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ABSTRACT 

This study aims to analyze and provide empirical evidence free cash flow and capital 

structure on the dividend policy response. This type of research is quantitative 

descriptive using secondary data taken from the IDX website, company wesite, and 

Idnfinancials.com. The population in this study manufacturing companies listed on 

the Indonesia Stock Exchange in period 2016-2020. The sample selection procedure 

in this study is using purposive sampling method, only 64 company data that meet 

the criteria. The data analysis technique used in multiple linear regression analysis 

using Eviews 9. The result of this study indicate that simultaneously  free cash flow 

and capital structure have no effect on dividend policy. Meanwhile, partially free 

cash flow has a significant effect on dividend police and capital structure has no 

effect an dividend policy 

 

Keywords: Free Cash Flow, Capital Structure, Dividend Policy 

 

1. INTRODUCTION 

 

Companies listed on the Indonesia Stock Exchange (IDX) are increasing in 

number. And also showed more and more stock transactions that occurred on the 

Indonesia Stock Exchange (IDX). Investors will want a higher rate of return than the 

sacrifices that have been spent to get the investment. Therefore dividends become 

one of the considerations for investors in a company to find a rate of return on 

investment. On the other hand, the company also expects growth for the company's 

survival. In this section explained that dividends are very important for a stakeholder 

and also investors to be able to cooperate with the company Jayati & Cahyonowati 

(2014). 

In a company, investment activity is an activity that is faced with various 

risks and uncertainties that are often difficult for investors to predict. To reduce the 

possibility of risks and uncertainties that will occur, investors need a variety of 

information, both information obtained from the company's performance and other 

relevant information such as economic and political conditions in a country. 

Information obtained from the company is usually based on the company's 

performance reflected in the financial statements. In accordance with financial 

accounting standards (1999) which requires every company (especially public 

companies) to present financial statements, both interim / quarter (unaudited) 

financial statements and annual financial statements (audited). Based on financial 

statements, investors can find out the company's performance in its ability to 

generate profitability and the magnitude of dividend per share. 
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The main purpose of investors to invest their funds into the company is to 

obtain income or the level of return on investments in the form of dividend yield and 

income from the difference in the selling price of shares against their purchase price 

(capital gain). Dividends are distributions in the form of cash, other assets, letters or 

other evidence stating the company's debt to shareholders as a proportion of the 

number of shares owned by the owner. According to Saxena in Dewi (2016) the issue 

of dividends is very important for various reasons, including: first, the company uses 

dividends as a way to show outsiders or potential investors with respect to the 

stability and growth prospects of the company in the future. Second, dividends play 

an important role in the company's capital structure. 

A company has perfect market value and capital markets, rational investors 

have strong assumptions about the dividend policy theory. At the established stage 

the company is in the last four centuries which makes the main payment method in 

the form of dividends. The most popular and efficient method of distributing cash to 

investors and shareholders is dividends. Regarding parties who have different levels 

of interest, companies must take very important decisions in dividend policy. The 

funding policy can be directly linked to the company's dividend policy, as dividends 

are determined by retained earnings. If the company's retained earnings are high, 

then the dividends paid will be even greater According to Yusra & Herman (2018). 

According to Sofyaningsih and Hardiningsih (2011: 142), the dividend 

policy relates to the policy regarding how much profit the company earns will be 

distributed to shareholders. Retained earnings are one of the most important sources 

of funds to finance a company's growth, but a large flow of money flowing into the 

hands of shareholders can form dividends. 

The greater the nominal cash flow per share of a company, the greater the 

dividend payments rate. This can happen because companies that have a larger cash 

flow per share figure tend to indicate that the company has a larger company size, so 

the likelihood for dividend payments will be greater. Research conducted by Efni 

(2013), said that free cash flow has a positive effect on dividend policy. The greater 

the free cash flow, the dividend policy will get pressure from shareholders to provide 

dividends. 

