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INTRODUCTION

The monetary crisis in 1999 in Indonesia triggered by the depreciation of 
the rupiah against the dollar has a major effect on the business world ac-
tivities, especially the sectors of property and real estate. The increase in 
interest rates that affects the activities in the sectors of property and real 
estate is also in line with the increase in housing loan rates. In addition, 
tight monetary policies implemented by the government make companies 
suffer a liquidity crisis.

Nurdin (1999) states that the go-public companies in the sectors of prop-
erty and real estate mostly use short-term loans from abroad that are used 
for long-term financing like projects building, so that many companies 
experience financial difficulties. Error in determining financing decisions 
poses a risk to the company and many developers must give their collater-
al to the bank at the financial crisis. However, after the financial crisis, i.e. 
about 2003–2007, financing pattern of the developers had changed. They 
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This study aims to determine the effect of mediation decisions on investment, and fi-
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financial report on the study period. This research study using descriptive analysis and 
inferentsial to prove examine the relationship between the study variables with the five 
structural models using WarpPLS. This study is basically to analyze the patterns of re-
lationships between variables in order to determine the effect of directly or indirectly, a 
set of independent variables (exogenous) to the dependent variable (endogenous). The 
company’s risk and investment decisions are able to increase the value of the company, 
while the dividend policy and funding decisions are not able to increase the value of 
the company, the study was conducted at the companies in the sectors of property 
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prefer to use their own capital and the products sales results which had begun since preselling (Handaka, 
Kompas October 27, 2008). This change in financing pattern showed that companies in the sectors of prop-
erty and real estate become more careful in the financing of investment which leads to the risks that arise for 
the companies and further affect the corporate value. 

Like investing in the sector of manufacturing industry, investing in the sectors of property and real es-
tate should consider two things: the return of the investment and the risk borne for investing in the sec-
tor. Investors expect a higher return on their investments compared to the risks they will bear. A high 
return affects the performance of companies, so that it affects the company’s stock price. The stock price 
reflects the value of the company as Van Horne (2002) says, that the value of the company is reflected in 
the company’s stock market price. 

Based on the viewpoint of financial management, the company’s goal is to maximize stockholders’ pros-
perity. The increase in stockholders’ prosperity can be achieved through the increase in the company’s 
value. According to Jensen (2001) in Stakeholder Theory, he suggests that maximizing the corporate 
value is a trade-off of the maximum corporate value received by the stakeholders in the long term.

Investment decision is one of the factors that affects the corporate value, in which the investment de-
cision is associated with the decisions about the allocation of funds, in terms of sources of financing 
(which come from inside and outside the company) as well as the use of funds for the short-term and 
long-term purposes. According to Husnan (2000), the goal of the company’s investment decisions is 
to maximize Net Present Value (NPV) as a positive NPV would increase the real assets. The real as-
sets have noticed the time value of money, means that the company’s assets could be improved if the 
investment decisions can produce a positive NPV so that will impact on the corporate value. This was 
confirmed by the research findings of Fama (1978) which state that investment decisions only determine 
the corporate value. 

Risks in financial management can be divided into systematic risk and unsystematic risk. Systematic 
risk is the risk that cannot be controlled by the company but experienced by all companies in a country, 
as the current global crisis that is impacting the decline in the company’s stock price index. While un-
systematic risk is the risk that can be controlled by the company. This risk relates to the ability of man-
agement to manage the company mainly linked to the decisions, i.e. decisions in investment, financing, 
and dividend policy. Systematic risk and unsystematic risk have a relationship with the corporate value.

Like investment decisions, research on financing decisions has an impact on the risk that is still in the 
concept of theory. It is assessed on trade-off theory, i.e. the greater the debt, the higher the possibility of 
bankruptcy, because the higher the debt, the greater the interest to be paid. The greater the possibility 
of not paying interest and the lenders could make bankruptcy which in turn causes the corporate value 
decreases. The implication of this trade-off theory is the manager will think between the tax savings and 
the bankruptcy costs arising from the debt, which, in turn, affects the corporate value.

