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ABSTRACT

This study examines the effect of managerial ownership, free cash flow and debt on dividends in transportation and
infrastructure companies in Indonesia. Sampling method use purposive and gotten 27 companies from 2015-2020. The
data analysis method uses the Panel Data Regression analysis. The results of this study find that managerial ownership
has a positive and significant effect, FCF has a negative and significant effect, while leverage proxy by DER has no
significant effect on dividends. The results of this study indicate the occurrence of type | agency conflict in

transportation and infrastructure companies in Indonesia.
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1. INTRODUCTION

Determination of dividend policy often leads to
frequent  disagreements between managers and
shareholders. Managers are more likely to make
dividends as internal funds while investors want
dividends as compensation for their investment in the
company. This difference in interests will trigger a
conflict between managers and shareholders, which is
better known as type | agency conflict, Jensen and
Meckling (1976).

In this study, the variables used to analyze
dividend policy are managerial ownership, free cash flow
and the level of leverage owned by the company.
Previous studies that tested the Free Cash Flow (FCF) and
Leverage variables include Sari, & Budiasih (2016),
Muchtar, et al (2021), (Wulandari, 2020), (Wahyuliza,
2019), Cahyono, et al, 2016) , Gunawan, 2019), Jabbouri,
2016), ), (Le, et al, 2019). Researchers who use

managerial ownership variables include (Wuisan. et
al, 2018), (Jayantia & Puspitasari, 2017), (Gunawan
& Harjanto, 2019), (Widiari & Putra, 2017) and
(Ullah & Khan 2012).

From the results of this study, there are still
differences between researchers that provide an
opportunity for re-examination of infrastructure and
transportation companies in Indonesia with an
observation period from 2015 to 2020. The results of
this study will provide an overview of how the role of
managerial ownership in companies is related to
policy. dividend. Ideally, managerial ownership will
reduce agency costs and minimize information
asymmetry (Rozeff, 1982), (Easterbrook, 1984) (La
Porta et al., 2000), (Denis & Osobov, 2008), (Eije &
Megginson, 2008), (Brockman & Unlu, 2009). With
reduced information  asymmetry,  corporate
governance is getting better so that the dividend
payout ratio is bigger. Empirically this research will
describe how to treat dividends with the managerial
ownership.

In addition, the presence of FCF in the company
can also have positive and negative effects on dividend
policy in the company. When there are many FCFs, it will
provide opportunities for managers to waste (Laporta,



Husaini, et al.

Proceedings ICOSPOLHUM 2022, ISSN, hal-xxx

2000). Therefore, investors will force managers to pay
dividends so that agency costs will be reduced from the FCF
(Jensen, 1986) and Mollah et al, 2002). Another way to
reduce agency costs and reduce conflicts related to FCF is to
increase debt. When debt increases, it will indirectly force
managers to reduce FCF by paying interest on debt or debt
installments (Powel, 2012). However, the result of increasing
debt will reduce the ratio of dividend payments to investors,
Saxena (1999), Gill., et al (2010), Benavides (2016). The
results of previous studies that used the FCF and Debt
variance to study dividend policy were also found to be
contradictory, therefore the authors re-examined these
variables in this study.

2. LITERATURE REVIEW

2.1 Agency Theory

Agency theory initiated by Jensen and Meckling (1976)
explains that in agency theory there is a separation of rights
and obligations between managers and investors. As a result
of this separation, there are often differences in interests,
resulting in conflicts. Conflict occurs because the manager
does not hold a significant portion of the total ownership.
Agency problems also arise when decisions are made that are
not in the interests of shareholders (Li, J, 2016). Agency
problems that occur can cause agency costs (Krisdiana &
Subardjo, 2018). Agency costs are costs incurred for
monitoring the activities of managers to ensure the manager's
performance is in accordance with the contract agreement.

In running the company, managers have the authority to
use the company's cash. Free cash flow is considered to be
one of the triggers for agency conflicts. Free Cash Flow is
generally defined as the free cash flow remaining after the
company pays for its operational activities. Krisdiana &
Subardjo (2018) argue that managers want free cash flow to
be used for investment, with the aim of increasing company
growth which will have an impact on increasing positions,
status and salaries. While investors expect Free Cash Flow to
be reduced so that the dividend payout ratio increases.

