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ABSTRACT: A company is expected to allocate free cash flow effectively and efficiently to increase the
value of the company. This study describes the concept of maximizing free cash flow through debt and
dividends as moderating variables. Company performance can be maximized by allocating free cash flow for
investment and funding purposes. When the company's growth slows down with limited investment
opportunities, the company allocates free cash flow through debt. Meanwhile, a company will allocate dividends
to attract more investors in pleasant conditions. Free cash flow for investors will be received as interest, while
shareholders will receive it as dividends. The company's performance in this study is shown in return on assets,
where the company will use its assets as resources. Panel regression was employed in data analysis. The results
of this study showed that cash flow had a significant negative influence on company performance, while debt
moderated the negative influence of free cash flow on company performance. Furthermore, dividends moderated
the positive influence of free cash flow on company performance.
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l. INTRODUCTION

Every established company has a clear goal: maximizing profits, prospering shareholders, and maximizing
company value [1]. The company value is formed from the company's performance in business operations and
the decisions taken by the management. The company's performance by the management will focus on the high
return on total assets (ROA). The management will maximize the use of assets to obtain maximum income to
improve company performance. Numerous types of companies use assets as resources, especially manufacturing
companies. Manufacturing companies have their uniqueness, such as the existence of capital expenditure. The
need for capital expenditures can cause Free Cash Flow problems, which concern stakeholders. The management
is given the authority to allocate free cash flow to debtholders and shareholders. The existence of the authority
given to management based this study on agency theory. Agency theory in this study is seen from the
management point of view as an agent and investors as principals. Management has broader access to
information than investors. With this freedom of access to information, management can manage the current
free cash flow to be allocated. The management must adjust the allocation of free cash flow with the company's
growth. The identity of free cash flow is the net cash flow distributed to debtholders and shareholders as
measured by operating cash flow expenditures after meeting the investment needs of fixed assets and working
capital needs [2] and [3].

The free cash flow allocation is expected to create equality between operating cash flows and cash flows for
investors. When the company growth is in optimal condition, debt is an instrument used by the company as
leverage to maximize the value of the company. The benefits provided when the company is in debt are reduced
agency conflicts and overinvestment problems. The company is expected to allocate debt to projects with a
positive value so that the management will monitor the expenditure of funds. When the company is in debt to
external parties, management will manage its assets to maximize the flow of funds. However, the company also
continues to control the debt policy so that it is not too exploitative, leading to a decrease in performance [4].
Companies that experience overinvestment tend to invest their funds in less profitable projects, which will
reduce the company's performance in the long term. Other studies conducted by [5] and [6], show that using
debt to a certain extent can improve company performance. However, the debt needs of a company should be
adjusted to the optimal level of debt. Another study by [7] showed that the problem of overinvestment is an
irregular capital expenditure that impacts equity. It confirms that management discipline is important in
determining debt policy by considering the high-interest costs charged to the investment value. When the
management wanted to improve its performance but feared high debt interest, it would cause the company chose
equity issuance. However, when equity cannot cover the investment value of a project, the company will lose
investment opportunities. It causes the company to experience underinvestment [8]. The equity financing choice
causes the emergence of an alternative company that is expected to distribute dividends to increase the
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company's value. High dividend payouts can reduce conflict and agency costs. The management and investors
will receive dividends as a return on investment. Dividend distribution is an indirect compensation given by the
company to reduce agency conflict. Management will allocate the current free cash flow more effectively as a
sense of belonging to the company. Management with a sense of ownership in the company will act like
investors. Management and investors will have the same interests in reducing agency costs and preventing the
company from moral hazard. Previous researchers have conducted various studies on this variable. The results
of previous studies are also mixed. The results of a study conducted by [9] show that free cash flow
(overinvestment) has a negative effect on company performance. In addition, a study conducted by [9] stated
that the advantages of cash flow could be invested in one of the instruments by adding debt or dividend policy
which positively influences the company's performance. However, when the debt policy and dividend
distribution are carried out simultaneously, it has a negative effect on the problem of free cash flow
(overinvestment) on the company's performance. Another study by [10] shows that free cash flow
(overinvestment) positively affects company performance. On the other hand, dividends, debt, liquidity,
tangibility, and company growth have a negative effect on company performance. Another study by [4] shows
that free cash flow (overinvestment) affects performance and lower risk, overinvest additional working capital in
companies reduces company performance, but underinvestment can reduce the risk for companies. Therefore,
the researcher conducted another study on the Effect of Free Cash Flow on Company Performance With the
Impact of Debt and Dividend Policy as Moderating Variables in manufacturing companies listed on the
Indonesia Stock Exchange from 2016 to 2020. This study aims to examine and analyze the effect of Free Cash
Flow on company performance, the effect of debt as moderating, which has a negative effect on Free Cash Flow
on company performance, and the effect of dividends as moderating, which has a negative effect on Free Cash
Flow on company performance. This study is also expected to be useful in providing information corresponding
to research variables to future researchers and management, as well as confirming the agency theory and free
cash flow hypotheses.

