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Abstract

This study aim was to examine and analyzing eftéananagerial ownership, financial leverage, padyility,

firm size, and investment opportunity on dividendligy, and effect of all that variables on firm wal
Populations were all manufacturing companies tlwapuplic and listed at Indonesian Stock Exchangéndu
2006-2011 periods and a sample was decided by semsthod. Research results showed that managerial
ownership and investment opportunity affect onakwid policy, while financial leverage, profitabjiliand firm

size has no effect on dividend policy. These redulither explained that research variables, namalgagerial
ownership, financial leverage, profitability, firgize, investment opportunity, and dividend polidfeet firm
value.

Keywords: : Dividend policy, Firm value, Firm characteristitsdonesia Stock Exchange

1. Introduction

Manufacturing industry was one of most develop sidas and providing largest contribution to Gross
Domestic Product (GDP) of Indonesia compared to esarther industries. However, manufacturing sector
growth declined slowly during 2006-2009 (Anonymo@§11). Phenomenon a contribution decline on GDP
during 2006-2009 will hinder goal to increase fivalue. This was proved from lower firm value duri2@06-
2009. In these conditions, firms need to make mfmt decisions related to various corporate poliges of
them was dividend policy. Dividend policy was aipglrelating to firm's decision to share incomeikalde in
form of dividends to shareholders or hold it asiretd earnings for future investment (Weston andetaond,
1992). From manufacturing industry, there were I#nganies committed to distribute dividends for 5
consecutive years during 2007-2011. Most of 15 @omgs decided large percentage of retained earniigs
shows management decisions making influenced Hyildiion and growth of company profitable investine
opportunities.

Investors invest their funds in firm’s stock to mak profit. Expected profit by investors and prasie
investors were future shares results namely dildemd capital gains (Wild, Subramanyam, and Hax2g4).
Firm’s commitment to pay dividend should enhancarsholder value. This shows company believes that
information within dividend can provide a positisignal to investors.

Research on dividend policy shows different reaafiong researchers (Gordon, 1959; Miller and Moaligi
1961; Litzenberger and Ramaswamy, 1979) and théimaikly increases the long series of dividend fmuzz
(Black, 1976). Firm's efforts to enhance firm valuere directly or through dividend policy. It reges firm to
review factors that reflecting firm characteristiand firm performance as consideration for investand
prospective investors to invest in stocks.

Theoretically, several factors of firm charactécistcan affect corporate dividend policy and firaue, both
directly and indirectly. They were managerial ovatdp, financial leverage, profitability, firm sizegnd
investment opportunity (Weston and Copeland, 1%¥#n and Steiner, 1999, 2000; lturriaga and Sabz] ;2
Brigham and Houston, 2004; Al-Najjar, 2009; Al-Shiyb2011). This study purpose was to examine and
analyzing effect of managerial ownership, finantéakerage, profitability, firm size, and investmenuportunity

on dividend policy, also to test and analyzing effef five variables and dividend policy on firmalue listed

on Indonesian Stock Exchange.
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2. Theory Review, Hypothesis, and Conceptual Model

2.1 Relationship of Managerial Ownership, Dividend Policy, and Firm Value

Managerial ownership was result of firm's effogalization to reduce agency problem. It will recicganager
chance to act adversely and detrimental to shadehoiinterests. According to Keown et al. (200%)idénds
payment was not direct result of monitoring prodbss closer to investment management. Rozeff (L&8hd

high dividends payment reduce conflicts between agars and shareholders. Thus, the higher managerial
ownership, the lower corporate dividend policy {@kt al., 1993; Mollah, 2011).

Hla: Managerial ownership negatively affect onidbwnd policy of manufacturing companies at Indoaesi
Stock Exchange

Firm's efforts to reduce agency problems by moimigprmechanisms through managerial ownership and
dividend policies can indirectly increase firm valuThat was because managerial ownership crelgesnant
between managers and shareholders interests. Mandiggeek to increase firm value that reflect@dnfs stock
price (Jensen and Meckling, 1976). Thus, the maragewnership can increase firm value (McConneit a
Servaes, 1990; Chen et al., 2003).