Based on portfolio theory and the capital asset pricing model, it can be said that risk is an important 
factor in investment decisions making. Risk is also considered in financing decisions making and 
dividend policy as errors in financing decision making and dividend policy pose a risk to the com-
pany, which in turn affect the corporate value. This is consistent with the trade-off theory where the 
greater the debt, the greater the possibility of not paying the interest and the more likely the com-
pany becomes insolvent. Likewise, the bird in the hand theory which states that high dividend pay-
ment aims to reduce uncertainty for investors so that it will reduce the risk which in turn affects the 
value of the company. Based on the background above, the study aimed to test the Mediating Effect of 
Investment Decisions and Financing Decisions on the Effect of Corporate Risk and Dividend Policy 
against Corporate Value.
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1. LITERATURE REVIEW

The purpose of financial management is to maxi-
mize the corporate value, in which the objective is 
associated with three financial decisions of compa-
nies, i.e. investment, financing, and dividend deci-
sions. It is in accordance with the three principles 
in financial management proposed by Damodaran 
(2006), i.e. investment principle, financing priciple 
and dividend principle, in which the three prin-
ciples are the main principles in corporate finance. 
Damodaran (2006) also states that when making 
investment, financing and dividend decisions, the 
corporate finance looked at the three decisions as 
some things separated in achieving the final goal, 
i.e. maximizing the corporate value. Consequently, 
every decision either investment, financing, or divi-
dend policy which can increase the corporate value 
is considered to be good.

Martono (2001) suggests that investment is defined 
as company’s capital investment. Investment can be 
made in real assets or financial assets. Investment 
decision is a decision on the assets managed by the 
company. Investment decision directly affects the 
amount of investment profitability and cash flow of 
the company in the future.

Investment decision is an important decision from 
the three decisions in financial management since 
investment decision directly affects the amount of 
investment profitability and cash flow of the com-
pany in the future. Capital budgeting is an invest-
ment decision on the allocation of funds to the 
various investment proposals whose benefits will 
be obtained in the future. According to Riyanto 
(2001), investment decision is related to the deter-
mination of the overall number of assets in the 
company, the composition of the assets as well as 
the risks of the business.

As well as investment decisions, the goal of obtaining 
a positive NPV that would increase the corporate val-
ue can be used in financing decisions making. This is 
in accordance with the financing principle proposed 
by Damodaran (2006) which states that the financ-
ing principle is to manage the use of the financing 
mix in financing the investment made. The options 
of financing mix (debt and equity) maximize the val-
ue of the investment made and the financing associ-
ated with the form of asset financed.

Hanafi (2005) explains that the purpose of financ-
ing decisions is to obtain funds with the cheap-
est cost. Financing includes short-term and long-
term financing, in which short-term financing is 
defined as less than one year of financing, while 
the long-term financing is over a period of busi-
ness. Husnan (2000) says that the financing deci-
sions and dividend policy are reflected on the posi-
tion of the liabilities of the company. If we only pay 
attention to the funds embedded in the long-term, 
then the ratio is referred to the capital structure, 
while when considering in both short-term and 
long-term, the ratio is called the financial struc-
ture. Financing decisions and dividend policy will 
affect both the two structures.

2. METHODOLOGY

The respondets in this study were the companies 
in the sectors of property and real estate that meet 
the criteria:

1. Listed in Indonesia Stock Exchange continu-
ously for 9 years (2001-2008), means that the 
companies had never experienced a delisting 
in the study period.

2. Having a complete financial report on the 
study period.

3. From the 48 companies listed in the Indonesia 
Stock Exchange, a total of 31 companies were 
qualified as members of the study sample.

The data used in this study were secondary data 
obtained from the Indonesia Stock Exchange in 
the form of financial statements. The data of fi-
nancial statements used were the balance sheets 
and income statements ended on December 31. 
The financial statements were sourced from 
ICMD (2010), ICMD (2008), ICMD (2005), ICMD 
(2003) and Jakarta Monthly (2000 to 2010).

This study used descriptive and inferential analysis 
to prove and examine the relationship among the 
five study variables with structural model using 
WarpPLS. This study was basically aimed to ana-
lyze the pattern of relationship among variables to 
determine the direct or indirect effect of a set of 
exogenous variables on the endogenous variables.
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3. RESEARCH RESULT

Descriptive analysis. In this study there are 5 vari-
ables: Risk company, dividend policy, Investment 
decisions, financing decision, and corporate values. 
Descriptive analysis is described as follows:

Corporate risk. Risk is the probability of not 
achieving the expected profit rates or the possibili-
ty of return received that deviates from the expect-
ed return because of decisions taken by the com-
pany manager. The risk that arises can be reflected 
in the indicators of business risk, market risk and 
financial risk. The development of the average risk 
indicators can be seen in Figure 1.