1. LITERATURE REVIEW

Agency Theory : Agency theory is motivated by the authority possessed by managers to decide debt, dividend,
and investment policies that determine company performance. Agency theory is a branch of the economic game
of theory that states that there is a contract between the agent and the principal to achieve the same goal with
different interests [11]. Agents are interested in increasing the value of company assets to obtain personal gain.
On the other hand, the principal is interested in maximizing equity to increase the firm value [9]. This difference
of interest creates an agency conflict. Agency conflict between principal and agent creates information
asymmetry. Information asymmetry is a condition where the agent as a business actor tends to have wider
information than the principal. The information asymmetry can lead to moral hazards. The principal will prevent
moral hazards by monitoring management so that the company incurs agency costs. Supervision that the
principal can carry out can be in the form of direct and indirect supervision. Direct supervision is the manager
will get compensation payments in the form of bonuses for the performance achieved. It can lead to a tendency
for moral hazard. Direct supervision tends to cause managers to expand by investing excess funds in projects to
increase the company size. The desire to be selfish with limited thinking and avoid risk causes managers not to
consider the feasibility of a project which can lead to overinvestment. The manager's expectation of investing in
many projects is the return in the form of bonuses directly on their performance. However, if the manager
allocates to unprofitable projects, it can reduce the company's performance and indirectly affect the manager's
compensation. Meanwhile, indirect supervision is more effective because the company instils in managers the
idea that the company managed is theirs and compensation is given in the form of shares [11]. Managers will be
more focused on considering the projects that will be accepted. Management must consider the feasibility of
project management to the company growth conditions When the company growth slows, companies should use
alternative debt policies to improve their performance.

The management still has to invest for the survival of a company. When management does not use its assets
optimally to generate growth, the company may experience underinvestment. Thus, companies miss the
opportunity to turn risks into business opportunities. Management is expected not to be too conservative but can
measure the investment value of a project with the funding spent. Management must use available information
to estimate the value of a project. Underinvestment is the impact of agency problems that occur due to
information asymmetry. The limited information causes management to choose internal funding to fund a
project. There is a perspective that the interest cost of debt can be higher than the investment value of a project.
It causes management to choose equity issuance [8]. Equity issuance that causes the emergence of dividend
distribution is expected by investors and can reduce agency problems.
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Free Cash Flow Hypotheses : FCF is money obtained from operating activities after capital expenditures to
invest and meet working capital needs [2] and [3]. FCF is free cash flow distributed to creditors and
shareholders. FCF allocated to creditors is to fulfil loan repayment obligations and distribution to shareholders
in the form of dividends and share buybacks. Management is expected to allocate funds to projects with a
positive net present value (NPV). The allocation of these funds is expected to increase the company's value.
However, if the company expands too much on unfeasible projects, which do not create value for the company,
it can cause a negative impact on the company's performance.

Debt : Debt is used as an alternative to leverage the company's performance through the composition of the
capital structure. Debt is funding from external parties given to the company under the company's ability to pay.
Debt is given based on trust in the performance of a company. The company provides information on the
company's performance in the form of historical data in the financial statements to determine the proportion of
debt. The company obtains debt according to the necessary capital requirements. Creditors will tend to pay
attention to a company's funds flow. Creditors will measure the capital requirement with the invested capital. If
the value of the invested capital is greater than the capital requirement, the company has experienced
overinvestment. Companies that experience excessive free cash flow can reduce company performance.

