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THE ROLE OF PROFITABILITY IN MEDIATING
DETERMINANTS OF FIRM VALUE

Ady Inrawan'™, Darwin Lie’
Sekolah Tinggi Ilmu Ekonomi Sultan Agung', Universitas Prima Indonesia”
lgadindr(a)gmai].com, ’liedarwin989@gmail.com

ABSTRACT

This study aims to analyze the role of profitability in mediating the relationship between liquidity,
leverage, and firm size on firm value for LQ 45 Index companies listed on the Indonesia Stock
Exchange for the period 2018-2022. Using panel data analyzed with Eviews 13, the results show
that liquidity has a positive but insignificant effect, leverage has a significant negative effect, and
firm size has a significant positive effect on profitability. Additionally, liquidity has a positive but
insignificant effect, leverage has a significant negative effect, firm size has a negative but
insignificant effect, and profitability has a significant positive effect on firm value. Profitability
does not mediate the effect of liquidity and firm size; however, it does mediate the effect of
leverage on firm value. To enhance profitability and firm value, it is essential for companies to
manage debt prudently, optimize scale and operational efficiency, and maintain healthy liquidity
levels. These actions will help reduce the negative impact of leverage, leverage economies of
scale, and ensure stable operational continuity.

Keywords: Profitability, Liquidity, Leverage, Firm Size, Firm Value.

PERAN PROFITABILITAS DALAM MEMEDIASI DETERMINAN NILAI
PERUSAHAAN

ABSTRAK

Penelitian ini bertujuan untuk menganalisis peran profitabilitas dalam mediasi hubungan antara
likuiditas, leverage, dan ukuran perusahaan terhadap nilai perusahaan pada perusahaan Indeks LQ
45 di Bursa Efek Indonesia periode 2018-2022. Dengan menggunakan data panel analisis data
menggunakan Eviews 13. Hasil penelitian menemukan bahwa likuiditas berpengaruh positif tidak
signifikan, leverage berpengaruh negatif signifikan, dan ukuran perusahaan berpengaruh positif
signifikan terhadap profitabilitas. likuiditas berpengaruh positif tidak signifikan, leverage
berpengaruh negative siginifikan, ukuran perusahaan berpengaruh negatif tidak siginifikan, dan
profitabilitas berpengaruh positif siginifikan terhadap nilai perusahaan. Profitabilitas tidak mampu
memediasi pengaruh likuiditas dan ukuran perusahaan, sedangkan untuk leverage, profitabilitas
mampu memediasi pengaruh leverage terhadap nilai perusahaanin. Untuk meningkatkan
profitabilitas dan nilai perusahaan, penting bagi perusahaan untuk mengelola utang dengan lebih
bijak, mengoptimalkan ukuran dan efisiensi operasional, serta menjaga likuiditas yang sehat.
Langkah-langkah ini akan membantu perusahaan mengurangi dampak negatif leverage,
memanfaatkan skala ekonomi, dan memastikan kelangsungan operasional yang stabil.

Kata kunci: Profitabilitas, likuiditas, leverage, nilai perusahaan.

INTRODUCTION

Firm value is one of the primary indicators used by investors to assess a
company's performance and future prospects. High firm value reflects investor
confidence in the company’s ability to generate profits and sustain itself over the



long term. According to (Anggeriani, Fachrudin, and Silalahi 2018), maximizing
firm value is crucial for a company, as it also maximizes shareholder wealth,
which is the primary objective of a business. Numerous studies have examined
factors affecting firm value, yet their findings have been inconsistent. Factors
such as liquidity, leverage, firm size, and profitability can influence firm value.

High liquidity signals to investors that the company has sound financial
health and a low risk of bankruptcy. However, excessive liquidity may also
indicate that a company is not optimally utilizing its financial resources. Several
studies, including (Hapsoro and Falih 2020), (Reschiwati, Syahdina, and
Handayani 2020), (Adhyasta and Sudarsi 2023), (Kahfi, Pratomo, and Aminah
2018), and (Syahputri, Budiwati, and Jariah 2020), found that liquidity has a
positive and significant effect on firm value. Meanwhile, (Olivia and Wiksuana
2021), (Darmawan et al. 2020), and (Sari and Sedana 2020), found a negative
and significant effect of liquidity on firm value. (Tui et al. 2017), (Nurwulandari,
Wibowo, and Hasanudin 2021) observed a negative but insignificant effect of
liquidity on firm value. In contrast, studies by (Putri and Sari 2020) and
(Yondrichs et al. 2021), (Wahid, Ambarwati, and Satmoko 2022), show no
significant impact of the current ratio on firm value. According to (Jihadi et al.
2021), liquidity has a positive effect on firm value. (Adiputra and Hermawan
2020) also found that liquidity had no significant negative impact on firm value.
However, findings by (Maptuha, Hanifah, and Ismawati 2022), also found that
liquidity had no significant negative impact on firm value. However, findings by
(Putro and Risman 2021), (Suhendry, Toni, and Simorangkir 2021), (Yuliyanti et
al. 2023), and (A’yun, Hanum, and Nurcahyono 2022), indicate that liquidity
(CR) does not affect firm value.

The second factor affecting firm value is leverage. The leverage ratio is
used to measure the extent to which a company's activities are financed by debt,
including both short-term and long-term debt. A higher leverage ratio indicates a
greater dependency on external parties (creditors) and a higher debt cost burden
for the company (Suteja and Wulandari 2018). Leverage illustrates the extent to
which a company uses debt in its capital structure. Appropriate use of debt can
provide tax benefits and increase earnings per share; however, the increased risk
of bankruptcy from excessive debt can reduce firm value (Brigham and Houston
2020). More profitable companies are generally better able to withstand the
pressure of high debt obligations, supported by studies such as (Aditya et al.
2021), (Maptuha, Hanifah, and Ismawati 2022), (Wahid, Ambarwati, and
Satmoko 2022), which found that the debt-to-equity ratio has a significant positive
effect on firm value. Similarly, research by (Yuliyanti et al. 2023) and (Jihadi et
al. 2021), found a positive effect of leverage on firm value. Meanwhile, (Lestari
2023) reported a significant effect of the debt-to-equity ratio on firm value, and
(Simorangkir 2019) found that the debt-to-equity ratio affects Tobin’s Q. In
contrast, (Fosu et al. 2016), (Kahfi, Pratomo, and Aminah 2018) found a negative
effect of leverage on firm value, while (Habakkuk, Nduati, and Wang 'ombe 2023)
found no significant impact of leverage on firm value. (Almomani et al. 2022)
found that financial leverage does not significantly affect firm value, and
similarly, (Dwiastuti and Dillak 2019) found that the debt-to-equity ratio does not
have a significant positive effect on firm value. Studies by (Yulandri, Hertina, and



Asih 2023) and (Suhendry, Toni, and Simorangkir 2021) also found that the debt-
to-equity ratio does not affect firm value.

Firm size is another significant factor in determining firm value. Large
firms typically have better access to resources and capital markets, which can
help them maintain stable performance and increase their value. However, firm
size can also lead to inefficiencies, which may ultimately have a negative impact
on firm value. This is supported by studies such as (Aditya et al. 2021) and
(Adhyasta and Sudarsi 2023), which found that firm size has a significant positive
effect on firm value. Similarly, (Sugosha and Artini 2020) and (Hapsoro and Falih
2020) found that firm size has a positive and significant effect on firm value, as
did (Atiningsih and Izzaty 2021). Meanwhile, (Lestari 2023) and (Natsir and
Yusbardini 2020) reported a significant effect of firm size on firm value. In
contrast, (Anggeriani, Fachrudin, and Silalahi 2018), (Nurwulandari, Wibowo,
and Hasanudin 2021) found that firm size has a positive but insignificant effect on
firm value. Studies by (Hirdinis 2019), (Nugraha et al. 2020), (Reschiwati,
Syahdina, and Handayani 2020), (Susanti and Restiana 2018), (Maptuha,
Hanifah, and Ismawati 2022) and (Wahid, Ambarwati, and Satmoko 2022)
indicate that firm size has a significant negative effect on firm value. However,
(Dwiastuti and Dillak 2019) found that firm size does not have a significant
positive effect on firm value, while (Yulandri, Hertina, and Asih 2023) reported
that firm size does not affect Tobin's Q. Studies by (Hechmi and Saanoun 2024)
and (Tui et al. 2017) found that firm size has a positive but insignificant effect on
firm value. (Adiputra and Hermawan 2020), (Nurwulandari, Wibowo, and
Hasanudin 2021), and (A’yun, Hanum, and Nurcahyono 2022) found that firm
size has a negative but insignificant effect on firm value.

High profitability can enhance investor confidence, which in turn may
increase a firm's value. Profitability is the end result of various policies and
decisions made by a company (Brigham and Houston 2020). This is supported by
studies from (Rosikah et al. 2018) and (Jihadi et al. 2021) who found that Return
on Assets has a positive and significant effect on firm value. Similarly, research
by (Faradila and Effendi 2023), (Sari and Sedana 2020), (Olivia and Wiksuana
2021), (Tui et al. 2017), (Buti and Wiyarni 2023), (Sucuahi and Cambarihan
2016), (Yulianti et al. 2024), (Zuhroh 2019), (Darmawan et al. 2020), (Yondrichs
et al. 2021), (Sugosha and Artini 2020), (Syamsudin et al. 2020), (Dwiastuti and
Dillak 2019), and (Maptuha, Hanifah, and Ismawati 2022) found that profitability
has a positive and significant effect on firm value. Meanwhile, studies by (Lestari
2023) and (Natsir and Yusbardini 2020) indicate that profitability significantly
impacts firm value. Research by (Suhendry, Toni, and Simorangkir 2021), and
(Atiningsih and Izzaty 2021) also found a positive relationship between
profitability and firm value, while (A yun, Hanum, and Nurcahyono 2022) found
that profitability affects firm value. In contrast, studies by (Astuti, Wahyudi, and
Mawardi 2018) and (Hapsoro and Falih 2020), (Nurwulandari, Wibowo, and
Hasanudin 2021) found that profitability has a positive but insignificant effect on
firm value, and research by (Yuliyanti et al. 2023) found no effect of profitability
on firm value. Similarly, (Novarianto and Dwimulyani 2019) found that
profitability has no positive impact on firm value, while (Reschiwati, Syahdina,
and Handayani 2020) reported that profitability does not significantly affect firm
value.



Profitability, reflecting a company's ability to generate profits, is also
considered a key factor mediating the relationship between liquidity, leverage,
and firm size on firm value. The relationship between liquidity and firm value
through profitability is supported by studies like (Suhendry, Toni, and
Simorangkir 2021), which found that the Current Ratio (CR) has a positive and
significant effect on Return on Assets (ROA), and research by (Tahu and Susilo
2017) and (Tui et al. 2017) which found that liquidity positively and significantly
impacts profitability. (Darminto and Fuadati 2020) found that the Current Ratio
(CR) has an insignificant effect on ROA, while (Nugraha et al. 2020) showed that
the Current Ratio affects ROA. Likewise, research by (Nguyen, Le, and Nguyen
2024) and (Lau 2022) found that liquidity impacts profitability. In contrast,
studies by (Maptuha, Hanifah, and Ismawati 2022) and (Maria, Wiagustini, and
Sedana 2018) found that liquidity has a significant negative effect on profitability.
Research by (Krismunita and Imronudin 2021) showed that the Current Ratio
does not affect ROA. Lastly, (Putro and Risman 2021) found that profitability
mediates the effect of liquidity on firm value, while (A’yun, Hanum, and
Nurcahyono 2022) found that liquidity does not affect firm value through
profitability.

The relationship between leverage and firm value through profitability is
supported by research from (Suhendry, Toni, and Simorangkir 2021), which found
that the Debt to Equity Ratio (DER) has a positive and significant effect on Return
on Assets (ROA). In contrast, (Aditya et al. 2021) found that leverage has a
significant negative effect on profitability. Further, (Suhendry, Toni, and
Simorangkir 2021), concluded that ROA can mediate the effect of DER on firm
value, and similarly, (Aditya et al. 2021), found that profitability mediates the
relationship between leverage and firm value

The relationship between firm size and firm value through profitability is
also supported by studies. (Hirdinis 2019) and (Aditya et al. 2021) found that firm
size has a significant positive effect on profitability, while (Atiningsih and Izzaty
2021) concluded that firm size positively affects profitability. However, (Natsir
and Yusbardini 2020), found that firm size significantly affects profitability, and
(Tui et al. 2017) reported that firm size has a positive but insignificant effect on
profitability. Additionally, (Natsir and Yusbardini 2020) and (Atiningsih and
Izzaty 2021) found that profitability can mediate the impact of firm size on firm
value. In contrast, (Hirdinis 2019), (4’yun, Hanum, and Nurcahyono 2022) and
(Aditya et al. 2021) concluded that profitability cannot mediate the relationship
between firm size and firm value.

This study was conducted to understand the impact of liquidity, leverage,
and firm size on profitability and firm value, which is crucial for management in
formulating effective financial strategies. The findings can enrich academic
literature, provide practical insights for investors and stakeholders in making
investment decisions, and support managers in managing debt and liquidity.
Additionally, this research is relevant in the context of global economic
uncertainty, helping companies understand the interaction of internal and
external factors that influence financial performance. By analyzing multiple
variables simultaneously, this study aims to provide a comprehensive picture of a
company'’s financial performance and promote better business practices.



LITERATURE REVIEW

Liquidity

Liquidity reflects a company's ability to meet its short-term obligations as
they come due without experiencing financial distress. According to (Brigham and
Houston 2020), liquidity is essential as it indicates the company's ability to
convert current assets into cash to meet short-term liabilities. The most commonly
used measure for assessing a company’s liquidity is the Current Ratio.
Leverage

Leverage refers to the use of debt as a funding source to enhance potential
returns to the company’s shareholders. (Brigham and Houston 2020) state that
leverage can benefit a company by increasing its profits if the investment financed
by debt generates returns greater than the debt cost itself. However, leverage also
carries risks, particularly financial risk, as higher debt levels increase the
company’s obligations for interest and principal repayments. If the company
cannot meet these obligations, it could lead to bankruptcy.
Firm Value

Firm size is a significant factor in financial analysis and management
strategy. According to (Brigham and Houston 2020), firm size is often associated
with the total assets owned, reflecting the resources available to support
operations and business expansion. Generally, the larger the firm, the greater its
capacity to secure funding from capital markets, either through equity or debt.
Profitability

Profitability is a measure of a company’s performance in generating profit
relative to its sales, assets, or equity. (Brigham and Houston 2020) describe
profitability as a primary indicator of management efficiency in utilizing
resources to generate profits. Common financial ratios used to measure
profitability include Return on Assets (ROA) and Return on Equity (ROE).
Firm Value

Firm value represents the market’s perception of the overall performance
and future prospects of the company. According to (Brigham and Houston 2020),
firm value can be defined as the market value assessed through stock price and
the total equity held by shareholders. Firm value is crucial because the primary
objective of financial management is to maximize it for the benefit of
shareholders. A common measure used to assess firm value is Tobin’s Q, which is
the ratio of the company’s market value of assets (market capitalization) to the
replacement cost of the company’s assets.
Hypothesis Development

Liquidity, measured by the Current Ratio (CR), reflects a company's
ability to meet its short-term obligations. Companies with strong liquidity indicate
an ability to easily pay current liabilities, reducing bankruptcy risk and enhancing
stakeholder confidence, including that of investors and creditors. This trust can
contribute to a better market reputation, potentially increasing sales and
profitability. Research by (Suhendry, Toni, and Simorangkir 2021) found that CR
has a positive and significant impact on ROA. Likewise, studies by (Tahu and
Susilo 2017) and (Tui et al. 2017) found that liquidity positively and significantly
influences profitability. (Nugraha et al. 2020) showed that Current Ratio (CR) has
an impact on Return on Assets (ROA). Likewise, (Nguyen, Le, and Nguyen 2024),



(Lau 2022) showed that liquidity affects profitability. Therefore, the hypothesis in
this study is: H; : Liquidity has a significant positive effect on profitability.

Leverage, measured by the Debt to Equity Ratio (DER), reflects the use of
debt to finance company assets. Debt use can provide companies with greater
access to capital needed for expansion and investment, which, if managed well,
can enhance income and profit potential. In this context, leverage can increase
profitability if the returns from debt-financed investments exceed the debt costs.
(Suhendry, Toni, and Simorangkir 2021) found that DER has a positive and
significant effect on ROA, while (Aditya et al. 2021) found a negative effect.
Therefore, the hypothesis in this study is: H, : Leverage has a significant positive
effect on profitability.

Company size is often measured by total assets or revenue, reflecting the
company's operational scale and capacity. Larger companies generally have
more resources, better market access, and the ability to leverage economies of
scale. These advantages can reduce unit costs, improve operational efficiency,
and contribute to increased profitability. Furthermore, larger firms often have
better bargaining power with suppliers and customers, which can contribute to
higher profit margins. Research by (Hirdinis 2019) and (Aditya et al. 2021) found
that firm size has a significant positive impact on profitability. Studies by
(Atiningsih and Izzaty 2021) found that firm size positively impacts profitability,
while research by (Natsir and Yusbardini 2020) indicated that firm size has a
significant effect on profitability. Therefore, the hypothesis in this study is: H; :
Firm size has a significant positive effect on profitability.

Liquidity, measured using the Current Ratio (CR), reflects a company's
ability to meet its short-term obligations. Companies with high liquidity show they
can repay debts and fulfill other financial commitments, which can boost investor
confidence. A good level of liquidity also indicates efficient cash management,
which can contribute to sustainable growth and increase the company’s market
value. Studies by (Hapsoro and Falih 2020), (Reschiwati, Syahdina, and
Handayani 2020), (Adhyasta and Sudarsi 2023), (Kahfi, Pratomo, and Aminah
2018), and (Syahputri, Budiwati, and Jariah 2020) found that liquidity (CR) has a
significant positive effect on firm value (Tobin’s Q). Similarly, research by
(Olivia and Wiksuana 2021), (Darmawan et al. 2020), (Sari and Sedana 2020),
and (Jihadi et al. 2021) found that liquidity positively impacts firm value. Thus,
the hypothesis in this study is: Hy : Liquidity has a significant positive effect on
firm value.

Leverage, measured by the Debt to Equity Ratio (DER), reflects the extent
to which a company uses debt in its capital structure. Optimal leverage can
increase firm value, as companies can utilize debt to finance investments that
generate returns higher than the cost of debt. Thus, debt can be an effective tool
to enhance shareholder returns, especially when interest rates are low and
investment opportunities are high. Research by (Aditya et al. 2021), (Maptuha,
Hanifah, and Ismawati 2022), and (Wahid, Ambarwati, and Satmoko 2022) found
that DER has a significant positive effect on firm value, and studies by (Yuliyanti
et al. 2023) and (Jihadi et al. 2021) indicated that leverage positively impacts
firm value. (Lestari 2023) found that DER significantly affects firm value, while
(Simorangkir 2019) found that DER affects Tobin’s Q. Therefore, the hypothesis
in this study is: Hs : Leverage has a significant positive effect on firm value.



Firm size, measured by total assets or the natural logarithm of total assets
(Ln Total Assets), reflects the scale of operations and production capacity. Large
companies tend to have better access to resources, capital, and technology,
allowing them to create better operational efficiencies. A larger firm size is also
often associated with a higher reputation among investors and stakeholders,
enhancing investment appeal and driving increased firm value. Studies by (Aditya
et al. 2021) and (Adhyasta and Sudarsi 2023) ound that firm size has a significant
positive effect on firm value, while (Sugosha and Artini 2020) and (Hapsoro and
Falih 2020) ound that firm size has a significant positive effect on firm value.
(Atiningsih and Izzaty 2021) found that firm size positively impacts firm value,
while (Lestari 2023) and (Natsir and Yusbardini 2020) ) found that firm size
significantly affects firm value, as did (Anggeriani, Fachrudin, and Silalahi 2018).
Therefore, the hypothesis in this study is: Hg : Firm size has a significant positive
effect on firm value.

Profitability, measured by Return on Assets (ROA), reflects a company’s
ability to generate profit from its assets or equity. Companies with high
profitability demonstrate strong financial performance, which can increase
investor and stakeholder confidence. Good profitability also indicates operational
efficiency and optimal resource management, which ultimately enhances the
company’s appeal in the capital market and increases its value. Studies by
(Rosikah et al. 2018) and (Jihadi et al. 2021) found that Return on Assets
positively and significantly affects firm value. Other studies, including those by
(Faradila and Effendi 2023), (Sari and Sedana 2020), (Olivia and Wiksuana
2021), (Tui et al. 2017), (Buti and Wiyarni 2023), (Sucuahi and Cambarihan
2016), (Yulianti et al. 2024), (Zuhroh 2019), (Darmawan et al. 2020), (Yondrichs
et al. 2021), (Sugosha and Artini 2020), (Syamsudin et al. 2020), (Dwiastuti and
Dillak 2019), and (Maptuha, Hanifah, and Ismawati 2022) also found that
profitability has a positive and significant impact on firm value. (Lestari 2023)
and (Natsir and Yusbardini 2020) confirmed that profitability significantly
impacts firm value, while (Suhendry, Toni, and Simorangkir 2021) and
(Atiningsih and Izzaty 2021) found that profitability positively affects firm value.
(A’yun, Hanum, and Nurcahyono 2022) concluded that profitability influences
firm value. Therefore, the hypothesis in this study is: H; : Profitability has a
significant positive effect on firm value.

Liquidity, measured by the Current Ratio (CR), reflects a company's
ability to meet its short-term obligations. Companies with good liquidity are
better able to manage cash flow and avoid bankruptcy, creating a more favorable
environment to improve profitability. High profitability indicates the company’s
efficiency in managing resources to generate profit, which can attract investor
interest and enhance firm value. Therefore, high liquidity can positively impact
firm value through increased profitability. The relationship between liquidity and
firm value through profitability is supported by research by (Putro and Risman
2021), who found that profitability can mediate the effect of liquidity on firm
value. Thus, the hypothesis in this study is: Hg : Profitability can mediate the
effect of liquidity on firm value.

Leverage, measured by the Debt to Equity Ratio (DER), indicates the
extent to which a company uses debt to finance its assets. Companies that wisely
utilize debt can increase capital efficiency, leading to higher profitability. In this



context, well-managed leverage allows companies to maximize returns from debt-
financed assets, thereby improving profitability. Increased profitability
subsequently strengthens firm value, as more profitable companies are typically
more attractive to investors. Research by (Suhendry, Toni, and Simorangkir 2021)
found that ROA can mediate the effect of DER on firm value. Similarly, (Aditya et
al. 2021) found that profitability can mediate the relationship between leverage
and firm value. Thus, the hypothesis in this study is: Hy : Profitability can mediate
the effect of leverage on firm value.

A large firm size, typically measured by the natural logarithm of total
assets (Ln Total Assets), indicates greater production capacity and resources,
which can enhance operational efficiency. Large companies usually have better
access to financing, quality labor, and economies of scale, which can potentially
increase profitability. Higher profitability, in turn, improves the company’s
attractiveness to investors, thereby positively impacting firm value. Thus, a large
firm size can contribute to increased firm value if the company effectively
manages its resources to achieve high profitability. Research by (Natsir and
Yusbardini 2020) and (Atiningsih and Izzaty 2021) found that profitability can
mediate the effect of firm size on firm value. Therefore, the hypothesis in this study
is: Hjy : Profitability can mediate the effect of firm size on firm value.

METHOD

This research utilizes secondary data obtained from the Indonesia Stock
Exchange (IDX) website and the websites of sample companies, specifically those
listed in the LQ45 index for the period from 2018 to 2022. The sampling
technique employed is purposive sampling, with criteria including companies
listed on the IDX, consistent presence in the LO45 index, publication of complete
financial reports, and being non-banking entities during the specified period.

The study employs panel data analysis using EViews 13 software. This
technique is appropriate as the data encompasses multiple companies (cross-
sections) over several years (time series). Panel data analysis is utilized to control
for unobserved variables, providing more efficient and unbiased estimates
compared to separate cross-sectional or time series analyses.

Data analysis is performed using panel data in EViews 13, which includes
multiple companies (cross-sections) over a defined time period (time series),
resulting in more efficient estimates than those from separate cross-sectional or
time series analyses. Before conducting regression tests, model selection is
carried out using the Chow Test (to choose between the Fixed Effect Model
(FEM) or Common Effect Model (CEM)), the Hausman Test (FEM vs. Random
Effect Model (REM)), and the Lagrange Multiplier Test (REM vs. CEM).

In this study, firm value serves as the dependent variable, measured by
Tobin's Q (the ratio of market value to book value of assets). Profitability is the
mediating variable, measured by Return on Assets (ROA), which reflects the
ability to generate profit. The independent variables include liquidity, measured
by the Current Ratio (CR), indicating the ability to meet short-term obligations,
leverage, measured by the Debt to Asset Ratio (DAR), which shows the use of debt
to finance assets; and firm size, measured by the natural logarithm of total assets.



RESULTS AND DISCUSSIONS

Descriptive Statistics

Based on purposive sampling, there are 18 companies that meet the
criteria for this study, covering a total research period of 5 years, resulting in 90
observations. Below are the descriptive statistics for the research sample.

Table 1 Research Results

CR DER SIZE ROA TOB Q
Mean 2.069762 0.995962 | 31.74953 0.098193 | 2.370528
Median 1.793200 | 0.716950 | 31.73615 0.069050 1.328050
Maximum 5.654800 | 3.582700 | 33.65520 | 0.466600 18.35510
Minimum 0.335600 | 0.126200 | 30.42460 | -0.057200 | 0.531200
Std. Dev. 1.222886 | 0.865086 | 0.858551 0.091028 | 3.136242
Observations 90 90 90 90 90

Source : secondary data (2024)

Based on Table 1, the minimum value for liquidity (Current Ratio) is
0.335600, observed in the company EXCL in 2019. The maximum value is
5.654800, recorded by the company INCO in 2022. The mean value is 2.069762,
with a standard deviation of 1.222886. The minimum value for leverage (Debt to
Equity Ratio) is 0.126200, shown by the company MNCN in 2022, while the
maximum value is 3.582700, indicated by the company UNVR in 2022. The mean
value for this variable is 0.995962, with a standard deviation of 0.865086.

Next, the minimum value for firm size is 30.42460, observed in the
company MNCN in 2018. The maximum value is 33.65520, recorded by the
company ASII in 2022. The mean value for this variable is 31.74953, with a
standard deviation of 0.858551. The minimum value for profitability (ROA) is —
0.057200, shown by the company EXCL in 2018. The maximum value is 0.466600,
indicated by the company UNVR in 2018. The mean value for this variable is
0.098193, with a standard deviation of 0.091028. The minimum value for firm
value (Tobin’s Q) is 0.531200, observed in the company ANTM in 2021, while the
maximum value is 18.35510, recorded by the company UNVR in 2018. The mean
value for this variable is 2.370528, with a standard deviation of 3.136242.

Model Selection Analysis
Structure I : The Impact of Liquidity, Leverage, and Firm Size on Profitability
Based on the Chow Test results, the Cross-section F value is 0.0000 <
0.05, indicating that the chosen model is the Fixed Effect Model. The Hausman
Test results show that the Cross-section random value is 0.0005 < 0.05,
confirming that the Fixed Effect Model is preferred. The Lagrange Multiplier
Test, Breusch-Pagan, also yields a value of 0.0000 < 0.05, leading to the choice
of the Random Effect Model. Therefore, it can be concluded that the best model
for this study is the Fixed Effect Model.
Structure Il: The Impact of Liquidity, Leverage, Firm Size, and Profitability on
Firm Value
Similar to Structure I, the Chow Test results indicate a Cross-section F
value of 0.0000 < 0.05, leading to the selection of the Fixed Effect Model. The
Hausman Test results show a Cross-section random value of 0.0000 < 0.05,



confirming the Fixed Effect Model. The Lagrange Multiplier Test also yields a
value of 0.0000 < 0.05, supporting the Random Effect Model. Thus, the
conclusion remains that the best model for this study is the Fixed Effect Model.

Panel Data Regression Analysis
Structure I : The Influence of Liquidity, Leverage,
Profitability

and Firm Size on

Table 2 Regression Test Structure 1

Variable Coefficient |Std. Error  [-Statistic Prob.

C -1.414084  0.696202 -2.031140  0.0461

CR 0.013543  10.010871 1.245752 0.2171

DER -0.078628 |0.018517  -4.246255 0.0001

SIZE 0.049215 10.022228  2.214097 0.0301
Effects Specification

Cross-section fixed (dummy variables)

R-squared 0.868238 Mean dependent var 0.098193

Adjusted R-squared |0.830046 S.D. dependent var 0.091028

Source : secondary data (2024)

Based on Table 2, the regression for Structure I is as follows:

ROA =-1.414084 + 0.013543*CR - 0.078628*DER + 0.049215*SIZE

This result indicates that liquidity and firm size contribute positively, while
leverage has a negative impact on profitability.

Furthermore, the Adjusted R-squared value is 0.830046, which allows us
to conclude that the influence of liquidity, leverage, and firm size on profitability
accounts for 83.00%, while the remaining 17.00% is attributed to other factors.

Structure I1: The Influence of Liquidity, Leverage, Firm Size, and Profitability on
Firm Value

Table 3 Regression Test Structure 11

Variable Coefficient\Std. Error |t-Statistic |Prob.

C 31.74085 [16.91184 |1.876842 |0.0648

CR 0.328991 (0.259389 11.268330 0.2090

DER -1.647843 0.490714 -3.358054 10.0013

SIZE -0.925157 (0.542815 1.704370 0.0929

ROA 9.809679 2.840672 |3.453295 |0.0010
[Effects Specification

Cross-section fixed (dummy variables)

R-squared 0.939092 Mean dependent var 2.370528

Adjusted R-squared 0.920282 S.D. dependent var  |3.136242

Source : secondary data (2024)
Based on Table 3, the regression for Structure Il is as follows:
TOB Q = 31.74085 + 0.328991*CR - 1.647843*DER -0.925157*SIZE +
9.809679*R0OA
This result shows that liquidity and profitability contribute positively to firm
value, while leverage and firm size have a negative impact on firm value.
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Additionally, the Adjusted R-squared value is 0.920282, indicating that the
influence of liquidity, leverage, firm size, and profitability on firm value accounts
for 92.03%, with the remaining 7.97% influenced by other factors.

Sobel Test

Table 4 Results of the Sobel Test
Test statistik Std. Error p-value
CR— ROA— Tob. QO 1,17186757 0,11336817 10,24125023
DER— ROA— Tob. Q  |-2,67915963 0,28789454 10,00738072
SIZE— ROA— Tob. O | 1,86389404 0,25901867 |0,06233659
Source : secondary data (2024)

Discussion

This study finds that liquidity, measured by the Current Ratio (CR), has a
t-statistic of 1.245752 with a probability value of 0.2171 (> 0.05). Therefore, HI
is rejected, leading to the conclusion that liquidity has a positive but insignificant
effect on profitability. This suggests that while more liquid companies have the
potential to generate profits, their influence is not strong enough to be considered
significant in this study. This could be due to differences in industry sectors, as the
sample comprises companies from the LQ45 index, which includes various
industries where liquidity may be more critical in some sectors than in others.
These findings are consistent with research by (Darminto and Fuadati 2020),
which found that the Current Ratio (CR) has an insignificant effect on Return on
Assets (ROA).

The study also reveals that leverage, measured by the Debt to Equity Ratio
(DER), has a t-statistic of -4.246255 with a probability value of 0.0001 (< 0.05).
Thus, H2 is rejected, and it can be concluded that leverage has a significant
negative effect on profitability. This indicates that high levels of debt can reduce a
company's net income, as the burden of interest payments and the financial risks
associated with high leverage adversely impact profitability. Consequently,
companies need to manage their capital structure carefully to ensure that debt
does not excessively burden their operations and profitability. These results align
with findings from (Aditya et al. 2021) and (Dewi and Abundanti 2019), which
also indicate that leverage has a significant negative effect on profitability.

Furthermore, the study finds that firm size (SIZE) has a t-statistic of
2.214097 with a probability of 0.0301 (< 0.05), leading to the acceptance of H3.
This means that firm size has a significant positive effect on profitability. Larger
companies, with greater total assets, find it easier to secure external financing,
allowing them to invest in potentially high-return projects, improve efficiency, and
expand their markets. Additionally, larger firms tend to lower their per-unit costs
due to higher production levels, spreading fixed costs, which enhances efficiency
and profit margins, thus increasing profitability. These results are consistent with
research by (Aditya et al. 2021) and (Adhyasta and Sudarsi 2023), which found
that firm size has a significant positive effect on firm value.

The study finds that liquidity, measured by the CR, has a t-statistic of
1.268330 with a probability of 0.2090 (> 0.05), leading to the rejection of HA4.
Thus, it can be concluded that liquidity has a positive but insignificant effect on
firm value. Although the Current Ratio (CR) shows a positive influence on firm
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value, this effect is not significant, indicating that investors may prioritize other
factors, such as growth, profitability, and operational efficiency, when
determining firm value. Therefore, while CR is an important indicator of financial
health, it is not the primary factor determining firm value among LQ45
companies. Since companies in the LQ45 index are already perceived as
financially robust, a high CR may not provide substantial additional information
for investors. This finding aligns with research by (Putri and Sari 2020) and
(Wahid, Ambarwati, and Satmoko 2022), which indicates that the Current Ratio
has an insignificant effect on firm value.

The study also shows that leverage, measured by the DER, has a t-statistic
of -3.358054 with a probability value of 0.0013 (< 0.05), leading to the rejection
of H5. It can be concluded that leverage has a significant negative effect on firm
value. This indicates that higher debt levels relative to equity increase the
financial risk borne by the company, ultimately undermining investor confidence
and lowering the firm's market value. Therefore, prudent debt management is
essential to maintaining firm value, particularly in a competitive market
environment like the LQ45 index. These findings are consistent with research by
(Fosu et al. 2016) and (Kahfi, Pratomo, and Aminah 2018), which found that
leverage (debt to equity ratio) has a significant negative effect on firm value.

Lastly, the study finds that firm size, measured by SIZE, has a t-statistic of
-1.704370 with a probability of 0.0929 (> 0.05), leading to the rejection of H6.
This suggests that firm size has a negative but insignificant effect on firm value.
Although a large total asset base is often viewed as an indicator of company
strength, a larger asset size does not always correlate positively with firm value.
The insignificant effect implies that having substantial assets alone is not
sufficient to enhance firm value, especially if those assets are not utilized
efficiently to generate profits. For instance, large fixed assets such as factories or
equipment may not be fully leveraged, resulting in high operational costs without
a significant increase in revenue. This finding is consistent with research by
(Adiputra and Hermawan 2020), (Nurwulandari, Wibowo, and Hasanudin 2021),
and (A’yun, Hanum, and Nurcahyono 2022), which found that firm size has a
negative but insignificant effect on firm value.

This study finds that profitability, measured by Return on Assets (ROA),
has a t-statistic of 3.453295 with a probability value of 0.0010 (< 0.05).
Therefore, H7 is accepted, leading to the conclusion that profitability has a
significant positive effect on firm value. High profitability indicates that a
company can generate substantial earnings, improve operational efficiency, and
send positive signals to investors. This means that higher profitability impacts the
increase in firm value, which is reflected in higher stock prices and market
valuations. These results align with findings from (Faradila and Effendi 2023),
(Sari and Sedana 2020) (Rosikah et al. 2018), (Jihadi et al. 2021), (Dewi and
Abundanti 2019), (Zuhroh 2019), (Dwiastuti and Dillak 2019), (Tahu and Susilo
2017), (Tui et al. 2017), (Buti and Wiyarni 2023), (Sucuahi and Cambarihan
2016), (Yulianti et al. 2024), (Olivia and Wiksuana 2021), (Darmawan et al.
2020), (Yondrichs et al. 2021), (Sugosha and Artini 2020), (Syamsudin et al.
2020), (Maptuha, Hanifah, and Ismawati 2022) (Lestari 2023) and (Natsir and
Yusbardini 2020), which all find that profitability positively and significantly
affects firm value.
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From the results of the Sobel test, the p-value is 0.24125023 (> 0.05) with
a test statistic of 1.17186757, leading to the rejection of HS. Thus, it can be
concluded that liquidity does not significantly affect firm value through
profitability, indicating that profitability is not able to mediate the effect of
liquidity on firm value. This suggests that liquidity and profitability may have
different pathways influencing firm value, and liquidity does not significantly
impact firm value through profitability. Other factors, such as growth, innovation,
and efficiency, may play a more significant role in determining firm value in the
stock market. This finding is consistent with research by (A’yun, Hanum, and
Nurcahyono 2022), which found that liquidity does not affect firm value through
profitability.

The Sobel test results show a p-value of 0.00738072 (< 0.05) with a test
statistic of -2.67915963, leading to the acceptance of H9. This concludes that
leverage has a significant effect on firm value through profitability, indicating
that profitability can mediate the effect of leverage on firm value. This means that
proper leverage usage can enhance profitability, which in turn increases firm
value. In other words, efficiently and profitably used leverage can lead to higher
earnings, subsequently impacting the increase in firm value. Therefore, good
leverage management and a focus on enhancing profitability are key to improving
firm value. This finding aligns with research by (Almomani et al. 2022),
(Suhendry, Toni, and Simorangkir 2021), (Aditya et al. 2021), and (Dewi and
Abundanti 2019), which found that profitability can mediate the relationship
between leverage and firm value.

The Sobel test results indicate a p-value of 0.06233659 (> 0.05) with a test
statistic of 1.86389404, leading to the rejection of HI10. Thus, it can be concluded
that firm size does not significantly affect firm value through profitability,
meaning that profitability cannot mediate the effect of firm size on firm value. This
indicates that having large assets alone is not sufficient to enhance firm value.
Efficient asset usage and good management strategies are essential to ensure that
large assets contribute positively to increasing firm value. Without strong
profitability, a large company size may not significantly impact the market value
of the firm. These results are conmsistent with previous research by (Hirdinis
2019), (A’yun, Hanum, and Nurcahyono 2022) and (Aditya et al. 2021), which
found that profitability cannot mediate the relationship between firm size and firm
value.

CONCLUSIONS

This study contributes to the literature on the relationships among
liquidity, leverage, firm size, profitability, and firm value. The results indicate that
profitability does not mediate the effects of liquidity and firm size on firm value
but can mediate the effect of leverage on firm value, providing new insights into
the internal mechanisms of companies within the context of the Indonesian capital
market, specifically for firms listed in the LQ45 index. Theoretically, these
findings highlight the need to consider mediating factors in models linking capital
structure and firm performance, as direct effects This research also offers insights
that can be utilized by company management, investors, and policymakers. The
findings underscore the importance of prudent leverage management, as high
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leverage without adequate profitability can decrease firm value. Investors may
also use this information to be more cautious when evaluating companies with
high leverage but low profitability.

The study uses data from companies within the LQ45 index for the period
2018-2022. This limitation may restrict the generalizability of the results to all
companies listed on the Indonesia Stock Exchange (IDX) or companies in other
sectors. Although this research considers several important variables such as
liquidity, leverage, firm size, and profitability, many other variables could
influence firm value, such as innovation, risk management, or corporate
governance quality, which were not included in this study's model. The research
employs panel data analysis with a Fixed Effect Model. While this method is
suitable for panel data, it may not fully capture all dynamics occurring within
companies, especially those related to external factors such as macroeconomic
conditions or regulatory changes.

Future researchers could expand the sample to include companies from
various sectors and extend the study period to see if these findings hold consistent
over a longer timeframe and across different sectors. Additionally, incorporating
additional variables such as risk management or corporate governance could
help examine how these factors interact with liquidity, leverage, and firm size in
influencing firm value. Future research could also employ alternative
methodological approaches, such as path analysis or structural equation
modeling (SEM), to test more complex relationships among the studied variables.
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THE ROLE OF PROFITABILITY IN MEDIATING
DETERMINANTS OF FIRM VALUE

Ady Inrawan' , Darwin Lie
Sekolah Tinggi Ilmu Ekonomi Sultan Agung', Universitas Prima Indonesia”
1*adindr(d)gmail.com, ’liedarwin989@gemail.com

ABSTRACT

This study aims to analyze the role of profitability in mediating the relationship between liquidity,
leverage, and firm size in relation to firm value. The data used in this study are secondary data
obtained from the Indonesia Stock Exchange websites. The population consists of 71 companies
listed in the LQ45 index for the period 2018-2022. The study sample includes 18 non-bank
companies within the LO45 index, selected through purposive sampling, yielding a total of 90
observations over five years. Data analysis was conducted using panel data with EViews 13
software. model selection was carried out through the Chow Test, Hausman Test, and Lagrange
Multiplier Test. The results indicate that liquidity has no effect on profitability, whereas leverage
and firm size significantly impact profitability. Furthermore, leverage influences firm value, while
liquidity and firm size show no significant effect on firm value. Profitability does not mediate the
effect of liquidity and firm size on firm value but does mediate the effect of leverage on firm value.
Theoretically, this research complements previous theories and serves as a reference for future
studies. Practically, investors can utilize this information to exercise caution when assessing
companies with high leverage levels but low profitability.

Keywords: Profitability, Liquidity, Leverage, Firm Size, Firm Value.

PERAN PROFITABILITAS DALAM MEMEDIASI DETERMINAN NILAI
PERUSAHAAN

INTRODUCTION

Firm value is one of the primary indicators used by investors to assess a
company's performance and future prospects. High firm value reflects investor
confidence in the company’s ability to generate profits and sustain itself over the
long term. According to (Anggeriani, Fachrudin, and Silalahi 2018), maximizing
firm value is crucial for a company, as it also maximizes shareholder wealth,
which is the primary objective of a business. Numerous studies have examined
factors affecting firm value, yet their findings have been inconsistent. Factors
such as liquidity, leverage, firm size, and profitability can influence firm value.

High liquidity signals to investors that the company has sound financial
health and a low risk of bankruptcy. However, excessive liquidity may also
indicate that a company is not optimally utilizing its financial resources. Several
studies, including (Kahfi, Pratomo, and Aminah 2018), (Hapsoro and Falih 2020),
(Reschiwati, Syahdina, and Handayani 2020), (Darmawan et al. 2020), (Sari and
Sedana 2020), (Jihadi et al. 2021), (Olivia and Wiksuana 2021), dan (Ripaluddin,
Pasulu, and Taufiq 2023) liquidity has a positive effect on firm value. In contrast,
studies by (Tui et al. 2017), (Adiputra and Hermawan 2020), (Putro and Risman
2021), (Suhendry, Toni, and Simorangkir 2021), (Nurwulandari, Wibowo, and



Hasanudin 2021), (Yondrichs et al. 2021), (Wahid, Ambarwati, and Satmoko
2022), (Handayani, Indarto, and Santoso 2022), (Budiarti, Moeldjadi, and
Wijayanti 2023), (Yuliyanti et al. 2023), dan (Zulfa, Azam, and Bandono 2024)
indicate that liquidity (CR) does not affect firm value.

The second factor affecting firm value is leverage. The leverage ratio is
used to measure the extent to which a company's activities are financed by debt,
including both short-term and long-term debt. A higher leverage ratio indicates a
greater level of dependence on external parties (creditors) and a larger amount of
interest expenses that the company must pay. Leverage reflects how much debt a
company uses in its capital structure. When used appropriately, debt can provide
tax benefits and increase earnings per share. However, excessive debt can lead to
a higher risk of bankruptcy, which may diminish firm value. Several studies have
been conducted, including those by (Fosu et al. 2016), (Kahfi, Pratomo, and
Aminah 2018), (Lestari 2023), (Simorangkir 2019), (Jihadi et al. 2021), (Wahid,
Ambarwati, and Satmoko 2022), (Ripaluddin, Pasulu, and Taufiq 2023),
(Yuliyanti et al. 2023), and (Zulfa, Azam, and Bandono 2024), which found that
leverage significantly affects firm value. In contrast, research by (Dwiastuti and
Dillak 2019), (Suhendry, Toni, and Simorangkir 2021), (Almomani et al. 2022),
(Handayani, Indarto, and Santoso 2022), (Yulandri, Hertina, and Asih 2023), and
(Habakkuk, Nduati, and Wang’ombe 2023) found that leverage does not affect
firm value.

Firm size is also a significant factor in determining firm value. Larger
companies typically have better access to resources and capital markets, which
can help them maintain stable performance and enhance firm value. However,
company size can also lead to inefficiencies that ultimately negatively impact firm
value. Several studies have been conducted, including those by (Susanti and
Restiana 2018), (Anggeriani, Fachrudin, and Silalahi 2018), (Hirdinis 2019),
(Sugosha and Artini 2020), (Nugraha et al. 2020), (Reschiwati, Syahdina, and
Handayani 2020), (Hapsoro and Falih 2020), (Natsir and Yusbardini 2020),
(Nurwulandari, Wibowo, and Hasanudin 2021), (Atiningsih and Izzaty 2021),
(Wahid, Ambarwati, and Satmoko 2022), (Lestari 2023), and (Zulfa, Azam, and
Bandono 2024), which found that firm size has a effects on firm value. In
contrast, research by (Tui et al. 2017), (Dwiastuti and Dillak 2019), (Adiputra and
Hermawan 2020), (Nurwulandari, Wibowo, and Hasanudin 2021), (Handayani,
Indarto, and Santoso 2022), (Yulandri, Hertina, and Asih 2023), and (Hechmi and
Saanoun 2024) found that firm size (SIZE) does not affect firm value.

High profitability can enhance investor confidence, which in turn can
increase firm value. Profitability is the end result of a series of policies and
decisions made by the company (Brigham and Houston 2020). Several previous
studies have been conducted, including those by (Sucuahi and Cambarihan 2016),
(Tui et al. 2017), (Rosikah et al. 2018), (Zuhroh 2019), (Dwiastuti and Dillak
2019), (Sari and Sedana 2020), (Darmawan et al. 2020), (Sugosha and Artini
2020), (Syamsudin et al. 2020), (Natsir and Yusbardini 2020), (Jihadi et al. 2021),
(Yondrichs et al. 2021), (Olivia and Wiksuana 2021), (Suhendry, Toni, and
Simorangkir 2021), (Atiningsih and Izzaty 2021), (Handayani, Indarto, and
Santoso 2022), (Faradila and Effendi 2023), (Buti and Wiyarni 2023), (Lestari
2023), (Budiarti, Moeldjadi, and Wijayanti 2023), (Zulfa, Azam, and Bandono
2024), and (Yulianti et al. 2024), which found that profitability affects firm value.



In contrast, research conducted by (Astuti, Wahyudi, and Mawardi 2018),
(Reschiwati, Syahdina, and Handayani 2020), (Hapsoro and Falih 2020),
(Nurwulandari, Wibowo, and Hasanudin 2021), (Ripaluddin, Pasulu, and Taufiq
2023), and (Yuliyanti et al. 2023) found that profitability does not affect firm
value.

Furthermore, profitability, which reflects a company's ability to generate
profits, is considered a key factor that mediates the relationship between liquidity,
leverage, and firm size on firm value. The liquidity of a company has an impact
on its value, both directly and through profitability as a mediator. Adequate
liquidity enables a company to meet its short-term obligations, providing
confidence to investors about the company's financial stability, which can enhance
firm value. However, high liquidity also needs to be balanced with effective
management to avoid hindering asset productivity. With maintained liquidity, the
company can operate efficiently, supporting an increase in profitability. High
profitability indicates optimal company performance, thus enhancing its
attractiveness to investors and ultimately increasing firm value. Several previous
studies have been conducted, including those by (Tahu and Susilo 2017), (Tui et
al. 2017), (Nugraha et al. 2020), (Bintara 2020), (Suhendry, Toni, and
Simorangkir 2021), (Ripaluddin, Pasulu, and Taufiq 2023) and (Nguyen, Le, and
Nguyen 2024), which found that liquidity affects profitability. In contrast,
research conducted by (Krismunita and Imronudin 2021) and (Handayani, Indarto,
and Santoso 2022) found that liquidity does not affect profitability. Further
research by (Putro and Risman 2021) found that profitability can mediate the
effect of liquidity on firm value. However, the studies by (Handayani, Indarto, and
Santoso 2022) and (Ripaluddin, Pasulu, and Taufiq 2023) found that profitability
is not capable of mediating the effect of liquidity on firm value.

Furthermore, a company's leverage has an important relationship with firm
value, particularly when influenced by the mediating role of profitability. Optimal
use of leverage allows a company to finance investments without sacrificing
equity, thereby increasing potential profits and growth. However, high leverage
also increases financial risk and interest costs, which can reduce net income. In
this context, profitability mediates the relationship by demonstrating the
company's effectiveness in managing debt to generate profits. If a company can
efficiently use leverage to enhance profitability, it will attract investor interest and
increase firm value. Conversely, if leverage fails to improve profitability, the
financial risks borne by the company may negatively impact its value. Several
previous studies have been conducted, including those by (Nugraha et al. 2020),
(Bintara 2020), (Suhendry, Toni, and Simorangkir 2021), and (Ripaluddin,
Pasulu, and Taufiq 2023), which found that leverage affects profitability. In
contrast, research by (Hamidah 2016), (Makhdalena 2018), (Ramadhanti,
Amaliawiati, and Nugraha 2021), and (Handayani, Indarto, and Santoso 2022)
found that leverage does not affect profitability. Additionally, the study by
(Suhendry, Toni, and Simorangkir 2021) found that profitability can mediate the
relationship between leverage and firm value, while the research by (Ripaluddin,
Pasulu, and Taufiq 2023) found that profitability does not mediate the relationship
between leverage and firm value.

The relationship between firm size and firm value through profitability is
supported by research findings from (Hirdinis 2019), (Natsir and Yusbardini



2020), and (Atiningsih and Izzaty 2021), which indicate that firm size affects
profitability. In contrast, (Tui et al. 2017) found that firm size does not influence
profitability. Subsequent studies by Natsir and Yusbardini (2020) and (Atiningsih
and Izzaty 2021) found that profitability can mediate the effect of firm size on
firm value. Meanwhile, (Hirdinis 2019) found that profitability does not mediate
the relationship between firm size and firm value.

This study examines the impact of liquidity, leverage, and firm size on
firm value with profitability, measured through Return on Assets (ROA), as a
mediating variable, and has yielded varied findings. Some studies found that ROA
can mediate the effect of liquidity on firm value, as reported by (Putro and
Risman 2021). However, other studies showed different results, such as the
research conducted by (Handayani, Indarto, and Santoso 2022), which concluded
that profitability does not mediate the effect of liquidity on firm value. Similarly,
in the context of leverage, research by (Suhendry, Toni, and Simorangkir 2021)
indicates that ROA can mediate the effect of leverage on firm value, while the
study by (Ripaluddin, Pasulu, and Taufiq 2023) states otherwise. The
inconsistency of these results creates a gap that highlights the need for further
studies to clarify the role of ROA as an effective mediator in this model.

The novelty of this research lies in the comprehensive approach used to
analyze the role of ROA as a mediating variable in the effects of liquidity,
leverage, and firm size on firm value. While most previous studies have tended to
examine these variables separately or have focused only on their direct effects on
firm value, this study offers an integrated approach by evaluating all three
variables simultaneously. This provides a new perspective that enriches the
academic literature and generates deeper insights into the mediating role of ROA
in enhancing firm value.

This research is highly urgent as it aims to address the inconsistencies in
the results of previous studies. Considering that firm value is a primary reference
for investors in making investment decisions, understanding the role of
profitability as a mediating variable will provide practical guidance for companies
in enhancing investor confidence and attractiveness. Thus, this study is relevant
for financial managers in their efforts to maximize firm value through better
management of liquidity, leverage, and firm size.

In terms of originality, this research offers a novel contribution by
integrating these three variables into a single model and examining the
effectiveness of profitability as a mediating factor. This study also utilizes more
recent data and analysis methodologies tailored to the current economic
conditions, making the results more relevant for practical guidance and corporate
strategies.

The objective of this research is to examine and analyze whether ROA can
mediate the effects of liquidity, leverage, and firm size on firm value, both
directly and indirectly. Additionally, this study aims to comprehensively explain
the extent to which these three variables influence firm value. The findings of this
research are expected to contribute academically by enriching the literature on the
role of profitability as a mediating variable. Practically, the results are anticipated
to provide guidance for financial managers in making decisions related to
liquidity management, leverage, and firm size, which ultimately can enhance
profitability and firm value.



LITERATURE REVIEW
Signaling Theory

Signaling theory was proposed by Michael Spence in 1973, suggesting
that asymmetric information between company managers and investors can be
addressed through signals provided by management. In this context, companies
use financial reports or strategic actions as signals to investors regarding the
company's condition and prospects. (Brigham and Houston 2020) explain that the
information conveyed by management through financial statements, dividend
policies, or investment decisions can serve as signals about the company's status
and future potential to external parties. These signals help reduce the information
asymmetry between managers and investors, assisting investors in making better
investment decisions. Actions that are perceived as positive signals, such as
increased profits or the announcement of new projects, can enhance investor
confidence and have a positive impact on firm value.

Firm Value

Firm value represents the market’s perception of the overall performance
and future prospects of the company. According to (Brigham and Houston 2020),
firm value can be defined as the market value assessed through stock price and the
total equity held by shareholders. Firm value is crucial because the primary
objective of financial management is to maximize it for the benefit of
shareholders. A common measure used to assess firm value is Tobin’s Q, which is
the ratio of the company’s market value of assets (market capitalization) to the
replacement cost of the company’s assets.

Profitability

Profitability is a measure of a company's performance in generating profit
relative to its sales, assets, or equity. According to (Brigham and Houston 2020),
profitability is a key indicator used to assess how efficiently a company's
management utilizes its resources to generate earnings. High profitability
indicates that the company has successfully managed its assets efficiently to
generate profits, which is a sign of good financial performance. Profitability is
also often used as a mediating variable that strengthens the relationship between
other financial factors and company value, as good performance typically
enhances investor confidence.

Liquidity

Liquidity refers to a company's ability to meet its short-term obligations as they
come due without facing financial difficulties. According to (Brigham and Houston
2020), liquidity is crucial for a company as it reflects the ability to convert current assets
into cash to fulfill short-term liabilities. High liquidity can reduce the risk of bankruptcy
because the company can meet its short-term obligations. However, excessive liquidity
may also indicate inefficient cash management, as an excess of current assets can
decrease profitability levels.

Leverage
Leverage refers to the use of debt financing to enhance the potential return to a
company's shareholders. According to (Brigham and Houston 2020), leverage reflects



the extent to which a company utilizes debt in its capital structure, which can increase
both risk and potential returns for shareholders. Leverage can provide benefits in the form
of increased profits if the investments financed with debt yield returns greater than the
cost of the debt itself. However, leverage also carries risks, particularly financial risk,
because the higher the debt, the greater the obligation for interest and principal
repayments that the company must fulfill. If a company fails to meet these obligations, it
could lead to bankruptcy. Companies with high leverage have more debt compared to
equity, which can provide tax benefits but also heightens financial risk. High leverage can
increase the value of a company due to tax advantages, but if it becomes excessive, it may
raise the risk of bankruptcy.

Firm Size

Firm size is an important factor in financial analysis and management strategy.
According to (Brigham and Houston 2020), firm size, measured by total assets or sales,
reflects the capacity and stability of a company in its operations and can influence market
perceptions. Firm size is often associated with the total assets owned, which reflects the
magnitude of resources available to support business operations and expansion.
Generally, the larger the company size, the greater its capacity to obtain financing from
capital markets, whether through equity or debt.

Hypothesis Development

In signaling theory, high liquidity can serve as a positive signal for
investors, indicating that the company has a good ability to meet its short-term
obligations and manage cash efficiently, which in turn can enhance investor
confidence and create opportunities for increased profitability. (Brigham and
Houston 2020) explain that adequate liquidity allows a company to take
advantage of profitable investment opportunities and avoid costs associated with
late payments or reliance on short-term funding sources. Several previous studies
conducted by (Tahu and Susilo 2017), (Tui et al. 2017), (Nugraha et al. 2020),
(Suhendry, Toni, and Simorangkir 2021), (Ripaluddin, Pasulu, and Taufiq 2023),
and (Nguyen, Le, and Nguyen 2024) found that liquidity influences profitability.
Companies with adequate cash reserves tend to be more stable and flexible in
investing in productive assets, which ultimately enhances their financial
performance. This indicates that good liquidity management not only maintains
financial stability but can also act as a catalyst in improving the company’s
profitability. Therefore, it can be concluded that the hypothesis in this study is:
H1: Liquidity has a effects on profitability.

Leverage refers to the use of debt by a company in its capital structure,
which can signal management's confidence in the company's ability to generate
sufficient profits to meet its debt obligations. Based on Signaling Theory, an
optimal level of leverage is considered a positive signal for investors, indicating
that the company is willing to take on debt because it expects its future
performance to cover the associated costs. According to (Brigham and Houston
2020), leverage can enhance the value of a company since debt is often a cheaper
source of funding compared to equity, and the interest on debt can provide tax
benefits. Research by (Nugraha et al. 2020), (Bintara 2020), (Suhendry, Toni, and
Simorangkir 2021), and (Ripaluddin, Pasulu, and Taufiq 2023) found that
leverage affects profitability. Therefore, it can be concluded that the hypothesis in
this study is: Hy: Leverage has a effects on profitability.



Firm size is often measured by total assets or revenue, reflecting its
capacity and operational scale. Larger companies generally have more resources,
better access to markets, and the ability to take advantage of economies of scale.
These advantages allow for a reduction in unit costs and an increase in operational
efficiency, which in turn contributes to enhanced profitability. Furthermore, large
companies typically have stronger bargaining power with suppliers and
customers, which can result in higher profit margins and a reinforced market
position. Additionally, company size is often seen as an indicator of financial
strength and stability. From the perspective of Signaling Theory, a large size
serves as a positive signal to investors and stakeholders, as it reflects quality and
promising profitability potential. According to (Brigham and Houston 2020),
larger companies usually have better access to various resources, such as funding,
technology, and skilled labor, all of which support operational efficiency and
facilitate higher profitability. Research by (Hirdinis 2019), (Natsir and Yusbardini
2020), and (Atiningsih and Izzaty 2021) found that company size affects
profitability. Thus, the hypothesis in this study is: Hj: Firm size has a effects on
profitability.

Liquidity refers to a company's ability to meet its short-term obligations
and is often viewed as a positive signal regarding the company's financial stability
in the eyes of investors. According to Signaling Theory, companies with good
liquidity levels send signals indicating that they have a solid financial capacity to
handle their obligations, which can enhance market perception of the company's
value. According to (Brigham and Houston 2020), adequate liquidity enables
companies to maintain operational flexibility and avoid the risk of financial
distress, ultimately increasing the company's attractiveness to investors. Research
by (Kahfi, Pratomo, and Aminah 2018), (Hapsoro and Falih 2020), (Reschiwati,
Syahdina, and Handayani 2020), (Darmawan et al. 2020), (Sari and Sedana 2020),
(Jihadi et al. 2021), (Olivia and Wiksuana 2021), and (Ripaluddin, Pasulu, and
Taufiq 2023) found that liquidity has a effects on firm value. Companies with
high liquidity are perceived as more stable and attractive to investors, thereby
increasing their market value. Thus, the hypothesis in this study is: Hs: Liquidity
has a effects on firm value.

