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ABSTRACT

The purpose of this study was to determine and analyze the effect of business risk, company
size, and asset structure on capital structure with profitability as an intervening variable (case
study on Manufacturing Companies on the Indonesia Stock Exchange). The populations in this
study are all Manufacturing Companies listed on the Indonesia Stock Exchange for the 2015-
2019 period. Based on the purposive sampling method, 71 companies were obtained as
samples. The data analysis technique used the partial least square (PLS) approach. PLS is a
component-based or variant-based structural equation model (SEM). The results of the analysis
show that business risk, company size, and asset structure have a significant effect on
profitability. Business risk, company size and asset structure have a significant effect on
capital structure. Profitability has no significant effect on capital structure. Profitability cannot
mediate the effect of business risk, company size, and asset structure on capital structure.
Keywords: Business Risk, Company Size, Asset Structure, Capital Structure, Profitability
INTRODUCTION

The capital structure is a permanent expenditure which also reflects the balance between
long-term debt and own capital (Riyanto, 2015). Determining the capital structure for a
company is one form of important financial decisions, because this decision can affect the
achievement of the company's financial management objectives. The main objective of capital
structure management is to create a mix orcombination of permanent sources of spending in
such a way as to maximize the company's stock price.

The optimal capital structure can be interpreted as a capital structure that can
minimize the overall cost of capital or the average cost of capital so that it willmaximize the
value of the company (Harjito and Martono, 2014). Companies need to pay attention to
determining the capital structure, especially the composition of long-term sources of
spending. Determining the right composition of company spending will form an optimal
capital structure (Wangsawinangun, 2014).

Every company requires that under no circumstances have debt greater than the
amount of capital, or in other words the debtratio is smaller than 50% so that theguaranteed
capital is not greater than thecapital that is guaranteed (Riyanto, 2015). Ifthe company relies
on debt as its main source of capital, the burden that must be borne will be large. This will
increase financial risk, where the risk is when the company cannot pay the interest expense
and debt installments. The capital structure that can minimize the cost of using the average
capital is the optimal capital structure (Riyanto, 2015).

According to Brigham and Houston (2014) the factors that generally affect the capital
structure are sales stability, asset structure, operating leverage, growth rate, profitability, taxes,
management attitudes, market conditions, market conditions, internal company conditions,
financial flexibility. Meanwhile, according to Riyanto (2015) the factors that influence the
capital structure are the interest rate, the stability of the earning level, the composition of assets,
the level of risk, the amount of capital required. In this study, the independent variables of
several factors that influencethe capital structure, namely business risk, company size, and
asset structure, andprofitability factors as intervening variables are selected.

According to Gitman and Zutter (2015) business risk is a key position in the capital
structure and the amount represents the number of expense components attached to the
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company's operational activities even without using debt financing. High business risk will
reduce the company's ability to earn profits because there are costs that must be incurred to
anticipate these risks. Furthermore, if business risk increases, the capital structure will decrease
because creditors are hesitant to provide loans to companies with high business risk, it will be
difficult to repay loans. This supports the research of Sari et al. (2019) which proves that
business risk has a negative effect on capital structure, but contradicts the research of Ria and
Lestari (2015) and Meilyani et al. (2020) proves that business risk has a positive effect on
capital structure.

Riyanto (2015) explains that company size is the size of the company seen from the
amount of equity value, company value, or the total asset value of a company. If the size of the
company increases, profitability will also increase because the size of the company is able to
reduce the production costs incurred so that it is able to produce more goods so as to increase
profit margins. The increasing size of the company will increase the capital structure because
the greater the total assets of the company, it will allow the company to obtain loans from
creditors.

Asset structure is the determination of how much allocation for each component of
assets, both in current assets and fixed assets (Syamsuddin, 2011). Asset structure describes
some of the total assets that can beused as collateral. If the asset structure is high, profitability
will decrease because companies with high fixed assets tend torequire large capital costs.
Companies with high asset growth rates will use debt in their capital structure more than
companies with low asset growth rates. Manufacturing companies generally use the largest
capital they have to purchase fixed assets whichwill prioritize the fulfillment of capital in
the form of internal funds while externalfunds are considered complementary.

Profitability shows the company's ability to generate profits during one accounting
period. In general, profitability can be seen from the amount of profit for the year,
therefore from short-term debt, the pecking order theory explains that companies prefer
internal funding. Companies with high levels of profitability certainly have more internal
funds than companies with low levels of profitability. Companies with high returns tend to
have relatively little investment or use debt (Brigham and Houston, 2014). Profitability is a
factor to consider in determining the company's capital structure because companies that have
a high level of profitability tend to use less debt because high retained earnings are sufficient
tofinance most funding needs.

