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ABSTRACT

The purpose of the research is to determine the effect of return on assets, debt to asset ratio (DAR), current ratio (CR), firm size, and dividend payout
ratio (DPR) to the firm value of manufacturing companies listed in Indonesia Stock Exchange for the period 2013-2016. The sampling method was
purposive sampling techniques and obtained from 32 samples out of 138 firms that met the criteria. The analysis technique applied was a multiple
regression analysis. The research found that the return on asset and firm size have effects on firm value, DAR, CR, and DPR, but do not affect firm
value. This paper shows that return on asset has an effect firm value, DAR does not effects firm value, firm size has an effect firm value, and payout

ratio has no effect on firm value.
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1. INTRODUCTION

In general, firm value is the selling price of a company that
is considered feasible for prospective investors. The main
objective of the company’s management is stockholder wealth
maximization by maximizing the company’s stock price. To
maximize the company’s stock price is carried out by increasing
the enterprise value or firm value. The firm value is related to
business management, policies, working environment conditions,
and business ethics (Miles and Covin, 2000). The higher price
book value (PBV), the more successful the company in creating
the value and prosperity of the owner. According to (Barney, 1991)
“the greater the PBV value, the higher the company is valued
by the relative investors compared to the funds that have been
invested in the company. “The better the financial performance of
a company, the better the firm value.” The higher the firm value,
the higher the return obtained, and the higher the stock return, the
more prosperous the shareholders. The financial decisions taken

by the financial manager are intended to increase the prosperity
of the company owner indicated by the increasing value of the
company (Thakur and Workman, 2016).

Several factors that influence investors in assessing the company’s
ability to increase the firm value are Return on Assets (ROA), Debt
to Asset Ratio (DAR), Current Ratio (CR), Firm Size and Dividend
Payout Ratio (DPR). One important indicator to see the firm value
is the extent of the company’s profitability. Profitability refers to
the ROA. ROA is a ratio that shows how much assets contribute
to creating net income (Shil, 1997).

This ratio measures management effectiveness as a whole which
is addressed by the size of the level of profit gained in relation to
sales and investment. The better the profitability ratio, the better
it is to describe the company’s high profitability (Weissenrieder,
1999). Profitability is the ability of a company to generate profits.
(Blinch et al., 2011) say that companies with high returns on

This Journal is licensed under a Creative Commons Attribution 4.0 International License

International Journal of Economics and Financial Issues | Vol 9 ¢ Issue 5 « 2019




Husna and Satria: Effects of Return on Asset, Debt to Asset Ratio, Current Ratio, Firm Size, and Dividend Payout Ratio on Firm Value

investment will use relatively small debt. A high rate of return
makes it possible to finance most of the funding needs with funds
generated by internal companies.

Moreover, an important indicator to see the firm value is the
Leverage Ratio. This study uses a DAR as the Leverage Ratio.
DAR is performed to measure how much the company’s assets
are financed by debt or how much the company’s debt affects its
asset management (Vatansever and Hepsen, 2013). The higher the
debt ratio, the greater the probability of the company not able to
pay off its obligations, therefore the loan must be spent properly
to obtain greater profit opportunities (PWC, 2017).

The liquidity ratio is also an important factor to see the firm
value. Liquidity ratio is a ratio that shows the company’s ability
to meet its obligations or pay its short-term debt. In other words,
the liquidity ratio is a ratio that can be used to measure to what
extent the company’s ability to pay off its short-term liabilities that
are due soon. To meet its short-term obligations that are due soon,
the company must have cash available or other current assets that
can be converted into cash immediately (Muthoni et al., 2013).

The liquidity ratio used in this study is the CR. A CR is a ratio
used to measure the ability of a company to meet its short-term
liabilities that are due by using the total current assets available.
In other words, this CR illustrates how much the availability of
current assets owned by the company compared to the total current
liabilities (Barth and Landsman, 2010).

Company size also needs to be considered by investors to see the
firm value. According to (Thakur and Workman, 2016), company
size can be measured by using the total assets, sales or capital of
the company. Companies that have great assets indicate that they
have reached maturity stage and are considered to have good
prospects in a relatively stable period and are able to generate
profits compared to companies that have small total assets.

