THE IMPACT OF FREE CASH FLOW
AND LIFE CYCLE THEORY
TO DIVIDEND POLICY
(Empirical Study On Manufacturing Company Listed In Indonesia Stock
Exchange Period 2008-2011)

A THESIS
Presented as Partial Fulfillment of the Requirements
For the Degree of Sarjana Ekonomi (S1) In Accounting Program

Faculty of Economics University of Atma Jaya Yogyakarta

Created by:

Corenta Prasetyaningrum

Student ID Number: 09 15 17598

FACULTY OF ECONOMICS
ATMA JAYA UNIVERSITY
YOGYAKARTA
JULY 2013



Faculty of Economics

University of Atma Jaya Yogvakarta

| hereby recommend that the thesis prepared under my supervision by

Corenta Prasetyaningrum
Student ID Number: 09 15 17598

Thesis entitled
THE IMPACT OF FREE CASH FLOW

AND LIFE CYCLE THEORY

TO DIVIDEND POLICY
(Empirical Study On Manufacturing Company Listed In Indonesia Stock
Exchange Period 2008-2011)

Be accepted in partial fulfillment of the requirements for the Degree of
Sarjana Ekonomi (S1) in Accounting International Program Faculty of
Economics

University of Atma Jaya Yogyakarta

Advisor
e QS
A
WA
Pratiwi Budihartli‘, SE., MSA., Akt Dated 3 June 2013

i



This is to certify that the thesis is entitled

THE IMPACT OF FREE CASH FLOW
AND LIFE CYCLE THEORY
TO DIVIDEND POLICY
(Empirical Study On Manufacturing Company Listed In Indonesia Stock Exchange
Period 2008-2011)

Created by :
Corenta Prasetyaningrum
Student 1D Number : 09 15 17598

Has been defended and accepted on July 15" 2013 towards fulfillment of
the requirements for the degree of Sarjana Ekonomi (S1) in Accounting Program
Faculty of Economics, Atma Jaya Yogyakarta University

Examination Committee

Chairman Member

L

Dra. Dewi Ratnaningsih, MBA., Akt Totok Bu ntoso, SE., MBA., Akt

? ¢
Pratiwi Bndiham,ﬁ;ﬁfs., Akt

il



AUTHENTICITY ACKNOWLEDGENMENT
1. the writer of this thesis, entitled

THE IMPACT OF FREE CASH FLOW
AND LIFE CYCLE THEORY
TO DIVIDEND POLICY
(Empirical Study On Manufacturing Company Listed In Indonesia Stock

Exchange Period 2008-2011)

Hereby declare that 1 fully knowledge that my writings does not contain
others” or part(s) of others’ writings, except for those that have been cited

and mentioned in the references.

Yogviakarta, 3 June 2013

o

Corenta Prasetvaningrum

v



"I can do all things through Christ who
strengthens me”

Philippians 4:3

Just do your best and Let Jesus do the rest



ACKNOWLEDGEMENT

Praise to my Lord, Jesus Christ, for his blessing and love to me so I can
accomplish my thesis with entitled “ The Impact of Free Cash Flow And Life
Cycle Theory To Dividend Policy”. This thesis is partial fulfillment of the

requirements for the degree of Sarjana in University of Atmajaya Yogyakarta.

It also would be immpossible to accomplish this thesis without people
around me who have given their time, advice and motivation. In this opportunity,
I would like to say thank you to those people who always help, support and

motivation to finish my thesis:

1. Mrs. Pratiwi Budiharta, SE., MSA., Akt as my advisor, for her
willingness to spare her time to guide me. Thank you for your patience,
suggestion and motivation that you give to me in compiling this thesis.

2. My parents, Mr. Harjaka and Mrs. Endang Watini, my brothers
Cornelius Wicaksono and Cornelius Rezi who always support, remind,
advice and motivating the writer. Thanks for your love and passion to
me.

3. My beloved boyfriend Agung Budi Purnomo who always help, guide
me when I lose my spirit and always motivating me to finish this thesis.

4. My best friends Meri lifere, Marisda, Wiliam, GSM GKN, Ifap 09
(Nora, Kak Angel, Winda, Voni, Rizky dan regina), Brevat 87 (Rena,

Lidya, Danu, Juna), and dear compatriots friends (Vika, Erti, Grace,

Vi



Meli), KAA student staffs , USA (Katrin, Dara, Tasya, Lusi, kak mersi)
and all people that I could not mention one by one. Thank you for your
care and support. No word can express my feellings to have you on my
side.
I realize that this thesis is not perfect because of my limitation so, I would
glad to accept suggestion, advise and critics that could help to repair and make it

better.

