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ABSTRACT

Aims: This research aims to determine the effect of ownership based on managerial and institutional
on the leverage and corporate dividends.

Study design: We analyzed the correlation between leverage and dividends interaction in several
companies that have been listed on the Indonesian Stock Exchange.

Methodology: Some hypotheses were created and then tested using an equation model. Some
equations used in this model can create an equation system that can describe the variables'
dependencies. Furthermore, the two-stage least square (TSLS) method was used as the estimation
technique

Results: As a result, a high level of managerial ownership can decrease the dividend payments of
leverage and corporate. Also, to achieve high asset growth, high external capital is needed so that it
can further increase the dividend payments.

Conclusion: In contrast, high sales growth can decrease the leverage, but high profitability may
lower the dividend payments. Using high leverage means decreasing the dividend payments.

Keywords: dividend, institutional ownership, leverage, managerial ownership, payment.

1. INTRODUCTION

There are many issuers on'the Indonesia Stock Exchange who are facing debt problems whose major
issuers have a leverage level (debt ratio) above 100% [1]. This situation leads a company to carry out
its financial obligations in the form of a large interest expense due to a large amount of debt. Besides,
most ‘dssuers do net distribute dividends to the shareholders even though the company can make
profits. Meanwhile, signal theory explains that earnings information and dividend announcements can
provide signals or information to investors about the company's prospects in the future, especially in
obtaining-profits [2].

Some companies in Indonesia tend to have concentrated share ownership. According to Khamis et al.
[3], a concentrated ownership structure will create conflict between majority and minority
shareholders. Thus, it has the potential to affect the company's performance. It is possible for majority
shareholders to easily use their power for personal gain at the expense of minority shareholders.

Share ownership by the management will parallel the interest between the management and external
ownership so that the managers will reduce the debt level as they increase their ownership of the
company. Managerial ownership and institutional ownership can affect the fund-seeking policy and




whether the company chooses debt or a rights issue (new stock that is issued with priority over the old
shareholders). Institutional ownership correlates with the debt-funding level and the level of
managerial capital ownership in the company. Thus, institutional investors function as monitoring
agent that effectively helps to reduce agency costs [4,5]. The presence of external monitors acts to
constrain the opportunistic behavior of the management.

Investors or prospective investors should learn about financial theories and their application to debt
and dividend policies. It is also important for creditors to have knowledge considering providing
financial support in the form of loans. The assessment of the use of financial statements should be
regularly carried out so the company can analyze the factors which affect the debt or leverage decision
and the company dividend policies. The present study was conducted to determine the effect of the
structure of share ownership on corporate leverage and dividends, the effect <of company
characteristics on corporate leverage and dividends, and find out the interaction between leverage and
dividends. The study does not solely use the elements of the structure of stock ownership;.debt policy,
and dividend policies that can reduce agency problems. At the same time, .t analyzes the
interrelationships between leverage or capital structure and corporate dividends. Thus, institutional
investors can effectively monitor the company management so that there is a tendency:to a lower debt
level and an increase in managerial ownership can lessen the role of debt:to reduce agency problems.

2. LITERATURE REVIEW

Jiang and Jiranyakul [6] show that a critical aspect in achieving maximum profit is improving the
company's capital structure, considering that to run its operations, companies need several funds, both
short term, and long term. The maximum profit is only attained by the company when it has a good
performance. Investors and prospective investors will be attracted by the return (profit level) that can
be expected in the future, relative to the risk of the company. The company’s profit can compensate
for the additional risks that emerge. Also, a change in the company’s debt will affect its value [7].
Thus, the extent to which the company can fulfill'its funding needs from its capital will affect the
balance of the capital structure and-may increase'the company's value. This indicates the importance
of the role of leverage (the use of assets.and fund sources that have a fixed burden) on company value

The capital structure or the-use of corporate debt has an important role for the company in critical and
healthy conditions to funding its:operations. The decision to increase or decrease leverage or capital
structure will have different., consequences on future profits. The improvement of company
performance is expected:to maximize shareholder prosperity to achieve the purpose of profitability
and company liguidity. A creditor will be more likely to make a loan if this is accompanied by more
assets as collateral, to diminish the bankruptcy risk. Because the asset value of a company has a
positive effect.on funding sources, it can be said that a company with a relatively high asset growth
tends to‘have, high debt levels. There must, therefore, be a correlation between the debt level and the
value and camposition of the assets. A high asset value will mean a high debt level [7-9]. A company
with a high growth rate tends to have reasons to pay high dividends.

