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Abstract 

It analyzes how financial measures like DER and ITO influence the profitability 

indicator Return on Assets (ROA). Food and beverage companies listed on the 

Indonesia Stock Exchange (IDX) face manufacturing cost pressure and profitability 

fluctuations in 2020–2024. This causal quantitative study uses Indonesia Stock 

Exchange annual financial records. Purposive sampling generated 22 businesses and 

110 observations. Data were processed using descriptive statistics, classical 

assumption tests, and multiple linear regression in SPSS 24. The hypothesis using 

partial t-tests and simultaneous F-tests. The incomplete data show that DER is 

significantly unfavorable on ROA, suggesting that increased leverage may reduce 

profitability owing to financial obligations. The beneficial but modest impact of ITO 

on ROA suggests that changes in inventory turnover were not proven to be a major 

determinant of profitability during the study period. Simultaneously, DER and ITO 

had a significant effect on ROA. This study has limitations because it only used DER 

and ITO as explanatory variables for profitability, measured by ROA, so other 

financial factors that could potentially influence company performance have not been 

fully accommodated. The observation period was 2020–2024, and only Indonesian 

food & beverage enterprises were studied. Therefore, the results have limitations in 

describing long-term conditions and in terms of generalization to other sectors and 

countries. 
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INTRODUCTION 

Changes in global and domestic economic conditions have a direct impact on the 

sustainability of a company's business activities. Increasingly intense competition between 

companies demands that every business actor develop appropriate strategies to maintain their 

market position while simultaneously expanding their business capacity. A company's main 

purpose is sustained earnings, making financial performance growth statistics vital for 

internal operational review and external economic decision-making. Profitability shows a 

company's resource management and financial structure. Thus, profitability ratios (Kasmir, 

2017) demonstrate the company's capacity to make profits from sales, assets, and capital. 

Manufacturing, especially food and beverage, confronts severe operational demands 

in today's global competitive environment. Rising raw material and manufacturing costs are 

common issues. Media Indonesia (2025) highlighted that rising raw material costs since the 

end of the previous year have reduced manufacturing sector competitiveness, particularly 

food and beverage subsector competitiveness. Under these conditions, companies face a 

dilemma between raising selling prices, which could potentially reduce consumer purchasing 

power, or maintaining prices, resulting in reduced profit margins. This aligns with the Indo 

Premier (2025) report, which shows that although manufacturing companies' revenues 

increased by 25.80% in the first half of 2025, net profit actually decreased by 48.02%. This 

phenomenon demonstrates that increasing production costs can depress profitability even 

though sales continue to grow. 

Besides that, CNBC Indonesia (2025) reported that manufacturing companies 

experienced declining sales, while fixed costs and material prices continued to rise. This 

situation resulted in production not meeting targets and the company experiencing financial 

difficulties, resulting in it being unable to pay its suppliers. This shows the company's poor 

capital structure and profitability. In line with these circumstances, the company's food and 

beverage subsector profit performance fluctuated and declined over the observation period. 

This profit volatility and declining trend suggest that the firm has struggled to sustain 

profitability during the research period. 

This phenomenon illustrates the unstable financial condition of manufacturing 

companies, which is partly related to capital structure management and efficient asset 

utilization. The Debt to Equity Ratio (DER) indicates how much a firm depends on debt to 

fund its operations. High DERs imply strong external financial dependency, which may raise 

interest costs and default risk, particularly when sales decrease. Inventory Turnover (ITO) 

also shows a company's inventory management efficiency. Slow inventory turnover may lead 

to hoarding and higher storage costs, limiting liquidity and profitability. If the firm manages 

production and sales well, it may maintain cash flow stability and improve financial 

performance with an effective inventory turnover rate. 

DER and ITO have had mixed effects on ROA in previous studies. Kurniawati & 

Waluyo (2024) found DER affects ROA. Fianti et al. (2022) find no DER influence on ROA. 

The ITO variable had similar results, with Alnaim & Kouaib (2023) finding an impact on 

ROA and Hidayah et al. (2023) finding no effect. These inconsistent study findings suggest 

a research need. Thus, this research examines how DER and ITO affected ROA in Indonesia 

Stock Exchange (IDX)-listed food & beverage subsector firms during 2020–2024, when 

production costs rose significantly. This research should provide light on how capital 

structure and inventory management efficiency effect profitability. 
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LITERATURE REVIEW 

Working Capital Theory 

Work capital theory states that working capital is needed to fund short-term activities 

including buying raw materials, paying current obligations, and operational expenditures, 

which keeps operations running smoothly and boosts profits. Working capital management 

helps organizations run effectively and reduce liquidity risk. Working capital management 

includes decisions about optimal cash, receivables, inventory, and short-term debt levels. 

