Rahimiad, Tasman, & Melda, 201 5).

Thetelore, 1 terms of issuing and sclling
secufity, a company has to adapt situation of
stock marker. Meanwhile, the characteristic of
a4 company 1n its nature would reflece
fundamenta]l condition of the company
(Eriotis et al, 2007}, A conditon that conflices
herween 4 company's internal and external
scope, espectally @ company in the property
sector, dependson the company's firm size and
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free eash flow: Purthermaore, it will carry an
impact towards the decision of capital
structure

According to the trade-off theory, the
different views of manager towanls choosing
capital structure is to optimize capil structare
in tmes when the benefit from debr and cost
of debris balanced (Mutamimah & Rira, 2009).
Asvimmerrical informaion ocours between the
managet and the investor. The manager has
more information regarding funding decision
than the investor, refers toa funding decision
that is preferred by the manager and investor.
Theretore, it develops according to the
pecking order theory. Brealey, Myers, &
Marcus (2008: 25} stated pecking order theory
is a company prefers intermal funding, for
funds are collected without showing neganve
signals that could reduce stack price. 1f @
company is forced o use extermal Funding, the
aprions are either we use debr or woissue equity
as their last option,

This contradiction ereates an opening for this
research to observe the influence of
managerial opportunism, outside
blockholders, swck marker condition, amd a
company's characterisde a8 a control vatiable,
towards the deciston of eapmal srruerare
decision, especially on property sector
registered in the Indonesia Stock Bxchange
(I¥X). Each property sector has their own
uniquencss corresponding w their sub-sector
{residential, commercial, industrial ectate)
which will be evaluated according o the
fundamental condioons.

Cuprateri Niruciure

Capitl structure is the judgment comparing
amount of debt and amount of cquity owned
by a company. In fulfilling the capital need, a
C"I'I'IPEI.H‘_E !'li'lﬁ fhl‘.’ l]|—.'|.'jﬂl'| tor use inff'l'l'l'fll
funding through equiry. Thus wwhen & company
uses external funding, it has the option o use
cither debr o shares issue (Huang and Vu Thi,
2003), Accarding to Gitman & Zurter (200 5:
B4, eapital strucrure is 1 merge of debr and
eguity owned by a company. The company
which choose debt as a source of fund would
get the benefit of tax shield and as 2 result
wiould raise it profin
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However, the company 1s obliged to pay cost
of debt, which is expense interest. Capital
ohtaned through ssuing shares could be used
Ly the company only i i debe has surpasses
the received benefit or when the company’s
operating income is considered insufficient o
fund the company. However, the opton of
funding through ssuing share s not preferred
by company owners since an issuing fee would
e chargel,

Akbor and Bickpe (2004) stated that capizal
siructure is a combination of long-rerm debt
and equity. 1t is mportant o realize that a good
combination would produce an optimal capical
siructure in celadon we the source of fund
{Bayunitri, 20015}, An optimal capital strucrure
15 a condition in which a company 15 able
combine debt and equity ideally by balancing
the value of company and the cost of capiral
(Firnant, 2011). Selection of internal and
extenl funding would have adifferent impact
towards the profit earned by the company,
External funding would reduce company
profit because the company would have o pay
elebt, although e the same ume the ax would
be reduced. (n the other hiand, external
funding would nor reduce tax pavment
(Sutrisne, 200: 3073,

Capital scructure @licy of a company involves
the existence ofuade-ofl between obtained
nisk and return. Trade-off theory explains the
relavon beoween ms, Damkropoy osk, and
usage of debt caused by capital structure
decision taken by a company (Bresley et al,
2008; 25), The optimal level of debr could be
obtained by balancing berween the benefir of
interest pavment and cost of debt utihzatdon
(Jahanzeb, Rebhman, Bajuri, Karami, &
Ahmadimousagbad, 2014), The use of debr
would oaly increase the value of the compaay
to a certin point and beyond that points, it
would decrease ity amount. Improving the
benefits of debi, however, 15 not comparable
to the eostof bankrupey and agency problem,
The returning point is called optinwl eapiral
srructure that shows an optimal amount of
cebt {Kodrar 8 Herdinaea, 2009: 113),