Dividend policy determines the distribution of profits between dividend payments to shareholders and
corporate reinvestment. Dividend payments indirectly result in tighter monitoring of management
investment activities, so dividends can be a meaningful contribution to the value of the company.
Optimal dividend policy will be determined through the marginal costs of dividends and capital gains.
This preference will only be reflected in the relative quantity of dividends and capital gains, not the
value of the company. A high standard deviation in earnings indicates that the company risk is also
high, so creditors will be reluctant to give loans to such companies [4,10]. Moreover, a company with
a high risk tends to make lower dividend payments. A large company has easy access to the capital
markets because it has the flexibility and capability to get more funding for the company, until its
leverage is high [9,20]. Therefore, the more significant the company, the higher the dividend



payments. The sales growth reflects earnings increase so dividend payments will tend to increase.
Profitability indicates the ability of the capital invested in all the assets to earn a profit for investors. A
company with high profitability has more funds available, and quite a significant amount of cash for
making dividend payments.

Moh’d et al. [8], Joher et al. [11], Rizqgia et al. [12], and Tariq [5] used several factors as study
variables, namely dividend payment, growth opportunity, firm size, asset structure, asset risk,
profitability, tax rate, non-debt tax shield, and uniqueness. The results of their studies indicated that
the share ownership structure has adverse and significant effects on the debt ratio, while other factors
also have significant effects on the debt.

3. RESEARCH METHODOLOGY
3.1 Operational Variables

The variables used in this study were as follows:
3.1.1 Endogenous variables
a. Leverage
This variable is used to reflect the leverage (debt) policy of the company. Financial leverage
is measured as the ratio between short-term debt plus long-term debt and equity, and it is
given the symbol LEV [13].
b. Dividend payment ratio
This variable is a ratio used to reflect the company’s dividend policy. The payment policy is
measured by using the dividend payment ratio divided by the earnings after tax and is given
the symbol DPR [14].
3.1.2 Exogenous variables
a. Managerial ownership
This variable is measured as the percentage of shares owned by managers who actively
participate in company decision-making; and it is given the symbol MO [14].
b. Institutional ownership
The institutional ownership ‘variable represents the shares owned by institutions, which
constitute monitoring agents because of the amounts they invest in the capital markets, and it
is given the symbol.10'[14].
c. The Assets growth
This variable reflects the growth in resources in the form of assets owned by the company,
measured as-the total assets in period.; less the total assets in period.;, and it is given the
symbol AG [15].
d. Earnings volatility
This,variable reflects the variability in the company’s earnings and is defined as the
coefficient of profit variation; it is measured by using the standard deviation of the net
operating earnings divided by the total assets and is given the symbol EV [4].
e. Firmsize
This variable is the size of the company, measured using the natural algorithm (In) of its
sales, and is given the symbol FS [4].
f.  Sales growth
This variable reflects sales growth, as the manifestation of investment success in the past, and
is measured as the sales in a period less the sales in the period.; divided by the sales in
period_;, and given the symbol SG [16].
g. Profitability
The profitability variable is proxied by Return on Assets (ROA), which indicates the
capability of the capital invested in the whole of the company’s assets to earn a profit for the



company; it is measured by dividing the earnings before tax by the total assets and is given
the symbol ROA [17].

3.2 Sampling Method

The population used for the research was all the public companies (issuers) listed on the Indonesian
Stock Exchange, except those in the banking and insurance sectors that have financial reports with a
different meanings from those of other sectors. The analysis period was from 2006 through 2014.

The sample was selected using the Simple 2 Random Sampling method, which includes a process to
select a sampling unit in such a manner that each sampling unit existing in the population has a known
opportunity of being chosen for the sample, and this selection opportunity is not zero. The:sample size
was determined using the formula below:

n=fi2+k+1 1)
2 _ _R?
f _I—RZ (2)

Where value n is a whole sample size. L is a from the table with-a and p determined. Value k is
several exogenous variables. The last is the R? value of the estimation of the correlation coefficient.
Based on the simple random sampling method above, a sample of:77.companies was included in the
study.