The company Astra International, Thk, has a debt to equity ratio (DER) value greater
than 50%. Therefore, it is stated that during 2015-2019 the company was in a non-optimal
capital structure position. In contrast to Delta Jakarta, Thk and Eka Dharma International,
Tbk which have DERIess than 50%, during 2015-2019 these two companies are in an optimal
position of capital structure. Furthermore, the value of the basic earning power ratio
(BEPR) at Astra International, Tbk and Eka Dharma International, Thk is smaller than the
average BEPR for manufacturing companies (average 0.1156 or 11.56%), it is stated that
during 2015 -2019 These two companies are below the average percentage of operating
income per total company assets. The asset structure is stated that the company Delta
International, Thk during 2015-2019 is smaller than 50%, so this company has a low ability
to be able to guarantee the debt on its asset collateral.

The purpose of this study was to determine and analyze the effect of business risk,
company size, and asset structure on capital structure with profitability as an intervening
variable (case study on Manufacturing Companies on the Indonesia Stock Exchange).

RESEARCH METHODS

The populations in this study are all Manufacturing Companies listed on the Indonesia
Stock Exchange for the 2015- 2019 period. Based on the purposive sampling method, 71
companies were obtained as samples. The data analysistechnique used the partial least square
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(PLS)approach. PLS is a component-based or variant-based structural equation model (SEM).

The research used in this study is an associative quantitative research type. According
to Sugiyono (2014:8) quantitative research is a research method based on the philosophy of
positivism, used to examine certain populations or samples, data collection using research
instruments, quantitative or statistical data analysis with the aim of testing predetermined
hypotheses.

The populations in this study are all Manufacturing Companies listed on the Indonesia
Stock Exchange for the 2015- 2019 period.  According to Pandiangan et al. (2018) in
Sugiyono, purposive sampling is the selection of samples based on certain characteristics that
are considered to have relevance to the characteristics of the population that have been known
previously. Based on the purposive sampling method, 71 companies were obtained as samples.

Data collection techniques in this study used secondary data and library research.
Library research is a form of research that uses library facilities by examining theoretical
discussions from various books, articles, and scientific works related to writing (Pandiangan,
2018).

The data analysis technique used the partial least square (PLS) approach. PLS is a
component-based or variant-based structuralequation model (SEM).

RESULT
Descriptive Statistics

Descriptive statistics provide an overview of the research object that is used as the
research sample. By providing an explanation of descriptive statistics, it is hoped that it can
provide an initial picture ofthe problem being studied.

Table 1. Descriptive Statistics

Variable Viea| VIINnIm MaXim
n um um
ES*I:BHESS RISK U.11 0.00 U.71
pany SIze | 238 | 1241 UB1L
62% T SUUCTUTE 0.44 0.00 30.64
ar sStrucwure | 0.89 0.08 13.98
PTOIT@DNIY (Y1) U.U8[  U.UU U.53

Source: Secondary Data Processed by the Author (2021)

The results of descriptive statistical tests, it can be seen that the data used in this study
is very varied. The lowest value of the capital structure of 0.08 indicates that manufacturing
companies listed on the BEI for the 2015-2019 period have the lowest debt to equity ratio,
namely PT Industri Jamu and Farmasi Sido Muncul, Tbk in 2015 and 2016, the low debt to
equity ratio in the 2015-2019 period. This shows that PT Industri Jamu dan Farmasi Sido
Muncul, Tbk was able to manage debt repayments better than in 2017 where the DER value
rose slightly to 0.09. The highest value of the capital structure of 13.98 indicates that the
manufacturing company listed on the Indonesia Stock Exchange for the 2015- 2019 period
has the highest debt to equity ratio, namely PT Merck Sharp DohmePharma, Thk in 2015.
The high debt to equity in that period shows PT Merck Sharp Dohme Pharma, Thk does not
manage debt repayments to related parties, especially from related parties, which
amounted to
1.28 trillion rupiah with a total capital of
100.87 billion rupiah.

The lowest value of profitability of
0.00 indicates that manufacturing companies listed on the Indonesia Stock Exchange for the
2015-2019 period have the lowest return on assets, one of which is PT Nusantara Inti Copora,
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Tbk in 2015-2019. The low return on assets of the company indicates that the company is not
able tomaximize its asset turnover in running the company's operations so that the company's
rate of return is low. The highest value of profitability of 0.53 indicates that manufacturing
companies listed on the Indonesia Stock Exchange for the 2015- 2019 period have the highest
return on assets, namely PT Multi Bintang Indonesia, Tbk in 2017. The high return on assets in
that period shows PT Multi Bintang Indonesia, Thk in 2015 was able to increase the rate of
return on assets by 10% from 2014.

The lowest value of business risk is 0.00, indicating that manufacturingcompanies listed
on the Indonesia Stock Exchange for the 2015-2019 period have thelowest basic earning power
ratio, one of which is PT Buana Artha Anugerah, Tbk in 2015-2019. The low basic earning
power ratio indicates that the company's high risk for 5 consecutive years has resulted in the
company having to cover this risk by spending funds so that profits are gettingsmaller. The
highest value of business riskof 0.71 indicates that manufacturing companies listed on the
IDX for the 2015- 2019 period have the highest basic earning power ratio.

