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Abstract. This study aims to examine the effect of asset structure and profitabil-
ity on debt policy in manufacturing companies. The method used is descriptive
quantitative with the Ordinary Least Squared (OLS) technique. Data collection
techniques are carried out through several methods, including documentation and
literature studies. The population in this study is a manufacturing company con-
sisting of 5 companies listed on the Indonesia Stock Exchange. The sampling
technique uses total sampling, and the data used is panel data (a combination of
time series and cross-section data). This study uses a secondary database of each
company's annual reports for the period 2020 to 2022. The results showed that
asset structure had no effect on debt policy, and profitability had no effect on debt
policy on the debt policy of Manufacturing Companies.

Keywords: Capital Structure, Debt Policy, Manufacturing Companies, and
Profitability.

1 Introduction

Corporate funding decisions involve decisions on the form and composition of funding
[1]. This includes how much debt or equity will be used. In addition, it determines the
timing of obtaining debt or equity capital [2]. The need for the necessary funds becomes
more significant with the company's development, which is getting bigger and bigger.
Thus, in order to meet its funding needs, it is necessary to utilize the company's external
sources of funds, one of which is debt [3, 4].

The utilization of external funds in the form of debt contains risk. The greater the
risk a company faces, the greater the level of profitability obtained. Conversely, the
smaller the company's risk level, the smaller the level of profitability obtained in return
for the small risk [5; 6]. Therefore, company management must prioritize maximizing
the use of external sources of funds, especially through the use of debt. The capital
obtained from debt is intended to provide optimal benefits in carrying out its business
operations. A company's profit level is strongly influenced by how much debt is used;
the greater the use of debt, the greater the financial responsibility that must be fulfilled
[7]. Thus, an evaluation method is needed to assess the extent to which capital derived
from debt can create maximum profit [8].
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The high utilization of debt is in line with the high level of company risk, so the right
way is needed to evaluate the effectiveness of using debt in creating company perfor-
mance. In carrying out its operational activities, a company needs performance indica-
tors that can reflect the extent of its efficiency. Therefore, company management can
use profitability ratios as a means of evaluation to measure the effectiveness of a com-
pany's performance. One ratio that is often used is asset structure and return on assets
(ROA).

Asset structure, which includes the composition and allocation of investments in a
portfolio, can significantly affect the debt policy of a manufacturing company. If a man-
ufacturing company has a stable and profitable asset structure, with investments that
generate stable cash flows, the need for additional funding through debt may be lower
[9]. Conversely, if the asset structure shows fluctuations or a high level of risk, manu-
facturing companies may tend to rely on more debt to support their operations. The
relationship between asset structure and debt policy, as measured by the debt-to-equity
ratio, can be analyzed based on financial theory involving the concept of optimal capital
structure [10]. This theory explains how companies, including manufacturing compa-
nies, choose the optimal mix of debt and equity to fund their operations and invest-
ments. The optimal capital structure theory suggests that there is an optimal level of
debt at which firm value is maximized before higher finance costs reduce that value
[11]. Therefore, an efficient asset structure can influence debt policy by directing man-
ufacturing companies to achieve an optimal balance between debt and equity to max-
imize firm value. Previous research findings explain that the amount of fixed assets
owned by a company can affect the extent of debt utilization in its operations. The
involvement of fixed assets as loan collateral allows businesses with substantial levels
of asset ownership to access significant amounts of debt in their activities [12]. Re-
search by [13] also explains that asset structure can affect debt policy. The study shows
that companies with a high proportion of fixed assets tend to use more debt. The peck-
ing order theory can explain the results of this study. This theory states that companies
prefer to use internal funding sources before external ones. Fixed assets can be used as
collateral to get a loan from the bank. Therefore, companies with a high proportion of
fixed assets tend to have easier access to loans. However, research by [14] shows that
asset structure has no effect on debt policy.