One of the indicators to see the firm value is dividend policy.
Dividend policy is an important policy in the company’s finances.
Since the company’s goal is to grow and survive amid intense
competition, it must be able to manage the profits whether
distributed in dividends or retained. Dividends are products of a
dividend policy that will be received by shareholders. Shareholders
look forward to having dividends from the capital invested in the
company so that high dividend is highly expected by shareholders,
but it will affect company’s low retained earnings which makes
it difficult for the company to invest. Investment is important for
the development of a company. It will increase sales and the firm
value (Vickery et al., 2004). In this study, the dividend policy is
in the form of shared cash dividends measured by using DPR that
compares dividends divided by earnings after tax (Konovalov,
1964). According to (Viswanathan and Dickson, 2007) ROA
affects the firm value. A high profit indicates good company
prospects so that it triggers investors to participate in increasing
stock demand since rising stock demand will increase firm value.

(Makri et al., 2014) states that debt ratio variables or DAR have a
significant effect on price to book value. This can also be compared

through raw data where the size of the debt ratio affects the size
of the price to book value. Low debt ratio value is followed by a
low price to book value, whereas high debt ratio value is followed
by a high price to book value.

The result of the study by (Mutmainah, 2015) showed that firm
size has a significant effect on firm value, while that by (Erlangga
and Mawardi, 2016) and Juniarti showed that firm size has a
significant effect on firm value.

(Wardana, 2015) found that there were thirteen manufacturing
companies measured by the CR, ROA, and DAR resulting in CR,
ROA, and the DAR affect firm value. The research conducted by
(Vatansever and Hepsen, 2013) found that DPR has no significant
effect on firm value. While the research conducted by (Faulkender
and Petersen, 2006) showed that DPR has a significant effect on
firm value.

The result of the study performed by (Nurainy et al., 2013) found
that dividend policy (DPR) does not affect firm value, investment
decisions (PER) does not affect firm value, funding decisions
(DER) affects firm value, debt policy (DAR) does not affect firm
value, Liquidity (CR) does not affect firm value, dividend policy
(DPR), investment decisions (PER), funding decisions (DER), debt
policy (DAR), liquidity (CR) simultaneously affect firm value.

2. LITERARUTE REVIEW

2.1. Effect of ROA on Firm Value

High profitability shows good company prospects so that investors
will respond positively to these signals prompting the increase
of firm value. This is understandable because the company that
managed to record increased profits indicates that the company
has a good performance that generates a positive sentiment for
investors and increase the company’s stock price. Increasing stock
prices in the market will increase the firm value. This is supported
by the results of (Terpstra and Verbeeten, 2014) finding that
profitability ratio as measured by ROI or ROA has a significant
effect on firm value.

H1: ROA affects the firm value of manufacturing companies listed
on the Indonesia Stock Exchange for the period 2013-2016.

2.2, Effect of DAR on Firm Value

According to (Siahaan et al., 2016), the debt ratio is the ratio of
the total debt of a company to company assets. The lower the debt
ratio, the lower the source of financing through debt. Conversely,
the higher the debt ratio, the higher the source of financing through
debt.

H2: The DAR affects the firm value of manufacturing companies
listed on the Indonesia Stock Exchange for the period 2013-2016.

2.3. Effect of CR on Firm Value

According to (Wardana, 2015), based on his ratio calculation, the
company which has a small CR indicate that it has small current
assets to pay their short-term liabilities, but the company which
has a high CR is not necessarily said to be good since a high CR
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may occur due to lack of effective cash and inventory management.
Therefore, to say whether a company has a good level of liquidity
or not, a standard ratio is needed, such as the ratio standard of
similar business segments.

H3: CR affects the firm value of manufacturing companies listed
in Indonesia Stock Exchange for the period of 2013-2016.

2.4, Effect of Firm Size on Firm Value

According to (Mutmainah, 2015), the company size can be
measured by the total assets, sales or capital of the company.
Companies that have great total assets indicate that they have
reached the maturity stage and considered to have good prospects
in a relatively stable period and been able to generate profits
compared to companies that have small total assets. When
a company has great total assets, the management has many
preferences to use the assets. Viewed from the management side,
the ease with which it controls the company will increase the
value of the company (Rajgopal and Venkatachalam, 2011). This
is supported by the results of the research conducted by (Nurainy
et al., 2013) showing that firm size has a significant effect on
firm value.

H4: Firm size has a significant effect on the firm value of
manufacturing companies listed on the Indonesia Stock Exchange
for the period of 2013-2016.

