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ABSTRACT  
 
Capital structure becomes the main thing for the company because in the capital structure there is a relationship between debt 
and equity, which is known as the cost of capital and the expected rate of return for various types of funding and also related to 
the risks that may be caused. Capital structure decisions will have an impact on firm value. The growth of the technology sector is 
the highest in the national economy compared to other sectors. The rapid development of technology has undeniably made 
fundamental changes in the management of business activities. Distance and territorial boundaries of a country are no longer an 
obstacle with telecommunications technology.This study aims to determine the effect of financial performance on the capital 
structure of technology sector companies listed on the Indonesia Stock Exchange. This research uses multiple linear regression 
method. The results prove that partially Return On Asset affects the company's capital structure, Return on Equity partially affects 
the company's capital structure but simultaneously Return On Asset and Return On Equity have no effect on the company's capital 
structure. 
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INTRODUCTION 
 
The current economic development has led to increased competition between companies. Companies must be able to formulate 
strategies that can increase their company value / firm value (Diantimala et al., 2021a). Firm value is the goal of the strategy that 
can be done      by the company in the form of financial decisions, namely investment decisions, funding decisions and operational 
decisions that aim to earn profits. Financing decision is a decision that includes the company's funding activities in the form of 
finding sources of funds at the lowest cost. Funding decisions are related to the company's capital structure which has an impact 
on the company's value (Kieschnick & Moussawi, 2018). One of the factors that make a company competitive in the long run is 
the strong capital structure. As part of the funding decision, the capital structure policy is a combination of internal funding and 
external funding 

Internal sources of funds come from own capital consisting of retained earnings and participation in company ownership 
and for external sources of funds come from long-term debt. The company's decision to use external sources of funds will increase 
the risk of bankruptcy because by using external funds, interest expense costs arise if the company uses debt and equity costs to 
shareholders due to the use of equity  (Diantimala et al., 2021b). The financial success of the company is one of the decisive factors 
in shaping the capital structure decision. 

The growth of the technology sector is the highest in the national economy compared to other sectors. The rapid 
development of technology has undeniably made fundamental changes in the management of business activities. Distance and 
territorial boundaries of a country are no longer an obstacle with telecommunications technology. Based on data from the Central 
Bureau of Statistics, the information and telecommunications sector in the first quarter of 2023 grew slower by 1.19%, but in the 
third quarter of 2023 the information and telecommunications sector grew 8.5% above GDP growth. This fluctuating growth will 
certainly have an impact on the financial performance of the technology industry sector. 
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Graph 1. Development Of Technology sector Index 
 

 
Source : Indonesia Stock Exchange 

 
Based on the development of the technology sector index (IDXTECHNO) compared to the JCI and LQ45 stock indices in graph 1 
above, it can be seen that in 2021, the growth of IDXTECHNO was very large, reaching 707.6%, which was much higher than the 
JCI and LQ45 which only grew 10.1% and 9.8%. This surge shows that investor interest was very high in technology companies 
in Indonesia during the period, especially after the Covid 19 pandemic which triggered digitization and increased use of technology 
in various sectors of the economy and people's lifestyles turned to digital services, e-commerce, financial technology and various 
other technologies. However, in 2022 there was a significant decline in IDXTECHNO's performance, which fell by -13.1% where 
the correction was much greater than the JCI decline of -3.1% and LQ45 -0.4% and on the other hand technology companies tend 
to have a fairly high debt ratio to finance their investments. 

The company will be in a decision in determining the proportion between debt and capital. Capital structure is measured 
by Debt to Equity Ratio (DER). DER is a ratio to measure the level of debt usage against shareholders equity owned by the 
company. Profitability is also one of the variables that based on research from (Ehsan et al., 2023; Hegde et al., 2023; Javed & 
Akhtar, 2012; Ley 25.632, 2002; Ngatno et al., 2021; Nyide & Zunckel, 2019; Van Khanh et al., 2020) has an influence on the 
company's capital structure.  

In general, profitability tends to have a negative relationship with capital structure, suggesting that more profitable firms 
prioritize financing from retained earnings or internal financing over debt. This preference is associated with lower cost and risk 
when using internal financing. Profitability has a significant negative effect on capital structure in companies in Malaysia (Saif-
Alyousfi et al., 2020). According to research from (Rezeki et al., 2023) that profitability has a negative effect on manufacturing 
companies in Indonesia. Perez (2024) also stated that profitability has a negative effect on companies listed on the Jakarta Islamic 
Index. Profitability also has a negative effect on MSMEs in India (Rao-Nicholson et al., n.d.) .  In energy sector companies in 
ASEAN, profitability has a negative impact on capital structure (Ghani et al., 2023). According to Zandi (2023), profitability 
affects the capital structure of energy companies in OECD countries. Meanwhile, profitability has no significant effect on capital 
structure in companies categorized as LQ45 on the Indonesia Stock Exchange (Yusuf & Achmad, 2024). 