Sheikh & Wanp (2010 stated thar wade-off

theory is cxl'}ccr{:d to be used in choasing a

capital structure to maximize value of a

corpany with the keast cost, The flaw of this

theory is that it is unable to precisely decide the
optimal eapital strucrure. However, some
pointsare to be rrken into notice:

a. A company with a higher asset value would
have 2 big probability of Enancial distress
which lesds w use of delw,

b, Fised assers, intangible assets, and the
chance fora company to grow would reduce
in value when a financial distress occurs, A
company with this kind of asset would want
to make asmall number of debt,

. A company obliged w pay & high amount of
tax should preferably vse delst compared
with & company cbliged 10 pay a low
amount of tax.

Fven though a rade-off theory madel might
loek logeal, empirically the supporting proofs
ars not strong enough, This Bt shows deat
there arc factors mot vet considered in the
model (Atmaga, 2008: 2600 thar require further
observation,

Peekenig Order Dheory

Pecking order theory stated that a company has

eertain choices in mmf@eing capital for s

funding (Ativer, 2012). Pecling order theory

shows that a company prefers internal source
of fund rather than external source. Given
that, when @ company needs exteraal source of
fund, the manager would wnd w choose

securities such as debt (Sudana, 2011 156,

The argument of pecking order theory 15

asymmetrical information that creates a

hierarchy on cost of external funding (Tong &

Circen, 20005,

As Pmdicrud by the Fu:cking arder rhur:r}'_
external funding is the final option for a
company (Bistrova, Lace, & Peleckiene, 2011},
Amanager tends 1o issue shares when rhe share
s overvalued, and tend o ssue debt when the
debr iz overvalued (Sudana, 2011: 152). The
weakness of pecking order theory is that it pues
aside ageney 1ssoe that could possibly surface
when a company uses debr in its capital
structure,
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One interpal souree of company fund is free
cash flow (TCT), which s a position in which
cashis eruly available tor the stockholder of the
company (Rosdini, 2005), Damodaran
(201 5:312 also stated thar PCE is a cash Aow
available for the investor after the ealculation
of wx payment and invesrment needs. FCF
could also be used as discretionary such as
acguisition, credit payment, and payment to
stockholder, Wit @ bigger smount of FCF
owned, a ::nrnpan_v"l.: well I:wing 18
demonstrated becanse it has the sutficient cash
in swore for the company's growth, debe
repayment, and dividend payour (Rosdini,
2005}, The manager would put an effort in
utilizing FCF for the importance of
reinvestment. The purpose is to raise the
company's productivity which would raise the
porental of company growth iSvafi'i2011).

Apency Theary

The positicn ol a manager in the ageney thecry
explains the contractual relationship berween
the owner as the principal who pives the
authority, and the manager as the agent of the
company who submits w the authority. The
owner implicitly agree to pive such financial
privileges (“linancial carros™) 1o their manager
(Diom, 2016), This velationship is in the form
of cooperative contract. Agency theory
assumcs that cach individual issolely moovamwed
bw his own motives, which creates a conflice
between the interest of 4 prncipal and an
ageni, Such conflice is caused by a separation
between ownership and management of the
company. In its development, agency theory is
divicled into two courses:

1. Positive Theory of Ageney, which focuses
on the dentification of situation when
stackholder and manager as the agent
clashes, yer the government regulation that
limits sel-saving force actwithin the agent
Principal Agent Literature, which focuses
om thiprinmal contract berwdh the atritude
and the result emphasized n the
refationship between stockholder and agent
{Jensen and Meckling, 1976),

¥}
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Aceording to Eisenhard (198Y) apeney theory

isbased upon 3 (three) assumprions:

a. Assumptionof human behavior
Assumption of human behavior
emphasize that human has the nature of
self-interest, bounded ratonality, and risk
AVETSIOn.

b, Organizatonal assumption
Orranizational assumption reveals the
conflice between grganizatdon members,
uses efficiency as the criteria of
productivity, and conduct the existence of
Asvmmerric Information (A1)} berween
principaland agent.

