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Abstract. This research is to recognize the factors supporting the 

property and real estate company in determining the capital structure 

composition. The population of this research is all the property and real 

estate company listed on the Indonesia Stock Exchange 2013 to 2018. 

There are 48 companies listed until 2019. The data analysis employs a 

stratum test. The results of this research are the company’s performance, 

profitability influencing the capital structure, growth that does not 

influence the capital structure, nondebt tax shield influencing capital 

structure, and liquidity does not influence capital structure. In the 

company’s risk, the collateral value of assets influences capital structure; 

on the other hand, the business risk does not influence the capital structure. 

In the company’s characteristics, company size does not influence the 

capital structure. 
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1 Introduction 

Indonesia has the largest population, ranked fourth after the United States, but it is 

undeniable that the equal distribution of boarding access is not realized yet. According to 

the Indonesian Stock Exchange, a company that the business engages in the existing 

property is categorized in the real estate and property sector. The real estate industry is a 

property company engaging in providing procurement and land maturing for industrial 

businesses, including the tourism industry. Tight competition is seen from each property 

and real estate agency; according to the Indonesian Stock Exchange, in 2007, there are 38 

companies in the property and real estate, and it grows to 48 listed companies in 2018. 

The company’s financing source is split into two, internal and external sources. Internal 

financing source comes from saved profits and owner’s capital deposits. External financing 

source comes from investors, creditors, and company owners. The characteristics of the 

companies are measured by their sizes. The big company is easy to get financing from the 

lender because it is operational activity is running stable.  
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The property and real estate industry in 2018 has a Debt to Asset Ratio (DAR) trend 

increasing from 2013 to 2018. As seen in Figure 1, about DAR levels of the property and 

real estate company. 

 

Fig. 1. Debt to asset ratio 

 

Choosing the right financing influences the company's operational activity so it needs to 

be studied what factors supporting property and real estate companies in determining the 

capital structure composition. 

2 Supporting theory  

2.1 Capital structure theory 

Pecking order theory is an internal financing source order (saved profits) and external (new 

equity issuance). Pecking order theory states that companies prefer internal financing than 

external financing. But if the external financing is needed, the company will issue the most 

secure securities, such as bonds, and issuing stocks is the last step [1]. 

Trade-Off Theory is about the relationship between capital structure and the company 

value. The trade-off model assumes that the company capital structure is a result of a trade-

off from the benefits of tax by using debt with the cost that will arise as a consequence of 

using debt. It means that it balances the benefits and sacrifices as a consequence of using 

debt [2]. 

2.2 Capital structure  

Capital Structure is balancing or comparing the long term debts with the capital or equity 

[3]. Capital structure is long term permanent financing consolidation (proportion) of a 

company pointed by debt, preference stock equity and common stock [4]. The capital 

structure is the proportion between debt spending and owner’s equity in a company's 

financial structure. 

2.3 Company performance 

The company's performance shows the company's ability to produce profits or returns of 

the investment resources. Returns of capital investment are an important indicator of a 

company’s long term power [5]. 

Profitability is a company’s ability to produce profits in relation to the selling, total 

assets, or owner’s equity. Profitability is measured by ROA (Return of Investment) that is 

earning before tax divided by total assets. This formula is used because ROA is easy to be 
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understood. It is a measuring tool of management achievement which is sensitive to each 

influence of the company’s financial situation. This is needed because this research is 

related to the capital structure with the company’s financing. The formula is as follow : 

 

ROA = Net Income / Average Assets     (1) 

 

The changes are seen from the increasing of the company’s assets periodically [6]. If the 

growth is increasing high, the company’s value is better for the investors. The growth is 

measured by the following formula : 

 

Asset Growth = (Total Assett –Total Assett-1) /  Total Assett-1   (2) 

 

Non Debt Tax Shield is tax benefits a company received except debts. It is a tax 

deduction in fixed assets depreciation of a company [7]. Depreciation and amortization is 

the company’s cash-flow, because if the depreciation and amortization are higher, it can be 

used as capital to reduce the company’s tax. 

