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Abstract

The aim of this research is to determine the effect of profitability and liquidity
towards the capital structure on retail companies that are listed in Indonesia Stock
Exchange. The population of this research is whole of the retail companies that are
listed in the Indonesia Stock Exchange in 2014-2015. The method used in this
research is explanatory research, and the sampling method used was judgement
sampling method. Research hypothesis testing using T test, F test, and multiple
regression analysis using SPSS version 20.0. The partially effect is shown by T test,
except for profitability variable and the simultaneous effect is shown by F Test. The
result of this research shows that the profitability and liquidity affect the capital
structure simultaneously. Thus, the hypothesis of the research is empirically
supported.
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I INTRODUCTION supplies and buy securities that are
often called stocks or securities for
Background of The Study both transaction and maintaining
A company in running its business and company's liquidity —(Krsitian &
venture needs funds. Funds can be Khuzaini, 2014).

obtained from the owner of the According to Joni & Lina (2010) in

company or debt. Funds received by
company are used to buy fixed assets
in producing goods and services, to
buy materials for the purpose of
production and sales, to issue accounts
receivable, and to provide cash

Yusrianti (2013), the source of funding
obtained by a company may come
from internal and external of the
company. Funds obtained from the
owner of the company are their own
capital or come from the company's
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internal funds while the funds obtained
from outside of the company, such as
from creditors are debts for the
company.

In developing a company, it needs
capital in the form of cash in the
company, if the company does not
have enough cash, it will be difficult
for the company to develop because of
the small amount of cash so it is
difficult to pay debts (Resino, Syafitri,
& Wijaya, 2015).

Capital structure is the composition
of expenditure which usually refers to
the proportion between long-term
debts, preferred stock, and own capital
which are presented in the company's
balance sheet. Capital structure can
also be interpreted as a balance or
comparison between the amounts of
long-term debt with own capital
(Riyanto  (2001) in  Fibriyanto,
Yaningwati, & Za (2015)). Capital
structure is affected by several factors,
among them are profitability and
liquidity.

The meaning of liquidity ratios
according to Hanafi & Halim (2005) in
Krsitian & Khuzaini (2014) is a ratio
that measures a company's ability to
fulfill its short-term obligations. The
higher the liquidity ratio, the more
likely the debt can be paid and vice
versa. In order to grow and be able to
pay off the company's debt, the
company needs profit (Resino, Syafitri,
& Wijaya, 2015). Profit generated by
the company can be used for the
development of the company and settle
the company's debt. The ability to
generate  profits is called the
profitability ratio (Resino, Syafitri, &
Wijaya, 2015).

Il. LITERATURE REVIEW

Capital Structure

Capital structure is the composition of
expenditure which usually refers to the
proportion between long-term debts,
preferred stock, and own capital which
are presented in the company's balance
sheet. Capital structure can also be
interpreted as a balance or a
comparison between the amounts of
long-term debt with own capital
(Riyanto  (2001) in  Fibriyanto,
Yaningwati, & Za (2015)).

According to Megginson (1997) in
Muhammad Edi Wijaya (2001) in
Fadli (2010) the trade-off theory
model assumes that the company's
capital structure is the result of trade-
offs of tax profits by using debt with
agency costs which will occur with the
use of the debt. This model is a
development of Modigliani Miller's
theory of irrelevance capital structure
hypothesis. Modigliani Miller argues
that in perfect market conditions, the
value of a company using debt will be
the same as a company which does not
use debt. But they revised the results
of their study by saying that with tax,
the debt would be relevant.

Profitability

Profitability is the company's ability to
generate profits and operational
efficiency as well as the efficiency of
its use of assets (Chen (2004) in Bukit
(2012)).The Pecking Order Theory
(POT) explains why profitable
companies generally borrow in small
amounts. This is not because they have
a low target of debt ratio, but it's
because they require small amount of
external financing (Hushan (2000) in
Rahmayani (2008)).
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H1: Profitability affects the capital
structure of retail companies which are
listed on the Indonesia Stock
Exchange in 2014-2015.