¢, Assumptionol Information,
Assumptivn of informadon states that
information 15 viewed as a tradable
commedity,

Jensen and Meckling (1976) différentiate
asymmetric information into two: adverse
selection sl morl haeard. Firsdy, adverse
selecuon is condition where the prinaple is
umalile to perceive whether the decision made
by the agentis accurarely based upon ohrained
information oras a negligence of duty. On the
other hand, moral hazard 1s the problem rased
when theapent fails to carry out things thar bas
been agreed upon an employment contracet.

Manaperrad Onportmaism & Outride Biockbolders

A manager could do action that dees not
benefit the company a5 a whole or even
disadvinsigeous on e looger wrm, Granod
that, shaveholders as the fund and Faciliey
provider, has the concern of securing the fund
and facility used in the operaton of the
company, because they are concerned abour
the secunty of the funds wwested into the
Company, An apportanistc ace by a manager
to use the company's fund for his persenal uge
according to the number of sharcs the
mankger owned is called managerial
opportunism. It is a situanon where the
manager 15 also a sharcholder of the company
{Christianan & Tarigan, 2007),
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Purthermore, when the manager concurrendy
is the owner offhe company, there would be
no chince for the manager to act
oppurtunisucally, IF the manuger does, he or
shewould also bear the consequence of loss or
even bankruptey. The policy of manager
ewrnership aims to give the manager to be
involved with the ownership of shares,
alipning the manaper on the same position 43
the sharcholders, who owes the comgzny,

On the other side. ownership of shares above
8% from a personal (not affiliated o the
manager) and institution {including
urganizaton and lnsorance Company) is called
as outside blockholders, In a company, their
main role e to monitor and watch over the
company, as well as 1o prevent the manager's
action that might bring loss to the company
(Asmawari & Amanah, 2013). When a
company has owsside blockholders in s
vwnership organization, conirol and
supervision over the performance of the
manager could be racked well (Dewi, 2008),
Institutional ownership holds the biggest
shareholder, making it & good means to
monitor the management (Machmud &
Dijakman, 2008), for the chamctetisic of the
company indicates the fundamental condidon
of the company (Erots etal, 2007),

Ooi (2001 explained the character of a
company 1s indicated through free cash tlow,
i burdin, targer debe rudo, defaulo dsk, and
firm size that are used as the contral variable,
In orther words, the variable is creaed o he
constant 1n order for the free varable 1o be
unrestraned from other undesired wariables in
the research. Trade of theory states that targer
oprimel debt ratio could be osed by the
eompany to eongider the balanee between ot
and benchr of using debts. The amount of
gross income earned by the company
decreases after debt inrerest. and rtherefore
recuces the amount @ company’s debt. Un
the other side, when a company uses debe, the
risk of bankruprcy escalates. The size of the
eompany would alss ease the company's seeess
to debt when the company size is smaller, their
access rewards debr is also smaller,

Managerial Opporenizy, Ontstde Blockboiders,
Yeneks Merless Condivion againgt Capital Ktrmtire
I Degrsiun

Manggerid opportunisim is indicated thooagh
the percentage of managerial ownership:
Accordingfo Antari d Dana (2013), an
incressing number of shires owned by the
manager through managenal ownership would
motivate the performance of the managrement,
because the manager believes that be or she
plays animpaortant role in the company both n
decisiorfliaking and responsibility, The system
applicd by the manager would affeer o the
company’s performance, as the decision on
funding is affected by the manageriil
ownership of shares,

In a research by Christiawan and Tarigan
(2007) it is shown that 2 mansper who is
concurrently a sharcholder would he maore
sareful in mking debt policy because the
nrareger would nor want e company o get
face Anancial crsis or even bankruprey. Both
problems would be disadvantageous for the
manager’s positinn. However, Coi (2000 and
Dewata, Sasn, & Fithn (2016) stated that a
manager who owns a company's shares woulkd
prefer wr make debt than issuing shares, 17
share owning manager choose to issue share as
a source of fund, then he wall risk the
ownership ot the company to be shared with
the public. Such condirion would direet a
manages to preter using debt.