Liquidity shows the ability of a company to fulfill the short term obligation, such as 

paying off the short term of due date debt [8]. The higher this ratio, the higher the 

company’s affordability in paying off the debt. 

2.4 Company’s risk 

The company’s risk is the risk that arises because of the uncertainty of the future in running 

the company, for example, unsold and worn products, risk of mistake in the company’s 

accounting system, stock price fluctuations, etc [9]. The collateral value of the asset is the 

balancing of fixed assets and total assets [10]. Business risk is a risk faced by the company 

when running the operation of a company [11]. 

 

2.5 The characteristics of the company  

The characteristics of company are some inherent things to a company so that the company 

is recognizable by those things. 

The company’s size is measured by the value of the equity, the selling value, and the 

assets. A big company usually easily gets external funding. Besides, a big company has 

high bargaining power and has a big opportunity in winning the competition or surviving in 

the industry [12].  

2.6 The relation between concepts 

In this research, the company’s performance is measured by the profitability ratio, 

company’s growth, non debt tax shield and liquidity. 

The company’s profitability influences its capital structure. If the company has high 

profitability, the company will use debt lower or the other way around. It is able to reduce 

the capital structure, in the form of debt. This statement is in line with the pecking order 

theory, which states that manager in taking financing decision is likely to use internal 

financing first (saved profits) instead of external financing (debt). It is supported that the 

profitability is influenced by the capital structure [13, 14]. Seftianne and Handayani [15] 

that state that profitability is not influenced the capital structure. 

A company that has high growth is reflected through the high profitability. It makes the 

outsiders especially lenders to trust the company , and it is easy for the company to lend 
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money. The high growth company in organizing the capital structure tends to use external 

financing. The company’s growth influences significantly toward capital structure [15]. 

A company that has non debt tax shield usually has low debt level. The reason is that 

the depreciation load can be used as substitution of tax field that comes from the interest of 

debt load, so that the company does not need to use a lot of debts as the debt shield. Non 

debt tax shield does not influence toward capital structure [16], but according to Ozkan [17] 

non debt tax shield significantly influences the capital structure.  

The high level of liquidity of a company shows that the company produces cash flow to 

fulfill the activity with the current assets. However, if it is too high, it will have an adverse 

impact on the company’s ability, because some of the unproductive fund is invested in 

current assets, so the profitability is not optimal. Liquidity influences significantly toward 

capital structure [17, 18]. Liquidity does not influence significantly toward capital structure 

[15]. 

In this research, the risk of a company is measured by the ratio of collateral value of 

assets and business risk. If a company has bigger long term fixed assets, it will use more 

long term debts, because it is hoped that the assets can be used to cover the long term debts. 

It can be said that collateral value of assets can be used to determine how big the long term 

debt that can be taken and this will influence the determination of how big the capital 

structure of a company [19].  

Business risk is the uncertainty faced by a company in running its business activity [10]. 

If the business risk increases, the capital structure will decrease, because the company that 

has high business risk in using its debt will increase the risk of bankruptcy. But if the 

company has low business risk, it means that it has optimal debt risk [20]. Business risk 

influences significantly toward capital structure [11]. Business risk does not influence 

significantly toward capital structure [15]. 

In this research, the characteristics of a company is measured by the company’s 

measuring ratio.  The bigger a company size, the easier it is to get lending from a third 

party. The size influences the investor’s trust. The size of a company influences 

significantly toward capital structure [19]. The size of a company does not influence 

significantly toward capital structure [21]. 

2.7 Research framework 

Hypothesis:  

1: Company’s performance significantly influences toward capital structure 

1.1: Profitability significantly influences toward capital structure. 

1.2: Company’s growth significantly influences toward capital structure. 

1.3: Non debt tax shield significantly influences toward capital structure 

1.4: Liquidity significantly influences toward capital structure. 

