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Abstract

The use of debt by the company should be usedhanee the company's operations, expansion, andaser
sales, so that the company's profitability canrmedased. Firm's Value is investor perception ef tbmpany,
which is often associated with stock prices. Hitgitk prices could enhance shareholder value. Tima's-value
can be estimated with Tobin's Q, which is the regraent cost required to obtain the same assetshetassets
of the company. The purpose of this study was coteduto examine the relationship between capitattire
(DER), the company's performance (ROE) and FirnuezdlTobin's Q) of companies listed on the Indonesia
Stock Exchange. The research data consisted ombB@Qifacturing companies from 2011 to 2014. Theysisl
tool used is regression analysis. Results showagdltle financial performance be a better mediatdirmn value
than the capital structure. There is a negativieiémice between capital structure and profitabilibg positive
effects of capital structure and profitability betFirm's value.
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Introduction

In a highly competitive environment, in order tongue and thrive, companies are trying to implemt
investment plan efficiently in order to maximizerRivalue and shareholder wealth (Chen and Cheri,)20he
main goal of companies that have gone public aneasing the prosperity of the owner or sharehsltt@ough
increased Firm value (Salvatore, 2005). The val@iehe firm is very important because it reflecte th
performance of the company that could affect inmestperception of the company. The Firm's valu¢hés
market value of a company's equity plus the mar&kte of the debt. The value of the firm can déscthe state
of the company. With the good value of the Firng tompany will be viewed favorably by potential éstors,
and vice versa. Some factors that may affect tHeevaf the firm is profitability and capital struce.
Profitability is the company's ability to obtaingfit in relation to sales, total assets and Eq(grtono, 2001).
Companies with high profits tend to use more lotm®btain tax benefits. Profitability is the ratid the
effectiveness of management based on the retumaaed from sales and investment. In this studyrdtio of
profitability measured by return on equity (ROE)OR is a ratio which indicates the company's abiliy
generate net income on return on shareholder edRIDE increased indicates that the increased mamage
performance in managing the funding source of djmeral funding to produce a net profit. ROE showe t
benefits of shareholders. ROE shows the growthpamis of the company, because it means there énfialt
for increased profits from the company. This istaegd by investors as a positive signal of the camythereby
increasing investor confidence. If there is an@ase demand for shares of a company, then it mdiréctly
raise the price of such shares on the capital mav¥ith the good performance of the company wilrgase The
value of the firm (Suharli, 2006). The effect obfitability as an indicator of the company performa are
positive (Santika and Kusuma, 2002). Due to theeimsed performance of the company will increaseRibé
and ROE which are example of proxy of the profiisbratios. Capital structure is the proportionadfmpany
debt financing, namely the leverage ratio (leveyagehe company. Thus, debt is an element of tragany's
capital structure. Capital structure is the keyirtproving productivity and company performance. iGdp
structure theory explains that the funding poliiggncial policy) in determining the company's ¢apstructure
(mix between debt and equity) aimed at optimizing firm’s value. The optimal capital structure ocf@mpany
is a combination of debt and equity (external sesychat maximize the company's stock price. Aedam
moment, the company management establishes addrgapital structure, which may be an optimal $tmeg
even though the target may be changed from timénte. Based on the theory of capital structurethi
structure of capital exceeds the optimal level they additional debt would reduce The value of fih@.
Decision depends on the capital structure of thepamy's management. The capital structure is key to
improving the efficiency and performance of the pamy. Capital structure theory asserts that thecypalf
financing the capital structure aims to optimize talue of the Firm. Optimal capital structure thatl
maximize the stock price. Several factors affeetdbtermination of the stability of the capitausture include
sales, asset structure, leverage, growth oppoianjprofitability, income taxes, and policy managat. Other
determinants include the size of the company, déngek the size of the company it is relatively espbtain
debt than small firms. Debt allows large compangegrow better (Mai 2006). Based on the trade-béfory,
debt management can cause the ratio of debt tormmeithe firm’s value. Fama (1978) believes tha th
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company will be reflected in the company's stodkegrJensen (2001) explains that in order to mazéniihe
value of the firm, management must consider nog eguity, but also other sources of financing idahg debt,
warrants and preferred stock.
The goal of this research is to empirically examtine relationship between profitability, capitalusture and
corporate value. Furthermore, profitability will bested role in bridging the influence of capitalisture to the
firm's value, and examine the role of the capitaucture in bridging effect on The value of thenfis
profitability.