H2a: Managerial ownership has a positive effecfion value of manufacturing companies at Indonétiack
Exchange

2.2 Relationship of Financial Leverage, Dividend Policy, and Firm Value

Firm's efforts to reduce agency conflicts betweeamagers and shareholders by dividends paymentreatec
conflict between shareholders or managers withdentihat was because by increasing dividend paybat,
higher company chances to use external fundingutChiey and Hansen, 1989). Relationship betweemnfial
leverage with dividends policy arises from resiviet debt covenants (including restrictions of dends
payment) of creditor to protect its interests. @rdo, 2002). Thus, the higher company's finaneaétage, the
lower companies dividend policy (Jensen et al.,2)99

H1b: Financial leverage negatively affect on dénd policy of manufacturing companies at Indon&tizck
Exchange

Financial leverage can be used as firm monitoraay to lower agency problems. This can increase fialue
because agency problems can become a barrier tease its firm value (Jensen, 1986; Rao, 1995:85).
addition to monitoring mechanism, financial levexagn increase firm value through tax deductibledigliani
and Miller, 1963) and also signaling (Fama and €ineri998). Thus, increasing financial leveragerabtimal
point it will increase firm value (Davies et alQ@5; Mak and Kusnadi, 2005).

H2b: Financial leverage has a positive effect iom fvalue of manufacturing companies at Indonesals
Exchange

2.3 Relationship of Profitability, Dividend Policy, and Firm Value

Dividends were part of company net income thatrithisted to shareholders. The higher profitabilibg higher
firm cash flow, and firm were expected to pay higb&idends (Jensen et al., 1992, Chang, 2009; Asmar
Bokpin, 2010).

Hilc: Profitability has a positive effect on divide policy of manufacturing companies at Indonesiacls
Exchange

Optimal dividend payments can be seen as a priiiyasignal in future (Bhattacharya, 1979; Milland Rock,
1985). Firms that able to generate stable and asang profits can be seen as a positive signalnkgsitors
related to firm performance, so that a positivgpoese will increase firm value . Thus, higher padfility can
increase firm value (Chen and Steiner, 2000; ligaiand Sanz, 2001).

H2c: Profitability has a positive effect on firmlue of manufacturing companies at Indonesia Skoahange

2.4 Relationship of Firm Size, Dividend Policy, and Firm Value

Firm size affects on corporate dividend policynirgize will determine achievement of profitabilégd stability,
easier access to capital markets, and smalleratéoa costs when compared to small and new corapani
(Weston and Copeland, 1992). Large companies temdt¢ higher dividends than smaller and new comgan
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Lloyd et al. (1985) shows that firm size plays ero explain dividend payout ratio of company. JFascess to
various external funding, profitability and statyiliwere records that owned by large corporatiorssitRe
response from investors can increase firm valueaf8a and Midiastuty, 2003).

H1d: Firm size has a positive effect on dividemaliqy of manufacturing companies at Indonesia Stock
Exchange

H2d: Firm size has a positive effect on firm vatfenanufacturing companies at Indonesia Stock Bngh

2.5 Relationship of Investment Opportunity, Dividend Policy, and Firm Value

Investment opportunities were an investment degifiom combination of assets in place and optianguture
investment in projects that provide a positive pegsent value, and may affect firm value (Myers77)9
Related to dividend policy, a firm that has a létpoofitable investment opportunities tends to declow
dividend payout ratio target, and vice versa (Myams Majluf, 1984; Langsen, 1988; Brigham and Homist
2004).

Hle: Investment opportunity has a negative effectlividend policy of manufacturing companiesratdnesia
Stock Exchange

According to Fama (1978), firm value solely infleed by investment opportunities. Myers (1977) dbssr
investment opportunities to firm goals achievemé&imms with large investment opportunities showest tirm
has a bright future prospect. They will have pusiinfluence on firm's stock price. Thus, the higineestment
opportunities, the higher firm value (Iturriaga &ahnz, 2001; Davies et al., 2005).

