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CHAPTER 5

FINANCIAL PERFORMANCE 
AND OWNERSHIP STRUCTURE: 
INFLUENCE ON FIRM VALUE 
THROUGH LEVERAGE

Harmono Harmono, Sugeng Haryanto,  
Grahita Chandrarin and Prihat Assih

ABSTRACT

This chapter focuses on testing optimal capital structure theory: The role of 
intervening variable debt to equity ratio (DER) on the influence of the financial 
performance, Ownership Structure of Independent Board of Commissioners 
(IBCO), Audit Committee (ACO), and Institutional Ownership on Firm 
Value. The research design was explanatory research using path analysis. Using 
purposive sampling, 61 manufacturing companies, observation period from 
2014 to 2018 with 286 N samples. The research novelty empirically can prove 
the role of intervening variable DER on the effect of return on assets (ROA) on 
firm value and shows the market response to the ROA is fully reflected by DER, 
indicating the existence of an optimal capital structure. The role of DER on the 
effect of ROE and IBCO on firm value is a partial mediation with the inverse 
direction. This phenomenon shows that the mechanism of forming a balance 
between the responses of investors and creditors relates to debt financing.
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1. INTRODUCTION
Based on IAS No. 1 of 2007 stated that the presentation of a set of financial 
statements consisting of statements of financial position, profit and loss, and 
other comprehensive income, statements of changes of equity, and statements 
of cash flows. The standard information is a tool for evaluating company perfor-
mance that can interconnect the interests of management representing the com-
panies internally with external parties the company includes: investors, creditors, 
governments, suppliers, consumers, and others. The relationship between firm 
performance and firm value can describe the condition of market response to 
company performance. The firm’s performance is measured based on profitability 
as a final result of the company’s financial performance using the measurement 
of return on equity (ROE) and ROA. On the other hand, non-financial perfor-
mance is analyzed based on good corporate governance (GCG) values to deter-
mine the transparency, managerial participation, and corporate accountability 
measured through the ownership structure (Alipour, 2013; Banamtuan, Zuhroh, 
& Sihwahjoeni, 2020; Mian Du, 2014; Naeem, Karim, Nor, & Ismail, 2022). The 
composition of the capital ownership structure influences the determination of 
management policy direction at the general meeting of shareholders. The capital 
ownership structure is measured using the ownership structure of an IBCO, an 
ACO, and an institutional ownership (IO) structure (Al Farooque, Buachoom, 
& Sun, 2020; Al-Najjar & Taylor, 2008; Farooq, 2015; Shyu, 2013; Suhadak, 
Mangesti Rahayu, & Handayani, 2020).

The firm growth variable is measured based on asset growth and is played 
as a control variable to determine the resilience of a fit and eligible model with-
out being influenced by variables outside the model through model sensitivity 
analysis. The market response to the firm performance will reflect in the share 
price formed through the market mechanism in the capital market. This phenom-
enon has been widely studied in various sectors and dimensions of financial per-
formance (Cao, Sun, & Yuan, 2019; Clement, Lee, & Yong, 2019; Fiador, 2013; 
Isshaq, Bokpin, & Mensah Onumah, 2009; Peng, 2015).

Fundamentally, the research model is developed based on agency theory 
and has many subsequent researchers related to agency relationships. In addi-
tion to observing the agency relationship between the management or the com-
pany’s internal parties with investors, it also examines the agency relationship 
between management and creditors in determining whether the contractual debt 
agreement transactions will be reflected in the form of optimal capital structure 
(Beaver, 1968; Jensen & Meckling, 1976).

On the other hand, investors’ assessments of  company performance, in 
addition to looking at the level of  profitability, generally also pay attention 
to the conditions of  optimal capital structure (Ahmad & Abdullah, 2013; 
Govindaraj, Li & Zhao, 2020; Groth & Anderson, 1997). When the company 
is too much to bear the burden of  interest and instalments on the principal 
debt that causes the company’s decreasing net profit, investors will consider 
investing in the company. In these conditions, of  course, both management and 
creditors will reduce debt to achieve the optimal capital structure. Therefore, 
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many researchers examine the effect of  optimal capital structure variables on 
firm value (Adeoye & Islam, 2020; Aggarwal & Padhan, 2017; Aras & Yildirim, 
2018; Faturohman & Noviandy, 2022; Miller, 1958). ‘The novelty of  developing 
this research model is: Disclosure of  the signal of  the existence of  an optimal 
capital structure through the role of  DER as an intervening variable between 
the influence of  financial performance and GCG on firm value, which is the 
result of  the interaction of  agency relationships between management, inves-
tors, and creditors until the optimal point in the market mechanism process 
is compromised. Capital market investment and debt funding’, derived from 
signalling theory, agency theory, and optimum capital structure (Beaver, 1968; 
Jensen & Meckling, 1976; Miller, 1958).

Based on the interrelation argument between the theory and the results of the 
study above, can be determined the objectives of this research: testing the effect 
of financial performance using measurements of ROE, ROA, and GCG reflected 
by the ownership structure The IBCO, the ACO, and IO, and the firm value using 
price earnings ratio (PER), price to book value (PBV), and Tobin’s Q indica-
tors with the role of variable intervening optimal capital structure (leverage). To 
obtain the eligible models, conduct a model sensitivity analysis is carried out by 
including the company growth variable as a control variable.

2. LITERATURE REVIEW AND HYPOTHESIS
2.1 Literature Review of Firm Value

Capital market research has produced many theories in the field of finance. The 
concept of company value is reflected by the interaction of market participants 
between issuers of companies that sell shares with investors who invest their capi-
tal into stock investments, then form the market price of securities that reflect the 
firm value. Since the theory of determining the price of a stock (Capital Asset 
Pricing Model, CAPM) and the efficient market hypothesis (Fama & French, 
2015; Sharpe, 1964) many have inspired capital market research.

