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Cash Flows, Debts dan Performance : Survey on the Cement
and Ceramics Companies in 2010 - 2014

Rina Adi Kristianti* and Supinah®*#*

Fhis J-HHB'}' ricel o explore the offocr af aperaling cash
Mo, invextingy cash ffow, long term deby and short rerm
dedie enr prevformance of connt e coramics companies
i 2000 = 214, Silected samples ave 45 companies
and using panel date for analvzing them, The best
rethved of paned data is pooled Teast squave, R value fs
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ferm el hox simificant  wegatie  effecr oo ™
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Funding choven i internol fund namely retoimed
varnings. This result supparts pecking order hpathess,

Keywords: performance, operational cash flow, investing cash flow, long term debt, short
term debt, cement and ceramics industries.

1. Introduction

Indunesia economic conditions that had dropped starting with the declining Rupiah
value, declining stock values, the case of large companies such as Ford, the government's
plan to reduce staff. This indicates less favorable macro conditions in Indonesia.
Nonetheless, the companics still grow panticularly for infrastructure in various areas. The
development of this infrasiructure must be supported by other components such as the
cement and ceramics industries, So this research 15 focusing on cement and ceramics
indusiry because the industry is considered viable at this time.

Growth conducted by the firm of course requires a lot of capital, Capital can come
from debt ie short and long-term debt. The use of debt can be beneficial if used optimally
(trade-off theory, Modigliani and Miller,1958; Titman and Wessels, 1988, Rajin and
Zingales, 1995} but it can also be detrimental if it mises financial cost and leads to

*Rina Adi Kristianti, Lecturer at the facully of economics, Tarumanagara University,

Jakarta, Indenesia, Email @ ninna®42003vahoo,com
**Supinah, Master of Management, Tarumanagara University, Jakarta, Indonesia.
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bankruptey so that better use of internal funds (pecking order theory, Myers et al, 1984 ;
Asquith and Mullins, 1986) and Eckbo, 1986). Inmtermal fund may come from the
company’s cash flow. The cash MNow statement describes a statement of cash inflows and
cash outllows of operating, investing and financing activities. We can utilize cash flow
statement for the purpose of 1) assessing the company’s ability 10 meet obligations, ability
to pay dividends and the need for extemal financing, 2) assess the company's ability 1o
generate net cash flows in the uture. Therefore, funding both debt and cash flow will
certamnly gmve effect on perlormance. This study will explore the iﬁﬂumc; of operating
cash flow, investing cash flow, short and long-term debt 1o the performance on the cement

and ceramics companics.

2. Research Question

Do operating cash flow, investing cash flow, short term debt and long term debt have
significant effect on performance?

3. Literature Review

Performance can be measured through financial and non-financial performance (Ittner,
2008). Among other non-financial performance can be measured by market share, degree
of innovation, and customer satisfaction (Hyvonen, 2007). While financial measures can be
scen through accounting measures such as retum on assets, return on equity, EBIT, ete
{Crabiree & DeBusk, 2008},

This study has four hypotheses are:
1) Cash fMlow and Performance

Effect of cash flow of the performance can be positive or negative. Cash ow has positive
cffect on performance because improving cash flow also increase company profit.
Increasing corporate profits become an indication of good corporate performance. This
result supports researches conducted by Nwangayu (2015) and Frank & James (2014).

Cash flow negatively affect on performance due to their weak cash flow management
3
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within the company so enable managers to pursue personal goals and the exclusion of
sharcholders' interests. [n aceordance with the Agency Theory that the agency conflicts
arise because of differences of interest between sharcholders 1o the manager. The main task
of the manager is to manage the company resulting in a return / profit for sharcholders and
could increase net profit and cash flow, This results support the researches conducted by
Nwakaego, et al (2015), Ali, et al (2013), Thanh & Nguyen (2013), Zhow, et al (2012). So
the research hypothesis| & 2:
H1 : Operating cash flow has a significant positive effect on pcrfnnnnnr:i

H2 : Investing cash flow has a significant positive effeet on performance
2} Debt and Performance