H2e: Investment opportunity has a positive eftecfirm value of manufacturing companies at Indéa&ock
Exchange

2.6 Relationship of Dividend Policy and Firm Value

Most companies that committed to distribute dividierio shareholders will believe that dividend pplaan
affect value of firm's stock price. That was beeadssidend reflects firm's prospects to get prafitfuture.
Dividend policy was expected to gives a positignal regarding to firm condition. Thus, dividendlipy can
increase firm value (Baker et al., 1985; Baker &udvell, 1999; Suranta and Machfoedz, 2003; Omrah an
Pointon, 2004; Dasilas et al., 2009, Mai, 2010).

H3: Dividend policy has a positive effect on fimalue of manufacturing companies at Indonesia Stock
Exchange

Based description above, conceptual model of statdybe described as follows.

Managerial
Ownership

Financial
Leverage
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Dividend Firm Value

Profitability » Policy
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Investment
Opportunity

Figure 1: Research Model

3. Research Methodology
3.1 Data

This research was explanatory with quantitativeraggh. It uses secondary data from manufacturimgpemy
that go-public at Indonesia Stock Exchange (IDXJ &mdonesian Capital Market Directory (ICMD). Sedary
data used were annual financial statements isspiedropany from 2006-2011 periods.
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3.2 Population and Sample

These study populations were manufacturing comfiated on Indonesia Stock Exchange (IDX) during @00
2011 periods. This was census research or satusategling. All members of population become sampled
because population was relatively small. Amountirséed samples obtained were 15 manufacturing coiepa

3.3 Research Variables and Measurement

This research use endogenous and exogenous varigl@ogenous variable were dividend policy vadalfly'1)
and firm value (Y2). Meanwhile, five exogenous aaies were managerial ownership (X1), financiaktage
(X2), profitability (X3), firm size (X4), and invésient opportunity (X5). Here was operational deiim of

each variable used in the study.

3.3.1Endogenous Variables
a. Firm Value

Firm value was value of a business entity to gdagueofits in future that reflected at market valgem value
as measured by Tobin's q can be formulated aswsll@Chung and Pruitt, 1994; Rose, 2005; Benson and
Davidson 111, 2009):

Tobin's Q = (Market value of equity + Book valueegfuity): Book value of assets
b. Dividend policy

Dividend policy was a policy-making related to metome allocation that derived from company operati
activities to be distributed in form of dividends shareholders or were held as retained earniniysddnd
policy as measured by dividend payout ratio (DP&) lse formulated as follows (Al-Najjar, 2009).

DPR; = Dividend per sharg Earning per share it
3.3.2Exogenous Variables
a. Managerial ownership

Managerial ownership describes shares ownershipobypany's management. Managerial ownership (Mown)
can be formulated as follows (Chrutchley and Han$689; Handoko, 2002):

Mown = Number of shares owned by commissionersdamdtors: Total common shares outstanding
b. Financial leverage

Financial leverage was firm’s ability to use fix@sbncial obligations in order to maximize profitanges on per
share income of common stock. Financial leveragasured by debt to total assets ratio, i.e. rat theasures
the extent assets company has been financed by Debt to total assets ratio can be formulatedofevis
(Aivazian et al., 2003; Al-Najjar, 2009; Al-Shuhif2011):

DAR = Total debt: Total assets
c. Profitability

Profitability was a management effectiveness megsant based on returns from sales and investment.
Profitability was measured by return on assets Wwhéflects firm's ability to use assets resourcegenerate
profits. Return on assets can be formulated aevisl(Chen and Steiner, 1999; Abor and Bokpin, 201éhta,
2012):

ROA = Net income: Total assets
d. Firm size

Firm size was a level to shows a firm developmeithiw business. Firm size can be formulated a®¥adl (Al-
Najjar, 2009; Al-Shubiri, 2011):