2. 2 Dividend Policy

Dividend policy is a decision on how much profit is paid
as dividends rather than retained earnings for reinvestment
(Brigham & Houston, 2011). The dividend payout ratio
determines the amount of profit to be retained in the company
as a source of funding (Sari & Budiasih, 2016). When holding
profits, the amount of money left to pay dividends becomes
small (Baker & Powel, 2012). In agency theory, dividend
distribution will reduce agency costs associated with the
separation between ownership and control of the company
(Goyal & Muckley, 2013). While Bird-in-the-hand theory
explains that investors prefer cash on hand rather than
promises of future profits due to lower risk, (Baker &
Kapoor, 2015).

2. 3 Managerial ownership

Managerial ownership is a condition where the
manager owns shares in the company or in other words
the manager is also a shareholder of the company,
Tarigan (2016). High managerial ownership is seen as
reducing agency costs so that companies can use excess
funds to be distributed as dividends (Sari & Budiasih,
2016). Managerial ownership has a positive influence on
dividend policy (Nyonna, 2012). If management owns
some shares in the company, this will affect managers in
making decisions, managers will be motivated and be
more careful in making policies. Management ownership
is the proportion of shareholders from the management
who actively take part in decision making for the
company, (Dhuhri & Diantimala, 2018), (Ni Putu 2016),
(Sonya (2016). The existence of managerial ownership
becomes an interesting thing if it is associated with
agency theory, managerial ownership is positively
correlated with
dividends (Florackis et al, 2015)

2.4 Leverage

Leverage is a ratio used to determine the company's
ability to pay all debts, both short-term debt and long-
term debt. Leverage is the ratio of total debt to total
equity, the results of the ratio calculation can be used as
managers to assess the risks that will be faced by the
company (Krisardiyansah & Amanah, 2020). The
correlation between the level of debt and dividend
payments is explained in the pecking order theory and the
trade off theory (Trang, 2012). In the pecking order
theory, it is explained that companies tend to use internal
funds (retained earnings) to finance investments, as a
result, the amount of dividends given to investors will
decrease. The trade off theory explains that companies
tend to use external funds (debt) to finance investments.

On the other hand, debt (Debt) is one of the
mechanisms used to control agency conflicts (Powel
2012). Firms with more leverage and more investment
opportunities tend to pay less dividends (Benavides at al,
2016). Companies with high leverage tend not to want to
give high dividends and get more loans with the aim of
limiting the risk of default (Trang, 2012).

2.5 Free Cash Flow

Free cash flow (FCF) is the remaining cash flow
after optimal capital budgeting decisions (Muckley,
2013), (Keiso, 2018). FCF is used to check the financial
flexibility of a company. Consistent with the theory of
free cash flow, empirically shows that by reducing free
cash flow under managerial control (Lucyanda and
Lilyana, 2012). Managers must be controlled to use free
cash flow appropriately. FCF restrictions are one way to
control or discipline managers (Darmawati, et al, 2018).
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FCF restrictions can be done by dividing dividends so that
the amount of free cash available will be reduced (Benavides
et al, 2016). Previous studies that tested the dividend
relationship used cash flow as a proxy, because dividends
were paid out of cash (Botoc & Pirtea, 2015).

From previous research (Le, et al (2019), (Patra et al.
2012), (Jabbouri, 2016). It was found that there is a negative
correlation between free cash flow and dividends. The results
of Harun, Sulfikram (2018) research state that the free
variable cash flow has a

negative effect on the dividend payout ratio, meaning
that the greater the level of free cash, the smaller the level of
dividends to be paid by the company.

3. METHODOLOGY

3.1 Population and Sample

The population in this study is Infrastructures, totaling
57 companies and Transportation & Logistics 28 companies
with an observation period of 2015-2020. The data is
obtained from reports published on the Indonesia Stock
Exchange with a web page
(www.idx.co.id). The sampling was conducted using the
porpusive sampling method, namely companies that publish
continuously during the observation period and distribute
dividends to investors. Companies that do not pay dividends
will be excluded in this study.

3.2 Variable Operational Definition

The dependent variable in this study is the dividend
estimated by the DPR, namely the comparison between
dividends per share and earnings per share (Gumanti, 2013).