Leverage refers to a company's use of debt within its capital structure,
which can signal management's confidence in the company's ability to generate
sufficient profits to meet its debt obligations. According to Signaling Theory, an
optimal level of leverage is considered a positive signal for investors, indicating
that the company is willing to take on debt because it expects its future
performance to cover the cost of that debt. According to (Brigham and Houston
2020), leverage can enhance company value because debt is often a cheaper
source of financing compared to equity, and the interest on debt can also provide
tax benefits. Several studies, including those by (Fosu et al. 2016), (Kahfi,
Pratomo, and Aminah 2018), (Lestari 2023), (Simorangkir 2019), (Jihadi et al.
2021), (Wahid, Ambarwati, and Satmoko 2022), (Ripaluddin, Pasulu, and Taufiq
2023), (Yuliyanti et al. 2023), and (Zulfa, Azam, and Bandono 2024), have found
that leverage has a effects firm value. Optimal leverage has the potential to
increase firm value through financing efficiency and the tax benefits obtained.
Therefore, it can be concluded that the hypothesis in this study is: Hs: Leverage
has a effects on firm value.



Firm size is often associated with company value, where larger companies
are viewed as more stable and capable of facing higher business risks compared to
smaller companies. Based on Signaling Theory, company size can serve as a
positive signal to investors, indicating that the company has financial resilience
and adequate resources to support long-term growth. According to (Brigham and
Houston 2020), larger companies typically have better access to financing and
business networks, enabling them to achieve greater economies of scale and
improved operational efficiency, thus enhancing their competitiveness and value
in the eyes of investors. Several studies have been conducted, including those by
(Susanti and Restiana 2018), (Anggeriani, Fachrudin, and Silalahi 2018),
(Hirdinis 2019), (Sugosha and Artini 2020), (Nugraha et al. 2020), (Reschiwati,
Syahdina, and Handayani 2020), (Hapsoro and Falih 2020), (Natsir and
Yusbardini 2020), (Nurwulandari, Wibowo, and Hasanudin 2021), (Atiningsih
and Izzaty 2021), (Wahid, Ambarwati, and Satmoko 2022), (Lestari 2023), and
(Zulfa, Azam, and Bandono 2024), which found that firm size has a effects on
firm value. A larger company size can strengthen investors' perception of the
company's strength and sustainability, ultimately increasing the market value of
the company. Therefore, it can be concluded that the hypothesis in this study is:
He: Firm size has a effects on firm value.

Profitability is a key factor that reflects a company's financial performance
and is often used as an indicator of the company's ability to generate profits.
Based on Signaling Theory, high profitability is considered a positive signal for
investors as it reflects management efficiency and good growth prospects,
ultimately enhancing the attractiveness and value of the company. According to
(Brigham and Houston 2020), consistent profitability allows a company to
strengthen its financial position, support expansion, and enhance flexibility in the
face of market uncertainties, all of which contribute to an increase in company
value. Several previous studies have been conducted by (Sucuahi and Cambarihan
2016), (Tui et al. 2017), (Rosikah et al. 2018), (Zuhroh 2019), (Dwiastuti and
Dillak 2019), (Sari and Sedana 2020), (Darmawan et al. 2020), (Sugosha and
Artini 2020), (Syamsudin et al. 2020), (Natsir and Yusbardini 2020), (Jihadi et al.
2021), (Yondrichs et al. 2021), (Olivia and Wiksuana 2021), (Suhendry, Toni, and
Simorangkir 2021), (Atiningsih and Izzaty 2021), (Handayani, Indarto, and
Santoso 2022), (Faradila and Effendi 2023), (Buti and Wiyarni 2023), (Lestari
2023), (Budiarti, Moeldjadi, and Wijayanti 2023), (Zulfa, Azam, and Bandono
2024), and (Yuliyanti et al. 2023), which found that profitability affects company
value. High profitability is considered to strengthen investor confidence in the
company’s long-term potential, thereby increasing the company's market value.
Therefore, it can be concluded that the hypothesis in this study is: H;: Profitability
has a effects on firm value.

Profitability is considered capable of mediating the effect of liquidity on
firm value because companies with high liquidity have greater financial flexibility
to fund operations and investments that support achieving higher profits. Based on
Signaling Theory, companies that can maintain high liquidity send a signal of
financial stability to investors, which can enhance positive perceptions of the
company’s profitability potential. According to (Brigham and Houston 2020),
good liquidity can help companies maintain operational smoothness and capitalize
on growth opportunities, which ultimately can enhance profitability. Research by



(Putro and Risman 2021) found that profitability is able to mediate the effect of
liquidity on firm value. Good liquidity supports higher profitability, which
ultimately increases the company's market value in the eyes of investors.
Therefore, it can be concluded that the hypothesis in this study is: Hg: Profitability
is capable of mediating the effect of liquidity on firm value.

Profitability is seen as capable of mediating the effect of leverage on
company value because well-managed leverage can enhance a company's
opportunities to generate higher profits, which subsequently contributes to an
increase in company value. Based on Signaling Theory, the appropriate use of
leverage demonstrates management's confidence in the company's future
prospects, sending a positive signal to investors that the company can manage
debt risk while generating stable profitability. According to (Brigham and
Houston 2020), leverage can be an effective tool for increasing profits, provided
that the company can manage debt costs and take advantage of the tax benefits
derived from interest payments. Research by (Suhendry, Toni, and Simorangkir
2021) found that profitability is able to mediate the relationship between leverage
and firm value. Proper leverage can enhance profitability, which ultimately
strengthens the firm value in the eyes of investors. Therefore, it can be concluded
that the hypothesis in this study is: Hy: Profitability is capable of mediating the
effect of leverage on firm value.

Profitability is believed to be capable of mediating the effect of firm size
on firm value, where larger company size often indicates the capacity to generate
higher profits, which in turn enhances firm value. Based on Signaling Theory,
larger companies can provide positive signals to investors regarding stability and
growth potential, indicating that they possess competitive advantages and
sufficient resources to achieve sustainable profitability. According to (Brigham
and Houston 2020), larger companies are typically associated with higher
operational efficiency and better access to funding sources, which can improve
profitability. Subsequent research by (Natsir and Yusbardini 2020) and
(Atiningsih and Izzaty 2021) found that profitability is able to mediate the effect
of firm size on firm value. Larger firm size increases profitability, which
ultimately enhances the company’s value in the eyes of investors. Therefore, it
can be concluded that the hypothesis in this study is: Hjo: Profitability is capable
of mediating the effect of firm size on firm value.

METHOD

The data used in this study is secondary data obtained the Indonesia Stock
Exchange (IDX) website and the websites of the sample companies. The sample
used in this research consists of companies listed in the LQ45 Index for the period
2018-2022. The sampling technique employed is purposive sampling, with the
following criteria for the companies:

Table 1: Sample Selection Criteria

No Criteria Quantity
1 | Companies listed in the LQ45 Index for the period of 2018-2022 71
Companies that are continuously listed in the LQ45 Index for (48)
the period of 2018-2022
3 | Companies that are part of the banking sector S




4 | Total sample of companies 18

W

Total observation periods 5

6 | Total research sample: 5 per company % 18 periods 90

The study employs panel data analysis using EViews 13 software. This
technique is appropriate as the data encompasses multiple companies (cross-
sections) over several years (time series). Panel data analysis is utilized to control
for unobserved variables, providing more efficient and unbiased estimates
compared to separate cross-sectional or time series analyses.

Data analysis is performed using panel data in EViews 13, which includes
multiple companies (cross-sections) over a defined time period (time series),
resulting in more efficient estimates than those from separate cross-sectional or
time series analyses. Before conducting regression tests, model selection is carried
out using the Chow Test (to choose between the Fixed Effect Model (FEM) or
Common Effect Model (CEM)), the Hausman Test (FEM vs. Random Effect
Model (REM)), and the Lagrange Multiplier Test (REM vs. CEM).

In this study, firm value serves as the dependent variable, measured by
Tobin's Q (the ratio of market value to book value of assets). Profitability is the
mediating variable, measured by Return on Assets (ROA), which reflects the
ability to generate profit. The independent variables include liquidity, measured
by the Current Ratio (CR), indicating the ability to meet short-term obligations;
leverage, measured by the Debt to Equity Ratio (DER), which shows the use of
debt to finance assets; and firm size, measured by the natural logarithm of total
assets.

RESULTS AND DISCUSSIONS
Descriptive Statistics

Based on purposive sampling, there are 18 companies that meet the criteria
for this study, covering a total research period of 5 years, resulting in 90
observations. Below are the descriptive statistics for the research sample.

Table 1 Research Results

CR DER SIZE ROA TOB Q
Mean 2.069762 0.995962 31.74953 0.098193 2.370528
Median 1.793200 | 0.716950 31.73615 0.069050 1.328050
Maximum 5.654800 | 3.582700 33.65520 0.466600 18.35510
Minimum 0.335600 | 0.126200 30.42460 | -0.057200 | 0.531200
Std. Dev. 1.222886 0.865086 | 0.858551 0.091028 3.136242
Observations 90 90 90 90 90

Source : secondary data (2024)

Based on Table 1, the minimum value for liquidity (Current Ratio) is
0.335600, observed in the company EXCL in 2019. The maximum value is
5.654800, recorded by the company INCO in 2022. The mean value is 2.069762,
with a standard deviation of 1.222886. The minimum value for leverage (Debt to
Equity Ratio) is 0.126200, shown by the company MNCN in 2022, while the
maximum value is 3.582700, indicated by the company UNVR in 2022. The mean
value for this variable is 0.995962, with a standard deviation of 0.865086.
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Next, the minimum value for firm size is 30.42460, observed in the
company MNCN in 2018. The maximum value is 33.65520, recorded by the
company ASII in 2022. The mean value for this variable is 31.74953, with a
standard deviation of 0.858551. The minimum value for profitability (ROA) is —
0.057200, shown by the company EXCL in 2018. The maximum value is
0.466600, indicated by the company UNVR in 2018. The mean value for this
variable is 0.098193, with a standard deviation of 0.091028. The minimum value
for firm value (Tobin’s Q) is 0.531200, observed in the company ANTM in 2021,
while the maximum value is 18.35510, recorded by the company UNVR in 2018.
The mean value for this variable is 2.370528, with a standard deviation of
3.136242.

Normality Test
Structure I : The Impact of Liquidity, Leverage, and Firm Size on Profitability

Table 4: Results of Normality Test for Structure I
Long-run Normality Test

Date: 11/05/24 Time: 04:11

Sample: 2018 2022

Included observations: 90

Statistic Prob.
Skewness 0.457209 0.323761
Skewness 3/5 2.651.624 0.004005
Kurtosis 1.378.591 0.084010
Normality 4.733.084 0.093805

Source : secondary data (2024)
Based on Table 4 above, it is noted that the probability value is 0.093805
(>0.05), which allows us to conclude that the data follows a normal distribution.

Structure II: The Impact of Liquidity, Leverage, Firm Size, and Profitability on
Firm Value
Table 5: Results of Normality Test for Structure 11
Long-run Normality Test
Date: 11/05/24 Time: 04:11
Sample: 2018 2022
Included observations: 90

Statistic Prob.
Skewness -0.149635 0.559474
Skewness 3/5 1.724.144 0.042341
Kurtosis 1.647.849 0.049692
Normality 3.448.649 0.178293

Source : secondary data (2024)
Based on Table 5 above, it is noted that the probability value is 0.178293
(>0.05), which allows us to conclude that the data follows a normal distribution.

Model Selection Analysis
Structure I : The Impact of Liquidity, Leverage, and Firm Size on Profitability
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Based on the Chow Test results, the Cross-section F value is 0.0000 <
0.05, indicating that the chosen model is the Fixed Effect Model. The Hausman
Test results show that the Cross-section random value is 0.0005 < 0.05,
confirming that the Fixed Effect Model is preferred. The Lagrange Multiplier
Test, Breusch-Pagan, also yields a value of 0.0000 < 0.05, leading to the choice of
the Random Effect Model. Therefore, it can be concluded that the best model for
this study is the Fixed Effect Model.

Structure II: The Impact of Liquidity, Leverage, Firm Size, and Profitability on
Firm Value

Similar to Structure I, the Chow Test results indicate a Cross-section F
value of 0.0000 < 0.05, leading to the selection of the Fixed Effect Model. The
Hausman Test results show a Cross-section random value of 0.0000 < 0.05,
confirming the Fixed Effect Model. The Lagrange Multiplier Test also yields a
value of 0.0000 < 0.05, supporting the Random Effect Model. Thus, the
conclusion remains that the best model for this study is the Fixed Effect Model.

Panel Data Regression Analysis

Structure I : The Influence of Liquidity, Leverage, and Firm Size on
Profitability
Table 2 Regression Test Structure 1
Variable Coefficient | Std. Error t-Statistic Prob.
C -1.414084 0.696202 -2.031140 0.0461
CR 0.013543 0.010871 1.245752 0.2171
DER -0.078628 0.018517 -4.246255 0.0001
SIZE 0.049215 0.022228 2.214097 0.0301
Effects Specification
Cross-section fixed (dummy variables)
R-squared 0.868238 | Mean dependent var 0.098193
Adjusted R-squared | 0.830046 | S.D. dependent var 0.091028

Source : secondary data (2024)

Based on Table 2, the regression for Structure I is as follows:

ROA =-1.414084 + 0.013543*CR - 0.078628*DER + 0.049215*SIZE

The regression coefficient value of the liquidity measured by the current
ratio is 0.013543 with a probability value of 0.2171 (> 0.05), so the liquidity has
no effect on profitability. Based on these results, it can be concluded that H; is
rejected.

The regression coefficient value of leverage measured by the debt to
equity ratio is -0.078628 with a probability value of 0.0001 (<0.05), so leverage
has an effect on profitability. Based on these results, it can be concluded that H; is
accepted.

The regression coefficient value of company size followed by Size is
0.049215 with a probability value of 0.0301 (<0.05), so firm size has an effect on
profitability. Based on these results, it can be concluded that H; is accepted.

Furthermore, the Adjusted R-squared value is 0.830046, which allows us
to conclude that the influence of liquidity, leverage, and firm size on profitability
accounts for 83.00%, while the remaining 17.00% is attributed to other factors.
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Structure II: The Influence of Liquidity, Leverage, Firm Size, and Profitability on
Firm Value

Table 3 Regression Test Structure 11

Variable Coefficient | Std. Error | t-Statistic Prob.
C 31.74085 | 16.91184 | 1.876842 | 0.0648
CR 0.328991 | 0.259389 | 1.268330 | 0.2090
DER -1.647843 | 0.490714 | -3.358054 | 0.0013
SIZE -0.925157 | 0.542815 | -1.704370 | 0.0929
ROA 9.809679 | 2.840672 | 3.453295 | 0.0010
Effects Specification

Cross-section fixed (dummy variables)

R-squared 0.939092 | Mean dependent var |2.370528
Adjusted R-squared 0.920282 | S.D. dependent var |3.136242

Source : secondary data (2024)

Based on Table 3, the regression for Structure Il is as follows:

TOB_Q = 31.74085 + 0.328991*CR - 1.647843*DER -0.925157*SIZE +
9.809679*ROA

The regression coefficient value of the liquidity measured by the current
ratio is 0.328991 with a probability value of 0.2090 (> 0.05), so the liquidity has
no effect on firm value. Based on these results, it can be concluded that Hy is
rejected.

The regression coefficient value of leverage measured by the debt to
equity ratio is -1.647843 with a probability value of 0.0013 (<0.05), so leverage
has an effect on firm value. Based on these results, it can be concluded that Hs is
accepted.

The regression coefficient value of company size followed by Size is -
0.925157 with a probability value of 0.0929 (>0.05), so firm size has no effect on
firm value. Based on these results, it can be concluded that He is accepted.

The regression coefficient value of profitability measured by the return on
assets is 9.809679 with a probability value of 0.0013 (<0.05), so profitability has
an effect on firm value. Based on these results, it can be concluded that H; is
accepted..

Furthermore, the Adjusted R-squared value is 0.920282, indicating that the
influence of liquidity, leverage, firm size, and profitability on firm value accounts
for 92.03%, with the remaining 7.97% influenced by other factors.

Sobel Test

Table 4 Results of the Sobel Test
Test statistik  |Std. Error p-value
CR— ROA— Tob. Q 1,17186757 0,11336817 0,24125023
DER— ROA— Tob. Q |-2,67915963 0,28789454 10,00738072
SIZE— ROA— Tob. Q [1,86389404 0,25901867 10,06233659

Source : secondary data (2024)
From the results of the Sobel test, a p-value of 0.24125023 (>0.05) was
obtained with a test statistic of 1.17186757 so that Hg was rejected. Thus, it can be
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concluded that profitability is unable to mediate the effect of liquidity on firm
value.

The Sobel test results show a p-value of 0.00738072 (< 0.05) with a test
statistic of -2.67915963, leading to the acceptance of Hy. This concludes that
profitability can mediate the effect of leverage on firm value.

The Sobel test results indicate a p-value of 0.06233659 (> 0.05) with a test
statistic of 1.86389404, leading to the rejection of Hjy. Thus, it can be concluded
that profitability cannot mediate the effect of firm size on firm value.

Discussion

The Effect of Liquidity on Profitability

This study finds that liquidity, measured by the Current Ratio (CR), does
not have a significant effect on profitability. This indicates that, although current
assets are available to meet short-term obligations, this does not automatically
lead to increased profits. According to Signaling Theory, high liquidity can send a
positive signal to investors regarding the financial stability of the company;
however, without productive utilization, its impact on profitability is limited.
(Brigham and Houston 2020) support this view by stating that high liquidity is
often maintained for security purposes, but if those funds are merely held or
allocated to less productive activities, their influence on profitability remains
minimal. In practice, many companies in the LQ45 index maintain high liquidity
to face economic uncertainty, but uninvested current assets merely serve as
reserves without making a significant contribution to profits. These findings align
with previous research by (Krismunita and Imronudin 2021) and (Handayani,
Indarto, and Santoso 2022), which found that liquidity does not significantly
affect profitability. Thus, this finding reinforces the notion that liquidity, as
measured by the CR, only provides limited benefits to profitability if not
accompanied by effective asset utilization strategies.

The Effect of Leverage on Profitability

This study finds that leverage, measured by the Debt to Equity Ratio
(DER), has a significant impact on profitability, indicating that appropriate use of
debt within the capital structure can enhance profits. Based on Signaling Theory,
optimal leverage can send a positive signal to investors that the company is
confident in managing debt to maximize profitability. According to (Brigham and
Houston 2020), well-managed leverage can provide tax benefits through the
reduction of taxable income by interest expenses; however, excessive use of debt
increases the risk of bankruptcy. In practice, companies in the LQ45 index often
leverage debt to scale up operations and expand their markets, particularly when
investment opportunities are high but internal resources are limited. When
managed efficiently, leverage can enhance profitability; however, if not managed
properly, the cost of debt can burden the company's profits. These results align
with previous research conducted by (Nugraha et al. 2020), (Bintara 2020),
(Suhendry, Toni, and Simorangkir 2021), and (Ripaluddin, Pasulu, and Taufiq
2023), which found that leverage has a effects on profitability. Properly managed
DER allows companies to achieve financial gains without excessively increasing
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risk, making optimal leverage a strategic tool for boosting profitability with
careful financial strategies.

The Effect of Firm Size on Profitability

This study finds that firm size, measured by the natural logarithm of total
assets (Ln Total Assets), has an impact on profitability, indicating that larger
companies tend to have higher profitability due to their broad operational scale
and cost efficiency gained from economies of scale. Based on Signaling Theory, a
larger firm size sends a positive signal to investors about stability and growth
potential, which enhances confidence in the company's ability to generate profits.
(Brigham and Houston 2020) explain that larger firms typically have better access
to resources, such as funding, technology, and skilled labor, which supports
operational efficiency and profitability. In practice, companies in the LQ45 index
often leverage their substantial assets to strengthen market positions and pursue
investment opportunities that are difficult for smaller firms to access. However,
without efficient management, large size can become a burden, increasing costs
and lowering profit margins. These findings align with previous research by
(Hirdinis 2019), (Natsir and Yusbardini 2020), and (Atiningsih and Izzaty 2021),
which found that firm size affects profitability, as larger firms can optimize their
assets for productive activities and achieve higher profits.

The Effect of Liquidity on Firm Value

This study indicates that liquidity, measured by the Current Ratio (CR),
does not impact firm value, suggesting that high liquidity does not automatically
enhance the company’s value in the eyes of investors. According to Signaling
Theory, high liquidity should signal financial stability, but if current assets are not
productively invested in high-return ventures, their impact on firm value remains
limited. (Brigham and Houston 2020) also assert that excess liquidity may signal
inefficient asset use, as liquid assets not allocated to productive investments will
not directly contribute to increasing firm value. In practice, many companies in
the LQ45 index maintain high liquidity as a reserve against economic uncertainty,
but they tend not to use it for long-term value growth. These findings align with
previous studies by (Tui et al. 2017), (Adiputra and Hermawan 2020), (Putro and
Risman 2021), (Suhendry, Toni, and Simorangkir 2021), (Nurwulandari, Wibowo,
and Hasanudin 2021), (Yondrichs et al. 2021), (Wahid, Ambarwati, and Satmoko
2022), (Handayani, Indarto, and Santoso 2022), (Budiarti, Moeldjadi, and
Wijayanti 2023), (Yuliyanti et al. 2023), and (Zulfa, Azam, and Bandono 2024),
which found that liquidity does not affect firm value, as high liquidity often serves
only as a buffer without impact on firm value unless it is managed within a
productive investment strategy.

The Effect of Leverage on Firm Value

This study finds that leverage, measured by the Debt to Equity Ratio
(DER), impacts firm value, indicating that optimal debt usage can enhance firm
value by expanding investment capacity without increasing equity. According to
Signaling Theory, appropriate leverage sends a positive signal to investors that the
company can manage debt to improve performance and value. (Brigham and
Houston 2020) note that leverage can offer tax benefits through interest
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deductions; however, excessive debt increases bankruptcy risk, potentially
reducing perceptions of firm value. In practice, LQ45 index companies often use
leverage to strengthen capital and expand markets, increasing their attractiveness
to investors. However, excessive leverage can be detrimental if debt burdens
exceed returns, reducing profits and decreasing firm value. These findings are
consistent with studies by (Fosu et al. 2016), (Kahfi, Pratomo, and Aminah 2018),
(Lestari 2023), (Simorangkir 2019), (Jihadi et al. 2021), (Wahid, Ambarwati, and
Satmoko 2022), (Ripaluddin, Pasulu, and Taufiq 2023), (Yuliyanti et al. 2023),
and (Zulfa, Azam, and Bandono 2024), which found that leverage impacts firm
value, as wisely managed leverage can increase firm value, while uncontrolled
leverage threatens stability and firm value.

The Effect of Firm Size on Firm Value

The study results show that firm size, measured by the natural logarithm of
total assets (Ln Total Assets), does not influence firm value, indicating that firm
size is not always a primary indicator of firm value. In the context of signaling
theory, large firms with more resources and stability do not necessarily provide a
positive signal to investors, especially if they face managerial issues or
operational inefficiencies. (Brigham and Houston 2020) note that in a competitive
business environment, firm size alone is not the determining factor of value.
These findings align with previous studies by (Tui et al. 2017), (Dwiastuti and
Dillak 2019), (Adiputra and Hermawan 2020), (Nurwulandari, Wibowo, and
Hasanudin 2021), (Handayani, Indarto, and Santoso 2022), (Yulandri, Hertina,
and Asih 2023), and (Hechmi and Saanoun 2024), which found that firm size
(SIZE) does not impact firm value. This also implies that while larger firms may
hold more assets, it does not guarantee an increase in firm value. The findings
emphasize the importance of effective management and the firm’s ability to send
positive signals to the market, rather than relying solely on large size as an
indicator of performance and value.

The Effect of Profitability on Firm Value

The study results show that profitability, measured by Return on Assets
(ROA), influences firm value, indicating that good financial performance can
enhance investors' positive perception of firm value. In the framework of
signaling theory, profitability serves as a positive signal indicating management’s
efficiency in generating profits from its assets, thereby increasing investor
confidence. (Brigham and Houston 2020) explain that in a competitive business
environment, investors tend to focus on financial performance as an indicator of
growth potential, where strong profitability builds confidence in the firm’s ability
to expand. These findings are consistent with studies by (Sucuahi and Cambarihan
2016), (Tui et al. 2017), (Rosikah et al. 2018), (Zuhroh 2019), (Dwiastuti and
Dillak 2019), (Sari and Sedana 2020), (Darmawan et al. 2020), (Sugosha and
Artini 2020), (Syamsudin et al. 2020), (Natsir and Yusbardini 2020), (Jihadi et al.
2021), (Yondrichs et al. 2021), (Olivia and Wiksuana 2021), (Suhendry, Toni, and
Simorangkir 2021), (Atiningsih and Izzaty 2021), (Handayani, Indarto, and
Santoso 2022), (Faradila and Effendi 2023), (Buti and Wiyarni 2023), (Lestari
2023), (Budiarti, Moeldjadi, and Wijayanti 2023), (Zulfa, Azam, and Bandono
2024), and (Yulianti et al. 2024), which found that profitability influences firm
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value. This shows that high profitability, including ROA, contributes positively to
firm value, underscoring the importance of profitability in attracting investor
attention and trust, with implications for enhancing the firm’s market value.

Profitability as a Mediator of the Effect of Liquidity on Firm Value

The research findings indicate that profitability does not mediate the effect
of liquidity on firm value, suggesting that while liquidity is an important factor,
profitability does not always act as a connecting element that strengthens this
relationship. In the context of signaling theory, good liquidity can provide a
positive signal regarding the financial health of a company; however, if
profitability is low, investors may remain skeptical about the company’s long-
term growth prospects, thereby hindering the improvement of firm value.
(Brigham and Houston 2020) state that firms with high liquidity but low
profitability are often perceived as higher-risk, which can reduce their
attractiveness to investors. These findings align with studies by (Handayani,
Indarto, and Santoso 2022) and (Ripaluddin, Pasulu, and Taufiq 2023), who also
found that profitability does not mediate the effect of liquidity on firm value.
Liquidity may directly impact firm value without needing profitability as a
mediator, highlighting that a company may have strong cash flow yet be
inefficient at generating profit. These results underscore the complexity of the
relationship between liquidity, profitability, and firm value, where other factors
may play a more dominant role in shaping investor perceptions.

Profitability as a Mediator of the Effect of Leverage on Firm Value

The research findings show that profitability successfully mediates the
effect of leverage on firm value, indicating that good profitability performance
can enhance the positive impact of leverage on firm value. From the perspective
of signaling theory, the use of debt can signal that the company has opportunities
to increase profitability through debt-financed investments; if the company can
generate sufficient profits, profitability acts as a mediator that strengthens the
positive signal about the company’s value. (Brigham and Houston 2020)
emphasize that as long as a company can generate profit to cover debt costs,
leveraging can boost shareholder returns. These findings are consistent with
research by (Suhendry, Toni, and Simorangkir 2021), which found that
profitability mediates the relationship between leverage and firm value.
Profitability plays a critical role in mediating the link between leverage and firm
value, where companies that efficiently manage debt and generate profits tend to
have a higher perceived value among investors. This shows that profitability not
only reflects the company’s financial health but also enhances investor
perceptions of the risks and potential returns of debt usage.

Profitability as a Mediator of the Effect of Firm Size on Firm Value

The research findings indicate that profitability does not mediate the effect
of firm size on firm value. This suggests that while firm size can affect firm value,
profitability performance does not act as a connecting factor that strengthens this
relationship. In signaling theory terms, large companies often signal stability and
business continuity to investors; however, firm size alone does not guarantee
strong profitability. (Brigham and Houston 2020) explain that, in practice, large
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companies with extensive assets are not necessarily efficient in resource
management, which can lead to low profitability. These findings align with the
research by (Hirdinis 2019), who found that profitability does not mediate the
relationship between firm size and firm value. This underscores the complexity of
the relationship between firm size, profitability, and firm value, where
profitability may not always serve as a determining factor in the context of firm
size.

CONCLUSIONS

This study contributes to the literature on the relationships among
liquidity, leverage, firm size, profitability, and firm value. The results indicate that
profitability does not mediate the effects of liquidity and firm size on firm value
but can mediate the effect of leverage on firm value, providing new insights into
the internal mechanisms of companies within the context of the Indonesian capital
market, specifically for firms listed in the LQ45 index. Theoretically, these
findings highlight the need to consider mediating factors in models linking capital
structure and firm performance, as direct effects This research also offers insights
that can be utilized by company management, investors, and policymakers. The
findings underscore the importance of prudent leverage management, as high
leverage without adequate profitability can decrease firm value. Investors may
also use this information to be more cautious when evaluating companies with
high leverage but low profitability.

The study uses data from companies within the LQ45 index for the period
2018-2022. This limitation may restrict the generalizability of the results to all
companies listed on the Indonesia Stock Exchange (IDX) or companies in other
sectors. Although this research considers several important variables such as
liquidity, leverage, firm size, and profitability, many other variables could
influence firm value, such as innovation, risk management, or corporate
governance quality, which were not included in this study's model. The research
employs panel data analysis with a Fixed Effect Model. While this method is
suitable for panel data, it may not fully capture all dynamics occurring within
companies, especially those related to external factors such as macroeconomic
conditions or regulatory changes.

Future researchers could expand the sample to include companies from
various sectors and extend the study period to see if these findings hold consistent
over a longer timeframe and across different sectors. Additionally, incorporating
additional variables such as risk management or corporate governance could help
examine how these factors interact with liquidity, leverage, and firm size in
influencing firm value. Future research could also employ alternative
methodological approaches, such as path analysis or structural equation modeling
(SEM), to test more complex relationships among the studied variables.
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THE ROLE OF PROFITABILITY IN MEDIATING
DETERMINANTS OF FIRM VALUE

ABSTRACT

This study aims to analyze the role of profitability in mediating the relationship between liquidity,
leverage, and firm size in relation to firm value. The data used in this study are secondary data
obtained from the Indonesia Stock Exchange websites. The population consists of 71 companies
listed in the LQ45 index for the period 2018-2022. The study sample includes 18 non-bank
companies within the LQ45 index, selected through purposive sampling, yielding a total of 90
observations over five years. Data analysis was conducted using panel data with EViews 13
software. model selection was carried out through the Chow Test, Hausman Test, and Lagrange
Multiplier Test. The results indicate that liquidity has no effect on profitability, whereas leverage
and firm size significantly impact profitability. Furthermore, leverage influences firm value, while
liquidity and firm size show no significant effect on firm value. Profitability does not mediate the
effect of liquidity and firm size on firm value but does mediate the effect of leverage on firm
value. Theoretically, this research complements previous theories and serves as a reference for
future studies. Practically, investors can utilize this information to exercise caution when assessing
companies with high leverage levels but low profitability.

Keywords: Profitability, Liquidity, Leverage, Firm Size, Firm Value.

INTRODUCTION

Firm value is one of the primary indicators used by investors to assess a
company's performance and future prospects. High firm value reflects investor
confidence in the company’s ability to generate profits and sustain itself over the

long term. According to ](Anggeriani, Fachrudin, and Silalahi 2018ﬂ, maximizing

firm value is crucial for a company, as it also maximizes shareholder wealth,
which is the primary objective of a business. Numerous studies have examined
factors affecting firm value, yet their findings have been inconsistent. Factors
such as liquidity, leverage, firm size, and profitability can influence firm value.

High liquidity signals to investors that the company has sound financial
health and a low risk of bankruptcy. However, excessive liquidity may also
indicate that a company is not optimally utilizing its financial resources. Several
studies, including (Kahfi, Pratomo, and Aminah 2018), (Hapsoro and Falih 2020),
(Reschiwati, Syahdina, and Handayani 2020), (Darmawan et al. 2020), (Sari and
Sedana 2020), (Jihadi et al. 2021), (Olivia and Wiksuana 2021), and (Ripaluddin,
Pasulu, and Taufiq 2023) liquidity has a positive effect on firm value. In contrast,
studies by (Tui et al. 2017), (Adiputra and Hermawan 2020), (Putro and Risman
2021), (Suhendry, Toni, and Simorangkir 2021), (Nurwulandari, Wibowo, and
Hasanudin 2021), (Yondrichs et al. 2021), (Wahid, Ambarwati, and Satmoko
2022), (Handayani, Indarto, and Santoso 2022), (Budiarti, Moeldjadi, and
Wijayanti 2023), (Yuliyanti et al. 2023), dan (Zulfa, Azam, and Bandono 2024)
indicate that liquidity (CR) does not affect firm value.
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The second factor affecting firm value is leverage. The leverage ratio is
used to measure the extent to which a company's activities are financed by debt,
including both short-term and long-term debt. A higher leverage ratio indicates a
greater level of dependence on external parties (creditors) and a larger amount of
interest expenses that the company must pay. Leverage reflects how much debt a
company uses in its capital structure. When used appropriately, debt can provide
tax benefits and increase earnings per share. However, excessive debt can lead to
a higher risk of bankruptcy, which may diminish firm value. Several studies have
been conducted, including those by (Fosu et al. 2016), (Kahfi, Pratomo, and
Aminah 2018), (Lestari 2023), (Simorangkir 2019), (Jihadi et al. 2021), (Wahid,
Ambarwati, and Satmoko 2022), (Ripaluddin, Pasulu, and Taufiq 2023),
(Yuliyanti et al. 2023), and (Zulfa, Azam, and Bandono 2024), which found that
leverage significantly affects firm value. In contrast, research by (Dwiastuti and
Dillak 2019), (Suhendry, Toni, and Simorangkir 2021), (Almomani et al. 2022),
(Handayani, Indarto, and Santoso 2022), (Yulandri, Hertina, and Asih 2023), and
(Habakkuk, Nduati, and Wang’ombe 2023) found that leverage does not affect
firm value.

Firm size is also a significant factor in determining firm value. Larger
companies typically have better access to resources and capital markets, which
can help them maintain stable performance and enhance firm value. However,
company size can also lead to inefficiencies that ultimately negatively impact firm
value. Several studies have been conducted, including those by (Susanti and
Restiana 2018), (Anggeriani, Fachrudin, and Silalahi 2018), (Hirdinis 2019),
(Sugosha and Artini 2020), (Nugraha et al. 2020), (Reschiwati, Syahdina, and
Handayani 2020), (Hapsoro and Falih 2020), (Natsir and Yusbardini 2020),
(Nurwulandari, Wibowo, and Hasanudin 2021), (Atiningsih and Izzaty 2021),
(Wahid, Ambarwati, and Satmoko 2022), (Lestari 2023), and (Zulfa, Azam, and
Bandono 2024), which found that firm size has a effects on firm value. In
contrast, research by (Tui et al. 2017), (Dwiastuti and Dillak 2019), (Adiputra and
Hermawan 2020), (Nurwulandari, Wibowo, and Hasanudin 2021), (Handayani,
Indarto, and Santoso 2022), (Yulandri, Hertina, and Asih 2023), and (Hechmi and
Saanoun 2024) found that firm size (SIZE) does not affect firm value.

High profitability can enhance investor confidence, which in turn can
increase firm value. Profitability is the end result of a series of policies and
decisions made by the company (Brigham and Houston 2020). Several previous
studies have been conducted, including those by (Sucuahi and Cambarihan 2016),
(Tui et al. 2017), (Rosikah et al. 2018), (Zuhroh 2019), (Dwiastuti and Dillak
2019), (Sari and Sedana 2020), (Darmawan et al. 2020), (Sugosha and Artini
2020), (Syamsudin et al. 2020), (Natsir and Yusbardini 2020), (Jihadi et al. 2021),
(Yondrichs et al. 2021), (Olivia and Wiksuana 2021), (Suhendry, Toni, and
Simorangkir 2021), (Atiningsih and Izzaty 2021), (Handayani, Indarto, and
Santoso 2022), (Faradila and Effendi 2023), (Buti and Wiyarni 2023), (Lestari
2023), (Budiarti, Moeldjadi, and Wijayanti 2023), (Zulfa, Azam, and Bandono
2024), and (Yulianti et al. 2024), which found that profitability affects firm value.
In contrast, research conducted by (Astuti, Wahyudi, and Mawardi 2018),
(Reschiwati, Syahdina, and Handayani 2020), (Hapsoro and Falih 2020),
(Nurwulandari, Wibowo, and Hasanudin 2021), (Ripaluddin, Pasulu, and Taufiq



2023), and (Yuliyanti et al. 2023) found that profitability does not affect firm
value.

Furthermore, profitability, which reflects a company's ability to generate
profits, is considered a key factor that mediates the relationship between liquidity,
leverage, and firm size on firm value. The liquidity of a company has an impact
on its value, both directly and through profitability as a mediator. Adequate
liquidity enables a company to meet its short-term obligations, providing
confidence to investors about the company's financial stability, which can enhance
firm value. However, high liquidity also needs to be balanced with effective
management to avoid hindering asset productivity. With maintained liquidity, the
company can operate efficiently, supporting an increase in profitability. High
profitability indicates optimal company performance, thus enhancing its
attractiveness to investors and ultimately increasing firm value. Several previous
studies have been conducted, including those by (Tahu and Susilo 2017), (Tui et
al. 2017), (Nugraha et al. 2020), (Bintara 2020), (Suhendry, Toni, and
Simorangkir 2021), (Ripaluddin, Pasulu, and Taufiq 2023) and (Nguyen, Le, and
Nguyen 2024), which found that liquidity affects profitability. In contrast,
research conducted by (Krismunita and Imronudin 2021) and (Handayani, Indarto,
and Santoso 2022) found that liquidity does not affect profitability. Further
research by (Putro and Risman 2021) found that profitability can mediate the
effect of liquidity on firm value. However, the studies by (Handayani, Indarto, and
Santoso 2022) and (Ripaluddin, Pasulu, and Taufiq 2023) found that profitability
is not capable of mediating the effect of liquidity on firm value.

Furthermore, a company's leverage has an important relationship with firm
value, particularly when influenced by the mediating role of profitability. Optimal
use of leverage allows a company to finance investments without sacrificing
equity, thereby increasing potential profits and growth. However, high leverage
also increases financial risk and interest costs, which can reduce net income. In
this context, profitability mediates the relationship by demonstrating the
company's effectiveness in managing debt to generate profits. If a company can
efficiently use leverage to enhance profitability, it will attract investor interest and
increase firm value. Conversely, if leverage fails to improve profitability, the
financial risks borne by the company may negatively impact its value. Several
previous studies have been conducted, including those by (Nugraha et al. 2020),
(Bintara 2020), (Suhendry, Toni, and Simorangkir 2021), and (Ripaluddin,
Pasulu, and Taufiq 2023), which found that leverage affects profitability. In
contrast, research by (Hamidah 2016), (Makhdalena 2018), (Ramadhanti,
Amaliawiati, and Nugraha 2021), and (Handayani, Indarto, and Santoso 2022)
found that leverage does not affect profitability. Additionally, the study by
(Suhendry, Toni, and Simorangkir 2021) found that profitability can mediate the
relationship between leverage and firm value, while the research by (Ripaluddin,
Pasulu, and Taufiq 2023) found that profitability does not mediate the relationship
between leverage and firm value.

The relationship between firm size and firm value through profitability is
supported by research findings from (Hirdinis 2019), (Natsir and Yusbardini
2020), and (Atiningsih and Izzaty 2021), which indicate that firm size affects
profitability. In contrast, (Tui et al. 2017) found that firm size does not influence
profitability. Subsequent studies by Natsir and Yusbardini (2020) and (Atiningsih



and Izzaty 2021) found that profitability can mediate the effect of firm size on
firm value. Meanwhile, (Hirdinis 2019) found that profitability does not mediate
the relationship between firm size and firm value.

This study examines the impact of liquidity, leverage, and firm size on
firm value with profitability, measured through Return on Assets (ROA), as a
mediating variable, and has yielded varied findings. Some studies found that ROA
can mediate the effect of liquidity on firm value, as reported by (Putro and
Risman 2021). However, other studies showed different results, such as the
research conducted by (Handayani, Indarto, and Santoso 2022), which concluded
that profitability does not mediate the effect of liquidity on firm value. Similarly,
in the context of leverage, research by (Suhendry, Toni, and Simorangkir 2021)
indicates that ROA can mediate the effect of leverage on firm value, while the
study by (Ripaluddin, Pasulu, and Taufiq 2023) states otherwise. The
inconsistency of these results creates a gap that highlights the need for further
studies to clarify the role of ROA as an effective mediator in this model.

The novelty of this research lies in the comprehensive approach used to
analyze the role of ROA as a mediating variable in the effects of liquidity,
leverage, and firm size on firm value. While most previous studies have tended to
examine these variables separately or have focused only on their direct effects on
firm value, this study offers an integrated approach by evaluating all three
variables simultaneously. This provides a new perspective that enriches the
academic literature and generates deeper insights into the mediating role of ROA
in enhancing firm value.

This research is highly urgent as it aims to address the inconsistencies in
the results of previous studies. Considering that firm value is a primary reference
for investors in making investment decisions, understanding the role of
profitability as a mediating variable will provide practical guidance for companies
in enhancing investor confidence and attractiveness. Thus, this study is relevant
for financial managers in their efforts to maximize firm value through better
management of liquidity, leverage, and firm size.

In terms of originality, this research offers a novel contribution by
integrating these three variables into a single model and examining the
effectiveness of profitability as a mediating factor. This study also utilizes more
recent data and analysis methodologies tailored to the current economic
conditions, making the results more relevant for practical guidance and corporate
strategies.

The objective of this research is to examine and analyze whether ROA can
mediate the effects of liquidity, leverage, and firm size on firm value, both
directly and indirectly. Additionally, this study aims to comprehensively explain
the extent to which these three variables influence firm value. The findings of this
research are expected to contribute academically by enriching the literature on the
role of profitability as a mediating variable. Practically, the results are anticipated
to provide guidance for financial managers in making decisions related to
liquidity management, leverage, and firm size, which ultimately can enhance
profitability and firm value.



LITERATURE REVIEW

Signaling Theory

Signaling theory was proposed by Michael Spence in 1973, suggesting
that asymmetric information between company managers and investors can be
addressed through signals provided by management. In this context, companies
use financial reports or strategic actions as signals to investors regarding the
company's condition and prospects. (Brigham and Houston 2020) explain that the
information conveyed by management through financial statements, dividend
policies, or investment decisions can serve as signals about the company's status
and future potential to external parties. These signals help reduce the information
asymmetry between managers and investors, assisting investors in making better
investment decisions. Actions that are perceived as positive signals, such as
increased profits or the announcement of new projects, can enhance investor
confidence and have a positive impact on firm value.

Firm Value

Firm value represents the market’s perception of the overall performance
and future prospects of the company. According to (Brigham and Houston 2020),
firm value can be defined as the market value assessed through stock price and the
total equity held by shareholders. Firm value is crucial because the primary
objective of financial management is to maximize it for the benefit of
shareholders. A common measure used to assess firm value is Tobin’s Q, which is
the ratio of the company’s market value of assets (market capitalization) to the
replacement cost of the company’s assets.

Profitability

Profitability is a measure of a company's performance in generating profit
relative to its sales, assets, or equity. According to (Brigham and Houston 2020),
profitability is a key indicator used to assess how efficiently a company's
management utilizes its resources to generate earnings. High profitability
indicates that the company has successfully managed its assets efficiently to
generate profits, which is a sign of good financial performance. Profitability is
also often used as a mediating variable that strengthens the relationship between
other financial factors and company value, as good performance typically
enhances investor confidence.

Liquidity

Liquidity refers to a company's ability to meet its short-term obligations as they
come due without facing financial difficulties. According to (Brigham and Houston
2020), liquidity is crucial for a company as it reflects the ability to convert current assets
into cash to fulfill short-term liabilities. High liquidity can reduce the risk of bankruptcy
because the company can meet its short-term obligations. However, excessive liquidity
may also indicate inefficient cash management, as an excess of current assets can
decrease profitability levels.

Leverage
Leverage refers to the use of debt financing to enhance the potential return to a
company's shareholders. According to (Brigham and Houston 2020), leverage reflects



the extent to which a company utilizes debt in its capital structure, which can increase
both risk and potential returns for shareholders. Leverage can provide benefits in the form
of increased profits if the investments financed with debt yield returns greater than the
cost of the debt itself. However, leverage also carries risks, particularly financial risk,
because the higher the debt, the greater the obligation for interest and principal
repayments that the company must fulfill. If a company fails to meet these obligations, it
could lead to bankruptcy. Companies with high leverage have more debt compared to
equity, which can provide tax benefits but also heightens financial risk. High leverage can
increase the value of a company due to tax advantages, but if it becomes excessive, it may
raise the risk of bankruptcy.

Firm Size

Firm size is an important factor in financial analysis and management strategy.
According to (Brigham and Houston 2020), firm size, measured by total assets or sales,
reflects the capacity and stability of a company in its operations and can influence market
perceptions. Firm size is often associated with the total assets owned, which reflects the
magnitude of resources available to support business operations and expansion.
Generally, the larger the company size, the greater its capacity to obtain financing from
capital markets, whether through equity or debt.

Hypothesis Development

In signaling theory, high liquidity can serve as a positive signal for
investors, indicating that the company has a good ability to meet its short-term
obligations and manage cash efficiently, which in turn can enhance investor
confidence and create opportunities for increased profitability. (Brigham and
Houston 2020) explain that adequate liquidity allows a company to take
advantage of profitable investment opportunities and avoid costs associated with
late payments or reliance on short-term funding sources. ’Several previous studies
conducted by (Tahu and Susilo 2017), (Tui et al. 2017), (Nugraha et al. 2020),
(Suhendry, Toni, and Simorangkir 2021), (Ripaluddin, Pasulu, and Taufiq 2023),
and (Nguyen, Le, and Nguyen 2024) found that liquidity influences proﬁtability.{
Companies with adequate cash reserves tend to be more stable and flexible in
investing in productive assets, which ultimately enhances their financial
performance. This indicates that good liquidity management not only maintains
financial stability but can also act as a catalyst in improving the company’s
profitability. Therefore, it can be concluded that the hypothesis in this study is:
HI: [Liquidity has a effects on profitability.

Leverage refers to the use of debt by a company in its capital structure,
which can signal management's confidence in the company's ability to generate
sufficient profits to meet its debt obligations. Based on Signaling Theory, an
optimal level of leverage is considered a positive signal for investors, indicating
that the company is willing to take on debt because it expects its future
performance to cover the associated costs. According to (Brigham and Houston
2020), leverage can enhance the value of a company since debt is often a cheaper
source of funding compared to equity, and the interest on debt can provide tax
benefits. fResearch by (Nugraha et al. 2020), (Bintara 2020), (Suhendry, Toni, and
Simorangkir 2021), and (Ripaluddin, Pasulu, and Taufiq 2023) found that
leverage affects proﬁtability.\ Therefore, it can be concluded that the hypothesis in

this study is: Hy: \Leverage has a effects on proﬁtabilitﬂ.
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Firm size is often measured by total assets or revenue, reflecting its
capacity and operational scale. Larger companies generally have more resources,
better access to markets, and the ability to take advantage of economies of scale.
These advantages allow for a reduction in unit costs and an increase in operational
efficiency, which in turn contributes to enhanced profitability. Furthermore, large
companies typically have stronger bargaining power with suppliers and
customers, which can result in higher profit margins and a reinforced market
position. Additionally, company size is often seen as an indicator of financial
strength and stability. From the perspective of Signaling Theory, a large size
serves as a positive signal to investors and stakeholders, as it reflects quality and
promising profitability potential. According to (Brigham and Houston 2020),
larger companies usually have better access to various resources, such as funding,
technology, and skilled labor, all of which support operational efficiency and
facilitate higher profitability. Research by (Hirdinis 2019), (Natsir and Yusbardini

profitability.

Liquidity refers to a company's ability to meet its short-term obligationsi\

and is often viewed as a positive signal regarding the company's financial stability
in the eyes of investors. According to Signaling Theory, companies with good
liquidity levels send signals indicating that they have a solid financial capacity to
handle their obligations, which can enhance market perception of the company's
value. According to (Brigham and Houston 2020), adequate liquidity enables
companies to maintain operational flexibility and avoid the risk of financial
distress, ultimately increasing the company's attractiveness to investors. ]Research
by (Kahfi, Pratomo, and Aminah 2018), (Hapsoro and Falih 2020), (Reschiwati,
Syahdina, and Handayani 2020), (Darmawan et al. 2020), (Sari and Sedana 2020),
(Jihadi et al. 2021), (Olivia and Wiksuana 2021), and (Ripaluddin, Pasulu, and
high liquidity are perceived as more stable and attractive to investors, thereby
increasing their market value. Thus, the hypothesis in this study is: Hy: liquidity
has a effects on firm value,
Leverage refers to a company's use of debt within its capital structure,
which can signal management's confidence in the company's ability to generate
sufficient profits to meet its debt obligations. According to Signaling Theory, an
optimal level of leverage is considered a positive signal for investors, indicating
that the company is willing to take on debt because it expects its future
performance to cover the cost of that debt. According to (Brigham and Houston
2020), leverage can enhance company value because debt is often a cheaper
source of financing compared to equity, and the interest on debt can also provide
tax benefits. \Several studies, including those by (Fosu et al. 2016), (Kahfi,
Pratomo, and Aminah 2018), (Lestari 2023), (Simorangkir 2019), (Jihadi et al.
2021), (Wahid, Ambarwati, and Satmoko 2022), (Ripaluddin, Pasulu, and Taufiq
2023), (Yuliyanti et al. 2023), and (Zulfa, Azam, and Bandono 2024), have found
that leverage has a effects firm value] Optimal leverage has the potential to
increase firm value through financing efficiency and the tax benefits obtained.
Therefore, it can be concluded that the hypothesis in this study is: Hs: fLeverage
has a effects on firm value,
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Firm size is often associated with company value, where larger companies
are viewed as more stable and capable of facing higher business risks compared to
smaller companies. Based on Signaling Theory, company size can serve as a
positive signal to investors, indicating that the company has financial resilience
and adequate resources to support long-term growth. According to (Brigham and
Houston 2020), larger companies typically have better access to financing and
business networks, enabling them to achieve greater economies of scale and
improved operational efficiency, thus enhancing their competitiveness and value
in the eyes of investors. ]Several studies have been conducted, including those by
(Susanti and Restiana 2018), (Anggeriani, Fachrudin, and Silalahi 2018),
(Hirdinis 2019), (Sugosha and Artini 2020), (Nugraha et al. 2020), (Reschiwati,
Syahdina, and Handayani 2020), (Hapsoro and Falih 2020), (Natsir and
Yusbardini 2020), (Nurwulandari, Wibowo, and Hasanudin 2021), (Atiningsih
and Izzaty 2021), (Wahid, Ambarwati, and Satmoko 2022), (Lestari 2023), and

company's strength and sustainability, ultimately increasing the market value of
the company. Therefore, it can be concluded that the hypothesis in this study is:
Hg: Firm size has a effects on firm value,
Profitability is a key factor that reflects a company's financial performance
and is often used as an indicator of the company's ability to generate profits.
Based on Signaling Theory, high profitability is considered a positive signal for
investors as it reflects management efficiency and good growth prospects,
ultimately enhancing the attractiveness and value of the company. According to
(Brigham and Houston 2020), consistent profitability allows a company to
strengthen its financial position, support expansion, and enhance flexibility in the
face of market uncertainties, all of which contribute to an increase in company
value. ]Several previous studies have been conducted by (Sucuahi and Cambarihan
2016), (Tui et al. 2017), (Rosikah et al. 2018), (Zuhroh 2019), (Dwiastuti and
Dillak 2019), (Sari and Sedana 2020), (Darmawan et al. 2020), (Sugosha and
Artini 2020), (Syamsudin et al. 2020), (Natsir and Yusbardini 2020), (Jihadi et al.
2021), (Yondrichs et al. 2021), (Olivia and Wiksuana 2021), (Suhendry, Toni, and
Simorangkir 2021), (Atiningsih and Izzaty 2021), (Handayani, Indarto, and
Santoso 2022), (Faradila and Effendi 2023), (Buti and Wiyarni 2023), (Lestari
2023), (Budiarti, Moeldjadi, and Wijayanti 2023), (Zulfa, Azam, and Bandono
2024), and (Yuliyanti et al. 2023), which found that profitability affects company

value. ingh profitability is considered to strengthen investor confidence in the _

company’s long-term potential, thereby increasing the company's market value.
Therefore, it can be concluded that the hypothesis in this study is: Hy: ’Proﬁtability
has a effects on firm value,
Profitability is considered capable of mediating the effect of liquidity on
firm value because companies with high liquidity have greater financial flexibility
to fund operations and investments that support achieving higher profits. Based on
Signaling Theory, companies that can maintain high liquidity send a signal of
financial stability to investors, which can enhance positive perceptions of the
company’s profitability potential. According to (Brigham and Houston 2020),
good liquidity can help companies maintain operational smoothness and capitalize
on growth opportunities, which ultimately can enhance profitability. Research by
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(Putro and Risman 2021) found that profitability is able to mediate the effect of
liquidity on firm value. Good liquidity supports higher profitability, which
ultimately increases the company's market value in the eyes of investors.
Therefore, it can be concluded that the hypothesis in this study is: Hg: Profitability
is capable of mediating the effect of liquidity on firm value.

Profitability is seen as capable of mediating the effect of leverage on
company value because well-managed leverage can enhance a company's
opportunities to generate higher profits, which subsequently contributes to an
increase in company value. Based on Signaling Theory, the appropriate use of
leverage demonstrates management's confidence in the company's future
prospects, sending a positive signal to investors that the company can manage
debt risk while generating stable profitability. According to (Brigham and
Houston 2020), leverage can be an effective tool for increasing profits, provided
that the company can manage debt costs and take advantage of the tax benefits
derived from interest payments. Research by (Suhendry, Toni, and Simorangkir
2021) found that profitability is able to mediate the relationship between leverage
and firm value. Proper leverage can enhance profitability, which ultimately
strengthens the firm value in the eyes of investors. Therefore, it can be concluded
that the hypothesis in this study is: Hg: Profitability is capable of mediating the
effect of leverage on firm value.

Profitability is believed to be capable of mediating the effect of firm size
on firm value, where larger company size often indicates the capacity to generate
higher profits, which in turn enhances firm value. Based on Signaling Theory,
larger companies can provide positive signals to investors regarding stability and
growth potential, indicating that they possess competitive advantages and
sufficient resources to achieve sustainable profitability. According to (Brigham
and Houston 2020), larger companies are typically associated with higher
operational efficiency and better access to funding sources, which can improve
profitability. Subsequent research by (Natsir and Yusbardini 2020) and
(Atiningsih and Izzaty 2021) found that profitability is able to mediate the effect
of firm size on firm value. Larger firm size increases profitability, which
ultimately enhances the company’s value in the eyes of investors. Therefore, it
can be concluded that the hypothesis in this study is: Hjo: Profitability is capable
of mediating the effect of firm size on firm value.

METHOD

The data used in this study is secondary data obtained the Indonesia Stock
Exchange (IDX) website and the websites of the sample companies. The sample
used in this research consists of companies listed in the LQ45 Index for the period
2018-2022. The sampling technique employed is purposive sampling, with the
following criteria for the companies:

Table 1: Sample Selection Criteria

No Criteria Quantity
1 | Companies listed in the LQ45 Index for the period of 2018-2022 71
Companies that are continuously listed in the LQ45 Index for (48)
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the period of 2018-2022
3 | Companies that are part of the banking sector 5
4 | Total sample of companies 18
5 | Total observation periods 5
6 | Total research sample: 18 company x 5 periods 90

The study employs panel data analysis using EViews 13 software. This
technique is appropriate as the data encompasses multiple companies (cross-
sections) over several years (time series). Panel data analysis is utilized to control
for unobserved variables, providing more efficient and unbiased estimates
compared to separate cross-sectional or time series analyses.

Data analysis is performed using panel data in EViews 13, which includes
multiple companies (cross-sections) over a defined time period (time series),
resulting in more efficient estimates than those from separate cross-sectional or
time series analyses. Before conducting regression tests, model selection is carried
out using the Chow Test (to choose between the Fixed Effect Model (FEM) or
Common Effect Model (CEM)), the Hausman Test (FEM vs. Random Effect
Model (REM)), and the Lagrange Multiplier Test (REM vs. CEM).

!In this study, firm value serves as the dependent variable, measured by
Tobin's Q (the ratio of market value to book value of assets). Profitability is the
mediating variable, measured by Return on Assets (ROA), which reflects the
ability to generate profit. The independent variables include liquidity, measured
by the Current Ratio (CR), indicating the ability to meet short-term obligations;
leverage, measured by the Debt to Equity Ratio (DER), which shows the use of
debt tT finance assets; and firm size, measured by the natural logarithm of total
assets.

RESULTS AND DISCUSSIONS

Descriptive Statistics

Based on purposive sampling, there are 18 companies that meet the criteria
for this study, covering a total research period of 5 years, resulting in 90
observations. Below are the descriptive statistics for the research sample.

Table 1 Research Results

CR DER SIZE ROA TOB Q
Mean 2.069762 0.995962 31.74953 0.098193 2.370528
Median 1.793200 | 0.716950 31.73615 0.069050 1.328050
Maximum 5.654800 | 3.582700 33.65520 | 0.466600 18.35510
Minimum 0.335600 | 0.126200 30.42460 | -0.057200 | 0.531200
Std. Dev. 1.222886 0.865086 0.858551 0.091028 3.136242
Observations 90 90 90 90 90

Source : secondary data (2024)

Based on Table 1, the minimum value for liquidity (Current Ratio) is
0.335600, observed in the company EXCL in 2019. The maximum value is
5.654800, recorded by the company INCO in 2022. The mean value is 2.069762,
with a standard deviation of 1.222886. The minimum value for leverage (Debt to
Equity Ratio) is 0.126200, shown by the company MNCN in 2022, while the
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maximum value is 3.582700, indicated by the company UNVR in 2022. The mean
value for this variable is 0.995962, with a standard deviation of 0.865086.

Next, the minimum value for firm size is 30.42460, observed in the
company MNCN in 2018. The maximum value is 33.65520, recorded by the
company ASII in 2022. The mean value for this variable is 31.74953, with a
standard deviation of 0.858551. The minimum value for profitability (ROA) is —
0.057200, shown by the company EXCL in 2018. The maximum value is
0.466600, indicated by the company UNVR in 2018. The mean value for this
variable is 0.098193, with a standard deviation of 0.091028. The minimum value
for firm value (Tobin’s Q) is 0.531200, observed in the company ANTM in 2021,
while the maximum value is 18.35510, recorded by the company UNVR in 2018.
The mean value for this variable is 2.370528, with a standard deviation of
3.136242.

Normality Test
Structure I : The Impact of Liquidity, Leverage, and Firm Size on Profitability

Table 4: Results of Normality Test for Structure I
Long-run Normality Test

Date: 11/05/24 Time: 04:11

Sample: 2018 2022

Included observations: 90

Statistic Prob.
Skewness 0.457209 0.323761
Skewness 3/5 2.651.624 0.004005
Kurtosis 1.378.591 0.084010
Normality 4.733.084 0.093805

Source : secondary data (2024)
Based on Table 4 above, it is noted that the probability value is 0.093805
(>0.05), which allows us to conclude that the data follows a normal distribution.