The assumptions underlying the application of the CAPM model have been 
discussed in the book Financial Management Based on the Balanced Scorecard 
Case Theory and Business Research Approach (Harmono, 2009) when the con-
dition of a country’s stable macroeconomic situation, economic growth rates, 
inflation rates, exchange rates and stable gross domestic revenue, and other mac-
roeconomic indicators are stable. Then fundamentally, company performance can 
use as analysis security of price predictions. There are the CAPM model, Market 
Model, and Mean Adjusted Model. Conversely, if  macroeconomic conditions are 
unstable, the macroeconomy information itself  has significant information con-
tent for the basis of investment analysis decisions (Cox & Ross, 1976). Practices 
that have developed so far, empirical indicators to measure the firm value can use 
stock prices, returns, and the intrinsic value of shares, abnormal returns, PER, 
PBV, Tobin’s Q, and others that reflect the occurrence of market prices arising 
from securities trading transactions in the capital market.
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The conceptual framework of the development of this research model has been 
based on the sophisticated evolution of financial theories. Initially, the discovery 
of the CAPM securities prediction (Sharpe, 1964); can inspire the next researcher, 
namely research on the content of accounting information, its effect on firm 
value (Beaver, 1968); and in the future, it becomes the basis for the discovery of 
efficient capital market theory, which discusses the absorption of capital market 
information content, both related to macroeconomy information and corporate 
fundamentals including corporate financial statements (Fama, 1970). Based on 
the efficient capital market theory, the subsequent fundamental research findings 
related to market responses to macroeconomy information as the basis for capital 
market investment decisions. The relationship with the macroeconomy variables 
affects the stock price (Cox & Ross, 1976) and has found the arbitrage pricing 
theory; future development is the testing of the absorption of capital market infor-
mation through a market mechanism by investors and reflected on the price of 
securities formed in the market as a concept of corporate value.

Based on the market mechanism process, agency theory has emerged that the 
agency relationship between management and investors and creditors can fun-
damentally produce research models and become a grand theory in finance. It 
can be developed related to non-financial company performance information 
(Jensen & Meckling, 1976). Based on a series of historical values of the develop-
ment of financial theory, the development of this research model, in theory, has a 
robust conceptual framework and can be used as a basis for developing a model 
that is ‘Financial and Non-Financial Performance Its Effect on Company Value 
through Capital Structure’.

2.2 Fundamental Performance of the Company

The classification of a company’s performance is divided into two parts are finan-
cial performance and non-financial performance. What is meant by financial 
performance can be analyzed based on the company’s financial statement infor-
mation? Principally, the set of financial statement standards is under construc-
tion of the International Accounting Standard Board (IASB), that the financial 
accounting standards must describe the truth (objectivity) and fairness of the 
business of an organization. Therefore, the financial statements produced must 
follow generally accepted accounting principles and comply with international 
financial reporting standards (IFRS) that are beneficial to various parties, both 
internal and external to the organization. The measurement of firm performance 
is widely carried out by researchers about the firm’s value (Fatemi, Glaum, & 
Kaiser, 2018; Krüger, 2015; Marsha & Murtaqi, 2017). In this research model, 
financial performance is information generated from various business transac-
tion processes that ultimately as an earnings perspective. The management efforts 
ranging from supplier efficiency and internal business processes to sales strat-
egies, including research and product innovation development and marketing 
strategies, will ultimately lead to earnings. Some financial performance indica-
tors related to profitability can be measured using a ROA related to the extent to 
which all invested assets can produce earnings after tax. Besides that, we can also 
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use the ROE indicator, which wants to see the extent to which your capital can 
contribute to earnings that focus attention on the owner. In this case, depending 
on the phenomenon, it can select the appropriate financial performance indica-
tors. The measurement of firm performance can use the firm’s size, liquidity, and 
the efficiency of the company’s operations depending on the context to be stud-
ied. Some of the previous studies related to the research of financial performance 
with firm values are Ham, Kaplan, and Leary (2020), Karaca and Eksi (2011), 
Krüger (2015), and a series of other researchers.

Based on the framework of the relationship between financial performance 
variables with various indicators of firm value, the following research hypotheses 
can be derived:

Ha1. Return on assets positively influences a firm’s value.

Ha2. Return on equity positively influences a firm’s value.

2.3 Leverage (Optimum Capital Structure)

Fundamentally, the main initiator of the concept of optimal capital structure 
(Miller, 1958). In this case, the optimal capital structure combines debt funding 
and capital funding. When there is a tax will increase the company’s ability to 
earn profits after tax. Leverage illustrates the extent of debt funding, especially 
long-term debt, which can encourage the optimization of sales achievements and 
increase profitability. Leverage conditions will occur not only in tax savings by 
reducing interest expense on taxable profits.

On the other hand, the description of leverage is the condition of the leverage 
moment. What is meant by the leverage moment is when the company’s financial 
performance based on the BSG matrix discovered by Bruce Henderson in the 
1970s provides benefits for the determination of the company’s business strategy.

The leverage will occur when the condition of the firm’s sales, earnings, and demand is grow-
ing. Production capacity is less than the maximum, as well as stable economic conditions. The 
alternative debt funding provides opportunities for operational leverage in achieving sales tar-
gets and ultimately increases the ability to earn earnings assuming cost efficiency also can be 
achieved, and product quality is maintained.

Therefore, the financial performance can also be traceried from the company’s 
capital structure. Several studies linking the leverage effect on firm value include 
Aggarwal and Padhan (2017), Matias and Serrasqueiro (2017), Miller (1958), and 
Widya and Nugrahani (2018).