2.5. Effect of Dividend Payout on Frim Value

The stable DPR and the company capability to increase the ratio
will ensure the investors that management announces positive
changes in the company’s expected profits. The management and
the board of directors should give signals and fully convince that
financial conditions are better than those reflected in stock prices.
This dividend increase will be able to have a positive effect on
stock prices which will also later give a positive effect on PBV
(Crane et al., 2016). This is supported by (Crane et al., 2016)
stating that the DPR has a significant effect on firm value.

HS5: DPR affects the firm value of manufacturing companies listed
on the Indonesia Stock Exchange for the period 2013-2016.

3. METHODOLOGY

The research applied a quantitative method, and the data were
secondary data which included independent variables namely
ROA, DAR, CR, firm size, and DPR and a dependent variable
that was the firm value of manufacturing companies listed on
the Indonesia Stock Exchange for the period 2013-2016. The
data were obtained from the official website on the Indonesia
Stock Exchange (IDX) addressed in www.idx.co.id in the form
of financial statements. The dependent variable (Y) was the firm
value measured using PBV, and the independent variables were:
X, =ROA, X, =DAR, X, = CR, X, = Firm size, and X, = DPR.

The population was 138 manufacturing companies listed on
the Indonesia Stock Exchange for the period 2013-2016. The
method of determining the sample was purposive sampling.
The sampling applied several specific criteria consisting of

(1) Manufacturing companies listed on the Indonesia Stock
Exchange (BEI) for the period 2013-2016. (2) Manufacturing
companies that publish complete financial statements for the
period 2013-2016. (3) Manufacturing companies that present
financial statements in rupiah (Rp.) for the period 2013-2016. (4)
Manufacturing companies that experience profits for the period
2013-2016. (5) Manufacturing companies that distribute dividends
in a row for the period 2013-2016. After the sample selection,
samples of 32 out of 128 companies were obtained.

According to (Suryana et al., 2013), a dependent variable
(variable Y) is a variable that is affected or which results from the
existence of independent variables. The company value is proxied
by PBV. PBV ratio is a ratio that is often used to determine the
value of a company by comparing market prices per share with the
book value of the company. According to (Watts and Zimmerman,
1978), the PBV formula is as follows:

Price book value=Market Price Per Share:Book Value Per Share

According to (Fiechter, 2011) book value per share can be
calculated using the formula as the following:

Book Value Per Sheet=Number of Equities:Number of
distributed Shares

3.1. Independent Variables
1. Return on Asset
ROA measures a company’s ability to generate profits that can
guarantee the firm value. ROA was calculated by comparing
net income and total assets. According to (Makri et al., 2014),
ROA can be calculated using the following formula:
_ Net Profit

- Total Assets

2. DAR
It compares corporate debt which is obtained from the ratio
of total debt divided by total assets. The formula of debt to
total assets is (Vatansever and Hepsen, 2013):

Total Debt

Debt to Asset Ratio=————
Total Assets

3. CR
A CR is a ratio used to measure the ability of a company to
meet its short-term obligations that are soon due by using the
total current assets available. In other words, this CR describes
how much the availability of current company assets compared
to the total current liabilities. Therefore, the CR is the result of
the division between the total current assets and total current
liabilities. The following is the formula to calculate the CR
(Eng and Spickett-Jones, 2009).

4. Firm Size
According to (Masakure, 2016) company size can be measured
using the total assets, sales or company capital. Companies
that have great total assets indicate that they have reached the
maturity stage and been considered to have good prospects
in a relatively stable period and generated profits compared
to companies that have small total assets.

Size=Total Assets
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5. DPR
In this study dividend policy was in the form of shared cash
dividends measured by using the DPR which compares
dividends divided by earnings after tax (Frank et al., 2009).
_ Shared dividend
EAT
The technique used to analyze data was multiple regression
analysis calculated by using Microsoft Excel and SPPS
version 21 programs. The regression equation models in this
study were:
Y=o, X, 8, X, +8: X5 B, X +B5 X5 +e

DPR

Where: Y = Firm Value

o = Constant

B =p1 B2 B3 = Regression coefficient
X, = Return on asset

Xi =DAR
X,=CR

X, = Firm size
X, =DPR

€ = error.

4. RESULT AND DISCUSSION

4.1. Effect of ROA on Firm Value

The first hypothesis was that ROA affect the firm value. The
ROA value was t count 2.198 greater than t table 1.98081 and
the Sig value was 0.030 <0.05. This showed that ROA has an
effect on the firm value. High profit gives an indication of good
corporate prospects so that it can trigger investors to participate in
increasing stock demand. The rising of stock demand will cause
the firm value to increase. The results of this study support (Thakur
and Workman, 2016) research arguing that return on asset has a
significant effect on firm value (PBV).