Source: processed data.
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Figure 1. Development of average. Average Value 

Risk Indicators in Sector Property and Real Estate 

Year during 2001–2008

Figure 1 shows that the average value of Degree 
Operating Leverage fluctuates, where the average 
value of the lowest Degree Operating Leverage was 
0.34 in 2008, while the average value of the high-
est Degree Operating Leverage in 2005 was 17.22. 
While the beta average value fluctuates where the 
lowest average stock beta value in 2002 was 0.26. 
The higher the stock beta, the higher the market 
will face the risk. While the highest average stock 
beta value was 2.40 in 2004. This was due to the 
general election which affected the company’s 
stock price resulted in the increased risk.

The highest average value is the financial risk but 
based on loading factor in the Table 1, financial risk 
is not included in subsequent analysis since the risk 
components weight has opposite signs with the two 
other components. However, based on the average, 
the highest financial risk, i.e. 3.98 means that the 

use of debt will result in an increase of risk for the 
company. Based on the Table 1, company’s operat-
ing risk (DOL) and market risk (beta) have the same 
loading value, i.e. 0.707, which means that the oper-
ating risk and market risk have the same contribu-
tion in increasing the risk for the companies in the 
sectors of property and real estate. When associated 
to an average value between the operating risk and 
the market value, then the operating risk has a high 
average of 2.87, which means that when associated 
with the loading factor, then the high operating risk 
will increase the risk of the company and affect the 
corporate value.

Table 1. Measurement model

Variables Indicators Loading/
Weight

Investment Decision

MBAR 0.610

CAP.BVA 0.545

CATAR 0.548

MVE.BE 0.638

Funding Decision
SDTBV -0.944 

DTA -0.944

Divident Policy
Deviden Yield 0.794

DPR 0.794

Company Risk
DOL 0.707

BETA.SHM 0.707

Value of Company 
 TOBIN Q. 0.709

 PER 0.709

Dividend policy is reflected in the two indicators, 
i.e. dividend yield and dividend payout ratio. The 
development of dividend yield and dividend pay-
out ratio average is reflected in Figure 2 below.

Source: processed data.
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The percentage of the highest average value of 
Dividend Payout Ratio in the year was 0.03266 
time from the revenue of shares per page. Based 
on Figure 2. the percentage of descriptive results 
of Dividend Payout Ratio, it seems to be a trend of 
companies to keep paying dividend even though 
they suffered a loss on the year. It can be seen from 
the average in every year. The dividends are always 
paid where there are fluctuations in dividend pay-
ments, the payments are in accordance with the 
level of profits obtained in the year concerned.

Based on the results of descriptive statistics, in-
vestment decision is a latent variable measured us-
ing four indicators, i.e. Market to Book Asset Ratio 
(MBAR), Capital Expenditure to Book Value Asset 
(CAP/BVA), Current Asset to Total Asset Ratio 
(CATAR), Market to Book Value Equity (MBVE). 
The description results of each indicator can be 
seen in Figure 3 below:

Source: processed data.

-5,00

0,00

5,00

10,00

15,00

20,00

2001 2002 2003 2004 2005 2006 2007 2008

MBAR Mean CAP/BVA Mean

CATAR Mean MVE/BVE Mean

Figure 3. Development of Average. Average Value 

Indicators of Investment Decision in Property and 

Real Estate Sector during 2001–2008

Based on the figure, Market to Book Ratio Asset 
shows the ratio of market value of equity on book 
value of asset. The market value of equity depends 
on the stock price. If the stock price increases, then 
the market value of asset also increases because of 
the increase in equity value. The average ratio of 
the market value of equity on asset value in the 
sectors of property and real estate since 2001 fluc-
tuated, where the ratio of the average market val-
ue of equity on the lowest asset value was 0.20 in 
2002. Meaning that in that year, the market value 
of asset compared to the book value was far below 
the book value of asset. While in 2007 the highest 