The concept of leverage that describes the condition of the company’s capital 
structure, of course, will also be responded to by investors. When the leverage 
position is in optimal capital structure, the company’s debt composition theoreti-
cally is between 40 per cent to a maximum of 50 per cent for the type of manu-
facturing industry. Based on the argument that optimal leverage conditions can 
increase the firm value with the assumption when the other information is con-
stant, based on this proposition, we can formulate the research hypothesis:

Ha3. Debt to equity effects on the firm value.
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The leverage variable, on one condition, has the role of an independent vari-
able seen by investors when investing in shares. On the other hand, the leverage 
variable can also be positioned as the dependent variable that has influenced the 
firm performance. In this context, the better the company’s financial or profit 
performance will be responded to by creditors and investors, which will form an 
optimal capital structure. The relationship between company performance and its 
influence on capital structure refers to agency theory that looks at the interaction 
between management and creditors in debt contract transactions. Some previous 
studies that examined the interactions of management, investors, and creditors 
include Beaver (1968), Jensen and Meckling (1976), and Matias and Serrasqueiro 
(2017). Based on the framework of the research concept, a research hypothesis 
can be derived that plays the variable leverage as an intervening variable as a sig-
nal of the existence of an optimal capital structure theory:

Ha4. Return on assets affects the capital structure.

Ha5. Return on equity affects the capital structure.

Ha6. Return on assets affects the firm value through the role of capital struc-
ture as an intervening variable that signals the existence of an optimal capital 
structure.

Ha7. Return on equity affects a firm’s value through the capital structure as an 
intervening variable that signals the optimal capital structure.

2.4 Good Corporate Governance and Firm Value

In addition to analyzing the company’s performance through the company’s finan-
cial condition can also be examined through non-financial performance, one of 
which can assess in terms of GCG. in this case, corporate governance is a corpo-
rate organizational control mechanism that involves ownership structures includ-
ing managerial ownership, institutional, independent commissioner board, audit 
committee, government board ownership and other parties that can affect the level 
of transparency in enforcing organizational management policies, accountability 
company performance and accommodate the level of participation among mem-
bers of the organization in an effort to improve company performance and com-
pany value (Kurniati, 2019; Steens et al., 2020; Suto & Toshino, 2005). Achieving 
these GCG values is widely influenced by the structure of share ownership. 
The ownership structure is very dependent on the political system in force in 
the country where the company operates. As an example of the condition of the 
share ownership structure examined by Mao (2015), empirical evidence from 
China as a socialist country proves the dominance of the ownership structure of 
the government council and IO structure over the capital ownership structure, 
while the ownership structure of IBCO and ACO is a minority compared to the 
ownership structure of government councils and IO structure.

When the country is a socialist economic system, the direction of management 
policy is dominated by government councils and IO structures, including non-bank 
financial institutions that manage funds on behalf of others or manage public 
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funds to invest in securities, including mutual fund companies, Pension Fund 
Companies, Insurance Companies, Investment Companies, Private Foundations, 
Endowments, or other non-bank financial entities. Thus through institutional insti-
tutions and ownership structure of government councils, a country that adopts a 
socialist economic system will able to control the country’s economic order.

The condition of the ownership structure in Indonesia, which is the target 
area, is different from the condition in a country that adopts a socialist economic 
system. Empirically the share ownership structure of the companies in Indonesia, 
including countries that implement economic systems, tends to follow the mecha-
nism of free markets and a capitalist economy. In such an economic system, of 
course, it will be controlled by large investors, both individual share ownership 
and the ownership structure of an IBCO, who have a strategic position to over-
see the course of management policies (Chattopadhyay, Shaffer, & Wang, 2020; 
Nadarajah, Ali, Liu, & Huang, 2018). The ownership structure of the IBCO is 
dominant on the ACO, which has the task of working with internal auditors to 
oversee the company’s management practices.

It’s the position of an ownership structure of an IBCO that will dominate the 
capital ownership structure of companies operating in government systems that 
tend to follow the free market mechanism leading to a capitalist economic system. 
In this context, managerial and individual share ownership structure tends to be 
supervised or controlled by an IBCO as the basis for controlling voting rights in 
determining management policies in the general meeting of shareholders.

The Organization for Economic Co-Operation and Development (OECD) 
also provides opinions on the notion of corporate governance. There is a set of 
relationships between the company management, shareholders, and other parties 
who have an interest in the company that helps determine management policies 
so that the company’s operations run by the expectations of the stakeholders 
(stakeholders).

GCG values, according to the United Nations Development Program 
(UNDP), the basic principles include:

a) the value of organizational participation in the determination of operational management 
policies built based on democracy and participation; b) follow the rules of the game that are 
mutually agreed; c) uphold the value of transparency based on the delivery of information that 
is transparent and impartially biased; d) responsive to institutional processes that pay attention 
to various interested parties; e) promote joint consensus among stakeholders; f) accommodat-
ing each process and institution following the program outlined by the principles of efficiency 
and effectiveness in resource management; g) fulfill the principle of accountability in every 
policy making that prioritizes the interests of the organization; and h) oriented to a strategic 
vision based on a corporate governance perspective.

The indicators of GCG are operationalized in every company manage-
ment policy. It will reflect the company’s performance, which will eventually be 
responded to by the market and other external parties. One of which is creditors 
who will lend their capital to the company. Market responses to the conditions 
of share ownership structure have been conducted by Beretta, Demartini, and 
Trucco (2019), Mohammed and Rashid (2018), and Tobin (1969).

Based on a critical review of some fundamental theories and relevant research 
results, the research model can be seen in Fig. 1.
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A research hypothesis can be formulated by including firm growth as a control 
variable to obtain an eligible research model, namely:

Ha8. Ownership of an independent board of commissioners affects the capital 
structure.