Working capital that is too large can cause idle funds and reduce efficiency, while working 

capital that is too small increases the risk of inability to meet short-term obligations (Brigham 

& Houston, 2019). Working capital efficiency can be measured by inventory turnover ratio, 

cash conversion cycle, and liquidity ratio. The more efficient management, the greater the 

company's opportunity to increase profits as reflected in the profitability ratio. Thus, working 

capital theory states that good working capital management increases corporate profitability 

and financial stability, particularly in industrial enterprises with high inventories and 

receivables. 

Trade of Theory 

According to trade of theory, corporations would choose the best debt level by 

weighing the pros and cons of borrowing. Debt saves taxes (tax shield), yet bankruptcy and 

agency charges are costs. The capital structure is optimum when marginal gains equal 

marginal costs. Debt benefits must be weighed against financial hardship dangers, according 

to Brigham & Houston (2019), since a suboptimal capital structure may lower a company's 

profitability. Additionally, financial ratios analyze a company's financial performance using 

financial reports. Management, investors, and creditors may assess asset management, capital 

structure, and profitability using ratio calculations (Kasmir, 2017). 

Types of Financial Ratios 

Solvency, activity, and profitability ratios assess a company's finances. Solvency 

ratios show a company's debt dependency and long-term financing capabilities (Kasmir, 

2017). High debt may raise return and financial risk, harming corporate stability and 

profitability. This is reflected in the Debt to Equity Ratio (DER), which compares debt and 

equity. The activity ratio also measures the company's efficiency in managing operational 

assets to generate income Gitman & Zutter (2021), including Inventory Turnover (ITO), 

which shows inventory turnover and management effectiveness. A high ITO value reduces 

storage costs and boosts profitability Kurniawati & Waluyo (2024). Profitability ratios, such 

as Return on Assets (ROA), reflect a company's operational effectiveness in making money 

from its assets (Kasmir, 2018). This ratio is crucial to a company's performance, particularly 

in capital-intensive sectors, according to Hery (2021). 

 

RESEARCH METHOD 

This quantitative, causal associative research examines the link between independent 

and dependent variables. Debt to Equity Ratio (DER) and Inventory Turnover (ITO) are 

independent factors, whereas Return on Assets is dependent. This technique was selected 

because statistical analysis can objectively and demonstrably explain variable causality. 

In this research, firm annual financial reports from Indonesia Stock Exchange 

publications were utilized to gather data. Secondary data was collected from third parties 
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who released the company's financial records. This research used quantitative data from 

financial reports, such as total assets, debt, equity, sales, and inventories, to calculate 

financial ratios DER, ITO, and ROA. Analyses employed descriptive and inferential 

statistics. Normality, multicollinearity, heteroscedasticity, and autocorrelation were tested to 

validate regression models. Next, multiple linear regression analysis was used to investigate 

how DER and ITO influenced ROA, utilizing the t-test and f-test. Data was processed using 

SPSS software, therefore analysis findings should accurately reflect this study's variable 

connections. 

 

RESULTS AND DISCUSSION 

Table 1. 

List of Sample Companies in the Food & Beverage Subsector Listed on the IDX 2020-

2024 

 
Source:www.idx.co.id  

  

http://www.idx.co.id/
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Table 2. 

Descriptive Statistics 

 N Minimum Maximum Mean 

Standard 

Deviation 

ROA 110 .01 .19 .0867 .04529 

DER 110 .07 6.35 .8762 .95466 

ITO 110 .64 20.86 6.3796 3.52887 

Valid N 

(listwise) 

110 
    

Source: SPSS Output Results (2025) 

Table 2's descriptive statistics reveal 110 samples (N) from the company's 2020–2024 

financial reports. The average ROA value is 0.0867 and the standard deviation is 0.04529. 

The range is 0.01 to 0.19. With an average of 0.8762 and a standard deviation of 0.95466, 

the DER variable ranges from 0.07 to 6.35. The ITO variable averages 6.3796 and has a 

standard deviation of 3.52887, ranging from 0.64 to 20.86. 

Table 3. 

Normality Test Results 

 
Source: SPSS Output Results (2025) 

From table 3, the Kolmogorov-Smirnov test shows that the significance value is 

0.053, which is larger than 0.05, indicating that the data is regularly distributed. 
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Table 4. 