The company's capital structure is projected by Debt to Equity Ratio (DER), 

where the Debt to Equity Ratio is the ratio used to measure the level of leverage (use 

of debt) to the total shareholder equity owned by the company According to Puspita 

(2009). The larger the DER ratio indicates the greater its liability and the lower the 

ratio will indicate the higher the company's ability to meet its obligations. Nuhu et 

al. (2014), Manneh and Kamal (2015), Ardestani et al. (2015), Tahir and Muhammad 

(2016) and Sulystiowati et al. (2013) stated that capital structure negatively affects 

dividend policy. 

Manufacturing is a branch of industry that applies equipment and a medium 

of process for the transformation of raw materials into finished goods for sale. This 

effort involves all the processes between those needed for the production and 

integration of components of a product. Manufacturing Company is a company that 

processes raw materials into semi-finished goods (to be processed to the next stage), 

or process raw materials into finished products. According to Simanjutak (2011) the 

manufacturing sector is the largest sector compared to other sectors in the IDX. 

Therefore, investment in the manufacturing sector is a promising investment in 

Indonesia. 
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Problem Formulation 

Based on the background of the problems that have been outlined, the 

formulation of the problems in this study is as follows: 

1. Does free cash flow and Capital Structure affect dividend policy? 

2. Does free cash flow affect dividend policy? 

3. Does the capital structure affect dividend policy? 

 

Research objectives 

        Related to existing problems, the goals to be achieved in this study are: 

1. To know and provide empirical evidence of the influence of free cash flow and 

capital structure on dividend policy. 

2. To find out and provide empirical evidence of the influence of free cash flow on 

dividend policy. 

3. To know and provide empirical evidence of the influence of capital structure on 

dividend policy. 

 

Benefits of Research 

 

Practical Benefits 

1. For Further Researchers, the results of this study are expected to add insight and 

knowledge of the author, strengthen previous research and can contribute to the 

development of literature and research in the field of accounting. 

2. For Beloved Campus, this research is expected to contribute to adding information 

and additional knowledge for all parties at Pamulang University. 

 

Theoretical Benefits 

1. For Manufacturing Companies, the results of this study can provide understanding 

to managers in order to make good financial policies, especially debt policies and 

corporate dividend policies that are expected to be considered in an effort to reduce 

agency conflicts.  

2. For Investors, the results of this study are able to provide information that can be 

used as investor consideration related to factors considered by the company in 

determining dividend policies that will affect the prosperity of shareholders. 

 

2. LITERATURE REVIEW 

 

Agency Theory 

Agency theory is a concept that explains the contractual relationship between 

principal and agent. Principal is the party that hires agents to perform tasks for the benefit 

of the principal, while the agent is the party that carries out the interests of the principal in 

Scott (2015). Agency relationships can cause problems between managers and 

shareholders. Conflict that often occurs is due to human economic creatures who have a 

basic nature of selfishness. Shareholders and managers want their goals met. The result is 

that there is a conflict of interest. Shareholders want a greater and faster return on the 

investments they invest, while managers want their interests accommodated by the 

provision of compensation or incentives that are as much as possible for their performance 

in running the company. 
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The agency theory is based on three assumptions, namely;  

1) assumptions about human nature, suggest that humans have a tendency to be selfish (self 

interest), have limited rationality (bounded rationality), and do not like risk (risk aversion).  

2) assumptions about organization, is the existence of conflicts between members of the 

organization, efficient as productivity criteria and asymmetric information between 

company owners and management.  

3) Assumptions about information, explaining that information is viewed as a commodity 

that can be traded. According to Eisenhardt (1989) 

 

Factors Affecting Dividend Policy 

The higher the dividend distributed to shareholders will reduce the company's 

opportunity to get an internal source of funds in order to hold a reinvestment. This in the 

long run will decrease the value of the company, because dividend growth will decrease, 

therefore the company's management must determine the optimal dividend policy in order 

to maintain the value of the company. To determine the dividend policy managers need to 

determine and consider several factors that exist in the company, can be seen from the 

performance of a company through its financial ratio According to Yosephine & Tjun 

(2016). In this study used several factors of dividend policy, namely free cash flow and 

capital structure. 