3.3 Analysis Method

The data analysis method used in this study. was the simultaneous method with the estimation of the
two-stage least square (TSLS) method. The model:should comply with the requirement that it can be
identified, and therefore a structural equation'model was developed as follows:

LEV = Bl + B2 DPR + B3 MO+ B4 10 + B5 AG + B6 EV + B7 FS + ¢1 (3)
DPR = al+ a2 LEV +a3 MO + a4 AG + o5 EV + a6 FS + a7 SG + a8ROA+ €2 (4)

Where LEV is leverage. DPR'is the dividend payment ratio. MO is managerial ownership. 10 is
institutional ownership. AG isiasset growth. EV is earnings volatility. FS is a firm size. SG is sales
growth. ROA is the return on.assets/profitability. B is the parameter coefficient. a; is the parameter
coefficient. € isresidual (error term). I am several 1, ..., 9.

[LEV DPR] + [MO10.AG EV FS SG ROA] = [¢1 £2] (5)

4. RESULTS AND DISCUSSION

This study tested, for companies listed on the Indonesian Stock Exchange, the effects of managerial
ownership and institutional ownership on leverage and company dividends, using the conceptual
framework of the study:

1. Managerial share ownership influences leverage and company dividends.

2. Institutional share ownership influences leverage.

3. Asset growth, earnings volatility, firm size, sales growth, and profitability influence leverage

and company dividend.
4. Leverage and company dividends each affect the other.



To test the proposed hypotheses above, a two-stage least square model was used. The results of the
analysis can be summarized in Table 1. The result of the data processing for the effect of the
exogenous variables on the endogenous variables in the dividend equation can be seen in Table 2.

Table 1. Results of analysis of leverage equation

Variable Regression Coefficient t stat Sig

Cc 0.77183 5.594 .0000
DPR -0.001131 -3.773* .0039
MO -0.001091 -2.939* .0034
10 0.001139 2.653* .0082
AG 0.021316 2.723* .0035
EV -0.000125 -2.951 .0033
FS 0.019013 4,023 .0001

Table 2. Results of analysis of leverage equation

Variable Regression Coefficient t stat Sig

Cc 115.09913 6.272 .0000
LEV -18.88513 -2.067 * .0391
MO -0.01609 -2.090 * .0370
AG 1.83305 1.658 ** .0925
EV -0.02498 -1.998 * .0482
FS 1.34972 -3.951* .0342
SG -1.25490 -2.043* .0438

ROA -18.57691 -2.043 * .0265




4.1 Operational Variables

The size of the regression coefficient between managerial share ownership and leverage level is -
0.001091 and the t count is -2.939, with a significance level of 0.0034. The conclusion is that Hy is
rejected and H; is accepted. The numbers indicate that there is a significant effect between managerial
share ownership and the leverage of the company.

The results agree with the theory and are consistent with the research results of Jensen et al. [18],
Bathala et al. [4], and Moussa and Chichti [9], that share ownership by managers is related to the use
of leveraging. Managerial share ownership negatively influences leverage. Jensen and Meckling [18]
stated that if managers have a high degree of ownership in the firm, this will reduce the debt level and
will reduce the agency conflict that emerges from the separation of the decision-making function and
the risk responsibility function in the firm. Managerial ownership should harmonize the.interests of
the managers and those of the external shareholders. High managerial ownership of shares enables
managers to take a prominent position in the firm to control its leverage-policy. If managers own
shares, then they directly feel the consequences of the decisions they make so that they no longer act
opportunistically. Managerial ownership creates an incentive for the*managers in* the company to
improve the company performance and use debt carefully, and thus it reduces the agency cost. In
addition, the interests of the owner will be close to the managers’<if the manager increases the
ownership of the shares and then increase the use of debt so it will sreplace the capital. Thus,
managerial ownership and leverage level are integral aspects of-managerial decision-making so that
the agency is accepted. The numbers indicate that there ‘is a significant relationship between
managerial ownership of shares and company leverage.

4.2 Effect of Managerial Ownership on Company Dividend

The regression coefficient between managerial ownership of shares and company dividend is large (-
0.01607), and the t count is -2.090, with a significance level of 0.0370, so it can be concluded that H,
is rejected and H; is accepted, with the direction of correlation being negative. This conclusion
indicates that managerial ownership:has a significant effect on company dividends.

The results of this research-agree with the theoretical model and with the previous empirical research
published by Jensen et al. [17], Dempsey and Laber [19], and Joher et al. [11]. The results indicate
that the higher the percentage of shares owned by the management, the lower the agency cost and the
lower the dividend payments. With low dividend payments, the company will be able to establish a
dividend level that'makes the management fund the expected investment. If this can be done by the
managers’ projection of future investment opportunities, then the company will get the funding
needed internally,-which will eventually decrease the substantial leverage effect of the managerial
ownership of .shares'and enable the management to control the dividend policy.

