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ARTICLE INFO ABSTRACT

This study aims to investigate the effect of profitability and effective tax rate on capital
structure with accounting conservatism as a moderating variable. The population are
companies listing on Indonesia Stock Exchange in the last 5 years after the global crisis
in 2008 that is 2014-2016 with 115 companies. The research sample was selected using
purposive sampling technique. Based on the criteria, there are 67 samples with 201 units
of analysis. Data were analyzed using moderate regression with SPSS 21. The results
indicated that profitability has a negative effect on the capital structure. In contrast, ef-
fective tax rate has a positive effect on the capital structure. Accounting conservatism
is a kind of pseudo-moderation that has a positive influence on the capital structure.
However, as a moderating variable accounting conservatism is only able to moderate
the effect of effective tax rate on capital structure. The results indicated that accounting
conservatism significantly weakens the effect of effective tax rates on the capital struc-
ture. Based on the results, it can be concluded that the capital structure is influenced by
profitability, effective tax rate, accounting conservatism, and the effect of effective tax
rate on capital structure moderated by accounting conservatism.
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INTRODUCTION ctions. This is because financial decisions will influence
other financial decisions and lead to increased corporate
value. Thus, capital structure management is crucial.

Nevertheless, the results of the study of Asian
Development Bank and Korea Capital Market Institu-
te (2014) exactly found that Indonesia had the highest
equity costs among ASEAN + 3 countries (Japan, Korea
and the People’s Republic of China) which amounted to
12.3188. This return is higher than the global rate of re-
turn of only 9.1 (Shroders 2016). Thus, it can be conclu-
ded that investing in Indonesia is very risky, so investors
demand a higher rate of return. Shroders (2016) also ar-
gued that the 9.1 percent rate of return is considered un-
realistic because the interest rate is just under 1 percent
and the average equity yield is 3.8 percent. Based on the
findings above, domestic investors tend to be irrational
in demanding rate of returns.

High cost of equity needs to be considered. This
is because every 1 percent decrease in the cost of capi-
tal, the demand for investment will increase by $ 1.55-
2.02 billion in ASEAN + 3 countries (People’s Republic

Capital costs are a consequence of using external
sources of funds to finance corporate operations. High
and low cost of capital depends on funding decisions
chosen by the company. Thus, companies need to con-
sider the proportion of their capital structure to prevent
capital costs from exceeding the specified estimation li-
mit. In other words, it can be concluded that the capital
structure is a mix of sources of permanent funds consis-
ting of debt and equity.

Ramjee & Gwatidzo (2012) stated that every
company has a funding target for both debt and equi-
ty. Unfortunately, the target actually incurs a large cost
when adjusting to the target. Brigham & Houston (2011)
argued that the capital structure is said to be optimal
when it is able to increase corporate stock price. Me-
anwhile, Wasis (1993) stated that the optimal capital
structure will be able to reduce the capital costs incur-
red. Wahyudin & Solikhah (2017) argued that one of the
corporate goals is to optimize stakeholder value through

the implementation of good financial management fun-
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of China, Japan, and Korea). That is, the high cost of
capital borne by the company will reduce investment
demand from investors, and vice versa (Asian Develop-
ment Bank and Korea Capital Market Institute, 2014).
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Thus, companies need to minimize their capital costs to
attract investment, so that stock prices can increase and
achieve an optimal capital structure.

Table 1. Equity Costs of ASEAN+3 Countries 2000-
2012

. Average Equity Costs
No- Countries from Domestic Markets
1 Indonesia 12.3188
2 Malaysia 9.4224
3 Thailand 7.2956
4  Republic of Korea 7.2436
5  Philippines 4.7632
6  Singapore 3.8324
7 Japan -2.6468
8 People’s Republic -3.0368
of China

Source : Asian Development Bank and Korea Capital
Market Institue,2014

The case of financial difficulties experienced
by PT Bakrie Telecom in 2016 becomes one example
of management failure in the corporate management
which resulted in losses and soared corporate expenses.
As a result, the company failed to pay off debts. A si-
milar problem was experienced by PT Davomas Abadi,
which experienced a default bond, so it had to restruc-
ture the company’s debt. Hartoyo et al. (2015) argued
that capital structure decisions need to pay attention to
the risks and returns. In other words, the balance of ca-
pital structure is important to be considered. This is to
prevent risks that are not desired by the company, one of
which is financial difficulties.