Based on these studies, there are still differences in the results of the relationship between liquidity and profitability on 
the company's capital structure, so that there is a research gap phenomenon from the results of the research that has been done. 
Based on the background that has been stated, the problem discussed in this research is Analysis of the Effect of Financial 
Performance on the Capital Structure of the Company. 
 
LITERATURE REVIEW 
 
Capital structure is the composition of funds owned by the company which consists of the ratio of foreign capital to equity. 
According to (Gitman & Zutter, 2013) Capital structure is “the mixture of debt and equity maintained by the firm”. Capital structure 
theory states that changes in capital structure can affect firm value with the assumption that investment decisions and dividend 
decisions do not change. 
 Based on Trade Off Theory (Myers, 2001) that debt will increase the value of the company up to a certain point. Pecking 
Order Theory proposed by(MYERS, 1984) provides a ranking of the company's funding sources, namely the company prioritizes 
financing sourced from internal funds because internal sources of funds have low costs and then secondly to external financing 
which has higher costs. 

Agency Theory was discovered by Jensen & Meckling in 1976 which originated from the misalignment of the interests 
of managers and shareholders. According to Agency Theory, the emergence of agency costs due to conflicts of interest between 
managers and shareholders is due to managers aiming to maximize manager utility rather than company value while shareholders 
expect managers to manage the company in order to increase company value which is the main goal of the company. 

Profitability reflects the company's ability to earn profits from its operating results and investment income. Companies 
that generate high profits will be able to finance the company's operational activities from the profits earned and will use debt if 
the funding sources are insufficient. Based on Trade Off Theory, when the company's profitability is higher, the use of debt used 
is smaller because the company will first increase its internal financing, namely from retained earnings. Vice versa, when the 
profitability of the company is low, the company uses external financing in the form of debt or equity, so profitability is one of the 
factors that affect the capital structure of the company. 
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Return On Assets (ROA) is a ratio that shows the return on the number of assets used in the company. Profitability ratio 
has several ways to measure it, one of which is by using Return On Assets (ROA). According to (Saputro, 2019) Return On Assets 
(ROA) is a ratio that shows the ability of company management to generate profits using the total assets owned by the company 
concerned ROE (Return On Equity) is a financial ratio that measures how effectively the company generates profits from the 
capital owned by shareholders. ROE is calculated by dividing the company's net profit after tax by shareholders' equity. This ratio 
shows the rate of return generated from each unit of shareholders' equity invested in the company. The higher the ROE, the more 
effective the company is in managing shareholders' equity to generate profits. ROE is often used by investors to assess a company's 
profitability and efficiency in using equity capital. 
 
RESEARCH METHODOLOGY 
  
The procedures and methods used in this research data collection is using secondary data. The analytical model used is multiple 
linear regression analysis with panel data (pooled data) (Gujarati, 2013). The equation model used to test the hypothesis is as 
follows: 
 
Y  =∝ +β1ROA+β2ROE+ε 
 
To choose the most appropriate model used in managing panel data, there are several tests that can be carried out , namely the F-
Statistical Test (Chow test), Hausman test, and Lagrange Multiplier test. After selecting the model, the classical assumption test is 
then carried out 
 
RESEARCH RESULTS AND DISCUSSION 
 
The objects in this study are Technology Companies listed on the Indonesia Stock Exchange, namely a number of 11 firm of: 

1. PT. Anabatic Technologies Tbk ( ATIC) 
2. PT. Elang Mahkota Teknologi Tbk (EMTK) 
3. PT. Kresna Graha Investama Tbk (KREN) 
4. PT. Multipolar Technology Tbk ( MLPT) 
5. PT. Metrodata Electronics Tbk ( MTDL) 
6. PT. Sat Nusapersada Tbk (PTSN) 
7. PT. Kioson Komersial Indonesia ( KIOS) 
8. PT. M Cash Integrasi Tbk (MCAS) 
9. PT. NEC Indonesia Tbk (NFCX) 
10. PT. Distribusi Voucher Nusantara Tbk (DIVA) 
11. PT. Sentral Mitra Informatika (LUCK) 

 
Before performing the regression, in this study, an analysis of the best model assumptions was carried out with 2 methods, namely 
common effect, fixed effect, and random effect. Based on the analysis of the assumptions of the Fixed Effect Model and Random 
Effect Model, the data shows that the one with the highest R-squared level is the Fixed Effect Model, which is 66.81%. The next 
stage of data processing in this study is the selection test with the Chow test and the Hausman test. In the panel data regression 
model, there are three types of models, namely the Common Effect Model, Fixed Effect Model and Random Effect Model. So it 
is necessary to test the selection of the model in order to obtain an efficient estimate. Overall, the results of panel data regression 
testing using the Fixed Effect Model method are as follows: 
 