4.3 Effect of Institutional Ownership on Leverage

The regression coefficient between institutional share and leverage is 0.001139, and the t count is
2.653 with a significance level of 0.0082. The conclusion from this is that Hy is rejected and H; is
accepted, while the correlation direction is positive. Based on the above calculation, the numbers
indicate that there is a significant effect between institutional share ownership and leverage. The
positive correlation direction does not agree with the conclusion of Bathala et al. [4]. In this case, the
percentage of institutional share ownership for companies issuing shares on the Indonesian Stock
Exchange is low so it can be said that institutions are minority shareholders. Institutional investors
function poorly as monitoring agents and in their monitoring of managers.



Institutional ownership has a relationship with the level of expenditure, so institutional investors will
use monitoring agents that are effective and quite helpful in agency costs. The presence of external
monitors could restrict the opportunistic habit of management. A relatively large institutional
ownership will result in the emergence of close supervision of company management so that finding
sources of funds according to needs will increase.

Bathala et al. [4], Moussa and Chichti [9], and Agyei and Owusu [10] stated that an institutional
investor could adequately monitor the conduct of the company managers, to ensure the managers will
work for the sake of the shareholders. The presence of proper supervision by institutional investors
may cause a decrease in the use of leverage because the company management will be careful and
disciplined in managing their debt. The significance of institutional investors as monitoring parties
may depend on the size of their investment in shares, and a considerable economic interest may be
needed to control the agency cost of the company.

4.4 Effect of Asset Growth on Leverage

From the calculation, the magnitude of the regression coefficient between the asset'growth variable
and leverage is 0.021316, and the t count is 2.723, with a significance level of 0.0035. Hy is therefore
rejected, and H; is accepted, while the correlation direction is positive. The.numbers indicate that
there is a significant relationship between asset growth and leverage: The results of this research are in
line with the research conducted by Bathala et al. [4], and Moussa and Chichti [9], who found that
managers can invest in the company capital if the company has good. prospects. Likewise, an investor
will be more comfortable with making a loan if it is accompanied by collateral so that the bankruptcy
risk will be diminished because of the growth in assets. If the leverage level of a company is relatively
high, this indicates that the company tends to be, dependent on debt for funding its assets. A
company’s asset growth will affect its activities. Companies that have good performance and
prospects can be said that the company concerned. can obtain net income and increase added value so
that the assets owned will increase. When the asset value is high, the required funding in the form of
debt will also be high. If the company is making a relatively large profit, then part of that profit will
be used to expand the company, so.the assets owned by the company will grow, and eventually, the
company will maximize its asset growth. A company with a high growth rate tends to have a greater
need for funds from external sources [20]. Commonly, the cost of issuing stock is higher than the cost
of issuing debt, so a company with a high growth rate tends to use more debt. The growth indicates
the implementation of an option-in.the form of investments for the future that are needed to obtain
assets.

4.5 Effect of Asset Growth on Company Dividend

The magnitude of the regression coefficient between asset growth and the dividend is 1.833053, and
the t count-is,as high as 1.685, while the significance level is 0.0925, so Hy is rejected, and H; is
accepted. The direction of this correlation is consistent with the findings of the research of Leland and
Pyle [21] and Maladjian and Khoury [22].

The results indicate that dividend payments made by the company can help to give useful information
and can be viewed as a positive signal about the company’s prospects. The decision to increase the
dividend is made only if the management is convinced that the company will be able to maintain the
increase in the future [23]. Maladjian and Khoury [22] stated that a company with a high growth rate
and high demand for new capital would have reason to pay high dividends because it will often need
to analyze the capital markets. Thus, a high dividend is one of the ways to bind the shareholders to the
company since they receive the standard rate of return from the capital they invest in the company,
and if agency cost is to be reduced then, dividend payments must be available. This implies that if the
management issues stock to obtain new investments, the new investments will be attracted to the
company only if the management can provide convincing information that the capital will be used



beneficially. A dividend payment indirectly results in tighter control over the managers’ investment
activities so that a dividend may become a significant contribution to the company's value.

A company with high growth has more significant opportunities and can lower dividend payments
because it can fund its investments internally. It also does not need to pay a more significant part of its
profits to an outside party [24]. In contrast, a company with low growth tries to draw external funds
for its investments. The higher the growth of assets owned, the more dividend policy in a company
will increase, and vice versa. The growth of this asset is expected by internal and external parties of
the company because good growth can provide good information for the development and
performance of the company. External perception can be stated that the growth of a company's assets
is a sign that the company has aspects that are beneficial to stakeholders.