Literature Review

Firm Value

Hunt (2009) states that the firm value is the vadfiehe total market capitalization of the compawmich is
equity plus net debt, known as market value, Theevaf the firm, or the aggregate value. The valtithe firm
is very important because of the high value of deenpany which will be followed by high prosperity
shareholders (Brigham and Houston, 2006), the higiee stock price the higher The value of the fiffine
company's high value shows the prosperity of stwdeis is also high. The goal of any company imé&ximize
the firm’s value. When company went public, seeteqamise value of the share price. Therefore, thagany
went public has a goal to maximize shareholder thgaksented the company's stock price. The shialehand
the company represented by the market price ofliages is a reflection of the investment decisiimancing,
and asset management. The market price of shatke cbmpany formed between the buyer and ther setien
the transaction is called the value of the enteepmarket, because the market price of the stoctrisidered a
reflection of the true value of the company's assEhe value of the firm formed through the stockrket value
of the indicator is strongly influenced by investthepportunities. The existence of investment opputies can
give a positive signal about the company's growtlthe future, so as to increase the firm’s valuge firm’s
value can be estimated by Tobin Q (the replaceresitrequired to obtain the same assets with thetasf the
company). This ratio is named after the initiatamés Tobin in 1969. When Tobin's Q is lower tharthg,
company will become an attractive acquisition targather to be combined with other companies or to
liquidation. The buyer will get the company's assatt a cheaper price than if the assets are sthidrvase if
Tobin Q high value is an indication that the comphas a high growth potential, namely The valu¢gheffirm
is more than the value of its assets (Widjaja argwiroh, 2011).

Profitability

The company's performance shows the company'syahili benefit from the assets, equity, and debte Th
company's performance is the performance of thepaom One measure of corporate performance is Retur
Equity (ROE). ROE is a measure of a company's tatafity, it is important that measures the rettion
shareholders (Jones et al, 2009). Profitabilitthis company's ability to generate profits and mesashbe
operational efficiency and the efficiency of its mwproperties (Chen, 2004). The same sense conveyed
Husnan (2001), profitability is the ability of aropany to generate profit at the level of salesets and certain
capital. Profitability is a picture of the perforn@e of management in controlling the company (Péacand
Mukhlasin, 2003). The company's ability to genegaigfits will be able to attract investors to invésnds that
can be used by the company to expand its busiotissywise the low level of profitability that witause
investors to withdraw their funds. As for the ptalfiility of the company itself can be used as aalwation of
the effectiveness of the management of these eigesp Analysis tools in question are financialiost
Profitability has an important meaning in an attértg survive in the long term, because it can shbe
profitability of the company has good prospectthim future or not. Profitability and the profitabilratio shows
the success of the company to benefit Ang (199npther proxy used is the Gross Profit Margin, NeifiP
Margin, Return on Investment (ROI), Return on Egjaihd Earning Power, (Brigham and Houston, 2006).

Capital Structure

The capital structure is a proportional relatiopdhétween debt and equity. Capital structure caméasured by
debt-to-equity ratio (DER) is the ratio used to mea the level of leverage (use of debt) to tdtaksholder's
equity of the company. This ratio shows the conmpmsiof total loans (debt) to total capital of tt@mpany. The
higher the DER shows the composition of total dgkater than the total capital itself, so thatliheden of the
company towards the creditors are also gettingasiggecisions of a company's capital structurecédféhe rate
of return and the risk that shareholders may ulityaaffect its market value. In the theory of ¢apstructure,
the most important decisions of the company witllard to the determination of the proportion of debt
equity to optimize value and minimize the cost apital (De Jong, Kabir, and Nguyen (2008), Margsudind
Psillaki (2010), Agliardi and Kousisi (2013 ), Geash (2013). Besides theories have been put forlgrd
Modigliani and Miller (1958), there is the theorfyaapital structure that addresses the relationsétpveen The
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value of the firm's and capital structure. The ni@dsumes that the trade-off of the company's algitucture
is the result of a trade-off of using the tax adages of debt at a cost that will be incurred assalt of the use
of debt (Myers and Majlufs, 1984). The essenceaaitd-off theory is to balance the benefits andifaes that
arise as a result of the use of debt. If the beiefireater, additional debt is allowed. If thersfice for a greater
use of debt, then the additional debt is not altbaaymore. The trade-off theory has been consigeramious
factors such as corporate tax, the cost of bangyu@nd personal tax, in explaining why some corgsn
choose a particular capital structure (Husnan, pOlte use of debt can increase The value of the but only
on up to a certain point. After that point, the ausedebt actually reduce The value of the firm.hélagh the
model trade-off theory can not determine precigbly optimal capital structure, but the model presicin
important contribution is that the company withetassets of high, you should use less debt ang@oies that
pay high taxes should be more use of debt than anip that pay low taxes. Pecking Order Theoryrasshat
when a company requires capital, which will befitst consideration is the retained earnings, ttebt, and the
last option is to issue new shares. Myers (1984wsld that the presence of asymmetric informatica th
issuance of new shares will lead to a decline agksprices, which will cause the agency costs afitggand
thus the issuance of new shares is the last optiothis situation. In addition, companies that hadigh
profitability will not depend excessively on extattinancing for development, because it has a thegeffect
on the profitability leverage.