4.2. Effect of DAR on Firm Value

The second hypothesis was that DAR affects the firm value. The
results of the research found that the DAR value was t count 0.193
greater than t table 1.98081 and the Sig value was 0.847 >0.05.
This showed that the debt to asset (Rajgopal and Venkatachalam,
2011) ratio does not have an influence on the firm value. This
was probably caused by high debt. The company managed the
debt very well so that the higher debt increases the firm value
(Duh et al., 2012). The results of this study support the research
conducted by found that DAR has no significant effect on firm
value (PBV).

4.3. Effect of CR on Firm Value

The third hypothesis was that CR affects the firm value. The result
of the research showed that the CR value was t count 0.151 <t table
1.98081 and the Sig value was 0.881 >0.05. It can be concluded
that CR does not have an effect on the firm value. This can also
be viewed from the raw data comparison where the size of the
CR does not affect the size of the PBV. High CR value does not
reflect high PBV, conversely, low CR value does not reflect low
PBV. Likewise, the inverse relationship does not apply, meaning
that high CR value does not reflect low PBV, while a lower CR
value does not reflect high PBV.

It can be said that to invest in a company, an investor does not pay
attention to the CR of the company, because it merely shows the
company’s ability to cover the current debt with current company.
The liquidity position is not considered by the investors. The
results of this study are consistent with the results of (Eng and
Spickett-Jones, 2009) study that CR does not have a significant
effect on firm value (PBV).

4.4, Effect of Firm Size on Firm Value

The fourth hypothesis was that firm size affects the firm value. The
result of the research showed that the value of firm size proxied
with total assets was t count 3.257 >98081 t table 1 and the Sig
value was 0.001 <0.05. This showed that the firm size has an
effect on firm value. The greater the number of company assets,
the greater the company capital. This will certainly increase PBV.
The firm size is used as a benchmark that the company has a good
performance so that the firm size has a positive effect on the firm
value. It can be concluded that firm size can be used as a tool to
assess PBV in manufacturing companies. The results of this study
are consistent with the results of (Erlangga and Mawardi, 2016)
study which states that firm size has a significant effect on PBV.

4.5. Effect of DPR on Firm Value

The fifth hypothesis was that the DPR value was t count —1.500
<t table —1.98081 and the Sig value was 0.136 >0.05. This
showed that the DPR does not have an effect on the firm value. In
aggregate, an investor merely sees the total return on investment,
but they don’t see whether it is from capital gains or dividend
income. Hence, whether the profit generated will be distributed
as dividends or retained as retained earnings, it will not affect the
value of the company. It can be concluded that the DPR cannot
be used as a tool to assess PBV in manufacturing companies. The
results of this study are consistent with the results of (Crane et al.,
2016) study which states that the DPR does not have a significant
effect on firm value (PBV).

4.6. Effect of ROA, DAR, CR, Firm Size and DPR on
Firm Value

The sixth hypothesis was that ROA, DAR, CR, Firm Size, and DPR
affect the firm value. The results of the Simultaneous Significance
Test (F-test) showed the significant value was 0.002 < 0.05,
meaning that the sixth hypothesis was accepted. This indicates
that ROA, DAR, CR, firm size, and DPR affect the firm value.

5. CONCLUSION

This study was conducted on manufacturing companies listed on
the Indonesia Stock Exchange for the period 2013-2016 which
aimed to see whether the ROA, DAR, CR, firm size, and DPR
has effects firm value. The sample was 32 out of 128 companies.
This study used annual financial statements to obtain the data
needed in this study.

The results of the test found that return on asset has an effect firm
value, DAR does not have an effect on firm value, firm size has an
effect firm value, and payout ratio has no effect on firm value. The
overall test results showed that the return on asset variable, DAR,
CR, firm size and DPR have effects firm value on Manufacturing
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Companies listed on the Indonesia Stock Exchange for the period
2013-2016.

The researchers suggested that the next researchers add other
variables that were not included in this study since the results of the
study found only two variables that have positive and significant
effects on firm value namely ROA and firm size. The researchers
suggested that companies pay more attention to what factors
influence the firm value and be more careful in making policies
so as not to reduce the firm value. It is recommended to expand
the model by adding the number of variables including the risk-
taking policy variable that is measured with standard deviations
from returns, or other possible variables. Subsequent research is
expected to add a number of periods and use more samples so that
the test results can be better.
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