Ha9. The ownership structure of the audit committee influences the capital 
structure.

Ha10. Institutional ownership structure influences the capital structure.

Ha11. Ownership of an independent board of commissioners affects the value 
of the company.

Ha12. Audit committee ownership structure influences the company value.

Ha13. Institutional ownership influences company value.

Ha14. Ownership of an independent board of commissioners affects the value 
of the company through the role of capital structure as an intervening variable 
that signals the existence of an optimal capital structure.

Ha15. Audit committee ownership affects the value of the company through 
the role of the capital structure as an intervening variable that signals the exist-
ence of an optimal capital structure.

ROA

ROE

Independent 
Board of 

Commissioners 
Ownership (IBCO)

Audit Committee 
Ownership (ACO)

Institutional 
Ownership (IO)

Debt to 
Equity Ratio 

(DER) 

Firm Value (FV)
(Tobin Q; PER; 

PBV)

Firm Growth as a 
control variable

Fig. 1.  The Research Model, Financial Performance, and GCG on Firm Value 
Through Leverage and Firm Growth as a Control Variable.
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Ha16. Institutional ownership influences company value through the capi-
tal structure as an intervening variable that signals the optimal capital 
structure.

3. METHODOLOGY
The research design was explanatory research. That examines causality relation-
ships using the formulation of hypotheses to see the relationship between the 
financial performance consistency of ROA, ROE, and non-financial performance 
by using GCG, IBCO, ACO, and IO on firm value through a capital structure, 
with firm growth as a control variable.

The analysis techniques by using path analysis to test the relationship between 
dependent and independent variables. Supporting techniques are descriptive 
analysis, and multiple regression, using SPSS software. The sampling frame of 
research is a manufacturing company that went public in Indonesia from 2014 
to 2018. In this industry, 61 companies were observed for five years, with 286 N 
samples, by using pooling data.

Subsequent analysis carries out path analysis to test the effects of financial 
performance and GCG on firm value through capital structure, and control vari-
ables are firm growth as follows:

Y1.1 (DER) = �α + β1 (ROA) + β2 (ROE) + β3 (OIBC)  + β4 (ACO)  
+ β5 (IO) + ∑i		  (equation 1)

Y2.1 price to book value (PBV) = �α + β1 (ROE) + β2 (ROA) + β3 (IBCO)  
+ β4 (ACO) + β5 (IO) + β6 (DER) + ∑i 
		  (equation 2)

Y2.1 Price to book value (PBV) = �α + β1 (ROE) + β2 (ROA) + β4 (IBCO)  
+ β5 (ACO) + β6 (IO) + β7 (DER)  
+ β8 (FG) as a control variable + ∑i 
		  (equation 3)

Y2.2 Price earnings ratio (PER) = �α + β1 (ROE) + β2 (ROA) + β3 (Size)  
+ β4 (IBCO) + β5 (ACO) + β5 (IO)  
+ β6 (DER) + ∑i	 (equation 4)

Y2.2 price earnings ratio (PER) = �α + β1 (ROE) + β2 (ROA) + β3 (IBCO)  
+ β4 (ACO) + β5 (IO) + β6 (DER)  
+ β7 (FG) as a control variable + ∑i 
		  (equation 5)

Y2.3 Tobin’s Q = �α + β1 (ROE) + β2 (ROA) + β3 (IBCO) + β4 (ACO)  
+ β5 (IO) + β6 (DER) + ∑i	 (equation 6)
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Y2.3 Tobin’s Q = �α + β1 (ROE) + β2 (ROA) + β3 (IBCO) + β4 (ACO)  
+ β5 (IO) + β6 (DER) 	+ β7 (FG) as a control variable + ∑i. 
		  (equation 7)

Notes:

Y1.1  = Debt to equity ratio (DER)
Y2.1  = Firm value (Tobin’s Q)
Y2.2  = Price to book value (PBV)
Y2.3  = Price earning per share (PER)
X1  = Return on assets (ROA)
X2  = Return on equity (ROE)
X3  = Independent Board of Commissioners Ownership (IBCO)
X4  = Audit Committee Ownership (ACO)
X5  = Institutional ownership (IO)
X6  = Firm growth (FG) as control variable

4. RESULT AND DISCUSSION
4.1 Descriptive statistics

The descriptive statistical analysis shows that the number of valid N samples is 
271 of 61 manufacturing companies that went public in the Indonesian Capital 
Market, analyzed for the five years 2014–2018 of 286 N samples. The minimum 
value of the variable ROA of −30,360. The average of 8.865 with a standard 
deviation of 10.646 indicates a level of data variance that is higher than the ROE 
value, which both describes the level of profitability of the company that is an 
average ROE of 5.282 with a standard more stable deviation of 6.518.

Based on the relationship between the variables studied. Of course, the ROE 
variable is also more relevant if  it is related to the ownership structure, which 
incidentally will represent the interests of  each party to maintain control rights 
in determining managerial policies. Descriptively representing the variable of 
financial performance is ROE, the average value of  ROE of  5.282 with a stand-
ard deviation of  6.518 is relatively more stable than the value of  ROA with 
an average of  8.865 and a standard deviation of  10.646. Based on the condi-
tion of  the variance value of  financial data, that is, more representatives are 
ROE. Conceptually the relationship between firm performance variables and 
company value is more relevant considering ROE because investors will look 
more at the company’s ability to make profits than the value of  its capital when 
compared to profit information compared to all assets owned by the company 
and corporate debt.

The variability of capital ownership structure that has the smallest standard 
deviation is the ownership structure of an IBCO, with an average value of 0.415 
and a standard deviation of 0.127. For a while, the ACO structure with an average 
value of 4.775 and a standard deviation of 1.915, and the one that has the highest 
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level of data variability is the IO structure, with an average of 73.425 with the 
highest standard deviation of 14,708. Thus descriptively representing, the owner-
ship structure, in general, is represented by the ownership structure of an IBCO.

