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ABSTRACT

This sindy observes about the Impact of financial leverage, profit margin,
fodal asset twrmaver i Real Estate and Properiy Firms in 2003-20003,
Resules show there are sigmificant influences of financial leverage proxy
by debr to equity and mulfiplier equity, prafil margin and total assel
turover fa return o eqguity, While the profit marsin hay insigrificant
inflience fo refurs on equity, Therefore, the decision made in financial

feverage, asxer efficiency will be increasing the company’s value,
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CHAPTER 1

INTRODUCTION

1.1 Background

Profits maximization used 1o be the goal of the compuny, keown (2000)
stated that in microeconomics, profits maximization is frequently given as the
goal of the firm. Profits maximization functions larpely ps theoretical goal, with
geonomists using it 1o prove how fims behave rationally to increase profit.
Unfortunately, problem comes from the goal of profits maximization ignores the
timing of the praject returns because profils maximization generallv concern
ahout shorl term profit only,

Mowadays. shareholders wealth maximization is the main poal of
corporation (Keown, 2000}, Shareholder wealth maximization is maximization of
the market value of the existing sharcholders” common stock (Keown, 2000). The
shareholders maximization goal of corporation became important because the
market price of the firm's stock reflects the value of the firm, The value of the
tirm has a close relationship with financial performance. The measurerments of
linancial performance are liquidity. solvability, efficiency, and profitahility ratio.

Return on Equity (ROE) is one of the measurement wols of performance
used to investigate the profitability rate of & company. This ratio became popular
because it shows the ability of company in producing profit (Ridha, 20063, 1t is

not an exaggeration o sav that the carcers of many senior exccutives rise and fall



with their firm’s Return on Equity (ROE). Retwrn on Equity (ROE} is accorded
such importance because it is a measure of the efficiency with a company employs
owners’ capital. [t is measuring of earnings per dollar of invested equity capital or
equivalently, ol the percentage retum to owners on their investment (Higoins,
2143,

Horne and Wachowicz (1998) said that Return on Equity ratio tells us the
earning power on shareholders” ook value investment and is frequently used in
comparing twio or more firms inoan industry, A high return an equity offen reflects
the firms” acceprance of srong invesiment opporunities and effective expense
management. However, if the firm has chosen o employ a level of debr that is
high by industry standerds, a high ROE might simply be the result of assuming
excessive financial risk,

There might he many factors influence the rate of Return on Equity
{ROE). There were previous studies discuss sbout the thctors influence the Betumn
an Equity (ROE). Amran {2006) discussed the influence of capital structure
towards Return on Equity (ROE) in Cigarette Industry in Indonesia and found that
there was no signilicant relationship between capital strecture and Return on
Egquity (ROE). Sari (2003) also discussed the influence of capital structure toward
Return on Eguity (ROE) in Phammaey Industry found that there was significant
influence of capital structure toward Return on Equity {ROE).

Cabiyani (2007) discussed the influence of capital structure which consists
af long term debt and cquity toward ROE in resl esiate and property firms find

three results of hypothesis. Simultaneous test find that capital structure which are



CHAPTER V
CONCLUSION

5.1. Conclusion

The perpose of this study is to investigate the impact of capital structure
proxy for debt o equity and Du Pont System proxy for profit margin, total asset
turnaver and multiplier equity on return on equity (ROE) in property and rea
estate firms in Indonesia. Since the poal ot the corporation chanped inte
shareholder wealth maximization, it will be interest it investigate the factors that
might be influence the return on equity (ROE) which has a close relation to the
comoration’s value,

Through a statistical test, this study wsed return on equity as dependent
variahle and capital structure. total assels tumover and multiplier equity are as
independent veriable, This study found that capital structure proxy by debt 10
cquity, tolal asset wmover. and multiplier cquity has a signilicant influence 1o
return on eguity (ROE), while profit margin has insignificant influence on retum
an eguity since the Sig value was higher than o (0.03). From those findings, it
could be summarized that property 2nd real estate finns in Indenesia has a good
capital structure composition, in managing the asset effectiveness is goed. in
managing the financial leversge also well dane, But, in cost efficiency, property

and real estate firms must do some new tactics 1@ solve this problem.
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