Company’s Performance : Each company stakeholder has roles and interests which will impact the company's
performance. Company performance is a measurement to see how far the company's achievement for the efforts
it has made. These measures are listed in the financial statement information [12]. Meanwhile, based on the
Financial Accounting Standards for Entities Without Public Accountability [13], company performance is the
relationship between revenues and costs incurred by the company listed on the income statement. Profit and loss
are often used as a measure of return on investment or earnings per share. The value of income and expenses
incurred in the income statement is obtained from the recognition and measurement of assets and liabilities.
However, the company's performance should be assessed comprehensively, not only focusing on the profits
earned. As for some views on financial statements, financial statements are a communication tool used by
stakeholders to provide information in the form of financial data on business processes that occur during a
certain period [14].

Company Size : Company size is a basic factor that affects company performance. The smaller the company's
size, the less the access cost and controllable coverage. Therefore, the costs tend to be lower. If the cost of
supervision is low, the profitability obtained by a company will be higher. On the other hand, companies with a
large size tend to have a long bureaucracy, so a company's supervision cost tends to be high [15]. In addition,
company size can also be measured from the total assets a company owns. A higher value of a company's fixed
assets indicates the larger size of a company [16]. Measurement of company size can also be measured on other
sides, namely total sales, profit for the period, share value, and the number of employees [17] and [18]. This
study measures company size by the natural logarithm of total assets. Company size plays a role in determining
the management structure that will be applied in the organization. The problem with Free Cash Flow is the
impact of management decisions.

Company Growth : The company's growth is the change in total sales compared to the previous period. The
management expects the company's growth as a positive signal of the company's performance. The management
is obliged to develop work programs to increase sales. In this study, the work program implied is the projects
with a positive net present value. The purpose of this investment is for the company to experience company
growth, change company size, increase liquidity, and increase tangible assets. If the company experiences
continuous positive growth in the long term, the value of the company will also increase. This company growth
is also an alternative determinant that the company can use. When the company's growth is slowing, companies
prefer financing from debt. On the other hand, when the company is in a fluctuating condition and cannot
predict the value of the project, the funding is from equity. Management can not ascertain the cost of debt
interest on the investment value, so equity funding is an alternative.

Liquidity : Liquidity is the company's ability to repay loans in the short term. Companies can convert their
assets into cash in a short time. The measurement uses liquidity to signal that management has optimally
allocated company funds. Not all free cash flow from the company is allocated to the project, but it is carried out
proportionally. Liquidity is an early indication of a company's health problems. Then, it will be followed by
solvency problems to bankruptcy in a longer time. It causes the importance of liquidity to show the company's
performance. When a company has debt, liquidity is a determining factor that creditors pay attention to.
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Creditors hope that a company can convert its assets into cash quickly. In addition, investors also pay attention
to liquidity. Investments in equity funded projects must be converted back into cash.

Tangibility : Tangibility relates to tangible assets owned by a company. These tangible assets can be used as
collateral for a company's loan. The higher the value of a company's tangible assets, the higher the loan can be
obtained. Companies can reduce agency conflicts by converting existing funds into tangible assets. If the
company experiences liquidity difficulties in the short term, it can easily convert it into cash in the form of loans
and make these assets as collateral. Thus, it can lead to increased corporate funding from debt. If funding from
debt is high, then the obligation to pay principal and interest on the loan will also be high. The high obligation to
pay principal and loan interest will affect the company's performance. In addition, companies with high
tangibility tend to have a high cost of capital [10].

The relationship between debt, dividends and Free Cash Flow on company performance : Companies that
experience excess free cash flow will prefer financing through debt so that it can reduce company performance.
The purpose of debt financing carried out by management is to increase the size of the company. Management
will invest in many projects on an exploitative basis. When management invests in exploitation, it indirectly
invests in projects with negative net present value. It causes excess free cash flow. If these problems occur in the
long term, it will reduce the company's performance. At that time, there was a devaluation of the value of debt
and an increase in the market value of shares. When the company invests, there will be a risk transfer. When the
company's risk is high, equity funding is more effective. Internal companies are also responsible to investors
because interest is not charged, but returns can be in the form of dividends. Investors are willing to be
subordinated after debt obligations are fulfilled. Obligations to external parties are prioritized because they are
subject to interest. The company must consider that the value of the invested project must be higher than the
interest expense. Management is also expected to assess the project objectively and not be too optimistic, which
can lead to projection errors. The value of the project that currently becomes the object of investment must be
considered because the risk transfer carried out must be a profit to increase the company's size.