Structure I1: The Impact of Liquidity, Leverage, Firm Size, and Profitability on
Firm Value
Table 5: Results of Normality Test for Structure I1
Long-run Normality Test
Date: 11/05/24 Time: 04:11
Sample: 2018 2022
Included observations: 90

Statistic Prob.
Skewness -0.149635 0.559474
Skewness 3/5 1.724.144 0.042341
Kurtosis 1.647.849 0.049692
Normality 3.448.649 0.178293

Source : secondary data (2024)
Based on Table 5 above, it is noted that the probability value is 0.178293
(>0.05), which allows us to conclude that the data follows a normal distribution.
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Model Selection Analysis
Structure I : The Impact of Liquidity, Leverage, and Firm Size on Profitability
Based on the Chow Test results, the Cross-section F value is 0.0000 <
0.05, indicating that the chosen model is the Fixed Effect Model. The Hausman
Test results show that the Cross-section random value is 0.0005 < 0.05,
confirming that the Fixed Effect Model is preferred. The Lagrange Multiplier
Test, Breusch-Pagan, also yields a value of 0.0000 < 0.05, leading to the choice of
the Random Effect Model. Therefore, it can be concluded that the best model for
this study is the Fixed Effect Model.

Structure I1: The Impact of Liquidity, Leverage, Firm Size, and Profitability on
Firm Value

Similar to Structure I, the Chow Test results indicate a Cross-section F
value of 0.0000 < 0.05, leading to the selection of the Fixed Effect Model. The
Hausman Test results show a Cross-section random value of 0.0000 < 0.05,
confirming the Fixed Effect Model. The Lagrange Multiplier Test also yields a
value of 0.0000 < 0.05, supporting the Random Effect Model. Thus, the
conclusion remains that the best model for this study is the Fixed Effect Model.

Panel Data Regression Analysis

Structure I : The Influence of Liquidity, Leverage, and Firm Size on
Profitability
Table 2 Regression Test Structure 1
Variable Coefficient | Std. Error t-Statistic Prob.
C -1.414084 0.696202 | -2.031140 0.0461
CR 0.013543 0.010871 1.245752 0.2171
DER -0.078628 0.018517 | -4.246255 0.0001
SIZE 0.049215 0.022228 2.214097 0.0301
Effects Specification
Cross-section fixed (dummy variables)
R-squared 0.868238 | Mean dependent var 0.098193
Adjusted R-squared 0.830046 | S.D. dependent var 0.091028

Source : secondary data (2024)

Based on Table 2, the regression for Structure I is as follows:

ROA =-1.414084 + 0.013543*CR - 0.078628*DER + 0.049215*SIZE

The regression coefficient value of the liquidity measured by the current
ratio is 0.013543 with a probability value of 0.2171 (> 0.05), so the liquidity has
no effect on profitability. Based on these results, it can be concluded that H; is
rejected. The regression coefficient value of leverage measured by the debt to
equity ratio is -0.078628 with a probability value of 0.0001 (<0.05), so leverage
has an effect on profitability. Based on these results, it can be concluded that \Hz is

0.049215 with a probability value of 0.0301 (<0.05), so firm size has an effect on
profitability. Based on these results, it can be concluded that [H3 is accepted[.f
Furthermore, the Adjusted R-squared value is 0.830046, which allows us to
conclude that the influence of liquidity, leverage, and firm size on profitability
accounts for 83.00%, while the remaining 17.00% is attributed to other factors.
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Structure I1: The Influence of Liquidity, Leverage, Firm Size, and Profitability on
Firm Value

Table 3 Regression Test Structure I1

Variable Coefficient | Std. Error | t-Statistic Prob.
C 31.74085 | 16.91184 | 1.876842 0.0648
CR 0.328991 | 0.259389 | 1.268330 0.2090
DER -1.647843 | 0.490714 | -3.358054 0.0013
SIZE -0.925157 | 0.542815 | -1.704370 0.0929
ROA 9.809679 | 2.840672 | 3.453295 0.0010
Effects Specification

Cross-section fixed (dummy variables)
R-squared 0.939092 | Mean dependent var |2.370528
Adjusted R-squared 0.920282 | S.D. dependent var |3.136242
Source : secondary data (2024)
Based on Table 3, the regression for Structure II is as follows:
TOB Q = 31.74085 + 0.328991*CR - 1.647843*DER -0.925157*SIZE +
9.809679*ROA
The regression coefficient value of the liquidity measured by the current
ratio is 0.328991 with a probability value of 0.2090 (> 0.05), so the liquidity has
no effect on firm value. Based on these results, it can be concluded that Hy is
rejected. The regression coefficient value of leverage measured by the debt to
equity ratio is -1.647843 with a probability value of 0.0013 (<0.05), so leverage
has an effect on firm value. Based on these results, it can be concluded that st is

0.925157 with a probability value of 0.0929 (>0.05), so firm size has no effect on
firm value. Based on these results, it can be concluded that [He is accepted. The
regression coefficient value of profitability measured by the return on assets is
9.809679 with a probability value of 0.0013 (<0.05), so profitability has an effect
on firm value. Based on these results, it can be concluded that H{7 is accepte&[.
Furthermore, the Adjusted R-squared value is 0.920282, indicating that the
influence of liquidity, leverage, firm size, and profitability on firm value accounts

for 92.03%, with the remaining 7.97% influenced by other factors.

Sobel Test

Table 4 Results of the Sobel Test
Test \statistil{ Std. Error _ |p-value
CR— ROA— Tob. Q 1,17186757 0,11336817 ]0,24125023
DER— ROA— Tob. Q |-2,67915963 0,28789454 10,00738072
SIZE— ROA— Tob. Q |1,86389404 0,25901867 ]0,06233659
Source : secondary data (2024)

From the results of the Sobel test, a p-value of 0.24125023 (>0.05) was
obtained with a test statistic of 1.17186757 so that Hg was rejected. Thus, it can be
concluded that profitability is unable to mediate the effect of liquidity on firm
value. The Sobel test results show a p-value of 0.00738072 (< 0.05) with a test
statistic of -2.67915963, leading to the acceptance of Hy. This concludes that
profitability can mediate the effect of leverage on firm value. The Sobel test
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results indicate a p-value of 0.06233659 (> 0.05) with a test statistic of
1.86389404, leading to the rejection of Hjo. Thus, it can be concluded that
profitability cannot mediate the effect of firm size on firm value.

!The Effect of Liquidity on Proﬁtability\ 777777777777777777777777777777

This study finds that liquidity, measured by the Current Ratio (CR), does
not have a significant effect on profitability. This indicates that, although current
assets are available to meet short-term obligations, this does not automatically
lead to increased profits. According to Signaling Theory, high liquidity can send a
positive signal to investors regarding the financial stability of the company;
however, without productive utilization, its impact on profitability is limited.
(Brigham and Houston 2020) support this view by stating that high liquidity is
often maintained for security purposes, but if those funds are merely held or
allocated to less productive activities, their influence on profitability remains
minimal. In practice, many companies in the LQ45 index maintain high liquidity
to face economic uncertainty, but uninvested current assets merely serve as
reserves without making a significant contribution to profits. These findings align
with previous research by (Krismunita and Imronudin 2021) and (Handayani,
Indarto, and Santoso 2022), which found that liquidity does not significantly
affect profitability. Thus, this finding reinforces the notion that liquidity, as
measured by the CR, only provides limited benefits to profitability if not
accompanied by effective asset utilization strategies.

!The Effect of Leverage on Proﬁtability{ 777777777777777777777777777777

This study finds that leverage, measured by the Debt to Equity Ratio
(DER), has a significant impact on profitability, indicating that appropriate use of
debt within the capital structure can enhance profits. Based on Signaling Theory,
optimal leverage can send a positive signal to investors that the company is
confident in managing debt to maximize profitability. According to (Brigham and
Houston 2020), well-managed leverage can provide tax benefits through the
reduction of taxable income by interest expenses; however, excessive use of debt
increases the risk of bankruptcy. In practice, companies in the LQ45 index often
leverage debt to scale up operations and expand their markets, particularly when
investment opportunities are high but internal resources are limited. When
managed efficiently, leverage can enhance profitability; however, if not managed
properly, the cost of debt can burden the company's profits. These results align
with previous research conducted by (Nugraha et al. 2020), (Bintara 2020),
(Suhendry, Toni, and Simorangkir 2021), and (Ripaluddin, Pasulu, and Taufiq
2023), which found that leverage has a effects on profitability. Properly managed
DER allows companies to achieve financial gains without excessively increasing
risk, making optimal leverage a strategic tool for boosting profitability with
careful financial strategies.

’The Effect of Firm Size on Proﬁtability{ 77777777777777777777777777777
This study finds that firm size, measured by the natural logarithm of total
assets (Ln Total Assets), has an impact on profitability, indicating that larger
companies tend to have higher profitability due to their broad operational scale
and cost efficiency gained from economies of scale. Based on Signaling Theory, a
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larger firm size sends a positive signal to investors about stability and growth
potential, which enhances confidence in the company's ability to generate profits.
(Brigham and Houston 2020) explain that larger firms typically have better access
to resources, such as funding, technology, and skilled labor, which supports
operational efficiency and profitability. In practice, companies in the LQ45 index
often leverage their substantial assets to strengthen market positions and pursue
investment opportunities that are difficult for smaller firms to access. However,
without efficient management, large size can become a burden, increasing costs
and lowering profit margins. These findings align with previous research by
(Hirdinis 2019), (Natsir and Yusbardini 2020), and (Atiningsih and Izzaty 2021),
which found that firm size affects profitability, as larger firms can optimize their
assets for productive activities and achieve higher profits.

The Effect of Liquidity on Firm Valnd

This study indicates that liquidity, measured by the Current Ratio (CR),
does not impact firm value, suggesting that high liquidity does not automatically
enhance the company’s value in the eyes of investors. According to Signaling
Theory, high liquidity should signal financial stability, but if current assets are not
productively invested in high-return ventures, their impact on firm value remains
limited. (Brigham and Houston 2020) also assert that excess liquidity may signal
inefficient asset use, as liquid assets not allocated to productive investments will
not directly contribute to increasing firm value. In practice, many companies in
the LQ45 index maintain high liquidity as a reserve against economic uncertainty,
but they tend not to use it for long-term value growth. These findings align with
previous studies by (Tui et al. 2017), (Adiputra and Hermawan 2020), (Putro and
Risman 2021), (Suhendry, Toni, and Simorangkir 2021), (Nurwulandari, Wibowo,
and Hasanudin 2021), (Yondrichs et al. 2021), (Wahid, Ambarwati, and Satmoko
2022), (Handayani, Indarto, and Santoso 2022), (Budiarti, Moeldjadi, and
Wijayanti 2023), (Yuliyanti et al. 2023), and (Zulfa, Azam, and Bandono 2024),
which found that liquidity does not affect firm value, as high liquidity often serves
only as a buffer without impact on firm value unless it is managed within a
productive investment strategy.

!The Effect of Leverage on Firm Value[ 777777777777777777777777777777
This study finds that leverage, measured by the Debt to Equity Ratio
(DER), impacts firm value, indicating that optimal debt usage can enhance firm
value by expanding investment capacity without increasing equity. According to
Signaling Theory, appropriate leverage sends a positive signal to investors that the
company can manage debt to improve performance and value. (Brigham and
Houston 2020) note that leverage can offer tax benefits through interest
deductions; however, excessive debt increases bankruptcy risk, potentially
reducing perceptions of firm value. In practice, LQ45 index companies often use
leverage to strengthen capital and expand markets, increasing their attractiveness
to investors. However, excessive leverage can be detrimental if debt burdens
exceed returns, reducing profits and decreasing firm value. These findings are
consistent with studies by (Fosu et al. 2016), (Kahfi, Pratomo, and Aminah 2018),
(Lestari 2023), (Simorangkir 2019), (Jihadi et al. 2021), (Wahid, Ambarwati, and
Satmoko 2022), (Ripaluddin, Pasulu, and Taufiq 2023), (Yuliyanti et al. 2023),
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and (Zulfa, Azam, and Bandono 2024), which found that leverage impacts firm
value, as wisely managed leverage can increase firm value, while uncontrolled
leverage threatens stability and firm value.

’The Effect of Firm Size on Firm Valu(ﬂ 777777777777777777777777777777

The study results show that firm size, measured by the natural logarithm of
total assets (Ln Total Assets), does not influence firm value, indicating that firm
size is not always a primary indicator of firm value. In the context of signaling
theory, large firms with more resources and stability do not necessarily provide a
positive signal to investors, especially if they face managerial issues or
operational inefficiencies. (Brigham and Houston 2020) note that in a competitive
business environment, firm size alone is not the determining factor of value.
These findings align with previous studies by (Tui et al. 2017), (Dwiastuti and
Dillak 2019), (Adiputra and Hermawan 2020), (Nurwulandari, Wibowo, and
Hasanudin 2021), (Handayani, Indarto, and Santoso 2022), (Yulandri, Hertina,
and Asih 2023), and (Hechmi and Saanoun 2024), which found that firm size
(SIZE) does not impact firm value. This also implies that while larger firms may
hold more assets, it does not guarantee an increase in firm value. The findings
emphasize the importance of effective management and the firm’s ability to send
positive signals to the market, rather than relying solely on large size as an
indicator of performance and value.

’The Effect of Profitability on Firm Valud 7777777777777777777777777777
The study results show that profitability, measured by Return on Assets
(ROA), influences firm value, indicating that good financial performance can
enhance investors' positive perception of firm value. In the framework of
signaling theory, profitability serves as a positive signal indicating management’s
efficiency in generating profits from its assets, thereby increasing investor
confidence. (Brigham and Houston 2020) explain that in a competitive business
environment, investors tend to focus on financial performance as an indicator of
growth potential, where strong profitability builds confidence in the firm’s ability
to expand. These findings are consistent with studies by (Sucuahi and Cambarihan
2016), (Tui et al. 2017), (Rosikah et al. 2018), (Zuhroh 2019), (Dwiastuti and
Dillak 2019), (Sari and Sedana 2020), (Darmawan et al. 2020), (Sugosha and
Artini 2020), (Syamsudin et al. 2020), (Natsir and Yusbardini 2020), (Jihadi et al.
2021), (Yondrichs et al. 2021), (Olivia and Wiksuana 2021), (Suhendry, Toni, and
Simorangkir 2021), (Atiningsih and Izzaty 2021), (Handayani, Indarto, and
Santoso 2022), (Faradila and Effendi 2023), (Buti and Wiyarni 2023), (Lestari
2023), (Budiarti, Moeldjadi, and Wijayanti 2023), (Zulfa, Azam, and Bandono
2024), and (Yulianti et al. 2024), which found that profitability influences firm
value. This shows that high profitability, including ROA, contributes positively to
firm value, underscoring the importance of profitability in attracting investor
attention and trust, with implications for enhancing the firm’s market value.

Profitability as a Mediator of the Effect of Liquidity on Firm Valu¢,
The research findings indicate that profitability does not mediate the effect

of liquidity on firm value, suggesting that while liquidity is an important factor,

profitability does not always act as a connecting element that strengthens this
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relationship. In the context of signaling theory, good liquidity can provide a
positive signal regarding the financial health of a company; however, if
profitability is low, investors may remain skeptical about the company’s long-
term growth prospects, thereby hindering the improvement of firm value.
(Brigham and Houston 2020) state that firms with high liquidity but low
profitability are often perceived as higher-risk, which can reduce their
attractiveness to investors. These findings align with studies by (Handayani,
Indarto, and Santoso 2022) and (Ripaluddin, Pasulu, and Taufiq 2023), who also
found that profitability does not mediate the effect of liquidity on firm value.
Liquidity may directly impact firm value without needing profitability as a
mediator, highlighting that a company may have strong cash flow yet be
inefficient at generating profit. These results underscore the complexity of the
relationship between liquidity, profitability, and firm value, where other factors
may play a more dominant role in shaping investor perceptions.

!Profitability as a Mediator of the Effect of Leverage on Firm Value{ 777777777
The research findings show that profitability successfully mediates the

effect of leverage on firm value, indicating that good profitability performance
can enhance the positive impact of leverage on firm value. From the perspective
of signaling theory, the use of debt can signal that the company has opportunities
to increase profitability through debt-financed investments; if the company can
generate sufficient profits, profitability acts as a mediator that strengthens the
positive signal about the company’s value. (Brigham and Houston 2020)
emphasize that as long as a company can generate profit to cover debt costs,
leveraging can boost shareholder returns. These findings are consistent with
research by (Suhendry, Toni, and Simorangkir 2021), which found that
profitability mediates the relationship between leverage and firm value.
Profitability plays a critical role in mediating the link between leverage and firm
value, where companies that efficiently manage debt and generate profits tend to
have a higher perceived value among investors. This shows that profitability not
only reflects the company’s financial health but also enhances investor
perceptions of the risks and potential returns of debt usage.

!Proﬁtability as a Mediator of the Effect of Firm Size on Firm Value[ 77777777

The research findings indicate that profitability does not mediate the effect
of firm size on firm value. This suggests that while firm size can affect firm value,
profitability performance does not act as a connecting factor that strengthens this
relationship. In signaling theory terms, large companies often signal stability and
business continuity to investors; however, firm size alone does not guarantee
strong profitability. (Brigham and Houston 2020) explain that, in practice, large
companies with extensive assets are not necessarily efficient in resource
management, which can lead to low profitability. These findings align with the
research by (Hirdinis 2019), who found that profitability does not mediate the
relationship between firm size and firm value. This underscores the complexity of
the relationship between firm size, profitability, and firm wvalue, where
profitability may not always serve as a determining factor in the context of firm
size.
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CONCLUSIONS

This study contributes to the literature on the relationships among

liquidity, leverage, firm size, profitability, and firm value. The results indicate that
profitability does not mediate the effects of liquidity and firm size on firm value
but can mediate the effect of leverage on firm value, providing new insights into
the internal mechanisms of companies within the context of the Indonesian capital
market, specifically for firms listed in the LQ45 index. Theoretically, these
findings highlight the need to consider mediating factors in models linking capital
structure and firm performance, as direct effects This research also offers insights
that can be utilized by company management, investors, and policymakers. The
findings underscore the importance of prudent leverage management, as high
leverage without adequate profitability can decrease firm value. Investors may
also use this information to be more cautious when evaluating companies with
high leverage but low profitability.
2018-2022. This limitation may restrict the generalizability of the results to all
companies listed on the Indonesia Stock Exchange (IDX) or companies in other
sectors. Although this research considers several important variables such as
liquidity, leverage, firm size, and profitability, many other variables could
influence firm value, such as innovation, risk management, or corporate
governance quality, which were not included in this study's model. The research
employs panel data analysis with a Fixed Effect Model. While this method is
suitable for panel data, it may not fully capture all dynamics occurring within
companies, especially those related to external factors such as macroeconomic
conditions or regulatory changes.

Future researchers could expand the sample to include companies from
various sectors and extend the study period to see if these findings hold consistent
over a longer timeframe and across different sectors. Additionally, incorporating
additional variables such as risk management or corporate governance could help
examine how these factors interact with liquidity, leverage, and firm size in
influencing firm value. Future research could also employ alternative
methodological approaches, such as path analysis or structural equation modeling
(SEM), to test more complex relationships among the studied variables.

REFERENCES

Adiputra, I. Gede, and Atang Hermawan. 2020. “The Effect of Corporate Social
Responsibility, Firm Size, Dividend Policy and Liquidity on Firm Value:
Evidence from Manufacturing Companies in Indonesia.” International
Journal of Innovation, Creativity and Change 11 (6): 325-38.

Almomani, Tareq Mohammad, Mohammed Ibrahim Sultan Obeidat, Mohammed
Abdullah Almomani, and Nadeen Mohammed Adnan M.Y. Darkal. 2022.
“Capital Structure and Firm Value Relationship: The Moderating Role of
Profitability and Firm Size Evidence from Amman Stock Exchange.”
WSEAS Transactions on Environment and Development 18: 1073-84.
https://doi.org/10.37394/232015.2022.18.102.

18

1

I

Comment [A35]: provide additional
explanation of the theoretical and practical
implications of the research results so that
the research results are useful in
developing theory and practice in the
capital market

Comment [A36]: Add theoretical and
practical implications of the research

Comment [A37]: For references from
journal articles, add a valid and active
URL/DOI.




Anggeriani, Khaira Amalia Fachrudin, and Amlys Syahputra Silalahi. 2018. “The
Effect Of Dividend Policy, Firm Size and Capital Structure On Firm Value
with Corporate Social Responsibility As A Moderation Variable In Open
Mining Companies In Indonesia Stock Exchange.” IOSR Journal of
Business  and  Management  (IOSR-JBM) 20  (11):  70-82.
https://doi.org/10.9790/487X-2011037082.

Astuti, Fitria Yuni, Sugeng Wahyudi, and Wisnu Mawardi. 2018. “Analysis of
Effect of Firm Size, Institusional Ownership, Profitability, and Leverage
on Firm Value With Corporate Social Responsibility (CSR) Diclosure as
Intervenng Variables.” Jurnal Bisnis Strategi 27 (2): 95.

Atiningsih, Suci, and Khairina Nur Izzaty. 2021. “The Effect Firm Size on
Company Value with Profitability as Intervening Variable and Dividend
Policy as Moderating Variable.” Infternational Journal of Economics,
Business and Accounting Research (IJEBAR) 2021 (4): 378-88.
https://www .jurnal.stie-aas.ac.id/index.php/IJEBAR/article/view/3450.

Bintara, Rista. 2020. “The Effect of Working Capital, Liquidity and Leverage on
Profitability.” Saudi Journal of Economics and Finance 04 (01): 28-35.
https://doi.org/10.36348/sjef.2020.v04i01.005.

Brigham, Eugene F., and Joel F. Houston. 2020. Dasar-Dasar Manajemen
Keuangan. 14th ed. Jakarta: Salemba Empat.

Budiarti, Sandy, Moeldjadi Moeldjadi, and Risna Wijayanti. 2023. “Liquidity,
Activity, Solvency, Profitability on Company Value Mediated by
Investment Decision.” Indonesian Journal of Multidisciplinary Science 2
(11): 3848—64. https://doi.org/10.55324/ijjoms.v2i11.605.

Buti, Graceana Elma Mau, and Wiyarni Wiyarni. 2023. “Moderating Effect of
Dividend Policy on Financial Performance.” Open Journal of Social
Sciences 11 (07): 429—41. https://doi.org/10.4236/js5.2023.117030.

Darmawan, Akhmad, Bima Pratama, Yudhistira Aryoko, and Dinda Vistyan.
2020. “The Effect of Profitability, Debt Policy, And Liquidity on
Corporate Values with Dividend Policy as Moderating Variables.”
Proceedings of the 2nd International Conference of Business, Accounting
and Economics, ICBAE 2020.
https://doi.org/http://dx.doi.org/10.4108/eai.5-8-2020.2301130.

Dwiastuti, Dina Shafarina, and Vaya Juliana Dillak. 2019. “Pengaruh Ukuran
Perusahaan, Kebijakan Hutang, Dan Profitabilitas Terhadap Nilai
Perusahaan.” Jurnal ASET (Akuntansi Riset) 11 (1): 137-46.
https://doi.org/10.17509/jaset.v11i1.16841.

Faradila, Savira, and Kharisya Ayu Effendi. 2023. “Analysis Of Financial
Performance And Macroeconomic On Firm Value.” Jurnal Manajemen 27
(2): 276-96. https://doi.org/10.24912/jm.v27i2.1255.

Fosu, Samuel, Albert Danso, Wasim Ahmad, and William Coffie. 2016.
“Information Asymmetry, Leverage and Firm Value: Do Crisis and
Growth Matter?” International Review of Financial Analysis 46: 140-50.
https://doi.org/10.1016/j.irfa.2016.05.002.

Habakkuk, Barine Nkonge, Kariuki Samuel Nduati, and Kariuki Peter
Wang’ombe. 2023. “Asset Structure, Leverage, and Value of Listed Firms:
Evidence from Kenya.” Investment Management and Financial
Innovations 20 (1): 184-94. https://doi.org/10.21511/imfi.20(1).2023.16.

19



Hamidah, Hamidah. 2016. “Analysis of Factors Affecting the Capital Structure
and Profitability in Indonesian’s Manufacturing Company Year 2009 -
2013.”  Jurnal Keuangan Dan  Perbankan 20 (2): 167-75.
https://doi.org/10.26905/jkdp.v20i2.1473.

Handayani, Ratih Hapsari, Indarto Indarto, and Aprih Santoso. 2022.
“Determinants of Firm Value with Profitability as Intervening Variables.”
Asian  Management and  Business  Review 2 (1):  74-89.
https://doi.org/10.20885/ambr.vol2.iss1.art7.

Hapsoro, Dody, and Zaki Naufal Falih. 2020. “The Effect of Firm Size,
Profitability, and Liquidity on The Firm Value Moderated by Carbon
Emission Disclosure.” Journal of Accounting and Investment 21 (2).
https://doi.org/10.18196/jai.2102147.

Hechmi, Soumaya, and Imen Ben Saanoun. 2024. “Impact of Profitability,
Leverage and Corporate Governance on Value Creation: Empirical Study
of Saudi Real Estate Companies.” Open Journal of Business and
Management 12 (03): 1403-10.
https://doi.org/10.4236/0jbm.2024.123075.

Hirdinis, M. 2019. “Capital Structure and Firm Size on Firm Value Moderated by
Profitability.” International Journal of Economics and Business
Administration 7 (1): 174-91. https://doi.org/10.35808/ijeba/204.

Jihadi, M., Elok Vilantika, Sayed Momin Hashemi, Zainal Arifin, Yanuar
Bachtiar, and Fatmawati Sholichah. 2021. “The Effect of Liquidity,
Leverage, and Profitability on Firm Value: Empirical Evidence from
Indonesia.” Journal of Asian Finance, Economics and Business 8 (3): 423—
31. https://doi.org/10.13106/jafeb.2021.vol8.n03.0423.

Kahfi, Muhammad Faishal, Dudi Pratomo, and Wiwin Aminah. 2018. “Pengaruh
Current Ratio, Debt To Equity Ratio, Total Assets Turnover Dan Return
On Equity Terhadap Nilai Perusahaan (Study on Food and Beverage
Sector Manufacturing Companies Listed on Indonesia Stock Exchange
(BEI) Year 2011-2016).” E-Proceeding of Management 5 (1): 566-74.
https://openlibrarypublications.telkomuniversity.ac.id/index.php/managem
ent/article/view/6264.

Krismunita, Diana, and Imronudin Imronudin. 2021. “The Effect of Liquidity and
Leverage on Company Value With Profitability As a Mediating Variable
on Manufacturing Companies Listed on the Indonesia Stock Exchange for
the Period of 2017-2019.” Journal of Management and Islamic Finance 1
(2): 231-48. https://doi.org/10.22515/jmif.v1i2.4102.

Lestari, Elly. 2023. “Debt to Equity Ratio (DER) and Firm Size Toward Firm
Value: The Mediating Role of Return on Asset.” Return: Study of
Management,  Economic and  Bussines 2 (11): 1095-1109.
https://doi.org/10.57096/return.v2il 1.172.

Makhdalena, Makhdalena. 2018. “Pengaruh Blockholders Ownership, Firm Size
Dan Leverage Terhadap Kinerja Keuangan Perusahaan.” EKUITAS
(Jurnal Ekonomi Dan Keuangan) 18 3): 277-92.
https://doi.org/10.24034/j25485024.y2014.v18.i3.136.

Natsir, Khairina, and Yusbardini Yusbardini. 2020. “The Effect of Capital
Structure and Firm Size on Firm Value Through Profitability as
Intervening Variable.” Proceedings of the 8th International Conference on

20



Entrepreneurship and Business Management (ICEBM 2019) UNTAR 145
(Icebm 2019): 218-24.
https://doi.org/https://doi.org/10.2991/aebmr.k.200626.040.

Nguyen, Thuy Thi Cam, Anh Thi Hong Le, and Cong Van Nguyen. 2024. “The
Impact of Liquidity and Corporate Efficiency on Profitability.” Emerging
Science Journal 8 (1): 180-91. https://doi.org/10.28991/ESJ-2024-08-01-
013.

Nugraha, Nugi Mohammad, Lilis Sulastri, Deden Novan Setiawan Nugraha, Devy
Mawarnie Puspitasari, and Reyhan Gani Putra. 2020. “Effect of Leverage
and Liquidity on Financial Performance of Companies in the Property and
Real Estate Sub Sector in Indonesia.” Global Business & Management
Research 17 (10): 3675-88.
https://archives.palarch.nl/index.php/jae/article/view/5993.

Nurwulandari, Andini, Yudi Wibowo, and Hasanudin. 2021. “Effect of Liquidity,
Profitability, Firm Size on Firm Value with Capital Structure as
Intervening Variable.” ATESTASI : Jurnal llmiah Akuntansi 4 (2): 257-71.
https://doi.org/10.33096/atestasi.v4i2.835.

Olivia, Made Dwi Putri, and I Gst Bgs Wiksuana. 2021. “The Effect of Liquidity
and Profitability on Firm Value Mediated By Dividend Policy.” American
Journal of Humanities and Social Sciences Research (AJHSSR) 5 (1):
204-12.

Putro, Dian Cahyo, and Asep Risman. 2021. “The Effect of Capital Structure and
Liquidity on Firm Value Mediated By Profitability.” The EUrASEANs:
Journal on Global Socio-Economic Dynamics 2 (2(27)): 26-34.
https://doi.org/10.35678/2539-5645.2(27).2021.26-34.

Ramadhanti, Annisa Arifianti, Lia Amaliawiati, and Nugi Mohammad Nugraha.
2021. “Inflation, Leverage, and Company Size and Their Effect on
Profitability.” Journal of Applied Accounting and Taxation 6 (1): 63-70.
https://doi.org/10.30871/jaat.v6i1.2854.

Reschiwati, R., A. Syahdina, and S. Handayani. 2020. “Effect of Liquidity,
Profitability, and Size of Companies on Firm Value.” Utopia y Praxis
Latinoamericana 25 (Extra 6): 325-32.
https://doi.org/10.5281/zenodo.3987632.

Ripaluddin, Milka Pasulu, and Ansar Taufiq. 2023. “The Effect of Liquidity and
Leverage on Firm Value Through Profitability at PT . Indofood Sukses
Makmur Tbk.” Jurnal Economic Resources 6 (1): 47-55.
https://doi.org/https://doi.org/10.57178/jer.v6il.532.

Rosikah, Dwi Kartika Prananingrum, Dzulfikri Azis Muthalib, Muh. Irfandy Azis,
and Miswar Rohansyah. 2018. “Effects of Return on Asset, Return On
Equity, Earning Per Share on Corporate Value.” The International Journal
of  Engineering and Science (ILJES 7 3): 6-14.
https://doi.org/10.9790/1813-0703010614.

Sari, Ida Ayu Gede Dika Martami, and Ida Bagus Panji Sedana. 2020.
“Profitability and Liquidity on Firm Value and Capital Structure as
Intervening Variable.” International Research Journal of Management, IT
and Social Sciences 7 (1): 116-27.
https://doi.org/https://doi.org/10.21744/irjmis.v7n1.828.

Simorangkir, Mauli Rona Tumiur Caroline. 2019. “The Effect of Working Capital

21



Turnover, Total Asset Turnover, Debt to Equity Ratio, Audit Committee,
and Board of Directors on Tobins Q.” Meruya Selatan 11650 (1): 2415-
6671. https://doi.org/10.36348/sjbms.2019.v04107.010.

Sucuahi, William, and Jay Mark Cambarihan. 2016. “Influence of Profitability to
the Firm Value of Diversified Companies in the Philippines.” Accounting
and Finance Research 5 (2): 149-53.
https://doi.org/10.5430/afr.v5n2p149.

Sugosha, Made Jelita, and Luh Gede Sri Artini. 2020. “The Role of Profitability
in Mediating Company Ownership Structure and Size of Firm Value in the
Pharmaceutical Industry on the Indonesia Stock Exchange.” International
Research Journal of Management, IT and Social Sciences 7 (1): 104-15.
https://doi.org/10.21744/irjmis.v7n1.827.

Suhendry, Wendra, Nagian Toni, and Enda Noviyanti Simorangkir. 2021. “Effect
of Debt to Equity Ratio and Current Ratio on Company Value with Return
on Assets as Intervening Variable in Consumer Goods Industrial
Companies Listed on the Indonesia Stock Exchange for the 2015-2018
Period.” Journal of Economics, Finance And Management Studies 04 (08):
1444-49. https://doi.org/10.47191/jefms/v4-18-22.

Susanti, Neneng, and Nanda Gyska Restiana. 2018. “What’s the Best Factor to
Determining Firm Value?” Jurnal Keuangan Dan Perbankan 22 (2): 301—
9. https://doi.org/10.26905/jkdp.v22i2.1529.

Syamsudin, Syamsudin, Iwan Setiadi, Dwi Santoso, and Erna Setiany. 2020.
“Capital Structure and Investment Decisions on Firm Value with
Profitability as a Moderator.” Jurnal Riset Akuntansi Dan Keuangan
Indonesia 5 (3): 287-95.
https://doi.org/https://doi.org/10.23917/reaksi.v5i3.13217.

Tahu, Gregorius Paulus, and Dominicius Djoko Budi Susilo. 2017. “Effect of
Liquidity, Leverage and Profitability to The Firm Value (Dividend Policy
as Moderating Variable) in Manufacturing Company of Indonesia Stock
Exchange.” Research Journal of Finance and Accounting 8 (18): 89-98.
www.idx.co.id.

Tui, Sutardjo, Mahfud Nurnajamuddin, Mukhlis Sufri, and Andi Nirwana. 2017.
“Determinants of Profitability and Firm Value: Evidence from Indonesian
Banks.” [RA-International Journal of Management & Social Sciences
(ISSN 2455-2267) 7 (1): 84. https://doi.org/10.21013/jmss.v7.n1.p10.

Wahid, Rafi Raihan, Sri Dwi Ari Ambarwati, and Agung Satmoko. 2022. “The
Effect of Current Ratio, Debt To Equity Ratio, Firm Size, and Net Profit
Margin On Company Value (Study on Fast Moving Consumer Goods
Company (FMCG) In 2016-2020).” Business and Accounting Research
(IJEBAR) Peer Reviewed-International Journal 6 (3): 1-13.
https://jurnal.stie-aas.ac.id/index.php/IJEBAR.

Yondrichs, Muliati, Supriadi Laupe, Arung Gihna Mayapada, Jurana, and
Ridwan. 2021. “The Effect of Fundamental Factors, Sustainability
Reporting, and Corporate Governance on Firm Value.” Universal Journal
of Accounting and Finance 9 (6): 1503-9.
https://doi.org/10.13189/ujaf.2021.090627.

Yulandri, Elsa, Dede Hertina, and Vemy Suci Asih. 2023. “Amwaluna : Jurnal
Ekonomi Dan Keuangan Syariah Tobin > s Q Modeling Through the Du

22



Pont System Financial Performance Method Using SEM-PLS Tobin ’ s Q
IDXHIDI20.” Amwaluna: Jurnal Ekonomi Dan Keuangan Syariah.
https://doi.org/https://doi.org/10.293 13/amwaluna.v7i1.10899.

Yulianti, Alfina Sri, Jaja Suteja, Erik Syawal Alghifari, Ardi Gunardi, and
Rohmat Sarman. 2024. “The Effect of Financing Decision on Firm Value:
An Analysis of Mediation and Moderation.” Review of Integrative
Business and Economics Research 13 (3): 441-50.

Yuliyanti, Leni, Ikaputera Waspada, Maya Sari, and Nugraha Nugraha. 2023.
“The Effect of Profitability and Leverage on Firm Value with Firm Size as
a Moderating Variable.” Research of Finance and Banking 1 (1): 34-46.
https://doi.org/10.58777/rfb.v1i1.34.

Zuhroh, 1. 2019. “The Effects of Liquidity, Firm Size, and Profitability on the
Firm Value with Mediating Leverage.” KnE Social Sciences 3 (13): 203.
https://doi.org/10.18502/kss.v3113.4206.

Zulfa, Luthfia, Noer Azam, and Bayu Bandono. 2024. “The Analysis of the
Performance of LQ45 Issuers on IDX during the COVID-19 Pandemic.”
Ndonesian ~ Journal  of  Multidisciplinary  Science 3 9).
https://doi.org/https://doi.org/10.55324/ijoms.v319.875.

23



Bukti Konfirmasi Submit Revisi Artikel yang Sudah Direvisi
29 Nopember 2024



12/22/24, 2:11 AM Gmail - [jas] Editor Decision

M I:'-‘ ITIE-Il Adi Indra <adindr@gmail.com>

[jas] Editor Decision

Adi Indra <adindr@gmail.com> 29 November 2024 pukul 17.07
Kepada: Zakaria Batubara <jurnal.stiesyariahbks@gmail.com>

Selamat Sore Bapak....
Revisi artikel telah saya kirimkan ulang,
mohon petunjuk selanjutnya.
Terimakasih....
Pada Sel, 26 Nov 2024 pukul 10.00 Zakaria Batubara <jurnal.stiesyariahbks@gmail.com> menulis:
Ady Inrawan, Darwin Lie:
We have reached a decision regarding your submission to JAS (Jurnal Akuntansi Syariah), "THE ROLE OF PROFITABILITY IN MEDIATING DETERMINANTS OF FIRM VALUE".
Our decision is to: Resubmit for Review*
Zakaria Batubara

Sekolah Tinggi llmu Ekonomi (STIE) Syariah Bengkalis

* Download file di bawah "email", buka dengan MS-Word untuk melihat catatan review, revisi sesuai dengan catatan yang ada. File hasil revisi (MS-Word/*.docx/*.doc) diupload di bagian
Revision OJS, ditunggu paling lambat 30 November 2024.

JAS (Jurnal Akuntansi Syariah)

https://mail.google.com/mail/u/0/?ik=20bcf4d445&view=pt&search=all&permmsgid=msg-a:r-438358024773239100&dsqt=1&simpl=msg-a:r-43835...  1/1


mailto:jurnal.stiesyariahbks@gmail.com
mailto:jurnal.stiesyariahbks@gmail.com
https://ejournal.stiesyariahbengkalis.ac.id/index.php/jas

THE ROLE OF PROFITABILITY IN MEDIATING
DETERMINANTS OF FIRM VALUE

ABSTRACT

This study aims to analyze the role of profitability in mediating the relationship between liquidity,
leverage, and firm size in relation to firm value. The data used in this study are secondary data
obtained from the Indonesia Stock Exchange websites. The population consists of 71 companies
listed in the LQ45 index for the period 2018-2022. The study sample includes 18 non-bank
companies within the LQ45 index, selected through purposive sampling, yielding a total of 90
observations over five years. Data analysis was conducted using panel data with EViews 13
software. model selection was carried out through the Chow Test, Hausman Test, and Lagrange
Multiplier Test. The results indicate that liquidity has no effect on profitability, whereas leverage
and firm size significantly impact profitability. Furthermore, leverage influences firm value, while
liquidity and firm size show no significant effect on firm value. Profitability does not mediate the
effect of liquidity and firm size on firm value but does mediate the effect of leverage on firm
value. Theoretically, this research complements previous theories and serves as a reference for
future studies. Practically, investors can utilize this information to exercise caution when assessing
companies with high leverage levels but low profitability.

Keywords: Profitability, Liquidity, Leverage, Firm Size, Firm Value.

INTRODUCTION

Firm value is one of the primary indicators used by investors to assess a
company's performance and future prospects. High firm value reflects investor
confidence in the company’s ability to generate profits and sustain itself over the
long term. According to Anggeriani, Fachrudin, and Silalahi (2018), maximizing
firm value is crucial for a company, as it also maximizes shareholder wealth,
which is the primary objective of a business. Numerous studies have examined
factors affecting firm value, yet their findings have been inconsistent. Factors
such as liquidity, leverage, firm size, and profitability can influence firm value.

High liquidity signals to investors that the company has sound financial
health and a low risk of bankruptcy. However, excessive liquidity may also
indicate that a company is not optimally utilizing its financial resources. Several
studies, including (Kahfi, Pratomo, and Aminah 2018), (Hapsoro and Falih 2020),
(Reschiwati, Syahdina, and Handayani 2020), (Darmawan et al. 2020), (Jihadi et
al. 2021), and (Ripaluddin, Pasulu, and Taufiq 2023) liquidity has a positive effect
on firm value. In contrast, studies by (Tui et al. 2017), (Adiputra and Hermawan
2020), (Sari and Sedana 2020), (Putro and Risman 2021), (Suhendry, Toni, and
Simorangkir 2021), (Nurwulandari, Wibowo, and Hasanudin 2021), (Yondrichs et
al. 2021), (Wahid, Ambarwati, and Satmoko 2022), (Handayani, Indarto, and
Santoso 2022), (Budiarti, Moeldjadi, and Wijayanti 2023), (Yuliyanti et al. 2023),
dan (Zulfa, Azam, and Bandono 2024) indicate that liquidity (CR) does not affect
firm value.



The second factor affecting firm value is leverage. The leverage ratio is
used to measure the extent to which a company's activities are financed by debt,
including both short-term and long-term debt. A higher leverage ratio indicates a
greater level of dependence on external parties (creditors) and a larger amount of
interest expenses that the company must pay. Leverage reflects how much debt a
company uses in its capital structure. When used appropriately, debt can provide
tax benefits and increase earnings per share. However, excessive debt can lead to
a higher risk of bankruptcy, which may diminish firm value. Several studies have
been conducted, including those by (Fosu et al. 2016), (Kahfi, Pratomo, and
Aminah 2018), (Lestari 2023), (Simorangkir 2019), (Jihadi et al. 2021), (Wahid,
Ambarwati, and Satmoko 2022), (Ripaluddin, Pasulu, and Taufiq 2023),
(Yuliyanti et al. 2023), and (Zulfa, Azam, and Bandono 2024), which found that
leverage significantly affects firm value. In contrast, research by (Dwiastuti and
Dillak 2019), (Suhendry, Toni, and Simorangkir 2021), (Almomani et al. 2022),
(Handayani, Indarto, and Santoso 2022), (Yulandri, Hertina, and Asih 2023), and
(Habakkuk, Nduati, and Wang’ombe 2023) found that leverage does not affect
firm value.

Firm size is also a significant factor in determining firm value. Larger
companies typically have better access to resources and capital markets, which
can help them maintain stable performance and enhance firm value. However,
company size can also lead to inefficiencies that ultimately negatively impact firm
value. Several studies have been conducted, including those by (Susanti and
Restiana 2018), (Anggeriani, Fachrudin, and Silalahi 2018), (Hirdinis 2019),
(Sugosha and Artini 2020), (Nugraha et al. 2020), (Reschiwati, Syahdina, and
Handayani 2020), (Hapsoro and Falih 2020), (Natsir and Yusbardini 2020),
(Nurwulandari, Wibowo, and Hasanudin 2021), (Atiningsih and Izzaty 2021),
(Wahid, Ambarwati, and Satmoko 2022), (Lestari 2023), and (Zulfa, Azam, and
Bandono 2024), which found that firm size has a effects on firm value. In
contrast, research by (Tui et al. 2017), (Dwiastuti and Dillak 2019), (Adiputra and
Hermawan 2020), (Nurwulandari, Wibowo, and Hasanudin 2021), (Handayani,
Indarto, and Santoso 2022), (Yulandri, Hertina, and Asih 2023), and (Hechmi and
Saanoun 2024) found that firm size (SIZE) does not affect firm value.

High profitability can enhance investor confidence, which in turn can
increase firm value. Profitability is the end result of a series of policies and
decisions made by the company (Brigham and Houston 2020). Several previous
studies have been conducted, including those by (Sucuahi and Cambarihan 2016),
(Tui et al. 2017), (Rosikah et al. 2018), (Zuhroh 2019), (Dwiastuti and Dillak
2019), (Sari and Sedana 2020), (Darmawan et al. 2020), (Sugosha and Artini
2020), (Syamsudin et al. 2020), (Natsir and Yusbardini 2020), (Jihadi et al. 2021),
(Yondrichs et al. 2021), (Olivia and Wiksuana 2021), (Suhendry, Toni, and
Simorangkir 2021), (Atiningsih and Izzaty 2021), (Handayani, Indarto, and
Santoso 2022), (Faradila and Effendi 2023), (Buti and Wiyarni 2023), (Lestari
2023), (Budiarti, Moeldjadi, and Wijayanti 2023), (Zulfa, Azam, and Bandono
2024), and (Yulianti et al. 2024), which found that profitability affects firm value.
In contrast, research conducted by (Astuti, Wahyudi, and Mawardi 2018),
(Reschiwati, Syahdina, and Handayani 2020), (Hapsoro and Falih 2020),
(Nurwulandari, Wibowo, and Hasanudin 2021), (Ripaluddin, Pasulu, and Taufiq



2023), and (Yuliyanti et al. 2023) found that profitability does not affect firm
value.

Furthermore, profitability, which reflects a company's ability to generate
profits, is considered a key factor that mediates the relationship between liquidity,
leverage, and firm size on firm value. The liquidity of a company has an impact
on its value, both directly and through profitability as a mediator. Adequate
liquidity enables a company to meet its short-term obligations, providing
confidence to investors about the company's financial stability, which can enhance
firm value. However, high liquidity also needs to be balanced with effective
management to avoid hindering asset productivity. With maintained liquidity, the
company can operate efficiently, supporting an increase in profitability. High
profitability indicates optimal company performance, thus enhancing its
attractiveness to investors and ultimately increasing firm value. Several previous
studies have been conducted, including those by (Tahu and Susilo 2017), (Tui et
al. 2017), (Nugraha et al. 2020), (Bintara 2020), (Suhendry, Toni, and
Simorangkir 2021), (Ripaluddin, Pasulu, and Taufiq 2023) and (Nguyen, Le, and
Nguyen 2024), which found that liquidity affects profitability. In contrast,
research conducted by (Krismunita and Imronudin 2021) and (Handayani, Indarto,
and Santoso 2022) found that liquidity does not affect profitability. Further
research by (Putro and Risman 2021) found that profitability can mediate the
effect of liquidity on firm value. However, the studies by (Handayani, Indarto, and
Santoso 2022) and (Ripaluddin, Pasulu, and Taufiq 2023) found that profitability
is not capable of mediating the effect of liquidity on firm value.

Furthermore, a company's leverage has an important relationship with firm
value, particularly when influenced by the mediating role of profitability. Optimal
use of leverage allows a company to finance investments without sacrificing
equity, thereby increasing potential profits and growth. However, high leverage
also increases financial risk and interest costs, which can reduce net income. In
this context, profitability mediates the relationship by demonstrating the
company's effectiveness in managing debt to generate profits. If a company can
efficiently use leverage to enhance profitability, it will attract investor interest and
increase firm value. Conversely, if leverage fails to improve profitability, the
financial risks borne by the company may negatively impact its value. Several
previous studies have been conducted, including those by (Nugraha et al. 2020),
(Bintara 2020), (Suhendry, Toni, and Simorangkir 2021), and (Ripaluddin,
Pasulu, and Taufig 2023), which found that leverage affects profitability. In
contrast, research by (Hamidah 2016), (Makhdalena 2018), (Ramadhanti,
Amaliawiati, and Nugraha 2021), and (Handayani, Indarto, and Santoso 2022)
found that leverage does not affect profitability. Additionally, the study by
(Suhendry, Toni, and Simorangkir 2021) found that profitability can mediate the
relationship between leverage and firm value, while the research by (Ripaluddin,
Pasulu, and Taufiq 2023) found that profitability does not mediate the relationship
between leverage and firm value.

The relationship between firm size and firm value through profitability is
supported by research findings from (Hirdinis 2019), (Natsir and Yusbardini
2020), and (Atiningsih and Izzaty 2021), which indicate that firm size affects
profitability. In contrast, (Tui et al. 2017) found that firm size does not influence
profitability. Subsequent studies by Natsir and Yusbardini (2020) and (Atiningsih



and Izzaty 2021) found that profitability can mediate the effect of firm size on
firm value. Meanwhile, (Hirdinis 2019) found that profitability does not mediate
the relationship between firm size and firm value.

This study examines the impact of liquidity, leverage, and firm size on
firm value with profitability, measured through Return on Assets (ROA), as a
mediating variable, and has yielded varied findings. Some studies found that ROA
can mediate the effect of liquidity on firm value, as reported by (Putro and
Risman 2021). However, other studies showed different results, such as the
research conducted by (Handayani, Indarto, and Santoso 2022), which concluded
that profitability does not mediate the effect of liquidity on firm value. Similarly,
in the context of leverage, research by (Suhendry, Toni, and Simorangkir 2021)
indicates that ROA can mediate the effect of leverage on firm value, while the
study by (Ripaluddin, Pasulu, and Taufiq 2023) states otherwise. The
inconsistency of these results creates a gap that highlights the need for further
studies to clarify the role of ROA as an effective mediator in this model.

The novelty of this research lies in the comprehensive approach used to
analyze the role of ROA as a mediating variable in the effects of liquidity,
leverage, and firm size on firm value. While most previous studies have tended to
examine these variables separately or have focused only on their direct effects on
firm value, this study offers an integrated approach by evaluating all three
variables simultaneously. This provides a new perspective that enriches the
academic literature and generates deeper insights into the mediating role of ROA
in enhancing firm value.

This research is highly urgent as it aims to address the inconsistencies in
the results of previous studies. Considering that firm value is a primary reference
for investors in making investment decisions, understanding the role of
profitability as a mediating variable will provide practical guidance for companies
in enhancing investor confidence and attractiveness. Thus, this study is relevant
for financial managers in their efforts to maximize firm value through better
management of liquidity, leverage, and firm size.

In terms of originality, this research offers a novel contribution by
integrating these three variables into a single model and examining the
effectiveness of profitability as a mediating factor. This study also utilizes more
recent data and analysis methodologies tailored to the current economic
conditions, making the results more relevant for practical guidance and corporate
strategies.

The objective of this research is to examine and analyze whether ROA can
mediate the effects of liquidity, leverage, and firm size on firm value, both
directly and indirectly. Additionally, this study aims to comprehensively explain
the extent to which these three variables influence firm value. The findings of this
research are expected to contribute academically by enriching the literature on the
role of profitability as a mediating variable. Practically, the results are anticipated
to provide guidance for financial managers in making decisions related to
liquidity management, leverage, and firm size, which ultimately can enhance
profitability and firm value.



LITERATURE REVIEW

Signaling Theory

Signaling theory was proposed by Michael Spence in 1973, suggesting
that asymmetric information between company managers and investors can be
addressed through signals provided by management. In this context, companies
use financial reports or strategic actions as signals to investors regarding the
company's condition and prospects. (Brigham and Houston 2020) explain that the
information conveyed by management through financial statements, dividend
policies, or investment decisions can serve as signals about the company's status
and future potential to external parties. These signals help reduce the information
asymmetry between managers and investors, assisting investors in making better
investment decisions. Actions that are perceived as positive signals, such as
increased profits or the announcement of new projects, can enhance investor
confidence and have a positive impact on firm value.

Firm Value

Firm value represents the market’s perception of the overall performance
and future prospects of the company. According to (Brigham and Houston 2020),
firm value can be defined as the market value assessed through stock price and the
total equity held by shareholders. Firm value is crucial because the primary
objective of financial management is to maximize it for the benefit of
shareholders. A common measure used to assess firm value is Tobin’s Q, which is
the ratio of the company’s market value of assets (market capitalization) to the
replacement cost of the company’s assets.

Profitability

Profitability is a measure of a company's performance in generating profit
relative to its sales, assets, or equity. According to (Brigham and Houston 2020),
profitability is a key indicator used to assess how efficiently a company's
management utilizes its resources to generate earnings. High profitability
indicates that the company has successfully managed its assets efficiently to
generate profits, which is a sign of good financial performance. Profitability is
also often used as a mediating variable that strengthens the relationship between
other financial factors and company value, as good performance typically
enhances investor confidence.

Liquidity

Liquidity refers to a company's ability to meet its short-term obligations as
they come due without facing financial difficulties. According to (Brigham and
Houston 2020), liquidity is crucial for a company as it reflects the ability to
convert current assets into cash to fulfill short-term liabilities. High liquidity can
reduce the risk of bankruptcy because the company can meet its short-term
obligations. However, excessive liquidity may also indicate inefficient cash
management, as an excess of current assets can decrease profitability levels.



Leverage

Leverage refers to the use of debt financing to enhance the potential return
to a company's shareholders. According to (Brigham and Houston 2020), leverage
reflects the extent to which a company utilizes debt in its capital structure, which
can increase both risk and potential returns for shareholders. Leverage can provide
benefits in the form of increased profits if the investments financed with debt
yield returns greater than the cost of the debt itself. However, leverage also carries
risks, particularly financial risk, because the higher the debt, the greater the
obligation for interest and principal repayments that the company must fulfill. If a
company fails to meet these obligations, it could lead to bankruptcy. Companies
with high leverage have more debt compared to equity, which can provide tax
benefits but also heightens financial risk. High leverage can increase the value of
a company due to tax advantages, but if it becomes excessive, it may raise the risk
of bankruptcy.

Firm Size

Firm size is an important factor in financial analysis and management
strategy. According to (Brigham and Houston 2020), firm size, measured by total
assets or sales, reflects the capacity and stability of a company in its operations
and can influence market perceptions. Firm size is often associated with the total
assets owned, which reflects the magnitude of resources available to support
business operations and expansion. Generally, the larger the company size, the
greater its capacity to obtain financing from capital markets, whether through
equity or debt.

Hypothesis Development

In signaling theory, high liquidity can serve as a positive signal for
investors, indicating that the company has a good ability to meet its short-term
obligations and manage cash efficiently, which in turn can enhance investor
confidence and create opportunities for increased profitability. (Brigham and
Houston 2020) explain that adequate liquidity allows a company to take
advantage of profitable investment opportunities and avoid costs associated with
late payments or reliance on short-term funding sources. Several previous studies
conducted by (Tahu and Susilo 2017), (Tui et al. 2017), (Nugraha et al. 2020),
(Suhendry, Toni, and Simorangkir 2021), (Ripaluddin, Pasulu, and Taufiq 2023),
and (Nguyen, Le, and Nguyen 2024) found that liquidity has a positive effects on
profitability. Companies with adequate cash reserves tend to be more stable and
flexible in investing in productive assets, which ultimately enhances their
financial performance. This indicates that good liquidity management not only
maintains financial stability but can also act as a catalyst in improving the
company’s profitability. Therefore, it can be concluded that the hypothesis in this
study is: H1: Liquidity has a positive effects on profitability.

Leverage refers to the use of debt by a company in its capital structure,
which can signal management's confidence in the company's ability to generate
sufficient profits to meet its debt obligations. Based on Signaling Theory, an
optimal level of leverage is considered a positive signal for investors, indicating
that the company is willing to take on debt because it expects its future
performance to cover the associated costs. According to (Brigham and Houston



2020), leverage can enhance the value of a company since debt is often a cheaper
source of funding compared to equity, and the interest on debt can provide tax
benefits. Research by (Suhendry, Toni, and Simorangkir 2021), and (Ripaluddin,
Pasulu, and Taufiq 2023) found that leverage has a positive affects profitability,
while (Nugraha et al. 2020) and (Bintara 2020) found that leverage has a negative
effect on profitability. Therefore, it can be concluded that the hypothesis in this
study is: H,: Leverage has a positive effects on profitability.

Firm size is often measured by total assets or revenue, reflecting its
capacity and operational scale. Larger companies generally have more resources,
better access to markets, and the ability to take advantage of economies of scale.
These advantages allow for a reduction in unit costs and an increase in operational
efficiency, which in turn contributes to enhanced profitability. Furthermore, large
companies typically have stronger bargaining power with suppliers and
customers, which can result in higher profit margins and a reinforced market
position. Additionally, company size is often seen as an indicator of financial
strength and stability. From the perspective of Signaling Theory, a large size
serves as a positive signal to investors and stakeholders, as it reflects quality and
promising profitability potential. According to (Brigham and Houston 2020),
larger companies usually have better access to various resources, such as funding,
technology, and skilled labor, all of which support operational efficiency and
facilitate higher profitability. Research by (Hirdinis 2019), (Natsir and Yusbardini
2020), and (Atiningsih and Izzaty 2021) found that company size has a positive
effects on profitability. Thus, the hypothesis in this study is: Hs: Firm size has a
positive effect on profitability.

Liquidity refers to a company's ability to meet its short-term obligations
and is often viewed as a positive signal regarding the company's financial stability
in the eyes of investors. According to Signaling Theory, companies with good
liquidity levels send signals indicating that they have a solid financial capacity to
handle their obligations, which can enhance market perception of the company's
value. According to (Brigham and Houston 2020), adequate liquidity enables
companies to maintain operational flexibility and avoid the risk of financial
distress, ultimately increasing the company's attractiveness to investors. Research
by (Kahfi, Pratomo, and Aminah 2018), (Hapsoro and Falih 2020), (Darmawan et
al. 2020), and (Jihadi et al. 2021), found that liquidity has a positive effects on
firm value, while (Reschiwati, Syahdina, and Handayani 2020), (Olivia and
Wiksuana 2021), and (Ripaluddin, Pasulu, and Taufiq 2023) found that liquidity
has a negative effects on firm value. Companies with high liquidity are perceived
as more stable and attractive to investors, thereby increasing their market value.
Thus, the hypothesis in this study is: H4: Liquidity has a positive effect on firm
value.

Leverage refers to a company's use of debt within its capital structure,
which can signal management's confidence in the company's ability to generate
sufficient profits to meet its debt obligations. According to Signaling Theory, an
optimal level of leverage is considered a positive signal for investors, indicating
that the company is willing to take on debt because it expects its future
performance to cover the cost of that debt. According to (Brigham and Houston
2020), leverage can enhance company value because debt is often a cheaper
source of financing compared to equity, and the interest on debt can also provide



tax benefits. Several studies, including those by (Lestari 2023), (Jihadi et al.
2021), (Wahid, Ambarwati, and Satmoko 2022), (Yuliyanti et al. 2023), and
(Zulfa, Azam, and Bandono 2024), have found that leverage has a positive effects
on firm value, while (Fosu et al. 2016), (Kahfi, Pratomo, and Aminah 2018),
(Simorangkir 2019), and (Ripaluddin, Pasulu, and Taufiq 2023), have found that
leverage has a negative effects on firm value. Optimal leverage has the potential
to increase firm value through financing efficiency and the tax benefits obtained.
Therefore, it can be concluded that the hypothesis in this study is: Hs: Leverage
has a positive effects on firm value.

Firm size is often associated with company value, where larger companies
are viewed as more stable and capable of facing higher business risks compared to
smaller companies. Based on Signaling Theory, company size can serve as a
positive signal to investors, indicating that the company has financial resilience
and adequate resources to support long-term growth. According to (Brigham and
Houston 2020), larger companies typically have better access to financing and
business networks, enabling them to achieve greater economies of scale and
improved operational efficiency, thus enhancing their competitiveness and value
in the eyes of investors. Several studies have been conducted, including those by
(Hapsoro and Falih 2020), (Natsir and Yusbardini 2020), (Nurwulandari,
Wibowo, and Hasanudin 2021), (Atiningsih and Izzaty 2021), (Lestari 2023), and
(Zulfa, Azam, and Bandono 2024), which found that firm size has a positif effects
on firm value, while (Susanti and Restiana 2018), (Hirdinis 2019), (Reschiwati,
Syahdina, and Handayani 2020), (Wahid, Ambarwati, and Satmoko 2022) have
found that firm size has a negative effects on firm value. A larger company size
can strengthen investors' perception of the company's strength and sustainability,
ultimately increasing the market value of the company. Therefore, it can be
concluded that the hypothesis in this study is: He: Firm size has a positive effects
on firm value.