Research by [14] shows that profitability affects debt policy, where companies with
high profitability levels will tend to use internal funds so that the company will not need
funds sourced from debt. This is also supported by [15], which suggests that companies
with high profitability will reduce capital due to reduced debt that can be repaid using
the profits generated by the company. With high profitability, companies use retained
earnings more to fund company operations. However, research by [16] shows that prof-
itability can weaken the company's debt policy. The study used data on manufacturing
companies listed on the Indonesia Stock Exchange during the 2019-2021 period. The
results showed that profitability has no significant effect on debt policy directly but has
a considerable impact indirectly through dividend policy. Based on the trade-off theory,
companies will use debt to lower the cost of capital, but debt can also increase the
company's financial risk [17; 18]. Therefore, companies must consider other factors,
such as profitability, company growth, and company financial risk, when determining
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debt policy. In the case of profitability, companies with high profitability tend to have
greater cash flow [19]. Large cash flows can be used to pay debts, so companies do not
need to use large amounts of debt [20].

2 Methods

In this study, a combination of descriptive and quantitative methods was used. Refer-
ence [21] explains that descriptive research aims to provide a detailed description of
the specific details of a situation, environment, or relationship. Quantitative research is
a type of research that produces findings that can be achieved through the application
of statistical procedures or other quantification methods, with a focus on specific char-
acteristics [22].

This study uses a secondary database of each company's annual reports for the period
2020 to 2022. This study uses debt policy data proxied by Debt to Equity Ratio (DER),
asset structure, and profitability proxied by Return on Assets (ROA). The population in
this study is a manufacturing company consisting of 5 manufacturing companies. The
sampling technique uses total sampling, and the data used is panel data (a combination
of time series and cross-section data).

This study uses the Ordinary Least Squared (OLS) method with the following econ-
ometric equation:

Debt Policy i.t = o + f1Asset Structurei.t + f2Profitabilitation.t + €i.t (1)

Where a is a constant and B is the regression coefficient. The level of significance
used is 5% (o = 5%). The initial stage of the analysis is to test the basic assumptions
(normality test using Jarque-Bera) I and classical assumptions (autocorrelation test (us-
ing Breusch-Godfrey Serial Correlation LM Test), I and multicollinearity test using
VIF). Furthermore, the regression model selection test and regression model estimation
are carried out [23].

2.1 Hypothesis Development

Research by [14] shows that asset structure has no effect on debt policy. The results of
other studies also show that profitability has no significant effect on debt policy directly
but has a significant effect indirectly through dividend policy. Based on the trade-off
theory, companies will use debt to reduce the cost of capital, but debt can also increase
the company's financial risk [17, 18].

From some of the previous research above, it indicates the influence of rebranding
on brand equity, so the hypothesis in this study is:

e HO. There is no influence between asset structure and probability on debt policy in
manufacturing companies.

e HI. There is an influence between asset structure and probability on debt policy in
manufacturing companies.
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3 Results and Discussion

Before calculating the regression model, the normality test of the classical assumption
test and the regression model selection are carried out first, with the following results.
3.1 Normality Test

Figure 1 shows the results of the data normality test.
6

Series: Standardized Residuals
5 Sample 2020 2022
Observations 14

Mean 0.065201
Median -0.909609
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Fig. 1. Normality test results.

The results of the normality test show that the magnitude of the Jarque-Bera Nor-
mality test statistic is 2.7198, with a probability value of 0.256678. Based on this, it can
be explained that the empirical model used has residuals or confounding factors that
are normally distributed because the probability value with o = 5% is 0.256678> 0.05.

3.2 Classical Assumption Test

Autocorrelation Test.

Autocorrelation means a correlation between members of one observation and other
observations at different times. Regarding the least squares method (OLS) assumptions,
autocorrelation is the correlation between one residual and another. A critical assump-
tion of the OLS method related to residuals is the absence of a relationship between one
residual and another.

By using the help of the Eviews 12 program application, the results of the autocor-
relation calculation using the Durbin-Watson value are obtained as shown in Table 1.

Table 1. Autocorrelation test results.

Durbin-Watson stat Conclusion

2.281223 There is no autocorrelation
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From Table 1, the value of d is obtained for each model. This value is then compared
with the dL and dU values in the Durbin-Watson table. For o.= 0.05, k=3 and n =15,
dL =0.8140 and dU = 1.7501 are obtained. Since the Durbin-Watson value is between
dU and 4-dU (0.8140 < 1.7501 < 2.281223), it can be concluded that there is no auto-
correlation in the regression model.