Model and Hypothesis
The research model developed in this article are:

Hs
H, ROE
y \
Hj _
DER > Firm Value
He

Theinfluence of capital structure On profitability

Capital structure with regard to the compositionitsffinancing. The use of debt by the companyridez to
expand, improve the results of its operationshst the company can increase profits. Thus theasad use of
debt followed by rising corporate earnings. Buaatertain point, interest charges on the use of wébweigh

on corporate earnings. The greater the debt tighat profitability will decrease. Research conductsd
Pratheepkanth (2011) shows the capital structudleR)Dhas a negative effect on the performance of the
company (GPM, NPM, ROI, ROA and ROE). Similar résutere shown by the results of the research ofima
et al (2012), Hasan, et al (2014), Pouraghajanal €012), Chukwunweike and Osiegbu (2014). Based e
argument, the hypothesis in this study is:

H1: Capital structure has negative effect on pabifiity.

Influence Profitability on capital structure

Profitability describes the ability of businessesdgenerate profits using all capital owned. Wilfeaf the
profitability of a company policy of the investars the investment made. Companies that have alégth of
profitability, it is definitely going to reduce lding. This means that the loan interest burden aldb be
reduced. The first option is a fund financing trempany's operations in retained earnings, the greaat
retained earnings, the smaller the loan amountdd if theory provides an explanation of the basedf the
use of debt and the dangers of the use of excedsise According to the trade-off theory, comparsisuld be
able to balance the benefits of the protectiorhefinterest tax on the cost of financial difficelti Evidence of
empirically testing the profitability of a negatiedfect on the capital structure (Booth, et al (BQBevan and
Danbolt (2002), Mazur (2007), Daskalakis and Pill@007), Ezeoha, (2008), Al-Najjar and Hussair{ey
2011), De Jong et al (2008), Delcoure (2007), Dia¢d008), Dessi and Robertson (2003), Fama and Rrenc
(2002), Gleason, et al (2000), Supanvanij (2006kes ( 1994), Tong and Green (2005), Jiraporn aind L
(2008)), because the company will use the finansigces of the company Myers and Majluf (1984 sdgkon
The argument, the hypothesis in this study is:

H2: Profitability has negative effect on capitalsture.
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Influence Capital Structureon Firm Value

Modigliani and Miller (1958) holds that there is redationship between leverage and firm value. Mbalni and
Miller (1963), after considering the tax effect ®he value of the firm, stated that the debt cap hedrease The
value of the firm. DeAngelo and Masulis (1980) ddes the cost of financial difficulties, statingaththe
balance of benefits and costs will lead to an oaltiieverage. Benefits include issuing debt taxldhiéfect and
non-tax shield. Benefits tax savings from intedst, while the second is the reduction of taxes/eé from
the elements Non-debt related, such as depreciationinvestment tax credits. The model assumestligat
trade-off of the company's capital structure isrdsult of a trade-off of using the tax advantagfedebt at a cost
that will be incurred as a result of the use oftddbyers and Majlufs, 1984). The essence of traffieheory is
to balance the benefits and sacrifices that asse esult of the use of debt. If the benefit isater, additional
debt is allowed. Use debt in the capital structirecontrol the use of free cash flow in excess s the
management is not involved in investment projecigrafitable company (Jensen, 1986). The use of ddbt
lead to the supervision of the lenders so that gament can work to improve the company's inter&dtss
condition responded positively by pemegng stock thaeflected by an increase in stock prices (Gaand
Ocana, 1999).

Based on The argument, the hypothesis in this stdy

H3: positive effect on the capital structure of Eiem’s value.