Profitability is a key factor that reflects a company's financial performance
and is often used as an indicator of the company's ability to generate profits.
Based on Signaling Theory, high profitability is considered a positive signal for
investors as it reflects management efficiency and good growth prospects,
ultimately enhancing the attractiveness and value of the company. According to
(Brigham and Houston 2020), consistent profitability allows a company to
strengthen its financial position, support expansion, and enhance flexibility in the
face of market uncertainties, all of which contribute to an increase in company
value. Several previous studies have been conducted by (Sucuahi and Cambarihan
2016), (Tui et al. 2017), (Rosikah et al. 2018), (Zuhroh 2019), (Dwiastuti and
Dillak 2019), (Sari and Sedana 2020), (Darmawan et al. 2020), (Sugosha and
Artini 2020), (Natsir and Yusbardini 2020), (Jihadi et al. 2021), (Yondrichs et al.
2021), (Olivia and Wiksuana 2021), (Suhendry, Toni, and Simorangkir 2021),
(Atiningsih and Izzaty 2021), (Handayani, Indarto, and Santoso 2022), (Faradila
and Effendi 2023), (Buti and Wiyarni 2023), (Lestari 2023), and (Budiarti,
Moeldjadi, and Wijayanti 2023), which found that profitability has a positive
effects on company value, while (Zulfa, Azam, and Bandono 2024), found that
profitability has a negative effects on company value. High profitability is
considered to strengthen investor confidence in the company’s long-term
potential, thereby increasing the company's market value. Therefore, it can be



concluded that the hypothesis in this study is: H7: Profitability has a positive
effects on firm value.

Profitability is considered capable of mediating the effect of liquidity on
firm value because companies with high liquidity have greater financial flexibility
to fund operations and investments that support achieving higher profits. Based on
Signaling Theory, companies that can maintain high liquidity send a signal of
financial stability to investors, which can enhance positive perceptions of the
company’s profitability potential. According to (Brigham and Houston 2020),
good liquidity can help companies maintain operational smoothness and capitalize
on growth opportunities, which ultimately can enhance profitability. Research by
(Putro and Risman 2021) found that profitability is able to mediate the effect of
liquidity on firm value. Good liquidity supports higher profitability, which
ultimately increases the company's market value in the eyes of investors.
Therefore, it can be concluded that the hypothesis in this study is: Hg: Profitability
is capable of mediating the effect of liquidity on firm value.

Profitability is seen as capable of mediating the effect of leverage on
company value because well-managed leverage can enhance a company's
opportunities to generate higher profits, which subsequently contributes to an
increase in company value. Based on Signaling Theory, the appropriate use of
leverage demonstrates management's confidence in the company's future
prospects, sending a positive signal to investors that the company can manage
debt risk while generating stable profitability. According to (Brigham and
Houston 2020), leverage can be an effective tool for increasing profits, provided
that the company can manage debt costs and take advantage of the tax benefits
derived from interest payments. Research by (Suhendry, Toni, and Simorangkir
2021) found that profitability is able to mediate the relationship between leverage
and firm value. Proper leverage can enhance profitability, which ultimately
strengthens the firm value in the eyes of investors. Therefore, it can be concluded
that the hypothesis in this study is: Ho: Profitability is capable of mediating the
effect of leverage on firm value.

Profitability is believed to be capable of mediating the effect of firm size
on firm value, where larger company size often indicates the capacity to generate
higher profits, which in turn enhances firm value. Based on Signaling Theory,
larger companies can provide positive signals to investors regarding stability and
growth potential, indicating that they possess competitive advantages and
sufficient resources to achieve sustainable profitability. According to (Brigham
and Houston 2020), larger companies are typically associated with higher
operational efficiency and better access to funding sources, which can improve
profitability. Subsequent research by (Natsir and Yusbardini 2020) and
(Atiningsih and Izzaty 2021) found that profitability is able to mediate the effect
of firm size on firm value. Larger firm size increases profitability, which
ultimately enhances the company’s value in the eyes of investors. Therefore, it
can be concluded that the hypothesis in this study is: Hj: Profitability is capable
of mediating the effect of firm size on firm value.

Framework

Based on the theoretical basis and the results of previous studies and the
problems that have been raised, then as a basis for formulating a hypothesis, the
following framework is presented in the research model in the following figure:
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Figure 1. Conseptual Model Method
METHOD

The data used in this study is secondary data obtained the Indonesia Stock
Exchange (IDX) website and the websites of the sample companies. The sample
used in this research consists of companies listed in the LQ45 Index for the period
2018-2022. The sampling technique employed is purposive sampling, with the
following criteria for the companies:

Table 1: Sample Selection Criteria

No Criteria Quantity
1 | Companies listed in the LQ45 Index for the period of 2018-2022 71
2 | Companies that are continuously listed in the LQ45 Index for (48)
the period of 2018-2022
3 | Companies that are part of the banking sector (&)
4 | Total sample of companies 18
5 | Total observation periods 5
6 | Total research sample: 18 company x 5 periods 90

The study employs panel data analysis using EViews 13 software. This
technique is appropriate as the data encompasses multiple companies (cross-
sections) over several years (time series). Panel data analysis is utilized to control
for unobserved variables, providing more efficient and unbiased estimates
compared to separate cross-sectional or time series analyses.

Data analysis is performed using panel data in EViews 13, which includes
multiple companies (cross-sections) over a defined time period (time series),
resulting in more efficient estimates than those from separate cross-sectional or
time series analyses. Before conducting regression tests, model selection is carried
out using the Chow Test (to choose between the Fixed Effect Model (FEM) or
Common Effect Model (CEM)), the Hausman Test (FEM vs. Random Effect
Model (REM)), and the Lagrange Multiplier Test (REM vs. CEM).

In this study, firm value serves as the dependent variable, measured by
Tobin's Q (the ratio of market value to book value of assets). Profitability is the
mediating variable, measured by Return on Assets (ROA), which reflects the
ability to generate profit. The independent variables include liquidity, measured
by the Current Ratio (CR), indicating the ability to meet short-term obligations;
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leverage, measured by the Debt to Equity Ratio (DER), which shows the use of
debt to finance assets; and firm size, measured by the natural logarithm of total
assets.
Operational variables can be summarized in the following table 2 :
Table 2 Operationalization of Variables

Variabel Definisi Pengukuran Skala
Liquidity ratios are ratios that
show the relationship between Cuurent Assets
T CR=—""—"7""
Liquidity a company's cash and other Current Liability .
oy Rasio
(X)) current assets with its current (Adiputra and
11ab111tles. Hermawan 2020)
(Brigham and Houston 2020)
The leverage ratio is a ratio
used to measure how much of g Total Utang
Leverage a company's activities are  Total Ekuitas Rasio
(X2) financed with debt, both short-
term debt and long-term debt. (Bintara 2020)
(Brigham and Houston 2020)
Company size (firm size) is
the‘scale of the company's size | L. oo (Total
. . which can be classified in
Firm Size . . : Asset) -
various ways, including total . Rasio
(X3) (Adiputra and
revenue, total assets and total
. Hermawan 2020)
equity.
(Brigham and Houston 2020)

B Profitability is the enFl ‘result of Earning After Tax
Profitability | a number of policies and | ROA=——F— Rasio
2) decisions made by a company. _ Total Asset

(Brigham and Houston 2020) (Bintara 2020)
Company value can be
interpreted as the market value MVE + DEBT
. ) TOBINSQ=————
Firm Value | assessed through share prices TA .
. Rasio
(Y) and total equity owned by (Adiputra and
shareholders. Hermawan 2020)
(Brigham and Houston 2020)

RESULTS AND DISCUSSIONS

Descriptive Statistics
Based on purposive sampling, there are 18 companies that meet the criteria
for this study, covering a total research period of 5 years, resulting in 90
observations. Below are the descriptive statistics for the research sample.
Table 3 Research Results

CR DER SIZE ROA TOB Q
Mean 2.069762 | 0.995962 | 31.74953 | 0.098193 | 2.370528
Median 1.793200 | 0.716950 | 31.73615 | 0.069050 1.328050
Maximum 5.654800 | 3.582700 | 33.65520 | 0.466600 18.35510
Minimum 0.335600 | 0.126200 | 30.42460 | -0.057200 | 0.531200

11




Std. Dev. 1.222886 | 0.865086 | 0.858551 | 0.091028 | 3.136242

Observations 90 90 90 90 90

Source : secondary data (2024)

Based on Table 3, the minimum value for liquidity (Current Ratio) is
0.335600, observed in the company EXCL in 2019. The maximum value is
5.654800, recorded by the company INCO in 2022. The mean value is 2.069762,
with a standard deviation of 1.222886. The minimum value for leverage (Debt to
Equity Ratio) is 0.126200, shown by the company MNCN in 2022, while the
maximum value is 3.582700, indicated by the company UNVR in 2022. The mean
value for this variable is 0.995962, with a standard deviation of 0.865086.

Next, the minimum value for firm size is 30.42460, observed in the
company MNCN in 2018. The maximum value is 33.65520, recorded by the
company ASII in 2022. The mean value for this variable is 31.74953, with a
standard deviation of 0.858551. The minimum value for profitability (ROA) is —
0.057200, shown by the company EXCL in 2018. The maximum value is
0.466600, indicated by the company UNVR in 2018. The mean value for this
variable is 0.098193, with a standard deviation of 0.091028. The minimum value
for firm value (Tobin’s Q) is 0.531200, observed in the company ANTM in 2021,
while the maximum value is 18.35510, recorded by the company UNVR in 2018.
The mean value for this variable is 2.370528, with a standard deviation of
3.136242.

Normality Test
Structure I : The Impact of Liquidity, Leverage, and Firm Size on Profitability
Table 4: Results of Normality Test for Structure I
Long-run Normality Test

Date: 11/05/24 Time: 04:11

Sample: 2018 2022

Included observations: 90

Statistic Prob.
Skewness 0.457209 0.323761
Skewness 3/5 2.651.624 0.004005
Kurtosis 1.378.591 0.084010
Normality 4.733.084 0.093805

Source : secondary data (2024)
Based on Table 4 above, it is noted that the probability value is 0.093805
(>0.05), which allows us to conclude that the data follows a normal distribution.

Structure II: The Impact of Liquidity, Leverage, Firm Size, and Profitability on
Firm Value
Table 5: Results of Normality Test for Structure 11
Long-run Normality Test
Date: 11/05/24 Time: 04:11
Sample: 2018 2022
Included observations: 90

Statistic Prob.
Skewness -0.149635 0.559474
Skewness 3/5 1.724.144 0.042341

12




0.049692
0.178293

Kurtosis 1.647.849
Normality 3.448.649
Source : secondary data (2024)
Based on Table 5 above, it is noted that the probability value is 0.178293
(>0.05), which allows us to conclude that the data follows a normal distribution.

Model Selection Analysis
Structure I : The Impact of Liquidity, Leverage, and Firm Size on Profitability
Based on the Chow Test results, the Cross-section F value is 0.0000 <
0.05, indicating that the chosen model is the Fixed Effect Model. The Hausman
Test results show that the Cross-section random value is 0.0005 < 0.05,
confirming that the Fixed Effect Model is preferred. The Lagrange Multiplier
Test, Breusch-Pagan, also yields a value of 0.0000 < 0.05, leading to the choice of
the Random Effect Model. Therefore, it can be concluded that the best model for
this study is the Fixed Effect Model.

Structure II: The Impact of Liquidity, Leverage, Firm Size, and Profitability on
Firm Value

Similar to Structure I, the Chow Test results indicate a Cross-section F
value of 0.0000 < 0.05, leading to the selection of the Fixed Effect Model. The
Hausman Test results show a Cross-section random value of 0.0000 < 0.05,
confirming the Fixed Effect Model. The Lagrange Multiplier Test also yields a
value of 0.0000 < 0.05, supporting the Random Effect Model. Thus, the
conclusion remains that the best model for this study is the Fixed Effect Model.

Panel Data Regression Analysis

Structure I : The Influence of Liquidity, Leverage, and Firm Size on
Profitability
Table 6 Regression Test Structure I
Variable Coefficient | Std. Error t-Statistic Prob.
C -1.414084 0.696202 | -2.031140 0.0461
CR 0.013543 0.010871 1.245752 0.2171
DER -0.078628 0.018517 | -4.246255 0.0001
SIZE 0.049215 0.022228 2.214097 0.0301
Effects Specification
Cross-section fixed (dummy variables)
R-squared 0.868238 | Mean dependent var 0.098193
Adjusted R-squared | 0.830046 | S.D. dependent var 0.091028

Source : secondary data (2024)

Based on Table 6, the regression for Structure I is as follows:

ROA =-1.414084 + 0.013543*CR - 0.078628*DER + 0.049215*SIZE

The regression coefficient value of the liquidity measured by the current
ratio is 0.013543 with a probability value of 0.2171 (> 0.05), so the liquidity has
no effect on profitability. Based on these results, it can be concluded that H; is
rejected. The regression coefficient value of leverage measured by the debt to
equity ratio is -0.078628 with a probability value of 0.0001 (<0.05), so leverage
has a negative effects on profitability. Based on these results, it can be concluded

13



that Hj is rejected. The regression coefficient value of company size followed by
Size is 0.049215 with a probability value of 0.0301 (<0.05), so firm size has a
postive effects on profitability. Based on these results, it can be concluded that Hj
is accepted. Furthermore, the Adjusted R-squared value is 0.830046, which allows
us to conclude that the influence of liquidity, leverage, and firm size on
profitability accounts for 83.00%, while the remaining 17.00% is attributed to
other factors.

Structure II: The Influence of Liquidity, Leverage, Firm Size, and Profitability on

Firm Value

Table 7 Regression Test Structure 11

Variable Coefficient | Std. Error | t-Statistic Prob.
C 31.74085 | 1691184 | 1.876842 | 0.0648
CR 0.328991 | 0.259389 | 1.268330 | 0.2090
DER -1.647843 | 0.490714 | -3.358054 | 0.0013
SIZE -0.925157 | 0.542815 | -1.704370 | 0.0929
ROA 9.809679 | 2.840672 | 3.453295 | 0.0010
Effects Specification

Cross-section fixed (dummy variables)

R-squared 0.939092 | Mean dependent var |2.370528
Adjusted R-squared 0.920282 | S.D. dependent var |3.136242

Source : secondary data (2024)

Based on Table 7, the regression for Structure II is as follows:

TOB Q = 31.74085 + 0.328991*CR - 1.647843*DER -0.925157*SIZE +
9.809679*ROA

The regression coefficient value of the liquidity measured by the current
ratio is 0.328991 with a probability value of 0.2090 (> 0.05), so the liquidity has
no effect on firm value. Based on these results, it can be concluded that Hy is
rejected. The regression coefficient value of leverage measured by the debt to
equity ratio is -1.647843 with a probability value of 0.0013 (<0.05), so leverage
has a negative effect on firm value. Based on these results, it can be concluded
that Hs is rejected. The regression coefficient value of company size followed by
Size is -0.925157 with a probability value of 0.0929 (>0.05), so firm size has no
negative effect on firm value. Based on these results, it can be concluded that Hg
is rejected. The regression coefficient value of profitability measured by the return
on assets is 9.809679 with a probability value of 0.0010 (<0.05), so profitability
has a postive effect on firm value. Based on these results, it can be concluded that
Hj is accepted. Furthermore, the Adjusted R-squared value is 0.920282, indicating
that the influence of liquidity, leverage, firm size, and profitability on firm value
accounts for 92.03%, with the remaining 7.97% influenced by other factors.

Sobel Test

Table 8 Results of the Sobel Test
Test Statistic |Std. Error  |p-value
CR— ROA— Tob. Q 1,17186757 0,11336817 ]0,24125023
DER— ROA— Tob. Q |-2,67915963 0,28789454 10,00738072
SIZE— ROA— Tob. Q |1,86389404 0,25901867 10,06233659

Source : secondary data (2024)
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From the results of the Sobel test, a p-value of 0.24125023 (>0.05) was
obtained with a test statistic of 1.17186757 so that Hg was rejected. Thus, it can be
concluded that profitability is unable to mediate the effect of liquidity on firm
value. The Sobel test results show a p-value of 0.00738072 (< 0.05) with a test
statistic of -2.67915963, leading to the acceptance of Ho. This concludes that
profitability can mediate the effect of leverage on firm value. The Sobel test
results indicate a p-value of 0.06233659 (> 0.05) with a test statistic of
1.86389404, leading to the rejection of Hjo. Thus, it can be concluded that
profitability cannot mediate the effect of firm size on firm value.

The Effect of Liquidity on Profitability

This study found that liquidity as measured by the Current Ratio (CR)
does not have a positive effect on profitability in LQ 45 index companies.
According to Signaling Theory, high liquidity can provide a positive signal to
investors regarding the company's financial stability, but if it is not used
productively, its impact on profitability is limited. (Brigham and Houston 2020)
support this view by stating that high liquidity is often maintained for safety
purposes, but if the funds are only stored or allocated for less productive
activities, its effect on profitability remains minimal.

This finding suggests that although L.Q45 companies generally have good
financial performance and high liquidity, their ability to meet short-term
obligations does not always have a direct impact on increasing profits. This may
be due to the less than optimal efficiency of using current assets, such as
inventory and receivables, which may not be allocated productively to support
revenue-generating activities. In addition, the profitability of LQ45 companies is
more likely to be influenced by other factors such as operational strategy, cost
structure, leverage, or dividend policy, which are more dominant in influencing
financial results. This finding underlines that while high liquidity is important for
maintaining financial stability, companies need to ensure that liquid assets are
managed efficiently and directed towards investments or operational activities that
can increase profitability. This finding is inconsistent with previous studies by
(Tahu and Susilo 2017), (Tui et al. 2017), (Nugraha et al. 2020), (Suhendry, Toni,
and Simorangkir 2021), (Ripaluddin, Pasulu, and Taufiq 2023), and (Nguyen, Le,
and Nguyen 2024) found that liquidity has a positive effect on profitability, but
this finding is inconsistent with previous studies by (Krismunita and Imronudin
2021) and (Handayani, Indarto, and Santoso 2022), which found that liquidity did
not significantly affect profitability. Thus, this finding reinforces the idea that
liquidity, as measured by CR, only provides limited benefits to profitability if not
accompanied by an effective asset utilization strategy.

The Effect of Leverage on Profitability

This study found that leverage, as measured by the Debt to Equity Ratio
(DER), has a negative effect on profitability, as measured by Return on Assets
(ROA), in companies listed in the LQ45 index on the Indonesia Stock Exchange.
Based on Signal Theory, optimal leverage can send a positive signal to investors,
indicating that the company is confident in managing debt to maximize
profitability. According to (Brigham and Houston 2020), well-managed leverage
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can provide tax benefits by reducing taxable income through interest expenses;
however, excessive debt use increases the risk of bankruptcy.

In practice, companies in the LQ45 index often utilize debt to enhance
operations and expand their markets, particularly when investment opportunities
are abundant but internal resources are limited. These findings indicate that higher
reliance on debt financing among these leading companies tends to reduce their
ability to generate profits from their assets. A high DER typically leads to
increased interest expenses and fixed financial obligations, which ultimately erode
the company’s net profit.

Moreover, a high DER reflects greater financial risk, which can limit a
company’s operational flexibility in seizing strategic opportunities. The negative
impact on profitability may also result from inefficient allocation of debt funds,
where investments fail to generate returns higher than the cost of borrowing. For
LQ45 companies, which are recognized for their superior financial and
operational performance, these results underscore the importance of prudent debt
management. While debt can be a tool for driving growth, excessive reliance
without careful planning can harm profitability. Therefore, maintaining an optimal
balance between debt and equity in the capital structure is crucial to sustaining
profitability while managing financial risks effectively.

The findings of this study are inconsistent with previous research by
(Suhendry, Toni, and Simorangkir 2021), and (Ripaluddin, Pasulu, and Taufiq
2023) which found that leverage positively affects profitability. However, the
results align with studies by (Nugraha et al. 2020) and (Bintara 2020), which
found that leverage has a negative effect on profitability.

The Effect of Firm Size on Profitability

This study found that company size, measured using the natural logarithm
of total assets (Ln Total Assets), has a positive effect on profitability, as measured
by Return on Assets (ROA), in companies listed in the LQ45 index on the
Indonesia Stock Exchange. Based on Signal Theory, a larger company sends a
positive signal to investors about stability and growth potential, which enhances
confidence in the company's ability to generate profits. According to (Brigham
and Houston 2020), larger companies typically have better access to resources,
such as funding, technology, and skilled labor, which supports operational
efficiency and profitability.

These findings suggest that large companies in the LQ45 index, which
generally have substantial assets, are able to leverage economies of scale and
competitive advantages to improve operational efficiency and generate higher
profits. As leading companies with strong reputations, LQ45-listed firms usually
have easier access to capital markets, allowing them to obtain financing at
relatively lower costs. Furthermore, these large companies have greater
capabilities in product diversification, market penetration, and risk management,
all of which contribute to improved profitability. The large size of these
companies also gives them strong bargaining power with suppliers and customers,
creating opportunities to enhance profit margins.

However, these findings also emphasize the importance of effective asset
management, even for large companies listed in LQ45. Large assets will not
provide maximum benefits if they are not utilized efficiently to support value-
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generating activities. Therefore, companies must continuously improve their asset
management strategies to ensure a positive contribution to profitability. These
results indicate that company size is one of the key factors that can support
profitability, especially in a competitive business environment like the LQ45
index. Large companies that successfully leverage economies of scale and
competitive advantages tend to have better financial performance compared to
smaller companies.

This finding is consistent with previous research conducted by (Hirdinis
2019), (Natsir and Yusbardini 2020), and (Atiningsih and Izzaty 2021), which
found that company size influences profitability, as larger companies can optimize
their assets for productive activities and achieve higher profits.

The Effect of Liquidity on Firm Value

This study shows that liquidity, measured using the Current Ratio (CR),
has no effect on firm value, measured by Tobin's Q, for companies listed on the
LQ45 index on the Indonesia Stock Exchange. According to Signal Theory, high
liquidity should indicate financial stability, but if current assets are not
productively invested in ventures with high returns, their impact on firm value
remains limited. (Brigham and Houston 2020) also emphasize that excessive
liquidity may signal inefficient use of assets, as liquid assets not allocated to
productive investments do not directly contribute to increasing firm value.

In practice, many companies in the LQ45 index maintain high liquidity as
a reserve against economic uncertainty, but they tend not to use it for long-term
value growth. These findings indicate that a company’s ability to meet its short-
term obligations is not a primary factor influencing the market’s perception of
firm value among these prominent companies. Excessive liquidity in large
companies, such as those listed in LQ45, may reflect inefficient cash
management. Investors might view this as an indication that available funds are
not being utilized for productive investment opportunities, such as business
expansion, product innovation, or diversification strategies. Consequently, the
market prioritizes other factors, such as profitability, growth prospects, and
operational efficiency, when assessing firm value.

Companies in the LQ45 index generally have easy access to low-cost
external financing due to their reputation and credibility. Therefore, liquidity in
the form of high current assets may be less relevant compared to long-term
investment and growth strategies. Furthermore, the capital market tends to value
companies that enhance operational efficiency and allocate resources optimally
rather than those that merely maintain high liquidity.

These results also reflect that the Indonesian capital market, particularly in
the LQ45 context, is more influenced by strategic indicators such as return on
investment, earnings stability, and innovation rather than merely the company’s
ability to meet short-term obligations. Thus, while liquidity remains essential for
maintaining operational stability, LQ45 companies need to focus on strategies that
enhance added value and attract investor interest.

These findings align with previous research suggesting that liquidity does
not always have a direct impact on firm value, particularly in large and well-
established companies. However, it is crucial for companies to maintain a balance
of sufficient liquidity, not only to ensure operational stability but also to support
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the implementation of growth strategies that can increase firm value in the eyes of
investors.

The results of this study contradict those of (Kahfi, Pratomo, and Aminah
2018), (Hapsoro and Falih 2020), (Reschiwati, Syahdina, and Handayani 2020),
(Darmawan et al. 2020), (Jihadi et al. 2021), and (Ripaluddin, Pasulu, and Taufiq
2023), who found that liquidity positively affects firm value. However, the
findings are consistent with (Reschiwati, Syahdina, and Handayani 2020), (Olivia
and Wiksuana 2021), and (Ripaluddin, Pasulu, and Taufiq 2023), (Adiputra and
Hermawan 2020), (Putro and Risman 2021), (Suhendry, Toni, and Simorangkir
2021), (Nurwulandari, Wibowo, and Hasanudin 2021), (Yondrichs et al. 2021),
(Wahid, Ambarwati, and Satmoko 2022), (Handayani, Indarto, and Santoso
2022), (Budiarti, Moeldjadi, and Wijayanti 2023), (Yuliyanti et al. 2023), dan
(Zulfa, Azam, and Bandono 2024), who found that liquidity has no effect on firm
value.

The Effect of Leverage on Firm Value

This study found that leverage, as measured by the Debt to Equity Ratio
(DER), has a negative effect on firm value as measured by Tobin's Q, in
companies listed in the LQ45 index on the Indonesia Stock Exchange. According
to Signal Theory, appropriate leverage sends a positive signal to investors that the
company can manage debt to improve performance and value. (Brigham and
Houston 2020) noted that leverage can offer tax benefits through interest
deductions; however, excessive debt increases the risk of bankruptcy, which has
the potential to reduce the perception of the company's value. In practice, LQ45
index companies often use leverage to strengthen capital and expand the market,
thereby increasing their attractiveness to investors.

This negative relationship suggests that leading companies in the LQ45
that have high leverage levels tend to experience a decline in the company's value
perceived by the market. In the context of LQ45 companies, which generally have
a good reputation and easier access to external financing, high leverage can raise
concerns among investors regarding financial risk. Heavy reliance on debt
financing can increase interest expenses, thereby reducing net income available to
shareholders. This can also exacerbate liquidity risk, especially in uncertain
economic conditions.

Furthermore, high DER in LQ45 companies can be seen as an indication
of lack of efficiency in capital structure management. Although these companies
usually have the capacity to attract investment due to their reputation and
credibility, excessive use of debt can reduce their financial flexibility in allocating
funds to strategic growth opportunities, such as business expansion,
diversification, or product innovation.

From a market perspective, investors tend to focus more on other
performance indicators, such as profitability, operational efficiency, and growth
stability, compared to high levels of leverage. Excessive leverage can also create
the perception that the company is riskier and less oriented towards long-term
growth, which ultimately reduces the company's market value as reflected in
Tobin's Q.

The results of this study imply that companies in the LQ45 index need to
maintain a balance between the use of debt and equity in their capital structure.
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Focusing on operational efficiency, financial stability, and sustainable growth
strategies is more likely to attract investors and increase the company's value in
the eyes of the market.

The results of the study are not in line with the results of studies conducted
by (Lestari 2023), (Jihadi et al. 2021), (Wahid, Ambarwati, and Satmoko 2022),
(Yuliyanti et al. 2023), and (Zulfa, Azam, and Bandono 2024), which found that
leverage has a positive effect on firm value. However, the results of this study are
in line with the results of studies conducted by (Fosu et al. 2016), (Kahfi,
Pratomo, and Aminah 2018), (Simorangkir 2019), and (Ripaluddin, Pasulu, and
Taufiq 2023), which found that leverage has a negative effect on firm value.

The Effect of Firm Size on Firm Value

The research findings indicate that firm size, measured by Ln Total Assets,
does not have a negative effect on firm value, measured by Tobin's Q. This means
that the total assets owned by a company do not significantly impact the perceived
market value of the firm in a way that decreases it. In the context of signaling
theory, large companies with greater resources and stability do not necessarily
send positive signals to investors, especially if they face managerial challenges or
operational inefficiencies. According to (Brigham and Houston 2020), in a
competitive business environment, firm size alone is not a determining factor of
value.

Firm size is often seen as an indicator of operational strength and financial
stability. Companies with substantial assets generally possess a higher capacity to
operate on a larger scale, diversify revenue streams, and mitigate external risks.
However, in this case, the findings suggest that merely owning significant assets
is insufficient to produce either a negative or positive impact on firm value.

The market tends to evaluate more than just the size of assets, focusing
instead on how effectively a company manages and utilizes those assets to
generate revenue, profit, and returns on investment. If a company fails to optimize
asset utilization, having a larger size does not necessarily provide a competitive
advantage. Conversely, the market is likely to prioritize operational efficiency,
asset productivity, and the long-term investment strategies implemented by the
company.

In the context of large companies such as those listed in the LQ45 index,
firm size may not be the primary factor influencing value. These companies
typically have other advantages, such as easy access to financing, strong
reputations, and opportunities to achieve economies of scale. Therefore, the
market is more inclined to assess performance based on other indicators, such as
profitability, innovation, revenue growth, or business diversification, rather than
merely the size of the company's assets.

These findings differ from those of previous studies by (Hapsoro and Falih
2020), (Natsir and Yusbardini 2020), (Nurwulandari, Wibowo, and Hasanudin
2021), (Atiningsih and Izzaty 2021), (Lestari 2023), and (Zulfa, Azam, and
Bandono 2024), which found that firm size has a positive effect on firm value.
Similarly, they contrast with studies by (Susanti and Restiana 2018), (Hirdinis
2019), (Reschiwati, Syahdina, and Handayani 2020), and (Wahid, Ambarwati,
and Satmoko 2022), which found that firm size negatively affects firm value.
However, these results align with findings by (Adiputra and Hermawan 2020),
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and (Yulandri, Hertina, and Asih 2023), which found that firm size does not have
a negative impact on firm value.

The Effect of Profitability on Firm Value

The research findings indicate that profitability, measured using Return on
Assets (ROA), has a positive effect on firm value, as measured by Tobin's Q. This
implies that the higher a company's ability to generate profits from its total assets,
the higher the firm's value perceived by the market.

High profitability reflects a company's efficiency in utilizing its assets to
generate income. In financial theory, strong profitability sends a positive signal to
investors about the company's financial health and its capacity to deliver
sustainable returns. This aligns with Signaling Theory, which posits that good
financial performance builds investor confidence and enhances the company's
attractiveness in capital markets. As noted by (Brigham and Houston 2020), in a
competitive business environment, investors tend to focus on financial
performance as an indicator of growth potential, where strong profitability fosters
trust in the company's capacity for expansion.

A high ROA also demonstrates effective asset management and significant
net profit generation. Consequently, companies with high ROA are considered
more appealing as they signify operational efficiency and the potential to provide
substantial returns to shareholders.

In the context of companies listed in the LQ45 index, the positive effect of
profitability on firm value becomes even more relevant. These firms typically
have better access to resources and larger business opportunities, making the
profits they generate more impactful on their market value. A high Tobin's Q
value in such companies reflects market appreciation for their efficiency and
profitability performance.

These findings are consistent with previous studies conducted by (Sucuahi
and Cambarihan 2016), (Tui et al. 2017), (Rosikah et al. 2018), (Zuhroh 2019),
(Dwiastuti and Dillak 2019), (Sari and Sedana 2020), (Darmawan et al. 2020),
(Sugosha and Artini 2020), (Natsir and Yusbardini 2020), (Jihadi et al. 2021),
(Yondrichs et al. 2021), (Olivia and Wiksuana 2021), (Suhendry, Toni, and
Simorangkir 2021), (Atiningsih and Izzaty 2021), (Handayani, Indarto, and
Santoso 2022), (Faradila and Effendi 2023), (Buti and Wiyarni 2023), (Lestari
2023), and (Budiarti, Moeldjadi, and Wijayanti 2023), which also found that
profitability positively influences firm value.

Profitability as a Mediator of the Effect of Liquidity on Firm Value

This study reveals that profitability, measured using Return on Assets
(ROA), is unable to mediate the effect of liquidity, measured by the Current Ratio
(CR), on firm value, measured by Tobin's Q. This indicates that while liquidity is
an important factor, profitability does not always function as a linking element
that strengthens the relationship. In the context of signaling theory, good liquidity
can provide a positive signal about a company’s financial health. However, if
profitability is low, investors may remain skeptical about the company’s long-
term growth prospects, thereby hindering an increase in firm value. (Brigham and
Houston 2020) state that companies with high liquidity but low profitability are
often perceived as high-risk, reducing their attractiveness to investors.
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These findings suggest that although liquidity reflects a company’s ability
to meet its short-term obligations, it does not significantly influence firm value
through the profitability pathway. In this context, profitability does not serve as a
mediator that strengthens the relationship between liquidity and firm value.

From a liquidity perspective, the CR is often used to assess a company’s
ability to maintain short-term financial stability. However, a high liquidity ratio
does not necessarily indicate efficient utilization of assets or working capital to
generate profits. If a company merely maintains liquidity without utilizing excess
current assets to support operational or investment activities, its impact on
profitability—and consequently on firm value—becomes limited.

Profitability, represented by ROA, typically reflects a company’s
efficiency in managing assets to generate profits. In many studies, profitability is
expected to serve as a mediator in the relationship between other financial
variables and firm value. However, this study reveals that ROA cannot strengthen
the relationship between CR and Tobin's Q. This may be because high liquidity
does not always generate sufficient profits to influence market perceptions of firm
value. In other words, the market may not focus solely on liquidity and
profitability but also consider other variables, such as growth, innovation, or
investment strategies.

This study, conducted on companies listed in the LQ45 index, further
validates these findings. Companies within the LQ45 index typically have greater
access to resources and business opportunities, making their liquidity more stable.
However, in a competitive environment, the market tends to evaluate companies
based on other indicators such as operational efficiency, innovation, or long-term
growth strategies, rather than solely focusing on the relationship between liquidity
and profitability.

These findings align with studies by (Handayani, Indarto, and Santoso
2022) and (Ripaluddin, Pasulu, and Taufiq 2023), which also found that
profitability does not mediate the effect of liquidity on firm value. Liquidity can
directly impact firm value without requiring profitability as a mediator,
highlighting that companies may have strong cash flows but are inefficient in
generating profits. These results underscore the complexity of the relationship
between liquidity, profitability, and firm value, where other factors may play a
more dominant role in shaping investor perceptions.

Profitability as a Mediator of the Effect of Leverage on Firm Value

The research findings indicate that profitability, as measured by Return on
Assets (ROA), plays a crucial role as a mediator in the relationship between
leverage, measured by the Debt to Equity Ratio (DER), and firm value, measured
by Tobin's Q. In other words, the influence of leverage on firm value is not solely
direct but also involves profitability as a connecting pathway.

High leverage, as reflected by a high DER, indicates that a company
significantly utilizes debt in its capital structure. This can provide strategic
advantages if the debt is allocated to productive investments, leading to higher
profits. However, high leverage also entails substantial financial risks, such as the
potential for default, which may diminish investor confidence. In this context,
profitability serves as a key indicator of the company’s efficiency in utilizing its
assets to generate profits while managing the risks associated with debt usage.
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When a company is able to optimally use debt to boost productivity and
generate substantial net income, it reflects sound financial management. High
ROA signals to the market that the company effectively manages its assets, even
under significant debt obligations. This, in turn, enhances investor confidence in
the company’s ability to sustain growth, thereby increasing firm value, as
evidenced by an improvement in Tobin’s Q.

Under the framework of signaling theory, companies with strong
profitability send positive signals to investors, demonstrating their ability to not
only manage leverage-related risks but also deliver significant returns. High
profitability creates a perception that the company has solid fundamentals, strong
competitiveness, and promising long-term growth prospects, thereby boosting its
value in the eyes of the market. (Brigham and Houston 2020) emphasize that as
long as companies can generate sufficient profits to cover debt costs, leverage can
enhance shareholder returns.

This study underscores the importance of proper leverage management,
with profitability serving as a critical success factor. Leverage utilized without
sufficient profitability may only amplify risks. However, when accompanied by
improved operational efficiency, as reflected by a higher ROA, its impact on firm
value becomes more significant. Thus, companies that successfully manage this
relationship are more likely to attract investor interest and enhance their
competitiveness in the market.

These findings align with the research by (Suhendry, Toni, and
Simorangkir 2021), which also found that profitability mediates the relationship
between leverage and firm value. Profitability plays a vital role in bridging the
gap between leverage and firm value, as companies that efficiently manage debt
and generate profits tend to have higher perceived value among investors. This
demonstrates that profitability not only reflects a company’s financial health but
also enhances investors’ perceptions of the risks and potential returns associated
with the use of debt.

Profitability as a Mediator of the Effect of Firm Size on Firm Value

The study conducted on companies listed in the LQ45 index reveals that
profitability, measured using Return on Assets (ROA), fails to mediate the
influence of firm size, measured by Ln Total Assets, on firm value, measured by
Tobin's Q. This finding indicates that, although companies in the LQ45 index
generally possess substantial assets, the profitability generated from these assets is
not sufficiently significant to strengthen the relationship between firm size and
firm value.

Companies within the LQ45 index are known for their large market
capitalization and extensive access to capital markets. However, the results show
that possessing large assets alone is insufficient to enhance firm value through
profitability. One possible explanation is that these sizable assets are not yet
optimally managed to generate profits. High operational costs, long-term
investments that have not yielded results, or reliance on specific markets could
hinder the efficiency of asset utilization.

Moreover, investors focusing on LQ45 companies tend to consider various
factors beyond firm size and profitability. Indicators such as innovation,
sustainability, long-term growth strategies, and global competitiveness are often
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prioritized. Thus, having substantial assets without accompanying operational
efficiency and effective profit management might not significantly impact
investors' perception of firm value.

Under signaling theory, large firms often signal stability and business
continuity to investors; however, firm size alone does not guarantee high
profitability. High profitability can deliver positive signals about a company's
financial efficiency and sustainability. (Brigham and Houston 2020) explain that
in practice, large companies with extensive assets may not always efficiently
manage their resources, leading to lower profitability. In this case, if ROA is not
sufficiently high, investors remain skeptical about the company’s ability to
optimally utilize its assets. This highlights the need for LQ45 companies to focus
not only on asset accumulation but also on efficient management to generate
significant profits.

The findings of this study carry important implications for companies in
the LQ45 index. These companies need to improve the efficiency of managing
their large assets to boost net profits. Additionally, it is crucial for them to develop
long-term strategies involving innovation, business diversification, and better cost
management. Through such efforts, these companies can send positive signals to
investors about their financial fundamentals while simultaneously enhancing firm
value.

This research aligns with the findings of (Hirdinis 2019), which showed
that profitability does not mediate the relationship between firm size and firm
value. This underscores the complexity of the relationship between firm size,
profitability, and firm value, where profitability may not always act as a
determining factor in the context of firm size. Despite the advantages of large
assets and stable liquidity that LQ45 companies hold, their success in increasing
firm value depends on their ability to manage those assets efficiently. By focusing
on profitability and other relevant factors, companies in the LQ45 index can
enhance their competitiveness and attractiveness to investors.

CONCLUSIONS

This study provides significant contributions to the development of theory
and practice in the capital market, particularly in the context of the relationships
between liquidity, leverage, firm size, profitability, and firm value. Theoretically,
this research enriches financial literature by demonstrating that profitability
mediates the effect of leverage on firm value but does not mediate the effects of
liquidity and firm size. These findings offer new insights into the internal
mechanisms of companies within the context of the Indonesian capital market,
especially for companies listed in the LQ45 index. Within the framework of
Signaling Theory, this study highlights that signals generated from firm size and
liquidity are only effective if supported by operational efficiency that yields
significant profits. Furthermore, the research emphasizes the importance of
considering mediating factors such as profitability in models that link capital
structure to firm value, providing a more comprehensive foundation for
understanding interactions among financial variables.

Practically, this research offers critical implications for corporate
management, investors, and policymakers. For corporate management, the
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findings underscore the importance of prudent leverage management. High
leverage without adequate profitability can reduce firm value. Therefore,
management must ensure that debt is used productively in profit-generating
activities. Additionally, large liquidity and firm size should be managed
efficiently to support productive investments and innovation, thereby creating
added value. For investors, the findings provide guidance to exercise caution
when evaluating companies with high leverage but low profitability. Profitability
becomes a crucial indicator in assessing whether a company can manage financial
risks and generate adequate returns. Meanwhile, for policymakers, this research
highlights the importance of supporting financial transparency and efficient asset
management to enhance investor confidence in the capital market.

In the context of the Indonesian capital market, these findings suggest that
companies listed in the LQ45 index need to prioritize the efficient management of
assets and leverage to enhance profitability and firm value. Large assets or high
liquidity do not automatically improve firm value without optimal management.
This study also emphasizes the importance of long-term growth strategies,
including innovation and business diversification, as key factors supporting
corporate competitiveness.

This research utilizes data from companies in the LQ45 index during the
2018-2022 period. This limitation may restrict the generalization of the findings
to all companies listed on the Indonesia Stock Exchange (IDX) or companies in
other sectors. Although the study considers several important variables such as
liquidity, leverage, firm size, and profitability, many other variables, such as
innovation, risk management, or corporate governance quality, could also
influence firm value but were not included in the research model. The study
employs panel data analysis with a Fixed Effects Model, which is appropriate for
panel data but may not fully capture all dynamics within companies, particularly
those related to external factors such as macroeconomic conditions or regulatory
changes.

To expand the utility of these findings, future research is recommended to
include companies outside the L.Q45 index, incorporate additional variables such
as innovation or corporate governance, and use more complex methodologies
such as structural equation modeling (SEM). With these approaches, future
studies could provide deeper insights into the financial dynamics of the
Indonesian capital market.
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THE ROLE OF PROFITABILITY IN MEDIATING
DETERMINANTS OF FIRM VALUE

ABSTRACT

This study aims to analyze the role of profitability in mediating the relationship between liquidity,
leverage, and firm size in relation to firm value. The data used in this study are secondary data
obtained from the Indonesia Stock Exchange websites. The population consists of 71 companies
listed in the LQ45 index for the period 2018-2022. The study sample includes 18 non-bank
companies within the LQ45 index, selected through purposive sampling, yielding a total of 90
observations over five years. Data analysis was conducted using panel data with EViews 13
software. model selection was carried out through the Chow Test, Hausman Test, and Lagrange
Multiplier Test. The results indicate that liquidity has no effect on profitability, whereas leverage
and firm size significantly impact profitability. Furthermore, leverage influences firm value, while
liquidity and firm size show no significant effect on firm value. Profitability does not mediate the
effect of liquidity and firm size on firm value but does mediate the effect of leverage on firm
value. Theoretically, this research complements previous theories and serves as a reference for
future studies. Practically, investors can utilize this information to exercise caution when assessing
companies with high leverage levels but low profitability.

Keywords: Profitability, Liquidity, Leverage, Firm Size, Firm Value.

INTRODUCTION

Firm value is one of the primary indicators used by investors to assess a
company's performance and future prospects. High firm value reflects investor
confidence in the company’s ability to generate profits and sustain itself over the
long term. According to lAnggeriani, Fachrudin, and Silalahi (2018), maximizing
firm value is crucial for a company, as it also maximizes shareholder wealth,
which is the primary objective of a business\. Numerous studies have examined
factors affecting firm value, yet their findings have been inconsistent. H:actors
such as liquidity, leverage, firm size, and profitability can influence firm Value.L

High liquidity signals to investors that the company has sound financial
health and a low risk of bankruptcy. However, excessive liquidity may also
indicate that a company is not optimally utilizing its financial resources. Several
studies, includingj (Kahfi, Pratomo, and Aminah 2018), (Hapsoro and Falih 2020),
(Reschiwati, Syahdina, and Handayani 2020), (Darmawan et al. 2020), (Jihadi et
al. 2021), and (Ripaluddin, Pasulu, and Taufiq 2023)\ liquidity has a positive effect
on firm value. In contrast, studies by (Tui et al. 2017), (Adiputra and Hermawan
2020), (Sari and Sedana 2020), (Putro and Risman 2021), (Suhendry, Toni, and
Simorangkir 2021), (Nurwulandari, Wibowo, and Hasanudin 2021), (Yondrichs et
al. 2021), (Wahid, Ambarwati, and Satmoko 2022), (Handayani, Indarto, and
Santoso 2022), (Budiarti, Moeldjadi, and Wijayanti 2023), (Yuliyanti et al. 2023),
dan (Zulfa, Azam, and Bandono 2024) indicate that liquidity (CR) does not affect
firm value.
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The second factor affecting firm value is leverage. The leverage ratio is
used to measure the extent to which a company's activities are financed by debt,
including both short-term and long-term debt. A higher leverage ratio indicates a
greater level of dependence on external parties (creditors) and a larger amount of
interest expenses that the company must pay. Leverage reflects how much debt a
company uses in its capital structure. When used appropriately, debt can provide
tax benefits and increase earnings per share. However, excessive debt can lead to
a higher risk of bankruptcy, which may diminish firm value. Several studies have
been conducted, including those by (Fosu et al. 2016), (Kahfi, Pratomo, and
Aminah 2018), (Lestari 2023), (Simorangkir 2019), (Jihadi et al. 2021), (Wahid,
Ambarwati, and Satmoko 2022), (Ripaluddin, Pasulu, and Taufiq 2023),
(Yuliyanti et al. 2023), and (Zulfa, Azam, and Bandono 2024), which found that
leverage significantly affects firm value. In contrast, research by (Dwiastuti and
Dillak 2019), (Suhendry, Toni, and Simorangkir 2021), (Almomani et al. 2022),
(Handayani, Indarto, and Santoso 2022), (Yulandri, Hertina, and Asih 2023), and
(Habakkuk, Nduati, and Wang’ombe 2023) found that leverage does not affect
firm value.

Firm size is also a significant factor in determining firm value. Larger
companies typically have better access to resources and capital markets, which
can help them maintain stable performance and enhance firm value. However,
company size can also lead to inefficiencies that ultimately negatively impact firm
value. Several studies have been conducted, including those by (Susanti and
Restiana 2018), (Anggeriani, Fachrudin, and Silalahi 2018), (Hirdinis 2019),
(Sugosha and Artini 2020), (Nugraha et al. 2020), (Reschiwati, Syahdina, and
Handayani 2020), (Hapsoro and Falih 2020), (Natsir and Yusbardini 2020),
(Nurwulandari, Wibowo, and Hasanudin 2021), (Atiningsih and Izzaty 2021),
(Wahid, Ambarwati, and Satmoko 2022), (Lestari 2023), and (Zulfa, Azam, and
Bandono 2024), which found that firm size has a effects on firm value. In
contrast, research by (Tui et al. 2017), (Dwiastuti and Dillak 2019), (Adiputra and
Hermawan 2020), (Nurwulandari, Wibowo, and Hasanudin 2021), (Handayani,
Indarto, and Santoso 2022), (Yulandri, Hertina, and Asih 2023), and (Hechmi and
Saanoun 2024) found that firm size (SIZE) does not affect firm value.

High profitability can enhance investor confidence, which in turn can
increase firm value. Profitability is the end result of a series of policies and
decisions made by the company (Brigham and Houston 2020). Several previous
studies have been conducted, including those by (Sucuahi and Cambarihan 2016),
(Tui et al. 2017), (Rosikah et al. 2018), (Zuhroh 2019), (Dwiastuti and Dillak
2019), (Sari and Sedana 2020), (Darmawan et al. 2020), (Sugosha and Artini
2020), (Syamsudin et al. 2020), (Natsir and Yusbardini 2020), (Jihadi et al. 2021),
(Yondrichs et al. 2021), (Olivia and Wiksuana 2021), (Suhendry, Toni, and
Simorangkir 2021), (Atiningsih and Izzaty 2021), (Handayani, Indarto, and
Santoso 2022), (Faradila and Effendi 2023), (Buti and Wiyarni 2023), (Lestari
2023), (Budiarti, Moeldjadi, and Wijayanti 2023), (Zulfa, Azam, and Bandono
2024), and (Yulianti et al. 2024), which found that profitability affects firm value.
In contrast, research conducted by (Astuti, Wahyudi, and Mawardi 2018),
(Reschiwati, Syahdina, and Handayani 2020), (Hapsoro and Falih 2020),
(Nurwulandari, Wibowo, and Hasanudin 2021), (Ripaluddin, Pasulu, and Taufiq



2023), and (Yuliyanti et al. 2023) found that profitability does not affect firm
value.

Furthermore, profitability, which reflects a company's ability to generate
profits, is considered a key factor that mediates the relationship between liquidity,
leverage, and firm size on firm value. The liquidity of a company has an impact
on its value, both directly and through profitability as a mediator. Adequate
liquidity enables a company to meet its short-term obligations, providing
confidence to investors about the company's financial stability, which can enhance
firm value. However, high liquidity also needs to be balanced with effective
management to avoid hindering asset productivity. With maintained liquidity, the
company can operate efficiently, supporting an increase in profitability. High
profitability indicates optimal company performance, thus enhancing its
attractiveness to investors and ultimately increasing firm value. Several previous
studies have been conducted, including those by (Tahu and Susilo 2017), (Tui et
al. 2017), (Nugraha et al. 2020), (Bintara 2020), (Suhendry, Toni, and
Simorangkir 2021), (Ripaluddin, Pasulu, and Taufiq 2023) and (Nguyen, Le, and
Nguyen 2024), which found that liquidity affects profitability. In contrast,
research conducted by (Krismunita and Imronudin 2021) and (Handayani, Indarto,
and Santoso 2022) found that liquidity does not affect profitability. Further
research by (Putro and Risman 2021) found that profitability can mediate the
effect of liquidity on firm value. However, the studies by (Handayani, Indarto, and
Santoso 2022) and (Ripaluddin, Pasulu, and Taufiq 2023) found that profitability
is not capable of mediating the effect of liquidity on firm value.

Furthermore, a company's leverage has an important relationship with firm
value, particularly when influenced by the mediating role of profitability. Optimal
use of leverage allows a company to finance investments without sacrificing
equity, thereby increasing potential profits and growth. However, high leverage
also increases financial risk and interest costs, which can reduce net income. In
this context, profitability mediates the relationship by demonstrating the
company's effectiveness in managing debt to generate profits. If a company can
efficiently use leverage to enhance profitability, it will attract investor interest and
increase firm value. Conversely, if leverage fails to improve profitability, the
financial risks borne by the company may negatively impact its value. Several
previous studies have been conducted, including those by (Nugraha et al. 2020),
(Bintara 2020), (Suhendry, Toni, and Simorangkir 2021), and (Ripaluddin,
Pasulu, and Taufiq 2023), which found that leverage affects profitability. In
contrast, research by (Hamidah 2016), (Makhdalena 2018), (Ramadhanti,
Amaliawiati, and Nugraha 2021), and (Handayani, Indarto, and Santoso 2022)
found that leverage does not affect profitability. Additionally, the study by
(Suhendry, Toni, and Simorangkir 2021) found that profitability can mediate the
relationship between leverage and firm value, while the research by (Ripaluddin,
Pasulu, and Taufiq 2023) found that profitability does not mediate the relationship
between leverage and firm value.

The relationship between firm size and firm value through profitability is
supported by research findings from (Hirdinis 2019), (Natsir and Yusbardini
2020), and (Atiningsih and Izzaty 2021), which indicate that firm size affects
profitability. In contrast, (Tui et al. 2017) found that firm size does not influence
profitability. Subsequent studies by Natsir and Yusbardini (2020) and (Atiningsih



and Izzaty 2021) found that profitability can mediate the effect of firm size on
firm value. Meanwhile, (Hirdinis 2019) found that profitability does not mediate
the relationship between firm size and firm value.

This study examines the impact of liquidity, leverage, and firm size on
firm value with profitability, measured through Return on Assets (ROA), as a
mediating variable, and has yielded varied findings. Some studies found that ROA
can mediate the effect of liquidity on firm value, as reported by (Putro and
Risman 2021). However, other studies showed different results, such as the
research conducted by (Handayani, Indarto, and Santoso 2022), which concluded
that profitability does not mediate the effect of liquidity on firm value. Similarly,
in the context of leverage, research by (Suhendry, Toni, and Simorangkir 2021)
indicates that ROA can mediate the effect of leverage on firm value, while the
study by (Ripaluddin, Pasulu, and Taufiq 2023) states otherwise. The
inconsistency of these results creates a gap that highlights the need for further
studies to clarify the role of ROA as an effective mediator in this model.

The novelty of this research lies in the comprehensive approach used to
analyze the role of ROA as a mediating variable in the effects of liquidity,
leverage, and firm size on firm value. While most previous studies have tended to
examine these variables separately or have focused only on their direct effects on
firm value, this study offers an integrated approach by evaluating all three
variables simultaneously. This provides a new perspective that enriches the
academic literature and generates deeper insights into the mediating role of ROA
in enhancing firm value.

This research is highly urgent as it aims to address the inconsistencies in
the results of previous studies. Considering that firm value is a primary reference
for investors in making investment decisions, understanding the role of
profitability as a mediating variable will provide practical guidance for companies
in enhancing investor confidence and attractiveness. Thus, this study is relevant
for financial managers in their efforts to maximize firm value through better
management of liquidity, leverage, and firm size.

In terms of originality, this research offers a novel contribution by
integrating these three variables into a single model and examining the
effectiveness of profitability as a mediating factor. This study also utilizes more
recent data and analysis methodologies tailored to the current economic
conditions, making the results more relevant for practical guidance and corporate
strategies.

The objective of this research is to examine and analyze whether ROA can
mediate the effects of liquidity, leverage, and firm size on firm value, both
directly and indirectly. Additionally, this study aims to comprehensively explain
the extent to which these three variables influence firm value. The findings of this
research are expected to contribute academically by enriching the literature on the
role of profitability as a mediating variable. Practically, the results are anticipated
to provide guidance for financial managers in making decisions related to
liquidity management, leverage, and firm size, which ultimately can enhance
profitability and firm value.



LITERATURE REVIEW

Signaling Theory

Signaling theory was proposed by Michael Spence in 1973, suggesting
that asymmetric information between company managers and investors can be
addressed through signals provided by management. In this context, companies
use financial reports or strategic actions as signals to investors regarding the
company's condition and prospects. (Brigham and Houston 2020) explain that the
information conveyed by management through financial statements, dividend
policies, or investment decisions can serve as signals about the company's status
and future potential to external parties. These signals help reduce the information
asymmetry between managers and investors, assisting investors in making better
investment decisions. Actions that are perceived as positive signals, such as
increased profits or the announcement of new projects, can enhance investor
confidence and have a positive impact on firm value.

Firm Value

Firm value represents the market’s perception of the overall performance
and future prospects of the company. According to (Brigham and Houston 2020),
firm value can be defined as the market value assessed through stock price and the
total equity held by shareholders. Firm value is crucial because the primary
objective of financial management is to maximize it for the benefit of
shareholders. A common measure used to assess firm value is Tobin’s Q, which is
the ratio of the company’s market value of assets (market capitalization) to the
replacement cost of the company’s assets.

Profitability

Profitability is a measure of a company's performance in generating profit
relative to its sales, assets, or equity. According to (Brigham and Houston 2020),
profitability is a key indicator used to assess how efficiently a company's
management utilizes its resources to generate earnings. High profitability
indicates that the company has successfully managed its assets efficiently to
generate profits, which is a sign of good financial performance. Profitability is
also often used as a mediating variable that strengthens the relationship between
other financial factors and company value, as good performance typically
enhances investor confidence.

Liquidity

Liquidity refers to a company's ability to meet its short-term obligations as
they come due without facing financial difficulties. According to (Brigham and
Houston 2020), liquidity is crucial for a company as it reflects the ability to
convert current assets into cash to fulfill short-term liabilities. High liquidity can
reduce the risk of bankruptcy because the company can meet its short-term
obligations. However, excessive liquidity may also indicate inefficient cash
management, as an excess of current assets can decrease profitability levels.



Leverage

Leverage refers to the use of debt financing to enhance the potential return
to a company's shareholders. According to (Brigham and Houston 2020), leverage
reflects the extent to which a company utilizes debt in its capital structure, which
can increase both risk and potential returns for shareholders. Leverage can provide
benefits in the form of increased profits if the investments financed with debt
yield returns greater than the cost of the debt itself. However, leverage also carries
risks, particularly financial risk, because the higher the debt, the greater the
obligation for interest and principal repayments that the company must fulfill. If a
company fails to meet these obligations, it could lead to bankruptcy. Companies
with high leverage have more debt compared to equity, which can provide tax
benefits but also heightens financial risk. High leverage can increase the value of
a company due to tax advantages, but if it becomes excessive, it may raise the risk
of bankruptcy.

Firm Size

Firm size is an important factor in financial analysis and management
strategy. According to (Brigham and Houston 2020), firm size, measured by total
assets or sales, reflects the capacity and stability of a company in its operations
and can influence market perceptions. Firm size is often associated with the total
assets owned, which reflects the magnitude of resources available to support
business operations and expansion. Generally, the larger the company size, the
greater its capacity to obtain financing from capital markets, whether through
equity or debt.

Hypothesis Development

In signaling theory, high liquidity can serve as a positive signal for
investors, indicating that the company has a good ability to meet its short-term
obligations and manage cash efficiently, which in turn can enhance investor
confidence and create opportunities for increased profitability. (Brigham and
Houston 2020) explain that adequate liquidity allows a company to take
advantage of profitable investment opportunities and avoid costs associated with
late payments or reliance on short-term funding sources. Several previous studies
conducted by (Tahu and Susilo 2017), (Tui et al. 2017), (Nugraha et al. 2020),
(Suhendry, Toni, and Simorangkir 2021), (Ripaluddin, Pasulu, and Taufiq 2023),
and (Nguyen, Le, and Nguyen 2024) found that liquidity has a positive effects on
profitability. Companies with adequate cash reserves tend to be more stable and
flexible in investing in productive assets, which ultimately enhances their
financial performance. This indicates that good liquidity management not only
maintains financial stability but can also act as a catalyst in improving the
company’s profitability. Therefore, it can be concluded that the hypothesis in this
study is: H1: Liquidity has a positive effects on profitability.

Leverage refers to the use of debt by a company in its capital structure,
which can signal management's confidence in the company's ability to generate
sufficient profits to meet its debt obligations. Based on Signaling Theory, an
optimal level of leverage is considered a positive signal for investors, indicating
that the company is willing to take on debt because it expects its future
performance to cover the associated costs. According to (Brigham and Houston



2020), leverage can enhance the value of a company since debt is often a cheaper
source of funding compared to equity, and the interest on debt can provide tax
benefits. Research by (Suhendry, Toni, and Simorangkir 2021), and (Ripaluddin,
Pasulu, and Taufiq 2023) found that leverage has a positive affects profitability,
while (Nugraha et al. 2020) and (Bintara 2020) found that leverage has a negative
effect on profitability. Therefore, it can be concluded that the hypothesis in this
study is: Hy: Leverage has a positive effects on profitability.

Firm size is often measured by total assets or revenue, reflecting its
capacity and operational scale. Larger companies generally have more resources,
better access to markets, and the ability to take advantage of economies of scale.
These advantages allow for a reduction in unit costs and an increase in operational
efficiency, which in turn contributes to enhanced profitability. Furthermore, large
companies typically have stronger bargaining power with suppliers and
customers, which can result in higher profit margins and a reinforced market
position. Additionally, company size is often seen as an indicator of financial
strength and stability. From the perspective of Signaling Theory, a large size
serves as a positive signal to investors and stakeholders, as it reflects quality and
promising profitability potential. According to (Brigham and Houston 2020),
larger companies usually have better access to various resources, such as funding,
technology, and skilled labor, all of which support operational efficiency and
facilitate higher profitability. Research by (Hirdinis 2019), (Natsir and Yusbardini
2020), and (Atiningsih and Izzaty 2021) found that company size has a positive
effects on profitability. Thus, the hypothesis in this study is: Hs: Firm size has a
positive effect on profitability.