Firm size = Ln total assets
e. Investment opportunity

Investment opportunity was an investment decisiorform of a combination of assets in place andré&itu
investment options in a profitable project. Investnopportunity was measured by capital expendimretal
assets (CAPX / A) that can be formulated as foll@sie et al., 1993; Iturriaga and Sanz, 2001; &ap, 2003;
Chang, 2009):

CAPX / A = (book value of fixed assats book value of fixed assetg: Total assets
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3.4 Data Analysis Method

Based on research objectives, conceptual framewoik research hypotheses, it appears that relatfipnsh
between whole variables of this research suggestausal and recursive relationship. Therefore, yéical
technique used was path analysis. Data were ambhy&PSS (Statistical Package for Social Sciences)

Research problems that analyzed by path analysibe&a structural model with two step function diques that
can be formulated as follows:

Model 1

Dividen;  =pl Manageria) + p3 Leveragg + p5 Profitability; + p7 Size; + p9 Investmeni, + ¢l

Model 2

Firm value; = p2 Managerial, + p4 Leverage; + p6 Profitability ; + p8 Size; + p10 Investment + p 11
Dividen + g2

Description: p ; = Standardized coefficient or path coefficients

4. Result and Discussion

4.1 Hypothesis Testing

» Hypothesis Testing for First Model

Based on hypothesis testing for first equation rhquieh coefficient analysis was follows:

Dividen = -0,244 Managerial — 0,092 Leverage + 0,P@ofitability + 0,125 Size — 0,223 Investment

* Hypothesis Testing for Second Model
Based on hypothesis testing for second equatiorempdth coefficient analysis was follows:

Firm Value = 0,130 Managerial + 0,124 Leverage858,Profitability + 0,161 Size + 0,174 Investmer,133
Dividen
Table 1 presented result summary the hypothegiagesf direct relationships.
Table 1. Hypothesis Testing Results

Description Coeff. Sig. Description
Managerial ownership (X1»Dividend policy (Y1) -0,244*) | 0,046 Hypothesis (Hlaccepted
Financial leverage (X2p Dividend policy (Y1) -0,092 0,403 Hypothesis (HXbjected
Profitability (X3) = Dividend policy (Y1) 0,200 0,082 Hypothesis (Hlejected
Firm size (X4)->Dividend policy (Y1) 0,125 0,292 Hypothesis (H1ld)acted
Investment opportunity (X5»Dividend policy (Y1) | -0,223%)| 0,048 Hypothesis (Hlaccepted
Managerial ownership (X1:p Firm value (Y2) 0,130% | 0,011 Hypothesis (H2a) gutee
Financial leverage (X2p Firm value (Y2) 0,124% | 0,007 Hypothesis (H2b) gutes
Profitability (X3) >Firm value (Y2) 0,854*) | 0,000 Hypothesis (H2c) guieel
Firm size (X4)>Firm value (Y2) 0,161* | 0,001 Hypothesis (H2d) gues
Investment opportunity (X5» Firm value (Y2) 0,174% | 0,000 Hypothesis (H2e) guteel
Dividend policy (Y1)>Firm value (Y2) 0,133%) | 0,008 Hypothesis (H3) acesp

Description: *) Significant at alpha 5%

4.2 Discussion
Table 1 shows significance of results that obtaifezdeach variable relationships or hypothesess&hesults
can be described as follows.

4.2 .1Effect of Managerial Ownership on Dividend Policy and Firm Value
* Hla: Managerial ownership has a negative effadividend policy

Table 1 shows significance of managerial ownersiipdividend policy was 0,046 or less than 0.05, and
coefficient of -0.244. These results show that myeanal ownership has negative effect on dividendicgo
therefore, hypothesis 1a was accepted.

The higher managerial ownership, management vstribute greater profits as dividends to sharehsldehis
was because value of retained earnings and dividapdut related to executive compensation. Bhattiygla et
al. (2008) stated that retained earnings were ipekitrelated to executive compensation, while diénd payout
was negatively related to executive compensatitis flesults support Jensen et al. (1992), Alliale{1993),
Chen and Steiner (1999), and Mollah (2011) whiettest that higher managerial ownership will decreagsncy
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problems, and also lowering firm's dependencevméind as monitoring mechanism.
« H2a: Managerial ownership has a positive effection value

Table 1 shows the managerial ownership significanrcérm value was 0.011 or less than 0.05, andfictent
of 0.130. These results show that managerial owietsas a positive effect on firm value, therefdrgpothesis
2a was accepted.