This fact does not agree with a research by
Larasati (201 1), in which shareholding does not
significantly affect eapital serueture given that
the manager's position 15 not to make deasion
even though he or she s a sharcholder. This 15
due w the amount of shares owned by the
manager tan't ct_amr.mfﬂhil: with the shares
cowned by outside blockholders, which ¢xceed
3%, Therefore, the funding decision does not
rely upon the manager's decision. A company
with outside blockholders will boost
survelllance control towards the manuger's
performance (Dewi, 2011), When the
rvanership of outside hlockholders increase,
the use of debr in 2 company's financial
structure would also increase [Kamaliah &
Syafieri, 201 0; Larasad, 201 1),
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Qutside blockholders prefer to keep the shares
to themeelves, leaning them tawards the cholce
ot funeling through debt. Such condinon
would drive the manager w swep up their
performance in order to aveid inability o pay
off debis, Dewara et al (20161 showed that
outside blockholders have a significant effect
on capital steucture, A higher number of
outside blockholder would reduce the usage of
debt, singe o company who chooses 1o ke
debt has the chance of payment failore which
leads to bankruptey. Such sk causes outside
biockholders to agree on issuing shares rather
thandehts.

Other external factor includes stock market
condition, which significantly affect the
decision on capital structure, When the bearish
stock marketr, through asymmetrical
information indicared by IDX Composite, is
showinga rise in the share price of a company,
saidd connpany stads o gain more profic by
itsuing shares. Moreover, asymmetrical
information arises when & manager has a
relevant information regarding funding
decisions, while the stockholders has no such
tntformation (Sujana, 2010), When
asymmetrical information owned by a
eompany reduces, it shows a good senal for
potendal investors, and thus encourages the
company totake the chance toissue shares.

O the other hand, tree cash flow, tas burden,
target debt madn, defaule tisk, and frm siee i
vsed as controlling varables to fundamentally
describe the pedformance ind characreristic of
acompany (Ool, 2000), When a manageris able
to muke a decision on capital co@@ctly, a bigger
free cask flow would be created. Free cash flow
is defined @5 0 company's income after being
usod g r.'sspl and investment. Faigal (2004}
shows how frec cash flow is significant in a
@:mpany's capital structure decision;: a
company with greater free eash flow has a
higher tendencey to use debt. The use of debe
could suppress asymmerric information,
pushing the manager 1o use free cash flow o
Py For company actvities which does nor
benetie the company and stockholder,
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Comparatively, another view states that a
manager's hehavior is monitared when
investing through debt, so the free cash How
will not be wasted for unprafitable investmens
(Wa, 2004; Astud & Nurlaelasan, 2013;
Rahman & Triani, 2014}, In the cont=@y. Ooi
(2000) srated that free cash flow has no
significant effect wwards capital structure in
Property Company listed in the Indoncsia
Stock Bachange, Tis amount docs not affect
the funding decision both for the impormanec
of the manager or the company owner, Witha
higher tax ser by the pavernment, the company
ate benefited when using debt (Ehrhandt &
Brigham, 2011:73),

Iransyah and Dann (2013} displays thoe tas
burden has significant effect towards capital
structure dedsion, vet when the company taxis
grear, a company would tend to issuc shares
and pot receive any tax benetic from debt In
another tesearch by Widayano, Triayati, aned
Abundant (2016), 1t is stated that tmx burden is
insignificant towards capital structore
decision. Corresponding to the trade-off
theory, a company dares not 1o ke a higher
risk by funding its activines by making higher
debt in urder e obiain lighter s from inerest
enpense. A manager i required to fake int
consideration the balanee between bankruprey
cost and the obrained tax saving. Also, a
company would tend to use debt over shares
1ssue when its position is above target debt
ravio, Because when the amoone of deln 18
measured with target debt eatio, it would
significantly affect the company's capital
structuredecision (Do, 20000,