average market value of the asset was 2.08, which 
means that the average market value of asset was 
more than double of the book value. The average 
market value of equity tends to rise since 2002 
until 2007, while decreased in 2008. The market 
value of equity in the sectors of property and re-
al estate is very sensitive to economic conditions, 
i.e. macroeconomic conditions, in accordance 
with Husnan (2005) who suggests that in accor-
dance with the business cycle, the sectors of prop-
erty and real estate are very sensitive to economic 
conditions, especially economic growth, inflation, 
and the interest rates. This was confirmed with 
the survey conducted by Wuryadani, Hermanto, 
Prasetya (2005) which states that the developer 
and consumer perceptions about the prospect for 
the property industry is based on developments in 
economy, social, political conditions, and security 
as well as the movement of interest rates. While 
Saleh et al. (2011) state that the potential develop-
ment of the property business in Indonesia is very 
large. The important factors underlie this poten-
tial show, a very positive signal from the stable 
economic and political situation, an increase in 
GDP and demand for property as well as the de-
crease levels of poverty and unemployment.

Descriptive analysis results of financing decision 
in the form of latent variables (unobserved vari-
ables) with indicators to measure. There are five 
indicators of financing decisions, i.e. Long Term 
Debt to Equity (LTDE), Debt to Market Equity 
(DTME), Debt to Total Asset (DTA), Short Term 
Debt to Book Value (SDTBV), Retained Earning 
(RE). So, on the following description, each indi-
cator is described descriptively in Figure 4 (a, b).

Source: processed data.
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Value Indicators of Decision Funding in the 

Property and Real Estate Sector during 2001–2008

The low average of LTDE in 2006 can not be separat-
ed from Indonesia’s economy in the previous years, 
i.e. 2002 to 2005, when the interest rate (SBI) de-
creased and the rate of economic growth increased. 
These conditions resulted in revenues increased, 
and ability to pay long-term debt also increased, 
and subsequently the debt value in 2006 decreased. 
The smaller the long-term debt, the smaller the debt 
interest expense to pay and the more able the com-
panies to meet their long-term liabilities and the 
smaller the risk of the companies not to pay their 
debt so that the corporate value can increase.

The average debt of companies in the sectors of 
property and real estate on the market value is 
quite varied, where the lowest average value oc-
curred in 2007 was 3.2006 and the highest average 
value in 2004 was 25.3898, means that there was a 
higher debt burden than the market value of equi-
ty. The higher this ratio, the greater the debt that is 
secured by asset and the greater the risk that arises 
due to the amount of interest expense that must 
be paid and the corporate value will decrease. The 
high proportion of debt in 2001 was caused by the 
economy that is still recovering wherein the sec-
tors of property, and real estate growth is still slow 
and interest rates that are still high. Consequently, 
the public interest to invest in the sectors of prop-
erty and real estate is still low, so that the com-
pany’s ability to pay debts is still limited.

The average ratio value of short-term debt on book 
value of total assets fluctuate, which the lowest ra-
tio value of short-term debt on total assets was 0.29 
in 2008, which means that 29% of short-term debt 
was guaranteed by total assets. While the high-

est ratio value of short-term debt was 0.47 in 2001, 
means short-term debt in 2001 was 47% of the 
total assets. The lowest average value of retained 
earning growth was 0.003 in 2008, while the high-
est average value of retained earning growth oc-
curred in 2007 was 5.42. The high retained earn-
ing growth was due to the increased level of eco-
nomic growth in Indonesia and declined interest 
rates, leading to the increased sales on the proper-
ty and real estate, so that revenues also increased. 
Although in 2008, there was a decrease in retained 
earning growth due to the global crisis impact in 
which the production cost increased, so that the 
level of profits decreased.

The corporate value in this study was measured 
using indicators of Tobin Q, Price Earning Ratio 
(PER) and Stock Price. For the detail, please see 
in Figure 5.

Source: processed data.