The condition of the dependent variable, which is influenced by the financial 
performance and ownership structure in general, which has the lowest stand-
ard deviation is Tobin’s Q, with an average of 1.580 and a standard deviation of 
2.482. For a while, the PER and PBV variables have a standard deviation value 
that is a high variability with standard deviation values of 416,946 and 24,055, 
respectively. Thus the dimensions of company value, in general, will be repre-
sented by Tobin’s Q value.

The last description is the corporate leverage that acts as an intervening vari-
able and has an average value of 0.947 with a standard deviation of 2.337. The 
hypothesis of the role of the capital structure represented by DER will mediate 
between the influence of firm performance variables and ownership structure on 
the firm’s value and have a mediating role as a signal of optimal capital structure.

It means that investor responses to company performance information and 
capital ownership structure reflect the mediating role of the DER variable. 
Investors will also consider when the company’s debt condition is too large as 
a manufacturing company; of course, investors will not invest their money in 
the firm. And vice versa, if  the corporate is high profits and still low debt, inves-
tors will invest their money in these companies. Thus the expected alternative 
hypothesis formulation is the mediating role of the DER variable on the influ-
ence of financial performance variables and ownership structure on firm value. 
Descriptively, the data for each research variable can be shown in Table 1.

Table 1.  Descriptive Statistics Each Variable.

Variables N Minimum Maximum Mean SD Variance

X1.1: ROA 272 −30.360 39.870 8.865 10.646 113.345
X1.2: ROE 276 −9.710 25.320 5.282 6.518 42.490
X2.1: Institutional 

Ownership (IO)
285 32.930 95.650 73.425 14.708 216.335

X2.2: Audit Committee 
Ownership (ACO)

285 2.000 12.000 4.775 1.915 3.668

X2.3: Independent 
Board of 
Commissioner 
Ownership (IBCO)

285 0.200 1.000 0.415 0.127 0.016

X3.1: Growth 
Opportunity

285 −0.420 8.607 0.144 0.532 0.283

Y1.1: DER 285 −31.700 7.400 0.947 2.371 5.622
Y2.1: Tobin 285 0.002 18.360 1.580 2.483 6.164
Y2.2: PER 285 −3.233000 4.354000 55.342 416.946 1.738E5
Y2.3: PBV 285 −5.750 264.000 5.439 24.055 578.639
Valid N (listwise) 271

Source: Results of descriptive statistical analysis of research variables.
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4.2 Result

Based on the results of the model sensitivity analysis by testing panel 1 data with 
Tobin’s dependent variable, panel 2 PER and panel 3 with PBV as the dependent 
variable, which shows a stable and eligible model to be used as hypothesis testing 
is a model when the dependent variable using Tobin’s Q. The simulation results 
of panel 1, panel 2, and panel 3 data were consistent with significance between 
the variables studied before and after entering the firm growth control variable, 
which produced a consistent regression coefficient, and the calculated F value was 
significant when the dependent variable used Tobin’s Q.

Tobin’s Q variable dependent variable is statically accepted as an eligible model 
that can be continued to test the research hypothesis, namely: Tobin’s Q concept 
with the formula:

	 Q
D
D

Tobin’s 
EMV
EBV

=
+
+

	

where EMH is the equity market value; EBV, equity of book value; and D, debt 
(book value of liabilities).

Tobin’s Q illustrates the extent of the market capitalization value of equity 
plus the debt market value in a given period compared to the book value of the 
equity plus the book value of debt in a certain period. This explains the extent 
of capitalization of the market value of equities resulting from the multiplication 
of market values with the amount of equity outstanding at the year-end closing 
price. Thus Tobin’s Q value has a precision value that can more accurately reflect 
the true value of the company that illustrates the market’s performance in one 
year. On the other hand, PER obtained from market prices divided by earnings 
per share (EPS) and PBV obtained from market prices divided by book value 
cannot yet represent the stability of the firm’s value that illustrates the market’s 
performance in one year. In this case, there is still a bias value that can describe 
market performance in one year if  the market value of securities is EPS and 
book value when closing prices, not market capitalization in one-year period. 
Therefore, both in concept and empirical analysis results, the eligible variable as 
the dependent variable in this study is Tobin’s Q.

Judging from the independent variables that affect market value, including 
ROA, ROE, and GCG, and DER is also a company’s performance that reflects 
the company’s fundamental performance each year. Thus it is natural when the 
dependent variable is chosen to become the model, the indicator of measure-
ment of company value using Tobin’s Q. The detailed conditions of testing the 
model to get an eligible model can be examined through testing stage 1 and 
stage 2 before and after entering the firm growth control variable by comparing 
the dependent variable Tobin’s Q on panel 1; PER dependent variable in panel 2; 
and PBV dependent variable in panel 3. Consistently the Fit model has significant 
F-test results when the dependent variable uses Tobin’s Q. Based on the results of 
multiple regression model analysis. It can be shown that the relationship between 
the variables studied in this case, ROE, IBCO, and DER, consistently affect the 
firm value represented by Tobin’s Q value, both before and after entering the firm 
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control variable growth yields (F-test) significant at alpha 0.000. While the two 
models in panel 2 with the dependent variable using PER and panel 3 using PBV, 
the model is rejected both before and after entering the firm growth control varia-
ble. In this case, the F-test value is not significant. Based on the results of the anal-
ysis of the sensitivity of the model testing, it can be determined which becomes 
a model that is eligible and can be continued in testing the research hypothesis to 
use the dependent variable Tobin’s Q in detail, and the test can be seen in Table 2.