The results of the economic survey conducted by
the OECD (2015) found that the rate of tax revenue in
Indonesia over the past 1 decade was only 12 percent of
the predicted income of 50 percent. This result indicates
that the realization of tax revenues in Indonesia is still
low. In addition, there are government efforts to reduce
corporate tax to increase investment competitiveness in
ASEAN as reported by www.bisnis.tempo.co in 2018,
indicating that the tax rate in Indonesia is one of the
factors that reduce the rate of investment due to the set
tax rate. In other words, the tax rate also influences in-
vestment interest in Indonesia.

The results of previous studies related to pro-
fitability and capital structure also experienced incon-
sistencies, including: the research of Ukaegbu (2014),
Chadha & Sharma (2015), Ramjee & Gwatidzo (2012),
and Gomez et al. (2014) proving that profitability has
a negative effect towards capital structure. As with the
study of Puspitasari et al. (2016, Seytawan et al. (2016)
found result that profitability positively affected on capi-
tal structure. Meanwhile, the results of the study by Wi-
dayanti et al. (2016), Ismail et al. (2015), Morri & Parry
(2017), and Sofat & Singh (2017) actually found result
that profitability does not affect the capital structure.

Research related to effective tax rate (ETR) and
capital structure also experienced inconsistencies, inclu-
ding: the research of Ukaegbu (2014), Puspitasari et al.
(2016), Setyawan et al. (2016) which stated that tax pro-

ved to have a positive influence on the structure capital.
Unlike the case with the study of Ramjee & Gwatidzo
(2012), Gomez et al. (2014), Li & Stathis (2017) which
found empirical evidence that tax negatively affect on
capital structure. Meanwhile, the study of Widayanti et
al. (2016) actually found result that empirically tax pro-
ved not to affect on the capital structure.

This study aims to determine the effect of pro-
fitability and effective tax rate on capital structure with
conservatism as a moderating variable. The existence of
conservatism as a moderating variable is a form of re-
newal in this study. That is, the higher the application
of corporate accounting conservatism, the more matu-
re the company’s consideration in deciding its capital
structure. Thus, it can be concluded that the application
of accounting conservatism will increase the prudence
of companies in deciding their capital structure, so as
to minimize the risks and costs incurred due to corpo-
rate funding decisions. In other words, the application
of accounting conservatism can weaken or strengthen
the influence of profitability and the effective tax rate on
capital structure.

Profitability is an important factor in formula-
ting capital structure. High and low earnings will deter-
mine the funding pattern chosen by the company. That
is, management will seek to maximize the use of profits
for the company’s operations. This is because corporate
earnings have the lowest risk compared to other funding.
Thus, it can be concluded that a high level of earnings
will suppress alternative external funding of the compa-
nies.

Based on the perspective of pecking order the-
ory, internal funding is more desirable than external
funding. That is, the company will try to fund its ope-
rations with corporate internal sources first. Brigham &
Houston (2011) suggested that companies use relatively
small debt when they have a high return on investment.
Gomez et al. (2014) stated that high earnings are used
to reduce the level of corporate debt. Sofat & Singh
(2017) stated that profitability is an important factor
when finding significant and negative results on capital
structure. This indicates that high earnings can affect
the company’s funding patterns both in the form of debt
and equity.

The results of research conducted by Sheikh
& Wang (2011), Ukaegbu (2014), Chadha & Sharma
(2015), as well as Murhadi (2011) found result that
empirically profitability has a negative effect on capital
structure. That is, the increase of corporate profitability
by 1 percent will reduce the capital structure in a certain
amount. In other words, the company will strive to meet
the needs of funds from internal sources first.

H: Profitability has a negative and significant effect
on capital structure

The existence of tax incentives from the use
of debt provides another view for the company. Inter-
est expense that can be deducted from taxes and divi-
dends that do not get the same treatment makes funding
through debt more attractive. That is, the benefits of the
tax received will be even greater when increasing the
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amount of debt. In other words, the government eases
the debt interest burden and the company can save its
tax burden.