Liquidity refers to a company's ability to meet its short-term obligations
and is often viewed as a positive signal regarding the company's financial stability
in the eyes of investors. According to Signaling Theory, companies with good
liquidity levels send signals indicating that they have a solid financial capacity to
handle their obligations, which can enhance market perception of the company's
value. According to (Brigham and Houston 2020), adequate liquidity enables
companies to maintain operational flexibility and avoid the risk of financial
distress, ultimately increasing the company's attractiveness to investors. Research
by (Kahfi, Pratomo, and Aminah 2018), (Hapsoro and Falih 2020), (Darmawan et
al. 2020), and (Jihadi et al. 2021), found that liquidity has a positive effects on
firm value, while (Reschiwati, Syahdina, and Handayani 2020), (Olivia and
Wiksuana 2021), and (Ripaluddin, Pasulu, and Taufiq 2023) found that liquidity
has a negative effects on firm value. Companies with high liquidity are perceived
as more stable and attractive to investors, thereby increasing their market value.
Thus, the hypothesis in this study is: Hs: Liquidity has a positive effect on firm
value.

Leverage refers to a company's use of debt within its capital structure,
which can signal management's confidence in the company's ability to generate
sufficient profits to meet its debt obligations. According to Signaling Theory, an
optimal level of leverage is considered a positive signal for investors, indicating
that the company is willing to take on debt because it expects its future
performance to cover the cost of that debt. According to (Brigham and Houston
2020), leverage can enhance company value because debt is often a cheaper
source of financing compared to equity, and the interest on debt can also provide



tax benefits. Several studies, including those by (Lestari 2023), (Jihadi et al.
2021), (Wahid, Ambarwati, and Satmoko 2022), (Yuliyanti et al. 2023), and
(Zulfa, Azam, and Bandono 2024), have found that leverage has a positive effects
on firm value, while (Fosu et al. 2016), (Kahfi, Pratomo, and Aminah 2018),
(Simorangkir 2019), and (Ripaluddin, Pasulu, and Taufiq 2023), have found that
leverage has a negative effects on firm value. Optimal leverage has the potential
to increase firm value through financing efficiency and the tax benefits obtained.
Therefore, it can be concluded that the hypothesis in this study is: Hs: Leverage
has a positive effects on firm value.

Firm size is often associated with company value, where larger companies
are viewed as more stable and capable of facing higher business risks compared to
smaller companies. Based on Signaling Theory, company size can serve as a
positive signal to investors, indicating that the company has financial resilience
and adequate resources to support long-term growth. According to (Brigham and
Houston 2020), larger companies typically have better access to financing and
business networks, enabling them to achieve greater economies of scale and
improved operational efficiency, thus enhancing their competitiveness and value
in the eyes of investors. Several studies have been conducted, including those by
(Hapsoro and Falih 2020), (Natsir and Yusbardini 2020), (Nurwulandari,
Wibowo, and Hasanudin 2021), (Atiningsih and Izzaty 2021), (Lestari 2023), and
(Zulfa, Azam, and Bandono 2024), which found that firm size has a positif effects
on firm value, while (Susanti and Restiana 2018), (Hirdinis 2019), (Reschiwati,
Syahdina, and Handayani 2020), (Wahid, Ambarwati, and Satmoko 2022) have
found that firm size has a negative effects on firm value. A larger company size
can strengthen investors' perception of the company's strength and sustainability,
ultimately increasing the market value of the company. Therefore, it can be
concluded that the hypothesis in this study is: He: Firm size has a positive effects
on firm value.

Profitability is a key factor that reflects a company's financial performance
and is often used as an indicator of the company's ability to generate profits.
Based on Signaling Theory, high profitability is considered a positive signal for
investors as it reflects management efficiency and good growth prospects,
ultimately enhancing the attractiveness and value of the company. According to
(Brigham and Houston 2020), consistent profitability allows a company to
strengthen its financial position, support expansion, and enhance flexibility in the
face of market uncertainties, all of which contribute to an increase in company
value. Several previous studies have been conducted by (Sucuahi and Cambarihan
2016), (Tui et al. 2017), (Rosikah et al. 2018), (Zuhroh 2019), (Dwiastuti and
Dillak 2019), (Sari and Sedana 2020), (Darmawan et al. 2020), (Sugosha and
Artini 2020), (Natsir and Yusbardini 2020), (Jihadi et al. 2021), (Yondrichs et al.
2021), (Olivia and Wiksuana 2021), (Suhendry, Toni, and Simorangkir 2021),
(Atiningsih and Izzaty 2021), (Handayani, Indarto, and Santoso 2022), (Faradila
and Effendi 2023), (Buti and Wiyarni 2023), (Lestari 2023), and (Budiarti,
Moeldjadi, and Wijayanti 2023), which found that profitability has a positive
effects on company value, while (Zulfa, Azam, and Bandono 2024), found that
profitability has a negative effects on company value. High profitability is
considered to strengthen investor confidence in the company’s long-term
potential, thereby increasing the company's market value. Therefore, it can be



concluded that the hypothesis in this study is: H7: Profitability has a positive
effects on firm value.

Profitability is considered capable of mediating the effect of liquidity on
firm value because companies with high liquidity have greater financial flexibility
to fund operations and investments that support achieving higher profits. Based on
Signaling Theory, companies that can maintain high liquidity send a signal of
financial stability to investors, which can enhance positive perceptions of the
company’s profitability potential. According to (Brigham and Houston 2020),
good liquidity can help companies maintain operational smoothness and capitalize
on growth opportunities, which ultimately can enhance profitability. Research by
(Putro and Risman 2021) found that profitability is able to mediate the effect of
liquidity on firm value. Good liquidity supports higher profitability, which
ultimately increases the company's market value in the eyes of investors.
Therefore, it can be concluded that the hypothesis in this study is: Hs: Profitability
is capable of mediating the effect of liquidity on firm value.

Profitability is seen as capable of mediating the effect of leverage on
company value because well-managed leverage can enhance a company's
opportunities to generate higher profits, which subsequently contributes to an
increase in company value. Based on Signaling Theory, the appropriate use of
leverage demonstrates management's confidence in the company's future
prospects, sending a positive signal to investors that the company can manage
debt risk while generating stable profitability. According to (Brigham and
Houston 2020), leverage can be an effective tool for increasing profits, provided
that the company can manage debt costs and take advantage of the tax benefits
derived from interest payments. Research by (Suhendry, Toni, and Simorangkir
2021) found that profitability is able to mediate the relationship between leverage
and firm value. Proper leverage can enhance profitability, which ultimately
strengthens the firm value in the eyes of investors. Therefore, it can be concluded
that the hypothesis in this study is: Hy: Profitability is capable of mediating the
effect of leverage on firm value.

Profitability is believed to be capable of mediating the effect of firm size
on firm value, where larger company size often indicates the capacity to generate
higher profits, which in turn enhances firm value. Based on Signaling Theory,
larger companies can provide positive signals to investors regarding stability and
growth potential, indicating that they possess competitive advantages and
sufficient resources to achieve sustainable profitability. According to (Brigham
and Houston 2020), larger companies are typically associated with higher
operational efficiency and better access to funding sources, which can improve
profitability. Subsequent research by (Natsir and Yusbardini 2020) and
(Atiningsih and Izzaty 2021) found that profitability is able to mediate the effect
of firm size on firm value. Larger firm size increases profitability, which
ultimately enhances the company’s value in the eyes of investors. Therefore, it
can be concluded that the hypothesis in this study is: Hjo: Profitability is capable
of mediating the effect of firm size on firm value.

Framework

Based on the theoretical basis and the results of previous studies and the
problems that have been raised, then as a basis for formulating a hypothesis, the
following framework is presented in the research model in the following figure:
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Figure 1. Conseptual Model Method
METHOD

The data used in this study is secondary data obtained the Indonesia Stock
Exchange (IDX) website and the websites of the sample companies. The sample
used in this research consists of companies listed in the LQ45 Index for the period
2018-2022. The sampling technique employed is purposive sampling, with the
following criteria for the companies:

Table 1: Sample Selection Criteria

No Criteria Quantity
1 | Companies listed in the LQ45 Index for the period of 2018-2022 71
2 | Companies that are continuously listed in the LQ45 Index for (48)
the period of 2018-2022
3 | Companies that are part of the banking sector (&)
4 | Total sample of companies 18
5 | Total observation periods 5
6 | Total research sample: 18 company X 5 periods 90

The study employs panel data analysis using EViews 13 software. This
technique is appropriate as the data encompasses multiple companies (cross-
sections) over several years (time series). Panel data analysis is utilized to control
for unobserved variables, providing more efficient and unbiased estimates
compared to separate cross-sectional or time series analyses.

Data analysis is performed using panel data in EViews 13, which includes
multiple companies (cross-sections) over a defined time period (time series),
resulting in more efficient estimates than those from separate cross-sectional or
time series analyses. Before conducting regression tests, model selection is carried
out using the Chow Test (to choose between the Fixed Effect Model (FEM) or
Common Effect Model (CEM)), the Hausman Test (FEM vs. Random Effect
Model (REM)), and the Lagrange Multiplier Test (REM vs. CEM).

In this study, firm value serves as the dependent variable, measured by
Tobin's Q (the ratio of market value to book value of assets). Profitability is the
mediating variable, measured by Return on Assets (ROA), which reflects the
ability to generate profit. The independent variables include liquidity, measured
by the Current Ratio (CR), indicating the ability to meet short-term obligations;
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leverage, measured by the Debt to Equity Ratio (DER), which shows the use of
debt to finance assets; and firm size, measured by the natural logarithm of total

assets.

Operational variables can be summarized in the following table 2 :

ﬁable 2 Operationalization of Variables\

/{Comment [A5]: Gunakan bahasa Inggris]

Variabel Definisi Pengukuran Skala
Liquidity ratios are ratios that
show the relationship between S Cuurent Assets
Liquidity a company's cash and other Current Liability .
- rrent ) Rasio
(xX1) gurrgpF assets with its cu (Adiputra and
llabllltles' Hermawan 2020)
(Brigham and Houston 2020)
The leverage ratio is a ratio
used to measure how much of o ot Utang
Leverage a company's activities are  Total Ekuitas Rasio
(X2) financed with debt, both short-
term debt and long-term debt. (Bintara 2020)
(Brigham and Houston 2020)
Company size (firm size) is
the.scale of the company's size | . oo 1o (Total
. . which can be classified in
Firm Size . . . Asset) .
various ways, including total . Rasio
(X3) (Adiputra and
revenue, total assets and total
. Hermawan 2020)
equity.
(Brigham and Houston 2020)

B Profitability is the en.d .result of Barning After Tax
Profitability | a number of policies and| ROA=———— Rasio
(2) decisions made by a company. _ Total Asset

(Brigham and Houston 2020) (Bintara 2020)
Company value can be
interpreted as the market value MVE + DEBT
- . TOBIN'SQ=———
Firm Value | assessed through share prices TA :
: Rasio
) and total equity owned by (Adiputra and
shareholders. Hermawan 2020)

(Brigham and Houston 2020)

RESULTS AND DISCUSSIONS

Descriptive Statistics

Based on purposive sampling, there are 18 companies that meet the criteria
for this study, covering a total research period of 5 years, resulting in 90
observations. Below are the descriptive statistics for the research sample.

Table 3 Research Results

CR DER SIZE ROA TOB Q
Mean 2.069762 | 0.995962 | 31.74953 | 0.098193 | 2.370528
Median 1.793200 | 0.716950 | 31.73615 | 0.069050 1.328050
Maximum 5.654800 | 3.582700 | 33.65520 | 0.466600 18.35510
Minimum 0.335600 | 0.126200 | 30.42460 | -0.057200 | 0.531200
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Std. Dev. 1.222886 | 0.865086 | 0.858551 0.091028 | 3.136242

Observations 90 90 90 90 90

Source : secondary data (2024)

Based on Table 3, the minimum value for liquidity (Current Ratio) is
0.335600, observed in the company EXCL in 2019. The maximum value is
5.654800, recorded by the company INCO in 2022. The mean value is 2.069762,
with a standard deviation of 1.222886. The minimum value for leverage (Debt to
Equity Ratio) is 0.126200, shown by the company MNCN in 2022, while the
maximum value is 3.582700, indicated by the company UNVR in 2022. The mean
value for this variable is 0.995962, with a standard deviation of 0.865086.

Next, the minimum value for firm size is 30.42460, observed in the
company MNCN in 2018. The maximum value is 33.65520, recorded by the
company ASII in 2022. The mean value for this variable is 31.74953, with a
standard deviation of 0.858551. The minimum value for profitability (ROA) is —
0.057200, shown by the company EXCL in 2018. The maximum value is
0.466600, indicated by the company UNVR in 2018. The mean value for this
variable is 0.098193, with a standard deviation of 0.091028. The minimum value
for firm value (Tobin’s Q) is 0.531200, observed in the company ANTM in 2021,
while the maximum value is 18.35510, recorded by the company UNVR in 2018.
The mean value for this variable is 2.370528, with a standard deviation of
3.136242.

Normality Test
Structure I  : The Impact of Liquidity, Leverage, and Firm Size on Profitability
Table 4: Results of Normality Test for Structure I
Long-run Normality Test

Date: 11/05/24 Time: 04:11

Sample: 2018 2022

Included observations: 90

Statistic Prob.
Skewness 0.457209 0.323761
Skewness 3/5 2.651.624 0.004005
Kurtosis 1.378.591 0.084010
Normality 4.733.084 0.093805

Source : secondary data (2024)
Based on Table 4 above, it is noted that the probability value is 0.093805
(>0.05), which allows us to conclude that the data follows a normal distribution.

Structure II: The Impact of Liquidity, Leverage, Firm Size, and Profitability on
Firm Value
Table 5: Results of Normality Test for Structure I1
Long-run Normality Test
Date: 11/05/24 Time: 04:11
Sample: 2018 2022
Included observations: 90

Statistic Prob.
Skewness -0.149635 0.559474
Skewness 3/5 1.724.144 0.042341
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0.049692
0.178293

Kurtosis 1.647.849
Normality 3.448.649
Source : secondary data (2024)
Based on Table 5 above, it is noted that the probability value is 0.178293
(>0.05), which allows us to conclude that the data follows a normal distribution.

Model Selection Analysis
Structure I : The Impact of Liquidity, Leverage, and Firm Size on Profitability
Based on the Chow Test results, the Cross-section F value is 0.0000 <
0.05, indicating that the chosen model is the Fixed Effect Model. The Hausman
Test results show that the Cross-section random value is 0.0005 < 0.05,
confirming that the Fixed Effect Model is preferred. The Lagrange Multiplier
Test, Breusch-Pagan, also yields a value of 0.0000 < 0.05, leading to the choice of
the Random Effect Model. Therefore, it can be concluded that the best model for
this study is the Fixed Effect Model.

Structure II: The Impact of Liquidity, Leverage, Firm Size, and Profitability on
Firm Value

Similar to Structure I, the Chow Test results indicate a Cross-section F
value of 0.0000 < 0.05, leading to the selection of the Fixed Effect Model. The
Hausman Test results show a Cross-section random value of 0.0000 < 0.05,
confirming the Fixed Effect Model. The Lagrange Multiplier Test also yields a
value of 0.0000 < 0.05, supporting the Random Effect Model. Thus, the
conclusion remains that the best model for this study is the Fixed Effect Model.

Panel Data Regression Analysis

Structure I : The Influence of Liquidity, Leverage, and Firm Size on
Profitability
Table 6 Regression Test Structure I
Variable Coefficient | Std. Error t-Statistic Prob.
C -1.414084 0.696202 | -2.031140 0.0461
CR 0.013543 0.010871 1.245752 0.2171
DER -0.078628 0.018517 -4.246255 0.0001
SIZE 0.049215 0.022228 2.214097 0.0301
Effects Specification
Cross-section fixed (dummy variables)
R-squared 0.868238 | Mean dependent var 0.098193
Adjusted R-squared 0.830046 | S.D. dependent var 0.091028

Source : secondary data (2024)

Based on Table 6, the regression for Structure I is as follows:

ROA =-1.414084 + 0.013543*CR - 0.078628*DER + 0.049215*SIZE

The regression coefficient value of the liquidity measured by the current
ratio is 0.013543 with a probability value of 0.2171 (> 0.05), so the liquidity has
no effect on profitability. Based on these results, it can be concluded that H; is
rejected. The regression coefficient value of leverage measured by the debt to
equity ratio is -0.078628 with a probability value of 0.0001 (<0.05), so leverage
has a negative effects on profitability. Based on these results, it can be concluded
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that Hj is rejected. The regression coefficient value of company size followed by
Size is 0.049215 with a probability value of 0.0301 (<0.05), so firm size has a
postive effects on profitability. Based on these results, it can be concluded that Hs
is accepted. Furthermore, the Adjusted R-squared value is 0.830046, which allows
us to conclude that the influence of liquidity, leverage, and firm size on
profitability accounts for 83.00%, while the remaining 17.00% is attributed to
other factors.

Structure II: The Influence of Liquidity, Leverage, Firm Size, and Profitability on

Firm Value

Table 7 Regression Test Structure 11

Variable Coefficient | Std. Error | t-Statistic Prob.
C 31.74085 | 16.91184 | 1.876842 0.0648
CR 0.328991 | 0.259389 | 1.268330 0.2090
DER -1.647843 | 0.490714 | -3.358054 0.0013
SIZE -0.925157 | 0.542815 | -1.704370 0.0929
ROA 9.809679 | 2.840672 | 3.453295 0.0010
Effects Specification

Cross-section fixed (dummy variables)
R-squared 0.939092 | Mean dependent var [2.370528
Adjusted R-squared 0.920282 | S.D. dependent var  |3.136242
Source : secondary data (2024)
Based on Table 7, the regression for Structure Il is as follows:
TOB_Q = 31.74085 + 0.328991*CR - 1.647843*DER -0.925157*SIZE +
9.809679*ROA
The regression coefficient value of the liquidity measured by the current
ratio is 0.328991 with a probability value of 0.2090 (> 0.05), so the liquidity has
no effect on firm value. Based on these results, it can be concluded that Hy is
rejected. The regression coefficient value of leverage measured by the debt to
equity ratio is -1.647843 with a probability value of 0.0013 (<0.05), so leverage
has a negative effect on firm value. Based on these results, it can be concluded
that Hs is rejected. The regression coefficient value of company size followed by
Size is -0.925157 with a probability value of 0.0929 (>0.05), so firm size has no
negative effect on firm value. Based on these results, it can be concluded that Hg
is rejected. The regression coefficient value of profitability measured by the return
on assets is 9.809679 with a probability value of 0.0010 (<0.05), so profitability
has a postive effect on firm value. Based on these results, it can be concluded that
Hj is accepted. Furthermore, the Adjusted R-squared value is 0.920282, indicating
that the influence of liquidity, leverage, firm size, and profitability on firm value
accounts for 92.03%, with the remaining 7.97% influenced by other factors.

Sobel Test

Table 8 Results of the Sobel Test
Test Statistic | Std. Error p-value
CR— ROA— Tob. Q 1,17186757 0,11336817 ]0,24125023
DER— ROA— Tob. Q |-2,67915963 0,28789454 0,00738072
SIZE— ROA— Tob. Q |1,86389404 0,25901867 |0,06233659
Source : secondary data (2024)
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From the results of the Sobel test, a p-value of 0.24125023 (>0.05) was
obtained with a test statistic of 1.17186757 so that Hg was rejected. Thus, it can be
concluded that profitability is unable to mediate the effect of liquidity on firm
value. The Sobel test results show a p-value of 0.00738072 (< 0.05) with a test
statistic of -2.67915963, leading to the acceptance of Ho. This concludes that
profitability can mediate the effect of leverage on firm value. The Sobel test
results indicate a p-value of 0.06233659 (> 0.05) with a test statistic of
1.86389404, leading to the rejection of Hjo. Thus, it can be concluded that
profitability cannot mediate the effect of firm size on firm value.

The Effect of Liquidity on Profitability

This study found that liquidity as measured by the Current Ratio (CR)
does not have a positive effect on profitability in LQ 45 index companies.
According to Signaling Theory, high liquidity can provide a positive signal to
investors regarding the company's financial stability, but if it is not used
productively, its impact on profitability is limited. (Brigham and Houston 2020)
support this view by stating that high liquidity is often maintained for safety
purposes, but if the funds are only stored or allocated for less productive
activities, its effect on profitability remains minimal.

This finding suggests that although LQ45 companies generally have good
financial performance and high liquidity, their ability to meet short-term
obligations does not always have a direct impact on increasing profits. This may
be due to the less than optimal efficiency of using current assets, such as
inventory and receivables, which may not be allocated productively to support
revenue-generating activities. In addition, the profitability of LQ45 companies is
more likely to be influenced by other factors such as operational strategy, cost
structure, leverage, or dividend policy, which are more dominant in influencing
financial results. This finding underlines that while high liquidity is important for
maintaining financial stability, companies need to ensure that liquid assets are
managed efficiently and directed towards investments or operational activities that
can increase profitability. This finding is inconsistent with previous studies by
(Tahu and Susilo 2017), (Tui et al. 2017), (Nugraha et al. 2020), (Suhendry, Toni,
and Simorangkir 2021), (Ripaluddin, Pasulu, and Taufiq 2023), and (Nguyen, Le,
and Nguyen 2024) found that liquidity has a positive effect on profitability, but
this finding is inconsistent with previous studies by (Krismunita and Imronudin
2021) and (Handayani, Indarto, and Santoso 2022), which found that liquidity did
not significantly affect profitability. Thus, this finding reinforces the idea that
liquidity, as measured by CR, only provides limited benefits to profitability if not
accompanied by an effective asset utilization strategy.

The Effect of Leverage on Profitability

This study found that leverage, as measured by the Debt to Equity Ratio
(DER), has a negative effect on profitability, as measured by Return on Assets
(ROA), in companies listed in the LQ45 index on the Indonesia Stock Exchange.
Based on Signal Theory, optimal leverage can send a positive signal to investors,
indicating that the company is confident in managing debt to maximize
profitability. According to (Brigham and Houston 2020), well-managed leverage
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can provide tax benefits by reducing taxable income through interest expenses;
however, excessive debt use increases the risk of bankruptcy.

In practice, companies in the LQ45 index often utilize debt to enhance
operations and expand their markets, particularly when investment opportunities
are abundant but internal resources are limited. These findings indicate that higher
reliance on debt financing among these leading companies tends to reduce their
ability to generate profits from their assets. A high DER typically leads to
increased interest expenses and fixed financial obligations, which ultimately erode
the company’s net profit.

Moreover, a high DER reflects greater financial risk, which can limit a
company’s operational flexibility in seizing strategic opportunities. The negative
impact on profitability may also result from inefficient allocation of debt funds,
where investments fail to generate returns higher than the cost of borrowing. For
LQ45 companies, which are recognized for their superior financial and
operational performance, these results underscore the importance of prudent debt
management. While debt can be a tool for driving growth, excessive reliance
without careful planning can harm profitability. Therefore, maintaining an optimal
balance between debt and equity in the capital structure is crucial to sustaining
profitability while managing financial risks effectively.

The findings of this study are inconsistent with previous research by
(Suhendry, Toni, and Simorangkir 2021), and (Ripaluddin, Pasulu, and Taufiq
2023) which found that leverage positively affects profitability. However, the
results align with studies by (Nugraha et al. 2020) and (Bintara 2020), which
found that leverage has a negative effect on profitability.

The Effect of Firm Size on Profitability

This study found that company size, measured using the natural logarithm
of total assets (Ln Total Assets), has a positive effect on profitability, as measured
by Return on Assets (ROA), in companies listed in the LQ45 index on the
Indonesia Stock Exchange. Based on Signal Theory, a larger company sends a
positive signal to investors about stability and growth potential, which enhances
confidence in the company's ability to generate profits. According to (Brigham
and Houston 2020), larger companies typically have better access to resources,
such as funding, technology, and skilled labor, which supports operational
efficiency and profitability.

These findings suggest that large companies in the LQ45 index, which
generally have substantial assets, are able to leverage economies of scale and
competitive advantages to improve operational efficiency and generate higher
profits. As leading companies with strong reputations, LQ45-listed firms usually
have easier access to capital markets, allowing them to obtain financing at
relatively lower costs. Furthermore, these large companies have greater
capabilities in product diversification, market penetration, and risk management,
all of which contribute to improved profitability. The large size of these
companies also gives them strong bargaining power with suppliers and customers,
creating opportunities to enhance profit margins.

However, these findings also emphasize the importance of effective asset
management, even for large companies listed in LQ45. Large assets will not
provide maximum benefits if they are not utilized efficiently to support value-
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generating activities. Therefore, companies must continuously improve their asset
management strategies to ensure a positive contribution to profitability. These
results indicate that company size is one of the key factors that can support
profitability, especially in a competitive business environment like the LQ45
index. Large companies that successfully leverage economies of scale and
competitive advantages tend to have better financial performance compared to
smaller companies.

This finding is consistent with previous research conducted by (Hirdinis
2019), (Natsir and Yusbardini 2020), and (Atiningsih and Izzaty 2021), which
found that company size influences profitability, as larger companies can optimize
their assets for productive activities and achieve higher profits.

The Effect of Liquidity on Firm Value

This study shows that liquidity, measured using the Current Ratio (CR),
has no effect on firm value, measured by Tobin's Q, for companies listed on the
LQ45 index on the Indonesia Stock Exchange. According to Signal Theory, high
liquidity should indicate financial stability, but if current assets are not
productively invested in ventures with high returns, their impact on firm value
remains limited. (Brigham and Houston 2020) also emphasize that excessive
liquidity may signal inefficient use of assets, as liquid assets not allocated to
productive investments do not directly contribute to increasing firm value.

In practice, many companies in the LQ45 index maintain high liquidity as
a reserve against economic uncertainty, but they tend not to use it for long-term
value growth. These findings indicate that a company’s ability to meet its short-
term obligations is not a primary factor influencing the market’s perception of
firm value among these prominent companies. Excessive liquidity in large
companies, such as those listed in LQ45, may reflect inefficient cash
management. Investors might view this as an indication that available funds are
not being utilized for productive investment opportunities, such as business
expansion, product innovation, or diversification strategies. Consequently, the
market prioritizes other factors, such as profitability, growth prospects, and
operational efficiency, when assessing firm value.

Companies in the LQ45 index generally have easy access to low-cost
external financing due to their reputation and credibility. Therefore, liquidity in
the form of high current assets may be less relevant compared to long-term
investment and growth strategies. Furthermore, the capital market tends to value
companies that enhance operational efficiency and allocate resources optimally
rather than those that merely maintain high liquidity.

These results also reflect that the Indonesian capital market, particularly in
the LQ45 context, is more influenced by strategic indicators such as return on
investment, earnings stability, and innovation rather than merely the company’s
ability to meet short-term obligations. Thus, while liquidity remains essential for
maintaining operational stability, LQ45 companies need to focus on strategies that
enhance added value and attract investor interest.

These findings align with previous research suggesting that liquidity does
not always have a direct impact on firm value, particularly in large and well-
established companies. However, it is crucial for companies to maintain a balance
of sufficient liquidity, not only to ensure operational stability but also to support
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the implementation of growth strategies that can increase firm value in the eyes of
investors.

The results of this study contradict those of (Kahfi, Pratomo, and Aminah
2018), (Hapsoro and Falih 2020), (Reschiwati, Syahdina, and Handayani 2020),
(Darmawan et al. 2020), (Jihadi et al. 2021), and (Ripaluddin, Pasulu, and Taufiq
2023), who found that liquidity positively affects firm value. However, the
findings are consistent with (Reschiwati, Syahdina, and Handayani 2020), (Olivia
and Wiksuana 2021), and (Ripaluddin, Pasulu, and Taufiq 2023), (Adiputra and
Hermawan 2020), (Putro and Risman 2021), (Suhendry, Toni, and Simorangkir
2021), (Nurwulandari, Wibowo, and Hasanudin 2021), (Yondrichs et al. 2021),
(Wahid, Ambarwati, and Satmoko 2022), (Handayani, Indarto, and Santoso
2022), (Budiarti, Moeldjadi, and Wijayanti 2023), (Yuliyanti et al. 2023), dan
(Zulfa, Azam, and Bandono 2024), who found that liquidity has no effect on firm
value.

The Effect of Leverage on Firm Value

This study found that leverage, as measured by the Debt to Equity Ratio
(DER), has a negative effect on firm value as measured by Tobin's Q, in
companies listed in the LQ45 index on the Indonesia Stock Exchange. According
to Signal Theory, appropriate leverage sends a positive signal to investors that the
company can manage debt to improve performance and value. (Brigham and
Houston 2020) noted that leverage can offer tax benefits through interest
deductions; however, excessive debt increases the risk of bankruptcy, which has
the potential to reduce the perception of the company's value. In practice, LQ45
index companies often use leverage to strengthen capital and expand the market,
thereby increasing their attractiveness to investors.

This negative relationship suggests that leading companies in the LQ45
that have high leverage levels tend to experience a decline in the company's value
perceived by the market. In the context of LQ45 companies, which generally have
a good reputation and easier access to external financing, high leverage can raise
concerns among investors regarding financial risk. Heavy reliance on debt
financing can increase interest expenses, thereby reducing net income available to
shareholders. This can also exacerbate liquidity risk, especially in uncertain
economic conditions.

Furthermore, high DER in LQ45 companies can be seen as an indication
of lack of efficiency in capital structure management. Although these companies
usually have the capacity to attract investment due to their reputation and
credibility, excessive use of debt can reduce their financial flexibility in allocating
funds to strategic growth opportunities, such as business expansion,
diversification, or product innovation.

From a market perspective, investors tend to focus more on other
performance indicators, such as profitability, operational efficiency, and growth
stability, compared to high levels of leverage. Excessive leverage can also create
the perception that the company is riskier and less oriented towards long-term
growth, which ultimately reduces the company's market value as reflected in
Tobin's Q.

The results of this study imply that companies in the LQ45 index need to
maintain a balance between the use of debt and equity in their capital structure.
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Focusing on operational efficiency, financial stability, and sustainable growth
strategies is more likely to attract investors and increase the company's value in
the eyes of the market.

The results of the study are not in line with the results of studies conducted
by (Lestari 2023), (Jihadi et al. 2021), (Wahid, Ambarwati, and Satmoko 2022),
(Yuliyanti et al. 2023), and (Zulfa, Azam, and Bandono 2024), which found that
leverage has a positive effect on firm value. However, the results of this study are
in line with the results of studies conducted by (Fosu et al. 2016), (Kahfi,
Pratomo, and Aminah 2018), (Simorangkir 2019), and (Ripaluddin, Pasulu, and
Taufiq 2023), which found that leverage has a negative effect on firm value.

The Effect of Firm Size on Firm Value

The research findings indicate that firm size, measured by Ln Total Assets,
does not have a negative effect on firm value, measured by Tobin's Q. This means
that the total assets owned by a company do not significantly impact the perceived
market value of the firm in a way that decreases it. In the context of signaling
theory, large companies with greater resources and stability do not necessarily
send positive signals to investors, especially if they face managerial challenges or
operational inefficiencies. According to (Brigham and Houston 2020), in a
competitive business environment, firm size alone is not a determining factor of
value.

Firm size is often seen as an indicator of operational strength and financial
stability. Companies with substantial assets generally possess a higher capacity to
operate on a larger scale, diversify revenue streams, and mitigate external risks.
However, in this case, the findings suggest that merely owning significant assets
is insufficient to produce either a negative or positive impact on firm value.

The market tends to evaluate more than just the size of assets, focusing
instead on how effectively a company manages and utilizes those assets to
generate revenue, profit, and returns on investment. If a company fails to optimize
asset utilization, having a larger size does not necessarily provide a competitive
advantage. Conversely, the market is likely to prioritize operational efficiency,
asset productivity, and the long-term investment strategies implemented by the
company.

In the context of large companies such as those listed in the LQ45 index,
firm size may not be the primary factor influencing value. These companies
typically have other advantages, such as easy access to financing, strong
reputations, and opportunities to achieve economies of scale. Therefore, the
market is more inclined to assess performance based on other indicators, such as
profitability, innovation, revenue growth, or business diversification, rather than
merely the size of the company's assets.

These findings differ from those of previous studies by (Hapsoro and Falih
2020), (Natsir and Yusbardini 2020), (Nurwulandari, Wibowo, and Hasanudin
2021), (Atiningsih and Izzaty 2021), (Lestari 2023), and (Zulfa, Azam, and
Bandono 2024), which found that firm size has a positive effect on firm value.
Similarly, they contrast with studies by (Susanti and Restiana 2018), (Hirdinis
2019), (Reschiwati, Syahdina, and Handayani 2020), and (Wahid, Ambarwati,
and Satmoko 2022), which found that firm size negatively affects firm value.
However, these results align with findings by (Adiputra and Hermawan 2020),
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and (Yulandri, Hertina, and Asih 2023), which found that firm size does not have
a negative impact on firm value.

The Effect of Profitability on Firm Value

The research findings indicate that profitability, measured using Return on
Assets (ROA), has a positive effect on firm value, as measured by Tobin's Q. This
implies that the higher a company's ability to generate profits from its total assets,
the higher the firm's value perceived by the market.

High profitability reflects a company's efficiency in utilizing its assets to
generate income. In financial theory, strong profitability sends a positive signal to
investors about the company's financial health and its capacity to deliver
sustainable returns. This aligns with Signaling Theory, which posits that good
financial performance builds investor confidence and enhances the company's
attractiveness in capital markets. As noted by (Brigham and Houston 2020), in a
competitive business environment, investors tend to focus on financial
performance as an indicator of growth potential, where strong profitability fosters
trust in the company's capacity for expansion.

A high ROA also demonstrates effective asset management and significant
net profit generation. Consequently, companies with high ROA are considered
more appealing as they signify operational efficiency and the potential to provide
substantial returns to shareholders.

In the context of companies listed in the LQ45 index, the positive effect of
profitability on firm value becomes even more relevant. These firms typically
have better access to resources and larger business opportunities, making the
profits they generate more impactful on their market value. A high Tobin's Q
value in such companies reflects market appreciation for their efficiency and
profitability performance.

These findings are consistent with previous studies conducted by (Sucuahi
and Cambarihan 2016), (Tui et al. 2017), (Rosikah et al. 2018), (Zuhroh 2019),
(Dwiastuti and Dillak 2019), (Sari and Sedana 2020), (Darmawan et al. 2020),
(Sugosha and Artini 2020), (Natsir and Yusbardini 2020), (Jihadi et al. 2021),
(Yondrichs et al. 2021), (Olivia and Wiksuana 2021), (Suhendry, Toni, and
Simorangkir 2021), (Atiningsih and Izzaty 2021), (Handayani, Indarto, and
Santoso 2022), (Faradila and Effendi 2023), (Buti and Wiyarni 2023), (Lestari
2023), and (Budiarti, Moeldjadi, and Wijayanti 2023), which also found that
profitability positively influences firm value.

Profitability as a Mediator of the Effect of Liquidity on Firm Value

This study reveals that profitability, measured using Return on Assets
(ROA), is unable to mediate the effect of liquidity, measured by the Current Ratio
(CR), on firm value, measured by Tobin's Q. This indicates that while liquidity is
an important factor, profitability does not always function as a linking element
that strengthens the relationship. In the context of signaling theory, good liquidity
can provide a positive signal about a company’s financial health. However, if
profitability is low, investors may remain skeptical about the company’s long-
term growth prospects, thereby hindering an increase in firm value. (Brigham and
Houston 2020) state that companies with high liquidity but low profitability are
often perceived as high-risk, reducing their attractiveness to investors.
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These findings suggest that although liquidity reflects a company’s ability
to meet its short-term obligations, it does not significantly influence firm value
through the profitability pathway. In this context, profitability does not serve as a
mediator that strengthens the relationship between liquidity and firm value.

From a liquidity perspective, the CR is often used to assess a company’s
ability to maintain short-term financial stability. However, a high liquidity ratio
does not necessarily indicate efficient utilization of assets or working capital to
generate profits. If a company merely maintains liquidity without utilizing excess
current assets to support operational or investment activities, its impact on
profitability—and consequently on firm value—becomes limited.

Profitability, represented by ROA, typically reflects a company’s
efficiency in managing assets to generate profits. In many studies, profitability is
expected to serve as a mediator in the relationship between other financial
variables and firm value. However, this study reveals that ROA cannot strengthen
the relationship between CR and Tobin's Q. This may be because high liquidity
does not always generate sufficient profits to influence market perceptions of firm
value. In other words, the market may not focus solely on liquidity and
profitability but also consider other variables, such as growth, innovation, or
investment strategies.

This study, conducted on companies listed in the LQ45 index, further
validates these findings. Companies within the LQ45 index typically have greater
access to resources and business opportunities, making their liquidity more stable.
However, in a competitive environment, the market tends to evaluate companies
based on other indicators such as operational efficiency, innovation, or long-term
growth strategies, rather than solely focusing on the relationship between liquidity
and profitability.

These findings align with studies by (Handayani, Indarto, and Santoso
2022) and (Ripaluddin, Pasulu, and Taufiq 2023), which also found that
profitability does not mediate the effect of liquidity on firm value. Liquidity can
directly impact firm value without requiring profitability as a mediator,
highlighting that companies may have strong cash flows but are inefficient in
generating profits. These results underscore the complexity of the relationship
between liquidity, profitability, and firm value, where other factors may play a
more dominant role in shaping investor perceptions.

Profitability as a Mediator of the Effect of Leverage on Firm Value

The research findings indicate that profitability, as measured by Return on
Assets (ROA), plays a crucial role as a mediator in the relationship between
leverage, measured by the Debt to Equity Ratio (DER), and firm value, measured
by Tobin's Q. In other words, the influence of leverage on firm value is not solely
direct but also involves profitability as a connecting pathway.

High leverage, as reflected by a high DER, indicates that a company
significantly utilizes debt in its capital structure. This can provide strategic
advantages if the debt is allocated to productive investments, leading to higher
profits. However, high leverage also entails substantial financial risks, such as the
potential for default, which may diminish investor confidence. In this context,
profitability serves as a key indicator of the company’s efficiency in utilizing its
assets to generate profits while managing the risks associated with debt usage.
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When a company is able to optimally use debt to boost productivity and
generate substantial net income, it reflects sound financial management. High
ROA signals to the market that the company effectively manages its assets, even
under significant debt obligations. This, in turn, enhances investor confidence in
the company’s ability to sustain growth, thereby increasing firm value, as
evidenced by an improvement in Tobin’s Q.

Under the framework of signaling theory, companies with strong
profitability send positive signals to investors, demonstrating their ability to not
only manage leverage-related risks but also deliver significant returns. High
profitability creates a perception that the company has solid fundamentals, strong
competitiveness, and promising long-term growth prospects, thereby boosting its
value in the eyes of the market. (Brigham and Houston 2020) emphasize that as
long as companies can generate sufficient profits to cover debt costs, leverage can
enhance shareholder returns.

This study underscores the importance of proper leverage management,
with profitability serving as a critical success factor. Leverage utilized without
sufficient profitability may only amplify risks. However, when accompanied by
improved operational efficiency, as reflected by a higher ROA, its impact on firm
value becomes more significant. Thus, companies that successfully manage this
relationship are more likely to attract investor interest and enhance their
competitiveness in the market.

These findings align with the research by (Suhendry, Toni, and
Simorangkir 2021), which also found that profitability mediates the relationship
between leverage and firm value. Profitability plays a vital role in bridging the
gap between leverage and firm value, as companies that efficiently manage debt
and generate profits tend to have higher perceived value among investors. This
demonstrates that profitability not only reflects a company’s financial health but
also enhances investors’ perceptions of the risks and potential returns associated
with the use of debt.

Profitability as a Mediator of the Effect of Firm Size on Firm Value

The study conducted on companies listed in the LQ45 index reveals that
profitability, measured using Return on Assets (ROA), fails to mediate the
influence of firm size, measured by Ln Total Assets, on firm value, measured by
Tobin's Q. This finding indicates that, although companies in the LQ45 index
generally possess substantial assets, the profitability generated from these assets is
not sufficiently significant to strengthen the relationship between firm size and
firm value.

Companies within the LQ45 index are known for their large market
capitalization and extensive access to capital markets. However, the results show
that possessing large assets alone is insufficient to enhance firm value through
profitability. One possible explanation is that these sizable assets are not yet
optimally managed to generate profits. High operational costs, long-term
investments that have not yielded results, or reliance on specific markets could
hinder the efficiency of asset utilization.

Moreover, investors focusing on LQ45 companies tend to consider various
factors beyond firm size and profitability. Indicators such as innovation,
sustainability, long-term growth strategies, and global competitiveness are often
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prioritized. Thus, having substantial assets without accompanying operational
efficiency and effective profit management might not significantly impact
investors' perception of firm value.

Under signaling theory, large firms often signal stability and business
continuity to investors; however, firm size alone does not guarantee high
profitability. High profitability can deliver positive signals about a company's
financial efficiency and sustainability. (Brigham and Houston 2020) explain that
in practice, large companies with extensive assets may not always efficiently
manage their resources, leading to lower profitability. In this case, if ROA is not
sufficiently high, investors remain skeptical about the company’s ability to
optimally utilize its assets. This highlights the need for LQ45 companies to focus
not only on asset accumulation but also on efficient management to generate
significant profits.

The findings of this study carry important implications for companies in
the LQ45 index. These companies need to improve the efficiency of managing
their large assets to boost net profits. Additionally, it is crucial for them to develop
long-term strategies involving innovation, business diversification, and better cost
management. Through such efforts, these companies can send positive signals to
investors about their financial fundamentals while simultaneously enhancing firm
value.

This research aligns with the findings of (Hirdinis 2019), which showed
that profitability does not mediate the relationship between firm size and firm
value. This underscores the complexity of the relationship between firm size,
profitability, and firm value, where profitability may not always act as a
determining factor in the context of firm size. Despite the advantages of large
assets and stable liquidity that LQ45 companies hold, their success in increasing
firm value depends on their ability to manage those assets efficiently. By focusing
on profitability and other relevant factors, companies in the LQ45 index can
enhance their competitiveness and attractiveness to investors.

ICONCLUSIONS

’T[his study provides significant contributions to the development of theory

and practice in the capital market, particularly in the context of the relationships
between liquidity, leverage, firm size, profitability, and firm value. Theoretically,
this research enriches financial literature by demonstrating that profitability
mediates the effect of leverage on firm value but does not mediate the effects of
liquidity and firm size. These findings offer new insights into the internal
mechanisms of companies within the context of the Indonesian capital market,
especially for companies listed in the LQ45 index. Within the framework of
Signaling Theory, this study highlights that signals generated from firm size and
liquidity are only effective if supported by operational efficiency that yields
significant profits. Furthermore, the research emphasizes the importance of
considering mediating factors such as profitability in models that link capital
structure to firm value, providing a more comprehensive foundation for
understanding interactions among financial variables.

Practically, this research offers critical implications for corporate
management, investors, and policymakers. For corporate management, the
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findings underscore the importance of prudent leverage management. High
leverage without adequate profitability can reduce firm value. Therefore,
management must ensure that debt is used productively in profit-generating
activities. Additionally, large liquidity and firm size should be managed
efficiently to support productive investments and innovation, thereby creating
added value. For investors, the findings provide guidance to exercise caution
when evaluating companies with high leverage but low profitability. Profitability
becomes a crucial indicator in assessing whether a company can manage financial
risks and generate adequate returns. Meanwhile, for policymakers, this research
highlights the importance of supporting financial transparency and efficient asset
management to enhance investor confidence in the capital market.

In the context of the Indonesian capital market, these findings suggest that
companies listed in the LQ45 index need to prioritize the efficient management of
assets and leverage to enhance profitability and firm value. Large assets or high
liquidity do not automatically improve firm value without optimal management.
This study also emphasizes the importance of long-term growth strategies,
including innovation and business diversification, as key factors supporting
corporate competitiveness.

This research utilizes data from companies in the LQ45 index during the
2018-2022 period. This limitation may restrict the generalization of the findings
to all companies listed on the Indonesia Stock Exchange (IDX) or companies in
other sectors. Although the study considers several important variables such as
liquidity, leverage, firm size, and profitability, many other variables, such as
innovation, risk management, or corporate governance quality, could also
influence firm value but were not included in the research model. The study
employs panel data analysis with a Fixed Effects Model, which is appropriate for
panel data but may not fully capture all dynamics within companies, particularly
those related to external factors such as macroeconomic conditions or regulatory
changes.

To expand the utility of these findings, future research is recommended to
include companies outside the LQ45 index, incorporate additional variables such
as innovation or corporate governance, and use more complex methodologies
such as structural equation modeling (SEM). With these approaches, future
studies could provide deeper insights into the financial dynamics of the
Indonesian capital market.
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THE ROLE OF PROFITABILITY IN MEDIATING
DETERMINANTS OF FIRM VALUE

ABSTRACT

This study aims to analyze the role of profitability in mediating the relationship between liquidity,
leverage, and firm size in relation to firm value. The data used in this study are secondary data
obtained from the Indonesia Stock Exchange websites. The population consists of 71 companies
listed in the LQ45 index for the period 2018-2022. The study sample includes 18 non-bank
companies within the LQ45 index, selected through purposive sampling, yielding a total of 90
observations over five years. Data analysis was conducted using panel data with EViews 13
software. model selection was carried out through the Chow Test, Hausman Test, and Lagrange
Multiplier Test. The results indicate that liquidity has no effect on profitability, whereas leverage
and firm size significantly impact profitability. Furthermore, leverage influences firm value, while
liquidity and firm size show no significant effect on firm value. Profitability does not mediate the
effect of liquidity and firm size on firm value but does mediate the effect of leverage on firm
value. Theoretically, this research complements previous theories and serves as a reference for
future studies. Practically, investors can utilize this information to exercise caution when assessing
companies with high leverage levels but low profitability.

Keywords: Profitability, Liquidity, Leverage, Firm Size, Firm Value.

INTRODUCTION

Firm value is one of the primary indicators used by investors to assess a
company's performance and future prospects. High firm value reflects investor
confidence in the company’s ability to generate profits and sustain itself over the
long term. According to Anggeriani, Fachrudin, and Silalahi (2018), maximizing
firm value is crucial for a company, as it also maximizes shareholder wealth,
which is the primary objective of a business. Firm value has become a primary
focus in the business and academic worlds as it reflects investors' perceptions of a
company's prospects and performance. However, in practice, firm value is not
always stable and can be influenced by various internal and external factors. For
instance, during periods of global economic uncertainty, such as a pandemic or
financial crisis, firm value tends to fluctuate due to changes in investors'
perceptions of risks and opportunities. Additionally, firm value is often affected
by market dynamics, government policies, and interest rate fluctuations. On the
other hand, companies with strong financial performance, as indicated by high
profitability or an optimal capital structure, do not always sustain their firm value
if not complemented by innovation, reputation, and effective risk management.
This phenomenon illustrates the complexity of the relationship between a
company's internal performance, external conditions, and market behavior in
determining firm value.. Numerous studies have examined factors affecting firm
value, yet their findings have been inconsistent. Factors such as liquidity,
leverage, firm size, and profitability play a significant role in influencing firm



value, as each reflects key aspects of a company's financial health and prospects.
Liquidity, which represents a company's ability to meet short-term obligations,
signals financial stability that can enhance investor confidence, although
excessively high liquidity may indicate inefficient asset utilization. Leverage, as a
measure of debt usage in the capital structure, can provide benefits through tax
savings (tax shields), but excessive leverage increases bankruptcy risk, which can
harm firm value. Firm size is often associated with operational stability and easier
access to financing, which can boost investor appeal, although overly large firms
may face inefficiencies. Meanwhile, profitability serves as a primary indicator of a
company's success in generating profits, reflecting better potential investment
returns. These four factors are interconnected and are central to investors'
evaluations of a company's growth prospects and risks, making changes in any of
these factors significantly impactful on firm value.

High liquidity signals to investors that the company has sound financial
health and a low risk of bankruptcy. However, excessive liquidity may also
indicate that a company is not optimally utilizing its financial resources. Several
studies, including Kahfi, Pratomo, and Aminah (2018), Hapsoro and Falih (2020),
Reschiwati, Syahdina, and Handayani (2020), Darmawan et al. (2020), Jihadi et
al. (2021), and Ripaluddin, Pasulu, and Taufiq (2023) liquidity has a positive
effect on firm value. In contrast, studies by Tui et al. (2017), Adiputra and
Hermawan (2020), Sari and Sedana (2020), Putro and Risman (2021), Suhendry,
Toni, and Simorangkir (2021), Nurwulandari, Wibowo, and Hasanuddin (2021),
Yondrichs et al. (2021), Wahid, Ambarwati, and Satmoko (2022), Handayani,
Indarto, and Santoso (2022), Budiarti, Moeldjadi, and Wijayanti (2023), Yuliyanti
et al. (2023), and Zulfa, Azam, and Bandono (2024) indicate that liquidity (CR)
does not affect firm value.

The second factor affecting firm value is leverage. The leverage ratio is
used to measure the extent to which a company's activities are financed by debt,
including both short-term and long-term debt. A higher leverage ratio indicates a
greater level of dependence on external parties (creditors) and a larger amount of
interest expenses that the company must pay. Leverage reflects how much debt a
company uses in its capital structure. When used appropriately, debt can provide
tax benefits and increase earnings per share. However, excessive debt can lead to
a higher risk of bankruptcy, which may diminish firm value. Several studies have
been conducted, including those by Fosu et al. (2016), Kahfi, Pratomo, and
Aminah (2018), Lestari (2023), Simorangkir (2019), Jihadi et al. (2021), Wahid,
Ambarwati, and Satmoko (2022), Ripaluddin, Pasulu, and Taufiq (2023),
Yuliyanti et al. (2023), and Zulfa, Azam, and Bandono (2024), which found that
leverage significantly affects firm value. In contrast, research by Dwiastuti and
Dillak (2019), Suhendry, Toni, and Simorangkir (2021), Almomani et al. (2022),
Handayani, Indarto, and Santoso (2022), Yulandri, Hertina, and Asih (2023), and
Habakkuk, Nduanti, and Wang’ombe (2023) found that leverage does not affect
firm value.

Firm size is also a significant factor in determining firm value. Larger
companies typically have better access to resources and capital markets, which
can help them maintain stable performance and enhance firm value. However,
company size can also lead to inefficiencies that ultimately negatively impact firm
value. Several studies have been conducted, including those by Susanti and



Restiana (2018), Anggeriani, Fachrudin, and Silalahi (2018), Hirdinis (2019),
Sughosa and Artini (2020), Nugraha et al. (2020), Reschiwati, Syahdina, and
Handayani (2020), Hapsoro and Falih (2020), Natsir and Yusbardini (2020),
Nurwulandari, Wibowo, and Hasanudin (2021), Atiningsih and Izzaty (2021),
Wahid, Ambarwati, and Satmoko (2022), Lestari (2023), and Zulfa, Azam, and
Bandono (2024), which found that firm size has a effects on firm value. In
contrast, research by Tui et al. (2017), Dwiastuti and Dillak (2019), Adiputra and
Hermawan (2020), Nurwulandari, Wibowo, and Hasanudin (2021), Handayani,
Indarto, and Santoso (2022), Yulandri, Hertina, and Asih (2023), and Hechmi and
Saanoun (2024) found that firm size (SIZE) does not affect firm value.

High profitability can enhance investor confidence, which in turn can
increase firm value. Profitability is the end result of a series of policies and
decisions made by the company (Brigham and Houston 2020). Several previous
studies have been conducted, including those by Sucuahi and Cambarihan (2016),
Tui et al. (2017), Rosikah et al. (2018), Zuhroh (2019), Dwiastuti and Dillak
(2019), Sari and Sedana (2020), Darmawan et al. (2020), Sughosa and Artini
(2020), Syamsudin et al. (2020), Natsir and Yusbardini (2020), Jihadi et al.
(2021), Yondrichs et al. (2021), Olivia and Wiksuana (2021), Suhendry, Toni, and
Simorangkir (2021), Atingsih and Izzaty (2021), Handayani, Indarto, and Santoso
(2022), Faradila and Effendi (2023), Buti and Wiyarni (2023), Lestari (2023),
Budiarti, Moeldjadi, and Wijayanti (2023), Zulfa, Azam, and Bandono (2024),
and Yulianti et al (2024), which found that profitability affects firm value. In
contrast, research conducted by Asyuyi, Wahyudi, and Mawardi (2018),
Reschiwati, Syahdina, and Handayani (2020), Hapsoro and Falih (2020),
Nurwulandari, Wibowo, and Hasanudin (2021), Ripaluddin, Pasulu, and Taufiq
(2023), and Yulianti et al. (2023) found that profitability does not affect firm
value.

Furthermore, profitability, which reflects a company's ability to generate
profits, is considered a key factor that mediates the relationship between liquidity,
leverage, and firm size on firm value. The liquidity of a company has an impact
on its value, both directly and through profitability as a mediator. Adequate
liquidity enables a company to meet its short-term obligations, providing
confidence to investors about the company's financial stability, which can enhance
firm value. However, high liquidity also needs to be balanced with effective
management to avoid hindering asset productivity. With maintained liquidity, the
company can operate efficiently, supporting an increase in profitability. High
profitability indicates optimal company performance, thus enhancing its
attractiveness to investors and ultimately increasing firm value. Several previous
studies have been conducted, including those by Tahu and Susilo (2017), Tui et al.
(2017), Nugraha et al. (2020), Bintara (2020), Suhendry, Toni, and Simorangkir
(2021), Rpaluddin, Pasulu, and Taufiq (2023) and Nguyen, Le, and Nguyen
(2024), which found that liquidity affects profitability. In contrast, research
conducted by Krismunita and Imronudin (2021) and Handayani, Indarto, and
Santoso (2022) found that liquidity does not affect profitability. Further research
by Putro and Risman (2021) found that profitability can mediate the effect of
liquidity on firm value. However, the studies by Handayani, Indarto, and Santoso
(2022) and Ripaluddin, Pasulu, and Taufiq (2023) found that profitability is not
capable of mediating the effect of liquidity on firm value.



Furthermore, a company's leverage has an important relationship with firm
value, particularly when influenced by the mediating role of profitability. Optimal
use of leverage allows a company to finance investments without sacrificing
equity, thereby increasing potential profits and growth. However, high leverage
also increases financial risk and interest costs, which can reduce net income. In
this context, profitability mediates the relationship by demonstrating the
company's effectiveness in managing debt to generate profits. If a company can
efficiently use leverage to enhance profitability, it will attract investor interest and
increase firm value. Conversely, if leverage fails to improve profitability, the
financial risks borne by the company may negatively impact its value. Several
previous studies have been conducted, including those by Nugraha et al. (2020),
Bintara (2020), Suhendry, Toni, and Simorangkir (2021), and Ripaluddin, Pasulu,
and Taufiq (2023), which found that leverage affects profitability. In contrast,
research by Hamidah (2016), Makhdalena (2018), Rahamdhanti, Amaliawiati, and
Nugraha (2021), and Handayani, Indarto, and Santoso (2022) found that leverage
does not affect profitability. Additionally, the study by Suhendry, Toni, and
Simorangkir (2021) found that profitability can mediate the relationship between
leverage and firm value, while the research by Ripaluddin, Pasulu, and Taufiq
(2023) found that profitability does not mediate the relationship between leverage
and firm value.

The relationship between firm size and firm value through profitability is
supported by research findings from Hirdinis (2019), Natsir and Yusbardini
(2020), and Atiningsih and Izzaty (2021), which indicate that firm size affects
profitability. In contrast, Tui et al. (2017) found that firm size does not influence
profitability. Subsequent studies by Natsir and Yusbardini (2020) and Atiningsih
and Izzaty (2021) found that profitability can mediate the effect of firm size on
firm value. Meanwhile, Hirdinis (2019) found that profitability does not mediate
the relationship between firm size and firm value.

This study examines the impact of liquidity, leverage, and firm size on
firm value with profitability, measured through Return on Assets (ROA), as a
mediating variable, and has yielded varied findings. Some studies found that ROA
can mediate the effect of liquidity on firm value, as reported by (Putro and
Risman 2021). However, other studies showed different results, such as the
research conducted by Handayani, Indarto, and Santoso (2022), which concluded
that profitability does not mediate the effect of liquidity on firm value. Similarly,
in the context of leverage, research by Suhendry, Toni, and Simorangkir (2021)
indicates that ROA can mediate the effect of leverage on firm value, while the
study by Ripaluddin, Pasulu, Taufiq (2023) states otherwise. The inconsistency of
these results creates a gap that highlights the need for further studies to clarify the
role of ROA as an effective mediator in this model.

The novelty of this research lies in the comprehensive approach used to
analyze the role of ROA as a mediating variable in the effects of liquidity,
leverage, and firm size on firm value. While most previous studies have tended to
examine these variables separately or have focused only on their direct effects on
firm value, this study offers an integrated approach by evaluating all three
variables simultaneously. This provides a new perspective that enriches the
academic literature and generates deeper insights into the mediating role of ROA
in enhancing firm value.



This research is highly urgent as it aims to address the inconsistencies in
the results of previous studies. Considering that firm value is a primary reference
for investors in making investment decisions, understanding the role of
profitability as a mediating variable will provide practical guidance for companies
in enhancing investor confidence and attractiveness. Thus, this study is relevant
for financial managers in their efforts to maximize firm value through better
management of liquidity, leverage, and firm size.

In terms of originality, this research offers a novel contribution by
integrating these three variables into a single model and examining the
effectiveness of profitability as a mediating factor. This study also utilizes more
recent data and analysis methodologies tailored to the current economic
conditions, making the results more relevant for practical guidance and corporate
strategies.

The objective of this research is to examine and analyze whether ROA can
mediate the effects of liquidity, leverage, and firm size on firm value, both
directly and indirectly. Additionally, this study aims to comprehensively explain
the extent to which these three variables influence firm value. The findings of this
research are expected to contribute academically by enriching the literature on the
role of profitability as a mediating variable. Practically, the results are anticipated
to provide guidance for financial managers in making decisions related to
liquidity management, leverage, and firm size, which ultimately can enhance
profitability and firm value.

LITERATURE REVIEW

Signaling Theory

Signaling theory was proposed by Michael Spence in 1973, suggesting
that asymmetric information between company managers and investors can be
addressed through signals provided by management. In this context, companies
use financial reports or strategic actions as signals to investors regarding the
company's condition and prospects. Brigham and Houston (2020) explain that the
information conveyed by management through financial statements, dividend
policies, or investment decisions can serve as signals about the company's status
and future potential to external parties. These signals help reduce the information
asymmetry between managers and investors, assisting investors in making better
investment decisions. Actions that are perceived as positive signals, such as
increased profits or the announcement of new projects, can enhance investor
confidence and have a positive impact on firm value.