Agency theory underlies relationship between maralewnership and firm value, where agency probieith
inhibit firm to achieve goal to maximize firm valugRao, 1995). These results showed that managerial
ownership has a positive effect on firm value. Thugpports the role of management stock ownershidigm
interests between management and shareholdergiiJand Meckling, 1976).

This study result support McConnell and Servae®9@)9Chen and Steiner (1999), Chen et al. (2008) th
managerial ownership has a positive effect on fiadue. In addition, this results also were consistgith
Morck et al. (1988), Chen and Steiner (2000), iaga and Sanz (2001), Davies et al. (2005), andié2005)
which suggested a non-monotonic relationship batweanagerial ownership and firm value, where aréam
level of management ownership, managerial ownership increase firm value and also lowers firm value
Based on data from 2006-2010, managerial ownemshgpunder 5%, and manufacturing company managed to
increase its value.

4.2 .2Effect of Financial Leverage on Dividend Policy and Firm Value
* H1b: Financial leverage has a negative effeaigidend policy

Table 1 shows financial leverage significance olicpalividend was 0.403 or more than 0.05, and facieht of
-0.092. This results show that financial leverags ho effect on dividend policy, therefore, hypsteelb was
rejected.

Financial leverage relationships with dividend pgpliwas based on agency theory, where firm's efftots
minimize agency problems can be done with a bondieghanism that increasing debt amount or incrgasin
dividends (Jensen and Meckling, 1976). Howevearfaial leverage has no effect on dividend politguggests
that firm does not use bonding mechanism to recagency problem. Financial constraints did not affec
corporate dividend decisions. That was because ¢am continues to distribute dividends if futureidénds
was paid from profits that earned after signindoain agreement, and net working capital was notuadpre-
determined amount (Weston and Copeland, 1992). filniing does not support agency theory underlying
relationships in financial leverage and dividendigies (Jensen et al., 1992, Al-Najjar, 2009, areSAubiri,
2011). Adversely, these results were consistertt ivazian et al. (2003) which states that finahtéaerage
does not affect dividend policy of firm.

* H2b: Financial leverage has a positive effecfion value

Table 1 shows financial leverage significance om fralue was 0.007 or less than 0.05, and coeficé0.124.
This results show that financial leverage has dtipeseffect on firm value, therefore, hypothesis @as
accepted.

Financial leverage can become external monitormg in effort to achieve firm's goal to maximizenfi value

by reducing managers opportunity to act contrarysh@areholders interests (Jensen, 1986). Besides as
monitoring tool, financial leverage may also praval signal about firm's performance (Myers, 197059R1977)
and a tax deductible (Miller and Modigliani, 196Buring period of high investment growth, in adalitito use
internal funding, firm also use external fundingfénm of debt. This was done to improve monitorawivities

to prevent managers use excess cash of firm (feb flow) on activities that do not add value tanfior to
invest excess cash in less profitable investmems@ findings support Mak and Kusnadi (2005) andid3aet

al. (2005) who stated financial leverage (debbtaltassets) may be used to increase firm's value

423  Effect of Profitability on Dividend Policy and Firm Value
* Hlc: Profitability has a positive effect on dieitd policy

Table 1 shows profitability significance on dividepolicy was 0,082 or bigger than 0.05, and coieffic of
0.200. These results show that profitability doesaffect dividend policy, therefore, hypothesiswlas rejected.

Profitability level using return on assets (ROA)asarements shows firm's ability to utilize its assources
efficiently to generate profits. Based on signalithgory, firms that obtain high profitability willend to
distribute a greater share of profits in form ofidends to shareholders (Al-Najjar, 2009; Al-Shyh2011).
However, profitability level did not affect on ddénd policy during 2006-2010 due value retaineahiags of
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manufacturing companies tend to increase every yémse conditions show that firms prefer to keegsthof
profits rather than increasing its dividend whemfhas higher profit.