Effect of Free Cash Flow on Company Performance : Various previous studies have been conducted and
have different results. Huggett and Ospina (2001) find evidence that productivity growth declines when factories
make large equipment purchases. It shows that if the company's free cash flow is used entirely for investment, it
will be less than optimal [19]. In addition, Liu and Bredin (2010) provide results that companies in Singapore
that experience overinvestment and underinvestment are the results of decisions from shareholder activities that
will have a negative impact on company performance. The shareholder activity in Singapore based their study
on agency theory. In Liu and Bredin (2010), it is explained that the larger the size of the company, the more
company prefers to pay the cost of monitoring management activities in investing rather than having to pay
dividends [20]. Other researchers, Guariglia and Yang (2016), present that only investments with projects with
positive NPVs could have a positive effect. In addition, if it is allocated to projects with negative NPVs, it has a
negative effect on company performance [21]. It shows that management decisions have an impact on company
value. Based on the theory and previous studies, in this study, the researcher developed some hypotheses stating
that Free Cash Flow has a negative effect on company performance.

H1: Free Cash Flow has a negative effect on company performance.

Effect of Free Cash Flow on Company Performance with Debt as Moderating Variable : Since Free Cash
Flow affects the company's performance, several alternatives are considered to directly reduce the impact of the
misuse of free cash on the company's performance. The management can divert the current free cash flow by
increasing the value of debt for expansion in projects with a positive net present value and distribution of
dividends for shareholders' welfare. Based on a previous study by Trong and Nguyen (2020), these alternative
options can be effectively carried out if what is implemented is only increasing debt or only distributing
dividends. If the two policies are carried out simultaneously, they will negatively impact [9]. A study by Lang
and Litzenberger (1989) shows that decreasing overinvestment will improve company performance and
dividend distribution to shareholders [22]. On the other hand, another study, Grossman and Hart (1982), shows
that the allocation of free cash flow on poor company performance can increase the risk of bankruptcy because
investing in projects with a negative net present value [23].

H2a: Debt moderates the negative effect of Free Cash Flow on company performance.
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Effect of Free Cash Flow on Company Performance with Dividends as Moderating Variable : The
majority of companies in Indonesia are dominated by family ownership. Family ownership is a form of
concentrated ownership that creates a majority and a minority group. The difference between the majority and
minority groups affects the dividend distribution policy in Indonesia. Setia Atmaja (2009) [25]; Pindado (2010)
[25], and Setianto & Sari (2017) [26] stated that the distribution of dividends with family ownership tends to be
higher than non-family ownership. The phenomenon of dividend distribution in developing countries is in line
with the study by Rajverma et al. (2019) [27]. This study found that information asymmetry plays an important
role in the dividend distribution. Higher dividend payouts reduce the company's cash and information
asymmetry. If the company experiences a cash reduction, it will indirectly reduce its free cash flow. Dividend
distribution reduces the risk of moral hazard and increases firm value [9]. In Sujoko and Soebiantoro (2007),
dividend distribution policy positively affects company performance because it benefits shareholders [28].
Shareholders prefer dividend distribution to be allocated to retained earnings/increase in debt for expansion
purposes. At the time of the announcement of the distribution of dividends, the market tends to catch a positive
signal on the company's performance in the current period.

H2b: Dividends moderate the negative effect of Free Cash Flow on company performance

1. RESEARCH METHOD

This study is quantitative research with hypothesis testing. In hypothesis testing, certain variables are tested until
they are formulated into a research equation model. The existence of testing between these variables causes this
study to be causal-comparative. The sample of this study is a manufacturing company registered in Indonesia
from 2016 to 2020, which is processed using the Eviews software tool. After each variable is measured, the data
will be processed using the panel data method. The panel data testing steps are done by determining the
regression model estimation method, choosing a panel regression model with the Chow test, Lagrange multiplier
test, and Hausman test, and testing significance with the F test, T-test, and adjusted R?. The following is the
measurement of the variables used in the study.

Table 3.1.
Variable Measurement
Variable Measurement
Company’s Performance ROA = earnings after tax (EAT)/total assets
Free cash flow Hodrick-Prescott Filter (HP filter) method and the investment demand

function.