Multicollinearity Test Results 

 
Source: SPSS Output results (2025) 

The table displays multicollinearity test results for two independent variables, with a 

tolerance of (0.839 > 0.10) and a VIF of (1.192 < 10). Thus, the regression model does not 

reveal DER-ITO multicollinearity. 

Table 5. 

Multiple Linear Regression Analysis Test Results 

Coefficientsa 

Model 

Unstandardized 

Coefficients 

Standardized 

Coefficients 

t Sig. B Std. Error Beta 

1 (Constant) -2,918 .175  -16,717 .000 

LnDER -.298 .060 -.472 -4,983 .000 

LnITO .087 .089 .093 .978 .330 

a. Dependent Variable: LnROA 

Source: SPSS Output Results (2025) 

Multiple linear regression analysis yielded ROA = -2.918 - 0.298 DER + 0.087 ITO. 

ROA is -2.918 when DER and ITO are zero. The coefficient of -0.298, significance value of 

0.000 (<0.05), estimated t value of -4.983 indicate a significant negative impact of DER on 

ROA. Higher debt-to-equity ratios reduce business profits. Inventory turnover affects ROA 

positively but negligibly, with a coefficient of 0.087, a significance value of 0.330 (>0.05), 

and an estimated t value of 0.978. ITO has little impact on ROA, while DER does. 

Table 6. 

Partial Test Results (t-Test) 

 
Source: SPSS Output Results (2025) 

Based on the partial test findings in table 6, the Debt to Equity Ratio (DER) variable 

has a computed t value of -4.983 with a significance level of 0.000, supporting the H1 
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hypothesis. The H2 hypothesis is rejected because Inventory Turnover (ITO) does not 

influence ROA since its calculated t value is 0.978 and its significance level is 0.330. 

Table 7. 

 
Source: SPSS Output Results (2025) 

The table above showed that the computed F value was 13.035 and the F table value 

was 3.93, hence F > F table. The significance threshold of 0.000 < 0.05 indicates that both 

DER and ITO factors impact ROA simultaneously. 

Table 8. 

 
Source: SPSS Output Results (2025) 

Table 8 shows 0.196 R-square. Just 19.6% of ROA is explained by DER and ITO. 

The remaining 80.4% is explained by factors outside the research model. 

The Effect of Debt to Equity Ratio (DER) on Return on Assets (ROA) 

Hypothesis testing reveals that DER negatively affects ROA, lowering company 

profitability as DER grows. High debt ratios raise interest expenditures and payment 

responsibilities, lowering net income and asset earnings, notably in the food and beverage 

subsector, which requires stable operational costs like raw materials, production, and 

distribution. According to capital structure theory, poor debt utilization increases financial 

risk and bankruptcy costs notwithstanding tax shield advantages, lowering profitability and 

investor views. This study confirms (Kurniawati & Waluyo, 2024) that DER negatively 

impacts ROA, so companies must optimally balance debt and equity to maintain profitability 

and financial performance. 

The Effect of Inventory Turnover (ITO) on Return on Assets (ROA) 

Inventory Turnover (ITO) positively but insignificantly affects profitability in 

Indonesia Stock Exchange-listed food and beverage sub-sector firms, but not ROA. This 

suggests that suboptimal inventory management, high storage costs, or an imbalance between 

inventory volume and sales levels may have prevented high or low inventory turnover from 

directly affecting company profits. This study shows that ITO does not affect profitability, 
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which is consistent with studies (Hidayah et al., 2023) showing ITO does not affect ROA. 

Companies must examine other aspects than inventory turnover to boost profitability. 

The Influence of Debt to Equity Ratio (DER) and Inventory Turnover (ITO) on Return 

on Assets (ROA) 

The study hypothesis is approved because simultaneous hypothesis testing shows that 

DER and ITO significantly affect ROA in Indonesia Stock Exchange-listed food and 

beverage subsector enterprises. Even though ITO has a little impact on ROA, DER and ITO 

might affect corporate profitability. This simultaneous effect suggests that debt usage policy 

and inventory management effectiveness affect company profitability, so companies must 

balance their capital structure and improve inventory management efficiency to optimize 

asset use and profitability. 
 

CONCLUSION 

Research and debates show that the Debt to Equity Ratio (DER) negatively impacts 

Return on Assets (ROA) in Indonesia Stock Exchange-listed food & beverage subsector 

enterprises, indicating that increasing debt tends to lower profitability. We found no 

significant influence of inventory turnover on ROA, hence it did not affect profitability in 

our research. However, both DER and ITO have a major influence on ROA, therefore both 

factors still affect the company's profitability. 
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