 

Free Cash Flow 

Free cash flow is cash flow that is truly available to be distributed to all investors 

after the company has placed all of its investments in fixed assets, new products, and 

working capital needed to sustain ongoing operations in Arfan and Maywindlan (2013).  

According to Brigham & Daves (2003). defines free cash flow as cash flow 

resulting from an ongoing business operation and available for redistribute to shareholders. 

The cash distribution is not considered to affect the company's current growth rate. 

 

Capital Structure 

The purpose of the capital structure is to combine the sources of funding used by 

the company to maximize the value of the company by maximizing the stock price, 

minimizing the cost of capital and balancing between risk and the rate of return. The capital 

structure (use of debt) is a signal conveyed by the manager to the market. If the manager 

has confidence that the company's prospects are good, and therefore wants the stock price 

to rise, he wants to communicate it to investors. Managers can use more debt, as a more 

credible signal. Companies that increase debt can be viewed as companies that are 

confident in the company's future prospects. Investors are expected to pick up on those 

signals, a signal that the company has good prospects. Thus debt is a sign or positive signal 

According to Ross (1977). 

 

Previous Research 

Research conducted by Setyawan, B. (2019). Namely the Influence of Free Cash 

Flow, Profitability and Liquidity On The Value of The Company With Dividend Policy As 

An Intervening Variable., the results of the study showed free cash flow did not have a 

significant influence on dividend policy 

Research conducted by Ita tLopolusi, I. (2013) is an analysis of factors that affect 

the dividend policy of the manufacturing sector listed on the indonesia stock exchange for 
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the period 2007-201. The results showed that free cash flow had no significant negative 

effect on variable dividend policy changes. 

Research conducted by Prasetio, D. A., & Suryono, B. (2016). that is The effect of 

profitability, free cash flow, investment opportunity set against dividend payout ratio. The 

results showed that free cash flow (fcf) had a positive effect on the dividend payout ratio 

(dpr), return on asset positively affect the dividend payout ratio. 

 

Framework of Thought 

 
 

Figure 1.  

Framework of Thought 

 

In Figure 1 the frame of mind can be spelled out as follows in this study conducted 

by researchers have research models and hypotheses while among the free and bound 

variables that have been determined in the title of the study conducted. In the initial 

hypothesis shown in the figure is the effect between variables X1 and X2 on variable Y 

dividend policy given the symbol H1, the second hypothesis of the influence between 

variable X1 on variable Y given the symbol H2, the third hypothesis states the influence 

between variable X2 to variable Y given symbol H3. 

 

The Effect of Free Cash Flow and Capital Structure on Dividend Policy  

The main purpose of investors in investing into the company is to find returns in 

the form of dividends and capital gains, namely income from the difference in the selling 

price of shares to their purchase price, but dividend policies often have non-positive 

consequences among related parties in the company, namely the owner of the company 

as the principal and management as an agent. The negative consequences that arise are at 

the time of dividend distribution by the company to its shareholders. The owner of the 

company or principal wants to give a high amount of dividends while the company's 

management or agent wants to give a low amount of dividends. Based on the above 

description formulated the following hypothesis: 

H1: Free Cash Flow and Capital Structure affect Dividend Policy 

 

The Effect of Free Cash Flow on Dividend Policy 

Free Cash Flow is cash available in companies that are free from taxes and other 

costs in the company. Rosdini (2009) mentioned that the portion of cash that is actually 

available to shareholders will be reflected in free cash flow. The greater the free cash flow 

available, the dividends that will be distributed will also be greater. The opposite opinion 

expressed by Putri Awalina (2016) shows that "free cash flow indicates a negative 

direction towards dividend policy, i.e. the higher the value of free cash flow, the lower 

the dividend distributed, the negative direction is because with the negative free cash flow 

value the company still distributes dividends and a company that produces high cash flow 
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does not always report the amount of cash in its balance sheet is also high". Based on the 

above description can be formulated the following hypothesis: 

 

H2: Free Cash Flow affects dividend policy 

 

The Effect of Capital Structure on Dividend Policy 

Research by Haider (2012), Arif and Akbar (2013), as well as Uttari, I. A. S., & 

Yadnya, I. P. (2018) showed that capital structure had a significant negative effect on 

dividend policy. Based on the above description formulated the third hypothesis as follows: 

H3: Capital Structure affects dividend policy 

 

3. RESEARCH METHODS 

 

Type of research 

The research used in this study is descriptive research with a quantitative approach. 