FFarthermore, the nsk and the size of the
company would also affect m the dedsion
(Pusgpida & Budiyanto, 2013; Febradinatn &
Fachruzzaman, 20135: Pertiwi & Artini, 2014
Wohome, Memba & Mutari, 2015}, A
company is in 4 higher risk of debr payment
fallure when w has a hgher debt level In such
condition, the company would avoid
additional delar in i funding, In contrast, risk
secker profiled investor huas less interest on
low-risk companies and is more interested 10
high risking companics — in accordance o the
assumption of high-risk high return (Sefrianne
& Hundayan, 2011},
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Finally, bigeer company would also tend to use
clebt, because small companics have less access
towvards rhe debt murkes (O, 200U) Although
this may be mue, Liv and Ning (2009) staes
that Airm size has no agnificant cffect toward

capital structure. However, pecking order

theory states that bath bigger and smaller
companies prefer internal funding compared
to the external one, This goes in line with the
statement by Fiman (2011),

Research Methodology

Capital srructure decision becomes the
dependent varable that indicates the decision
of eompanies in search of operational fund
through isswng debt or long-term debst (bank
debr and or issuing bond). Independent
variahles include managerial opportunism
(MGT), outside blockholders (INST), stock
marker conditnon (MKT}, and company
characternsoc,

Table 1,
Formodi ore Lurdicator

A manager's opportunistic behavior is
measured by the percentige manager's
{director and commissioner) share ownership,
Owrside blockbolders wre the amount of shares
by the manager's non-affiliates and institutions
above 5%. Stock market coendition is
interpreted as the risk that tlustrates the
condition in which shert-term and long-teem
change occurs, s well as impactful towards the
et copnomy condiion (Raluoiat e al,
20115

The characteristic of the company i the
control virghle that defines the fundamental
concition of the company, 1t is measured
through the indicators of Free Cash Flow, Tax
Burden, Target Debt Ravo, Default Risk, Firm
Size (Oat, 20000, Free Cash Flow (FCEF) is
lntcrptcttd as the flow obtaned by the
company after the operational cost is reduced,
asshownin Tahle 1,

Tredieator

Fowrmiala

Dependent variable

Capital scructure decision
Independent variable
Managerial opperiunism
MGT)

Dluside blockholders (INST)

Market condition
MK

Free Cash Flow to Total
Asser (FCE)

Tax burden (TAX)
Targetr deberano (TTIR)

Default Risk (RSK)
Firm size (524LE)

| =shares and 0 = debre

the percentage nfmaﬂag[:r's {director and commissioner) share
awnership

the amount of shares by manager’s non-affliates and instoetions
above 5%

Indesnesia Stock Index (THSG)Y from vear 2000-2006

(Earning before interest and tax — tax from EBIT - fized asset
expenditure — changes in nev working capital + non-cash) /
Total asset

Tax Payvment for the Preceding Year/ Book Value of Toul
Dhsser

Debt o Equity Ratio / Average Debr to Equity Rarioy.
Beta/ (1 + (1 - tax) x Debr to BEquity Ratio

Log Total Assct

Yenrrwe oo (PR 721 Clod {20000
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The sampling method wsed 15 through
Burposive sampling in property secctor
companies listed 0 the Indonesian Stock
Exchange, The critena of sawmples are as
tollows: the yeardly report in the researeh period
has 1o be completely available as well as the
managers and outside hlockholders’ share
ownership percentage information. Data
sampling was taken through Bloombery with
advance rescarch, Afterwards, logie regression
technique is opplied to analyse the data,
processed with [BM-5PPS 21, with the
following rescarch modek

Logit (p) = f, + g MGT+ 1 INST + 4,
MKT + g FCF + 8. TAX + fls
TDR + f,. RSK + 4, SZE
(h

Hypathesis.

Managerial opportunism, outside
blockholdlers, stoch @arker conditions and
control variables of company charactenisncs
influznce the capital structure decisions of
property sectorcompanies listed on the 1D

Results and Discussion

The sampling of the financial repore of
property companies vear 2000 — 2016 10 1DDX
show that 25 eompanies fulfill the erireria of
purposive samphing, Among the wtal of 107
data, 21 daw chose to use deln and 16 ochers
chose funding throogh share issue, Data
discretion are shown in Table 2.