Liquidity

Liquidity is the ability of a company to
fulfill its financial obligations in the
short term or which are to be paid
immediately. This tool for fulfilling
short-term financial obligations comes
from liquid asset elements, namely
current assets with turnover of less
than one year, because they are more
easily to be disbursed / liquefied than
fixed assets which has a turnover of
more than one year (Harahap (2010) in
Hakim (2013))

The calculation of this ratio is
based on a simple comparison of total
current assets and current liabilities.
This current assets are the amount of
liguid assets, for example cash
available for business. While current
liabilities provide an indication of the
need for cash in the future (Ciaran
Walsh (2003) in Hakim (2013)).

H2: Liquidity affects the capital
structure of retail companies which are
listed on the Indonesia Stock
Exchange in 2014-2015

Hypothesis Development

Profitability has a negative effect
towards capital structure. According to
Adrianto and Wibowo (2007), in
Wijaya and Hadianto (2008) in
Yusrianti (2013), they stated that in the
Pecking Order Theory and the
arguments of previous researchers,
company that has a huge level of profit
will have a larger internal funding
source and encourage companies to
use them especially to meet the needs

of financing corporate investment so
that the level of debt usage or external
funding used is relatively small and
will minimize the risk of bankruptcy
and high debt costs. This is in a line
with the research conducted by Resino,
Syafitri, & Wijaya (2015) who states
that profitability has a negative effect
towards capital structure. This is in
accordance with the Pecking Order
Theory which states that a company
with a high level of profitability is
actually low in debt, because company
that has a high profitability has very
good funding sources. However, this is
opposite to the research conducted by
Nugrahani & Sampurno (2012) who
stated that profitability does not affect
the capital structure. This is caused by
the essence of trade-offs or balancing
theories which balance the benefits
and sacrifices that emerged as a result
of using debt. So the company does
not regard the size of the amount of
profit in determining its capital
structure, but the amount of the
sacrifices and the profits obtained by
the company (Hidayati, 2009).

I11. RESEARCH METHOD

Type of Research

The general purpose of this
research is to explain and prove the
independent effect of profitability and
liquidity on the capital structure.
Therefore, it can be concluded that this
research is explanatory research.
According to Umar (1999) in Wijaya
(2013) explanatory research is a
research that aims to analyze the
relation between one variable and
another variable or how a variable
affects other variables.
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Variable Operationalization

Table 1
Variable Operationalization
N Variable Variable Indicator Scale
0
| Profitability | The company'sabilityto Ratio
(ROA) genenate profitsand | EBI

X1 operational efficiency aswell
asthe efficiency oftheuse of
assets(Chen (2004)m Bukit
2012)

2| Liqudity(CR) | Liquidityis the ability ofa Ratio
D) companyto fulfillits financial
obligationsin the shorttem or | p o _CUTTentAssts
whichare tobe paid current Liabiliries
immediately(Harahap (2010)
n Hakim (2013))
3| Capital Structure | The composition of Ratio
(DER) expenditure which usually
1] refersto the proportion Total Liabilities
= . 0

betweenlong-tem debts " Total Equity !
preferredstock, and ovn o
capital which are presentedin
the company's balance sheet.
Capitalstructure can also be
nterpretedasabalance ora
companison between the

amounts of long-temm debt
with own capital (Riyanto
(001)n Fhsgat.