The study aims to test statistically and explain existing phenomena by using numbers to 

determine the characteristics of individuals or groups. Quantitative descriptive research is 

obtained from a sample of the study population, analyzed according to the statistical 

methods used. This research will examine the Effect of Free Cash Flow and Capital 

Structure on the influence of Dividend Policy. 

 

Location and Time of Research  

       The research was conducted by means of documentation, namely taking data on the 

Indonesia Stock Exchange (IDX) contained on the official website of the Indonesia Stock 

Exchange (www.idx.co.id). The data taken is the annual report of manufacturing 

companies in 2016-2020. The study was conducted from December 2020 until completion.  

 

Operational Research Variables  

Dependent Variables 

Variables that are affected or become a result due to the presence of independent 

variables. In this study the dependent variable is the dividend policy (Y). According to 

Sugiyono (2013:39). Dividend policy is projected with Dividend payout Ratio (DPR) 

which is a comparison between dividends paid with net income According to Brigham and 

Houtson (2006). 

DPR = Stock perlembar dividend / Net income per share 

 

Independent Variables  

Independent variables are often referred to as stimulus variables, predictors, 

antecendents. In Indonesian is often referred to as a free variable. Free variables are 

variables that affect or are the cause of their change or the emergence of dependent (bound) 

variables. The independent variables in the study are Free Cash Flow (X1) and Capital 

Structure (X2). According to Sugiyono (2014:39) 

 

Free Cash Flow              

Free Cash Flow in this study is measured by the net value of the increase / decrease 

in cash flow from the company's operating activities (Cash Flow from Operations) which 

is reduced by the purchase / investment of fixed assets in cash (Capital Expenditure). In 

Ade Dwi Suryani, (2015) quoted Penman writing the formula for free cash flow 

measurement as follows: 

FCF = CFO – CFI 
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The free cash flow ratio is measured by dividing free cash flow by total assets in 

the same period with the aim to be more comparable for the companies sampled. Thus 

generating the following formula: FCF = CFO – CFI / Total Assets 

Information: 

FCF = Free Cash Flow 

CFO = operating cash flow 

CFI = investment cash flow 

 

Capital Structure 

The capital structure in this study is illustrated through the Debt to Equity Ratio 

(DER) expressed in percent (%) which is used to measure the level of leverage against the 

total shareholder equity owned by the company According to Puspita (2006). 

DER = Total Debt / Total Equity 

 

Population and Sample  

Population is a generalization area consisting of: objects or subjects that have 

certain qualities and characteristics that are determined by the researcher to be studied and 

then drawn conclusions. The subject of this study is all manufacturing companies go public 

which is marked by the inclusion on the Indonesia Stock Exchange (IDX) with certain 

criteria. The object in the study was the financial statements of each company registered 

with the IDX in 2016-2020. According to Sugiyono (2018: 80). 

A sample is part of the number and characteristics that the population has. So that 

the sample is part of the existing population, so for sampling must use a certain way based 

on existing considerations. The companies that sampled the study were manufacturing 

companies that went public registered with the IDX in 2016-2020. According to Sugiyono 

(2011:81) 

 

Types and Sources of Data 

Data is a description that can give an idea of a situation. The data obtained is then 

processed to provide answers to research problems such as those that have been formulated 

obtained from the official website of the Indonesia Stock Exchange in www.idx.co.id. 

 

Data Collection Methods 

The data collection method used in this study is documentation, which is based on 

financial statements published by the Indonesia Stock Exchange through the Indonesian 

Capital Market Directory (ICMD) and annual financial statements of each company during 

2016-2020 obtained from the official website of the Indonesia Stock Exchange in 

www.idx.co.id. 