Multicollinearity Test.
This study tested for multicollinearity problems by looking at the VIF value, which
is as shown in Table 2.

Table 2. Multicollinearity Test Results

Coefficient Uncentered Centered

Variable Variance VIF VIF

C 12.48112 121.9301 NA
Profitability 0.000273 1.014774 1.013272
Asset Structure 0.009812 1.098010 1.019933

Table 2 shows that there is no VIF value above 10. Hence, it can be concluded that
there is no multicollinearity problem in the regression model.

3.3  Selection of Panel Data Regression Model

This study uses panel data modeling. Panel data consists of several variables, such as
cross-section data, but it also has an element of time, as in time series data. There are
three methods in the estimation approach for estimating model parameters with panel
data: the Pool Least Square-OLS (Common) model, the Fixed Effect model, and the
Random Effect model. The following are the results of the testing of the selection of
regression models.

Chow Test.

Table 3 shows the results of the Chow test. Based on Table 3, it shows that the Prob.
(p-value) Cross section F value is 0.0000. Since the probability (p-value) Cross-section
F < 0.05, then HO is rejected, the model used is fixed effect. Because the decision ob-
tained is to use the fixed effect, so proceed with the Hausman test.
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Table 3. Chow Test Results

Redundant Fixed Effects Tests
Equation: Untitled
Test cross-section fixed effects

Effects Test Statistic d.f. Prob.
Cross-section F 126.909199 4,7)  0.0000
Cross-section Chi-square 60.165718 4 0.0000

Hausman Test.

Table 4 shows the results of the Hausman test. Based on Table 4, cross-section ran-
dom's probability value (p-value) is 0.9462. Based on these data, it can be decided that
the random effect model is better than the fixed effect model.

Table 4. Hausman Test Results

Correlated Random Effects — Hausman Test

Equation: Untitled

Test cross-section random effects

Tes Summary Chi-Sq. Statistic ~ Chi-Sq. d.f.  Prob.
Cross-section random 0.110602 2 0.9462

Lagrange Multiplier Test.

Table 5 shows the results of the Lagrange Multiplier test. Table 5 shows that the
Breusch Pagan value is equal to 0.0002, which is smaller than the alpha value of 0.05.
From the results, the right model for panel data regression is the Random Effect Model,
which means that HO is rejected and H1 is accepted.

Table 5. Lagrange Multiplier Test Results

Test Hypothesis
Cross-section Time Both
Breusch-Pagan 14.10734 1.804714 15.91205
(0.0002) (0.1791) (0.0001)

3.4  Estimation Results on Regression Model with Random Effect Model
Approach

Table 6 shows the results of estimating the effect of asset structure, profitability, and
company growth on debt policy in manufacturing companies for the 2020-2022 period.

Based on Table 6, the constant value of the coefficient is known so that it can be
formed in the regression equation with the random effect approach as follows:

Debt Policy = 2.252339 - 10.85475 Asset Structure. - 1.145385 Profitability  (2)

The equation can be interpreted as follows:
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e 0 is 2.252339, meaning if the asset structure, profitability, and company growth are
zero, the debt will be worth 2.252339 units.

o The regression coefficient of the asset structure variable is 1.145385, which means
that if there is a change in the increase in asset structure by 1 unit (assuming other
variables are constant), then debt will decrease by 1.145385 units.

e The regression coefficient of the profitability variable is -10.85475, which means
that if there is a change in profitability increase of 1 unit (assuming other variables
are constant), then debt will decrease by -10.85475 units.

Table 6. Regression Estimation Results

Dependent Variable: Debt Policy
Method: Panel Least Squares

Date: 01/04/24 Time: 16:13

Sample: 2020 2022

Periods included: 3

Cross-sections included: 5

Total panel (unbalanced) observations: 14

Variable Coefficient Std. Error t-Statistic Prob

C 2.252339 0.850214 2.649144 0.0226

Profitability -10.85475 6.839132 -1.587153 0.1408

Asset_Structure 1.145385 1.766755 0.648299 0.5301
R-squared 0.205025 Mean dependent var 2.055090
Adjusted R-squared 0.060484 S.D. dependent var 1.808188
S.E. of regression 1.752652 Akaike info criterion 4.147547
Sum squared resid 33.78968 Schwarz criterion 4.284487
Log likelihood -26.03283 Hannan-Quinn criter. 4.134870
F-statistic 1.418458 Durbin-Watson stat 0.589476

Prob (F-statistic) 0.283103

3.5 Hypothesis Testing

Simultaneous Hypothesis Testing.