Yaningyati & Za (2013))

Population and Sample

The populations used in this
study were retail companies listed in
the Indonesia Stock Exchange from
2014-2015. From the financial
statements of companies listed in the
Indonesia Stock Exchange, researchers
will analyze the Capital Structure
(DER), where this study will be
conducted to examine whether the
Capital Structure can be affected by
Profitability (ROA) and Liquidity
(CR). The researchers used 15 samples
of companies in this study in a period
of 2 years (2014-2015). The samples
selection method used was purposive
judgment sampling method. Purposive
judgment sampling method is a
method of selecting samples based on
the criteria in the form of certain
considerations (Hartono (2004) in

Meythi, En, & Rusli (2011)). Data
collection technique in this study is
archival strategy, where to obtain
secondary data in the form of financial
statements of retail companies listed in
the Indonesia Stock Exchange for the
period of 2014-2015, the researcher
had to collect data from the Indonesia
Stock Exchange database (Hartono,
2012)

Analysis Tool
Descriptive Test

Descriptive analysis describes
a summary of research data such as the

mean, standard deviation, variance,
mode, etc., also performed
measurements like skewness and

kurtosis to describe whether or not the
distribution of data is normal. In this
discussion a descriptive analysis will
be conducted by giving a description
of data on the amount of data,
minimum, maximum, mean, and
standard deviation (Tiawan, 2011).

Classic Assumption Test

Normality Test

The normality test aims to test whether
or not the regression model, the
dependent and the independent
variables both have normal distribution
(Ghozali (2006) in Adhitama (2014).
The normality test in this study was
conducted using the Kolmogorov-
smirnov test, the data is normally
distributed if it has a test probability
value greater than 0.05 (Ghozali (2006)
in Adhitama (2014).

Multicollinearity Test
Multicollinearity means that one
independent variable with the other
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independent variables in the regression
model correlates to each other(Hasan
(1999) in Meythi, En, & Rusli (2011)).
Ghozali (2006) in Meythi, En, & Rusli
(2011) revealed that the way to find
out about multicollinearity is that if the
variance inflation factor's (VIF) value
is greater than 10 and the tolerance
value is below 0.1, multicollinearity is
said to have occurred.
Multicollinearity testing was
conducted using the SPSS 120
program for Windows by activating
the choice of Covariance Matrix and
Collinearity  Diagnostics  (Ghozali,
(2006) in Meythi, En, & Rusli (2011)).

Autocorrelation Test

The autocorrelation test aims to test
whether in the linear regression model
there is a correlation between the
confounding errors in period t and the
confounding errors in the t-1 period
(previous)

Basic decision making:

1. If d is smaller than dL or greater
than (4-dL), the hypothesis 0 s
rejected, which means there is
autocorrelation.

2. If d is located between dU and (4-
du), then the hypothesis 0 is accepted,
which means  there IS no
autocorrelation.

3. If d is located between dL and dU or
between (4-dU) and (4-dL), then there
is no definite conclusion (Raharjo,
2014).

Heteroscedasticity Test

If the variation of the confounding
factors from the data is always the
same on one observation data to
another observation data, then the
variation is homoschedastic. If this
assumption is not fulfilled, it can be

said to have deviations called
heteroscedasticity (Firdaus (2004) in
Meythi, En, & Rusli (2011)). The
researchers used the Glejser Test to
test heteroscedasticity in this study.
According to Ghozali (2006) in
Meythi, En, & Rusli (2011) if the
effect of independent variables on
absolute  regression  values s
significant (below the significance
level or o, then there IS
heteroscedasticity. The level of
significance (o) which was applied to
SPSS is 5%, then the basis of decision
making are:

1. If the value in the Sig / Significance
column (in the output Coefficients) is>
5%, there is no heteroscedasticity.

2. If the value in the Sig / Significance
column (in the output Coefficients)is
<5%, there is heteroscedasticity
occurred.