Table 1. Fixed Effect Model 
 

 
 
The Fixed Effect Model test table can show the following regression equation: 
Y = 0,7199+ 3,13 X1 – 3,54 X2 
Y = Debt to Equity Ratio 
C = Koefisien 
X1 = Koefisien  Return On Assets  
X2 = Koefisien Return On Equity 
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The results of the partial test in this study are contained in the following table: 
 

Table 2. Result of the partial test 
 

Variable Coefficient Std. Error t-Statistic Prob.   Desctiption 

C 0,7199 0,232 3,093 0,0085 significant 

X1 3,13 1,24 2,522 0,0255       significant 

X2 -3,54 1,85 -1,910 0,0784 Not significant 

 
 
a. Testing on Return On Assets (ROA) 
The statistical test of the Return On Asset variable is 2.522 while the probability is 0.0255 <0.05 (α) which means that partially 
Return On Asset has a significant and positive effect on Debt to Equity Ratio Furthermore, the coefficient value is 3.13. These 
results are the same as the results of research from(Javed & Akhtar, 2012) which states that profitability affects financial 
performance. 
 
b. Testing on Return On Equity (ROE) 
Statistical Test for the Return On Equity (ROE) variable is -1.9105 while the probability is 0.0784> 0.05 (α) which means that 
partially Return On Equtiy (ROE) has no significant effect on Debt to Equity Ratio (DER). Furthermore, the coefficient value is -
3.54. These results are the same as the results of research from(Javed & Akhtar, 2012)  which states that profitability affects 
financial performance. 
 

Table 3. Simultan  F Test 
 

 
The result of hypothesis testing shows Prob (F-statistic) of 0.064905, because prob > than 5% then the hypothesis is rejected that 
there is no significant influence of Return On Asset and Return On Equity on the capital structure of the company. 

The effect of profitability proxied using Return on Asset (ROA) shows a positive and significant relationship, indicating 
that companies tend to use more debt because the condition of the company is in a state that is able to generate profits so that it is 
projected to be able to return debt and can benefit from tax shields, this is in accordance with Trade Off Theory where the company 
will get tax savings benefits from the existence of debt. 

The effect of profitability proxied using Return on Equity (ROE), shows a negative and insignificant relationship, this is 
possible because technology companies prefer financing from internal sources, especially because of the potential risks of debt 
money can limit financial flexibility in the rapidly changing technology sector. With a high level of ROE, companies can fund 
investment and operations from the profits generated without depending on debt funding, which means that even though ROE is 
high, companies prefer not to increase their debt. In addition, companies engaged in the technology sector or companies engaged 
in highly innovative industries tend to avoid high levels of debt because companies have a greater proportion of intangible assets 
than tangible assets and less stable cash flows so they are vulnerable to financial distress costs. 
 Simultaneously ROA and ROE have no significant effect, this may be due to the fact that companies in the technology 
sector dominate financing sourced from equity, especially to fund product development, research and innovation in accordance 
with the characteristics of the technology sector which tends to have intangible assets and very fast growth so that even though the 
company is able to generate profits as seen from the ROA and ROE indicators, it does not always encourage companies to adjust 
their capital structure with debt. In addition, technology companies face considerable fluctuations in profitability and cash flow 
due to rapid technological developments and changes in consumer preferences, causing companies to be more careful in using debt 
due to high uncertainty factors in the future. Another reason is that in companies in the technology sector, there are influential 
external factors such as global technology market conditions, regulations and industry trends. 

Based on the results of the discussion it can be concluded that partially Return On Asset affects the Capital Structure and 
Return On Equity partially has no effect on the Capital Structure. Simultaneously Return On Asset and Return On Equity have no 
effect on the company's Capital Structure. These results indicate that there are other factors that affect the company's capital 
structure outside the company's profitability such as other internal factor for example  the company's activity ratio, size and age of 
the company, and external factor such as macro economic condition. 
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CONCLUSIONS 
 
Based on the results of the research discussion, it can be concluded that in the results of the hypothesis test show the Prob (F-
statistic) of 0.000000, because the prob is < 5%, the hypothesis is accepted that there is a significant effect of Return On Assets 
(ROA) to Capital Structure. In Conclusion, the empirical data from this study propose that  Return On Asset dan Return On Equity 
simultanly not significant to Capital Structure. Based on these findings are expected to be useful for potential investors as additional 
information and considerations in making investment decisions in technology companies and also can be used as a basis  planning  
for fund management in order to obtain optimum Capital Structure. The limitations in this study is the number of research samples 
is limited. Further researchers can add other variables that can affect  Capital Structure. 
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