-200

0

200

400

600

800

2001 2002 2003 2004 2005 2006 2007 2008

MEAN PER

0,00

0,50

1,00

1,50

2,00

2,50

2001 2002 2003 2004 2005 2006 2007 2008

MEAN PER MEAN Tobin Q

Figure 5. Development of Average. Average 

Value of Companies in Sector. Indicator Value in 

Property and Real Estate during 2001–2008

Figure 5 shows that Tobin Q value with the aver-
age that is relatively low in 2002 and 2003, when 
the Tobin Q value was 0.84 then increased to 2.26. 
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The highest average Tobin Q value was 2.64 in 
2008, while the lowest was 0.84 in 2002. In terms 
of descriptive results in Figure 5, it appears that 
the lowest value < 1, means that the market value 
of the company is reflected in the market value of 
equity plus debt lower on the ratio value based on 
book value. This may imply that there was a de-
cline in market value of equity in 2002 resulting 
from the decline in stock price in the sectors of 
property and real estate. The decrease in the per-
formance of the sectors of property and real es-
tate was due to the decline  in the rental price of 
property and real estate and will certainly affect 
the decrease of market price of equity of shares in 
the sectors of property and real estate.

Testing Goodness of Fit uses predictive value-rel-
evance (Q2). The value of R

2
 of each endogenous 

variable in this study is as follows: 1) for variable 
Investment Decision acquired R

2
 0.204; 2) for 

variable Funding Decisions obtained R
2
 of 0.209; 

and 3) for the Company’s variable value obtained 
R

2
 value of 0.505. Predictive value-relevance is ob-

tained by the formula:

( ) ( ) ( ) ( )2 2 2 2 2

1 2 31 1– 1– 1– 1 ,
p

Q R R R R⋅− −⋅= 
 

(1)

2 ( ) ( ) (1 1– 0.204 1– 0.209 1– 0.505

0.6883 68.83%.

)Q = − =
= =

⋅ ⋅

The calculation result showed predictive value-
relevance of 0.6883, or 68.83%, making it feasible 
models are said to have predictive value relevant. 
Relevance of predictive value of 68.83% indicates 
that the diversity of data that can be explained by 
the model is equal to 68.83%, or in other words, 
the information contained in the data (68.83%) 
can be explained by the model. While the re-
maining 31.17% is explained by other variables 
(which is not contained in the model) and error.

Hypothesis testing is performed on each track, 
which directs effect partially. Detailed results of 
the analysis, contained in WarpPLS analysis re-
sults, can be seen in Table 2. The following table 
presents the results of testing direct influence 
hypothesis.

Company risk 

0.566

Funding 

decisions 

Dividend Policy 

Investment 

decision 
The value of the 

company

0.289

0.194

0.106 0.040

0
.4

0
2

0
.2

2
2

0.07

Funding 

decisions 

Figure 6. Effect of Risk Analysis Results in WarpPLS Dividend Policy of the Company and Investment 
Decisions, Decisions Funding to Company Value
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Table 2. Hypotheses Testing Model WarpPLS
Source: secondary data processed (2016).

Relationship Coefficient Path p-value Conclusion

Company risk  Investment decision 0.289 < 0.001 Significant

Devidend Policy  Investment decision 0.222 < 0.001 Significant

Company risk  Funding decisions 0.402 < 0.001 Significant

Dividend Policy  Funding decisions 0.106 0.045 Significant

Investment decision  The value of the 
company 0.566 < 0.001 Significant

Funding decisions  The value of the 
company 0.070 0.132 Not Significant

Company risk  The value of the 
company 0.194 < 0.001 Significant

Dividend Policy  The value of the 
company 0.040 0.263 Not Significant

Table 3. The results of Hypotheses Testing in Inner Model: Indirect Influence
Source: secondary data processed (2016).

Indirect influence Coefficient of direct impact Coefficient of indirect 
influence

Company risk  Investment decision  
 The value of the company

Company risk  
 Investment decision 
(0.289*)

Investment decision 
 The value of the 
company (0.566*)

0.164*

Dividend Policy  Investment decision 
 The value of the company

Dividend Policy  
 Investment decision 
(0.222)

Investment decision 
 The value of the 
company (0.566*)

0.126*

Company risk  Funding decisions  
 The value of the company

Company risk  
 Funding decisions 
(0.402*)

Investment decision 
 The value of the 
company (0.070)

0.028

Dividend Policy  Funding decisions 
 The value of the company

Dividend Policy  
 Funding decisions 
(0.106*)

Investment decision 
 The value of the 
company (0.070)

0.007

Note: * significant

From the test of direct effect between coefficient 
value was obtained, with p-value < 0.001. Because 
p-value < 0.05, then there was a significant direct 
effect between the Corporate Risk on Investment 
Decisions. Given the inner weight coefficient was 
positive, it was indicating that their relationship 
was unidirectional. Thus, the higher the Corporate 
Risk, the higher the Investment Decisions.