 

Analytical Techniques 

The analysis in this study will use Eviews Statistics 9. The following data analysis 

techniques used in this study include: 

 

Selection of Panel Data Estimation Model 

In this study, common effect, fixed effect and random effect methods can be used 

in panel data analysis techniques. But before that, tests must be carried out to determine the 

methods that are in accordance with the material in this study. Therefore, the Chow Test 

and Hausman Test will be used to determine the method to be used in Mahulete (2016).  
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Model Pooled (Common Effect) 

The Common Effect model is the simplest model, because the method used in 

common effect is simply by combining time series and cross section data. 

The equation of this method can be formulated as follows Mahulete (2016): 

Yit = α + βjXjit + Ɛit 

Fixed Effect Model 

       This method is used because of course every analysis method used has 

weaknesses. Likewise with the analysis of panel data that uses the common effect method. 

However, this can be overcome by using fixed effect methods. 

In the fixed effect model, each individual is an unknown parameter and will be 

estimated using dummy variable techniques that can be formulated as follows Silalahi 

(2014): 

Yit = αi + βjX
jit + ∑n =2 αiDi + Ɛit 

 

Random Effect Model 

In this Random Effect method the difference between individual characteristics and 

time is accommodated with errors of the model used. Considering that there are two 

components that contribute to the formation of errors, namely, then in this method it needs 

to be described into errors from individual components, errors for the time component and 

combined errors. The random effect equation can be formulated as follows Mahulete 

(2016). 

Yit = α + βjXjit + Ɛit ; Ɛit = ui + vt + Wit 
2. RESULTS OF RESEARCH AND DISCUSSION 

 

Overview of Research Objects 

Description of Research Objects 

The object of this research is an annual report with stock financial data on 

manufacturing companies listed on the Indonesia Stock Exchange (IDX) for the period 

2016-2020. The data used is secondary data in the form of annual financial statements that 

have been published through the Indonesia Stock Exchange website, namely 

www.idx.co.id and other official websites such as www.idnfinancials.com to obtain annual 

financial statement data of each company in 2016-2020. 

Observation of samples in this study was done using purposive sampling 

techniques that are sampling based on certain criteria. The criteria used to select a sample 

in this study are companies that meet the following criteria: 
 

Table 1.  

Sample withdrawal criteria 

No. Criteria Criteria 

Violation 

Number of 

Companies 

1 Number of Indonesian manufacturing 

companies listed on the IDX 

 193 

2 Number of Indonesian manufacturing 

companies listed on the Indonesia 

Stock Exchange in 2016-2020 

(60) 133 

3 Number of companies that present 

annual financial statements expressed 

(18) 115 
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in rupiah during the 2016-2020 

research period in a row 

4 Number of companies that distributed 

dividends during 2016-2020 

consecutively 

(73) 42 

5 The number of companies that have 

complete data related to the variables 

used in the study. And has a positive 

value for each variable 

(29) 13 

Number of samples used 13 

Observation year 5 

Number of outliers 1 

Total data processed 64 

      Source: Secondary data processed 2021 

 

Research Results 

Descriptive Statistical Analysis 

Descriptive statistics is a part of the science of statistics that only manages 

and presents data without making decisions. In other words, just look at the general 

picture of the data obtained. Descriptive tests of variables are presented to determine 

the mean value, standard deviation, minimum and maximum. Below are descriptive 

statistics of the variables used: 
 

Table 2.  

Descriptive Statistical Test Results 

 
Source: secondary data processed through Eviews 9, 2021 

 

Based on the results of output in the table above can be concluded: 

1. N = Initial data 65 to 64 because the results are not normal and must be in outlier, 

after the data in Outlier to 64, meaning the amount of data obtained in this study is 

as many as 64 consisting of 13 companies manufacturing for five years from 2016 

to 2020. 
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2. Free Cash Flow 

The Free Cash Flow variable has a minimum value of 0.012388, namely at Nippon 

Indosari Corpindo Tbk, while the maximum value is 0.412188 by PT Hanjaya 

Mandala Sampoerna Tbk. The average cash holding value is 0.140084 and the 

standard deviation is 0.103172. 