4.6 Effect of Earnings Volatility on Leverage

Based on the results of the calculation, earnings volatility has a significant effect on company
leverage. This is based on the magnitude of the regression coefficient, which'is -0.000125, and the t
count of -2.951, with a significance level of 0.0033. Hypothesis Hy is rejected, H; is accepted, and the
correlation direction is negative.

These results agree and are consistent with the results of the research conducted by Bathala et al. [4],
Crutchley and Hansen [14], and Moussa and Chichti [9]. An increase in earnings volatility will
increase the agency's cost of debt, so the management will reduce.the ‘debt level to attain the right
balance between benefits and costs when there is increased earnings volatility. A company with
relatively stable earnings can predict future earnings more precisely.

Profit volatility will affect the leverage level,/so investors also need to pay attention to the asset
growth of the issuing company. The size of the growth in assets will affect whether the company will
deliver a profit. If the company’s profits have large fluctuations, or the company’s earnings
fluctuation is relatively large, investors and prospective investors are no longer attracted to invest their
capital because the company’s profits are uncertain. The higher the earnings volatility, the higher the
risk that will be borne by the issuing. company. It will be eventually borne by the investors so that the
leverage level will go down and creditors will be reluctant to lend to the company.

4.7 Effect of Earnings Volatility on Company Dividend

The regression coefficient between earnings volatility and company dividends is -0.02498, with a t-
count of -1.979-and:a significance level of 0.0438; the conclusion is that Hy is rejected and H; is
accepted. The numbers indicate that there is a significant relationship between earnings volatility and
the payment of company dividends, and the effect is adverse.

This case fits with the theory and is consistent with the research findings of Trang [24] and Maladjian
and Khoury [22], who stated that a company that is at higher risk would have lower dividend
payments because the high risk will cause an increase in transaction costs. If the company reduced its
dividend“payments to fund its investments, the current dividend would decrease. It means that the
uncertainty will increase. Of course, investors expect that there will be an answer to the uncertainty,
and, for that reason, investors are willing to pay a higher price for a share in the company. So,
investors’ perceptions will be affected by the risk relating to the dividend payment. The management
may establish a policy to attain a balance between the benefits and costs in conditions of increased
revenue volatility, so management should not only reduce leverage but also rely on equity. As asset
growth reflects the company's performance achieved in investing and expanding the company, thus
the benefits obtained can increase. The revenue received by the company will affect the company's
ability to fund its operational activities.



4.8 Effect of Firm Size on Leverage

From the calculation, the magnitude of the regression coefficient between the company size and the
leverage level is 0.019013, while the value of the t count is 4.023 and the significance level is 0.0001.
The numbers agree with the theory and are consistent with the previous research conducted by Moh’d
et al. [8], Moussa and Chichti [9], and Agyei and Owusu [10]. In this case, the company tends to
increase its leverage as it becomes more significant. A large company can easily access the capital
markets, and this ease of access means that a large company has greater flexibility and the capability
to obtain funding quickly. Managers of companies in this position will be more likely to rely on
leverage. The other advantage is the securities of large companies reflect assets that are easily traded
so that they are more liquid and have a lower risk. A large company has economic scales that enable
them to operate more efficiently. So, the size of the company will have an impact on the.company’s
debt policy, the larger the company will need more funds to fund the company's operations and, debt
will also increase.

4.9 Effect of Firm Size on Company Dividend

The magnitude of the regression coefficient between firm size and company dividend is -1.349719,
and the t count is as large as -3.951, while the significance level is/0.0342. Therefore, Hy is rejected,
and H, is accepted. The numbers indicate that there is a significant relationship between firm size and
company dividend payment. The effect has a negative direction of correlation. This correlation
direction does not fit with the research of Crutchley and Hansen [14],.and Tariq [5]. It agrees with the
theory that a dividend policy determines the distribution of profits between dividend payments to the
shareholders and reinvestment in the company [22]..The results demonstrate that a company tends to
keep its profits for reinvestment in business expansion and.that company development is financed
from retained earnings. The way a company does this is by lowering the dividend payment to increase
its liquidity. A lower dividend payment means that the company needs less external funding because
the management is not paying dividends but is maintaining cash internally. According to Myers [25],
if a company is retaining cash, then it is preferring internal funding to external funding and will adjust
its payment ratio target to the existing investment opportunities.