The Dividend Policy level will not result in a change 
in the Corporate Value. In addition to testing the 
direct effect, on WarpPLS also known as indirect 
effect (indirect effect). The indirect effect is the re-
sult of multiplying two (2) indirect influence. The 

indirect effect is declared significant if both the di-
rect influence, which that shape is significant. Here 
is presented the results of the indirect effect:

From the indirect (mediating) effect between 
the Corporate Risk on Corporate Value through 
Investment Decisions, indirect effect coefficient of 
0.164 was obtained. Because the direct effect of the 
Corporate Risk on Investment Decisions of 0.289 
and the Investment Decisions on Corporate Value 
of 0.566 were both significant, there was a signifi-
cant indirect effect between the Corporate Risk on 
Corporate Value through Investment Decisions. 
With a positive coefficient, it showed a directly pro-
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portional relationship. It showed that the higher the 
Corporate Risk, the more increasing the Corporate 
Value, but if the Investment Decisions get higher.

From the indirect (mediating) effect between 
Dividend Policy on Corporate Value through the 
Investment Decisions, the indirect effect coeffi-
cient of 0.126 was obtained. Because the direct ef-
fect of Dividend Policy on Investment Decisions 
of 0.222 and Investment Decisions on Corporate 
Value of 0.566 were both significant, there was a 
significant indirect effect between Dividend Policy 
on Corporate Value through Investment Decisions. 
With a positive coefficient, it showed a directly 
proportional relationship. It showed that the high-
er the Dividend Policy, the higher the Corporate 
Value, but if the Investment Decisions get higher.

From the indirect (mediating) effect between 
the Corporate Risk on Corporate Value through 
Financing Decisions, the indirect effect coeffi-
cient of 0.028 was obtained. Because the direct 
effect of Corporate Risk on Financing Decisions 
of 0.402 was significant and Financing Decision 
on Corporate Value of 0.070 was not significant, 
there was no significant indirect effect between 
the Corporate Risk on Corporate Value through 
Financing Decisions. It indicated that the lev-
el of the Corporate Risk will have no impact on 
the Corporate Value level, although Funding 
Decisions experience changes.

From the indirect (mediating) effect between the 
Dividend Policy on Corporate Value through 
Financing Decisions, the indirect effect coeffi-
cient of 0.007 was obtained. Because the direct ef-
fect of Dividend Policy on Financing Decisions of 
0.106 was significant and Financing Decisions on 
Corporate Value of 0.070 was not significant, there 
was no significant indirect effect between Dividend 
Policy on Corporate Value through Financing 
Decisions. It indicated that Dividend Policy lev-
el would not affect the Corporate Value level, al-
though Financing Decisions experienced changes. 

4. DISCUSSION

Based on the research findings, investment deci-
sions had a significant direct impact on the cor-
porate value. The findings are consistent with 

the hypothesis stating that investment decisions 
have a significant positive effect on the corporate 
value in which the right investment decision will 
improve the corporate value. These findings im-
ply that a good investment decision is an invest-
ment decision that can generate a positive NPV, 
meaning that the investment decision can gener-
ate a higher return than the capital cost incurred 
by the company. 

In accordance with the investment theory states 
that any investment decision made is expected to 
produce the rate of return with a particular risk 
with the assumption that individuals are rational 
and do not like risk. According to Table 2, corpo-
rate value always increases with the increased in-
vestment value. Yet, there was an important note 
about investors behavior in investment decisions 
in 2004 with the general election. There was a de-
crease in the investment value but also impacted 
on the decrease in the corporate value. A very 
large decrease in the investment value on that year 
occured as the investors refrained for a while not 
to invest until political conditions were safe.

Based on the research findings, financing decisions 
had no direct significant effect on the corporate val-
ue. These research findings are not consistent to hy-
pothesis H

2
a stating that financing decisions have a 

significant effect on corporate value. There were two 
MM capital structure theories used in this study, i.e. 
MM capital structure irrelevance theory (without 
taxes) and capital structure theory with taxes. 