HP Filter draws the investment trend line minus the actual value. If the sample
shows that it is above the investment line, the company is experiencing
overinvestment. Conversely, if the sample shows that it is below the
investment line, the company is experiencing underinvestment.
Mathematically, the HP filter can be written in the following equation.
Inuestment'}'f“' = Debt ratio + Risk + Company Size + Soles Growth + Asset Turnover +

Cash Flow +V,,

Debt Total liabilities/total assets
Dividends Dividend total/ earnings after tax (EAT)
Company Size Natural logarithm of total assets
Company Growth (Net sales t — net sales (t-1)) / net sales (t-1)
Risk Standard deviation of ROA
Liquidity (Current asset-inventories)/current liabilities
Total asset Fixed asset/total asset

IV.  ANALYSES AND DISCUSSION
4.1. VARIABLE TEST RESULTS AND PANEL REGRESSION TEST : First, a descriptive analysis of
each variable was conducted. This descriptive analysis will describe the minimum, maximum, average, and
standard deviation values of each research variable that make up the performance equation. The following are
the results of the descriptive analysis presented in Table 4.1
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Table 4.1.
Description of Research Variable
Variable N Minimum | Maximum Mean Std. Dev.
Performance
EAT/ITA 555 -0.54676 0.92100 0.03702 0.10239
Independent Variable
Free cash flow 555 -0.06227 0.39893 0.00001 0.04039
Moderator Variables
Debt Ratio 555 0.06513 5.16774 0.53760 0.53530
Dividend 555 -7.51289 12.13000 0.19339 0.77868
Control Variables
Company Size 555 4.18996 19.67902 | 13.49479 3.46189
Sales Growth 555 -0.98415 29.44320 0.09502 1.31518
Risk 555 0.00226 0.39582 0.04394 0.05733
Liquidity 555 -0.33677 17.53619 1.43673 1.70327
Tangibility 555 0.02372 0.90182 0.41038 0.19445

If depicted from existing data sampling, company performance and free cash flow development tends to
decrease. Meanwhile, debt is relatively stable, and dividends have increased.
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On the other hand, the control variable data shows that the company's size tends to increase. The company's
growth from 2016 to 2018 increased but decreased in 2019. The company's growth increased again in 2020.
Nonetheless, the development of risk and tangibility variables tends to be stable every year. Another control
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variable, liquidity from 2016 to 2018, tends to decrease. From 2019 to 2020, the liquidity has increased again.
The graph movements can be seen in the image below.
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After all the data from the variables are described, the next free cash flow analysis is carried out. Free cash flow
is the remaining cash owned by the company after investing and paying for its operational activities. A positive
free cash flow value indicates the company has cash remaining after disbursements. On the other hand, a
negative value indicates the company does not generate sufficient income to cover costs and investments. This
study measured free cash flow using the Hodrick-Prescott Filter (HP filter) and the investment demand function
methods. HP Filter is drawing an investment trend line subtracted from the actual value, which in this statistic is
also called the residual. If the sample shows it is above the line (residual > 0), then the company has cash
remaining after disbursements, and if the sample shows it is below the line (residual < 0), then the company
does not generate sufficient income to cover costs and investments. Trong and Nguyen (2020) explained that the
value of free cash flow is the residual value calculated from the investment demand function. The results of the
estimation of the investment demand function with regression analysis can be formulated as follows:

Investment NV = 0,010785 - 0,002093*Debt - 0,183109*Risk + 0,001197*Size - 0,00062*Growth +
0,048098*Turnover + 0,000065*Growth Option - 0,00000426*Cash Flow

Through this equation, the InvestmentNe" value can then be calculated. Then the residual value is calculated,
which is the difference between the real Investment value and the InvestmentNEW result from the investment
demand function.

The results of the description of the free cash flow variable in the previous section yield an average value of
0.00001, which indicates that the average value of free cash flow in manufacturing companies listed on the BEI
is only 0.001 percent when compared to the total assets owned. The free cash flow trend in manufacturing
companies from 2016 to 2020 tends to decline. In 2016 free cash flow was 1.03 percent of total assets, and in
2020, it fell to -1.48 percent of total assets, or there was a decreased ratio of 2.51 percent. After the free cash
flow analysis has been carried out, a regression analysis of the company's performance with the EAT/TA proxy
is carried out. The explanation of the analysis is presented as follows:

Regression Equation : The results of the regression analysis of company performance with EAT/TA proxies
produce the following regression equation coefficients:

Performance = 0,0473 - 0,3935 Free cash flow - 0,0287 Debt + 0,0274 Dividend + 0,0033 Company Size +
0,0002 Sales Growth + 0,1640 Risk + 0,0019 Liquidity - 0,1320 Tangibility - 0,0183 Debt x Free cash flow +
0,3856 Dividend x Free cash flow
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(@).

(b).

(c).