4.3 Path Analysis

Testing the path coefficient on Ha1: Return on equity has a linear effect on firm 
value resulting in a linear relationship coefficient of 0.587 (sig: 0.000); thus Ha1 
is accepted. This means that improved ROE profitability will be responded to 
positively by investors and market capitalization value plus debt divided by book 

value of assets plus debt. ( Q
D
D

Tobin’s 
EMV
EBV

=
+
+

) will improve too, or in other 

words, the value of the company will also increase.
Ha2 test results: Return on assets has a positive effect on firm value showing 

insignificant results. This means that investors do not directly respond to profits 
compared to total assets. Investors are more focused on how much the company 
can generate profits compared to its capital as a reflection of how much capital 
investment can produce a level of profitability.

Ha3 test results: Debt to equity affects the firm’s value and shows the negative 
effect coefficient of −0.124 (0.015)** means that Ha3 is accepted. In this case, 
investors respond negatively to the condition of the capital structure (DER). 
Investor attention to the increase in the composition of debt compared to capi-
tal which indicates the value of debt tends to be high, will reduce the response 
of investors to invest in the company. Therefore, information on the increase in 
debt divided by capital has a negative influence on firm value. Such phenomena 
can signal the existence of market transaction processes that see leverage as an 
important variable in investing and can illustrate the existence of an optimal capi-
tal structure signal. The market mechanism process related to debt financing or 
equity capital funding will continue until the optimum point between the cost of 
capital and the cost of debt.

Ha4 test results: Return on equity affects the capital structure and shows a 
negative effect of −0,474 (0,000)***. This condition can be interpreted as a high 
level of profitability measured by ROE will be responded to by creditors tend to 
approve debt contracts, as well as investor responses that want to invest in the 
company. Based on the results of hypothesis testing, Ha4 shows that the magni-
tude of the increase in ROE will be responded to more quickly by investors than 
the response by creditors, which causes the ratio of debt to equity to be greater in 
the proportion of equity so that DER decreases. Thus ROE is inversely propor-
tional to or has a negative effect on DER.

Testing Ha5: Return on assets affect the capital structure shows a positive 
effect of 0.241 (0.074)* at an α level of 10 per cent. This means that the level 
of the company’s ability to obtain profitability value divided by the total assets 
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invested in the company is responded to positively by the creditor, which causes 
an increase in debt higher than the change in equity at an α level of 10 per cent. 
The use of the ROA independent variable illustrates the extent to which all com-
pany investments, whether funded by debt or equity, can produce the ability to 
make a profit. Therefore, ROA has a positive influence on DER, with the expla-
nation that creditors tend to look more at ROA than ROE which only looks at 
equity and can generate profits that provide more information to investors. The 
interaction of the relationship between ROA and DER, which produces a posi-
tive influence, also signals the existence of an optimal capital structure theory, 
thereby supporting the testing of the Ha5.

Testing Ha6: Return on equity affects the firm’s value through the role of capi-
tal structure as an intervening variable that indicates the optimal capital structure 
signal. The results show that the DER variable has a role as an intervening vari-
able, partially its effect on the relationship between profitability variables and firm 
value. In this case, it can be seen the direct effect of ROE on DER has a negative 
effect of −0.474 (0.000)*** while the effect of DER on Tobin’s Q value of −0.124 
(0.015)** based on the coefficient of the relationship can be calculated, the indi-
rect effect ROE on firm value (Tobin’s Q) through intervening variable DER can 
be partially calculated −0.474 × −0.124 = 0.059 still smaller than the direct effect 
of variable ROE on firm value of 0.587 (0.000); thus the Ha6 states that the return 
on equity affects the value of the company through the role of capital structure 
as an intervening variable that indicates the optimal capital structure signal is 
proven. This means that the role of the DER variable as a partially intervening  
variable on the ROE variable to firm value (Tobin’s Q). The results of the Ha6 
testing can provide information signals about the existence of optimal capital 
structure. Following the theory of optimal capital structure (Harmono, 2011; 
Matias & Serrasqueiro, 2017; Miller, 1958), there will be a weighted average cost 
between the cost of debt capital and the cost of capital itself. Creditors and their 
capital costs associated with capital fertilization through investors or holding 
profits will ultimately produce the optimal capital structure.

Ha7 test results: Return on assets affects the firm value through the role of 
capital structure as an intervening variable that indicates the optimal signal 
capital structure, indicating that the variable ROA does not affect firm value. 
While ROA on DER shows a positive influence on DER of 0.241 (0.074)* at 
an α level of  10 per cent, the DER variable has a negative influence on the 
firm value of  −0.124 (0.015)**. Thus the path analysis that can be developed 
is the effect of  ROA on firm value through DER can be calculated as 0.241 × 
−0.124 = −0.029, and ROA does not affect firm value. Thus the role of  the 
DER variable is pure intervening. This indicates the existence of  optimal capital 
structure signals in the opposite direction. This means that the mediating role of 
the DER variable between the profitability (ROA) against the firm value can be 
described that the increase in ROA will be responded to by creditors faster than 
investors, so it will produce a positive response. On the other hand, investors 
will respond negatively when the tendency of  rising corporate debt is indicated 
by the composition of  DER. Thus the mediating role of  the DER variable will 
reduce investor interest in investing, and in the process of  the ongoing market 
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mechanism, an optimal capital structure will occur. This condition can describe 
the optimal capital structure signal.

Under certain conditions, the company will be given a loan by the creditor. 
On the other hand, when debt is at its optimal position, it will tend to go down 
through principal loan instalments plus interest which will be followed by inves-
tor responses that can add to their capital. When the DER condition goes down, 
it will attract investors to invest, and with the ongoing process of the market 
balance mechanism, an optimal capital structure will be formed. This condition 
can prove the existence of signals in optimal capital structure theory (Harmono, 
2011; Meckling & Jensen, 1976; Miller, 1958).