Yogyakarta, 3 June 2013

Corenta Prasetyaningrum

vii



TABLE OF CONTENTS

TITLE PAGE ... 1
APPROVAL PAGE ......ooiiiie et i
COMMITTEE’S APPROVAL PAGE ..., 111
AUTHENCITY ACKNOWLEDGEMENT ........cccooiiiiiiiiiineeeeeeee v
IMOOTTO ...ttt ettt et ettt et et e e e v
ACKNOWLEDGEMENT ...t vi
TABLE OF CONTENTS ..ot viil
LIST OF TABLES ... e xii
LIST OF PICTURES ........ccooiii et xiil
LIST OF APPENDICES ..ot Xiv
ABSTRACT ..ot XV

CHAPTER 1. INTRODUCTION

1.1 Research Background ...........cccccooiiiiiiiiiiiiiicceeeee e 1
1.2 Research Problem ..o 7
1.3 Research Limitation ..........cocueeriiiiiiniiiiiiiceececeeeeeee e 8
1.4 Research ObJECtIVES......ueeeiviieriiieeiieeeieeeeieeeeee e aee e e e 8
1.5 Research Benefit .........coooiiiiiiiiiiiiiiiieceeeee 8
1.6 Research ANALYSIS ....ccccvieeiiiieeiiieeiieeciee ettt e 9
1.7 Systematics Of WITHING.....ccveeeiuiieeiiieeeiie et eiee e eee e eree e 9

viil



CHAPTER II. LITERATURE REVIEWS

2.1 AENCY ThEOTY...oiieiiieeiiieeiie ettt 11
2.2 Dividend ThEOTY ..c.eevvuiiiiiiieiiie ettt e 12
2.2.1 Definitions of Dividend ..........cccccoviiiiiiniiiniiiniiieniceeee 12
2.2.2 Dividend POlICY .....oooviiieiiiiiiieceecee e 14
2.2.2 Dividend Payout Ratio (DPR) .......ccccvvieiiiiieeeeeeeee 18
2.2.2 Steps of Dividend Payment ............cccceeeviieiiiiinciieeieecieeeeeene 19
2.3 Cash FIOW TREOTY ....ccccuvieiiiieiiieeiiie ettt et 20
2.3.1 Definitions of Cash FIOW .........ccccoiiiiiiiiiiiiicececeee 20
2.3.2 Definitions of Free Cash FIOW ........ccocccoiiiiiiiiiiniiiiiiceiee 20
2.4 Life Cycle TREOTY ..vvviiiiiiiiiiiiciie e 24
2.5 Dividend Policy Usefulness for Investor Decision ...........cccceevueennee. 25
2.6 Dividend Regulation in Indonesia ..........cccceeeieviiiinceeesieeecieeeeeeene 26
2.7 Hypothesis Development ........ccccccccviiiiiiiiiiiiiiicciiceeee et 29
2.7.1 The Impact of FCF/TA to Dividend Policy .......cccccevieenirnnnnnee. 29
2.7.2 The Impact of RE/TE to Dividend Policy......c.cccocceeniiiinninnn. 30

CHAPTER III. RESEARCH METHODOLOGY

3.1 Population and Sample ........cccceveeiiiiiiiieniece e 32
3.2 Data and Data Collection Method ..........cccceoviiiiiiiiiniiiiiiiiee. 33
3.3 VaArIADIES ..o 33

3.3.1 The Dependent Variable .........cccccceeviiieiiieniiieniieeciieeieeeee 34

X



3.3.2 The Independent Variable ..........ccccoeovieeiiieniieeniieeieeeeee e 34

3.3.2.1 Free Cash FIOW .....cociiiiiiiiiiiieeceeee 34
3.3.2.2 Company’s Life CycCle ......coooviiiriiieniiieiieeiieeieeeiee e 35