The independent variable wused is Managerial
Ownership where share ownership is from the management
who participates in making company decisions. Managerial
ownership can be measured by the percentage of shares
owned by management divided by the total shares
outstanding (Widiari & Putra, 2017). Then leverage is
measured by the Debt to Equity Ratio, which is the
comparison between total debt and total equity (Saputro and
Hindasah, 2017; Ayu, 2013). The variable Free Cash Flow is
the remaining cash flow after deducting investment activities,
operating expenses and net working capital, (Atmawati,
2010; Basuki, 2017; Putri and Chabachip, 2013).

3.3 Model Regression

The panel data regression model focuses on analysis
with a combination of time series and cross section data,
which are popularly known as pooled time series. A special
feature of the time series is that it is a numerical sequence in
which the interval between observations on a number of
variables is constant and fixed. Meanwhile, cross section data
is a unit of analysis at a certain point with observations on a
number of variables.

Model selection in econometric analysis is an
important step in addition to the formation of theoretical
and predictable models, estimation of hypothesis testing,
forecasting, and analysis of the policy implications of the
model. Selection of the right model using the Chow test
and Hausman test. The estimation of an economic model
is needed in order to know the actual condition of an
observed object. The general estimation model in this
study is as follows:

DPRit = o + B1KMuit + [ sDebtzit + BaFCFait+ Eeit

Where are:

DPR;: : Dividen Payout Ratio periode

ti :1,2,3....N (cross section) t

:1,2,3....T (time series)

€it : Error Term pada perusahaan i periode t
Constant, 1-3 : Regression coefficient

KM : Managerial Ownership,

DER = Debt (Leverage), FCF = Free

Cash Flows it : Error Term in

company i period t.

4. RESEARCH RESULT

4.1 Statistical Descriptive Analysis

Descriptive statistical analysis is used to determine
the description of a data seen from the value of the
frequency distribution and percentage, as well as the
maximum, minimum, and average value (mean). The
results of descriptive analysis in this study can be seen in
the table below:

Table 1 Statistical Descriptive Analysis

Y KM DER FCF
Mean -0.762443 | 3.126957 | 0.264683 | 11.13833
Median -0.556408 | 4.034241 | 0.255657 | 0.000000
Maximum 2.340493 | 4.441710| 3.568563 | 31.85527
Minimum -5.165569 | 0.000000 |-6.480666| 0.000000
Std. Dev. 0.916992 | 1.651217 | 1.041089 | 13.19760
Observations 189 189 189 189

Source: Processed Data, 2022

Based on Table 1, it can be seen that the number
of observations made for dividend policy () in this study
were 189 observations. The average value of dividend
policy in this study is -0.762443 with a standard deviation
of 0.916992. The average value is smaller than the
standard deviation value which indicates that the
dividend policy of the Transportation and Infrastructure
Sector Companies during the 20152021 period has high
fluctuations.

Furthermore, Managerial Ownership has an average
value of 3.126957 with a standard deviation of 1.651217.
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The average value is higher than the standard deviation value
which indicates that the managerial ownership of the
Transportation and Infrastructure Sector Companies during
the 2015-2021 period has low fluctuations. Leverage has an
average value of 0.264683 with a standard deviation of
1.041089. The average value is smaller than the standard
deviation value which indicates that the leverage of the
Transportation Sector and Infrastructure Sector Companies
during the 20152021 period has high fluctuations. Free Cash
Flow has an average value of 11,13833 with a standard
deviation of 13,19760. The average value is smaller than the
standard deviation value which indicates that the free cash
flow of Transportation Sector and Infrastructure Sector
Companies during the 2015-2021 period has high
fluctuations.