Hypothesis Test

Partial Significance Test (T-Test)

To prove whether liquidity and
profitability effects the stock prices
partially and to test the interaction
between liquidity and profitability on
stock prices, a t-test is conducted. The
statistical test t (t-test) basically shows
how far the effect of an explanatory /
independent variable individually in
explaining the variation of the
dependent variable (Ghozali (2006) in
Meythi, En, & Rusli (2011)). The
SPSS 12.0 program was used for this
test. The level of significance applied
to SPSS was 5%. The basis or
benchmark in decision making are
(Santoso (2000) in Meythi, En, &
Rusli (2011)):

1. If the significance value of t-counts
(Sig / Significance value at output
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Coefficient) is > 0.05 then Ho is
accepted and Ha is rejected.
2. If the significance value of t-counts
(Sig / Significance value at output
Coefficient) is <0.05 then Ho is
rejected and Ha is accepted.

Simultaneous Significance Test (F-
Test)

Simultaneous test or also called the F
test, in multiple linear regression
analysis aims to determine whether or
not the independent variable (X)
together or simultaneously
(simultaneous) affect the dependent
variable (). Basis of Decision
Making For F Test (Simultaneous) In
Regression Analysis

1. Based on the calculated F value and
F table:

If the value of the F count is > F table,
the independent variable (X) affects
the dependent variable (Y) .If the
value of the F count is <F table, the
independent variable (X) does not
affect the dependent variable ().

2. Based on the significance value of

the SPSS output:
If the wvalue is Sig. <0.05, the
independent variable (X) has a

significant effect on the dependent
variable (). If the value is Sig. > 0.05,
the independent variable (X) does not
have a significant effect on the
dependent variable (Y) (Priady, 2015).
IV. Research Results and
Discussion

Descriptive Test

Table 2
Descriptive Test Result
Descriptive Statistics
N Mininmum | Maxinmem | Mean Std.
Deviation

ROA 30 01 6300 [ 10.0907 1547689
CE 30 o1 0.04 26657 236498
DEER 30 A8 9360 | 122223 26.13929
\ia]_id_N 30

istwise)

Based on table 5, the ROA variable
has a mean (average) of 10.0907 with
a standard deviation of 15.47689, the
greatest value is 68.00 and the smallest
value is 0.01.

The CR variable has a mean
(average) of 2.6657 with a standard
deviation of 2.36498, the greatest
value is 9.04 and the smallest value is
0.01.

The DER variable has a mean
(average) of 12.2223 with a standard
deviation of 26.13929, the greatest
value is 93.60 and the smallest value is
0.18.

Classic Assumption Test
Normality Test

Table 3
Normality Test Results
One-Sample Kolmozoroy-Smirnov Test
d Residual

N 30

Mean 0E-7
Nomalfamameters,  Std. 70164118

Deviation
Most Extreme Ab r%o.lute 191
Differences Positive 181

Negative -103
Eolmogoroy-Smimov Z 1.047
| Asymp. Sig. (2-tailed) 223

a. Test distribution is Normal.
b.Calculated from data.

Interpretation of the test results (seen

from the sig value), the data has a
normal distribution, because all the
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variables have a sig value above 0.05,
where the sig value is 0.223.

Multicollienarity Test
Table 4
Multicollinearity Test Result

Heteroscedasticity Test

Table 6
Heteroscedasticity Test Result

Collinearity Statistics Model Sig
Model Tolerance VIF ROA .649
ROA .924 1.802 CR .894
CR .924 1.802

All independent variables are free
from multicollinearity because all
independent variables have a tolerance
value above 0.1 and VIF below 10,
where the ROA tolerance value is
0.924 and the tolerance value of CR is
0.924. While the value of VIF ROA is
1.802 and the Value of VIF CR is
1.802.

Autocorrelation Test

Table 5
Autocorrelation Test Result

Model Summary®

With the sig ROA value of
0.649, the sig CR value is 0.894, and it
can be concluded that there is no
heteroscedasticity because all variables
have sig values above 0.05.