The F statistical test indicates whether all independent variables included in the
model have a joint (simultaneous) influence on the dependent variable. Table 7 shows
the results of simultaneous hypothesis testing.

Table 7. Simultaneous Hypothesis Testing Results

R-squared 0.205025 Mean dependent var 2.055090
Adjusted R-squared 0.060484 S.D. dependent var 1.808188
S.E. of regression 1.752652 Akaike info criterion 4.147547
Sum squared resid 33.78968 Schwarz criterion 4.284487
Log likelihood -26.03283 Hannan-Quinn criter. 4.134870
F-statistic 1.418458 Durbin-Watson stat 0.589476

Prob (F-statistic) 0.283103
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Table 7 shows that the Prob (F-statistic) value is 0.283103> 0.05; then HO is ac-
cepted, which means that simultaneously, asset structure company profitability has no
significant effect on debt policy.

Partial Hypothesis Testing.

The t-test reflects the extent to which the influence of one explanatory or independ-
ent variable individually (partially) explains the variation in the dependent variable.
Table 8 shows the results of partial hypothesis testing.

Table 8. Partial Hypothesis Testing Results

Variable Coefficient Std. Error t-Statistic Prob
C 2.252339 0.850214 2.649144 0.0226
Profitability -10.85475 6.839132 -1.587153 0.1408
Asset Structure 1.145385 1.766755 0.648299 0.5301

Based on Table 8, it can be seen that:

o The asset structure variable's p-value (sig.) is 0.5301. Due to the Prob. (p-value) >
0.05 (5% significance level) or 0.5301 > 0.05, then HO is accepted, and it is con-
cluded that asset structure has no significant effect on debt policy.

o The p-value (sig.) of the profitability variable is 0.1408. Due to the Prob. (p-value)
> (.05 (5% significance level) or 0.1408 > 0.05, HO is accepted, and it is concluded
that profitability has no significant effect on debt policy.

3.6  Coefficient of Determination (r2)

The coefficient of determination (72) illustrates how much percentage of the total
variation in the dependent variable is explained by the model. The greater the 2 value,
the greater the influence of the model in explaining the dependent variable.

Table 9. R-squared Results

R-squared 0.147785
Adjusted R-squared 0.067890

Based on Table 9, which is a panel data regression analysis using the random effect
model, shows an Adjusted R-squared of 0.067890. Using the random effect model, an
Adjusted R-squared of 0.067890 is shown. This indicates that the independent variables
of asset structure and company profitability can explain 6.7% of the debt policy level.
At the same time, the remaining 93.3% (100 percent - 6.7 percent = 93.3 percent) is
described by other variables outside the model that are not included in the study.



518 N. Nasrudin et al.
4 CONCLUSIONS

4.1 Conclusions

Based on the results of the research and analysis conducted, the following conclusions
are obtained:

1. Asset structure has no significant effect on debt policy in manufacturing companies.
It means that if there is an increase in the asset structure, the debt policy will not
increase.

2. Profitability has no significant effect on the debt policy of manufacturing companies.
This means that if there is an increase in profitability, the debt policy will not tend
to increase.

Based on points a and b, the debt policy (Debt to Equity Ratio, DER) in manufac-
turing companies is not influenced by asset structure and profitability. Debt policy is
influenced by factors that must be studied further, such as financial market conditions,
interest rates, risk-related company policies, and company growth strategies.

4.2  Suggestion

Manufacturing companies can consider debt policy with other related factors. Low in-
terest rates can encourage companies to use debt because borrowing costs are cheaper,
but must also be balanced with potential risks. Therefore, manufacturing companies
need to conduct an in-depth study of the factors that affect debt policy, including con-
sidering the company's sustainability (going concern).
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