Tahle 2.
[anzalile fJﬁ.n"ng',‘-‘}f{'ﬂ.r.r

Capital structure decision of acompany usesa
dummy variable, in which more COImpRY
decided o use debt over share ssue. Orher
indicators are counted according tw the
formula explained above. The average share
ownership by managers is at 1.72% and
500.53% at maximum (Rist Bintang Mahkota
Sejaty, Thk.). The averdge amount of the share
owned by ourside blockholders is at 63.15%
amd P8.64% ar maximum (Phza Indonesia
Rc‘.sj.h‘:\" rl'h]c,]_ The econdinton of the stock
market shows the average [DX Composite of

241.54. The result of the test s displayed in
Tahle 3.

The logisdc regression model thar comies ow

with the data analysis above is:

Logit{py= 4786 + 11.955 MGT + 1.356
INST = 0,001 MEKT + 4913 FCF -
22322 TAN +0.(47 TR+ 1.0Y96
RISK =04525711

Heosmer and Lemeshow Test Goodness of Tt
Test are applied to the model, resulting in the
number (L6153 = 0,05, The logistic regression
model becomes accepuable because of the
fiting @hta. Logisuc regressff] coctficient
value determination, according o the
Mazelkerke R Square value of (0.265, shows
thae the independent variable can demonserate
26.5% apainst the dependent vanable,

Variahle Minimum  Maximum Mean Sid.dev
D-E Choice (Y} 1] 1 A5 23580
Managerial Opportunism (MGT) 000 5053 0172 L5749
Chatside Blockhalder (INST) 2425 R4 6315 904
Stock Market Condition (MKT) 416.3210 5296.7110  4241.5367 1147.0569
Free Cash Flow (FCEF) - 504 2027 736 AB70
Fax Burden {Tﬂﬂq D114 RELIER 192 01
Tarzer Debr Rano (TDR? -1.8217 BU8TAA 1.7054 8.6423
Default Risk (RISK) - 1560 l.a364 6209 3541
Firm Size (SZE) 111045 134634 12,4963 L6060
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Table 3.

Begrerseon Lagit Oerifud
Predict B Stdeerror f - Wald’s N2 df o o d::-m'in)
Inrercept 4.786 8.553 315 1 0575 119853
MGT 114955 5951 0.293 1 (L0435 155561.312%+
INST 1.356 2506 0.785 1 {.588 3881
MIET -0.001 0000 0315 1 0,011 0. 9599+
FCF 4913 5.545 1.415 1 0.376 136042
TAX ~22322 18.767 1178 1 .234 (W
TDR 0.047 0,083 518 1 {1,584 1.048
RISK L% 1.010 0,300 1 0.278 2592
SEAE -1),452 0,628 0. 444 1 0472 (1,636
Nagelkerke B Square (1265
Haosmer and Lemeshow (k613
Omnibus Test (1025

=* p-value 5%,

The significance value of omnibus reseis (L025
< .05, as adding the inrh:-pr_-ndr_'m variable
would give an impact towards the ftting
model. The result of logistic regression test
shows that managerial opportunism and stock
market condition compellingly affect the
capinl strucrure decision in property company
with thffp-value of (045 < (105 and 0.011 <
(.05, While the variahle of ourside
blockholders, free cash flow, rax burden,
clefaule risk, rarget debt rado, and firm sixe is
not significantly affective towards the capical
structure decision with = (0003 p-value,

i
In ‘T'_Lp = f2agh4, 7RG + 11,955 MGT) = 92.28%

=
In $-P = Exp (4786 0,001 MET) = 62,74%

The probability of companes 1o have an
eipportunistic manager who chooses to issue
shares ic 92.28%, while the chance of using
debt is 7.72%. The equaton of the second
probability shows thar when the stock marker
is bearish, the company would end o make
debt with the chance of H2.74%, and would
otherwise issue share with the chance of
17.26%.