Ha8 test results: Ownership of an IBCO affects the capital structure, showing 
that the IBCO has a positive effect on the capital structure of 0.197 (0.000)*** 
means that management policies in determining debt or own capital funding 
through selling shares or holding profits strongly influenced by the condition of 
the IBCO structure.

Testing Ha9: The ownership of the audit committee affects the capital struc-
ture and shows insignificant results, so this hypothesis is rejected. This condition 
illustrates that, for conditions in Indonesia, the role of controlling the structure 
of capital ownership with an economic system that tends to be through a free 
market mechanism will certainly be more dominated by the shareholders of the 
IBCO. This is consistent with the role and main tasks of the audit committee 
more to assist the task of the IBCO to oversee the course of company policy 
in collaboration with internal auditors. Thus the majority decision remains on 
the board of independent commissioners, including when deciding on company 
funding through debt contracts with creditors.

Testing Ha10: Institutional ownership affects the capital structure and shows 
insignificant results. Based on the results of  previous hypothesis testing related 
to the influence of  GCG on capital structure, which has the majority control 
over the direction of  policies determining debt funding or selling shares is an 
IBCO. The IO structure for conditions in Indonesia, such as pension funds, 
insurance institutions, foundations, and non-bank financial institutions, seems 
to be less interested in investing in companies. The phenomenon that occurs in 
Indonesia, in addition to being limited by regulations that limit institutions to 
invest in shares, seems to be predominantly still dominated by the ownership of 
an IBCO. Surely this will have implications for the structure of  the economic 
structure in Indonesia.

Testing Ha11: The Ownership of the Independent Board of Commissioners 
influences the value of the company showing a significant result of 0.197 
(0.000)***. This means that the ownership of an IBCO influences the determina-
tion of the company’s funding strategy, both funding through debt and selling 
strategies. Based on the results of testing the hypothesis of the influence of the 
IBCO on the value of the company, it can describe the condition of ownership 
structure in Indonesia that has implications for investors when the motivation of 
investors wants to control the voting rights in determining the direction of man-
agement policies and wants to control the company not just get dividends. It is 
necessary to enter the board of independent commissioners.
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Testing Ha12: Audit committee ownership affects the firm’s value. The results 
show the ACO does not affect the value of the company. The results of this test 
imply that dominates the ownership structure of the IBCO. This condition is also 
supported by the results of Ha13 testing.

Testing Ha13. Institutional ownership affects the value of the company also 
does not influence the value of the company; thus upholding the values of GCG 
related to the value of transparency, participation, and accountability of the com-
pany’s performance is largely controlled by the board shareholders independent 
commissioner.

The last stage is the discussion of research results related to path analysis to 
illustrate the existence of a signal theory of optimal capital structure based on 
the test results of Ha14: Ownership of an independent board of commissioners 
affects the firm’s value through the role of capital structure as an intervening 
variable indicating signal capital structure optimal results show that the effect 
of ownership of independent commissaries on the company value of 0.197 
(0.000)*** while the indirect effect of ownership of independent commissaries 
of the capital structure of 0.197 (0.001) and capital structure affects the value of 
the company of −0.124, with thus the indirect effect of 0.197*** × −0.124** = 
−0.024**< 0.197*** shows the results of partial mediation. The results of test-
ing the hypothesis of the influence of the IBCO on the value of the company 
through the role of capital structure as an intervening variable that indicates the 
signal of optimal capital structure is proven, and the role of capital structure as 
an intervening variable is partially proven. This means that not all investors and 
creditors invest in companies based on capital structure condition information 
(DER). Some others immediately saw the condition of the ownership structure 
of the IBCO. This condition signals the existence of a market mechanism pro-
cess in both the capital market and the debt funding market, thereby showing a 
trade-off  theory, namely the occurrence of an optimal capital structure condition 
which is a balanced price determined by the investor and a price determined by 
the creditor; this is in line with the theory optimal capital structure (Matias & 
Serrasqueiro, 2017; Miller, 1958).

Testing Ha15: The ownership of the audit committee influences the value of 
the company through the role of the capital structure as an intervening variable 
that indicates the optimal signal capital structure. Either directly or indirectly 
shows that there is no effect of the ACO on capital structure, nor the effect of 
ACO on the company’s value. This condition indicates that the enforcement of 
GCG values is more dominated by the ownership of an IBCO.

Testing Ha16: Institutional ownership influences firm value through the role 
of capital structure does not act as an intervening variable. In this case it shows, 
for the conditions of manufacturing companies in Indonesia, IO does not affect 
funding decisions (DER) and company value. However, DER is more determined 
by IBCO. Thus the implications for the practice of implementing GCG values ​​are 
represented by IBCO. Details can be seen in Table 2 of the fourth analysis stage 
in Panel 5.
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5. CONCLUSION
The results of the regression analysis of the effect of financial performance 

and GCG on firm value through the capital structure [ DER
Debt

Equity
= ] with 

company growth as a control variable indicates that: Financial performance 

[ ROA
Earning after tax

Assets
= ] has no direct effect on the value of the company 

(Tobin’s Q), while ROE has a positive effect firm value. The next regression coef-
ficient analysis shows ROA financial performance positively influences DER and 
ROE negatively affects company DER or leverage, and capital structure variable 
(DER) negatively affects company value.

Based on the results of the analysis of the regression coefficients between these 
variables can be concluded using the first path analysis that: Investors, in respond-
ing to the financial performance of ROA, have reflected through the intervening 
variable capital structure (DER) in the inverse direction. It means that ROA’s 
financial performance indicates how much the company is able to generate prof-
its based on total assets invested in the company. ROA financial performance 
contains expectations for creditors and investors as reflected in how much the 
total assets generate net income after tax. In this case, the firm performance was 
responded positively by the creditors was faster in the form of increased debt 
funding compared to the accumulation of equity from the increased investor 
DER. On the other hand, DER negatively affects firm value.