4.2 Correlation Analysis

Correlation analysis aims to see how big the
relationship between the independent variables to the
dependent variable. The results of the correlation analysis in
this study are as follows:

Table 2 Correlation Analysis

Correlation
t-Statistic
Probability Y KM DEBT FCF
Y 1.000000
KM 0.010571 1.000000
0.1445%65 | | -
08852 | -
DEBT 0.197362 1.000000 | -0.231665
2753030 | @ - -3.256558
0.0065 | = ----- 0.0013
FCF -0.270232 | 0.079984 | -0.031866 (1.000000
-3.838160 1.097281 | -0.435977 |  -----
0.0002 0.2739 0.6634 | = -----

Source: Processed Data, 2022

Based on the table above, it can be seen that all the
correlation values (relationships) of the variables used in this
study. To see the correlation between the independent
variables (KM, Debt and FCF on the dependent variable
(Dividend Policy) it can be seen in the dividend policy
column (Y). The results of the correlation analysis of the
independent variables and the dependent variable in this
study are DER has no significant positive correlation at the
1%, 5% and 10% levels with a dividend policy of 0.010571.
Managerial Ownership has a positive and significant
correlation at the 5% level with a dividend policy of
0.197362. and Free Cash Flow has a negative and significant

correlation at the 5% level with a dividend policy of
0.270232.

4.3 Model Selection Technique

In order for panel data regression analysis to get a
good model, a model selection technique is needed. Panel
data regression consists of 3 models, namely Common
Effect Model (CEM), Fixed Effect Model (FEM) and
Random Effect Model (REM). To determine the best
model and in accordance with this study, the tests carried
out were the Chow test and the Hausman test. The results
of the Chow test and Hausman test in this study are as
follows:

Chow test

Chow test (Chow test) is a test conducted to select
the best model between the Common Effect Model
(CEM) and Fixed effect model (FEM). Gujarati and
Porter (2012) say that the basis for making decisions on
the Chow test is by looking at probability. If the results of
the Chow test are significant (probability < 0.05), the
model chosen is FEM and if the results of the Chow test
are significant (probability > 0.05), the model chosen is
CEM. The results of the Chow test in this study are as
follows:

Table 3. Chow Test Results

Effects Test Statistic d.f.  Prob.
Cross-section F 1.690300 (26,157) 0.0269
Cross-section Chi-square 46.645088 26 0.0077

Source: Processed Data, 2022

Based on the table above, it can be seen that the
probability value in the Chi Square line is 0.0077. This
value is within the standard error tolerance value in this
study, which is 0.05. Therefore, based on the results of
the Chow test the best model in this study is the Fixed
effect model (FEM), so it is necessary to carry out the
Hausman test to choose the best model between the Fixed
effect model (FEM) and the random effect model (REM).

Hausman test

Hausman test is used to compare the Fixed effect
model (FEM) and the Random Effect Model (REM).
Decision making by looking at the probability value (p)
for random cross-sections. If the p value > 0.05 then the
selected model is REM. But if p < 0.05 then the chosen
model is FEM. The results of the Hausman test in this
study are presented in Table 4 below:

Table 4. Hausman test results

Chi-Sq.  Chi-Sq.
Statistic d.f.

Test Summary Prob.
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Cross-section random 5.584121 5 0.3488 transportation and infrastructure sector companies
during 2015-2021.
Source: Processed Data, 2022 The results of this study are in line with the

B_a§ed on the table above, the Hausman test shows the findings of Rizgia et al (2013), Nisa (2017) and Harun
probability value of p = 0.3488 > 0.05. In other words, the (2018) who found that leverage (DER) had no
Hausman test chose the random effect model (REM) as the gjgpjficant effect on the DPR. However, this contradicts
right modality, so that the data estimation and hypothesis {pq findings of Mawarni & Ratnadi (2014), Firdaus at al
testing in this study used panel data regression with the (2020) and Saragih at al (2021) who found that leverage
random effect model (REM). (DER) had a significant effect on dividend policy

(DPR).
The results of this study identify that leverage has
a positive and insignificant effect, the higher a
4.4 Regression Data Panel company's leverage indicates that the higher the level of

Based on the results of the model selection that has been debt ratio owned by the company. High leverage does
done, the model that is suitable for this research is the random not reduce the amount of dividends to be paid by the
effect model (REM). The results of panel data regression with company to shareholders because the company is still
the random effect model (REM) can be seen in the table able to pay its obligations and interest smoothly with its
below: cash.