Through dara tracing, it is shown thar sisceen
[roperty companies Lisred in Indanesia Stock
Exchange (1DX) chose ro issue stock, while the
rate of mansgerial ownership is ler at 1,72%,
With @ higher percentage of stock ownership
by the company manager, the decision of
capital strucrure rends o issue stock than o
use debt. Manager tends 1o issue stock when
their control over comipany is not strict. This is
because stock issues have a diluted effect on
their voting rights. The downside of the
decision of adding cash from new stock is the
gh cost of nuing stuck and the further
divided ownership of stock by new
stockholders. Perhaps manapers need w
consider between the cost of issuing new stock
and the cost of debr which is followed by the
default risk,

This is contrary o Ool's (2000) research that
managers prefer making debrs rather than
stock issuance. When companies choose to add
more fund through debt, the prohahility of
managers using his or her company’s cash for
personal gain is reduced. This will resulr in a
hizher pressure on managers to pecform better
i ander o pay the company debi. This s in
accordance with the research of Christiawan
and Tarigan (2007} whieh stated thar managers
do not wish financial difficultdes or even
bankruptey on their company when usingdebt.

Juesal
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Bankrupteyis disadvantageous to them bothas
a manager and stockholder. This is proven by
the low number of property companies in
[ndumesia that issue bonds (Suryowsa, 2016).
Acguining debt from banks is an alwernare
strategy which managers choose from issuing
bonds beeause properny companies’ income is
dependent on projects sill in - development.
Companies which need to pay bond coupons
periodically andl the due dae increse mone
financial burden o the general performance of
the company. Not to mengon, the company
incomes are not yet sufficient to pay those
couponsand thus affect the whole company.

Reviewed from the property sub-sectar, there
are four companies which have o porton in
managzflal stock ownership above average —
three of them are focused on housing
developments. Building projecrs and house
sales acquire their cash flow from booking fees
skl down pavimenes Thisse paviments are o fien
paid gradually in eash and is later continued
with housing mortgage, The down payment
pericd is rather extensive and varies depending
on the house building process. Therefore
mamagers have a higher chance to use collected
cash for their pessonal pain In operational
acrifffies, such situarion ean also oceur throush
coopdftion with contractors such as
manipulating building materials input,
B :ulating a cheffper construcfn cost, adding
construction activities shopping items,
compiling a cost sheer withouwr correcting the
gueantity of unexecuted work (I<undalichyan &
Grrigrveva, 20163,

Srock marker condiions have a significantly
negative umpact towards capital structure
decision, The autlook un the capitl marker's
stdde shows that bearigh stock market
encouragss managers to make capital structure
decision towards debt, On the conttary, a
manager's aet o sste stock sends a false signal
to ovestors becavse 1t seemed that thar
companics are lacking in cash (Sedianingriss,
2010y, Therefore, even in bemrish stock market
ecomdition, property companies sall choose to
use debt as a source of fresh fund so that
investors do not pive a bad review to the
company's performance,

Jural
T | Massjemens Telnologi
Vol 15 | MaT | 2009

Research from Ool (20000 stares that bearish
stiock market is indicared by a high 1DX
composite, it will be used by companies as an
opportunity o issue stock Purther, the effect
of defaulerisk, tarpet debt ratio, tax burden and
firm size is proven not significant for capital
structure decisions: Managers as the decision
muker of capital structure tend w ignore the
level of default risk and tarpet debtratio owned
by the company, as long as the decision is in
thoir favour Thig 15 not in line with the
research of Wahome, Memba & Muoturl (2015)
which states that a higher company's: risk
menns it has a higher rate of debt vsage, which
in turn causes a higher mte of default payment.
On the contrary, Ooi (20009 finds companics
with high tarpet debe ratio are inclined to avoid
the use of debt to maintain an optmum rate of
capatal structure,