Research Results
Partial Significance Test (T-Test)

Table 7
T-test Table
Collinearity Statistics
Model T sig
(Constant) 3.395 .002
ROA -.857 .399
CR -2.628 014

Model| R |RSquare| Adjusted® | Std Emorof | Dubm-
Square | theEstimate | Watson

1 Ar 143 11716 169
a.Predictors: (Constant), CR, ROA
b.Dependent Vanable: DER]

With the value of n = 30 du value is
1.5666, and a value of 4-du = 4-1.5666
= 2.4334, it can be concluded that the
model is not  subjected to
autocorrelation, because the Durbin-
Watson value is 2.269, which means
that it is between the values of 1.5666
and 2,4334.

The Effect of ROA towards Capital
Structure

Based on the calculation result using
SPSS, a t value of -0.857 is obtained,
with a sig value of 0.399, where the sig
value is greater than 0.05. So that it
can be concluded, that the independent
variable ROA, partially, has no
significant  effect  towards the
dependent variable (Capital Structure).

The Effect of CR towards Capital
Structure

Based on the calculations result using
SPSS, a t value of -2,628 is obtained,
with a sig value of 0.014, where the sig
value is smaller than 0.05. So it can be
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concluded, that the independent
variable CR, partially, has a negative
and significant effect towards the
dependent variable (Capital Structure).

Simultaneous Significance Test (F-
Test)
Table 8
F-Test Result

ANOYA?

Model Sum of df | Mean Square F Sig
Squares
Regression 3.661 2 1830 3462 046®
1 Residual 14277 27 52

Total 17.938 29
a.Dependent Variable: DER2
b_Predictors: (Constant), CR, ROA

Based on the calculation result using
SPSS, an F value of 3.462 is obtained,
with a sig value of 0.046, where the sig
value is smaller than 0.05. So, it can be
concluded that the independent
variables (ROA and CR),
simultaneously affecting the dependent
variable (Capital Structure).

Research Result Discussion

The effect of Return On Assets
(ROA) towards Capital Structure
ROA does not affect the Capital
Structure. This is in accordance with
the research result conducted by
Nugrahani & Sampurno (2012) who
stated that profitability does not affect
the capital structure. This is caused by
the essence of trade-offs or balancing
theories that balance out the benefits
and sacrifices that appeared as a result
of using debt. So that the company
does not see the small size of the
amount of profit in determining the
capital structure, but the the size of the
sacrifices and the profits obtained by
the company (Hidayanti, 2009).

The Effect of Current Ratio towards
Capital Structure

CR affects the Capital Structure. This
is in accordance with the results of a
research conducted by Hakim (2013)
who stated that in accordance with the
Pecking Order Theory, companies that
have a high level of profitability and
liquidity are actually in low debt levels,
so the company does not use debt
financing. This is because companies
have abundant internal funding sources,
so companies are more likely to use
their internal funds to finance their
investments before using external
financing through debt.

V. CONCLUSIONS AND
SUGGESTIONS

Conclusion

Based on the results of research that
has been done, conclusions can be
obtained as follows:

1. Profitability does not affect the
Capital Structure of Retail companies
listed in the Indonesia Stock Exchange
in 2014-2015.

2. Liquidity affects the Capital
Structure of Retail companies listed in
the Indonesia Stock Exchange in 2014-
2015.

3. Profitability and Liquidity affect the
Capital Structure of Retail companies
listed in the Indonesia Stock Exchange
in 2014-2015.

Suggestions

Suggestions for Retail Company
Retail companies should conduct a
more in-depth analysis of the exact
comparison between debt and equity in
their capital structure, so as to get the
benefits of using debt optimally.
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Suggestions for Next Accounting
Researcher

1. The sample used in this study are
only the companies in the retail sub-
sector, then in the next study it is
recommended to expand the scope of
research to other sectors and sub-
sector companies.

2. This research only examines the
state of the company in a span of 2
years (2014-2015), so that further
researchers can increase the time span
of the study so that the results are more
accurate and representative.

3. The independent variables used in
this study are only limited to
profitability (ROA), and Current Ratio
(CR), so it is suggested to future
researchers to add other variables as
predictors in  predicting capital
structure.
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