Firm Value

Firm value represents the market’s perception of the overall performance
and future prospects of the company. According to Brigham and Houston (2020),
firm value can be defined as the market value assessed through stock price and the
total equity held by shareholders. Firm value is crucial because the primary
objective of financial management is to maximize it for the benefit of
shareholders. A common measure used to assess firm value is Tobin’s Q, which is
the ratio of the company’s market value of assets (market capitalization) to the
replacement cost of the company’s assets.



Profitability

Profitability is a measure of a company's performance in generating profit
relative to its sales, assets, or equity. According to Brigham and Houston (2020),
profitability is a key indicator used to assess how efficiently a company's
management utilizes its resources to generate earnings. High profitability
indicates that the company has successfully managed its assets efficiently to
generate profits, which is a sign of good financial performance. Profitability is
also often used as a mediating variable that strengthens the relationship between
other financial factors and company value, as good performance typically
enhances investor confidence.

Liquidity

Liquidity refers to a company's ability to meet its short-term obligations as
they come due without facing financial difficulties. According to Brigham and
Houston (2020), liquidity is crucial for a company as it reflects the ability to
convert current assets into cash to fulfill short-term liabilities. High liquidity can
reduce the risk of bankruptcy because the company can meet its short-term
obligations. However, excessive liquidity may also indicate inefficient cash
management, as an excess of current assets can decrease profitability levels.

Leverage

Leverage refers to the use of debt financing to enhance the potential return
to a company's shareholders. According to Brigham and Houston (2020), leverage
reflects the extent to which a company utilizes debt in its capital structure, which
can increase both risk and potential returns for shareholders. Leverage can provide
benefits in the form of increased profits if the investments financed with debt
yield returns greater than the cost of the debt itself. However, leverage also carries
risks, particularly financial risk, because the higher the debt, the greater the
obligation for interest and principal repayments that the company must fulfill. If a
company fails to meet these obligations, it could lead to bankruptcy. Companies
with high leverage have more debt compared to equity, which can provide tax
benefits but also heightens financial risk. High leverage can increase the value of
a company due to tax advantages, but if it becomes excessive, it may raise the risk
of bankruptcy.

Firm Size

Firm size is an important factor in financial analysis and management
strategy. According to Brigham and Houston (2020), firm size, measured by total
assets or sales, reflects the capacity and stability of a company in its operations
and can influence market perceptions. Firm size is often associated with the total
assets owned, which reflects the magnitude of resources available to support
business operations and expansion. Generally, the larger the company size, the
greater its capacity to obtain financing from capital markets, whether through
equity or debt.



Hypothesis Development

In signaling theory, high liquidity can serve as a positive signal for
investors, indicating that the company has a good ability to meet its short-term
obligations and manage cash efficiently, which in turn can enhance investor
confidence and create opportunities for increased profitability. Brigham and
Houston (2020) explain that adequate liquidity allows a company to take
advantage of profitable investment opportunities and avoid costs associated with
late payments or reliance on short-term funding sources. Several previous studies
conducted by Tahu and Susilo (2017), Tui et al. (2017), Nugraha et al. (2020),
Suhendry, Toni, and Simorangkir (2021), Ripaluddin, Pasulu, and Taufiq (2023),
and Nguyen, Le, and Nguyen (2024) found that liquidity has a positive effects on
profitability. Companies with adequate cash reserves tend to be more stable and
flexible in investing in productive assets, which ultimately enhances their
financial performance. This indicates that good liquidity management not only
maintains financial stability but can also act as a catalyst in improving the
company’s profitability. Therefore, it can be concluded that the hypothesis in this
study is: H1: Liquidity has a positive effects on profitability.

Leverage refers to the use of debt by a company in its capital structure,
which can signal management's confidence in the company's ability to generate
sufficient profits to meet its debt obligations. Based on Signaling Theory, an
optimal level of leverage is considered a positive signal for investors, indicating
that the company is willing to take on debt because it expects its future
performance to cover the associated costs. According to Brigham and Houston
(2020), leverage can enhance the value of a company since debt is often a cheaper
source of funding compared to equity, and the interest on debt can provide tax
benefits. Research by Suhendry, Toni, and Simorangkir (2021), and Ripaluddin,
Pasulu, and Taufiq (2023) found that leverage has a positive affects profitability,
while Nugraha et al. (2020) and Bintara (2020) found that leverage has a negative
effect on profitability. Therefore, it can be concluded that the hypothesis in this
study is: H,: Leverage has a positive effects on profitability.

Firm size is often measured by total assets or revenue, reflecting its
capacity and operational scale. Larger companies generally have more resources,
better access to markets, and the ability to take advantage of economies of scale.
These advantages allow for a reduction in unit costs and an increase in operational
efficiency, which in turn contributes to enhanced profitability. Furthermore, large
companies typically have stronger bargaining power with suppliers and
customers, which can result in higher profit margins and a reinforced market
position. Additionally, company size is often seen as an indicator of financial
strength and stability. From the perspective of Signaling Theory, a large size
serves as a positive signal to investors and stakeholders, as it reflects quality and
promising profitability potential. According to Brigham and Houston (2020),
larger companies usually have better access to various resources, such as funding,
technology, and skilled labor, all of which support operational efficiency and
facilitate higher profitability. Research by Hirdinis (2019), Natsir and Yusbardini
(2020), and Atiningsih and Izzaty (2021) found that company size has a positive
effects on profitability. Thus, the hypothesis in this study is: Hs: Firm size has a
positive effect on profitability.



Liquidity refers to a company's ability to meet its short-term obligations
and is often viewed as a positive signal regarding the company's financial stability
in the eyes of investors. According to Signaling Theory, companies with good
liquidity levels send signals indicating that they have a solid financial capacity to
handle their obligations, which can enhance market perception of the company's
value. According to Brigham and Houston (2020), adequate liquidity enables
companies to maintain operational flexibility and avoid the risk of financial
distress, ultimately increasing the company's attractiveness to investors. Research
by Kahfi, Pratomo, and Aminah (2018), Hapsoro and Falih (2020), Darmawan et
al. (2020), and Jihadi et al. (2021), found that liquidity has a positive effects on
firm value, while Reschiwati, Syahdina, and Handayani (2020), Olivia and
Wiksuana (2021), and Ripaluddin, Pasulu, Taufiq (2023) found that liquidity has a
negative effects on firm value. Companies with high liquidity are perceived as
more stable and attractive to investors, thereby increasing their market value.
Thus, the hypothesis in this study is: Hs: Liquidity has a positive effect on firm
value.

Leverage refers to a company's use of debt within its capital structure,
which can signal management's confidence in the company's ability to generate
sufficient profits to meet its debt obligations. According to Signaling Theory, an
optimal level of leverage is considered a positive signal for investors, indicating
that the company is willing to take on debt because it expects its future
performance to cover the cost of that debt. According to Brigham and Houston
(2020), leverage can enhance company value because debt is often a cheaper
source of financing compared to equity, and the interest on debt can also provide
tax benefits. Several studies, including those by Lestari (2023), Jihadi et al.
(2021), Wahid, Ambarwati, and Satmoko (2022), Yuliyanti et al. (2023), and
Zulfa, Azam, and Bandono (2024), have found that leverage has a positive effects
on firm value, while Fosu et al. (2016), Kahfi, Pratomo, and Aminah (2018),
Simorangkir (2019), and Ripaluddin, Pasulu, Taufiq (2023), have found that
leverage has a negative effects on firm value. Optimal leverage has the potential
to increase firm value through financing efficiency and the tax benefits obtained.
Therefore, it can be concluded that the hypothesis in this study is: Hs: Leverage
has a positive effects on firm value.

Firm size is often associated with company value, where larger companies
are viewed as more stable and capable of facing higher business risks compared to
smaller companies. Based on Signaling Theory, company size can serve as a
positive signal to investors, indicating that the company has financial resilience
and adequate resources to support long-term growth. According to Brigham and
Houston (2020), larger companies typically have better access to financing and
business networks, enabling them to achieve greater economies of scale and
improved operational efficiency, thus enhancing their competitiveness and value
in the eyes of investors. Several studies have been conducted, including those by
Hapsoro and Falih (2020), Natsir and Yusbardini (2020), Nurwulandari, Wibowo,
and Hasanudin (2021), Atiningsih and Izzaty (2021), Lestari (2023), and Zulfa,
Azam, and Bandono (2024), which found that firm size has a positif effects on
firm value, while Susanti and Restiana (2018), Hirdinis (2019), Reschiwati,
Syahdina, and Handayani (2020), Wahid, Ambarwati, and Satmoko (2022) have
found that firm size has a negative effects on firm value. A larger company size



can strengthen investors' perception of the company's strength and sustainability,
ultimately increasing the market value of the company. Therefore, it can be
concluded that the hypothesis in this study is: He: Firm size has a positive effects
on firm value.

Profitability is a key factor that reflects a company's financial performance
and is often used as an indicator of the company's ability to generate profits.
Based on Signaling Theory, high profitability is considered a positive signal for
investors as it reflects management efficiency and good growth prospects,
ultimately enhancing the attractiveness and value of the company. According to
Brigham and Houston (2020), consistent profitability allows a company to
strengthen its financial position, support expansion, and enhance flexibility in the
face of market uncertainties, all of which contribute to an increase in company
value. Several previous studies have been conducted by Sucuahi and Cambarihan
(2016), Tui et al. (2017), Rosikah et al. (2018), Zuhroh (2019), Dwiastuti and
Dillak (2019), Sari and Sedana (2020), Darmawan et al. (2020), Sughosa and
Artini (2020), Natsir and Yusbardini (2020), Jihadi et al. (2021), Yondrichs et al.
(2021), Olivia and Wiksuana (2021), Suhendry, Toni, and Simorangkir (2021),
Atiningsih and Izzaty (2021), Handayani, Indarto, and Santoso (2022), Faradila
and Effendi (2023), Buti and Wiyarni (2023), Lestari (2023), and Budiarti,
Moeldjadi, and Wijayanti (2023), which found that profitability has a positive
effects on company value, while Zulfa, Azam, and Bandono (2024), found that
profitability has a negative effects on company value. High profitability is
considered to strengthen investor confidence in the company’s long-term
potential, thereby increasing the company's market value. Therefore, it can be
concluded that the hypothesis in this study is: H7: Profitability has a positive
effects on firm value.

Profitability is considered capable of mediating the effect of liquidity on
firm value because companies with high liquidity have greater financial flexibility
to fund operations and investments that support achieving higher profits. Based on
Signaling Theory, companies that can maintain high liquidity send a signal of
financial stability to investors, which can enhance positive perceptions of the
company’s profitability potential. According to Brigham and Houston (2020),
good liquidity can help companies maintain operational smoothness and capitalize
on growth opportunities, which ultimately can enhance profitability. Research by
Putro and Risman (2021) found that profitability is able to mediate the effect of
liquidity on firm value. Good liquidity supports higher profitability, which
ultimately increases the company's market value in the eyes of investors.
Therefore, it can be concluded that the hypothesis in this study is: Hg: Profitability
is capable of mediating the effect of liquidity on firm value.

Profitability is seen as capable of mediating the effect of leverage on
company value because well-managed leverage can enhance a company's
opportunities to generate higher profits, which subsequently contributes to an
increase in company value. Based on Signaling Theory, the appropriate use of
leverage demonstrates management's confidence in the company's future
prospects, sending a positive signal to investors that the company can manage
debt risk while generating stable profitability. According to Brigham and Houston
(2020), leverage can be an effective tool for increasing profits, provided that the
company can manage debt costs and take advantage of the tax benefits derived



from interest payments. Research by Suhendry, Toni, and Simorangkir (2021)
found that profitability is able to mediate the relationship between leverage and
firm value. Proper leverage can enhance profitability, which ultimately
strengthens the firm value in the eyes of investors. Therefore, it can be concluded
that the hypothesis in this study is: Ho: Profitability is capable of mediating the
effect of leverage on firm value.

Profitability is believed to be capable of mediating the effect of firm size
on firm value, where larger company size often indicates the capacity to generate
higher profits, which in turn enhances firm value. Based on Signaling Theory,
larger companies can provide positive signals to investors regarding stability and
growth potential, indicating that they possess competitive advantages and
sufficient resources to achieve sustainable profitability. According to Brigham and
Houston (2020), larger companies are typically associated with higher operational
efficiency and better access to funding sources, which can improve profitability.
Subsequent research by Natsir and Yusbardini (2020) and Atiningsih and Izzaty
(2021) found that profitability is able to mediate the effect of firm size on firm
value. Larger firm size increases profitability, which ultimately enhances the
company’s value in the eyes of investors. Therefore, it can be concluded that the
hypothesis in this study is: Ho: Profitability is capable of mediating the effect of
firm size on firm value.

Framework

Based on the theoretical basis and the results of previous studies and the
problems that have been raised, then as a basis for formulating a hypothesis, the
following framework is presented in the research model in the following figure:
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Figure 1. Conseptual Model Method
METHOD

The data used in this study is secondary data obtained the Indonesia Stock
Exchange (IDX) website and the websites of the sample companies. The sample
used in this research consists of companies listed in the LQ45 Index for the period
2018-2022. The sampling technique employed is purposive sampling, with the
following criteria for the companies:

Table 1: Sample Selection Criteria

No Criteria Quantity

1 | Companies listed in the LQ45 Index for the period of 2018-2022 71
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2 | Companies that are continuously listed in the LQ45 Index for (48)
the period of 2018-2022

3 | Companies that are part of the banking sector (&)

4 | Total sample of companies 18

5 | Total observation periods 5

6 | Total research sample: 18 company x 5 periods 90

The study employs panel data analysis using EViews 13 software. This
technique is appropriate as the data encompasses multiple companies (cross-
sections) over several years (time series). Panel data analysis is utilized to control
for unobserved variables, providing more efficient and unbiased estimates
compared to separate cross-sectional or time series analyses.

Data analysis is performed using panel data in EViews 13, which includes
multiple companies (cross-sections) over a defined time period (time series),
resulting in more efficient estimates than those from separate cross-sectional or
time series analyses. Before conducting regression tests, model selection is carried
out using the Chow Test (to choose between the Fixed Effect Model (FEM) or
Common Effect Model (CEM)), the Hausman Test (FEM vs. Random Effect
Model (REM)), and the Lagrange Multiplier Test (REM vs. CEM).

In this study, firm value serves as the dependent variable, measured by
Tobin's Q (the ratio of market value to book value of assets). Profitability is the
mediating variable, measured by Return on Assets (ROA), which reflects the
ability to generate profit. The independent variables include liquidity, measured
by the Current Ratio (CR), indicating the ability to meet short-term obligations;
leverage, measured by the Debt to Equity Ratio (DER), which shows the use of
debt to finance assets; and firm size, measured by the natural logarithm of total
assets.

Operational variables can be summarized in the following table 2 :

Table 2 Definition Operasional Variabel

Variable Definition Measurement Scale

Liquidity ratios are ratios that

show the relationship between CR - Cuurent Assets
Liquidity a company's cash and other Current Liability Rasio
(X1) c'urr.ept' assets with its current (Adiputra and

liabilities. Hermawan 2020)

(Brigham and Houston 2020)

The leverage ratio is a ratio

used to measure how much of g Totl Utang
Leverage a company's activities are Total Ekuitas Rasio
(X2) financed with debt, both short-

term debt and long-term debt. (Bintara 2020)

(Brigham and Houston 2020)

Company size (firm size) is

the scale of the company's size | Firm Size = Ln (Total
Firm Size which can be classified in Asset) Rasio
(X3) various ways, including total (Adiputra and

revenue, total assets and total Hermawan 2020)

equity.
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(Brigham and Houston 2020)
Profitability is the end result of .
Profitability | a number of policies and | ROA _ Eaming After Tax .
V4) decisions made by a company. . Total Asset Rasio
(Brigham and Houston 2020) (Bintara 2020)
Company value can be
interpreted as the market value TOBIN'S Q= MVE + DEBT
Firm Value | assessed through share prices - TA Rasio
Y) and total equity owned by (Adiputra and
shareholders. Hermawan 2020)
(Brigham and Houston 2020)

RESULTS AND DISCUSSIONS

Descriptive Statistics
Based on purposive sampling, there are 18 companies that meet the criteria
for this study, covering a total research period of 5 years, resulting in 90
observations. Below are the descriptive statistics for the research sample.
Table 3 Research Results

CR DER SIZE ROA TOB Q
Mean 2.069762 0.995962 31.74953 0.098193 2.370528
Median 1.793200 0.716950 31.73615 0.069050 1.328050
Maximum 5.654800 3.582700 33.65520 0.466600 18.35510
Minimum 0.335600 0.126200 30.42460 | -0.057200 0.531200
Std. Dev. 1.222886 0.865086 0.858551 0.091028 3.136242
Observations 90 90 90 90 90

Source : secondary data (2024)

Based on Table 3, the minimum value for liquidity (Current Ratio) is
0.335600, observed in the company EXCL in 2019. The maximum value is
5.654800, recorded by the company INCO in 2022. The mean value is 2.069762,
with a standard deviation of 1.222886. The minimum value for leverage (Debt to
Equity Ratio) is 0.126200, shown by the company MNCN in 2022, while the
maximum value is 3.582700, indicated by the company UNVR in 2022. The mean
value for this variable is 0.995962, with a standard deviation of 0.865086.

Next, the minimum value for firm size is 30.42460, observed in the
company MNCN in 2018. The maximum value is 33.65520, recorded by the
company ASII in 2022. The mean value for this variable is 31.74953, with a
standard deviation of 0.858551. The minimum value for profitability (ROA) is —
0.057200, shown by the company EXCL in 2018. The maximum value is
0.466600, indicated by the company UNVR in 2018. The mean value for this
variable is 0.098193, with a standard deviation of 0.091028. The minimum value
for firm value (Tobin’s Q) is 0.531200, observed in the company ANTM in 2021,
while the maximum value is 18.35510, recorded by the company UNVR in 2018.
The mean value for this variable is 2.370528, with a standard deviation of
3.136242.

Normality Test
Structure I : The Influence of Liquidity, Leverage, and Firm Size on Profitability
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Table 4: Results of Normality Test for Structure I
Long-run Normality Test

Date: 11/05/24 Time: 04:11

Sample: 2018 2022

Included observations: 90

Statistic Prob.
Skewness 0.457209 0.323761
Skewness 3/5 2.651.624 0.004005
Kurtosis 1.378.591 0.084010
Normality 4.733.084 0.093805

Source : secondary data (2024)
Based on Table 4 above, it is noted that the probability value is 0.093805
(>0.05), which allows us to conclude that the data follows a normal distribution.

Structure II: The Influence of Liquidity, Leverage, Firm Size, and Profitability on
Firm Value
Table 5: Results of Normality Test for Structure 11
Long-run Normality Test
Date: 11/05/24 Time: 04:11
Sample: 2018 2022
Included observations: 90

Statistic Prob.
Skewness -0.149635 0.559474
Skewness 3/5 1.724.144 0.042341
Kurtosis 1.647.849 0.049692
Normality 3.448.649 0.178293

Source : secondary data (2024)
Based on Table 5 above, it is noted that the probability value is 0.178293
(>0.05), which allows us to conclude that the data follows a normal distribution.

Model Selection Analysis
Structure I : The Influence of Liquidity, Leverage, and Firm Size on Profitability
Based on the Chow Test results, the Cross-section F value is 0.0000 <
0.05, indicating that the chosen model is the Fixed Effect Model. The Hausman
Test results show that the Cross-section random value is 0.0005 < 0.05,
confirming that the Fixed Effect Model is preferred. The Lagrange Multiplier
Test, Breusch-Pagan, also yields a value of 0.0000 < 0.05, leading to the choice of
the Random Effect Model. Therefore, it can be concluded that the best model for
this study is the Fixed Effect Model.

Structure II: The Influence of Liquidity, Leverage, Firm Size, and Profitability on
Firm Value

Similar to Structure I, the Chow Test results indicate a Cross-section F
value of 0.0000 < 0.05, leading to the selection of the Fixed Effect Model. The
Hausman Test results show a Cross-section random value of 0.0000 < 0.05,
confirming the Fixed Effect Model. The Lagrange Multiplier Test also yields a
value of 0.0000 < 0.05, supporting the Random Effect Model. Thus, the
conclusion remains that the best model for this study is the Fixed Effect Model.
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Panel Data Regression Analysis
Structure I : The Influence of Liquidity, Leverage, and Firm Size on Profitability

Table 6 Regression Test Structure I

Variable Coefficient | Std. Error t-Statistic Prob.
C -1.414084 0.696202 -2.031140 0.0461
CR 0.013543 0.010871 1.245752 0.2171
DER -0.078628 0.018517 -4.246255 0.0001
SIZE 0.049215 0.022228 2.214097 0.0301
Effects Specification

Cross-section fixed (dummy variables)

R-squared 0.868238 | Mean dependent var 0.098193
Adjusted R-squared 0.830046 | S.D. dependent var 0.091028

Source : secondary data (2024)

Based on Table 6, the regression for Structure I is as follows:

ROA =-1.414084 + 0.013543*CR - 0.078628*DER + 0.049215*SIZE

The regression coefficient value of the liquidity measured by the current
ratio is 0.013543 with a probability value of 0.2171 (> 0.05), so the liquidity has
no effect on profitability. Based on these results, it can be concluded that H; is
rejected. The regression coefficient value of leverage measured by the debt to
equity ratio is -0.078628 with a probability value of 0.0001 (<0.05), so leverage
has a negative effects on profitability. Based on these results, it can be concluded
that H; is rejected. The regression coefficient value of company size followed by
Size is 0.049215 with a probability value of 0.0301 (<0.05), so firm size has a
postive effects on profitability. Based on these results, it can be concluded that Hj
is accepted. Furthermore, the Adjusted R-squared value is 0.830046, which allows
us to conclude that the influence of liquidity, leverage, and firm size on
profitability accounts for 83.00%, while the remaining 17.00% is attributed to
other factors.
Structure II: The Influence of Liquidity, Leverage, Firm Size, and Profitability on

Firm Value

Table 7 Regression Test Structure 11

Variable Coefficient | Std. Error | t-Statistic Prob.
C 31.74085 | 16.91184 | 1.876842 | 0.0648
CR 0.328991 | 0.259389 | 1.268330 | 0.2090
DER -1.647843 | 0.490714 | -3.358054 | 0.0013
SIZE -0.925157 | 0.542815 | -1.704370 | 0.0929
ROA 9.809679 | 2.840672 | 3.453295 0.0010
Effects Specification

Cross-section fixed (dummy variables)

R-squared 0.939092 | Mean dependent var |2.370528
Adjusted R-squared 0.920282 | S.D. dependent var  |3.136242

Source : secondary data (2024)
Based on Table 7, the regression for Structure II is as follows:
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TOB_Q = 31.74085 + 0.328991*CR - 1.647843*DER -0.925157*SIZE +
9.809679*ROA
The regression coefficient value of the liquidity measured by the current
ratio is 0.328991 with a probability value of 0.2090 (> 0.05), so the liquidity does
not positively effect on firm value. Based on these results, it can be concluded that
Hy is rejected. The regression coefficient value of leverage measured by the debt
to equity ratio is -1.647843 with a probability value of 0.0013 (<0.05), so leverage
has a negative effect on firm value. Based on these results, it can be concluded
that Hs is rejected. The regression coefficient value of company size followed by
Size is -0.925157 with a probability value of 0.0929 (>0.05), so firm size has no
negative effect on firm value. Based on these results, it can be concluded that Hg
is rejected. The regression coefficient value of profitability measured by the return
on assets is 9.809679 with a probability value of 0.0010 (<0.05), so profitability
has a postive effect on firm value. Based on these results, it can be concluded that
Hj is accepted. Furthermore, the Adjusted R-squared value is 0.920282, indicating
that the influence of liquidity, leverage, firm size, and profitability on firm value
accounts for 92.03%, with the remaining 7.97% influenced by other factors.

Sobel Test

Table 8 Results of the Sobel Test
Test Statistic  |Std. Error  |p-value
CR— ROA— Tob. Q 1,17186757 0,11336817 ]0,24125023
DER— ROA— Tob. Q [-2,67915963 0,28789454 10,00738072
SIZE— ROA— Tob. Q |1,86389404 0,25901867 [0,06233659
Source : secondary data (2024)

From the results of the Sobel test, a p-value of 0.24125023 (>0.05) was
obtained with a test statistic of 1.17186757 so that Hg was rejected. Thus, it can be
concluded that profitability is unable to mediate the effect of liquidity on firm
value. The Sobel test results show a p-value of 0.00738072 (< 0.05) with a test
statistic of -2.67915963, leading to the acceptance of Hy. This concludes that
profitability can mediate the effect of leverage on firm value. The Sobel test
results indicate a p-value of 0.06233659 (> 0.05) with a test statistic of
1.86389404, leading to the rejection of Hjo. Thus, it can be concluded that
profitability cannot mediate the effect of firm size on firm value.

The Effect of Liquidity on Profitability

This study found that liquidity as measured by the Current Ratio (CR)
does not have a positive effect on profitability in LQ 45 index companies.
According to Signaling Theory, high liquidity can provide a positive signal to
investors regarding the company's financial stability, but if it is not used
productively, its impact on profitability is limited. Brigham and Houston (2020)
support this view by stating that high liquidity is often maintained for safety
purposes, but if the funds are only stored or allocated for less productive
activities, its effect on profitability remains minimal.

This finding suggests that although LQ45 companies generally have good
financial performance and high liquidity, their ability to meet short-term
obligation does not always have a direct impact on increasing profits. This may be
due to the less than optimal efficiency of using current assets, such as inventory
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and receivables, which may not be allocated productively to support revenue-
generating activities. In addition, the profitability of LQ45 companies is more
likely to be influenced by other factors such as operational strategy, cost structure,
leverage, or dividend policy, which are more dominant in influencing financial
results. This finding underlines that while high liquidity is important for
maintaining financial stability, companies need to ensure that liquid assets are
managed efficiently and directed towards investments or operational activities that
can increase profitability. This finding is inconsistent with previous studies by
Tahu and Susilo (2017), Tui et al. (2017), Nugraha et al. (2020), Suhendry, Toni,
and Simorangkir (2021), Ripaluddin, Pasulu, Taufiq (2023), and Nguyen, Le, and
Nguyen (2024) found that liquidity has a positive effect on profitability, but this
finding is inconsistent with previous studies by Krismunita and Imronudin (2021)
and Handayani, Indarto, and Santoso (2022), which found that liquidity did not
significantly affect profitability. Thus, this finding reinforces the idea that
liquidity, as measured by CR, only provides limited benefits to profitability if not
accompanied by an effective asset utilization strategy.

The Effect of Leverage on Profitability

This study found that leverage, as measured by the Debt to Equity Ratio
(DER), has a negative effect on profitability, as measured by Return on Assets
(ROA), in companies listed in the LQ45 index on the Indonesia Stock Exchange.
Based on Signal Theory, optimal leverage can send a positive signal to investors,
indicating that the company is confident in managing debt to maximize
profitability. According to Brigham and Houston (2020), well-managed leverage
can provide tax benefits by reducing taxable income through interest expenses;
however, excessive debt use increases the risk of bankruptcy.

In practice, companies in the LQ45 index often utilize debt to enhance
operations and expand their markets, particularly when investment opportunities
are abundant but internal resources are limited. These findings indicate that higher
reliance on debt financing among these leading companies tends to reduce their
ability to generate profits from their assets. A high DER typically leads to
increased interest expenses and fixed financial obligations, which ultimately erode
the company’s net profit.

Moreover, a high DER reflects greater financial risk, which can limit a
company’s operational flexibility in seizing strategic opportunities. The negative
impact on profitability may also result from inefficient allocation of debt funds,
where investments fail to generate returns higher than the cost of borrowing. For
LQ45 companies, which are recognized for their superior financial and
operational performance, these results underscore the importance of prudent debt
management. While debt can be a tool for driving growth, excessive reliance
without careful planning can harm profitability. Therefore, maintaining an optimal
balance between debt and equity in the capital structure is crucial to sustaining
profitability while managing financial risks effectively.

The findings of this study are inconsistent with previous research by
Suhendry, Toni, and Simorangkir (2021), and Ripaluddin, Pasulu, Taufiq (2023)
which found that leverage positively affects profitability. However, the results
align with studies by Nugraha et al (2020) and Bintara (2020), which found that
leverage has a negative effect on profitability.
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The Effect of Firm Size on Profitability

This study found that company size, measured using the natural logarithm
of total assets (Ln Total Assets), has a positive effect on profitability, as measured
by Return on Assets (ROA), in companies listed in the LQ45 index on the
Indonesia Stock Exchange. Based on Signal Theory, a larger company sends a
positive signal to investors about stability and growth potential, which enhances
confidence in the company's ability to generate profits. According to Brigham and
Houston (2020), larger companies typically have better access to resources, such
as funding, technology, and skilled labor, which supports operational efficiency
and profitability.

These findings suggest that large companies in the LQ45 index, which
generally have substantial assets, are able to leverage economies of scale and
competitive advantages to improve operational efficiency and generate higher
profits. As leading companies with strong reputations, L.Q45-listed firms usually
have easier access to capital markets, allowing them to obtain financing at
relatively lower costs. Furthermore, these large companies have greater
capabilities in product diversification, market penetration, and risk management,
all of which contribute to improved profitability. The large size of these
companies also gives them strong bargaining power with suppliers and customers,
creating opportunities to enhance profit margins.

However, these findings also emphasize the importance of effective asset
management, even for large companies listed in LQ45. Large assets will not
provide maximum benefits if they are not utilized efficiently to support value-
generating activities. Therefore, companies must continuously improve their asset
management strategies to ensure a positive contribution to profitability. These
results indicate that company size is one of the key factors that can support
profitability, especially in a competitive business environment like the LQ45
index. Large companies that successfully leverage economies of scale and
competitive advantages tend to have better financial performance compared to
smaller companies.

This finding is consistent with previous research conducted by Hirdinis
(2019), Natsir and Yusbardini (2020), and Atiningsih and Izzaty (2021), which
found that company size influences profitability, as larger companies can optimize
their assets for productive activities and achieve higher profits.

The Effect of Liquidity on Firm Value

This study shows that liquidity, measured using the Current Ratio (CR),
does not positively effect on firm value, measured by Tobin's Q, for companies
listed on the LQ45 index on the Indonesia Stock Exchange. According to Signal
Theory, high liquidity should indicate financial stability, but if current assets are
not productively invested in ventures with high returns, their impact on firm value
remains limited. Brigham and Houston (2020) also emphasize that excessive
liquidity may signal inefficient use of assets, as liquid assets not allocated to
productive investments do not directly contribute to increasing firm value.

In practice, many companies in the LQ45 index maintain high liquidity as
a reserve against economic uncertainty, but they tend not to use it for long-term
value growth. These findings indicate that a company’s ability to meet its short-
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term obligations is not a primary factor influencing the market’s perception of
firm value among these prominent companies. Excessive liquidity in large
companies, such as those listed in LQ45, may reflect inefficient cash
management. Investors might view this as an indication that available funds are
not being utilized for productive investment opportunities, such as business
expansion, product innovation, or diversification strategies. Consequently, the
market prioritizes other factors, such as profitability, growth prospects, and
operational efficiency, when assessing firm value.

Companies in the LQ45 index generally have easy access to low-cost
external financing due to their reputation and credibility. Therefore, liquidity in
the form of high current assets may be less relevant compared to long-term
investment and growth strategies. Furthermore, the capital market tends to value
companies that enhance operational efficiency and allocate resources optimally
rather than those that merely maintain high liquidity.

These results also reflect that the Indonesian capital market, particularly in
the LQ45 context, is more influenced by strategic indicators such as return on
investment, earnings stability, and innovation rather than merely the company’s
ability to meet short-term obligations. Thus, while liquidity remains essential for
maintaining operational stability, LQ45 companies need to focus on strategies that
enhance added value and attract investor interest.

These findings align with previous research suggesting that liquidity does
not always have a direct impact on firm value, particularly in large and well-
established companies. However, it is crucial for companies to maintain a balance
of sufficient liquidity, not only to ensure operational stability but also to support
the implementation of growth strategies that can increase firm value in the eyes of
investors.

The results of this study contradict those of Kahfi, Pratomo, and Aminah
(2018), Hapsoro and Falih (2020), Reschiwati, Syahdina, and Handayani (2020),
Darmawan et al. (2020), Jihadi (2021), and Ripaluddin, Pasulu, Taufiq (2023),
who found that liquidity positively affects firm value. However, the findings are
consistent with Olivia and Wiksuana (2021), and Ripaluddin, Pasulu, Taufiq
(2023), Adiputra and Hermawan (2020), Putro and Risman (2021), Suhendry,
Toni, and Simorangkir (2021), Nurwulandari, Wibowo, and Hasanudin (2021),
Yondrichs (2021), Wahid, Ambarwati, and Satmoko (2022), Handayani, Indarto,
and Santoso (2022), Budiarti, Moeldjadi, and Wijayanti (2023), Yuliyanti et al.
(2023), dan Zulfa, Azam, and Bandono (2024), who found that liquidity does not
positively effect on firm value.

The Effect of Leverage on Firm Value

This study found that leverage, as measured by the Debt to Equity Ratio
(DER), has a negative effect on firm value as measured by Tobin's Q, in
companies listed in the LQ45 index on the Indonesia Stock Exchange. According
to Signal Theory, appropriate leverage sends a positive signal to investors that the
company can manage debt to improve performance and value. Brigham and
Houston (2020) noted that leverage can offer tax benefits through interest
deductions; however, excessive debt increases the risk of bankruptcy, which has
the potential to reduce the perception of the company's value. In practice, LQ45
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index companies often use leverage to strengthen capital and expand the market,
thereby increasing their attractiveness to investors.

This negative relationship suggests that leading companies in the LQ45
that have high leverage levels tend to experience a decline in the company's value
perceived by the market. In the context of LQ45 companies, which generally have
a good reputation and easier access to external financing, high leverage can raise
concerns among investors regarding financial risk. Heavy reliance on debt
financing can increase interest expenses, thereby reducing net income available to
shareholders. This can also exacerbate liquidity risk, especially in uncertain
economic conditions.

Furthermore, high DER in LQ45 companies can be seen as an indication
of lack of efficiency in capital structure management. Although these companies
usually have the capacity to attract investment due to their reputation and
credibility, excessive use of debt can reduce their financial flexibility in allocating
funds to strategic growth opportunities, such as business expansion,
diversification, or product innovation.

From a market perspective, investors tend to focus more on other
performance indicators, such as profitability, operational efficiency, and growth
stability, compared to high levels of leverage. Excessive leverage can also create
the perception that the company is riskier and less oriented towards long-term
growth, which ultimately reduces the company's market value as reflected in
Tobin's Q.

The results of this study imply that companies in the LQ45 index need to
maintain a balance between the use of debt and equity in their capital structure.
Focusing on operational efficiency, financial stability, and sustainable growth
strategies is more likely to attract investors and increase the company's value in
the eyes of the market.

The results of the study are not in line with the results of studies conducted
by Lestari (2023), Jihadi et al. (2021), Wahid, Ambarwati, and Satmoko (2022),
Yuliyanti et al. (2023), and Zulfa, Azam, and Bandono (2024), which found that
leverage has a positive effect on firm value. However, the results of this study are
in line with the results of studies conducted by Fosu et al. (2016), Kahfi, Pratomo,
and Aminah (2018), Simorangkir (2019), and Ripaluddin, Pasulu, Taufiq (2023),
which found that leverage has a negative effect on firm value.

The Effect of Firm Size on Firm Value

The research findings indicate that firm size, measured by Ln Total Assets,
does not have a negative effect on firm value, measured by Tobin's Q. This means
that the total assets owned by a company do not significantly impact the perceived
market value of the firm in a way that decreases it. In the context of signaling
theory, large companies with greater resources and stability do not necessarily
send positive signals to investors, especially if they face managerial challenges or
operational inefficiencies. According to Brigham and Houston (2020), in a
competitive business environment, firm size alone is not a determining factor of
value.

Firm size is often seen as an indicator of operational strength and financial
stability. Companies with substantial assets generally possess a higher capacity to
operate on a larger scale, diversify revenue streams, and mitigate external risks.
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However, in this case, the findings suggest that merely owning significant assets
is insufficient to produce either a negative or positive impact on firm value.

The market tends to evaluate more than just the size of assets, focusing
instead on how effectively a company manages and utilizes those assets to
generate revenue, profit, and returns on investment. If a company fails to optimize
asset utilization, having a larger size does not necessarily provide a competitive
advantage. Conversely, the market is likely to prioritize operational efficiency,
asset productivity, and the long-term investment strategies implemented by the
company.

In the context of large companies such as those listed in the LQ45 index,
firm size may not be the primary factor influencing value. These companies
typically have other advantages, such as easy access to financing, strong
reputations, and opportunities to achieve economies of scale. Therefore, the
market is more inclined to assess performance based on other indicators, such as
profitability, innovation, revenue growth, or business diversification, rather than
merely the size of the company's assets.

These findings differ from those of previous studies by Hapsoro and Falih
(2020), Natsir and Yusbardini (2020), Nurwulandari, Wibowo, and Hasanudin
(2021), Atiningsih and Izzaty (2021), Lestari (2023), and Zulfa, Azam, and
Bandono (2024), which found that firm size has a positive effect on firm value.
Similarly, they contrast with studies by Susanti and Restiana (2018), Hirdinis
(2019), Reschiwati, Syahdina, and Handayani (2020), and Wahid, Ambarwati,
and Satmoko (2022), which found that firm size negatively affects firm value.
However, these results align with findings by Adiputra and Hermawan (2020),
and Yulandri, Hertina, and Asih (2023), which found that firm size does not have
a negative impact on firm value.

The Effect of Profitability on Firm Value

The research findings indicate that profitability, measured using Return on
Assets (ROA), has a positive effect on firm value, as measured by Tobin's Q. This
implies that the higher a company's ability to generate profits from its total assets,
the higher the firm's value perceived by the market.

High profitability reflects a company's efficiency in utilizing its assets to
generate income. In financial theory, strong profitability sends a positive signal to
investors about the company's financial health and its capacity to deliver
sustainable returns. This aligns with Signaling Theory, which posits that good
financial performance builds investor confidence and enhances the company's
attractiveness in capital markets. As noted by Brigham and Houston (2020), in a
competitive business environment, investors tend to focus on financial
performance as an indicator of growth potential, where strong profitability fosters
trust in the company's capacity for expansion.

A high ROA also demonstrates effective asset management and significant
net profit generation. Consequently, companies with high ROA are considered
more appealing as they signify operational efficiency and the potential to provide
substantial returns to shareholders.

In the context of companies listed in the LQ45 index, the positive effect of
profitability on firm value becomes even more relevant. These firms typically
have better access to resources and larger business opportunities, making the
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profits they generate more impactful on their market value. A high Tobin's Q
value in such companies reflects market appreciation for their efficiency and
profitability performance.

These findings are consistent with previous studies conducted by Sucuahi
and Cambarihan (2016), Tui et al. (2017), Rosikah et al. (2018), Zuhroh (2019),
Dwiastuti and Dillak (2019), Sari and Sedana (2020), Darmawan et al. (2020),
Sughosa and Artini (2020), Natsir and Yusbardini (2020), Jihadi et al. (2021),
Yondrichs et al. (2021), Olivia and Wiksuana (2021), Suhendry, Toni, and
Simorangkir (2021), Atiningsih and Izzaty (2021), Handayani, Indarto, and
Santoso (2022), Faradila and Effendi (2023), Buti and Wiyarni (2023), Lestari
(2023), and Budiarti, Moeldjadi, and Wijayanti (2023), which also found that
profitability positively influences firm value.

Profitability as a Mediator of the Effect of Liquidity on Firm Value

This study reveals that profitability, measured using Return on Assets
(ROA), is unable to mediate the effect of liquidity, measured by the Current Ratio
(CR), on firm value, measured by Tobin's Q. This indicates that while liquidity is
an important factor, profitability does not always function as a linking element
that strengthens the relationship. In the context of signaling theory, good liquidity
can provide a positive signal about a company’s financial health. However, if
profitability is low, investors may remain skeptical about the company’s long-
term growth prospects, thereby hindering an increase in firm value. Brigham and
Houston (2020) state that companies with high liquidity but low profitability are
often perceived as high-risk, reducing their attractiveness to investors.

These findings suggest that although liquidity reflects a company’s ability
to meet its short-term obligations, it does not significantly influence firm value
through the profitability pathway. In this context, profitability does not serve as a
mediator that strengthens the relationship between liquidity and firm value.

From a liquidity perspective, the CR is often used to assess a company’s
ability to maintain short-term financial stability. However, a high liquidity ratio
does not necessarily indicate efficient utilization of assets or working capital to
generate profits. If a company merely maintains liquidity without utilizing excess
current assets to support operational or investment activities, its impact on
profitability—and consequently on firm value—becomes limited.

Profitability, represented by ROA, typically reflects a company’s
efficiency in managing assets to generate profits. In many studies, profitability is
expected to serve as a mediator in the relationship between other financial
variables and firm value. However, this study reveals that ROA cannot strengthen
the relationship between CR and Tobin's Q. This may be because high liquidity
does not always generate sufficient profits to influence market perceptions of firm
value. In other words, the market may not focus solely on liquidity and
profitability but also consider other variables, such as growth, innovation, or
investment strategies.

This study, conducted on companies listed in the LQ45 index, further
validates these findings. Companies within the LQ45 index typically have greater
access to resources and business opportunities, making their liquidity more stable.
However, in a competitive environment, the market tends to evaluate companies
based on other indicators such as operational efficiency, innovation, or long-term
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growth strategies, rather than solely focusing on the relationship between liquidity
and profitability.

These findings align with studies by Handayani, Indarto, and Santoso
(2022) and Ripaluddin, Pasulu, Taufiq (2023), which also found that profitability
does not mediate the effect of liquidity on firm value. Liquidity can directly
impact firm value without requiring profitability as a mediator, highlighting that
companies may have strong cash flows but are inefficient in generating profits.
These results underscore the complexity of the relationship between liquidity,
profitability, and firm value, where other factors may play a more dominant role
in shaping investor perceptions.

Profitability as a Mediator of the Effect of Leverage on Firm Value

The research findings indicate that profitability, as measured by Return on
Assets (ROA), plays a crucial role as a mediator in the relationship between
leverage, measured by the Debt to Equity Ratio (DER), and firm value, measured
by Tobin's Q. In other words, the influence of leverage on firm value is not solely
direct but also involves profitability as a connecting pathway.

High leverage, as reflected by a high DER, indicates that a company
significantly utilizes debt in its capital structure. This can provide strategic
advantages if the debt is allocated to productive investments, leading to higher
profits. However, high leverage also entails substantial financial risks, such as the
potential for default, which may diminish investor confidence. In this context,
profitability serves as a key indicator of the company’s efficiency in utilizing its
assets to generate profits while managing the risks associated with debt usage.

When a company is able to optimally use debt to boost productivity and
generate substantial net income, it reflects sound financial management. High
ROA signals to the market that the company effectively manages its assets, even
under significant debt obligations. This, in turn, enhances investor confidence in
the company’s ability to sustain growth, thereby increasing firm value, as
evidenced by an improvement in Tobin’s Q.

Under the framework of signaling theory, companies with strong
profitability send positive signals to investors, demonstrating their ability to not
only manage leverage-related risks but also deliver significant returns. High
profitability creates a perception that the company has solid fundamentals, strong
competitiveness, and promising long-term growth prospects, thereby boosting its
value in the eyes of the market. Brigham and Houston (2020) emphasize that as
long as companies can generate sufficient profits to cover debt costs, leverage can
enhance shareholder returns.

This study underscores the importance of proper leverage management,
with profitability serving as a critical success factor. Leverage utilized without
sufficient profitability may only amplify risks. However, when accompanied by
improved operational efficiency, as reflected by a higher ROA, its impact on firm
value becomes more significant. Thus, companies that successfully manage this
relationship are more likely to attract investor interest and enhance their
competitiveness in the market.

These findings align with the research by Suhendry, Toni, and
Simorangkir (2021), which also found that profitability mediates the relationship
between leverage and firm value. Profitability plays a vital role in bridging the
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gap between leverage and firm value, as companies that efficiently manage debt
and generate profits tend to have higher perceived value among investors. This
demonstrates that profitability not only reflects a company’s financial health but
also enhances investors’ perceptions of the risks and potential returns associated
with the use of debt.

Profitability as a Mediator of the Effect of Firm Size on Firm Value

The study conducted on companies listed in the LQ45 index reveals that
profitability, measured using Return on Assets (ROA), fails to mediate the
influence of firm size, measured by Ln Total Assets, on firm value, measured by
Tobin's Q. This finding indicates that, although companies in the LQ45 index
generally possess substantial assets, the profitability generated from these assets is
not sufficiently significant to strengthen the relationship between firm size and
firm value.

Companies within the L.Q45 index are known for their large market
capitalization and extensive access to capital markets. However, the results show
that possessing large assets alone is insufficient to enhance firm value through
profitability. One possible explanation is that these sizable assets are not yet
optimally managed to generate profits. High operational costs, long-term
investments that have not yielded results, or reliance on specific markets could
hinder the efficiency of asset utilization.

Moreover, investors focusing on LQ45 companies tend to consider various
factors beyond firm size and profitability. Indicators such as innovation,
sustainability, long-term growth strategies, and global competitiveness are often
prioritized. Thus, having substantial assets without accompanying operational
efficiency and effective profit management might not significantly impact
investors' perception of firm value.

Under signaling theory, large firms often signal stability and business
continuity to investors; however, firm size alone does not guarantee high
profitability. High profitability can deliver positive signals about a company's
financial efficiency and sustainability. Brigham and Houston (2020) explain that
in practice, large companies with extensive assets may not always efficiently
manage their resources, leading to lower profitability. In this case, if ROA is not
sufficiently high, investors remain skeptical about the company’s ability to
optimally utilize its assets. This highlights the need for LQ45 companies to focus
not only on asset accumulation but also on efficient management to generate
significant profits.

The findings of this study carry important implications for companies in
the LQ45 index. These companies need to improve the efficiency of managing
their large assets to boost net profits. Additionally, it is crucial for them to develop
long-term strategies involving innovation, business diversification, and better cost
management. Through such efforts, these companies can send positive signals to
investors about their financial fundamentals while simultaneously enhancing firm
value.

This research aligns with the findings of Hirdinis (2019), which showed
that profitability does not mediate the relationship between firm size and firm
value. This underscores the complexity of the relationship between firm size,
profitability, and firm value, where profitability may not always act as a
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determining factor in the context of firm size. Despite the advantages of large
assets and stable liquidity that LQ45 companies hold, their success in increasing
firm value depends on their ability to manage those assets efficiently. By focusing
on profitability and other relevant factors, companies in the LQ45 index can
enhance their competitiveness and attractiveness to investors.

CONCLUSIONS

This study makes a significant contribution to the development of theory
and practice in the capital market, particularly in the context of the relationships
between liquidity, leverage, firm size, profitability, and firm value. The findings
indicate that liquidity does not positively affect profitability, leverage has a
negative effect, while firm size has a positive effect on profitability. Furthermore,
liquidity does not positively affect firm value, leverage negatively affects firm
value, firm size does not negatively affect firm value, while profitability
positively influences firm value. Additionally, profitability does not mediate the
effects of liquidity and firm size on firm value but can mediate the effect of
leverage on firm value.

This research provides valuable insights into the relationships among these
variables in the Indonesian capital market, particularly for companies in the LQ45
index. Theoretically, it demonstrates that profitability mediates the effect of
leverage on firm value but does not mediate the effects of liquidity and firm size,
emphasizing the importance of operational efficiency in supporting these
relationships. Within the framework of Signaling Theory, the study highlights that
signals from liquidity and firm size are only effective if supported by significant
profitability. Practically, the findings underscore the importance of prudent
leverage management, asset optimization, and long-term growth strategies such as
innovation and diversification to enhance a firm's competitiveness. Investors are
advised to be cautious when evaluating companies with high leverage but low
profitability, while policymakers are encouraged to enhance financial
transparency and promote efficient asset management to build market trust. The
study emphasizes that large assets or high liquidity alone are insufficient to
enhance firm value without optimal management and well-directed business
strategies.

The study utilized data from companies in the LQ45 index during the
2018-2022 period. This limitation may restrict the generalizability of the findings
to all companies listed on the Indonesia Stock Exchange (IDX) or those in other
sectors. While the study considers important variables such as liquidity, leverage,
firm size, and profitability, other variables, such as innovation, risk management,
or corporate governance quality, may also influence firm value but were not
included in the research model.

The study employed panel data analysis using the Fixed Effects Model,
which is suitable for panel data but may not fully capture all internal company
dynamics, particularly those related to external factors such as macroeconomic
conditions or regulatory changes. To expand the utility of these findings, future
research is recommended to include companies outside the LQA45 index,
incorporate additional variables such as innovation or corporate governance, and
utilize more complex methodologies such as structural equation modeling (SEM).
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These approaches can provide deeper insights into the financial dynamics of the
Indonesian capital market.

Companies are advised to prioritize efficiency in leverage management to
ensure debt is productively utilized in profit-generating activities, as high leverage
without a solid strategy can diminish firm value. Additionally, firms with large
assets should optimize asset management to support growth and innovation and
develop diversification strategies and product innovation to maintain
competitiveness in the capital market. Good financial transparency and corporate
governance are also essential for building investor confidence, particularly among
institutional investors who are more sensitive to risk. For investors, it is important
to prioritize profitability as a key indicator when evaluating companies with high
leverage, as it reflects the firm’s ability to manage financial risks and generate
returns. Investors should also consider asset management efficiency and non-
financial factors such as innovation, governance, and sustainability to assess a
company’s growth potential. To mitigate risks, diversifying portfolios across
various sectors and firm sizes is also recommended to enable more informed
investment decisions.
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THE ROLE OF PROFITABILITY IN MEDIATING
DETERMINANTS OF FIRM VALUE

ABSTRACT

Thix sindy ams o amalyne the mle of profiability m mediating the relationship benwees Bquidity,
leverage. and firm size in celabion o Brm vabee: The dalm wsed moths swdy ane seaxsdary dala
ohbiized from the Indonesin Steak Exclanpe websites, The population comsists of 71 compamies
listeel im dhe LIMS imlon: for the periend SOTR-2022, The study romsple inclicdes |8 mon-bank
cimmpanes within the LOES inden, selecied throagh perposve sampling, vielding o oial of <4
ohservilioms: over five yeors, Dt analvsis. wind conclocted . using panel dala with EVigws 13
software. model selection was camied cul throngh the Chavw Test, Hsusmen Tesk and Lagrange
Multiplier Test: The results indicote that Beuwidity b o ellecton profitbiligy . whereas evernape
ane! fims sze significantly impoct prefiukility. Funhermoers, levemge infoomees fion value, wihile
ligpmiddiny sl Tirm siee sl no sigrifcanm effect an fiom valee Profabiliny does noe medizie the
effect of liquicity smd Brm. size om fion value ban does medizte the effect of leverage on firm
value, Theoweticidly, thix research complemends previoes theones aml serves a5 a melerence for
fimnre saifics, Practically, Investoas can niniliae this infisrmet an iooesercise caubinng when iesesng
companes with high leverage bevels bun kw prodfinnhilicy.

Keyworls Profitabality, Liqushity . Leverage, Firm Saee, Firms Yalee

INTRODUCTION

Firm value is one of the primary Indicators: nsed by investors [ assess a
company’s pef@hrmonce and futire prospects. High firm value reflects investor
sonfidenss in the compony s sbility o genersle profits and sustain dsell over the
Iomg term, Aceording o Angeerian, Fachmadin, and Silalahi CO018). maximizing
firm woloe @5 crocial for a company, @ 0 also maximizes sharcholder wealth,
which 1s the primary objective ol a business. Fim value has become o primary
forws in the business and scademic worlds as if reflects imvestors’ perceptionsof a
company s prospects and performance. However, in pracice, firm value |3 g
always stable and con be mfluenced by various internal and exiernal factors. For
instaice, during persds of global cconomic uncenaminty, such w o pandomoe or
financial crisis, firm wvalue tends o fuctate doe to changes in investors
perceptions of risks and opportunities, Addisionally, firm value 15 often affectes
by market dynamics, government policies. emd interest rate fluctuations. On the
other hand, compamies with strong fimancial performance. o= indicasted by high
proficability or an epimal copital straciuse, do nab always sstain teir finm value
if pot coimplemented by inmowvation. reputation. and effecive nisk management,
Thiz phenoemenon illoseates the complexity of e relationship between a
compeny’s intemal performance, extermal conditions, ond  market behavior im
determiming firm vohse,, Moumersus studies have exomined fnctors affecting firm
vabie, yet their Tindings have been inconsisient, Factors such as liqusday,
leverage, fiem sze, and profilability play a significast role in influeacing firm




vitbine ax each reflects key aspect= of a company's financial bealth s prospects
Lispuidity, which mpresents o compuny's ability to mest shon-lemm obligations,
agnals finacial  seabality that can enbance  investor confidence, althoueh
excessively high liguidity sy indicate inelficient amee unlization. Leverage, a5 a
measure of debi usage in the coypital structore, can provide benefits throvgh tax
sgvimgs (fax shiclds), bul excessive levemee incresses hankrptey risk which cam
T firm vadue, Firm size is olten associated wiih operational stability sl easier
secess e financing, which can boost imvestor appeal. although overly large lirms
inay face inefficiencies. Meanwhile, profitebilaty scrves as a primary owlicator of a
compaEny’s siccess 0 genereting profits, reflecting beter podeniiad investment
retwmes, These four factors are imlerconnecicd and ame central o investors'
eviliariens of 3 Sompany’s growth prospects and risks, making changes b any ol
these factoes sigrnficantly impactfol on firm valse.

High liguidity sigmals o investors thisl die compuaiy luas sound fnoncial
health and & Jow risk of basksuptey, However, excessive liguidity may also
indicate that o company is nof ophmally utlizmg it finascial esources, Several
studies, meluding Kshfi. Prstomo, and Aminoh (201 8), Hapsore and Falih (20209,
Reschiwati, Syahdina, and Handayani {20209, Darmawean et o, (3020, Jihadi &
al, 20210, and Ripaluddin, Pasila, and Tawfg (2023) liguidity has-a positive
effect o firin value. In contease, shudies by Tun et al, (200173, Adapwiten - and
Hermawan {20200, Sad and Sedana (20200, Putre and Risman {2021}, Suheadry.
Toni. and Simorangkir (2020, Noreulasdari, Wikowo, and Hasanuddin (20215,
Yomdrichs of ol (2021}, Wahid, Ambarwati, and Saimoke (20223, Hondoyani,
Irnddfarto, aod Sanroso (2022, Budiart, Moeldmdi, and Wiayan {20235, Yuliyanh
et al. (2023), and Zulfa, Azam, and Bandons (X240 mdecate that liquidity 1CR)
dows mot affect firm valee.

The second facts affectmg finm walise s leverage. The leserage mitio s
ozcd b mcasure the cutent o which a company’s activities are financed by debe.
includmg boch shor-term and loag-term debt. A higher levernpe raten indicates a
greaier level of dependence on external partses {creditors) and o larger amoont of
IMIETES expemes thil the comipany must pay, Levernge reflects o muach debn a
ocomipany uses in iis copital strocture, When used appropriately. debt can provide
ik benefits and incresse eamings per shure. However, excessive debt can lead o
a higher risk of bankrupicy. which may diminish fimm value, Several stadics have
been conducted, mcluding those by Fosu et al. (2016), Kahifi, Pratone. and
Amninah (200180, Lestar (20231, Simoromgkie (209, Rhadioet al, (20210, Wahid,
Ambarwat, and Sotmeke (20225, Ripaluddin, Pasele, and Toafig (2023),
Yulivants et al: {2023, ond Lulfa, Azam, and Bandono (3024} which tound that
leverage significantly affects finn value. In conteast, research by Dwaasoots and
Drilbak (201%, Subhendry, Tonl, and Simserangker {2021), Almomuni et al. (20227,
Handayani. nderto. and Santoso (20221, Yulesdri. Herina, and Asih (2023, and
Habakkuk, Mdusnti, and Wang ombe (2023 found that levernge docs nod affec
Tirm value,

Firti size w skeo o significent factoe i determuming Lo value. Larger
companies typically have better sccess to resources and capital markets. which
can help them maoinkwin stable performance and enhance firm valve. However,
compisny sae van ok lesd 1o nelficiencies that wltimaste ly negatively impsct inm
ville, Severdl stisdies have been comducted, including those by Susantn and




Restiana (2118), Angperian. Fachrisdin, and Silalahi (200083, Hirdinis {30019,
Sughosa wd Arting {20209, Nugrabe ot o, (20200, Reschiwati, Syshdina, and
Handayami (201, Hapsoro amd Falib {20209, Natsg and Y usbandin {20200,
Murdulandan, Wibowo, and Hasamedin (2020}, Abiningsil and lzeaty {20217,
Wahid, Ambarwati, and SotmobR) 2022, Lestari (20235, and Zolfa, Azam, and
Bandono {20245, which foond that firm swe hes a effects o firm valse. In
cormbrast, meseanch by Tui e al, G200 75, Dwiastots and Dallas (3019, Adiputr and
Hermawan {20200, Mursulandan. Wibowo, and Hasamidin G021, Hamdayani,
Indorro, and Santoxo (2022, Yalosdoe, Heming, and Asah (2023, and Hechimi and
Suanoun (2024) found that firm axe (502 ) does not affect firm valoe.