4.10 Effect of Firm Size.on Company Dividend

The magnitude of the_regression coefficient in the calculation results between sales growth and
company dividend is -1.254901 while the t count is 2.043 and the significance level is as high as
0.0438, so Hy is rejected; and Hj is accepted. The correlation direction is negative. The results of this
research agree with the previous research conducted by Jensen et al. [17].

The results indicate that sales growth can reflect the investment success of the previous period and
can be taken:as a prediction of future growth. The rate of sales growth of a company will affect its
ability to maintain'its profits and reflect an income increase. The faster the company is growing, the
higher its need:for funds in the future. Therefore the higher the possibility that the company will retain
income and not pay it out as dividends [22]. The potential for company growth is an essential factor
that may determine the dividend policy.

Lower dividend payments mean that the company needs less external funding because the company is
not paying dividends to its shareholders but is maintaining its cash internally. Therefore, if a company
is retaining cash in the form of retained earnings, it can be said that the company prefers internal
funding to external fund usage.

4.11 Effect of Profitability on Company Dividend



The magnitude of the regression coefficient between profitability and company dividend is -
18.576915 and the t count is -4.334, while the significance level is as high as 0.0265. For this reason,
Ho is partially rejected, and H; is partially accepted. The regression equation explains that profitability
has a negative coefficient direction to the dividend. This indicates that profitability has a significant
effect on company dividends. The direct result for the regression coefficient does not match up with
the previous research conducted by Jensen et al. [17] and Tariq [5], who stated that a company with
high profitability has relatively large cash amounts available to make dividend payments.

The results indicate that if a company has a significant amount of retained income (profit), then it
prefers to use its retained earnings for funding [24]. A lower dividend payment means that the
company needs less funding from the outside, because it does not pay dividends, but maintains its
cash internally. This agrees with the theory proposed by Myers and Majluf [26] that:a company
prefers a capital accumulation tool by following the order of retained earnings, debt funding, and then
new equity. Myers [25] asserted that some things may cause a restriction on dividends;.namely: (i)
there is still a monitoring cost because it would be possible for capital to‘be transferred to the
company owner. This case is complicated if the company owner is also:the manager; (ii) the
investment policy from the shareholders’ viewpoint is not a policy that maximizes theicompany value.
The shareholders like the assets that they put at risk to be as safe as“other assets;: (iii) if there is a
binding restriction on dividends, the company may perhaps make investments:in assets that have a net
value that is now contrary to that profitable. This means that the company will keep cash that should
be distributed to the company owners, and (iv) a dividend restriction will be useful if there is readily
available cash to make dividend payments.

4.12 Interaction Correlation between Leverage and Dividend Policy

The analysis for hypothesis 4 was tested by the conceptual framework for the research that reflects the
hypotheses, that leverage shows an interaction correlation with company dividends or each affects the
other. To prove the existence of the interaction correlation, testing was conducted by estimation of a
two-stage least square (TSLS) model.

The results for the leverage equation -indicate that dividend payment has a negative sign and is
significant. The negative coefficient'is to the theory and consistent with the results of previous
research conducted by Jensen et al. [17]; Moh’d et al. [8], and Sang et al. [27]. Dividend payments
appear as the debt is substituted-in.the capital structure [6]. Jensen et al. [17] stated that companies
with high dividend paymentstend not to use debt funding to fund their company capital. This means
that companies with a _high fixed financial cost do not like high dividend payments. Dividend
payments diminish‘the funding sources controlled by the managers.

The result for:dividend payment indicates that leverage has a negative sign and is significant. This is
in agreement with the research of Jensen et al. [17]. The negative coefficient for the level of leverage
in the dividend equation shows that companies will make a trade-off between dividend payment and a
fixed burden, to reduce agency problems.

The analysis of the results of the leverage and company dividend indicates that there is an interactive
relationship between them or that they affect each other directly in each equation [28]. This means
that when a company uses debt, then the managers must comply with their financial obligations in the
form of a fixed burden so that the profits will decrease and eventually the cash available for dividend
payments will be lower. In contrast, if the company makes high dividend payments, then the retained
earnings will be low, so the management decisions about activity, business expansion, and investment
will tend to be related to the company funding.



4. CONCLUSION

The structure of share ownership can contribute to leverage through the results of the research
direction. Whereas company characteristics can contribute to the level of leverage, management can
invest in company capital if it has good prospects. Characteristics of companies can contribute to
dividend payments; the results of research generally illustrate that the company retains its profits to be
reinvested for business expansion financed from retained earnings. The use of leverage affects the
payment of dividends, and so does the payment of dividends will affect the use of leverage. This
condition shows leverage and dividend influence each other.
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