This view is in line with trade-off theory which
states that tax incentives make funding through debt
cheaper than the issuance of new shares. That is, the
company will use debt rather than issuing new sha-
res when retained earnings are no longer sufficient for
the company’s funding needs. This is because funding
through debt results in lower capital costs than the is-
suance of new shares. This is due to interest expense
can be deducted from taxes, while dividends cannot be
deducted from taxes.

The results of the study conducted by Ukae-
gbu (2014), Setyawan et al. (2016), and Puspitasari et
al. (2016) found that tax has a positive influence on ca-
pital structure. That is, a tax increase of 1 percent will
increase corporate capital structure in a certain amount.
Thus, it can be concluded that companies exchange tax
benefits through increasing debt. This result also indica-
tes the efforts of tax management to obtain tax savings
and low tax rates.

H,: Effective tax rate has a positive and significant
effect on capital structure.

The use of profitability as a source of corporate
funds will reduce external funding. In other words, pro-
fitability will reduce corporate capital structure. Howe-
ver, the company realizes that the reported rate of ear-
nings is not real value. The burden and income that have
not yet been realized and contained in public financial
statements affect the size of profitability. Thus, compa-
nies need to be conservative in addressing this

Signal theory states that information reported
by companies has an impact on the views of external
parties regarding the condition of the company. That is,
companies need to pay attention to information that will
be consumed by the public, so as to provide a positive
signal. High level of profitability indicates that corpo-
rate funding contains uncertainty. In other words, the
use of profitability as a benchmark gives a bad signal for
stakeholders.

This study presents a moderating variable na-
mely conservatism to determine the effect of profitabili-
ty when companies apply accounting conservatism. Ac-
cording to the FASB, Risdiyani & Kusmuriyanto (2015)
conservatism is a form of prudence in facing uncertainty
and ensuring that uncertainties and inherent risks can
be considered. In other words, the existence of uncer-
tainty will have an impact on management behaviour
for each decision that will be taken, especially related
to corporate capital structure decisions. The statement
is in line with the research of Salama & Putnam (2015)
which suggests that conservatism empirically influences
capital structure.

Previous research supporting this hypothesis is
that Setyawan et al. (2016) and Puspitasari et al. (2016)
that find empirical evidence that profitability positively
influences capital structure. This finding indicates a form
of conservatism application, so companies are more

conservative in looking at earnings. In other words, the
application of conservatism makes the company percei-
ve that earnings contains uncertainty in the future, so it
is necessary to reconsider the use of earnings as a ben-
chmark.

H,: Conservatism has a significant effect in mod-
erating the effect of profitability on the capital
structure.

The use of high debt will bring a big risk to
the company. One of them is the risk of default due to
unstable income. Meanwhile, the company cannot gua-
rantee that income stability can be maintained. In addi-
tion, high level of debt can also bring financial difficul-
ties because of the economic conditions of the company
experiencing dynamics, along with macroeconomic un-
certainty. Thus, high conservatism is needed to read the
risks that exist from using debt.

Conservative companies will pay attention to
the capital costs incurred. That is, conservative compa-
nies will penetrate their capital costs. This is due to the
company’s economic uncertainty and the risk of exces-
sive use of external funds. Thus, it can be concluded that
a conservative company will tend to limit the level of
corporate debt.

Signal theory suggests that information reported
by companies has an impact on the views of external
parties regarding the condition of the company. A very
high level of debt can cause investors to worry about the
company'’s ability to pay especially when the company
experiences financial difficulties. In other words, a high
level of debt will give a bad signal to investors. Thus, the
tax benefits through debt are no longer attractive.

The results of the study conducted by Ramjee
& Gwatidzo (2012), Li & Stathis (2017) found empirical
evidence that tax negatively affects on capital structu-
re. This finding shows that a 1 percent tax increase will
reduce a certain amount of capital structure. Thus, it
can be concluded that within a certain time, the tax be-
nefits obtained through debt are no longer attractive for
the company. This is because there are large risks that
can occur from using excessive debt.