Based on the results of the first path analysis. We can draw conclusions that 
the effect of ROA on firm value is reflected by the capital structure in a direction 
that is inversely proportional. It means that when firm performance increases, it 
will be responded to more by creditors than by investors, thus showing a positive 
response. However, when the condition of the capital structure shows that debt 
conditions are too high, it will be responded negatively by investors, and then the 
DER position like this will pressure the management to try to pay a debt to the 
point of weighted average debt costs with the cost of capital itself  optimally. It 
means that it gives the signal of the existence of a funding mechanism process 
towards an optimal capital structure.

The results of the second path analysis, namely the influence of financial per-
formance ROE [ROE (Earnings after tax)/Equity] on the value of the company 
through DER, show that ROE is responded to directly by investors positively 
because ROE financial performance information emphasizes how far the ability 
of own capital can generate net profit after tax. On the other hand, ROE financial 
performance information negatively affects DER. It means that the increase in 
earnings after tax is faster than changes in equity. In such conditions, the inves-
tors will continue to invest their capital through the stock transaction mechanism 
in the capital market, which causes the composition of the DER to decrease due 
to the addition of equity, which is greater than the addition of debt funding. This 
process of adding equity will continue until the composition of the small DER, 
assuming profits after taxes continue to rise, is attractive to creditors to invest 
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their funds in the form of long-term loans to companies. When the management 
style tends to utilize optimal leverage, then, at a certain point, it will form the 
optimal capital structure. Based on the result of the second path analysis. We can 
conclude that the role of the DER as an intervening variable is part of the effect 
of ROE on firm value as a signal of the process of forming an optimal capital 
structure.

The third path analysis begins with an analysis of the influence of ownership 
structures: the ownership structure of an IBCO, an ACO, and the IO structure 
on DER. The capital ownership structure variable that has a positive influence on 
DER is the IBCO. For a while, the ACO and IO structures do not affect the DER. 
The effect of ownership structure on DER can illustrate that the domination cap-
ital ownership structure is an IBCO. It will also dominate in the determination of 
the direction of management policies, including the determination of corporate 
funding policies that lead to GCG.

On the other hand, the ownership structure of the IBCO positively influences 
the firm value, while DER negatively affects the firm’s value. It can illustrate that 
the role of the DER as an intervening variable on the influence of the ownership 
structure of the IBCO on the company value is partial. It means that some inves-
tors directly respond to GCG, represented by the dominance of the ownership 
structure of the IBCO, and some others through DER conditions. This partial 
investor response illustrates the signal of the formation of an optimal capital 
structure following the theory (Beaver, 1968; Miller, 1958).
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APPENDIX

Definitions of Variables

DER Debt to Equity Ratio describes the composition of the capital structure as a 
measurement variable to detect optimal capital structure signals (leverage)

PBV Price to Book Value describes the value
PER Price Earning Per Share explains the market value per share
ROA Return on Assets is the company’s ability to get a net profit after tax compared 

to investment (Debt + Capital), as a measure of profitability that is likely to 
be responded to by creditors and investors

ROE Return on Equity is the ability of a company to make a profit compared to 
equity, thus focusing its attention on the owners of capital

IBCO Independent Board of Commissioners Ownership describes the extent to which 
the ownership structure of shares is controlled in the context of controlling 
voting rights in the direction of determining company management policies

ACO Audit Committee Ownership is a capital ownership structure by the 
audit committee, whose job is to assist the Designers of Independent 
Commissioners and work closely with internal auditors

IO Institutional Ownership representing many investors to invest in shares, 
including non-bank financial institutions, pension fund insurance, 
foundations, WAQF bodies, and other non-financial institutions

Firm Growth as 
Control Variable

Firm Growth is a control variable as a testing tool for research models based on 
the analysis of model sensitivity

Firm Value Firm Value is a concept of company value that is reflected by stock prices as a 
result of the demand and supply in stock trading transactions in the capital 
market

Tobin’s Q Tobin’s Q is one indicator of firm value that can reflect and represent the firm 
in one year or a specified period. Tobin’s Q is calculated based on Stock 
Market Value plus Debt Market Value divided by Market capitalization 
Value in Period t. Thus, it can describe the value of the company that is 
reflected by the market in period t

Leverage Leverage is often measured through debt to equity ratio or debt to assets to 
illustrate the leverage of achieving profits based on debt capital invested. In 
this case, there is operational leverage and financial leverage

GCG Good Corporate Governance is the company’s organizational values related to 
the value of transparency, organizational participation, agreement on the 
rules of the game, and accountability, which are generally measured through 
a share ownership structure. It is greatly influenced by a country’s economic 
system, including the capitalist economic system, socialist, and popular 
economy

Ownership Structure Capital Ownership Structure consists of Independent Board of Commissioners 
Ownership, Managerial Ownership, Government Board Ownership, 
Institutional Ownership, Individual Ownership, Audit Committee 
Ownership, and Ultimat Ownership

Optimum Capital 
Structure

Optimum Capital Structure can occur when the condition of the economy is 
stable, the weighted average between the cost of debt capital and the cost of 
capital itself  is at an optimal point due to the process of balancing through 
the market mechanism between the capital market and the debt funding 
market

Agency Theory Agency Theory is a theory that explains the relationship between the principal 
and agent in this case, as the principal is the owner of the capital or 
investor and creditor, while the agent is the management of the company, 
the principal’s relationship with the agent can empirically achieve optimal 
capital structure conditions
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