Based on the MM theory without taxes stating 
that capital structure has no effect on the cor-
porate value by assuming the company has the 
same business risk, all investors and potential 
investors have the same estimation on the com-
pany’s future EBIT and stocks and bonds traded 
in the perfect capital market. The weakness of 
this theory is unrealized assumption of perfect 
market. In fact, perfect market in the world does 
not exist and the assumption of that the inves-
tors have the same assumption on EBIT in the 
future cannot be realized since not all potential 
investors have the same estimation on EBIT in 
the future. 

MM theory with taxes states that the capital 
structure affects the corporate value by consider-
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ing the company’s tax and personal tax. MM the-
ory states that the increase in debt would increase 
the corporate value due to the tax savings. Yet, the 
weakness of this theory is it does not consider the 
costs resulting from debt, in the form of agency 
costs and bankruptcy costs.

Based on the research findings, it was found that 
the risk had a significant positive effect on corpo-

rate value. The findings are consistent with the 
hypothesis stating that the risk has a significant 
effect on the corporate value. This positive coeffi-
cient indicates the increased risk will result in the 
increase in the corporate value. This is contrary to 
trade-off theory stating that the greater the debt, 
the greater the risk of bankruptcy which would be 
borne by the company, which will cause the cor-
porate value decreases. 

CONCLUSION AND RECOMMENDATIONS

Based on the results, it can be summed up as follows:

1. Changes in the pattern of financing investment in the company – the company sector of the prop-
erty and real estate were originally sourced from borrowing short-term funds from abroad and 
are now sourced from selling products preselling and own capital derived from internal sourc-
es can improve the investment decisions made by the company become better and can increase 
the value of the company. Because investment decisions being taken are no buyers so that the 
present value of cash inf lows from its income to certain, so the risk of the company arising 
from investment decisions will affect the value of company in property sector – the company 
sector of the property and real estate for investment made by company – company property 
and real estate sector has been secured by the proceedings from the preselling so that the risk 
of unsold product to be low. This fact indicates that the property companies and real estate va-
lidity of the theory of risk and return proved for investments made guarantees to the buyer and 
the financing of these investments sourced from its own capital and preselling of the debt so 
that the company’s risk to be small and the value of the company be increased.

2. The decision on funding is not able to increase the value of the company. Further funding deci-
sions that could either mean that the decision could produce greater benefits than the losses in-
curred due to the decision to increase the value of the company. On property companies and real 
estate after the post-crisis changes in funding patterns of the use of short-term debt into capital 
usage of own and preselling and selling products aimed at reducing risks that arise and be able to 
enhance shareholder value. This research is the development of theory and MM theory of capital 
structure with taxes on company property and real estate sector in the Indonesia Stock Exchange.

3. The dividend policy is not able to increase the value of the company at the company – the company 
property and real estate sector well. This is due to that the present value of future cash flows (divi-
dends and capital gains) remain the same. In other words, the dividend policy is only to change the 
timing of dividend payments, such that the total cash flow to be received in the future will remain 
the same. Besides, the company’s property and real estate sectors were mostly owned by the institu-
tion or holding and family so that the dividend payment will have no impact on the company’s risk. 
This is due to dividend payments adjusted for gains at the time. Besides that investors in the proper-
ty sector do not see dividend payments an important matter in the increased value of the company, 
the investors look mainly at the prospects and future growth of the company, which means that in 
this study it is found that the theory of Bird in Hand and signaling theory is not proven. The study 
found that the increased risk in the company – the company property and real estate sectors were 
able to increase the value of companies on the contrary to decreased risk of causing the value of the 
company down.
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Based on the results of research and discussion such suggestions can be put forward:

1. Funding decisions must be taken into consideration for the companies in the sectors of property and 
real estate in investment. An error in the determination of the financing decisions will result in an 
increase in the corporate risk in investment, so that the increase in risk will affect the corporate value.

2. The study was conducted at the companies in the sectors of property and real estate, then this study 
better developed for other sectors that have different characteristics.

3. Further researches should include macroeconomic variables, such as economic growth, exchange 
rates, inflation and interest rates as material considerations in the determination of the corporate 
risk directly, so that the impacts of economic growth, changes in exchange rates, inflation and inter-
est rates can be analyzed directly on the corporate value.
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