(d).

(e).

(f).

(9).

(h).

@).

(b).

The regression coefficient of the Free cash flow variable is known to be -0.3935, which explains that the
influence of free cash flow on the company's performance is -0.3935. The coefficient with a negative sign
indicates that the greater the free cash flow, the lower the company's performance will be.

The debt variable regression coefficient is known to be -0.0287, which explains that the influence of the
debt ratio on company performance is -0.0287. A negative coefficient indicates that the greater the
company's debt ratio, the more the company's performance will decrease.

The dividend variable regression coefficient is known to be 0.0274, which explains that the effect of
dividends on company performance is 0.0274. A positive coefficient indicates that the greater the dividend
the company gives, the more the company's performance will increase.

The company Size variable regression coefficient is known to be 0.0033, which explains that the influence
of firm size on firm performance is 0.0033. The positive coefficient indicates that the larger the company's
size, the more the company's performance will increase.

The sales growth variable regression coefficient is 0.0002, which explains that the effect of sales growth
on company performance is 0.0002. A positive coefficient indicates that the higher the sales grow, the
more the company's performance will increase.

The risk variable regression coefficient is known to be 0.1640, which explains that the influence of
company risk on company performance is 0.1640. The positive coefficient indicates the higher the
company's risk, which is marked by high fluctuations in ROA, indicating that the company's performance
will increase.

The liquidity variable regression coefficient is known to be 0.0019, which explains that the effect of
liquidity on company performance is 0.0019. A positive coefficient indicates that the higher the company's
financial liquidity, the more the company’s performance will increase.

The tangibility variable regression coefficient is known to be -0.1320, which explains that the effect of
tangibility on company performance is -0.1320. A negative coefficient indicates that the greater the
tangible assets, the lower the company's performance.

Debt x Free cash flow interaction regression coefficient is known to be -0.0183, which explains that the
interaction effect of debt and free cash flow on company performance is -0.0183. A negative coefficient
indicates that debt can add to the negative impact of free cash flow on company performance.

The regression coefficient of Dividend x Free cash flow interaction is known to be 0.3856, which explains
that the interaction effect of dividends and free cash flow on company performance is 0.3856. The positive
coefficient indicates that the distribution of dividends can reduce the negative impact of free cash flow on
company performance.

Coefficient of Determination

The coefficient of determination (R2) shows 0.1688, which means that the diversity of information that the
performance equation can explain based on the EAT/TA proxy is 19.68%. This R2 value also means that
the percentage of the influence of free cash flow, debt ratio, dividend, company size, sales growth, risk,
liquidity, tangibility, and their interaction on company performance is 19.68%.

F Test

The results of the F test show that the calculated F value is 13.3330 and the probability value is 0.0000
(less than 5%), indicating that the performance equation with the EAT/TA proxy has a good model fit
(good fit).

t Test

In this study, the t-test was only performed on three coefficients, following the number of hypotheses
formulated in the previous chapter.

Ha: Free Cash Flow has a negative effect on company performance

The results of the t-test of the effect of free cash flow on performance resulted in a regression coefficient
value of -0.3935 (negative) and a probability value of 0.0296. Since the probability value was less than
5%, it was concluded that free cash flow negatively and significantly affected company performance.
Thus, the hypothesis stating that free cash flow has a negative effect on company performance can be
accepted (Ha is accepted).

H2a: Debt moderates the negative effect of Free Cash Flow on company performance

The results of the t-test of the effect of free cash flow x debt on performance produce a regression
coefficient value of 0.0183 (negative) and a probability value of 0.9394. Since the probability value is
greater than 5%, it is concluded that the debt ratio does not significantly moderate the effect of free cash
flow on company performance. The coefficient of influence is negative, which indicates that the greater
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the company's debt ratio will impact the free cash flow, which will further reduce the company's
performance, although it is still not significant. Thus, the hypothesis stating that debt moderates the
negative effect of free cash flow on company performance cannot be accepted (Hza is rejected).

(c). Hzb: Dividends moderates the negative effect of Free Cash Flow on company performance
The results of the t-test of the effect of free cash flow x dividends on performance yield a regression
coefficient value of 0.3856 (positive) and a probability value of 0.0114. Since the probability value is less
than 5%, it is concluded that dividends significantly moderate the negative effect of free cash flow on
company performance. A positive coefficient indicates that the greater the dividend the company gives, the
smaller the negative impact of free cash flow on performance. Thus, the hypothesis stating that dividends
moderate the negative effect of free cash flow on company performance can be accepted (Hao is
accepted).