Debt is a resource borrowed with the expectation of paying back afier a specified period of
time. If the specified time spread over a period of one year then it becomes long term debt
and if the expected payment period is less than or equal o one the it becomes a short tenm
debt. (Kajirwa, 2015). Effect of debt on the performance can be positive or negative, Debt has o
positive effect on performance due to debt funding will reduee the amount of conflict between
sharcholders and management. In addition, the debt would also reduce excess cash flow in the
company thas reducing the possibility of waste made by management. This result suppont the
researches conducted by Davydoy (20163, Nimjini and Priva (2013), Nimalathasan & Valeriu
(2010), Magaritis and Psillaki (2010). Meanwhile, if the debt negatively affects on performance
because the debit risk for the company because it ¢an affect the financial difficulties {financial
distress). Debi levels also have an adverse impact on the company’s performance because of high
debt levels will tend to increase the interest expense, so companics have 1o cover such EXpEnses
through eperating profit camed. A large interest expense will reduce the operating profit resulting
in & decrease in net income, which means reduced profits. lorpev & Kwanum (2012) proved tha
the short- and long-term debt has a significant negative effect on the performance in Nigerin. These
resulis arc supported by a study conducted by Vatawvu (2015), Serghiescu and Vaidean, 2013),
Soumadi & Hayajneh (2012), Anandasayanan & Subramaninm (2011), Chalapo and Kajola (20104,
So hypothesis 3 and 4:

H3 - Short term debt has a significant negative effeet on performance

H4 : Long term debt has a significant negative effect on performance
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4. Research Methodelogy

4.1. Population and sampling techniques

The populaticn is coment and coramics industry in 2000 — 2014, Technigque sampling s
purposive sampling with certain criteria in accordance with the purpose of research, The

eriteria are as follows:

1. The companies were histed on the Indonesia Stock Exchange since January 2010 1o
Deccmber 2014, -

2. Companies that publish annual reports duning the observation period 2010-2014
Selected samples are 9 companics during 5 years so wotal 45 companies,
4.2, Definition of variables

1) Dependent variable is performance that measured by Retum on Equity. The formula is:

ROFE = Net Income X 100%

Sharcholders equity

2) Independent Variables consist of four variables, they are:

a) Operanng Cash Flow measured by operating cash flow divided by total cash flow. The

formula is:

OPCF
Total Cash Flow

Operating Cash Flow =

b) Investing Cash Flow measured by investing cash flow divided by total cash flow. The

formula 1s:

INFCF
Total Cash Flow

Irvesting Cash Flow =
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¢} Short term debt measured by current ratio. The formula is:

Current Assels
Current Labilites

Current Batio =

d)y Long term debt measured by long-ternm debt divided by total assets. The formula is:

Long-term debis
Total assets =

Long-term Debt =

4.3. Empirical Model

Empincal model as follow:

ROE = a + [LOPCF + INFCF + p2CR + LLTD + £

ROE is retum on equity

OPCF is operating cash Nlow /total cash Dow

INFC is investing cash flow/total cash Row

CR 15 current ratio

LTD is long term debtiotal assets



Proceedings of Annual Malaysia Business Research Conference
22 - 23 August 2016, Concorde Hotel, Kuala Lumpur, Malaysia
ISBN: 978-1-925488-15-9

5. The Findings

5.1 Descriptive Statistic
Tabel 4.1: Deskriptive Statistic
ROE OCF INFCF CR LTD
Mean 8.057063 161.5418 5.813983 258.9993 16.72971
Median 21.81374 154.6692 -36.95488 1705896 | 9.827673
Maximum 155.6079 3625.021 1740.137 698.2079 04.02413

Mimmum =6H25.4426 2160577 -1644.2958 6016919 0.339561

sud, Dev, 99, 16108 1030.875 66, 5004 85,7783 21.56440

Skewness -3.9130386 0.556333 0408111 0.949472 2.131652

The average of return on equity is 0.08%, operating cash flow to total cash flow is 1.61%,
investing cash flow to total cash flow is 0.05%, current ratio is 2.55% and long term debn
to total assets is 16,72%. This industry has low retum on equity that from 100% total
equity can gencrate (L08% net profit. But the companies have much operating cash flow

il eurrent ratio.