Influence Profitability on Firm Value

Good corporate profitability growth signifies thatdre prospects of the company assessed the badtat will
be better the firm’'s value in the eyes of investirthe company's ability to generate income iases, the share
price will also increase (Husnan, 2001). Stock giiiecreases reflect the company's good value fegsiors.
Shareholder value will increase if The value of finen increases are characterized by a high rateetirn on
investment to shareholders. The return on investrteeshareholders depend on the profits producedhby
company. Haugen and Baker (1996) proved that thleehiprofitability of the company, the more prdfiat can
be distributed to the shareholders, it will inceedhe value of the firm. Companies that can geaestdble
earnings and increases will be seen as a positivalsfor investors, it can also increase The valfithe firm
(Chen and Steiner, 2000; lturriaga and Sanz, 2001).

Based on The argument, the hypothesis in this stdy

H4: Profitability has positive effect on Firm Value

Relationship Capital Structure, Profitability and Firm Value

Capital structure theory asserts that financingcgahims to optimize the capital structure of tivenfs value.
Optimal capital structure that will maximize thedakt price. Several factors affect the determinatibcapital
structure includes asset structure, leverage, d¢roprofitability, income taxes, and policy managemeilso
affect the size of the company, the larger the eizéhe company, are relatively easy to obtain dieah small
firms. Debt allows companies to grow better. Basedhe trade-off theory, debt management can dfffiectatio
of debt to maximize the firm’s value. Fama (1978)idwes that the company will be reflected in thenpany's
stock price. Jensen (1986) explains that in ordenaximize The value of the firm, management mosssider
not only equity, but also other sources of finagcincluding debt, warrants and preferred stock. &amd
French (1998) found optimize The value of the fitem be reached with financial management. The ‘oéfde
theory predicts a positive relationship betweenitahgtructure with The value of the firm assumithg tax
benefit is greater than the cost of financial amgrey costs. Trade-off Theory also predicts a jweasit
relationship between capital structure with theelewf profitability. Debt interest deduction in calating
taxable income will reduce the proportion of the bairden, so the proportion of net profit (net im®) after tax
greater, or higher levels of profitability.

Based on The argument, the hypothesis in this gaidy

H5: Profitability can amplify the effect of capitstructure on firm value.

H6: The capital structure can amplify the effecpadfitability on firm value.

Reserch M ethodology

M easurement of variables

The variables used in this study, namely the pabfiity and capital structure (independent variataed The
value of the firm (the dependent variable). A prday the profitability of ROE (net profit after tedivided by
equity), capital structure: Debt to Equity Ratiotél debt divided by total equity), and the vald@@ompany is
measured by Tobin's Q (the ratio of stock marketmanies to book value of equity). DeterminatiorTobin's
Q is done by determining the book value of totbilities (D) and the market value of equity (EM3hare price
multiplied by number of outstanding shares) at lleek value of equity (EBV: the difference betweerak
assets and total liabilities) and the book valutheftotal liabilities (D), as follows:

188



Research Journal of Finance and Accounting www.iiste.org
ISSN 2222-1697 (Paper) ISSN 2222-2847 (Online) H-,i,l
\Vol.6, No.20, 2015 IIS E
0= (EMV + D)

(EMB + D)

Testing the significance of profitability and caistructure as mediation conducted by Sobel bestallowing:

Sp2p3= \/p?fsz2 +p2°Sp3 +SpZSp3

Resear ch Design
This study used all companies listed on the Stoxgh&nge as many as 130 companies, with the dataein
period 2011-2014, with the monthly data. Researnth path analysis by testing using OLS method.

Analysis and Disscussion
Table 1: Capital Structure Influence On Profitaili

K oefisien t-gatistic R-Square
Constant 0.117 10.897 0.04
Capital Structure -0.039 -3.649 '

Testing capital structure and profitability shownTiable 1. The results show a negative effect abpitucture,
which shows the first hypothesis is accepted. Amaase in the debt unit may reduce corporate prbiit3.9
percent. At manufacturing companies in Indonesia,dapital structure can give an explanation omges. in
the company's profit by 4 percent. The negativéuarfce of capital structure to profitability accimgl to
research Pratheepkanth (2011), Omar et al (20189aiet al (2014), Pouraghajan et al (2012), Cholugike
and Osiegbu (2014). This study supports Myers (R0d1the trade-off theory that the higher the lexfelse of
debt will increase the cost of the company's bagptksuand degrading its performance.