MODEL ANALYSIS OF THE EFFECT OF FREE CASH FLOW ON COMPANY PERFORMANCE AND THE IMPACT OF DEBT
AND DIVIDEND PoLICY MODERATION

This sub-chapter discusses the analysis of the free cash flow influence on company performance and a
moderating analysis of debt and dividend policies on the effect of free cash flow on company performance,
among others.

. Free Cash Flow has a negative effect on company performance

The coefficient value of the influence of free cash flow on the company's performance is -0.3935 (negative).
This coefficient value shows the impact of free cash flow on the company's performance by assuming that debt
and dividends are constant. The coefficient of influence is negative and significant at 5%, indicating that if the
company does not use debt and does not pay dividends, then free cash flow has a negative effect on company
performance. The negative impact of free cash flow is following agency problems. Agency theory shows that
conflicts of interest between managers and shareholders can be detrimental to the company. Managers wish to
increase personal income by increasing investment, even investing in less profitable projects, leading to free
cash flow problems. The existence of free cash flow allocated to projects with a negative net present value can
reduce the company's performance. To reduce the agency problem, the company must pay for monitoring and
compensation following the management performance. This finding is similar to empirical research conducted
by previous researchers [4] and [9].

. Debt moderates the negative effect of Free Cash Flow on company performance

The coefficient value of the influence of debt on company performance is -0.0287 (hegative). This coefficient
value shows the impact of policies on the company's performance by assuming that Dividends and Free cash
flow are constant. The coefficient of influence is negative and significant at 5%, indicating that the greater the
company's debt ratio, the more company's performance will decrease. These results support the attitude that
when firms have more debt in their capital structure, they will face a higher risk of financial distress and
bankruptcy risk. Therefore, the company must incur higher interest payments, which reduces profitability. The
analysis results also show that the moderation of debt policy on the effect of free cash flow on company
performance is negative, although still not significant. It shows that debt can add to the negative effect of free
cash flow on company performance. The use of debt requires companies to meet their obligations to creditors,
which can reduce discretionary funds to make inefficient investments. Debt or financial leverage can add to the
detrimental effect of free cash flow on company performance.

. Dividends moderates the negative effect of Free Cash Flow on company performance

The coefficient value of the effect of dividends on company performance is 0.0274 (positive). This coefficient
value shows the impact of dividend policy on company performance by assuming that debt and dividends are
constant. The influence coefficient is positive and significant at 5%, indicating that the greater the dividends are
given to shareholders, the more the company's performance will increase. It shows that the allocation of free
cash flow on debt is low, so the dividend policy will positively affect company performance. The positive sign
implies that when the company pays more dividends to shareholders. The company will be more trusted by
investors so that the company can be more trusted in financing investments in profitable projects to increase
profitability [27]; [29], [9]. The analysis also shows that the moderation of dividend policy on the effect of free
cash flow on company performance is positive and significant, indicating that dividend payments can reduce the
negative effect of free cash flow on company performance. In contrast to debt, dividend payments imply that the
company seeks to satisfy shareholders and strengthen shareholder confidence. With the trust of shareholders,
companies can be more flexible and have sufficient financing funds for investment. It can reduce the negative
effect of free cash flow on company performance.
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V. CONCLUSION

This study concludes that free cash flow has a negative effect on company performance. The management
exploits to increase the size of the company, leading to investments with a negative net present value which can
reduce the company's performance. The purpose of increasing the company size is, therefore, the management
gets more bonuses for their performance, which can cause a moral hazard. Therefore, this study confirms the
agency theory. In addition, this study also gives results that debt can strengthen the negative effect on free cash
flow, which has a negative effect on company performance. When the company chooses debt as leverage, the
company will have a higher risk. Companies must be able to minimize risk to optimize business profits. When
the company has debt, the interest expense on the debt charged will reduce profitability. Thus, it can cause a
decrease in performance. In terms of changes in internal capital, dividends can reduce the negative effect of free
cash flow on company performance. The dividend distribution signals that the company's performance is in
good condition. Companies that distribute dividends are the result of investor confidence. Funds obtained from
investors are used as resources to improve company performance. Dividend distribution can also be used to
attract investors to increase equity. In addition, dividends are incentives sent by management to the market to
describe the company's performance and have been disclosed transparently.
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