PT Multi Bintang Indonesia, Thk in 2017. The high basic earning power ratio shows
that PT Multi Bintang Indonesia hasa lower risk than the average riskexperienced by similar
companies of 0.109 so that the company is able to increase profits because it avoids risk
financing.

The lowest value of company size is 12.41, indicating that manufacturing companies
listed on the Indonesia Stock Exchange for the 2015-2019 period have the lowest natural
logarithm value of totalassets.

PT Astra International, Tbk in 2015. The highest value of company size is 30.64
indicating that the manufacturing company listed on the Indonesia Stock Exchange for the
2015-2019 period has the natural logarithm value of the highest total assets is PT Kalbe
Farma, Tbk in 2019. The value is PT Astra International, Tbk. This describes the size of the
asset value of a company because the assets themselves are used to generate company
income. The high value of the company’s assets can increase the scale of the company's
operations so as to increase the income.

The lowest value of the asset structure is 0.00, indicating that the manufacturing
company listed on the BEI for the 2015-2019 period has the lowest asset structure is PT
Buana Artha Anugerah, Tbk in 2019. The low ratio of asset structureat PT Buana Artha
Anugerah, Tbk showsthe small the value of fixed assets owned by the company so that in
relation to the company's capital structure it will be difficult to provide guarantees to lenders
because the fixed assets owned are 0.12% ofthe total assets. The highest value of theasset
structure is 0.81 indicating that the manufacturing company listed on the BEIfor the 2015-
2019 period has the highestasset structure is PT Semen Baturaja (Persero), Tbk in 2016. The
high ratio of asset structure at PT Semen Baturaja (Persero), Tbk shows that 80.81% of fixed
assets owned can be used as collateral to lenders if the company is unable to pay off its debts
or goes bankrupt so that it cannot pay it off.

Hypothesis Test Results

Based on the data processing that has been done, the results can be used to
answer the hypothesis in this study. Hypothesis testing in this study was conducted by
looking at the t-statistic and p- value. The independent variable is declared to have a
significant effect on the dependent

variable if the t-statistic>1.96 and p- value<0.05. The following are the results of data
processing in this study using SmartPLS version 3.0:



Table 2. t-Statistic and p-Value

Hypoth [ ETTect T-. = [ COeTTIC
\égls St?élst V%Iu ien
1 BHSI eSS RISK- 17820 0.000 | 0./35
2 i rr% |at1a IIItye 4107 [ 0.000 | -U.143
any. SIze- : : -U.
>8roﬂtawlﬁtv
3 ABSE%_bIBUi:Iure- Z2.369 [ 0.UI8 | -U.100
>Profitability
4 usiness Risk->Capital| 4.031 [ U.000 | -U.367
5 'ttglrjr?tlajlae Size->Capital| 3.456 | 0.00I | -0.130
§tru<Rur3/ P ' ' '
6 Aése[_b cture- Z.698 [ U.007 | -U.163
>Capital Structure
7 Profitabiitas->Capital | 1.483 [ U.139 | -0.179
Structure
Source: Secondary Data Processed by the
Author (2021)
Table 3. Total Indirect Effect
T-. Vp Result
stz%gst %Iu
BUSINESS RISk->ProTitanility- 1.43 1 0.15 ot .
>E)ap|taﬁ Structure y Me'\clidatm
company Size->ProTianility- 158 | U.1Z [0T
p>8¥1p|ta?8tructure Y Me'ﬁqlatln
ASSet Structure-= Profitabifity-> | 146 | 0.15 ot .
apital Structure y Me'\c!ldatln

Source: Secondary Data Processed by the
Author (2021)

Based on Table 2 and 3, the resultsof the analysis show that business risk, company
size, and asset structure have asignificant effect on profitability. Business risk, company size
and asset structure havea significant effect on capital structure. Profitability has no significant
effect on capital structure. Profitability cannot mediate the effect of business risk, company
size, and asset structure on capital structure.

CONCLUSION AND SUGGESTION
The results of the analysis show that business risk, company size, and asset structure

have a significant effect on profitability. Business risk, company size and asset structure have a

significant effect on capital structure. Profitability has no significant effect on capital structure.

Profitability cannot mediate the effect of business risk, company size, and assetstructure on

capital structure.

Based on the conclusions obtained, the authors would like to provide suggestions for
interested parties, namely as follows:

1. Itis hoped that the results of this study can be used as comparison materials andreferences
for further research so thatthey can continue research with capital structure using other
measuring tools that have not been studied such as market value assets to book value
assets ratio, current ratio, capital expenditureto book value assets so that can be useful for
interested parties.

2. For further researchers when using the company size variable to equate the total unit of
assets because the published financial statements have different units.
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