Higher retained earnings show that firm prioritiZesiding needs from internal financing through iretd
earnings. These findings support the pecking attteory (Myers and Majluf, 1984). This finding supi@oChen
and Steiner (1999) and Mehta (2012), which stateslével of profitability does not affect dividemqmblicy.
These results do not support the signaling thendetlying the relationship of profitability and diend policy.

» H2c: Profitability has a positive effect on finalue

Table 1 shows profitability significance on firmlwa was 0.000 or less than 0.05, and coefficiert.854. This
results show that profitability has a positive effen firm value, therefore, hypothesis 2c was ptask

Relationship between profitability and firm valuaswbased on signaling theory, if firm can genestdable and
higher profits, then it was seen as a positive &idpy investors related to firm performance . Thessults
showed a positive effect of profitability on firmale. This finding supports Chen and Steiner (201t
Iturriaga and Sanz (2001) which states higher taboifity (return on assets) can increase firm valugs results
support the signaling theory underlying relatiopdétween profitability and firm value.

4.2 .4AEffect of Firm Sze on Dividend Policy and Firm Value
* H1d: Firm size has a positive effect on dividgrdicy

Table 1 shows firm size significance on dividendiggowas 0.292 or bigger than 0.05, and coefficieh®.125.
This results show that firm size does not affectimidend policy, therefore, hypothesis 1d wasatsgd.

Relationship between firm size and dividend poliegs based on transactional cost theory. Transadtmosts
arise as a result of firm's efforts to reduce aggmwoblem through dividend policy. Agency cost ¢enreduced,
but firm's efforts to minimize agency cost can @ase flotation costs (Rozeff, 1982; Lloyd et a@83). The
trade-off between agency cost and flotation coshtually became basis of relationship between §ime and
dividend policy. However, quite a high level of debakes firm to have easy access to external fingriout

may not necessarily increase dividend policy taefhalders, so firm's size does not affect dividpatlicy. Most

of manufacturing firms have debt levels above 3@gat, which makes firm more cautious in makingisieas

related to external funding. This shows that fires lwith high debt level will be more susceptibldit@ancial

distress. Even if a firm has easy access to exXténaancing, firm can not take risk. It supportsearch of Allie
et al. (1993) which states that firm's size doesaffect dividend policy. Thus, transaction costdty that
underlies relationship between firm size and dimiipolicy has not been proven.

* H2D: Firm size has a positive effect on firm \alu

Table 1 shows firm size significance on firm valuas 0.001 or less than 0.05, and coefficient 060.This
results show that firm size has a positive effection value, therefore, hypothesis 2d was accepted

The larger firm, the higher firm value. Theoretigait was based on ease access of large firmetexternal
funding. Transaction costs incurred will be lessewttompared to small firms (Al-Malkawi, 2008; Al-jja,

2009; Mollah, 2011). Moreover, large firms tendattract attention and spotlight. Firms will be em@ged to
apply good structures and mechanisms in firm mamagé Based on research results, firm size hassiivio
effect on firm value. This results support Suraama Midiastuty (2003) which showed a positive rielaghip
between firm size and firm value.

4.2 5Effect of Investment Opportunity on Dividend Policy and Firm Value
« Hle: Investment opportunity negatively affect onidiénd policy

Table 1 shows investment opportunity significanoedividend policy was 0.048 or less than 0.05, and
coefficient of -0.223. These results show that stneent opportunity negatively affect dividend pglitherefore,
hypothesis 1e was accepted.