3. Capital Structure 

The Capital Structure variable has a minimum value of 0.083299, namely in PT 

Industri Jamu and Farmasi Sido Tbk, while the maximum value is owned by PT 

Unilever Indonesia Tbk of 3.159024. The average value of the Capital Structure is 

0.570691 and the standard deviation is 0.654139. 

4. Dividend Policy 

The Dividend Policy Variable has a minimum value of 0.011505, namely in 

Ultrajaya Milk Industry and Trading Company Tbk, while the maximum value is 

owned by PT Indocement Tunggal Prakasa Tbk of 2.248694. The average value of 

the Dividend Policy is 0.578018 and the standard deviation is 0.436232. 

 

The selection of the most appropriate model for managing panel data used in the 

study was based on statistical considerations. This needs to be done to obtain proper and 

efficient guesses. Consideration of the statistics intended to go through testing. 

 

Chow Test 
 

Table 3.  

Chow Test Results 

 

 
 

The results of the Chow Test showed that the probability value of the Cross 

section was 0.0000 or < 0.05, hence H0 was rejected. Therefore the model chosen is 

Fixed Effect. Next will be regression with the Random Effect model, to determine 

which model is most appropriate. 
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Hausman Test 

 

Tael 4.  

Hausman Test Results 

 
 

Based on the results of the Hausman Test above, it can be seen from the 

Random Cross-Section Probability value of 0.9136 or > 0.05, this means that H0 is 

accepted and H1 is rejected. The selected model is the Random Effect Model (REM). 

 

Lagrange Multiplier Test 

 
Table 5.  

Lagrange Multiplier Test Results 
 

 
 

Based on the lagrange multiplier test above, the pagan Both-Breusch value 

shows a value of 0.0000 which means smaller than α (0.05), so the H0 is rejected 

and the selected model is a random effect model. 
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Classic Assumption Test 

1. Normality Test 

The normality test is used to determine whether the data used in the regression model 

has been distributed normally or not. In testing a hypothesis, the data must be 

distributed normally. If the probability > a significance value of 0.05, then the data 

is already distributed normally. 

 

0

1

2

3

4

5

6

7

8

9

-0.2 -0.1 0.0 0.1 0.2

Series: Standardized Residuals

Sample 2016 2020

Observations 64

Mean      -0.001354

Median  -0.010281

Maximum  0.256433

Minimum -0.185100

Std. Dev.   0.091637

Skewness   0.571165

Kurtosis   3.012437

Jarque-Bera  3.480193

Probability  0.175503

 
Source: Output Eviews 9 

 
Figure 2. Normalita Test Results 

 

 

2. Multicollinearity Test 

The Multicollinearity test aims to find out if there is a high correlation between the 

free variables in the model used. If the coefficient value between variables < 0.9 then 

there is no linear relationship, or no multicollinearity. Here are the results of the 

multicollinearity test: 

 
Table 6.  

Multicollinearity Test Results 

 

 
 

3. Heteroskedasticity Test 

The Heteroskedasticity test is a test that assesses whether there are variant and 

residual inequalities for all observations on a linear regression model. 

Heteroskedasticity testing in this study was conducted using the white test. The 

model is said to be heteroskedasticity if the significance value is less than 0.05, and 

if the significance value is above 0.05 then there is no heteroskedastisity. 
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Table 7.  

Heteroskedasticity Test Results 

 

 
 

4. Autocorrelation Test 

The autocorrelation test aims to test whether in a linear regression model there is a 

correlation between a nuisance error in the t period and a nuisance error in the 

(previous) t-1 period. 

 
Table 8.  

Autocorrelation Test Results 

 

 
 

Hypothesis Test 

Test T (Partial) 

The t statistical test is used to show how much influence one independent 

variable (Free Cash Flow and Capital Structure) individually influences in 

explaining the variation of dependent variables (Dividend Policy). The basis of 

decision making is as follows:  

1. If the sig value < 0.05 or t calculates the > t of the table, it can be concluded that 

there is an independent variable effect on the dependent variable.  