H,: Conservatism has a significant effect in moder-
ating the effect of effective tax rate on capital
structure.

Based on the theoretical framework above, the re-
search model can be arranged as follows:

Profitabil

Capital
Effective Structur
Tax Rate

Conservatism

Figure 1. Research Model



Accounting Analysis Journal 8(2) (2019) 95-101 98

RESEARCH METHOD

This study used a quantitative approach using sec-
ondary data. In addition, references from articles and
books as literature are also used to enrich the under-
standing and preparation of the framework. The popu-
lation of this study is companies that are listed on the
Indonesia Stock Exchange in the last five years after the
global crisis in 2008. The purposive sampling technique
was used to determine the research sample. The data is
then processed using SPSS 21 by conducting multiple
regression moderation. The criteria for the sample used
are:

Table 2. Selection of Research Samples

Beyond

No I
Criteria

Number

115

Explanation

1 Companies that have just
registered on the IDX in the
last 5 years after the end of
the global economic crisis in
2008, namely companies reg-
istered in 2009-2013

2 Companies that have never
experienced delisting

3 Companies that report fi-
nancial statements regularly
from 2014-2016.

4 Company does not issue new
shares during 2014-2016

5 Companies that have not suf-
fered losses for 2 consecutive
years

6 Observation Period (3 years) 3
Number of Analysis Unit 201

Source : secondary data processed, 2018

3) 112

(23) 89

8) 81

(14) 67

Table 3. Operational Definition of Research Variables

The operational definitions of the variables used
in this study are as follows Table 3.

(Retrieval of data using documentation techni-
ques sourced from secondary data. The data was a sum-
mary of corporate performance sourced from the site
www.idx.co.id (IDX). Hypothesis testing used mode-
ration regression analysis, namely interaction test. The
classical assumption test was carried out before hypot-
hesis testing to meet the Best Linear Unbiased Estimator
(BLUE) criteria. As for the statistical equation compi-
led, namely:

SM= a-B_1 Profit+p_2 ETR+B_3|Profit*Conservatism|-$_4
|[ETR*Conservatism|+f_5 Conservatism+e............(1)

RESULTS AND DISCUSSIONS

This study uses four classical assumption tests,
namely the normality, multicollinearity, autocorrelation,
and heteroscedasticity tests. Asymp sig. value for nor-
mality finds result above 0.05 which is equal to 0.220,
so it can be concluded that data is normally distributed.
The multicollinearity test shows that the largest correla-
tion number occurs in the variables of profitability and
conservatism which are equal to -0.204 or 20 percent.
The durbin-watson value of 2.128 interprets that the
regression model has no symptoms of autocorrelation
because the value of du <dw <4-du. Heteroscedasticity
test uses a park test and a probability value above 0.05 is
obtained. This result indicates that this regression model
is homogeneous.

The coefficient of determination in this regressi-
on model is equal to 0.240. That is, profitability, ETR,
and conservatism as moderating variables can explain
the capital structure by 24 percent. Meanwhile, the re-
maining 76 percent is explained by other variables out-

No Names of Variables

Definitions

Measurement

1  Capital Structure
(SM)

2 Profitability

3 Effective Tax Rate
(ETR)

4 Conservatism

Permanent mix of long-term funding reflected in debt and eq-
uity (Horne and Wachowicz, 1998:474)

The end result of wisdom and decisions (Riyanto, 1999:331)
et al. The percentage of the ideal tax rate of a company based
on financial information produced Setyawan et al. (2016)

a form of prudence in facing uncertainty and ensuring that un-

Murhadi (2013:61)

Murhadi (2013:63)
Ardyansah (2014)

Wijaya (2012)

certainties and inherent risks can be considered (Risdiyani and

Kusmuriyanto,2015)

Source : processed from various references, 2018

Table 4. Results of Descriptive Statistics Analysis

Descriptive Statistics

Variables Mean Minimum Maximum Std. Deviation
n =201

Dependent Variable

Capital Structure 1.7176 0,06 13.54 2.22448
Independent Variables

Profitability 4.77% -12.00% 24.85% 5.24054
ETR 0.31 -0.97 16.04 1.13449
Moderating Variable