2: Company’s risk significantly influences toward capital structure 

2.1: Collateral value of asset significantly influences toward capital structure. 

2.2: Business risk significantly influences toward capital structure. 

3: Company’s characteristic significantly influences toward capital structure 

3.1: Company’s size significantly influences toward capital structure 
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Fig. 2. Research framework 

 

3 Research method  

The type of this research uses associative research. This research examines the 

performance, risk, and characteristic toward capital structure of property and real estate 

companies listed on Indonesia Stock Exchange 2013 to 2018. The population of this 

research is all the property and real estate companies listed on Indonesia Stock Exchange 

2013 to 2018. The sampling uses purposive sampling method with the following criteria: 

(i)Listed on Indonesia Stock Exchange 2013 to 2018 ; (ii) Releasing its financial report 

every year ; (iii) The variable data (profitability, company’s growth, NDTS, liquidity, CVA, 

business risk and company’s size) must have a positive value because it will be transformed 

into ln (natural logarithm). 

The type of data in this research uses secondary data, and the data source is received 

from the financial and annual reports from Bloomberg. The data collection method used in 

this research is documentary technique. This technique is a data collection method by 

searching and collecting data of financial reports listed on Indonesia Stock Exchange 2013 

to 2018. The data can be accessed on Bloomberg (www.bloomberg.com) 

The Classic Assumption Testing used in this research is covering multicollinearity, 

autocorrelation, and heteroscedasticity testing. Multicollinearity testing used to see the 

correlation between independent variable in regression model. It can be seen that there is no 

multicollinearity in each tested variable. It is because VIF is not more than 10. It can be 

concluded that in this research, there is no multicollinearity. 

Autocorrelation arises if there is a correlation between data in space (cross-section) or 

time (time series). Based on Table 2, it can be seen that the autocorrelation on the 

regression equation. 
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Table 1. Multicollinearity testing 
Variables VIF Result 

PROFITABILITY 2.77 No Multicollinearity 

GROWTH 1.17 No Multicollinearity 

NDTS 1.20 No Multicollinearity 

LIQUIDITY 1.25 No Multicollinearity 

CVA 1.39 No Multicollinearity 

BR 2.87 No Multicollinearity 

SIZE 1.17 No Multicollinearity 

 
 

Table 2. Autocorrelation Testing 

Prob F Result 
0.0000 Autocorrelation 

 

Heteroscedasticity testing is used to see if regression model has variant inequality from 

residual between observations. Based on Table 3. it can be seen that there is 

heteroscedasticity in regression equation. To resolve this, it can use regression with the 

existence vce (cluster) to make it robust toward heteroscedasticity and autocorrelation. 

 
Table 3. Heteroscedasticity Testing 

Prob F Result 
0.0000 Heteroscedasticity 

 

Determination Coefficient (R2) is used to measure the ability of independent variable in 

explaining the dependent variable. 

Table 4. Determination Coefficient Testing 

Adjusted R-Square 19.34 % 

Based on Table 4, it can be seen that the coefficient determination (Adjusted R-Square) 

is 19.34 %. This means that the dependent variable can only be explained about 19.34 % by 

the independent variable, while the rest is explained by the other variable that is not 

explained in this research. 

Coefficient regression test (t-test) has purpose to show how big the influence of an 

independent variable toward dependent variable. From Table 5, it can be seen that after 

repeated significance variable regression with the 10 % significance level, the significant 

variables are profitability variable, the collateral value of asset (CVA), and non debt tax 

shield (NDTS). On the other hand, variable size, risk (BR), growth, and liquidity are 

insignificant. 
 