2. If the sig value > 0.05 or t calculates the < t of the table, it can be concluded that 

there is no effect of independent variables on dependent variables. 

 
Table 9.  

T (Partial) Test Results 
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With observations (n = 64), the number of independent and dependent variables (k 

= 3), then the degree of freedom (df) = n-k = 64-3 = 61, where the level of significance is 

α = 0.05. So the T table is as large as in this test, the data used T table is 1.67022 and the 

significant level of α used is 0.05. 

 

Test Results F (Simultaneous) 

 

Table 10. Test Results F (Simultaneous) 

 

 
 

Based on the results of the statistical test output F (ANOVA test) shown in table 

4.12 obtained by 2.639384 with a significant value of 0.079550. F table can be seen in 

statistical table F at a significant rate of 0.05 with df 1 (k-1) = 2 and df 2 = n-k or 64-3 = 

61 (n is the amount of data and k is the number of variables), then obtained results for F 

tables of 3.15 and F calculations of 1 2.639384 so F calculates > F table (2.639384 < 3.15) 

and significant 0.05 (0.079550 > 0.05), based on the basis of such decision making,  H0 is 

accepted and H1 is rejected, namely Free Cash Flow and Capital Structure has no 

simultaneous influence on dividend policy. 

 

Regression Analysis Results 

Coefficient of Determination (Adjusted R2) Test 

The coefficient of determination is used to test how much independent variables 

are capable of explaining dependent variables According to Ghozali (2016). The coefficient 

of determination also shows the proportion of dependent variables described by 

independent variables. Can be measured by formula:  

KD = r2 x 100% 

Description: r = Correlation 

 

 
Table 11.  

Determination Coefficient Test Results (Adjusted R2) 
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From the Table above it is known that the coefficient of adjusted determination 

(adjusted R Square) of 0.079645 or 7.96% of dependent variables i.e. dividend policies can 

be explained or influenced by independent variables (Free cash flow and Capital Structure). 

The remaining 92.04% (100% - 7.96%) was explained by other variables not studied in the 

study. 

 

Multiple Linear Regression Analysis 

Multiple regression analysis is used to test the effect of more than one independent 

variable (free variable) on one dependent variable According to Ghozali (2016:7). The 

regression equation model proposed in this study is: 

 
Table 12.  

Multiple Linear Test Results 

 

 
 

Based on table 12, the model of multiple regression equations is as follows:  

 

Y= 0.07714 + 1.149054X1 + 0.019731X2 + e 

 

Based on the regression equation above can be concluded as follows:  

a. The constant value of 0.07714 indicates that if the independent variable (free cash flow 

and capital structure) on observation to i and period to t is fixed. 

b. The Free cash flow variable (X1) has a regression coefficient of 1.149054. The 

positive coefficient value indicates that, if each increase in one unit of free cash flow 

variables, assuming other variables remain then the dividend policy variable will 

increase by 1.149054 assuming another independent variable remains.  

c. The Capital Structure Variable (X2) has a regression coefficient of 0.019731. The 

positive coefficient value indicates that, if each increase in one variable of capital 

structure, assuming other variables remain then the dividend policy variable will 

increase by 0.019731 

 

 

4. RESULT AND DISCUSSION 

Research Discussion 
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This research was conducted with the aim to find empirical evidence whether there 

is an influence between free cash flow and capital structure on dividend policies in 

manufacturing companies on the Indonesia Stock Exchange in 2016-2020. 

 

The Effect of Free Cash Flow and Capital Structure on Dividend Policy 

simultaneously 

Based on the results of the study from the F test showed that the value of F of 

2.639384 with dfl (K-1) (3-1) = 2 and df2 (N-K) (64-3) = 61 then obtained the result for F 

table 3.15. Thus, F calculates the > F table (2.639384 < 3.15) and the probab value of 

(0.079550 > 0.05), based on the basis of the decision-making, H1 is rejected and H0 is 

accepted i.e. free cash flow and the capital structure has no simultaneous influence on 

dividend policy. 