Pecking order theory underlies relationship investmopportunity and dividend policy. High investrtgen
opportunities make firms prefer to withhold income reduce the distribution of dividends to shardbod
(Adelegan, 2002). This shows external financing enexpensive than internal financing (Myers and Majl
1984). This results show that compared with exiefinancing usage, company prefers to fund its strent
activities largely with internal funding. This studesults support Allie et al. (1993) and Chang0@0which
states that high profitable investment opportunigkes firms choose not to pay dividends or decrdasgends
that distributed to shareholders. Thus, the peckimigr theory underlying the relationship betwesrestment
opportunity and dividend policy was proven.
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* H2e: Investment opportunity positively affectsfom value

Table 1 shows investment opportunity significanoefiom value was 0.000 or less than 0.05, and @oefft of
0.174. These results show that investment oppdytinais a positive effect on firm value, therefdrgpothesis
2e was accepted.

Investment opportunities were one indication a fitifi exists in competition between firms withimetindustry.
Investment was a very important decision for firecuse it was directly related to firm objectivebiavement
to maximize firm value (Myers, 1977; Fama, 1978esults show investment opportunity (capital exjgenel

to total assets) has a positive effect on firm @allhis shows consideration of investment oppotyuspiiality in
capital expenditure decisions making could deteenstock price reactions (Chung et al, 1998). Timdirfig
supports lturriaga and Sanz (2001) and Davies e(28l05) that higher investment opportunity enhance
shareholder value. Thus, signaling theory that dyiig relationship between investment opporturityd firm
value was proven.

4.2.6  Effect of Dividend Policy on Firm Value
» H3: Dividend policy has a positive effect on firalue

Table 1 shows dividend policy significance on fsnaalue of 0.008 or less than 0.05, and coeffictérd.133.
These results showed that of dividend policy hastpe effect on firm value.

A relationship between dividend policy and firm walwas based on information asymmetry. Investos oo
have all information that owned by management. palcy that made may reflect information about dtind

and company performance (Miller and Rock, 1985 $tudy's findings show signal of cash flows artdri
earnings prospects was contained in dividend potiflgrmation that causes firm value increasess®&udy
result support Baker and Powell (1999), Suranta Erathfoedz (2003), Omran and Pointon (2004) that
dividend policy has a positive effect on firm valddwus, signaling theory arising from existencendérmation
asymmetry between investors and management retattididend policy was proved.

5. Conclusion

This study considers several factors that couldiémice decision making of dividend policy and affag firm's
efforts to maximize firm value in manufacturing qoamies listed on Indonesia Stock Exchange. Thegerfa
were managerial ownership, financial leverage,itaioility, firm size, and investment opportunity.

Managerial ownership and investment opportunityatiegly affect on dividend policy. Meanwhile, fingal
leverage, profitability, and firm size did not affeon dividend policy. This shows that manufactgr@aompanies
listed on Indonesia Stock Exchange use internalifighas a major funding to finance operations awestment
activities. In addition, firm makes efforts to minize agency problems, this result showed that nzarufing
companies listed on Indonesia Stock Exchange wase ntike internal monitoring mechanism through
compensation provision of stock ownership by marege rather than bonding mechanism or by increasing
company's debt.

Managerial ownership, financial leverage, profiliégifirm size, investment opportunity, and divit policy
has a positive effect on firm value. This showst tinerease or decrease in value of managerial ahiger
financial leverage, profitability, firm size, invi@sent opportunity, and dividend policy can chanfiyas value of
manufacturing companies listed on Indonesia Stoahange.

This study result provides implications and conttibns to business practice, including manufacturin
companies listed on Indonesia Stock Exchange. Thaymitted to payout dividend policy, to considexbility

of its dividend payment policy. Corporate dividepalicy brings information about firm's prospects fivofit
growth in future. Such information may invite a pesse from investors, so that will affect firm valun
addition, investors and prospective investors, whnesting in a company, especially a company thas
committed in dividends, consider rightly informatioegarding share ownership by management (mamégeri
ownership), debt policy, profitability, firm sizegnd investment opportunities, because these atbra
determine whether firm value increases or not.Haurtesearch can be done on a wider industriabissotthat
research results can be generalized, and be dotatest research period. In addition, insignificaesearch
results can be revisited, because there were irstensresults among researchers.
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