3.4 Data ANALYSIS .uveieiiiieiiieeiieeeiiee et e et 36
3.4.1 Descriptive StatiSTICS ...cccvveerveeerieeeiieeeiieeeieeenieeesieeesereeeneneeenns 36
3.4.2 Classical ASumption TSt ........cccueeeriieeiieeriiieniee e esiee e 37
3.4.2.1 Normality TeSt ..cccuveeeiiieeiiieeiieeeiee et 37
3.4.2.2 Autocorrelation Test ......cccccevviiiiiiiiiiiiiiieieenieeee e 37
3.4.2.3 HeterocedastiCity Test ......ceccveeriiiieiiiieiiieeieeceieeeieeeene 38
3.4.2.4 Multicollinearity TeSt ........ccccceeriieeriiieerieeeeieeeeieeeree e 38
3.4.3 Multilinear Regression Analysis ........ccccceeevveenieeeniieeenveessieeennns 39
3.4.4 Hypothesis Testing Technique ..........ccccccveeiiienierenieeerieeeeieeene 39
3.4.4.1 Goodness Of Fit-F Test ......cccceriiiniiiiiiiiiiieeneeeeeeee 39
3.4.4.2 Significant Test of Individual Parameters (t-test) ............ 40

CHAPTER1V. DATA ANALYSIS AND DISCUSSION

4.1 Data ANALYSIS .eeouviieiiiieiiieeiiie ettt ete et saee et e e e e e eens 42
4.1.1 Descriptive StatiStICS ....ccccveeerveeerieeriieeniieenieeesieeeseveeesereeeeneens 42
4.1.2 Classical Assumption TeSt .........ccccceeeriireeriiieeniiieenieeesieeeieeenns 43

4.1.2.1 Normality Test ......cceeeviieeiiieeiiieeieeeiee et 43
4.1.2.2 Autocorrelatio Test .....cocceevueeiieniieiiiinieeienieeeeeeeeee 45
4.1.2.3 Heterocedasticity TeSt .......ccceevcvrervieeniiieenireeeiee e 46
4.1.2.4 Multicollinearity Test ........ccccecvverriieeniiieeeireeriee e 47



4.1.3 Multilinear Regression Result ..........cccccveveiiiniieiniiieniieeieeee
4.2 DISCUSSION .ntiiuiieiieeiiieite et ettt et te st et e st e et e st e e beesabeebeesaeeebeens 49
4.3.1 The Impact of Free Cash Flow as Proxied by
FCF/TA to Dividend PoliCy.......ccccovveriiieiiieeiieeieeeieeeeeeee e 49
4.3.2 The Impact of Company’s Life Cycle as Proxied by
RE/TE to Dividend POliCY .....ccceovviveiiiiiiieeieeceeeee e, 50
CHAPTER V. CONCLUSION
5.1 CONCIUSION ..ttt 51
5.2 Limitation of The research ............ccccoiiiiiiiiiiiiiiiiieeeeeeens 51
5.3 SUGEESTION ..eeieiiiiieiiieeiie ettt et e e st e e e tee e e reessnseesnneeeens 52
REFERENCES

X1



Table 3.1

Table 4.1

Table 4.2

Table 4.3

Table 4.4

Table 4.5

Table 4.6

Table 4.7

LIST OF TABLES

: Sample Selection with Criteria
: Descriptive Statistics

: Normality Test Result

: Normality Test Result

: Autocorrelation Test Result

: Heterocedasticity Test Result

: Multicollinearity Test Result

: Multilinear Regression Result

xii



LIST OF PICTURES

Picture 3.1 : Assessing Feasibility of Regression Model

x1il



LIST OF APPENDICES

Appendix 1 List of Manufacturing Company 2008-2011
Appendix 2 : Data of Manufacturing Company 2008-2011

Appendix 3 : IBM SPSS Results

X1v



THE IMPACT OF FREE CASH FLOW
AND LIFE CYCLE THEORY

TO DIVIDEND POLICY
(Empirical Study On Manufacturing Company Listed In Indonesia Stock
Exchange Period 2008-2011)

Created by
NPM: 08 04 17Corenta Prasetyaningrum
Student ID Number: 09 15 17598

Advisor

Pratiwi Budiharta, SE., MSA., Akt

Abstract

Dividend policy is a policy that relates to dividend payment by company,
that is how much dividend will be distributed and retained earnings for company’s
interest (Levy and Sarnat, 1990). Dividend policy determined by The General
Meeting of Shareholder will affect the amount of cash distributed as dividends.
This is called the dividend payout ratio (DPR). The amount of dividend payout
ratio (DPR) also based on various factors such as free cash flow and company’s
life cycle.

This research aims to test the impact of free cash flow and life cycle theory
to dividend policy. The dependent variable in this research is dividend policy
proxied by dividend payout ratio (DPR). The independent variable in this research
free cash flow proxied by FCF/TA and company’s life cycle proxied by RE/TE.
Result show that independent variable free cash flow and company’s life cycle
positively impact dividend policy.
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