 

 

 

The Effect of Free Cash Flow on Dividend Policy 

Based on the above research on the variable free cash flow resulting in a significant 

rate of 0.0335 < 0.05 and the value of t calculated < t table which is 2.174832 > 1.67022, 

then obtained the second hypothesis (H2) is free cash flow has a significant influence on 

dividend policy, with positive coefficients or in other words H2 received. The result 

concludes that free cash flow affects the level of dividend distribution to shareholders, the 

greater the free cash flow owned by the company, the greater the level of dividend 

distribution given to shareholders.  

 

Effect of Capital Structure on Dividend Policy 

Based on the above research on the variable free cash flow resulting in a significant 

rate of 0.08226 > 0.05 and the value of t calculated < t table which is 0.225143 < 1.67022, 

then obtained the third hypothesis (H3) is that the Capital Structure has no influence and is 

not significant to the dividend policy, with a positive coefficient or in other words H3 is 

rejected. 

 

5. CONCLUSION  

The study aims to test how much influence free cash flow and capital structure have 

on dividend policy, on manufacturing companies listed on the Indonesia Stock Exchange 

in 2016-2020. This test uses regression analysis of panel data using the help of Eviews 9. 

The results of hypothesis analysis and testing in this study can be concluded as follows: 

1. Based on the results of the first hypothesis test shows that the variables of free cash flow 

and capital structure together (simultaneously) have no effect on dividend policy. The 

results of this study are in line with the research according to Saputro, F. S. (2016). That 

states the capital structure and free cash flow have no significant effect on the dividend 

initiation policy. 

2. Based on the results of the second hypothesis test shows that free cash flow partially affects 

dividend policy. This is because free cash flow affects the level of dividend distribution to 

shareholders, the greater the free cash flow owned by the company, the greater the level of 

dividend distribution given to shareholders. This research is in line with research conducted 

by Suherman, R., Lukman, I., & Kusnadi, K. (2017) which states that free cash flow has a 

significant effect on dividend policy. 

3. Based on the results of the third hypothesis test showed that the capital structure partially 

had no positive effect on dividend policy. The capital structure reflects the company's 

ability to meet all its obligations. This shows that the higher the level of capital structure, 
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the higher the composition of debt, so it will result in lower ability to pay dividends. 

According to Sartono (2014) the increase in debt in turn will affect the small net income 

available to shareholders including dividends received because of its obligation to pay debts 

more prioritized than dividend distribution. This result is in line with research according to 

Firdaus, I., & Sedias, S. R.B. (2017). That states the variable capital structure partially has 

no positive effect on dividend policy. 

 

Limitations of Research 

After conducting research and analyzing the results of research. This study has 

limitations that can be used as a consideration for the next researcher in order to get 

better research results. Limitations of this study include the following: 

1. The number of samples used in this study was only 65 data consisting of 193 

manufacturing companies registered with the IDX for the period 2016-2020 of which 

only 13 companies met the criteria in this study, and 1 data was declared outlier because 

it had extrem data, so only 64 data from 13 manufacturing sector companies were used 

as samples. 

2. Independent variables in this study are only able to explain as large as the dependent 

variables, so there are other factors that explain the dependent variables in this study. 

3. This study only uses company data that has a positive value to all variables used. 

4. This study only uses 2 independent variables in the form of free cash flow and capital 

structure. While there are still many variables that can affect dividend policy. 

 

Suggestion 

Based on the conclusions and limitations of the research contained in this study, 

there are several things that are recommended, among others: 

1. For further researchers, it is recommended that it can add other variables as independent 

variables. So that it can give better results 

2. For researchers who will conduct similar research can expand or increase the number 

of company samples, research year periods, and research objects other than 

manufacturing companies only, but can be developed using samples from other groups 

of companies listed on the Indonesia Stock Exchange (IDX) so that the results obtained 

are even better. 
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