4.6 Effect of Managerial Ownership on
Dividend Policy (DPR)
Based on Table 8 Estimation of Panel Data

) ] Regression with Random Effect Model, it can be seen
Table 5. Results of Panel Data Regression with Random that managerial ownership has a tcount value of

: Effect Model (REM). 2.640955 with a probability value of 0.0090. The
Variable _ Coefficient Std. Error t-Statistic probability value is statistically significant at 5%. So it
Managerial Prob. can be concluded that the managerial ownership variable
Ownership  0.131964 0.049968 2.640955 0.0090 has a positive and significant effect on dividend policy
DER 0.062346 0.072117 0.864512 03884 (DPR) in transportation and infrastructure sector

FCF  -0.021603 0.004956 -4.359155 0.0000  Companies during 2015-2021. o
C -9494.871 1931.582 -4.915593 0.0000 The results of this study are in line with the
R-squared 0119300 Mean dependentvar  -5726.358 findings of Rizgia et al (2013) who found managerial

Adjusted Rsquared 0.095237 S.D. dependent var 8738.740 ovynershlp h.as a SIgm_ﬂC&.mt effect on the DPR. However,
SE of this contradicts the findings and findings of Johanes et

regression 8312.206  Sum squared resid 1.26E+10 F-statistic al (2021), who found managerial ownership had no
4.957831  Durbin-Watson stat 1.369083 _S|gn|f|cant effect on the DPR. Thg results of th'.s study
Prob(F-statistic) 0.000279 u_jenjufy that managerlal_ownershlp has a posm\_/e and
significant effect. The high managerial ownership of a

company will affect the company's dividend payments,
Source: Processed Data, 2022 in other words, high managerial ownership will increase
the dividends paid by the company to shareholders. This

Based on the table above, the regression equations that happens because managerial ownership is still not so

can be arranged in this study are as follows: dominant in the transportation sector and infrastructure
Y =(-9494.871) + 0.131964KM + 0.062346DER - sector, the average level of managerial ownership in the
0.021603FCF two sectors is 45.36% where this value has a low portion.

4.5 Effect of DER on Dividend Policy (DPR) 4.7 Effect of Free Cash Flow on Dividend Policy
Based on Table 5 Estimation of Panel Data Regression (DPR)

with Random Effect Model, it can be seen that leverage has Based on Table 8 Estimation of Panel Data

a tcount value of 0.864512 with a probability value of Regression with Fixed Effect Model, it can be seen that

0.3884. The probability value is not statistically significant free cash flow has a tcount value of (-4.359155) with a

at 5%. So it can be concluded that the leverage variable has  probability value of 0.0000. The probability value is

no significant positive effect on dividend policy (DPR) in  statistically significant at 5%. So it can be concluded that
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the free cash flow variable has a significant effect on dividend
policy (DPR) in transportation and infrastructure sector
companies during 2015-2021. In other words, H5 in this
study can be rejected.

The results of this study are in line with the findings of
Harun (2018) who found free cash flow to have a significant
negative effect on the DPR. However, this contradicts the
findings of Sari & Buadiasih (2016), Widiari & Putra (2017),
Krisdiana & Subardjo (2018), Adiwibowo & Larasati (2020)
and Firdaus et al (2020) who found that free cash flow had a
significant positive effect on dividend policy (DPR).

The results of this study indicate that free cash flow has
a negative and significant effect. High free cash flow in a
company can reduce the amount of dividends to be paid to
shareholders because the company chooses a policy that
some of the free cash flow owned by the company will be
retained as retained earnings to be used on investment
opportunities that generate high profits.

5. Conclusion

Based on the results of data analysis that has been
carried out on transportation and infrastructure companies, it
can be concluded that managerial ownership has a positive
and significant effect on dividend policy. Meanwhile, DER
has no significant effect on dividend policy but has a positive
relationship. Then FCF has a negative and significant effect
on dividend policy. This means that a high FCF of a company
can reduce dividend distribution. This condition indicates
that there is a type | agency conflict in transportation and
infrastructure companies in Indonesia.

Suggestion

Based on the results of the research conducted, it
provides information that there are indications of conflicts
between managers and investors in transportation and
infrastructure companies. Therefore, it is recommended for
investors to take steps so that potential conflicts can be
handled. For further research, it is recommended to add
investment variables, so that the detection of conflicts
becomes even stronger. In addition, it is necessary to expand
the sampling to see the potential for conflict as a whole in the
Indonesia Stock Exchange.
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