Table 2: Profitability Influence On Capital Structu

Variabel K oefisien t-statistic R-Square
Constant 0.957 24.448 0.04
Profitability -1.109 -3.649 '

Testing the effect of profitability on the capitdtucture shown in Table 2. The results show a thegaffect of
profitability, showing the second hypothesis isegted. The increase in profitability will be folled by a
greater reduction in corporate debt (1,109). Pabfity has the ability to predict changes in trempany's
capital structure manufacturing by 4 percent. Tésults support the pecking order theory which staat
companies that have a high income prefer to usgnat funds to finance their investments. The tssalso
support research and Hussainey Al-Najjar (2011),)@rgy et al. (2008), Delcoure (2007), Draig@008), Dessi
and Robertson (2003), Fama and French (2002), Gie&s al (2000), Supanvanij (2006), Sheel (19%éng
and Green ( 2005), Jiraporn and Liu (2008). Myers &ajluf (1984) found a profitable company and erate
high revenue, will use less debt than companieisdbaiot generate high profits. These results siggport the
research of capital structure (Booth, et al (20BByan and Danbolt (2002), Mazur (2007), Daskalakid
Psillaki (2007), Ezeoha (2008).

Table 3: Capital Structure And Profitability Infloee On Firm Value

Variabel coefficient t-gtatistic R-statistic R-Square
Constant 0.810 13.952

Capital Structure 0.105 2.111 48.446 0.241
Profitability 2.615 9.843

Effect of capital structure and profitability ofettFirm values shown in Table 3. The ability of ¢apstructure
and profitability in providing an explanation of & walue of the firm has a better ability (24.1 ety compared
with testing only involves capital structure anafiiability (4 percent). Capital structure and prability can

predict changes in The value of the firm with aipes direction. Profitability has a greater rolg,§15)

compared with the capital structure (0105). Thedase in the capital structure can increase Theeval the
firm, supports the third hypothesis, but the insgess relatively small. The increase in profitapilivill increase

more than twice The value of the firm. These rassiitengthen the research Koralun and Bereznidki3(2

Effects Testing M ediation

Testing the path analysis showed that the capitattsire directly affects The value of the firmdamay also
indirectly affect The value of the firm is to priability as a mediating variable. The magnitudettaf direct
effect that is 0105, while the indirect effect the0102, so the total effect of capital structarefirm value that
is equal to 0207. Profitability impact directly The value of the firm and can also be indirect affen The
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value of the firm to be mediated by capital struetthe direct effect on the profitability of thenfi's value that
is equal to 2,615, and the indirect effect on Takue of the firm is 0.116. The total effect on grefitability of
the firm’s value that is equal to 2,731. Based lwsé results it can be concluded that the hypathvwasile the
fifth and sixth unacceptable. Testing the signifioa of the mediating effect of profitability ando@ial structure
can be seen in Table 4.

Table 4. Mediation effects of Profitability and Qb Structure

Variable Sp2p3 t-value
Profitability 0.0307 -3.3220
Capital Structure 0.0658 -1.7697

Profitability ability in mediating the effects ofpital structure to the Firm's value statisticaignificant. The
ability of the capital structure in mediating th&feet of profitability to the firm value is not dtstically
significant. Based on both models tested, the fadofity is the liaison influence of capital struoé on firm
value. Capital structure (debt) on companies listethe Indonesia Stock Exchange that increasehaile an
impact on profitability and ultimately will affe¢he Firm Value.

Conclusion, Limitation and Recomendation

Conclusion

Testing linkages capital structure, profitabilignd value of the company on the companies listedh@n
Indonesia Stock Exchange, strengthening the resehat has been tested by a number of previousnesers.
Capital structure significant negative effect oroftability, and vice versa. The negative effect azpital
structure in accordance with the trade-off thedayes that the use of debt to fund a certain lesélcause the
cost of bankruptcy, the high capital costs areaffstet by higher revenues. The next test showstheatapital
structure and profitability of significant positiedfect on The value of the firm. The use of detd ncreased
profitability will increase the firm’s value, wita larger share in profitability. Finally, the cagistructure can be
influenced either directly or indirectly on The wal of the firm, in which the indirect effect medidtby
profitability.

Limitation and Recomendation

Limitations of this study is the number of indicaased to measure each of the variables andntieeperiod of
observation. For further research, it can use nmi&ators to measure each variable, and add a pened
longer study.
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