High profilab@ty can enhance mvestor confidence, which in turn can
inerense Firm value, Profitability is the end result of & series of polickes md
decisions made by the company (Brigharm and Houston X30). Several previnus
studics lave becn conducted. ipcluding those by Sucuabi and Cambiarihan (2016,
Tui et al. (207, Rosikah ecal, (2018 Zuhrody (20019, Dwiastoi and Dillak
{201, Sari and Sedena (204, Dormawan ot al. {20200, Sughosa and Ao
{2020 Syamsudin et al, (30F0), Netsir and Yusbardini (20209, Jihadi et sl
(2021}, Yondrichs et al, {20213, Olvis and Wiksvans CEX2 13, Suhendry, Toni, and
Simorngkir (3021, Aringsih and Izzary (2021, Hindayvani. Indarmo, and Santoso
{A022), Faradila sind Effendi (3023), Buti and Wiarny (30233, Lesian (3023,
Budiam, Moeldjadi, and Wijayvani {20235, Zolfa, Azam, and Bandono {20245
and Yulianti et ol (20243, which found that profitabilizy affects firm value. In
controst, rescarch comdocted by Asyuyl, Wahyudi, emd  Mawardi  (2018),
Reschiwat, Syahding, and Handayvanl (20X, Hepsoso and  Falilh (20200,
Murwulandan, Wibkow'o, and Hasansdin (30215, Ripaluddin, Paose, and Tausfig
(2023}, and Yulisnd et al. {2023 foond that profitability does aoc offect fim
value

Funthermors; profiability, which reflects o company's ability o gencrate
profits, 15 considered o key facior that medises the relationship between Liguedity,
leverage, ond finm siee on firm volue, The liquidity of 9 company has an impact
o 15 wirlue, both@irectly and through peoficabilioy as & mediator,  Adequate
lquidiry enmables & company o meet s shom-term obligatons, providing
confidence W investors about the compunys finsacial stabilivy, which can enhlunce
firm wnlue. However, high liquidity also peeds o be balanced with effective
management 19 oveid hindering asset productivity, With maintained figuidity, the
company can operate efficiently, supporing an merease in profitability, High
proficabiliy  mdicates  optimal  comgany  performanee,  thes enhancing it
stiractiveness 1o invesiors and ultimately mcreasing fimm o value. Several previous
atndies have been conducted, iacluding those by Taho and Suselo (30017, T ecal.
(2017, Mugraha et ol (3200 Bintra {20200, Suheadny, Tonl. anl Simorasgkir
{2021}, Epaluddin, Pasule. and Taofig (2023 and Mguyen, Le. and Nouyen
{2024y, which found that ligusdsty affects profitability, In contrast. rescarch
conducted by Krismu@lie and Imeonedin (20216 and Handayani, Indaro, and
Santoso (HIT) foasd that lquidity @@= not affect profiabality. Further research
by Putr and Rismum (2021 found that profitzbility can mediate the effect of
licpuidity on fimm walue, However, fhe stodies by Handayani. [ndaro, and Santoso
{2022y and Bipadudding Pesule, wmd Taofig (20230 found at proftataliy is m
capable of mediating the effect of bouidity on rm valoe,




Furthermore, 3 company's levempe has an important relatmomship with firm
villue, purticulorly when influenced by the medinting role of profitebility. Optimal
use of leverage allows & company T fimance invesimients without ssenficmg
oguily, thereby mcreasing potential profits and growth, However, kigh leversge
al=n increases financial risk and interest costs, which can reduce net inonme. In
this context, profilahility mediates the relationship by demorstrating the
company’s eifecliveness in managing Jded o peerte prafits, 15 9 company can
efficiently vse leversze 1 enbance profitsbilicy, it will attrect igvesior interest and
increase firm valve. Comversely, if leverage fals o improve profitabilicy, the
financeal nisks bome by the company may negatively mmgact s voloe. Several
previous sludics have been conducted, including those by Mugraha et al, (20200,
Bintar (20203, Suhendry, Tond, and Stnorangkir (2020, and Ripaluddin, Pasals,
and Taufig (2023), which foumd fhat leverage affects profiability. In contrast
sezearch by Hamiddah (20167, Makhilalens (20035, Reumdban, Analiaweati, and
Mugraba {20211, and Handavani, Indarto, and Santoso {20220 found tha leverage
doss not affect profitability. Addivonally, the smsdy by Subemdey, Tom, and
Simoranghkir { 202 1) found that profitability cen mediate the relationship between
levernge and @m value, while the research by Ripaladdin,d Pasulu, and Tautig
(Z023) Pound that profitability dees not medisie thie relsionship emween leverage
aid farm walue

The elaticnship between fom size asd fom value throagh protitabilicy is
supported by rescarch findings fom Hirdinis (2009, Netsr and  Yusharding
{20201, and Atiningsih and lezaty {20210, which indicute thet firm size affects
prabitabilaty . In contrast, Tuy et al, (2017 found that fiern size doeés pol miluencs
profitability. Subseguent sudies by Matsir and Yosbarding (20203 and Atinngsih
and Ereaty {2021} found that profitability can @f8diate the effect of firm size on
firm value. Meanwhile. Hedinis (30019) found that profitabiliy dees not mediste
the relaticnship between finm size and firm value.

This study examines the impact of lquidity, leverare, and fm size on
firm value with profimbility, mesvred throsgh Beturn on Assets (BOA), a5 a
mediating variabde, and has vielded samed Tindings. Some stides found that ROA
can mediate the effect of liquiduy on fiem valoe, a5 repocted by (Potrooand
Bismmn 20213, However. other swdies showed ditferent nsulis, such as the
research conducted by Handavani, Indario. and Samaso (21225, which concladesd
that profitability does not mediste the eftect of liguidity on firm value, Simafarly,
in the context of leverag rescarch by Subendry, Towi. and Simorangkic (H2])
indicates that ROA con mediate the effect of leverage om firm value, while il
study by Ripaluddin, Pasulu, Teufig (20023 states otherwise. The moonsistency of
these resulls creates o gap that haghlights the need for further smdies o clarify e
mobe of RO as an cffective madinton in this inodel,

The mowelty of this research lies in the comprebensive approach used to
anilyze the mle of BOA as o medinting variable in the effects of ligusdity.
leverage, and firm sise on i valise, W hile most previons sikhes Bave ended o
exammine these varables separately or have focuzed only on thesr direct effects o
firm walue, this study offers an integrated approach by evalosting ol three
vimphie: simultnneously. Thie proades a1 new perspective that enriches the
wadkemic literature wd generles desper insights into the mediating rale of ROA
in enhancing firm value,




This research is highly urgent 25 i1 aomes toaddress the moomsistencies in
B¢ resuils of previous swdies. Considering that firm waloe @5 ¢ primary reference
for anvestors in making mvestmenl  decisions, upderstanding the role of
profitability oz a medioting varable will provade practical guidance For companies
in enhancing investor confidence and atractiveness, Thos, this smdy is relevant
for fimancil mansgers in ther efforts o maximize firm value through better
maagerment of lguidity, leverageand Uirm size.

In terms of orggimaliny, this research offerss a novel contnbution by
integrating these three varishlks into o sgle model and exomisiag s
clhectivencss of profitability a3 a mediating factor. This siudy al=o utilizes more
recent dats smd  amslysis methodologies tailored o the cumest ecenomic
conditions, making the results more relevant for practical guldance and corporste
atrategies

Thie ebjective of diks sescarc is W cxiamine and angdyee whcther ROA can
miediate the effecis of bguidiay. leversge, and firm size on firm value, bath
directly amd indivectly, Addinosally. this stedy amms o comprehessively explun
the extent ioowhich these three vanabes influence firm value. The findings of this
research ame expecied 1o contmbute peademnically by ennching the Inerature on the
roke of profimbiliny & o mediaing variable, Practically, the resulis ame anticipsied
i prowide puidance for fomnenal mansgers m making  decisions celated o
lguidity meisagement, kverage, and firm size, which ultimately can eahapce
profitability and Firm valoe,

LITERATURE REVIEW

Signaling Thepry

Signaling theory was propesed by Michael Sgence in 1973, sugpesting
that asymmctric mformation betscen company managers -and investors can be
mddressed throurh signals provided by management. |n this context, companics
use finoncinl reports or srategik sotions uws signals o investors regarding the
company = condition and prospects, Brigham and Hooston (230207 explain tha the
information conveyed by management through Goancial statements, dividend
plicies, o7 ivestment decisions can serve @ signals sbour the company’s sucus
and future potentisl io'extemal parties. These signals help reduce the informatson
asymimeiry between managers and invesiors, assisting invesiors in making better
investmenl decisions, Actions that are perceived as positive signals. such as
inergased profits or the snouncement of new projects, can enhiance iEvestor
confidence and have a posstive impact on firm value.

Firm Value

Firm value represents the market's perception of the overall performance
and future prospects of the company, According to Brigham and Houston {20200,
firm value con be defined s the narket value assessed throagh stock price and the
iial equity held by eharebolders. Fieme valoe s crocial becasse the prinsary
objective of financial mapggement s o maximize it for the benefit of
shareholders. A common measure wsed 1o assess frm value is Tobin's £, which is
the mtio-of the compeny’s markel value of assels {markel copitalizbon] 1 the
replacentent postof the commsny's assels




Profitability

Profilabaliny is & measure of 3 company’s perfomminc: m generating profit
relative i s sales, assers, or equaty. According to Brigham and Howston (2020,
profitability &5 & key indicator ussd woasscss how efficiemily o company's
@anagement utilizes its resources o generabe earnings. High  profitability
indicaies thal the company s seccessfolly mamaged s assets elficiently
penerate profits@which s a sign of good Tnascial perfomuance, Profitabiliny is
alzo ofen used as o mediating vamable that stengthens te relatienship betwecn
other financial fackors and company  valoe, as zood performance typically
enhanies investar conhdence,

Liguidity

Liyuiclicy relers e a comipany's ability. i meet s shor-tero obli gations s
they come due withour Facing finaecial difficuliies. According o Bri@am and
Heuston (20204, liguidity is crucanl for a company as it eefleers the sbality o
copvert current assels into cash o fulfill short-perm ligbilities. Hizh liguidity can
reduce the msk of hankrapicy because the company can mest 15 shor-term
obligatons, However, excessive Higuidity may also o indicae inefficiem cash
mEEnagEment, a5 an excessoof current assets can decrense profitshlity levels,

Leverage

Levernge refers to the vse of debt finpneing to enhance the potential returm
0 i company s sharehiolders. According o Bragham and Houston C20200, leverage
reflects the extent o which o company wilizes dabt i it capital strocture, whick
can increase both sk and potential retores for shareholders. Leverage can provide
hepelits inodhe fom of incressed profits iF the investments fimnced with debs
yicld returns greater than the cost of the debe itself. However, leverage alsocarries
risks, particularly finmmcial Tisk, becsuse the higher the debd. the preater the
ebligntion For inferest and principal repeyments that the company must fulfill, 1f
company: fails 1o meet these obligations, it could lead 1w bapkriescy, Conpanies
with high leverage have more debt compared 2 equity, which can provide tax
benelits but ulso heightens Cinuncial fsk High leveruge can increase the valoe of
acompany due tofax sdvantapes, bt i ot becomes excessive, it may raise the risk
of bankruptcy,

Firm Size

Firm size 15 an important factor in financial analysiz @nd management
steategy. According 1o Brigham and Howston (20200, form size, messured by totsd
asnels or sales, neflects the capacity and sability of & company in its opoations
and cen influence market perceplions. Firm size is often associated with the total
asgets owned, which reflects the magnitude of resources available toosappor
business operations and expansion. Genemlly, the Brger the company size, the
greater ity capacity o obtam fisancing from capatal markets, whether through
aquity o1 debt.




Hypothesks Development

In signaling theory, high liguidity cin sc@e as @ positive signal for
investors, indicating thar the company has @ good ality o meet iis short-term
obligations and manage cash efficiently. which in wm can enhance investor
copfidence -und Creste oppoenueitics for incressed profitability, Brigham and
Homstom {20200 explain that sdequate liguidity allows 3 compamy to take
advantige of proliable nvestment opportunitics and avoid custs associated with
late payments or felionce on short<erm Tusding sowrces, Several previews studies
conducied by Tohn and Swsile (20017, Tui e al. (2017, Nopraha et al, {20200,
Subendry. Tom. aod Simorangker (20021, Ripaluddin, Pasulu, and Taubig {2023),
and Mpuyen, Le, und Mgoyen ¢2024) found that figuidity has o positive effects on
proficabilany, Companies with adeguate el reserves end 1o be mone sable ind
Mexibde in investing . in prosduective assets, which altimately  enbances their
liancial perlformance. Thos indicates that gossd Baguidity ouuageneol ol oaly
miitiaing fimancid stabaliy bat @) also act as o catalyst in impeoving the
company s peofitabilicy. Therefore, itean be concluded that the bypothesis in this
study 152 HI - Liquidity has a posilive effects on profitahility .

Levernge refers to the uze of debt by a company in its capital snsciure,
which can signal managements confidence i the company's ability o penstite
sufficient profits i meer it debd obligatons. Based on Signaling Theary, an
epiimal level of leverage = considersd a positive signal fw mvestors, indscating
that the company §5 willing © take on deb: beconse o expects its future
performonce o cover the assocmied costs. According to Brighom ond  Howston
(0200, Beverage can enhance the valee of 4 COMnRIAY s deb s often d Clicaper
soree of funding compared o equaty. and the imerest on debt can provide tax
benefits, Bescarch by Subendry. Toni. and Simorangkic (2021, and Ripahsddin.
Pisunlus, snd Ta@hieg (20730 found that leverage has o positive affects profitabaliny,
while Nugraha et al, {20207 and Bjara {20200 found that leverage hias a megative
effect on profatability. Therefore. & can be concluded that the hypothesis in this
study 15: He: Leverage hos a positive effects on profitability.

Fim size 5 often measured by ol assels or revenue, reflecting i
capaciy and operational seale. Larger companies. gemerally have maore resources,
bevter wecess to markers, and the ability W take sdvantage of cconomics of scale.
These advaniages allow for a redaction in unit costs and an incresse in operations
efficiency, which m tum contributes t0 enhanced profisabifity, Furthermore, large
companies. vpically  lave sromger bargaining  power will  supphers and
customess, which can sesult in higher profit marging and a ceinforced marke
position. Additicnally, company size is often szen as an indicator of financial
steengihc and Stabality. From the perspective of Signaling Theery, a large ‘size
serves @ o posilive signal w0 mvestors and stakebolders, as it ellects quality and
promising profitability potential. According to Bricham and Houston (20200,
lorger companics wseally have better access to vanious resources, such as funding.
technology, and skilled laber, all of wisch suppor opersional eiciency amd
facilitate higher profitsbidity. Besearch by Hirdiniz {2019, Nasie and ¥Yusbarding
{20200, and Atimingsih and Leraty (20213 found that company size has a positive
effects on profitability, Thues, the bypothesiz in this study =2 Ha Firm size hss o
P itive effect v profilability,




Ligricliey: vefers oo compamy’s abilicy o meer s shiwt-term ohlizgarinns
and often viewed &5 o positive sigral regording the company’s fnsncind siability
i the eves of investors, Accordimg to Signaling Theory. companics with good
liguicaty levels send siprals ndicating that they have a sobd financial capacity o
handie their obligations, which can enhance markel percepiion of the company’s
vithue. According to Brigham and Houston (20200, adequate liguidity enshles
compmEties b maintin operstonal Desibabity amd aveid e msk ol financial
diztress, ultimately increasing the company's anmcivensss o mvestors, Research
by Kahfy, Probooc, aml Aminaly (20085, Hapsoee and Falib (2020, Durmawon of
al. {20260, and Jihads etoal. | 2021, found that liquidity has a positive etfects on
firm walee, while Beoschowati, Syahding, and Handavami (2050, Olivin and
Wiksuama (20217, and Ripaluddin, Pasulu, Tautis ¢ 2023 found that Fiquadiny has s
negative effects on fiem waloe. Companes with high liqusdity are perceived as
e stabhe and sitrsctive e invesiors, thereby increasing thear market value.
Thus, the hyvpothesis in this study s Ha: Liguadity has a positive effect on firm
vl

Levernge refers i o compasy's use of debt within its capital simocture.
which can signal managements confidence in the compamy's ability 0 pencrate
sufficient profits w meer iz debl oblizations, According o Siznaling Theory, an
ol level of Teverage & considensd a positive signal for investors. iadicatmg
that the company 15 willing o take-on debn because o expects s fulure
pedormance 1o cover the cost of that debt. According 1o Brigham and Hoosion
{20211, levernge con enhonee compeny value becouse debt is often o cheaper
adiree of fimanc g companéd o equity . ad the tslerest on debi can als En‘l.!-'r'iljl:
tas benefits. Several studies, includisg those by Lestari (20233, Tihadi-et al,
(2021}, Wahid, Amborwati, and Sstmoko (2022), Yueliyani et al. (2023), and
Zulfa, A, and RBardono (20245, Teive Found thin levernpe s s positive effecis
ann firmn valoe, while Fosu et al. (2006), Kahfs, Pratomo, and Aminab {2018
Simorangkar (2014, and Ripaluddm, Paxolu, Teufig (2023). have found that
leveroge has 4 nepstive effects on firm value, Optimal levernge hos the potentied
W Increase@mm value theough financing efficiency and the mx benefits obtiined.
Therefore, it can be concluded that the hypethosia in s coedy i Hs: Leverage
has 4 positive effects on finmm value,

Firm size is often associsted with company valee, whers larper companics
are viewed as more stable and capable of facing higher business risks compared to
amaller companies, Based on Signaling Theory, company size can serve as a
peitive signal o iveestors, mdscating that the company has financial resilience
and adequate Tesouroes W support lenz-term growih,. Acconding to Brgham and
Houston (2020, larger eoanpanzes typecally have better access o financing and
business networks, cnabling them W schicve grealer coonomics of scale and
improved operational efficiency . thus enhancing their competitiveness and valse
in the eyes of investors, Several studies have been eonducted., inclsding those by
Hapsoro and Falil (20205, Nasir and  Yusbardom (20200, Morwabndar, Wibowo,
aind Hasamudin (20215, Atmagsil and Lezary (20215 Lestar (X230 and Zulla,
Azam, and Bandono {20243 which found that firm size has a positif effects on
firm waloe, while Susanti and. Restiann (2008, Hirdinis {2009, Feschiwati,
Svuhadinu, and Homdayans (20207, Walid, Ambarwati. and Sadmcke (20225 hawe
foiiicd (heat farmn size Tas o negative effects on finn valoe, A larger company size




can stredgrhen imvesors! percepiion of the company's stength and sost@habaling.
ultimndchy increasing the market value of the company. Therefore. it cin be
concluded that the hypothesis m this stedy 15 He Pirm sz s o positive etfects
ot Fiern vialue.

Profitability is a key factor that reflects a comipany’s financial perfommance
and is often vsed ssoan indicator of the company's ability th generate profits
B o Bigmding Theery, high profitability is consklered o positive signil for
vestors. s i reflects management efficiency and pood  prowth prospects.
ulumately enhascing the aftrectiveness and valee of the company, According to
Brigham and Howmston (XX, cossistent profiability ollows 0 company o
strengihen its financinl position, support expansion, und enhanee fexibility in the
face of murkel uncertainties, all of which contribile o an nerese in comgsmny
vabe: Several previous shedes have been condocted by Socueani asd Cambariban
(200160, Tl er al, (2017, Rosikali et al, [2008), Zulwoh (30109, Dwaasiuti aesl
Drillak (2005, Sari and Sedama (20200, Damawan o al (2050, Sughosa and
Aurtamn | 202007, Matsir and Y usharding (30203, Fihadi cr al. (2021 ), Yondrichs et al.
{2021, Olhivia and Wiksuanz (321). Subendry, Toni, and Simosangkir (2021,
Atmingsih and Iezaty (30215, Handayani. Indsrie, and Santoss (20223, Faradila
and Effendi (2023), Buti and Wivarmi (2023, Lesmn (2023, and Budiari,
Muekdpdi. and Wijayan (20235, which fousd thar proficshdite las @ positve
effects on company value, while Zelfa. Azam, asd Bandone (30245, found tha
profitability has o negative effects on company valee, High profitability s
considered to strengthen  investor confidence mn the company’s  Boe-term
poiential, thereby incressmg the companys markel value. Therefose, it can be
concluded that the hypothesss in this study is: He: Profitability has a positive
cifects oa firm value.

Profitabiliny = consadered capable of medanng the effect of liguidite on
firm walue becaiise eompanies with hagh liguidiny have grester financial fexibilicy
i fund operatioms and invesiments that suppoert achieving higher pmofits. Besed on
Signaling Theory, compenies that can mointein bigh liquidsty send o signal of
financial stabdility W investors, which can enhance positive perceplions of the
company s profitasiliny potental, According o Bogham amd Houston (2020,
pood liguidicy cun belp conmpunies maintain speratonal smoothness and capivalize
on growth opporunitics, which sltimately can enhance profitability . Reseprch by
Futre and Bismon (20213 found that protitability is able 10 mediate the effect of
Fouidity on fieme vadse, Good bauidicy  supports higher profiabality. shich
ultmately increases the company's market valoe m the eyves of invesioes,
Therefore, it can be concluded that the hypathesis in this stady 15: He; Profitability
is capable of mediating the effectof liquidity os fiem value.

Proditability is scen as capable of mediating the effect of leverage on
company value because well-mamsed leverage can enhance 4 company's
apportunitics 1o genetate higher profits, which subscquently contmibutesgo an
InCrease . in ecompany value, Based on Signaling Theary, the approprate wse of
leverage demonstrabes manspemients confidence m the compamys  [ateee
prospects, sending & positive sigmal o investors that the company can mansge
debt risk while generating stable profitabilaty, According to Brigham and Hoosios
(20200, leverage can b an elffective ool for ipcreasing prodits, provided tha the
company - can manage debd oot and mke advantage of the tix benetits derived




from @erest paviments, Research by Subendry, Tone and Simorangksr (N2 1)
found that profitobiliy s sble to mediste the relionshap between leverage and
firm value. Proper leversge can enhance profitability, which ultimately
strengthens the firm value in the eves of investors. Therefoee, it can be concluded
that the hypothesis in this swdy §s2 He: Profitability is capable of mediating the
effect of levernge on firm wabee,

Profishility & believed o be copable of mediating the effect ol finm sze
o firin value, where larges company size often indicates the capacity o penerse
higher profis, which in tura enbances firm value: Based on Ssgaaling Theory,
larger companies can provide positive signils odinvesiors regarding stability and
prowth  potentiod, mdicating that they possess competitive advaniapes  and
ST ient mespurees T achieve sustinabie profiabEl ity According 10 Braghar amd
Hesseon { H02000, Larger companies are typically associated with higher apeeatiomal
elficicncy and betier wocess e fumling souices, winch cun improse pooefitabaiiy.
Subsequent research by NMatsir and Yushardini 20200 and Atiningsih and Tezaty
12021} found thot profcabaliy s ebbe o nediate te effect of firm siee on firm
valee. Larger firm size increases profitability, which ultimately enhances the
comipany s value in the eves of mvestors, Theretore, i can be concluded that the
hypothesis in this stedy s Hw: Profitabilivy is capable of medising e effect af
firem siwe o fren walue
Framework

Based on the theoretical basis and the results of previous studies and the
problems thot hove been raised, then ss o basis for formulsting o hypothesis, the
following Tramework is presented oy e research model i the following figure;

Laquidity

o

|_ H _--‘_H_'"_‘—H_._g‘—\.
Leverage him?_‘——-—; Firm Valuz
(DER) —"7‘ ity H—=  [Tohin's )
H /
Firm Siee ‘:._/__/.-r—"""'_H"_

L Total Assets)

Figure 1. Conzeptual Model Method
METHOD

The data used in this sty 15 secondury data obteined the Indonesia Stwock
Exchange (1K) website and the websites of the sample companies. The sample
wsed in this research consists of companics Bisted in the LOM4S Index for the perod
SOTE-2022, The samphng fechnigee émploved 13 purpessve sampling, with the
Tollowug criteria for the companies:

Tabie 1: Sample Selection Criteria

N Criteria {ruanmiiiy
I | Companizs listed in the L0345 Index for the persod of 201 8-20122 71




2 [ Companics that are continuously Tisted in the LO4S Index for 148)
the period of 20082022

3| Companies that aeg part of the banking sector 1]

4 | Total sample of companics 18

3 | Totd obsereution periods 5

| Torl research sample: 18 company ® 5 poriods Wi

The etudy employs pancl date analysis wsing EViews |3 software, This
echnigque is appropriole &= e das enompasses moltiple companies (emoss.
apctiong | aver several vems (Time senes). Pasel datoaoalyais dsoamilized oo controd
o wiobserved  vanables, providing wore cfficient am] unbiused estinules
compered i separate cross-sectional or lme serics analbyses.

Dt pranlvsis 35 performed vang panel date in EViews 13, which includes
muliiple companies {eross-sections) over a defined Dme period (Nme serses),
resulung in more efficient estimates than those from separste cross-sectisml or
time serics anabyses. Before conducting regression tests, model selection is carried
o nsing the Chow Tedt ito chovse betwzen the Fixed Effect Model (FEM) or
Commuon Effect Model (CEMY), the Hausman Test {(FEM vs. Bandom Effect
Maodel (EEMY, and the Lazgrange Multiplier Test {REM v, CEM).

In ithis:stwdy, firm valee serves os the dependent vornble, messwred by
Tobim's 0 (the rak of market II.I-E o book valie of asses), Praletabihty i5 e
mnedianng varable, mesured by Beom on Assets (ROA}, which reflects the
abilivy to gencrate prodit. The independem varizhles include liquidity. measured
@ the Current Rario (CR), indicating the nbility tn meet shon-term ohligatinns,
leverage, measured by the BFbt to Equity Ratio {DER). which shows the wse of
debt 1o Timance assets: and firm size, mensured by the naturl loganthm of total
HEsEis.

Operatonnl varables can be summarized in the following tehbe T

Table 2 Definition Operasional Variabel

Vurizble | Definition Measurement Scale
Liguidity ratios are mtios that
shw the relationship between O Cantdeiid Assicts
Liguidiny a company's cash and  ather Coment Lishidisy Basio
(Xib |:um:ntl asaets with its curment { Adiputra wnd
liabalitics. Hermawan 2020

(Erigim and Housion 202
The leverage mtio i5 0 ratn

weed to measure hma much of oy iy
Leverage # company's aclvities A T Tod Buem Rasi
(X finameed with deht, hoth shori- o
term debt and long-term debt, i Bintar 2020
(Brigham and Honsion 2020
Company size (firm size) s
the seale of the company's size | FnmSize = Lo CTolal
Frim Sime which can be classfied Assar) Rakio
(X varsoms ways: incleding wocal { Adiputra and ;
revenoe, teal pssets and fotsl Hermiasean 20201

| exquity.




mrlgh:lm JII'H.‘| Hmmnm wrm;
Profitability is the end resull of Foming Afler Tax
Profitability | @ number of policies and | ROA-——— Kl
(2} deeissoms made by & company. (- Towitl Acinn Akt
(Brigham and Housion 2020) { Bintars 2000)
| Company  walue can  be
intorpreted as the market value e MYE + DEBT
. : )
Firm Value | sssessed throngh shsre prices A Ragio
() and bl equity ewnel by { Adiputra and
shareholders. Hermuwan 2020
i Brigham and Housion 20260
RESULTS AND DMSCUSSIONS
Descriptive Statistics

Based an purpasive sampling, there o 18 compuanies that meet the criteria
fior this shady. covering 0 total reéseach period of 5 vears, resulting W 90
ehservitions. Below are the descriptive statisties for the research sample.

Tahle ¥ Research Results

L LR DER__ | SIZE | ROA | TOBQ
lean 2T Lh S 1.4 LAELEES 2AT05
Medinn 1, 793200 Lk T 16500 a1.73615 LR 1 228050
Muaximum | F.654800 33R2T0 | 3365520 rABGRME 1835310
Minimum 0335600 k.l 26200 4TG0 (.05 TH) (531 200
Sid.Dev. | 1222586 | 0863085 | (058551 | 0091028 | 3136242
Ohservations LA 5 i) LH LI} ]

Svdirce ; secondary dars (24)

Based on Table 3, the minimum valoe for Bguadiy {Corent Rating s
335000, obszived in the company EXCL n 20019, The maziosun value is
565480, recorded by the company INCCY in 3022, The mean value is 2068762,
with i stomdord devintion of | 222886, The minimum value for levernge (Dol to
Eoguity Eatio} is 0126200, shown by the company MNCN in 2022, while 1he
maxiinue valpe 5 33827, indicated by e connpasy UNVER in 2022, The mean
yabue for this variable is 59954962, with g standard deviation of (0865086,

Mext, the minimom valwe for firm size §5 W1 324001, observed in the
company MMCN e 208, The maximum saloe is 3365520, recondal by e
company ASL m 2022 The mean value tor this variabde i 3174953, with o
stumdord devingion of (258551, The minimem valee for profibility (ROA) is
USTANY, shown by the company EXCL in 20018, The maximam value is
Cansal, indicated by the company UNVER in HHE. The mean valoe for fhs
varishbe i 0098193, with a standand deviation of 0090028 The minimuin vialee
For firm vadue (Tobin'= 030 is 0531200, chserved in the company ANTM in 2021,
while the maximwm value is 1835510, recovded by the company URVR in 200 8,
The mean value for s varable 15 2370528, with a standand deviation of
JA36242.

Mormality Test
Structure 1) The Infuvence of Liguidty, Leverage .amd Firm Siae on Profitabalily




Tahle 4: Resulis af Mormality Test for Sieaciure |
s-riei Mormaliy Test

| Date: 1180524 Time: (11

| Bnmple: 208 2022

| Included ohservarions; 40

| | Satistic Proh.

| Skewness 0457208 | Q323761
| Skewness 35 1651624 (L0005

| Kunusis BERESD (030 1 0

| Normality | 4.733.084 (F 3805

Suuras | secondiory data (2024)
Hased on Tahle 4 ahave, it is soted that the probahilicy valoe is 0 K931805
(=005, which allows ws o conclude that the dsta fallows & novmal disribation.

Strugture 115 The Influence of Liguidity, Leverape, Firm Size, and Profitebility on
Firm Walwe

Table 5: Besulis of Mormality Test for Struciurs 11

Long-run Mommuadity Tesa

Pemes | 10524 Thme: 04:1 1

Samphe; 2013 2022

Included ohasrvatinns: U

Staristic FProds.
Skewness -ib, 14490355 (1559474
Skewncas M3 1.724. 144 (04234
Kiirtosis 1647 R40 0045692
Mormality 3448640 0,17E203

Sowrce ; secondary duta {2024)
Based on Takle 5 above, it is noted that the probebility valse is 0.178293
=008 which allows ws o eonelude that the data follows @ noemal diseibation.

Model SelecBhn Analysis
Structure | The Influence of Liquidty, | everape. aml Firm Size an Profitabal iy
Based on the Chow Test mesulis, the Cross-scetion Fovalse 1 00000 <
(015, imdicating that the chosen model is the Fixed Effect Model. The Hansman
Test resulis show thot the Cross-section randem volue s (MKHS < D05,
confirming that the Fixed Effect Model is preferred. The Lagrange Multipler
Tesr, Breusch-Pagan, alzo vields o vali@d of 04K « 005, beading to the chnice of
the Bandem Effect Model. Therefore, it can be concluded that the besi madel for
this study 15 the Fixed Effect Model .

Structuee 11 The Influence of Liguidaey, Leverage. Firin Size. and Profitabality oa
Firm Valuse

Stondlar v Seeectoee 1, the Chow Test pesulis mdicate a Cross-section F
vitlue of W00 < 005, leading 1w the wlaction of the Fized Effect Maodel. The
Hausman Test esulis show & Cross-scction random vabee of OO000 < 005,
confirming the Fized Effect Model. The Lagmnse Multiplier Test also vields a
value of WM < 0415, supporting the Bandom Effect Model, Thus. the
conclesion pemains thal the best model for this stedy i the Fioed Effect Model,




Panel Data Regresston Analysis
Atruetuee | The Influence of Liguidity, Leverage. and Firm Siee on Privlitabality

Table 6 Regression Test Struvture [

Variable Coefficient| Sid. Eror | t-Statistic Prob.
o 1 A140E4 (b LG 202 =Z0531 140 06|
CR_ 0013543 | 0010871 | 1243752 | 02171
DER -INTEA2E 018517 -4 246255 (|
S1AE D215 (0227224 22 1 40RET (k30
Effecis Specilicaticn
Corossesection fived ddoummy varighles)
Resquared | 0368238 | Mean dependent var D 0SB 193
Adjusted R-squared | 0830046 | 5.0, dependent var O IRTI2E

Source - seCodliary data Ii.l-f.r:-_"-q-}

Based on Table &, the regression for Strictere | s as Tollows:

ROA = -1 A 14084 + D013543%CR - 00TRAE2E*DER + (0492 1 5+5EZE

The regression coefficient velue of the liguidity measured by the curvent
ity 15 3543 with w probability vales of 2171 (= 0.005), w0 the lHquidity has
e effect on profisbiliny, Based oo these resulis, it can be concluded that Hi is
rejected, The regression coelficient valse of leverage measured by the debr i
oguity ratio is -007862E with a probabiliny value of D000 (<0050 se leverage
has @ negative effects on profitlabality, Based oa these results, it can be concluded
that Hz 15 rejected, The regression coefficient value of company size folkowed by
Size s 0099205 with & probebility valee of 00301 =0 030, so firm size has a
pomtive effects on profitabality. Based on these results, it can be concluded shat Ha
is iccepied, Furthermo@d, the Adjusted Besguansd waloe s 830040, wich alluws
s focoelide that the influence of hguadity, Everage, and [irm =ize o
profitability acedunts for 3200% , wlale the scmaining 1700% is attributed o
ather factors.
Stmocture 11 The Influence of Ligoidity, Leverage, Firm Size, and Profitability on

Firm v alue

Table 7 Regression Test Structure 11

Wanahle Coefficient | Std, Brror | 1=-Siatisnic Proah
) TLT40KS | 1691184 | 1 RT6842 | 00648 |
CR [ (hA2399] | 0259389 | 1268330 | 020
DER | =1.647843°| 0450714 | 3058054 | OIHIE3 |
SlLE | -0b925157 | OA42815 | -1.7043%0 | O
RiOA GEETE | 2340672 | 3453245 Q0010 |
|_Eftects Specification '
Cross-section fixed (dumimy varakles)
Eesrquared | 0930092 [ Mean dependent var | 2370528 |
Adjusted Rosguored | 00920282 | 5.0, dependent var | 3,136242 |

Source : secondary data (024 )
Based on Table 7, the regrescion for Stracture 11 s as follows:




TOB_(F = 3174065 + (323%00HCR - | 64TR4FDER AF9X5I87*517E -
SHEMTORROA
The repression coefficient value of the hguidity measured By the cwrent
ratacy i2 (L3ZRGPAL with o probabiliny valae of (B0 (= 003 20 the liguidity does
no positively effect on firm value. Based on these results, it can be concluded that
Ha is mejected, The regression cocfficsent valoe of leveraze messured by the debi
@ cquity ratio s < 1.037333 with o probability value of G003 {<005), so leverage
has a sepgative elféct on frm value, Based on these resalis, it can be concloded
thit Hais regected. The egression cocfliciont value of company sizc followed by
Size 15 AEPESIST with o probability value of DE8IY (=005), so firm size has no
negative effect on Firm value. Based on thess results, it can be conchaded that He
is regected, The repgression coelticient value of profitability messured @ he renim
odt aesets s 9 R0RETE with a peobabality valee of 00010 {055, so profitability
hiis d postive elfect oo linm value. Based on thiese resubis. it can be aencluded thal
Hr i acoepted . Furthemmorz, the Adjesied R-squared value is 0 920282, indicating
than the nfuence of lguidity . leversge, fiom size, and profitability on fizm value
aocounts for 92.03%  with the remaining 7.97% influenced by other factors.,

Sobel Tesi

Tahle 8 Resulis of the Sobel Test
o [|Test Statistic  |Std. Error |p-value
CR— ROA— Toh. ) |1ITI86757  |0,11336817 |0.24125023
DER— ROA— Tob )  |-2674915963 1 ZETHRA5S  (DODTIE0TZ
SlEE— ROA— Tob, £ |1, 86350:404 025000867 006235659 |
Source @ secondery dara (2024 )

From the resolis of the Sobel test, a p-valoe of 024125023 (=05F was
ohipined with o test stotistic of 117186757 so that He wns rejected, Thus, it can be
concluded thar profiabiliy s unable 10 mediate the effect of lqusdity on Tim
vilue, The Sobel iest sesulis show o povahloe of O0TIE0T2 (= 002 with o @
stutistic of -2 67915965, keding w the acceplence of He, This concludes that
profitahility can mediate the cffect of leverage on firm value. The Sobel tes
resalts indicwte o povalue of BO6233659 (= 005) with o test statistic of
I me3Ed0d, eading oo the repection of Hw, Thus, it can be concluded that

profitability cannot mediate the effect of firm size on finm valoe,

The Effect of Liguidity on Prgfitability

This study feund the Bgubdicy = measured by dic Cument Raio (CR)
does mot have n positive cffect om pmofitablity igfy-0) 45 index companies:
According to Signaling Theory, high liquidity can provide a positive signal to
investor: regarding the companys Gnancial stabilite, but if it is Bl used
productively, its impact on protaabality is Limuted, Brigham asd Houston (23050)
support this view by stating that high lguidity is offen maintzined. for safety
purposes,. but if the funds sre only stored or allocsted for less prodoctive
Boivvites, its effect on proficebilicy ranains mimnomal.

This finding suggests that althouzh LO45 companies genzrally have zond
fimopcinl  performanee sed bigh liguidizy, their ability to meet short-term
obligation does nob always have 2 direct irpact on inereasing profits: Ths may be
due 1w the less than optimal efficsency of osing cuerent assets, such as mventory




and receivahles, which may nor ke allocared producrively fo suppon revense:
peneroting sebivities. In sddition. the profitsbility of LO4S compnnies is more
likely to be anfluenced by other factors such & operatoml siraeey, cosl siricle,
leverage, or dividend poliey. which are more dominast in influencing finaacial
results. This fnding wnderines thar while high liqoidity s imporant for
maintaiming finsncial stabality. companics peed tooensure thet |squid scsets ane
managed efliciently and directed towands investiments or opermbonal aciivities
can merease profitability. This Gnding 15 meessistent with previous studses by
Tahu and Susilo {200 7), Tui et al. (X117, Nugraha ot al. {20200, Suleadry, Ton,
mnd Simomngkir (2021 ). Ripaluddin, Pasula, Touteg {2023), and Neoyen, Le, and
Mpuven (H024) found that liquidity hes o positive etbect on profitabality. bot this
Mnding is Inconsstent with previous siidies by Bormsomabt amd Imsomsdin {2021
and Handayond, Indarey, and Santess (30225 which fowsd thar liquidity ded e
significantly aMfec profitabaliny, Thus, his oedipg einlwces the idea tha
liquidity ;a5 measured by CR only provides limited benefits o profiabality i s
secompanicd by an effective sset utilization sirniegy.

7
?"IwEffﬂ.'t of Leverage on Pgifitability

This study Founsd tha kverage, a5 messured by e Deba 1o Bquity Batio
{DER}, hag a negative effect on profitabihoy, as measused by Betom on Assars
BOA), in companics lised in te 45 ndex on the Lixdonesia Sk Exchange.
Based on Signal Theory, optimal levemge can send a positive signal o investors,
indicating that the company 5 confident In managing debt o moximize
proficabiliny, According (o Brigham and Housien (20650}, well-mamaged |leverge
can provide tox benefitz by reducing taxable mcomse through mterest expensas,
howewer, exocssive debt use increases the risk of bankruptcy.

In practice, compinies i\ the LSS indes often il debw i enluince
aperatrons apd cxpand their matkets, parteulardy when investment oppeertunitics
are abundnt but intemal resources are limited . These findings mdicate that higher
relinnee on debt finoncing smong these leading componies tends o reduce their
ability o generae profits from their asseis, A high DEE tvpically leads o
increased intevest expenses and Dxed Finzneial obiigations which ultimately erods
the company s nel profil.

Moreover, a high DEE reflects greater financial nisk, which can limil a
company s operotional flexbility mn seizng stmtegic opportunites. The egative
impaet on peofitabaliny may also resah from ineffcient allocation of deta funds,
where investments fail o generale returss higher than the cost of bormwasg. For
L343 companies, which ore recognieed for their superice financial - and
operatonal performance, these results underseore the importance of prislent debe
mznagemenl. While debt can be a tool fin diving growith, cacessive reliance
without careful piggning can harm profitability. Therefore, maintaining an optimal
balince between debt and equaty m the capital structure is crucinl [0 sestaming
profitabiliny whikd mamging imancal psks effectvely,

The fndings of this siudy are inconsistent with previous mesemch by
Suhendry, Toni, and Simorangkir (20021), and Ripalsddin, Pasula. Tasfig (3023)
which found that levernge positively sffects profitabili@) However, the resulis
align with studies by Nugraba el o (20200 amd Bintara 3R, which found th
lewerage has a negative effect on profitability,




The Effect of Firm Size on [Eitability

Ihis study Found that company siee. mesured usnz he natecl [oeanthm
of total aseets (Lo Total Assetsh, has a positive effect on profitabality, o measused
by Remwrn on Asseds (ROA), in companics listed in the LOM5 index on ihe
Indonesia Stock Fxchange. Based on Siganl Theory o larser company sends a
pitive sipnal o mvestors about sabilivy spd prowih polenial, which enhances
confidence in the company's ability 10 penerate profits, According 10 Bogham and
Housoon (220}, larpger companses typecally have better sccess o resourecs, such
&= fonding, technodogy . and skilled labor, which supports operational ctficezney
amd profitability,

These findings suggest thial Lidge companies m the LO4S Indes, which
penerally bove substantial assets) are able @ leverage ecomomies of wsale and
compeiive advailages o moprove operatisml dlicicecy and geociaie Legher
profits. As leading compamies with strong reputations, LO@5-listed frms useally
have eadicr access o capital markets, allowing them o obdain Guncing af
relstively lower cosls. Furthermore,  these laroe companies have grester
capabilities in product diversitication, market penetration, and n=k management,
all of which contribute @ improved profimblity, The large size of Mhese
companies also gives them sirong barpassing power with supplers and costonees,
crealing opporiunites iocnhance profil margin,

However, these findings also emphasize the impodanpce of efeclive asset
munngement, oven for lorge companies listed in LO43, Lorpe asseis will pot
providie miianmum bapetins f ey ane acd ubilized etficienily 10 suppo valee-
penerating activities, Therefore, companzes must continemesly improve thewr asel
management sirategics 10 ensure @ positive contriboton o profitability. These
resiiles andicare thar company sz is e of the key factors that can sugpon
profitability, cipecially in 2 compettive bumness otvironment like the LOMS
index. Large companigs. that suocesstally levemge economics of =scale  and
competitive sdvoniages tend o have better financial performance compared 1o
amaller companies

This finding i consistest with previous research conductad by Hacdinis
(2019, Mutsir snd Yosbardini {20200, and Acimngsib and Lezay (20215, which
fomnd that company size influences prodiability . as larger companics can optimize
their assets for productive activities and achicve higher profits,

1
The Effect of Liguidity on Firm Value

This stedy shows that liquidity, measured using the Cumrent. Ratio (CR.
does mor positively effect on fiem value, measured by Tobins 0. for companies
listed on the LOHS indes on the Indonesia Suck Eschange, Acconling o Signal
Theory. high hguidity should indicate financial stabality, bub if cument assets are
not productively invested in ventures with high returns, their impact on firm vislse
remitis himuted, Brigham and Houston (20000 also eimplmsize that excessive
Liguidary may signal isefficent vse of asses, as liquid assets sor allocated o
productive invesiments do pot directly contribute to increasing fim value.

In practice, many companics in the LEMS indes mantain high liquedicy as
A TesErve ggiinsl econosnic wncerizialy, bul they tend pot wgse 5t lor long=term
value growth, These findings mdicate that a company s abality 1o meet its shoel:




termt obiligations is aod & promary Bctor miuercang the marker's percepiion of
firm wvolue pmong these prominent companics. Excessive liquidity in large
compaies, sBch a8 Those bsted m LOES, mav reflect ineflcient  cash
management. Investors might view the as an indscation that available fusds are
v being wiilized for productive investmen opponunitics, such as business
cxpansion, prodoct innovation. or diversificaiion gratemies. Consequently the
mirkel preovilizes other fectors, such as profiabidigy, proweh prospecis, amd
operanonal efficiency , when assessang Cinm valse,

Companies i the LO4S mdex genecally have casy access o low-cost
external financing dee to their reputation and credibility. Theretore, liguidity in
the form of high coment asssts may be less relevant compared o leng-term
invesinenl and growil sirateses, Fortheérmong, e l;1'l|'.'l'll.ﬂ| inarkear temds o vinlise
companies that enhance operanonal efficiency and allocate resources optimaly
satbier i those thud merely oentain high ligwidig.

These resulis abso reflect tuar the [ndonesian capital market, pariculady in
the LOWS contest, is more mflucsced by stroegic indicators s as setum on
invesiment, eamings stability, and innovation rether then mecely the companmy’s
abilify b miget shori-tenm obligations. Thus, while kquidity remains essential for
miEaining operational stabality, LOSS companies need 1o focus on strategies o
enbiaice added valee and anmct investor infenest,

These findings align with previcus rescarch suggesting thar Lguidity does
novt always hove g diredt impact on firme value, partsculardy in laree and well-
estnbished compomics, However, it is crvem| for companics o maintain o bolince
of sufficient hguidiey, nob only o ersure operational atulity but A (o aippa
the implementation of growth steatemes that can ncrease finm value i the eves of
investors.

The reaulis of this sy commdicn those of Kahfi, Peatomno, s Aminak
{H118), Hapsoro and Falily (2020}, Reschiwats, Syahding, and Handayans {2020,
Darmawan et al. (2023, Jihadi {2021), and Ripaloddin, Pasolu, Tsutig {2023),
who found that lgoidity positively affects firm value, However, the findings. are
comsisent with Cdivis - amd Wiksuanag (20216, and Eipafuddin, Fasulu, Taulig
{2023), Adiputes and Hemmawan (20X, Paro and Rmman (2021, Suheadry.
Tonii, and Simorangsir (20211, Norwalandari, Wibowo, and Huasamodin {20219,
Yondrichs (20213, Wahid, Ambarwati, and Satmoko {20221, Handsyani, Indario,
and Sonioso (2022), Budiarti, Moeldjadi, and Wijayant (20233, Yoliyant. et al,
(20230, dan Zulfa, Azam, asl Bandone (200223, who found that bgaidiny dees ae
e itively effect on Firn valse,

The Effect of Leverage on Fifin Value

This siudy Tuusd that keverage, as measered by the Deld o BEquity Ratio
{DER), has a nepitive effect on firm value a5 measured by Tobins O, in
componics Bsted in the LO25 indes on the Indonesin Stock Exchange, Acconding
0 Signal Theory, appropriate levemge sends & posilive signal 1o nvestors that the
company can mansge debl o improve pedformance and valee. Brighame and
Houston (2020} poted that leverage can offer tax bepefits through interes
deductions; however, excessive debt increases the risk of bankruptoy, which has
the polentinl i reduce the perception of the company'’s valoe, In pracice, LO4S




indes companes offen e leverape w0 srengthen capital and expand the market,
therehy inerensing their dtirectivensss 1o investors,

This negative relatonship sepgests that leading compsanies in the LU43
that-have high leverage levels ead o experience a decline in the company’s value
perceived by the market. In the cortextof LOMES companies, which genenilly have
i good reputobion and epsier sccess 10 external financing, high leveraes can raise
CONCErEs ey anvesiers regarding Goancial nsk. Heasy relanee on dely
fiancig can menease imerest expenses, thereby reducing net income available to
sharcholderd. This con abe exscerbate liguedity sisk. especially in uscertain
coammic conditions.

Furthermore, high DER m L35 companies can be seen as un indicatzon
of lack of efficiency in ipial smucnme management. Althoagh these companies
nsually have the capammy o aneact insestment due o their repubaiion amd
eredibiliny., excessive we of debr can reduce thein lnuncil Oesibility in alocating
fumds o stratepic  growth  opportuemities, such a5 bsiness  expansion.
diversification, or produdt innovation.

From o market perspective, imvestors temd B0 focus maore gn other
performunce indicators, such as profitmbilty, operational efficiency, and _prowth
stability, companed 10 high lovels of leverage, Excessive leverags can also cogate
the perception that the company = cisdéer and less oriented towands D derm
growth, which wlimately reduces the company's market value as reflected s
Tobin's ).

The results of this stgly ply thet companics in the LIAES index nead o
miittin § balance between e wse of debt and equity in their capstal struciure,
Focusing on opecatsonal efficieacy, financial sability. and sustainable growth
strategics is more likely w0 atizact investors and incredse the compamy's- valee in
the eyes of the markel

The reaults of the stwedy are mol in lie with te results of siudics conducied
by Lestari (20237, Jihadi et al. {20211, Wahid, Ambarwati, and Satmoko (2022].
Yulivonti et al. {2023} ond Zulfs, Azam. ond Bandeno (2024), which found th
lewerge hins o posiive effect on Firm: valee, However, the results ol this study ane
in lime wath the vesolis of snwdies conducied by Forn et al. (2006), Eahfi, Pratomao,
and Amimuh {2008}, Simorangkic 20195, amnd Ripaluddin, Pasule, Taliy (20237,
which found that leverage has a nepative effect on firm value,

The Effect of Firm Siee on Firm Yaloe

The reseorch Dindings iadicate that firm size, measured by Lo Total Assets,
dioes nnt haye & negative effect oa firm valee, measured by Tobin's (). Thas means
that the todal assets owned by o company do not sagnili@atly impact the perceived
market value of the fom in a way that decreases iL In the contest of signaling
theory, large companies with greater resources asd sability do not necessanly
send positive signals o investors, especially it they face managenal challenges or
operaional inefficiencies, According o Brgham and Houston (20200, in 3
compelitve business nvirmment, firm size alone s nol a detemmining facter of
value.

Firm =ize 15 often seen as an mdicator of operational strength amd financisl
stability , Companies with subsintial assels gepemally pussess o higher cipseity o
operafe on o larger scale, diversify revenue siveams. sml mitzate extemal risss,




Henwever, in this case, the findings sugpest that merely owning signilicant asset
is msufficient o produce cither a negative or positive impact on firm valss,

The market tands w evalwate more than just the sge of assets, focusing
instead on bow effectively a company manages and ullizes these asses o
penerabe revenue, profit, and retums on investment. IF g company fails o optimise
serel wtilization, hoving s lareer sire doss nof necesserly prwide o competitive
advantige., Comversly, (he market 1= likely 1o prccilize operations] ediciency,
assel productiviny, and the beggerm iwvestment stralegies implemented by the
COMIPELY.

In the context of large companies such as those listed i the LS index,
firm size may mob be dhe primary foctor influsncimg valee, Thess companics
WiEcally have brher advantazes, such as easy access o findncing, strong
repuations, and opporiinities 0 scheve econmnses of scale. Therefire, e
market b more nclioed W msess perfmmnnee keed cnoobien mdicatos, sech as
profitability, innovation, revenus prowth, or busness diversification. rather than
micrely the size of e company's assets,

These findings differ from those of previous studies by Hapsore and Fadib
(20200, Matsir and Vosbarding (206E)}, MNurwolandari, Wibowa, and Hazanudin
(2021, Aniningsih and [zzary (20215 Lestari (2023, and Zelfa, Azan, and
Bandono (20245, which foind that firm size has o positive effect on firm valie,
Stmilarly, they contrast with studies by Swesanti and Restiana (2018p, Hirdiais
{2019, Heschiwati, Syshdina. and Handayani (20200, and Wahid., Ambarwats.
and Spimoke (Z22], which found that firm size negatively offects firm value,
However, these results align with fimdings by Adsputed and Hermawan (20200,
and ¥ulmsde, Hertina, and Asth £2023), which found that fiem size does not have
A negative impact on finm value.

The Effect of Profitability on Firm Valoe

The resecarch findings 1ndicate that probitebility, measured using Retum on
Mssets (EOA), has o positive effect on firm value, a5 mepsured by Tobin's €. This
irnpdies that the higher i company's ability 10 generate profits Trom its ol asses,
the higher the finn's valve percetved by the market.

High profitbility rlecs & company’s efliciency in wilizing is assels
penerate income. In financial theory_ strong profitehility sonds a positive siznal to
investors about the company's firancial health and s camcity o deliver
sistaimabde returns, This aliges with Sizealing Theory, which posis that pood
finoncial pedformance builds investor coafdence and enhances the company’s
stiractiveness in capital markets. As noted by Brigham and Howston (30203 in a
competiive  busintess envitonment, investoes lesd o focus on finascial
performance as én indicator of growih peenta, where stong prolitalsilicy Tostens
trust in the comipany's capacity for expansi on.

A high RO slso demonstrates effective asset management and significant
et profit generation, Censequently, companies with high BOA are comiderad
inawe appealisg a5 ey agnify operstisml effbiciency and the poestial o provide
subsiae@Rul retums o shareholders. 7]

In the context of compamnies listed inthe LS index, the positive effect of
profitability on fimm valwe becomes even more relevant, These [irms typicaly
Tave beiter aocess W0 resourees and larger business opponunities, mking e




profirs they penerate e arpactful on their marker valise, A kigh Tobin's O
villue in sich companics reflects markst apprecistion for their cfficicncy. and
profisabilicy perlormance,

Thezse findings are consistent with previous studies conducied by Sucuwakn
and Cambarihan (20060 Tai et al, (2017), Rosikab et al, (2008). Zuhmob (20019,
Drwinsiudi pmd Dillak (20099, Sarioand Sedans (20205, Darmawsn et sl {20200,
Sughosa wmd Artiod (R0, Nasir and Yosbarding (20200, Tihadi et al, (20217,
Yondochs o ol (2021, Ohvia and Wiksaana (20215 Subendry, Ton, and
Simorangkir (2021), Aumingaith and [zeory (20215, Handayvani, Indaro, and
Sentosn (2022), Forodila and Effendi § 2023), Huti ond Wivarni (2023, Lesian
{2023y, and Bodiarti, Mosldpgdi, and Wijssant (2022}, which alst fousd that
prodicabiliny positvely inflsences firm value,

Profitaldlity as a Mediator of the Effect of Liguidity ea Firm Yaloe

This study revesls that profimbilite, measured using Retsm o Assels
(ROAL s unalle W mediate the effect of hguidity meamered by the Current Ratio
{CR ). on firm wvalee, mexsured by Tobin's Q. This indicates that while liguidity is
an important factor, profitability does not abeays function as s Imking efement
that strengihens e e lationshi@@ln te contest of signaling teory, good lguidiny
can prowvide f-posifive signal about a company’s financial health. However, af
profivabilicy i low, investioss may reman skeptical absut e company’s long-
term growih prospects, thereby hindering an incresse in firm valoe. Brigham and
Houstom (2020} stote thot companics with high liquedity bat low profitebility are
offen perceived os Biab-nsk, reducing their aftraciiveness 1o inviors,

These findings suggest that although liquidity reflects a company”s ability
i met s shori-term obligations, it does not significastly infleence firm valee
thmgh the profitahility parhwesy, In this context, profiability does wn serve a2 3
wrediaior that serengthens the relatonslap between bouidicy and fiem valuce.

From a liquidity perspective, the CR 15 often used to gssess 8 company s
ability to mointain short-term Financial stobility, However, n high lquidity mtio
does nob necessarily indicate efficient unlization of assels or working capital o
generate profits. IT & company merely mmiatans bgoadioy withoa: utilizing escess
CUITERL d5ecls [0 support operitional or investment . sctivities, its impacl on
profitahility—and consegoently on firm valoe—becomes limited.

Profilability, mpresented by ROA, typically reflects a compamy’s
efficiency i managing assets o zenzrate protits, In many stodses. proditatiliey s
expected 10 serve as 4 medistor m the relatonship between other Dnancial
vanghles and firm value. However, this study reveals that BOA cannot strengihen
the relationship between CR and Tobin's ). This may be becawse high hquidaty
dowes ot always genevate seflicient odits b nflemoee markel perce o of [
vilue. In other words; the market may not foces solely on liquadity  mnd
profitability bui also consider ather variables. such as growth, innewation, or
investmenl siralggs,

This study. condiscted on companies Beted in the LOMS ndex, fsrther
vilidates these findings. Companies within the LOM4S index typically have grester
weomss o resoprees and business opperunities, making their liquidity more stnbie
Howeser, in g competitive anyiromment. the market tends o evalusie compsnics
based on other indicators such as operational efficaency., inmovation, o lomg-ferm
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prowwth srrategies, mither than solely focusing on the relanosship hesween Hoguaday
and profitability,

These findings alipn with siedies by Handayan, Indadf), and Santoso
{20225 and Ripaluddin, Pasulu. Taufig (2023, which alzo found fear profitehilacy
does noi mediate the effect of Bgoidity on fiom vahee. Diguidity can directly
impact firm valve withost requiriee profitnbility as a0 mediator, highlizhting that
compsties may have stong cash fows boi are meflicient m generating prodits,
These resulis pnderscore the complesity of the relaionship between ligusdiy.
profitability, and firm valee, where other factors may ploy a more dominant cele
in shaping mvestor perceptions.

Frofitability as o Medigior of the Effect of Leverage on Firm Value

The resedrch findings indicate Bhat profitability . as measured by Refim an
Avcets (ROAY, plays o coucial mole & o mediswr o the relationship belwees
leverape. measined by the Debt o Equity Ratio (DER Y. and firm valuve. measured
by Tobin's C). I otwr words, the influence of levernge on i valise is not solely
dimect but also involves profitabality m= a connecting poihwsy

High levempe, g5 reflected by a high DER. indicates that o company
sgnificantly urilizes debt in it capital stroctore, This can provide siwategic
alvameages if the debt iz allocated o productive investments, kading o higher
profits. However, high leverage also entails substantial financial msks, swch as the
poiential for defsult, which may diminish imvestor confidence. In this context,
profitubility serves a5 8 key indicstor of the compony s efficieney in utilizing its
fsbls o genenile prolics wihile ranaging the fsks associated vath debd usage,

When a company is able w optimally use debt 1o boost productvity and
penerle substantial pet income, B reflecs smmd financinl mansgement. High
ROMA sigrials o the marked that the company effechively msmiges (1S assals, aven
usler significant debt obligarions. This, in men, enhances investor contidence in
the company’s ability to sustmin growth, thereby incressing. firm value, as
evidenced by on improvement n Tobin's O,

Uinder the: framewstk of signaling theory, companies with  sirong
profitability send positive sigrals o investioss, dememstrating their abality to so
only mumge leversge-related dsks bul also deliver sgnificem returns, High
profitahility crentes o percepiion that the company has solid fundamemais, strong
competitiveness, and promising long-term growth prospects, thereby bousting its
vatue i the eves of the marker. Bragham asd Houston (20200 emplasise that as
Iz as companies can generate sufficient profits o cover debt costa_ leverasge can
cnhance shareholder returns.

This study underscores the importance of peoper leverage management.
with profitability serving as a critical saccess factor, Leverage utilized without
sufficient profitabality may only amplify rsks. However, when sccompanied by
improved operational efficiency, a5 reflected by a higher ROA, its impact on firm
value becomes more sigmificant, This, companies: that successtully massge this
melanonship are more likely o attract investor mterest and  enluance  ther
competiiveness in the market.

These findings align with the ressarch by Svhendf. Toni, and
Simoramgkir {20217, which sl fousd that profitability. mediaes the relnnship
berween leverage and firm value, Profitability plays @ vital role m beidging the
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pap hepween leverape and firm value, o companes thal efficiently mamge deby
and generote profits tend o hove higher perecived velue among investors. This
demonsirares that profitabality pot only reflects o company's financil health bu
alzo enhances investors! perceptions of the dsks and potential relurns associated
with the use of debt,

Profitability as o Medipbor of the Effed of Firm Size on Firm aloe

The study conducted on companies listed m the LO4S indes reveals that
profitahility fcasured wsing Betum on Assets (ROA), fails tp mediate the
influence of firm size, measured by Lo Tofal Assels. on firm value. messured by
Tobin's ), This finding isdicates that, aithough companies in the L45 index
generally. possess substantil assets, the profitability generaced from these asset s
no sufficientdy significant o strengthen the elatioaship between Nirm size amd
[irm value.

Companies within the LO3S3 index are known for their large marcker
capitalization snd extensive access to capatil markers. However, the results sl
thal possessing larpe asseds abone s insufficient o ephance firm value through
profitability, One possible explanation is that these sizable assets are nat yet
oprmally  managed 0 geneste protis. High operstional costs,  loag-terim
investments that have nob vielided resalis, oo reliance on specific markets coald
ey the efficiency of assetutibization.

Morcover, investors focusing on LOMS companies tend to comsider varous
foctors bewond  firm size snd  profitebility. Indicstors such ns  mmowvstion,
ststainatalicy, long-term growth sieflezies, and glokal compettivensss are oflen
preontced. Thus, having substantial assetz withoul sccompanying operatioml
efficiency and effective profit management might not significamly  impect
investors’ percepiied of frm valie.