Conservatism 2.2535 0.06 17.71 2.67691

Source : secondary data processed, 2018
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Table 5. Hypothesis Testing Results

. Unstandardizd Coefficients Standardid ..
Variables B Std. Error Beta Coefficiens t-statistics Prob
(Constant) 1.783 0.245 7.279 0.000
Profit -0.168 0.042 -0.395 -4.007 0.000
Interaction_1 0.012 0.012 0.127 1.006 0.316
ETR 0.596 0.220 0.304 2.707 0.007
Interaction_2 -0.659 0.163 -0.473 -4.043 0.000
Conservatism 0.343 0.085 0.413 4.035 0.000

a. Dependent Variable: DER

side the regression model in this study. The results of
hypothesis testing are explained in Table 5, which are as
follows Table 5.

Table 5 shows that profitability has an effect on
the capital structure with a coefficient value of -0.168.
The effective tax rate has a positive effect on the capital
structure with a coefficient value of 0.596. Conservatism
does not significantly moderate the effect of profitabili-
ty on the capital structure because it has a probability
above 0.05 which is equal to 0.316. Conservatism has
a significant effect in moderating the effect of effective
tax rate on the capital structure. The results of the study
prove that conservatism weakens the effect of effective
tax rate on the capital structure. Conservatism is a quasi
moderation and positively influences the capital struc-
ture with a coefficient of 0.343. The resulted regression
equation is :
SM = 1.783-0.168 Profit + 0.596 ETR
+ 0.012 Interaction -0.659 Interaction,
+ 0,343Conservatism + €.............ceeeeennnnn. 2

The Effect of Profitability on Capital Structure

The research findings prove that profitability has
a negative effect on the capital structure. This means
that the higher the profitability of a company, the lower
the capital structure. In other words, the company will
maximize the use of earnings to meet operational needs

Pecking order theory states that internal funding
is more desirable than external funding. Gomez et al.
(2014) stated that debt retention rates will be low when
companies have high level of profitability. In line with
the statement above, Sofat & Singh (2017) stated that
companies tend to use profitability as a deduction from
debt or in other words companies tend to choose inter-
nal funding compared to external funding.

The research results of Sheikh & Wang (2011),
Ukaegbu (2014), Chadha & Sharma (2015), and Murha-
di (2011) found that profitability has a negative effect on
capital structure. This finding is supported by this study
which empirically found evidence that profitability has a
negative effect on the capital structure. That is, profitabi-
lity can reduce the company’s capital structure.

The Effect of Effective Tax Rate on the Capital
Structure

The results of the study prove that the direction
of the relationship between ETR and capital structure is

positive and significant. In other words, increasing cor-
porate tax liability will be in line with the increase in ca-
pital structure. This finding indicates that when internal
funding does not meet the company’s funding needs, the
company will use debt rather than issuing new shares.

Trade off theory states that companies tend to
exchange tax benefits through debt. That is, tax incen-
tives make companies increase debt especially when
the tax rate is high. That is, a high tax burden forces
management to conduct tax management to reduce the
tax burden. Thus, debt funding is more in demand than
equity issuance.

Ukaegbu (2014) stated that the higher the cor-
porate tax, the higher the level of debt. This is due to
interest expert is able to reduce tax bills. The statement
is in line with what expressed by Setyawan et al. (2016)
who stated that companies will make tax savings as a
result of the implementation of high taxes. The alter-
native is to increase debt, because interest debt can be
a tax deduction. Thus, it can be concluded that compa-
nies tend to choose debt as external funding compared
to equity.

This statement is supported by this research,
namely companies with high tax rates tend to choose
debt as alternative funding, because the interest expen-
se which can be a tax deduction. In other words, fun-
ding with debt raises lower costs than the cost of equity.
Thus, the capital costs can be penetrated. This is in line
with the research of Ukaegbu (2014), Puspitasari et al.
(2016), and Setyawan et al. (2016) which found that the
effective tax rate has a positive effect on capital structure.

Conservatism Significantly Influences in Moderating
the Effect of Profitability on the Capital Structure

The role of conservatism in moderating the effect
of profitability on the capital structure does not find sig-
nificant results. That is, conservatism is not able to mo-
derate the influence of profitability on capital structure
significantly.