5.2, Panel Data Analysis

Testing panel data produces three oulputs are Pooled Least Square (PLS), Fived Effects
Model (FEM) and Random Effects Model (REM). The output of the three will be selected
which oncs produce the best model.

5.2.1. Pooled Least Square (PLS) or Fixed Effect Model (FEM)

Sclecting panel data model Pooled Least Square (PLS) or Fixed Effect Model (FEM), using
Likelihood Ratio test (Chow Test). Then test the hypothesis:

Ho  :Jika Prob Cross Section Chi-square = 5%, maka pilth Pooled Least Square

Ha  :Jika Prab Cross Section Chi-sgiare < 5%, maka pilih Fixed Effect Model
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Tahel 4.2: Likelihood Ratio (Clow Test)

Redundant Fixed Effects Tesis

Pool: Untitled

Test cross-section hxed effecis

Effects Test Statistic  d.f. Prob,
Cross-section F 0.703631 (8.32) 0.6860
Cross-section Chi-square 7291820 B 0.5055

Soufee: onfpnl Evigw 9

From the results in Table 4.2, Chi-square has p-valuc of 0.5035 {}5%]: HO failed rejected
it means the accepted model is Pooled Least Square because it is better than Fixed Effect
Model in this study. Then the next Hausman test is not necessary, Table 4.3 below estimation
ising Pooled Least Square Model;

Tabel 4.3: Pooled Least Square

Dependent Variable: ROE?

Method: Pooled Least Squares

Date: 0524/16 Time: 05:34

Sample: 2010 2014

Included observations: 3
Cross-sections included: 9

Total poal (balanced) observations: 45

Coellicic
Variable nt Std. Error -Statistic Prob,
C G 33667 31.94242 2014145 0.0508
OCF? 0002635 0.034817 0.075682 0.9400
INFCF? 0000528 0051830 0010186 09919
CR? 66466 0080456 08261104 04136
LTD? -2.360697 0.682628  -3.458251 0001 3%%e
R-squared (.237167 Mean dependent var 8057063
Adjusted R-squared  (L160884  S.D. dependemt var 9%, 16108
S.E. of regression 00.83481  Akaike info criterion 11,96040
Sum squared resid 3300385 Schwarz criterion 12.16114
Log likelihood -264.1090  Hannan-Quinn criter. 12.03524
F-statistic 3109030  Durbin-Watson stat 2. 104888
Proby{ F-statistic) 0.025571

Souarce: ouipit Kot 9
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From Table 4.3, operating and investing cash flow do not have sigmficant ¢ffect on
performance. High or low cash flow does not determine whether company's performance is
good or bad. And current ratio docs not have significant effect on performance. The
company i% nol dependent on short-term funding 0 produce a high net income. Long term
debl has a significant negative effect on the performance at the level of 1% . It shows that
these types of companies have to reduce long-term debt to produce high performance. This
result supports the researches conducted by Vatavu (2015), Serghiescu and Vaidean,
2013), Soumadi & Hayajneh (2012), Anandasayanan & Subramaniam (201 1), Onalapo and
Kajala {2010). =

6. Consclusions and Recommendations

This result shows that long term debt has a significant negative effect on perfonnance, I
proves that this industry is more likely to reduce the use of a debt o improve its
performance. Funding chosen 15 intemal fund namely retained camings. This result
supports pecking order hypothesis. Based on this result, companies should be increased net
profit by optimizing operational activitics and minimizing costs, The addition of a delnt
should be able o be used 1o increase the capacity of production and sales. Indonesia 15
currently m development stage, so companies of cement and ceramics industry have good
prospect in the future. For investars who would invest in this industry choose a company that has
a relatively low debt and high retained camings.For further study researchers can explore other

variables such as size, managenal ownership, tangibility, taxes and growth.
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