Widayann, Triarvati and Abundanti (2016) also
expiess thal companies are unwilling o tike
the nisk of over excessive debt o fund thar
activity. This is done in arder w retrench their
tax due to interest. Managers have a lot w©
consider and they try to keep the balanee
between cost of bankruptey and tax saving
which could be gained. Leveryge can increase
company value as well as to reduce mx. If
companies do not wish to ase debt but are
profiting well at the same ome, they are
recuired to pay a higher tix and will not be
benefiting from a tax reduction. This research
stutes thut tas burden does non bhave any offea
towards capital structure decision, The
amant of tis tobe paid by the company s not
the only consideration for managers o decide
funding. Property tax 15 more relared o the
valueof the objecr being sold, and 15 therefore
Burdened on the consumer as Valoe Added
Taxanon (VAT) and Lusury Goods T,

Morerver, managets might mike mistakes by
igmoring the sum of assets their companies
own, which will weaken thewr performance.
Ohoi {20000 stated that the bigeer size of a

company is, the chince to acquire debt for a

capital requirement is higher, inwhich ease the
company might benefit from the use of debn
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However, this research shows that firm size
daes not have a significant effect: the number
of asses owned by a company does npot
influence capitil soructare decision, The
existence of outside blockholders does nor
have any significant effeet towards the capital
strructure decision of property companies as
studied by Ooi (2000). The average percentagre
of ownership of owside blockhelders on
property companics listed m TDX shows ahagh
rate of 63.15% Amrmg 107 mrnPJm:, only 46
represents an outside blockholders percentage
that is below the average. It means thar the
portion of outside blockholders does nior
affect capital structure decision made by the
manager, Ourside blockholders' role in
monitoring and supervising manaper's dction
does not affect the manager in making
decisions, such as an opportunist manager who
tries to skipa few preparations from cash flow
projection and project profit forecast. They
make the wrong decisions in investing
eompany eash flow, therefore negadvely
impact the future company profit. Managers
can even mask a bad performance throwgh
profit manipulanon, which jusifies further
that outside blockholders do not affect
managers' decision,

This research also provesfhat free eash flow
docs not significanty affect the capital
structure decision of property companies
listed in [0XX, Jensen (1980) states that funding,
through debi is onewmong the many metods
for ereditors to monitor company activities
and limit management’s expenditure, Thus,
managers would commit to pay debt and limie
eash outtlow. As a result, manapers can aveid
the misuse of free cash flow Addinonally,
another possibility is thar anagers cin use cash
forr [sur-a'nnnl gnin h}' .l'.hm'ing dividend, since
thev alsc have company shares.

Likewise, §e last possibility is for managers
try raising their image by cffering
megaprojects o the public. Whereas property
companies with sizenble free cash flow can use
it firstly 0 pay off debr before investing
(Maloney, MeCormick, & Miwhell 1993; Stulz
1990).

The high proportion of debtin a company will
result in a higher interest ought to be paid.
Companies should be able to dimimsh the nsk
ol bunkrupecy by using free eash flow w pay
off company debr (Syafifi; 2011). Fel (2015)
also stared that financial scandals by managers
through financial mansgement activities such
as ncome smoothing activitics are difficult o
detect and it consequently impact the amount
of free cash ow,

Conclusion

The capial structure decisions of property
companics listed un the Indonesia Stock
Exchange (IDX) are influenced by managerial
opportunism and stock market conditon,
while the outside blockholders and company
characteristics as control varahble arc not
influcatial. Property companics tend to 15sue
shires i s capital strocture decisicn because
the rate of stock ownership by a manager is
considerably low, Conflice as a1 result of
managerial ownership will create a gap in
management. Big property company may be
managed by professionals who might have a
small amount of stock in the company, On the
eonteary, smaller propaety company muy be
run by the managers themselves,

@heicfore, big properry cffnpanies bave an
elevated risk of having opportumstic
mianagers, The implicadon of this research is
for company owners to choose a manager who
aets for the good of all partes involved and not
for the managert's interest. To better sustain the
growth of property companies, itis favourable
that those in the posidon of managers who
double s stockholders w nor mke acrions
disadvantageons to other stocidholders. Stable
corporae governance will helpmanagers o act
professionally and in turn accomplish the goal
to raise company value. Trust relationships are
very impeortant in this process.
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