Signal theory states that information published
by the company will have an impact on the views of
external parties. That is, the selection of funding be-
comes a description for the stakeholders regarding the
company’s prospects. Thus, the company needs to be
conservative, so that the chosen funding decision gives
a positive signal.

The use of profitability as a source of corporate
funds will reduce external funding. Thus, profitability
will reduce the company’s capital structure. However,
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both companies and stakeholders realize that the re-
ported rate of earnings is not real value. The burden and
income that have not yet been realized and contained
in the public financial statements affect on the size of
profitability.

High level of profitability indicates that corporate
funding contains uncertainty. In other words, the use of
profitability as the main benchmark gives a bad signal
for stakeholders. Thus, companies need to be conserva-
tive in addressing this.

Based on the results of the study, conservatism is
not able to moderate the effect of profitability on the ca-
pital structure significantly. However, from the results of
the coefficients, conservatism weakens the effect of pro-
fitability on the capital structure. That is, conservative
companies tend to be careful in looking at corporate pro-
fits. However, the companies continue to use earnings as
the first funding. This is because earning has the lowest
risk compared to funding through debt or equity. This
means that conservative companies will pay attention to
the level of security of funding selection even earnings
contain economic uncertainty.

The findings of the study support pecking order
theory in which companies are more fond of internal
than external funding. This is due to the considerations
of funding security and low risk. This result is in line
with the research of Ukaegbu (2014), Sofat & Singh
(2017) who found results that empirically profitability
has a negative effect on capital structure.

Conservatism Significantly Influences in Moderating
the Effect of Effective Tax Rate on Capital Structure

The role of conservatism in moderating the effect
of ETR on the capital structure found significant results.
That is, conservatism is able to significantly moderate
the influence of ETR on the company’s capital structu-
re. The coefficient value of interaction_2 indicates that
conservatism weakens the effect of ETR on the capital
structure. This means that conservative companies will
tend to be careful about using debt to obtain tax benefits.
This is because the use of high debt will have an impact
that might not be expected by the company. The impact
is the possibility of default, financial difficulties to the
potential for bankruptcy.

This is certainly contrary to one of the corporate
goals that expect going concern. Thus, the tax benefits
obtained by increasing debt are not attractive because
of the bad possibility of using excessive debt. This fin-
ding is in line with the research of Ramjee & Gwatidzo
(2012) and Li & Stathis (2017) which found the result
that tax affects on the capital structure negatively and
significantly.

CONCLUSIONS

Based on the description of the result of the study,
empirically profitability has a negative effect on capital
structure. This results supports pecking order theory.
Conversely, the effective tax rate affects on the capital
structure positively. That is, when internal funding is not
enough, the company will exchange tax benefits through
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debt and be in line with the trade off theory. Conserva-
tism is a type of pseudo moderation that has a positive
influence on the company’s capital structure. However,
as a moderating variable, conservatism is only able to
moderate the effect of effective tax rate on the capital
structure. The results of the study show that conserva-
tism significantly weakens the effect of the effective tax
rate on the capital structure. In other words, conservati-
ve companies will be careful in using their debt to mini-
mize the impact of using debt. Based on the results of
this study, it can be concluded that capital structure is in-
fluenced by profitability, effective tax rate, conservatism,
and the effect of effective tax rate on the capital structure
moderated by conservatism.

Based on the results of these studies, companies
are expected to optimize corporate assets and make in-
vestments to prevent money idle to boost corporate ear-
nings so that there are no idle assets. In addition, the
companies are also expected to improve conservatism
practices to minimize the worst risks from future uncer-
tainties both from the use of internal funds and external
funds. This is because conservatism as the moderating
variable significantly influences on the capital structure.
Regulators should renew tax regulations to reduce tax
management practices. This is because the companies
tend to exchange tax benefits through debt to minimize
the company’s tax burden. Further research can add me-
asurements for each variable to find the most significant
proxy for the capital structure. Further studies are also
expected to conduct comparative analysis with pre-crisis
conditions and pursing into the corporate sectors to ob-
tain complex and comprehensive results.
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