Under signaling theory, large s offen signal stabality and business
contmuity 10 invesiors: bowever, firm size alone doess oot guanniee high
profitability. High profitabifity con deliver positive signals ohost o company's
financial efficiensy and sustainatiiey . Brgham amd Howston {20200 explzin thal
in practice, lege companies with exensive assets may nol always efficientdy
mianage their reaources, leading i lower profiabality. B this case, if ROA s om
sufficiently high. invesiors remain skeptical ahamnt the company's shility o
erptimil Ly wtilize ifs assets. This highlights the need for LO4S companics to focus
i oy on assel accumulation but alse on effcient management @ generile
significant profits,

The findings of this study cemy important implicatsions for companies in
the LOME index. These companies need o improve the efhicency of managang
their Large assets to boost net protits, Additicaall . it s cruciad for them o develop
Iong-term strategics involving innovation. business diversification. and better cost
monagement, Through sech efforts, these companics con =end positive siznals to
investors about their fingneial uadamentals whike simulimeows |y enhanting firm
vialke.

This research gigns with the findings of Hirdinis {20019, which. showed
that profitabulity does not mediste fhe relationship between firme size and firm
vitlue, This wpderscores the complexay ol the relationship between finm siee.
proficabilicy, and firn valoe, where profitesility may oor alwavs a0 as
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derermining Facior in the contest of firm size, Despite the adwantages of larpe
mssets nnd stoble lkguidity thot LSS companics hald, their success in increasmg
Tirm walue depends on therr ability o manage those dssets efficiently . By focusimg
o profitability and other relevant factors, compaities in the LOAS ndex can
enhance their competitivensss and atractivensss w invesions,

CONCLUSIONS

This study mikes o sigmficant contribution o the development of theary
and practice in ihe capital market, particulady in the context of the relationships
between lquidity, leverspe, firm sze, profitability, and firm walue, The findings
indicate that liquidity does mol poshively affect peofitobiling, leverage s a
negative effect, while firm size has a positive effect on gralitabiliey. Furthermaore
liguicivy does nd positively affeal Fios value, leverage segatively wlTects [inm
value, firm size does o net negatively affect firm valve, whibe proficabiliy
pmiitvely nfluences fivm valoe. Addisonally. profitability doces not mediste the
ctfects of liguidity and firm size on Grm value bot can mediote the effect of
leverage om firm value,

This research provides valuable insizhts into the relasonships among diese
variables in the Indonesian capital macker, particalaely for companies an the TOAS
inddex . Theoretically, i demonsteates that profialaliy mediates the effect of
leverage on finm vilue bot does not mediate the effects of lguidity and firm size,
emphisizieg - fhe importance of operationsl efficiency v supporting  these
melationships, Within the frmework of Signaling Theory, the sudy hughlizhes that
signals from biguidity and firm saze are only effecuve if supported by sagnaficant
profitability. Practically, the findings underscore the imporance of pruden
leverape manapement, et aptimization, and loag-term smwth strdtepes sieh s
infovation and diversification to enbance a finm'’s competiinveness, [nvestors. are
mdvised 1o be caotious when evalosfing companees with high leverape bt low
profitubility,  while policymakers are encowmpged to enhanee  financial
Trnapamency and promote eflicient asel managerment 10 build marker trist, The
study emphasiees that large assers or high Lgusday alose are insufficieat o
enhunce frm vilue withsur opimal  mansgenenl and well-direded  business
sirafegies.

The study uiilized data from companies in the L4345 mdes during the
20182022 perod. Thes [imitation miy restrct the peneralizability of the fndings
wr all companies listed on the Indonesia Swoek Exchange (IDX) or those i ather
sectors. While the study considers important vanables such es liquidity, leveraze.
firm size, and profitability. other vadables, such as inmovation. osk management,
o corporite: govermiice quality, may also infeence frm valoe bl were na
includegin the rescarch model.

The stedy cmployed panel data analysis using the Fizsed Effects Model,
which s suirable for panel data but may nor fullv caprare all internal company
dynamics. pariiculaely those related 1o external faciors such & mscreckomic
conditions or regulsiory changes. To expend the wtility of these findings. future
research B recommended to inclode companies outskde the LO45  index,
insorporte additionl variables soch ss inovatEm or corpurise govermanee .
itikize more comples methodologies such as structural eguation modeling (SEM ),




These approaches can provide deeper insights ot the finnmes| dynamics ol the
Indonesian capital markst,

Companies are advised o proonize efficiency m leverage munagement (o
ensure debt &5 productively utilized s profit-generating activities, as bigh leversge
withowt & solid struiegy can diminish firm valee. Additioaally. firms with large
sereds should optimire ssset manssement to suppart prowdh md mncvation and
develop  diversificetion  stralegies  apd  proshect  inesalion 0 st
competifiveness in the capital market, Good financial ransparency and cosporste
gpovernanice e dlso csential for building investor confidence, particulaely amaong
instiuticmal investors who e more sensitive @ risk. For investors, it s impoctant
i prionitize profitability a= o key indicator when-evalusting companies with high
lewerape,. a5 it reflects the Grm's abiliy 0 manage Ghancial rlsks and penerate
refums Invesiors should alio cossider seser management efficiency and non-
lmapckal Tocvors sochi gs s sticn, soverminee, and sustainsbility. W soecss 4
compaEly s growih potential, To mitigate risks, diversifying portiolios across
vardud sectors and fiom siecs 5 also recommended 1o cnable more [nformed
investment decisions.
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Abstract

This study aims to analyze the role of profitability in mediating the relationship between liquidity, leverage, and firm size on firm value. The data used in this study
are secondary data obtained from the Indonesia Stock Exchange websites. The population comprises 71 companies listed in the LQ45 index for 2018-2022. The
study sample includes 18 non-bank companies within the LQ45 index, selected through purposive sampling, yielding 90 observations over five years. Data analysis
was conducted using panel data with EViews 13 software. Model selection was carried out through the Chow, Hausman, and Lagrange Multiplier tests. The study
results show that liquidity does not affect profitability, while leverage negatively affects profitability, but company size positively affects profitability. Furthermore,
leverage negatively affects firm value, liquidity, and company size do not affect firm value, but profitability positively affects firm value. Profitability cannot mediate
the effect of liquidity and firm size on firm value, but profitability can mediate the effect of leverage on firm value. Theoretically, this research complements previous
theories and serves as a reference for future studies. Practically, investors can utilize this information to exercise caution when assessing companies with high
leverage levels but low profitability.
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ABSTRACT

This study aims to analyze the role of profitability in mediating the relationship between liquidity,
leverage, and firm size on firm value. The data used in this study are secondary data obtained from
the Indonesia Stock Exchange websites. The population comprises 71 companies listed in the
LQ45 index for 2018-2022. The study sample includes 18 non-bank companies within the LQ45
index, selected through purposive sampling, yielding 90 observations over five years. Data
analysis was conducted using panel data with EViews 13 software. Model selection was carried
out through the Chow, Hausman, and Lagrange Multiplier tests. The study results show that
liquidity does not affect profitability, while leverage negatively affects profitability, but company
size positively affects profitability. Furthermore, leverage negatively affects firm value, liquidity,
and company size do not affect firm value, but profitability positively affects firm value.
Profitability cannot mediate the effect of liquidity and firm size on firm value, but profitability can
mediate the effect of leverage on firm value. Theoretically, this research complements previous
theories and serves as a reference for future studies. Practically, investors can utilize this
information to exercise caution when assessing companies with high leverage levels but low
profitability.

Keywords: profitability, liquidity, leverage, firm size, firm value.
INTRODUCTION

Firm value is one of the primary indicator’s investors use to assess a
company's performance and prospects. High firm value reflects investor
confidence in the company's ability to generate profits and sustain itself over the
long term. Maximizing firm value is crucial for a company, as it also maximizes
shareholder wealth, which is the primary objective of a business (Anggeriani,
Fachrudin, and Silalahi 2018). Firm value has become a primary focus in business
and academics as it reflects investors' perceptions of a company's prospects and
performance (Kurniati 2019). However, in practice, firm value is only sometimes
stable and can be influenced by various internal and external factors. For instance,
during periods of global economic uncertainty, such as a pandemic or financial
crisis, firm value tends to fluctuate due to changes in investors' perceptions of
risks and opportunities (Qiu et al. 2021).

On the other hand, companies with strong financial performance, as
indicated by high profitability or an optimal capital structure, only sometimes
sustain their firm value if complemented by innovation, reputation, and effective
risk management (Abdi, Li, and Camara-Turull 2020). This phenomenon
illustrates the complexity of the relationship between a company's internal
performance, external conditions, and market behavior in determining firm value.
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Numerous studies have examined factors affecting firm value, yet their findings
have been inconsistent. Factors such as liquidity, leverage, firm size, and
profitability significantly influence firm value, as each reflects key aspects of a
company's financial health and prospects.

High liquidity signals to investors that the company has sound financial
health and a low risk of bankruptcy. However, excessive liquidity may also
indicate that a company is not optimally utilizing its financial resources. Several
studies have examined the influence of liquidity on firm value, including Kahfi,
Pratomo, and Aminah (2018); Darmawan et al. (2020); Hapsoro and Falih (2020);
Reschiwati, Syahdina, and Handayani (2020); Jihadi et al. (2021); Ripaluddin,
Pasulu, and Taufiq (2023) liquidity has a positive effect on firm value. In contrast,
studies by Tui et al. (2017); Adiputra and Hermawan (2020); Sari and Sedana
(2020); Nurwulandari, Wibowo, and Hasanudin (2021); Putro and Risman (2021);
Suhendry, Toni, and Simorangkir (2021); Yondrichs et al. (2021); Handayani,
Indarto, and Santoso (2022); Wahid, Ambarwati, and Satmoko (2022); Budiarti,
Moeldjadi, and Wijayanti (2023); Panjaitan and Supriyati (2023); Zulfa, Azam,
and Bandono (2024) indicate that liquidity does not affect firm value.

The leverage ratio measures the extent to which a company's activities are
financed by debt, including both short-term and long-term debt. A higher leverage
ratio indicates a greater dependence on external parties (creditors) and larger
interest expenses the company must pay. Several studies have examined the
influence of leverage on firm value, including Fosu et al. (2016); Kahfi, Pratomo,
and Aminah (2018); Simorangkir (2019); Jihadi et al. (2021); Wahid, Ambarwati,
and Satmoko (2022); Lestari (2023); Panjaitan and Supriyati (2023); Ripaluddin,
Pasulu, and Taufiq (2023); Zulfa, Azam, and Bandono (2024), which found that
leverage significantly affects firm value. In contrast, research by Dwiastuti and
Dillak (2019); Suhendry, Toni, and Simorangkir (2021); Almomani et al. (2022);
Handayani, Indarto, and Santoso (2022); Habakkuk, Nduati, and Wang’ombe
(2023); Yulandri, Hertina, and Asih (2023) found that leverage does not affect
firm value.

Firm size is also a significant factor in determining firm value. Larger
companies typically have better access to resources and capital markets, which
can help them maintain stable performance and enhance firm value. However,
company size can also lead to inefficiencies that negatively impact firm value.
Several studies have examined the influence of firm size on firm value, including
Anggeriani, Fachrudin, and Silalahi (2018); Susanti and Restiana (2018); Hirdinis
(2019); Hapsoro and Falih (2020); Natsir and Yusbardini (2020); Nugraha et al.
(2020); Reschiwati, Syahdina, and Handayani (2020); Sugosha and Artini (2020);
Atiningsih and Izzaty (2021); Nurwulandari, Wibowo, and Hasanudin (2021);
Wahid, Ambarwati, and Satmoko (2022); Lestari (2023); Zulfa, Azam, and
Bandono (2024), which found that firm size has a effects on firm value. In
contrast, research by Tui et al. (2017); Dwiastuti and Dillak (2019); Adiputra and
Hermawan (2020); Nurwulandari, Wibowo, and Hasanudin (2021); Handayani,
Indarto, and Santoso (2022); Yulandri, Hertina, and Asih (2023); Hechmi and
Saanoun (2024) found that firm size does not affect firm value.

High profitability can enhance investor confidence, which in turn can
increase firm value. Profitability is the result of a series of policies and decisions
made by the company (Brigham and Houston 2020). Several studies have
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examined the influence of profitability on firm value, including Sucuahi and
Cambarihan (2016); Tui et al. (2017); Rosikah et al. (2018); Dwiastuti and Dillak
(2019); Zuhroh (2019); Darmawan et al. (2020); Natsir and Yusbardini (2020);
Sari and Sedana (2020); Sugosha and Artini (2020); Syamsudin et al. (2020);
Atiningsih and Izzaty (2021); Jihadi et al. (2021); Putri and Wiksuana (2021);
Suhendry, Toni, and Simorangkir (2021); Yondrichs et al. (2021); Handayani,
Indarto, and Santoso (2022); Budiarti, Moeldjadi, and Wijayanti (2023); Buti and
Wiyarni (2023); Faradila and Effendi (2023); Lestari (2023); Yulianti et al (2024);
Zulfa, Azam, and Bandono (2024), which found that profitability affects firm
value. In contrast, research conducted by Astuti, Wahyudi, and Mawardi (2018);
Hapsoro and Falih (2020); Reschiwati, Syahdina, and Handayani (2020);
Nurwulandari, Wibowo, and Hasanudin (2021); Ripaluddin, Pasulu, and Taufiq
(2023); Yulianti et al. (Panjaitan and Supriyati 2023) found that profitability does
not affect firm value.

Maintaining liquidity allows the company to operate -efficiently,
supporting increased profitability. Several studies have examined the influence of
liquidity on profitability, including Tahu and Susilo (2017); Tui et al. (2017);
Bintara (2020); Nugraha et al. (2020); Suhendry, Toni, and Simorangkir (2021);
Ripaluddin, Pasulu, and Taufiq (2023); Nguyen, Le, and Nguyen (2024), which
found that liquidity affects profitability. In contrast, research conducted by
Krismunita and Imronudin (2021); Handayani, Indarto, and Santoso (2022) found
that liquidity does not affect profitability. Optimal use of leverage allows a
company to finance investments without sacrificing equity, thereby increasing
potential profits and growth. Several studies have examined the effect of leverage
on profitability, including Bintara (2020); Nugraha et al. (2020); Suhendry, Toni,
and Simorangkir (2021); Ripaluddin, Pasulu, and Taufiq (2023), which found that
leverage affects profitability. In contrast, research by Hamidah (2016);
Makhdalena (2018); Ramadhanti, Amaliawiati, and Nugraha (2021); Handayani,
Indarto, and Santoso (2022) found that leverage does not affect profitability.
Larger companies generally have more resources, better market access, and the
ability to use economies of scale. Several studies have examined the effect of firm
size on profitability, including Hirdinis (2019); Natsir and Yusbardini (2020);
Atiningsih and Izzaty (2021) found that firm size has a positive effects on
profitability. In contrast, research by Tui et al. (2017); Lorenza, Kadir, and
Sjahruddin (2020) found that firm size does not affect profitability. Previous
research on the direct influence of liquidity, leverage, and firm size on company
value and profitability showed inconsistent results; this opens a research gap.

Furthermore, studies on the mediating role of profitability on firm value
have been conducted by Putro and Risman (2021) found that profitability can
mediate the effect of liquidity on firm value. However, the studies by Handayani,
Indarto, and Santoso (2022); Ripaluddin, Pasulu, and Taufiq (2023) found that
profitability cannot mediate the effect of liquidity on firm value. Additionally, the
study by Suhendry, Toni, and Simorangkir (2021) found that profitability can
mediate the relationship between leverage and firm value, while the research by
Ripaluddin, Pasulu, and Taufiq (2023) found that profitability does not mediate
the relationship between leverage and firm value. Then subsequent studies by
Natsir and Yusbardini (2020); Atiningsih and Izzaty (2021) found that
profitability can mediate the effect of firm size on firm value. Meanwhile,
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Hirdinis (2019) found that profitability does not mediate the relationship between
firm size and firm value. Previous research on the indirect effects of liquidity,
leverage, and firm size on firm value through profitability has shown inconsistent
results; this may also open research gaps.

The novelty of this research lies in the comprehensive approach used to
analyze the role of profitability as a mediating variable in the effects of liquidity,
leverage, and firm size on firm value. While most previous studies tend to
examine these variables separately or only focus on their direct influence on firm
value, research on the role of profitability as a mediator of these variables is still
lacking, so this study offers an integrated approach by evaluating all three
variables simultaneously. This provides a new perspective that enriches the
academic literature and generates deeper insights into the mediating role of
profitability in enhancing firm value. This research is highly urgent as it aims to
address the inconsistencies in the results of previous studies. Considering that firm
value is a primary reference for investors in making investment decisions,
understanding the role of profitability as a mediating variable will provide
practical guidance for companies in enhancing investor confidence and
attractiveness. This study aims to analyze the effect of liquidity, leverage, and
company size on company value with profitability as a mediator, both directly and
indirectly. Additionally, this study aims to explain how these three variables
influence firm value comprehensively. The findings of this research are expected
to contribute academically by enriching the literature on the role of profitability as
a mediating variable. It can guide financial managers in making decisions about
liquidity management, leverage, and firm size, ultimately enhancing profitability
and firm value.

LITERATURE REVIEW

Signaling Theory

Signaling theory was proposed by Spence (1973), suggesting that
asymmetric information between company managers and investors can be
addressed through signals provided by management. In this context, companies
use financial reports or strategic actions as signals to investors regarding the
company's condition and prospects. The information management conveys
through financial statements, dividend policies, or investment decisions can signal
the company's status and future potential to external parties (Brigham and
Houston 2020). These signals help reduce the information asymmetry between
managers and investors, assisting investors in making better investment decisions.

Firm Value

The firm value represents the market's perception of the company's overall
performance and prospects. Firm value can be defined as the market value
assessed through stock price and the total equity held by shareholders (Brigham
and Houston 2020). Firm value is crucial because the primary objective of
financial management is to maximize it for the benefit of shareholders. A standard
measure used to assess firm value is Tobin's Q, which is the ratio of the
company's market value of assets (market capitalization) to the replacement cost
of the company's assets.
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Profitability

Profitability is a measure of a company's performance in generating profit
relative to its sales, assets, or equity. Profitability is a key indicator in assessing
how efficiently a company's management utilizes its resources to generate
earnings (Brigham and Houston 2020). High profitability indicates that the
company has successfully managed its assets efficiently to generate profits, which
indicates good financial performance. Profitability is also often used as a
mediating variable that strengthens the relationship between other financial
factors and company value, as good performance typically enhances investor
confidence.

Liquidity

Liquidity refers to a company's ability to meet its short-term obligations as
they come due without facing financial difficulties. Liquidity is crucial for a
company as it reflects the ability to convert current assets into cash to fulfil short-
term liabilities (Brigham and Houston 2020). High liquidity can reduce the risk of
bankruptcy because the company can meet its short-term obligations. However,
excessive liquidity may also indicate inefficient cash management, as excess
current assets can decrease profitability.

Leverage

Leverage refers to using debt financing to enhance the potential return to a
company's shareholders. Leverage reflects the extent to which a company utilizes
debt in its capital structure, which can increase risk and potential returns for
shareholders (Brigham and Houston 2020). Leverage could provide benefits in the
form of increased profits if the investments financed with debt yield returns
greater than the cost of the debt itself. However, leverage also carries financial
risks because the higher the debt, the greater the obligation for interest and
principal repayments the company must fulfil. If a company fails to meet these
obligations, it could lead to bankruptcy. Companies with high leverage have more
debt than equity, which can provide tax benefits and heighten financial risk. High
leverage can increase the value of a company due to tax advantages, but if it
becomes excessive, it may raise the risk of bankruptcy.

Firm Size

Firm size is an important factor in financial analysis and management
strategy. Firm size, measured by total assets or sales, reflects the capacity and
stability of a company in its operations and can influence market perceptions
(Brigham and Houston 2020). Firm size is often associated with the total assets
owned, which reflects the magnitude of resources available to support business
operations and expansion. Generally, the larger the company size, the greater its
capacity to obtain financing from capital markets, whether through equity or debt.

Hypothesis Development

In signaling theory, high liquidity can serve as a positive signal for
investors, indicating that the company can meet its short-term obligations and
manage cash efficiently, which in turn can enhance investor confidence and create
opportunities for increased profitability. Adequate liquidity allows a company to
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exploit profitable investment opportunities and avoid costs associated with late
payments or reliance on short-term funding sources (Brigham and Houston 2020).
Several previous studies conducted by Tahu and Susilo (2017); Tui et al. (2017);
Nugraha et al. (2020); Suhendry, Toni, and Simorangkir (2021) Ripaluddin,
Pasulu, and Taufiq (2023); Nguyen, Le, and Nguyen (2024) found that liquidity
has a positive effect on profitability. Companies with adequate cash reserves tend
to be more stable and flexible in investing in productive assets, ultimately
enhancing their financial performance. This indicates that good liquidity
management maintains financial stability and can act as a catalyst for improving
the company’s profitability. Therefore, the hypothesis in this study is: H;:
Liquidity has a positive effect on profitability.

Leverage refers to the use of debt by a company in its capital structure,
which can signal management's confidence in the company's ability to generate
sufficient profits to meet its debt obligations. Based on signaling theory, an
optimal level of leverage is considered a positive signal for investors, indicating
that the company is willing to take on debt because it expects its future
performance to cover the associated costs. Leverage can enhance the value of a
company since debt is often a cheaper funding source than equity, and the interest
on debt can provide tax benefits (Brigham and Houston 2020). Research by
Suhendry, Toni, and Simorangkir (2021) Ripaluddin, Pasulu, and Taufiq (2023)
found that leverage has a positive affects profitability, while Bintara (2020);
Nugraha et al. (2020) found that leverage has a positive effect on profitability.
Therefore, the hypothesis in this study is: H,: Leverage has a positive effect on
profitability.

Firm size is often measured by total assets or revenue, reflecting capacity
and operational scale. Larger companies generally have more resources, better
market access, and the ability to use economies of scale. These advantages allow
for reduced unit costs and increase operational efficiency, contributing to
enhanced profitability. Furthermore, large companies typically have more
substantial bargaining power with suppliers and customers, which can result in
higher profit margins and a reinforced market position. Additionally, company
size is often seen as an indicator of financial strength and stability. From the
perspective of signaling theory, a large size serves as a positive signal to investors
and stakeholders, as it reflects quality and promising profitability potential. Larger
companies usually have better access to various resources, such as funding,
technology, and skilled labor, all of which support operational efficiency and
facilitate higher profitability (Brigham and Houston 2020). Research by Hirdinis
(2019); Natsir and Yusbardini (2020); Atiningsih and Izzaty (2021) found that
company size has a positive effect on profitability. Therefore, the hypothesis in
this study is: Hs: Firm size has a positive effect on profitability.

Liquidity refers to a company's ability to meet its short-term obligations
and is often viewed as a positive signal regarding the company's financial stability
in the eyes of investors. According to signaling theory, companies with good
liquidity levels send signals indicating they have a solid financial capacity to
handle their obligations, enhancing the market perception of the company's value.
Adequate liquidity enables companies to maintain operational flexibility and
avoid the risk of financial distress, ultimately increasing the company's
attractiveness to investors (Brigham and Houston 2020). Research by Kahfi,
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Pratomo, and Aminah (2018); Hapsoro and Falih (2020); Darmawan et al. (2020);
Jihadi et al. (2021) found that liquidity has a positive effect on firm value.
Companies with high liquidity are perceived as more stable and attractive to
investors, increasing their market value. Therefore, the hypothesis in this study is:
H,: Liquidity has a positive effect on firm value.

Leverage refers to a company's use of debt within its capital structure,
which can signal management's confidence in its ability to generate sufficient
profits to meet its debt obligations. According to signaling theory, an optimal
level of leverage is considered a positive signal for investors, indicating that the
company is willing to take on debt because it expects its future performance to
cover the cost of that debt. Leverage can enhance company value because debt is
often a cheaper financing source than equity, and the interest on debt can also
provide tax benefits (Brigham and Houston 2020). Several studies, including
those by Jihadi et al. (2021); Wahid, Ambarwati, and Satmoko (2022); Lestari
(2023); Panjaitan and Supriyati (2023); Zulfa, Azam, and Bandono (2024) found
that leverage has a positive effect on firm value. Optimal leverage can increase
firm value through financing efficiency and the tax benefits obtained. Therefore,
the hypothesis in this study is: Hs: Leverage has a positive effect on firm value.

Firm size is often associated with company value, where larger companies
are viewed as more stable and capable of facing higher business risks than smaller
companies. Based on signaling theory, company size can serve as a positive signal
to investors, indicating that the company has financial resilience and adequate
resources to support long-term growth. Larger companies typically have better
access to financing and business networks, enabling them to achieve more
significant economies of scale and improved operational efficiency, thus
enhancing their competitiveness and value in the eyes of investors (Brigham and
Houston 2020). Several studies have been conducted, including those by Hapsoro
and Falih (2020); Natsir and Yusbardini (2020); Atiningsih and Izzaty (2021);
Nurwulandari, Wibowo, and Hasanudin (2021); Lestari (2023); Zulfa, Azam, and
Bandono (2024), which found that firm size has a positive effect on firm value. A
larger company size can strengthen investors' perception of the company's
strength and sustainability, ultimately increasing the market value of the company.
Therefore, the hypothesis in this study is: He: Firm size has a positive effect on
firm value.

Profitability is a key factor that reflects a company's financial performance
and is often used as an indicator of the company's ability to generate profits.
Based on Signaling Theory, high profitability is considered a positive signal for
investors as it reflects management efficiency and good growth prospects,
ultimately enhancing the attractiveness and value of the company. Consistent
profitability allows a company to strengthen its financial position, support
expansion, and enhance flexibility in the face of market uncertainties, all of which
contribute to increased company value (Brigham and Houston 2020). Several
previous studies have been conducted by Sucuahi and Cambarihan (2016); Tui et
al. (2017); Rosikah et al. (2018); Zuhroh (2019); Dwiastuti and Dillak (2019);
Darmawan et al. (2020); Natsir and Yusbardini (2020); Sari and Sedana (2020);
Sugosha and Artini (2020); Atiningsih and Izzaty (2021); Jihadi et al. (2021);
Putri and Wiksuana (2021); Suhendry, Toni, and Simorangkir (2021); Yondrichs
et al. (2021); Handayani, Indarto, and Santoso (2022); Budiarti, Moeldjadi, and
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Wijayanti (2023); Buti and Wiyarni (2023); Faradila and Effendi (2023); Lestari
(2023), which found that profitability has a positive effects on firm value. High
profitability is considered to strengthen investor confidence in the company's
long-term potential, thereby increasing the company's market value. Therefore,
the hypothesis in this study is: H7: Profitability has a positive effect on firm value.

Profitability is considered capable of mediating the effect of liquidity on
firm value because companies with high liquidity have greater financial flexibility
to fund operations and investments that support achieving higher profits. Based on
signaling theory, companies that can maintain high liquidity signal financial
stability to investors, enhancing positive perceptions of the company's profitability
potential. Good liquidity can help companies maintain operational smoothness
and capitalize on growth opportunities, ultimately enhancing profitability
(Brigham and Houston 2020). Research by Putro and Risman (2021) found that
profitability can mediate the effect of liquidity on firm value. Good liquidity
supports higher profitability, which ultimately increases the company's market
value in the eyes of investors. Therefore, the hypothesis in this study is: Hs:
Profitability can mediate the effect of liquidity on firm value.

Profitability is seen as capable of mediating the effect of leverage on
company value because well-managed leverage can enhance a company's
opportunities to generate higher profits, subsequently contributing to an increase
in company value. Based on signaling theory, the appropriate use of leverage
demonstrates management's confidence in the company's prospects, sending a
positive signal to investors that the company can manage debt risk while
generating stable profitability. Leverage can be an effective tool for increasing
profits, provided the company can manage debt costs and take advantage of the
tax benefits derived from interest payments (Brigham and Houston 2020).
Research by Suhendry, Toni, and Simorangkir (2021) found that profitability can
mediate the relationship between leverage and firm value. Proper leverage can
enhance profitability, ultimately strengthening the firm value in the eyes of
investors. Therefore, the hypothesis in this study is: Hg: Profitability can mediate
the effect of leverage on firm value.

Profitability is believed to be capable of mediating the effect of firm size
on firm value, where larger company size often indicates the capacity to generate
higher profits, which in turn enhances firm value. Based on Signaling Theory,
larger companies can provide positive signals to investors regarding stability and
growth potential, indicating that they possess competitive advantages and
sufficient resources to achieve sustainable profitability. Larger companies are
typically associated with higher operational efficiency and better access to
funding sources, which can improve profitability (Brigham and Houston 2020).
Subsequent research by Natsir and Yusbardini (2020); Atiningsih and Izzaty
(2021) found that profitability can mediate the effect of firm size on firm value. A
larger firm size increases profitability, ultimately enhancing the company’s value
in the eyes of investors. Therefore, the hypothesis in this study is: Hjo:
Profitability can mediate the effect of firm size on firm value.

Based on the theoretical basis of previous studies' results and the problems
raised as a basis for formulating a hypothesis, the following framework is
presented in the research model in Figure 1.
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Figure 1 Research Model
METHOD

This study uses a quantitative method, with secondary data in financial
reports obtained from the Indonesia Stock Exchange (IDX) website and the
sample company websites. The population comprises 71 companies listed in the
LQA45 index for 2018-2022. The sampling technique used was purposive sampling
with company criteria, as shown in Table 1.

Table 1 Sample Selection Criteria

No. Criteria Quantity
1 Companies listed in the LQ45 Index for the period of 2018-2022 71
2 Companies that are continuously listed in the LQ45 Index for (48)

the period of 2018-2022
3 Companies that are part of the banking sector (5)
4 Total sample of companies 18
5  Total observation periods 5
6  Total research sample: 18 company x 5 years 90

The study employs panel data analysis using EViews 13 software. This
technique is appropriate as the data encompasses multiple companies (cross-
sections) over several years (time series). Panel data analysis controls unobserved
variables, providing more efficient and unbiased estimates compared to separate
cross-sectional or time series analyses. Data analysis includes multiple companies
(cross-sections) over a defined period (time series), resulting in more efficient
estimates than those from separate cross-sectional or time series analyses. Before
conducting regression tests, model selection is carried out using the Chow test (to
choose between the fixed effect model (FEM) or common effect model (CEM)),
the Hausman Test (FEM or random effect model (REM)), and the Lagrange
Multiplier Test (REM or CEM).

In this study, firm value is the dependent variable, measured by Tobin's Q
(the ratio of market value to book value of assets). Profitability is the mediating
variable measured by return on assets (ROA), which reflects the ability to
generate profit. The independent variables include liquidity, measured by the
current ratio (CR), indicating the ability to meet short-term obligations; leverage,
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measured by the debt-to-equity ratio (DER), which shows the use of debt to
finance assets; and firm size, measured by the natural logarithm of total assets.
Operational variables can be seen in Table 2.

Table 2 Operational Variables

Variables Measurements Scale

Liquidity (R = Current Assets Ratio
Current Debt

(Adiputra and Hermawan 2020)

Leverage DER — Total Debt Ratio
~ Total Equity
(Bintara 2020)

Firm Size SIZE = Ln (Total Asset) Ratio
(Adiputra and Hermawan 2020)

Profitability _ Earning After Tax Ratio

ROA = Total Asset
(Bintara 2020)

i MVE + Debt i
Firm Value TOB_Q = - Ratio

(Adiputra and Hermawan 2020)

RESULTS AND DISCUSSIONS

Descriptive Statistics

Based on purposive sampling, 18 companies meet the criteria of this study,
covering a total research period of 5 years, resulting in 90 observations. Table 3 is
the result of descriptive statistics for the research sample.

Table 3 Descriptive Statistics Results

CR DER SIZE ROA TOB_Q
Mean 2.069762 0.995962 31.74953 0.098193  2.370528
Median 1.793200 0.716950 31.73615 0.069050  1.328050
Maximum 5.654800 3.582700 33.65520 0.466600 18.35510
Minimum 0.335600 0.126200 30.42460 -0.057200 0.531200
Std. Dev. 1.222886 0.865086 0.858551 0.091028  3.136242
Observations 90 90 90 90 90

Source: secondary data (processed, 2024)

Based on Table 3, the minimum value for liquidity (CR) is 0.335600,
observed in the company EXCL in 2019. The maximum value is 5.654800,
recorded by the company INCO in 2022. The mean value is 2.069762, with a
standard deviation of 1.222886. The minimum value for leverage (DER) is
0.126200, as shown by the company MNCN in 2022, while the maximum value is
3.582700, as indicated by the company UNVR in 2022. The mean value for this
variable is 0.995962, with a standard deviation of 0.865086. The minimum value
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for firm size (SIZE) is 30.42460, observed in the company MNCN in 2018. The
maximum value is 33.65520, recorded by the company ASII in 2022. The mean
value for this variable is 31.74953, with a standard deviation of 0.858551. The
minimum value for profitability (ROA) is —0.057200, as shown by the company
EXCL in 2018. The maximum value is 0.466600, indicated by the company
UNVR in 2018. The mean value for this variable is 0.098193, with a standard
deviation of 0.091028. The minimum value for firm value (TOB_Q) is 0.531200,
observed in the company ANTM in 2021, while the maximum value is 18.35510,
recorded by the company UNVR in 2018. The mean value for this variable is
2.370528, with a standard deviation of 3.136242.

Normality Test

Normality testing consists of two structures. The first structure is the
influence of liquidity, leverage, and firm size on profitability. The second
structure is the influence of liquidity, leverage, firm size, and profitability on firm
value. Based on the results of the first structure, the normality probability value is
0.093805> 0.05, meaning that the first structure has normally distributed data.
Based on the results of the second structure, the normality probability value is
0.178293> 0.05, meaning that the second structure has normally distributed data.

Model Selection Analysis

The selection of the model in the first structure, namely the influence of
liquidity, leverage, and firm size on profitability, uses several tests. Based on the
Chow test results, the Cross-section F value is 0.0000 < 0.05, indicating that the
chosen model is the fixed effect model (FEM). The Hausman test results show
that the Cross-section random value is 0.0005 < 0.05, confirming that the fixed
effect model (FEM) is preferred. The Lagrange Multiplier test, Breusch-Pagan,
also yields a value of 0.0000 < 0.05, leading to the choice of the random effect
model (REM). Therefore, it can be concluded that the best model for this study is
the fixed effect model (FEM).

The selection of the model in the second structure, namely the influence of
liquidity, leverage, firm size, and profitability on profitability, uses several tests.
Like the first structure, the Chow test results indicate a Cross-section F value of
0.0000 < 0.05, leading to the selection of the fixed effect model (FEM). The
Hausman test results show a Cross-section random value of 0.0000 < 0.05,
confirming the fixed effect model (FEM). The Lagrange Multiplier test also yields
a value of 0.0000 < 0.05, supporting the random effect model (REM). Thus, the
conclusion remains that the best model for this study is the fixed effect model
(FEM).

Panel Data Regression

Based on Table 4, the regression for the first structure is ROA = -1.414084
+ 0.013543*CR - 0.078628*DER + 0.049215*SIZE. The regression coefficient
value of the liquidity measured by the CR is 0.013543 with a probability value of
0.2171 > 0.05, meaning the liquidity has no effect on profitability, so H; is
rejected. The regression coefficient value of leverage measured by the DER is -
0.078628 with a probability value of 0.0001 < 0.05, meaning leverage has a
negative effect on profitability, so H; is rejected. The regression coefficient value
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of firm size followed by SIZE is 0.049215 with a probability value of 0.0301 <
0.05, meaning firm size has a positive effect on profitability, so H3 is accepted.
Furthermore, the Adjusted R-squared value is 0.830046, which allows us to
conclude that the influence of liquidity, leverage, and firm size on profitability

accounts for 83.00%, while the remaining 17.00% is attributed to other factors.

Table 4 Regression Test Results

Variables Coefficient Std. Error t-Statistic Prob.
C -1.414084  0.696202 -2.031140 0.0461
CR — ROA 0.013543  0.010871 1.245752  0.2171
DER — ROA -0.078628  0.018517 -4.246255 0.0001
SIZE — ROA 0.049215  0.022228  2.214097 0.0301
Adjusted R-Squared 0.830046

C 31.74085 1691184 1.876842 0.0648
CR —- TOB_Q 0.328991  0.259389  1.268330 0.2090
DER — TOB_Q -1.647843  0.490714 -3.358054 0.0013
SIZE — TOB_Q -0.925157  0.542815 -1.704370  0.0929
ROA — TOB_Q 9.809679  2.840672  3.453295 0.0010
Adjusted R-Squared 0.920282

CR —- ROA —- TOB_Q - 0.113378  1.171868 0.2413
DER — ROA — TOB_Q - 0.287895 -2.679160 0.0074
SIZE — ROA — TOB_Q - 0.259019  1.863894 0.0623

Source: secondary data (processed, 2024)

Based on Table 4, the regression for the second structure is TOB_Q =
31.74085 + 0.328991*CR - 1.647843*DER - 0.925157*SIZE + 9.809679*ROA.
The regression coefficient value of the liquidity measured by the CR is 0.328991
with a probability value of 0.2090 > 0.05, meaning the liquidity does not affect
firm value, so Hy is rejected. The regression coefficient value of leverage
measured by the DER is -1.647843 with a probability value of 0.0013 < 0.05,
meaning leverage has a negative effect on firm value, so Hs is rejected. The
regression coefficient value of company size followed by SIZE is -0.925157 with
a probability value of 0.0929 > 0.05, meaning firm size does not affect firm value,
so Hg is rejected. The regression coefficient value of profitability measured by the
ROA is 9.809679 with a probability value of 0.0010 < 0.05, meaning profitability
has a positive effect on firm value, so H; is accepted. Furthermore, the Adjusted
R-squared value is 0.920282, indicating that the influence of liquidity, leverage,
firm size, and profitability on firm value accounts for 92.03%, with the remaining
7.97% influenced by other factors.

The results of the Sobel test (Table 4) show that CR — ROA— TOB_Q
has a probability of 0.2413 > 0.05, meaning profitability cannot mediate the
liquidity effect on firm value, so Hg is rejected. DER — ROA — TOB_Q has a
probability of 0.0074 < 0.05, meaning profitability can mediate the effect of
leverage on firm value, so Hy is accepted. SIZE — ROA — TOB_Q has a
probability of 0.0623 > 0.05, meaning profitability cannot mediate the effect of
firm size on firm value, so Hj is rejected.
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The Effect of Liquidity on Profitability

This study found that liquidity, as measured by the Current Ratio (CR),
does not affect profitability in LQ 45 index companies. According to signaling
theory, high liquidity can provide a positive signal to investors regarding the
company's financial stability. However, its impact on profitability is limited if it is
not used productively. Brigham and Houston (2020) support this view by stating
that high liquidity is often maintained for safety purposes. However, if the funds
are only stored or allocated for less productive activities, its effect on profitability
remains minimal. This finding suggests that although 1.Q45 companies generally
have good financial performance and high liquidity, their ability to meet short-
term obligations does not always directly impact increasing profits. This is due to
the less-than-optimal efficiency of using current assets, such as inventory and
receivables, which may not be allocated productively to support revenue-
generating activities. In addition, the profitability of LQ45 companies is more
likely to be influenced by other factors, such as operational strategy, cost
structure, leverage, or dividend policy, which are more dominant in influencing
financial results. These finding underlines that while high liquidity is important
for maintaining financial stability, companies need to ensure that liquid assets are
managed efficiently and directed towards investments or operational activities that
can increase profitability. This finding is consistent with previous studies by
Krismunita and Imronudin (2021); Handayani, Indarto, and Santoso (2022), which
found that liquidity did not affect profitability. Thus, this finding reinforces the
idea that liquidity, as measured by CR, only provides limited benefits to
profitability if not accompanied by an effective asset utilization strategy.

The Effect of Leverage on Profitability

This study found that leverage, as measured by the debt-to-equity ratio
(DER), has a negative effect on profitability, as measured by return on assets
(ROA), in companies listed in the LQ45 index on the Indonesia Stock Exchange.
Based on signal theory, optimal leverage can send a positive signal to investors,
indicating that the company is confident in managing debt to maximize
profitability. Well-managed leverage can provide tax benefits by reducing taxable
income through interest expenses; however, excessive debt use increases the risk
of bankruptcy (Brigham and Houston 2020). In practice, companies in the LQ45
index often utilize debt to enhance operations and expand their markets,
particularly when investment opportunities are abundant but internal resources are
limited. These findings indicate that higher reliance on debt financing among
these leading companies tends to reduce their ability to generate profits from their
assets. A high DER typically leads to increased interest expenses and fixed
financial obligations, ultimately eroding the company’s net profit. Moreover, a
high DER reflects greater financial risk, which can limit a company’s operational
flexibility in seizing strategic opportunities. The negative impact on profitability
may also result from inefficient allocation of debt funds, where investments fail to
generate returns higher than the cost of borrowing. These results underscore the
importance of prudent debt management for LQ45 companies, which are
recognized for their superior financial and operational performance. While debt
can be a tool for driving growth, excessive reliance without careful planning can
harm profitability. Therefore, maintaining an optimal balance between debt and
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equity in the capital structure is crucial to sustaining profitability while managing
financial risks effectively. The results align with studies by Bintara (2020);
Nugraha et al. (2020), which found that leverage has a negative effect on
profitability.

The Effect of Firm Size on Profitability

This study found that firm size, measured using the natural logarithm of
total assets (Ln Total Assets), has a positive effect on profitability, as measured by
return on assets (ROA), in companies listed in the LQ45 index on the Indonesia
Stock Exchange. Based on signal theory, a larger company sends a positive signal
to investors about stability and growth potential, which enhances confidence in
the company's ability to generate profits. Larger companies typically have better
access to resources, such as funding, technology, and skilled labor, which
supports operational efficiency and profitability (Brigham and Houston 2020).
These findings suggest that large companies in the LQ45 index generally have
substantial assets and can leverage economies of scale and competitive advantages
to improve operational efficiency and generate higher profits. As leading
companies with strong reputations, LQ45-listed firms usually have easier access
to capital markets, allowing them to obtain financing at relatively lower costs.
Furthermore, these large companies have more excellent capabilities in product
diversification, market penetration, and risk management, all of which contribute
to improved profitability. The large size of these companies also gives them
strong bargaining power with suppliers and customers, creating opportunities to
enhance profit margins. However, these findings also emphasize the importance
of effective asset management, even for large companies listed in LQ45. Large
assets will not provide maximum benefits if they are not utilized efficiently to
support value-generating activities. Therefore, companies must continuously
improve their asset management strategies to ensure a positive contribution to
profitability. These results indicate that company size is one of the key factors that
can support profitability, especially in a competitive business environment like the
LQ45 index. Large companies that successfully leverage economies of scale and
competitive advantages tend to have better financial performance than smaller
ones. This finding is consistent with previous research conducted by Hirdinis
(2019); Natsir and Yusbardini (2020); Atiningsih and Izzaty (2021), which found
that firm size influences profitability, as larger companies can optimize their
assets for productive activities and achieve higher profits.

The Effect of Liquidity on Firm Value

This study shows that liquidity, measured using the Current Ratio (CR),
does not affect firm value, measured by Tobin's Q, for companies listed on the
LQA45 index on the Indonesia Stock Exchange. According to signal theory, high
liquidity should indicate financial stability, but if current assets are not
productively invested in ventures with high returns, their impact on firm value
remains limited. Brigham and Houston (2020) also emphasize that excessive
liquidity may signal inefficient use of assets, as liquid assets not allocated to
productive investments do not directly contribute to increasing firm value. In
practice, many companies in the LQ45 index maintain high liquidity as a reserve
against economic uncertainty but tend not to use it for long-term value growth.
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These findings indicate that a company's ability to meet its short-term obligations
is not a primary factor influencing the market's perception of firm value among
these prominent companies. Excessive liquidity in large companies, such as those
listed in LQ45, may reflect inefficient cash management. Investors view this as
indicating that available funds are not utilized for productive investment
opportunities, such as business expansion, product innovation, or diversification
strategies. Consequently, the market prioritizes other factors, such as profitability,
growth prospects, and operational efficiency, when assessing firm value.

Companies in the LQ45 index generally have easy access to low-cost
external financing due to their reputation and credibility. Therefore, liquidity in
high current assets may be less relevant than long-term investment and growth
strategies. Furthermore, the capital market tends to value companies that enhance
operational efficiency and allocate resources optimally rather than those that
maintain high liquidity. These results also reflect that the Indonesian capital
market, particularly in the LQ45 context, is more influenced by strategic
indicators such as return on investment, earnings stability, and innovation rather
than merely the company’s ability to meet short-term obligations. Thus, while
liquidity remains essential for maintaining operational stability, LQ45 companies
must focus on strategies that enhance added value and attract investor interest.
However, companies must maintain a balance of sufficient liquidity to ensure
operational stability and support the implementation of growth strategies that can
increase firm value in the eyes of investors. These findings are consistent with
Putri and Wiksuana (2021); Adiputra and Hermawan (2020); Nurwulandari,
Wibowo, and Hasanudin (2021); Putro and Risman (2021); Suhendry, Toni, and
Simorangkir (2021); Yondrichs et al. (2021); Wahid, Ambarwati, and Satmoko
(2022); Handayani, Indarto, and Santoso (2022); Budiarti, Moeldjadi, and
Wijayanti (2023); Panjaitan and Supriyati (2023); Ripaluddin, Pasulu, and Taufiq
(2023); Zulfa, Azam, and Bandono (2024), who found that liquidity did not
affects firm value.

The Effect of Leverage on Firm Value

This study found that leverage, as measured by the debt-to-equity Ratio
(DER), has a negative effect on firm value as measured by Tobin's Q in
companies listed in the LQ45 index on the Indonesia Stock Exchange. According
to signal theory, appropriate leverage sends a positive signal to investors that the
company can manage debt to improve performance and value. Brigham and
Houston (2020) noted that leverage can offer tax benefits through interest
deductions; however, excessive debt increases the risk of bankruptcy, potentially
reducing the perception of the company's value. In practice, LQ45 index
companies often use leverage to strengthen capital and expand the market, thereby
increase ng their attractiveness to investors. This negative relationship
suggests that leading companies in the LQ45 with high leverage levels tend to
experience a decline in the company's value perceived by the market. In the
context of LQ45 companies, which generally have a good reputation and easier
access to external financing, high leverage can raise concerns among investors
regarding financial risk. Heavy reliance on debt financing can increase interest
expenses, reducing net income available to shareholders. This can also exacerbate
liquidity risk, especially in uncertain economic conditions.
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Furthermore, high DER in LQ45 companies can indicate a lack of
efficiency in capital structure management. Although these companies usually can
attract investment due to their reputation and credibility, excessive use of debt can
reduce their financial flexibility in allocating funds to strategic growth
opportunities, such as business expansion, diversification, or product innovation.
From a market perspective, investors tend to focus more on other performance
indicators, such as profitability, operational efficiency, and growth stability, than
high leverage levels. Excessive leverage can also create the perception that the
company is riskier and less oriented towards long-term growth, which ultimately
reduces the company's market value, as reflected in Tobin's Q. The results of this
study imply that companies in the LQ45 index need to maintain a balance
between the use of debt and equity in their capital structure. Focusing on
operational efficiency, financial stability, and sustainable growth strategies is
more likely to attract investors and increase the company's value in the eyes of the
market. The results of this study are in line with the results of studies conducted
by Fosu et al. (2016); Kahfi, Pratomo, and Aminah (2018); Simorangkir (2019);
Ripaluddin, Pasulu, and Taufiq (2023), which found that leverage has a negative
effect on firm value.

The Effect of Firm Size on Firm Value

The research findings indicate that firm size, measured by Ln total assets,
does not affect firm value, measured by Tobin's Q. This means that the total assets
owned by a company do not significantly impact the perceived market value of
the firm. In the context of signaling theory, large companies with greater
resources and stability do not necessarily send positive signals to investors,
especially if they face managerial challenges or operational inefficiencies. In a
competitive business environment, firm size alone is not a determining factor of
value (Brigham and Houston 2020). Firm size is often seen as an indicator of
operational strength and financial stability. Companies with substantial assets
generally possess a higher capacity to operate on a larger scale, diversify revenue
streams, and mitigate external risks. However, in this case, the findings suggest
that merely owning significant assets is insufficient to negatively or positively
impact firm value.

The market tends to evaluate more than just the size of assets, focusing
instead on how effectively a company manages and utilizes those assets to
generate revenue, profit, and returns on investment. If a company fails to optimize
asset utilization, having a larger size does not necessarily provide a competitive
advantage. Conversely, the market is likely to prioritize operational efficiency,
asset productivity, and the long-term investment strategies implemented by the
company. In large companies like those listed in the LQ45 index, firm size may
not be the primary factor influencing value. These companies typically have other
advantages, such as easy access to financing, strong reputations, and opportunities
to achieve economies of scale. Therefore, the market is more inclined to assess
performance based on other indicators, such as profitability, innovation, revenue
growth, or business diversification, rather than merely the size of the company's
assets. These results align with Adiputra and Hermawan (2020), Yulandri,
Hertina, and Asih (2023), which found that firm size does not affect firm value.
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The Effect of Profitability on Firm Value

The research findings indicate that profitability, measured using return on
assets (ROA), has a positive effect on firm value, as measured by Tobin's Q. This
implies that the higher a company's ability to generate profits from its total assets,
the higher the firm's value perceived by the market. High profitability reflects a
company's efficiency in utilizing its income-generating assets. In financial theory,
strong profitability sends a positive signal to investors about the company's
financial health and capacity to deliver sustainable returns. This aligns with
signaling theory, which posits that good financial performance builds investor
confidence and enhances the company's attractiveness in capital markets. Brigham
and Houston (2020) noted that in a competitive business environment, investors
tend to focus on financial performance as an indicator of growth potential, where
strong profitability fosters trust in the company's capacity for expansion. A high
ROA also demonstrates effective asset management and significant net profit
generation. Consequently, companies with high ROA are considered more
appealing as they signify operational efficiency and the potential to provide
substantial returns to shareholders. In the context of companies listed in the LQ45
index, the positive effect of profitability on firm value becomes even more
relevant. These firms typically have better access to resources and more
significant business opportunities, making their profits more impactful on their
market value. A high Tobin's Q value in such companies reflects a market
appreciation for their efficiency and profitability performance. These findings are
consistent with previous studies conducted by Sucuahi and Cambarihan (2016);
Tui et al. (2017); Rosikah et al. (2018); Zuhroh (2019); Dwiastuti and Dillak
(2019); Sari and Sedana (2020); Darmawan et al. (2020); Natsir and Yusbardini
(2020); Sugosha and Artini (2020); Jihadi et al. (2021); Putri and Wiksuana
(2021); Yondrichs et al. (2021); Suhendry, Toni, and Simorangkir (2021);
Atiningsih and Izzaty (2021); Handayani, Indarto, and Santoso (2022); Budiarti,
Moeldjadi, and Wijayanti (2023); Buti and Wiyarni (2023); Faradila and Effendi
(2023); Lestari (2023), which also found that profitability positively influences
firm value.

Profitability as a Mediator of the Effect of Liquidity on Firm Value

This study reveals that profitability, measured using return on assets
(ROA), cannot mediate the effect of liquidity, measured by the Current Ratio
(CR), on firm value, measured by Tobin's Q. This indicates that while liquidity is
an important factor, profitability does not always function as a linking element
that strengthens the relationship. In signaling theory, good liquidity can positively
signal a company's financial health. However, if profitability is low, investors may
remain skeptical about the company's long-term growth prospects, hindering an
increase in firm value. Brigham and Houston (2020) state that companies with
high liquidity but low profitability are often perceived as high-risk, reducing their
attractiveness to investors. These findings suggest that although liquidity reflects a
company's ability to meet its short-term obligations, it does not significantly
influence firm value through the profitability pathway. From a liquidity
perspective, the CR is often used to assess a company's ability to maintain short-
term financial stability. However, a high liquidity ratio does not necessarily
indicate efficient utilization of assets or working capital to generate profits. If a
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company merely maintains liquidity without utilizing excess current assets to
support operational or investment activities, its impact on profitability—and
consequently on firm value—becomes limited.

Profitability, represented by ROA, typically reflects a company's
efficiency in managing assets to generate profits. However, this study reveals that
ROA cannot strengthen the relationship between CR and Tobin's Q. High liquidity
does not always generate sufficient profits to influence market perceptions of firm
value. In other words, the market does not focus solely on liquidity and
profitability but also considers other variables, such as growth, innovation, or
investment strategies. This study, conducted on companies listed in the LQ45
index, further validates these findings. Companies within the LQ45 index
typically have greater access to resources and business opportunities, making their
liquidity more stable. However, in a competitive environment, the market
evaluates companies based on other indicators, such as operational efficiency,
innovation, or long-term growth strategies, rather than solely focusing on the
relationship between liquidity and profitability. These findings align with studies
by Handayani, Indarto, and Santoso (2022); Ripaluddin, Pasulu, and Taufiq
(2023), which found that profitability cannot mediate the effect of liquidity on
firm value.

Profitability as a Mediator of the Effect of Leverage on Firm Value

The research findings indicate that profitability, as measured by return on
assets (ROA), can mediate the relationship between leverage, measured by the
debt-to-equity ratio (DER), and firm value, measured by Tobin's Q. In other
words, the influence of leverage on firm value is not solely direct but also
involves profitability as a connecting pathway. High leverage, as reflected by a
high DER, indicates that a company significantly utilizes debt in its capital
structure. This can provide strategic advantages if the debt is allocated to
productive investments, leading to higher profits. However, high leverage also
entails substantial financial risks, such as the potential for default, which may
diminish investor confidence. In this context, profitability is a key indicator of the
company's efficiency in utilizing its assets to generate profits while managing the
risks associated with debt usage. When a company optimally uses debt to boost
productivity and generate substantial net income, it reflects sound financial
management. High ROA signals the market that the company effectively manages
its assets, even under significant debt obligations. This, in turn, enhances investor
confidence in the company's ability to sustain growth, thereby increasing firm
value, as evidenced by an improvement in Tobin's Q.

Under the framework of signaling theory, companies with strong
profitability send positive signals to investors, demonstrating their ability to
manage not only leverage-related risks but also deliver significant returns. High
profitability creates a perception that the company has solid fundamentals, intense
competitiveness, and promising long-term growth prospects, thereby boosting its
value in the eyes of the market. Brigham and Houston (2020) emphasize that
leverage can enhance shareholder returns as long as companies can generate
sufficient profits to cover debt costs. This study underscores the importance of
proper leverage management, with profitability as a critical success factor.
Leverage utilized without sufficient profitability may only amplify risks.
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However, when accompanied by improved operational efficiency, as reflected by
a higher ROA, its impact on firm value becomes more significant. Thus,
companies that successfully manage this relationship are more likely to attract
investor interest and enhance their competitiveness in the market. These findings
align with Suhendry, Toni, and Simorangkir (2021) research, which also found
that profitability can mediate the relationship between leverage and firm value.
Profitability plays a vital role in bridging the gap between leverage and firm
value, as companies that efficiently manage debt and generate profits tend to have
higher perceived value among investors. This demonstrates that profitability
reflects a company’s financial health and enhances investors’ perceptions of the
risks and potential returns associated with using debt.

Profitability as a Mediator of the Effect of Firm Size on Firm Value

The study conducted on companies listed in the LQ45 index reveals that
profitability, measured using return on assets (ROA), cannot mediate the effect of
firm size, measured by Ln Total Assets, on firm value, measured by Tobin's Q.
This finding indicates that, although companies in the LQ45 index generally
possess substantial assets, the profitability generated from these assets is not
sufficiently significant to strengthen the relationship between firm size and firm
value. Companies within the LQ45 index are known for their large market
capitalization and extensive access to capital markets. However, the results show
that possessing significant assets alone cannot enhance firm value through
profitability. One possible explanation is that these sizable assets are not yet
optimally managed to generate profits. High operational costs, long-term
investments that have not yielded results, or reliance on specific markets could
hinder asset utilization efficiency. Moreover, investors focusing on LQ45
companies tend to consider factors beyond firm size and profitability. Indicators
such as innovation, sustainability, long-term growth strategies, and global
competitiveness are often prioritized. Thus, having substantial assets without
accompanying operational efficiency and effective profit management might not
significantly impact investors' perception of firm value.

Under the signaling theory, large firms often signal stability and business
continuity to investors; however, firm size alone does not guarantee high
profitability. High profitability can positively signal a company's financial
efficiency and sustainability. Brigham and Houston (2020) explain that, in
practice, large companies with extensive assets may not always efficiently manage
their resources, leading to lower profitability. In this case, if ROA is not
sufficiently high, investors remain skeptical about the company's ability to utilize
its assets optimally. This highlights the need for LQ45 companies to focus on
asset accumulation and efficient management to generate significant profits. The
findings of this study carry important implications for companies in the LQ45
index. These companies need to improve the efficiency of managing their large
assets to boost net profits. Additionally, they must develop long-term strategies
involving innovation, business diversification, and better cost management.
Through such efforts, these companies can send positive signals to investors about
their financial fundamentals while enhancing firm value. This research aligns with
the findings of Hirdinis (2019), which showed that profitability cannot mediate
the relationship between firm size and firm value.
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CONCLUSIONS

The findings indicate that liquidity does not affect profitability, leverage
has a negative effect on profitability, and firm size has a positive effect on
profitability. Furthermore, liquidity does not affect firm value, leverage negatively
affects firm value, firm size does not affect firm value, and profitability positively
affects firm value. Additionally, profitability cannot mediate the effects of
liquidity and firm size on firm value but can mediate the effect of leverage on firm
value. This research provides valuable insights into the relationships among these
variables in the Indonesian capital market, particularly for companies in the LQ45
index. Within the framework of signaling theory, the study highlights that signals
from liquidity and firm size are only effective if supported by significant
profitability. The findings underscore the importance of prudent leverage
management, asset optimization, and long-term growth strategies such as
innovation and diversification to enhance a firm's competitiveness. The study
emphasizes that large assets or high liquidity alone cannot enhance firm value
without optimal management and well-directed business strategies.

This study has limited data from non-bank companies in the 1L.Q45 index
for the 2018-2022 period so that it can limit the generalization of findings to all
companies listed on the Indonesia Stock Exchange (IDX) or those in other sectors.
Then, this study only considers important variables such as liquidity, leverage,
company size, and profitability. To extend the usefulness of these findings, further
research is suggested to include companies outside the LQ45 index, additional
variables such as innovation, risk management, or corporate governance quality,
and utilize more complex methodologies such as structural equality modelling
(SEM). These approaches can provide deeper insights into the financial dynamics
of the Indonesian capital market.

Companies are advised to prioritize efficiency in leverage management to
ensure debt is productively utilized in profit-generating activities, as high leverage
without a solid strategy can diminish firm value. Financial transparency and
corporate governance are also essential for building investor confidence,
particularly among institutional investors who are more sensitive to risk. For
investors, it is important to prioritize profitability as a key indicator when
evaluating companies with high leverage, as it reflects the firm’s ability to
manage financial risks and generate returns. Diversifying portfolios across various
sectors and firm sizes is also recommended to mitigate risks and enable more
informed investment decisions.
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