Table 5. Partial Test (t-test) 

Variables Coefficient Prob. Result 

C -0.437 0.517 Insignificant 

PROFITABILITY 1.172 0.068 Significant 

GROWTH -0.071 0.256 Insignificant 

NDTS -7.475 0.090 Significant 

LIQUIDITY 0.009 0.643 Insignificant 

CVA 0.014 0.002 Significant 

BR -2.179 0.436 Insignificant 

SIZE 0.052 0.330 Insignificant 
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4 Discussion 

The performance of a company can be measured by the profitability, company’s growth, 

non debt tax shield, and liquidity. The results of the Company’s performance are as 

follows: (i) Profitability toward Capital Structure, (ii) Company’s Growth toward Capital 

Structure, (iii) Non-Debt Tax Shield toward Capital Structure, and (iv) Liquidity toward 

Capital Structure. 

The result of regression analysis is found that profitability influences the capital 

structure of property and real estate companies. In the business, property companies use 

pre-order wherein a certain period, the company will promote its project to attract 

customers. This will not make the company depends on debt financing source or equity 

[22]. Besides that, in their effort, property and real estate companies need land to build their 

product, where low prices land is hunted by the developers. The company needs big capital 

to build by using additional capital outside the internal fund [15]. 

The result of this research shows that the company’s growth does not influence toward 

capital structure of property and real estate companies. There is no influence on selling 

growth toward the capital structure. It explains that the size of the selling in a period will 

not influence the increase in a company’s debt. This is because the companies of this 

research have growth with an average value of 16.07 %. Because of the relatively small 

growth, it needs smaller capital, as a result, the financing can be used from available equity.  

The result of this research shows that non debt tax shield influences toward capital 

structure of property and real estate companies. This shows that the bigger the non debt tax 

shield or the efficiency of the tax in the form of depreciation of fixed assets, the bigger the 

capital structure that comes from the use of the company’s debt. This is supported by the 

Trade-off Theory that more debts will protect in the form of debt interest expense that can 

reduce tax. Besides, depreciation as an encouragement for the company to reduce its debt 

because depreciation is cash flow as a capital source that can reduce the financing from 

debt.  

The result of the test in this research shows that liquidity variable does not influence 

toward capital structure variable of property and real estate companies. This is because the 

company will reduce the use of long term debt along with the increasing of the company’s 

liquidity. The high liquidity shows that internal financing is enough to pay the debt. 

Therefore the capital structure will decrease. By seeing the selling system of property and 

real estate companies that use the pre-order system, the companies will have enough money 

to finance its operational cost [17, 18]. 

In this research, the risk of the company is measured by the collateral value of assets 

and business risk. The result of the business risk testing in this research is as follows  

(i) collateral value of asset toward capital structure and (ii) business risk.  

The result shows that the collateral value of asset influences toward capital structure of 

property and real estate companies. The company that has big fixed assets shows that it has 

a high asset structure; it is because of the big scale of the company is easy to access the 

financing source compared to a small company [19, 23]. 

Based on the result of the testing of the business risk variable toward capital structure, it 

shows that the business risk variable does not influence capital structure. This indicates that 

it is uncertain if the company with high-risk choosing to use internal financing compared to 

use external debt. It is the other way around; the low-risk business company is uncertain 

about choosing external financing to invest or develop its business. 

The characteristic of a company can be its size. The result shows that the company’s 

size does not influence the capital structure of the property and real estate companies. This 

is because in every use of financial source both internal and external, it has different capital 

and different levels of risks. Every company, big or small, must use the most secure one 

first that is the internal source, rather than an external source. Besides, if the economy is 
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unstable, the company will determine how to manage the capital structure by its policies 

[21]. 

5 Conclusion  

It can be concluded that in company’s performance variable, the profitability influences 

toward capital structure, company’s growth, and liquidity does not influence toward capital 

structure, non debt tax shield influences toward capital structure; company’s risk variable, 

the collateral value of asset influences toward capital structure, but the business risk does 

not influence capital structure; company’s characteristic variable, which is the size, does 

not influence the capital structure. In this research, there are some suggestions that are 

mentioned: (i) The management of the companies should pay attention to variables 

influencing their capital structure before setting the policy of their capital structure. (ii) The 

next research should widen the object of research, not only in property and real estate, but 

the object can be added, such as manufacturing companies. 
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