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ABSTRACT
The Effect of P ility
rofitability and ¢ ompany’s Size on Firm's Value (Empirical
Study of Li
A isted Food and Beverage on Indoncsian Stock Exchange Period

2016-2018)
By:

Shintiya Frisilia

Firm's value is the investor's

; perception of the company’s success rate which s
e

;r:l;d_rh}f s share price. This study was intended to examine the effect of
prohtability and company’s size. The research population was all food and

beverage seetor companies listed on Indonesian Stock Exchange during 2016-2018
period. This research uses 2 (two)

independent vanables to achieve this objective,,
namely :

Profitability and Company's Size. The profitabilty was calculated by
Return on Sales (ROS) while COmpany’s size was representated by the number of
subsidianes. The dependent variable was Firm's Value that proxied by Tebin's Q
Probability and random sampling method was used to determine the research
sample. The data analysis techriques used multiple regression. Based on the test
result, it shows that profitability have positive significant effect on firm’s value
while the company’s size have negative significant efffect on firm's value,

Keywords : Firm's Value, Profitabilty, Company's Size
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CHAPTER I

INTRODUCTION

1.1. Background

Today globalization and technological innovation has led the world
economy to a tight business competition between companies. As a result, many
companies went bankrupt because they could not compete and keep up with
developments in this era of globalization and technological innovation.
Companies are working to find the cheapest way to execute their investment
plans and optimize firm value and shareholder wealth in order to both survive
and expand. One of the goals of a public company is to maximize the value of
firm. Firm’s value is very important because it reflects the company's
performance which can affect investor perceptions of the company. Firm’s
value is the investor's perception of the company's success rate which is
reflected in its share price. The higher the value of the shares means the higher
the value of the company and market confidence in the company's performance
and prospects in the future.

Still warmly remembered how the world was shocked by the news of
bankruptcy from Kodak, one of the giant companies in the world. During the
20th century, Kodak played a dominant role and became a pioneer in the
development of film photography, even in 1976 controlling 90% of the market
in the United States. However, who would have thought this giant company in

the 21st century has decreased until officially filed for bankruptcy protection



on January 19, 2012. The reason for Kodak's bankruptcy is that Kodak's
product sales have declined. Kodak lost the competition because it was unable
to innovate following technological developments. Kodak is unable to survive
amid the onslaught of various digital camera products, especially from more
creative Asian manufacturers. So 2007 was the last year Kodak made a profit
(Detik Finance, 2012). Because of the bankruptcy it experienced, Kodak's
market value had collapsed below US$ 100 million from the US$ 31 billion
that had achieved 15 years before its bankruptcy when its share price perched
at US$ 94. In its bankruptcy year, Kodak's share price was only 30 cents
(Antaranews, 2012). Profitability is stalled due to a decline in sales which
causes the value of Kodak's company to be decreasing and to bring down
Kodak.

Another phenomenon related to firm value is the case of PT. Fast Food
Indonesia Tbk (FAST). Towards the end of 2016 the company realized debt
disbursement from the market through the issuance of bonds. The company
plans to manage KFC fast food restaurants in the country with 200 billion in
debt. The funds are used to develop business and expansion. Current interest
payments for the 2016-2017 period. FAST finally gained 55.79% net profit
growth with the company's revenue recorded at Rp 2.31 trillion, increase
11.05% compared to the previous year. This was responded by the market by
increasing the company's stock price which showed an increase in the value of
the company (Probowo, 2016). Based on the two phenomena above, it is clear

that the importance of frim’s value is clear. When the value of the company
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increases, it can attract the attention of investors and kreditors so that it can
increase the company's capital to develop its business. Meanwhile, when the
value of the company goes down, investors compete to sell their shares at low
prices and in the end the share price keeps dropping causing the company to
not be able to rise.

Profitability is the company's ability to get its relationship with sales,
total assets and its own capital. The long-term investors will really consider the
profitability analysis, for example, the shareholders will always consider the
profit that will obviously be accepted in the form of dividends (Rasyid, 2015).
The greater the profit of the company, the greater the company's ability to pay
dividends, so that it has an impact on increasing the welfare of shareholders,
which means also increasing the value of the company.

Company size is an indicator that shows the financial strength of the
company. The company's size is considered capable of impacting the value of
the firm, because the bigger the size of the company, the easier it is for the
company to receive internal and external funding sources. Large company also
have several strategies and face less risks, and therefore have better reputation
than small companies. Large enterprises also often have better reputation due
to their greater popularity and proportionally lower expected bankruptcy cost
as a fraction of assets. All of these aspects make easier for major companies to
reach the equity securities market.

Debby, et.al (2014) conducted research on the effect of profitability and

company size on firm value in banking companies listed on the IDX. The



results of this study indicate that the profitability and size of the company have
positively effects firm's value. This shows that the larger the size of the
company, the higher the level of profitability will increase the value of the
company. However, different results are shown by the research of Hirdinis
(2019) and Languju, et.al (2016). Hirdinis (2019) states that profitability has
no significant effect on firm's value. Languju, et.al (2016) states that
company’s size has no significant effect on firm’s value.

The object of this research is food and beverage companies listed on the
Indonesia Stock Exchange in 2016-2018. The food and beverage industry has
become Indonesia's mainstay in recent years. The Ministry of Industry stated
that the important role of the food and beverage industry can be seen from its
consistent and significant contribution to gross domestic product (GDP), non-
oil and gas industry and increased investment realization (Mahardhika, 2018).
Data from the Ministry of Industry shows that the growth of the food and
beverage industry in 2017 reached 9.23 percent or increased from 2016 which
reached 8.46 percent. In 2017 the food and beverage industry contributed 34.33
percent to non-oil GDP. This further strengthens the importance of the
contribution of the food and beverage industry to the national industrial world
(Mahardhika, 2018).

This study uses the profitability and company size variables as
independent variables while the firm’s value as the dependent variable. The
difference between this research and previous research is the calculation ratio

of profitability and company size. Proxy profitability uses the sales return ratio
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1.2.

(ROS) as its ratio. Return on sales is a profitability ratio that shows the level of
profit of the company after payment of variable costs of production such as
workers' wages, raw materials, etc. before deducting taxes and interest. This
ratio shows the level of profit obtained from each selling rupiah which is also
called the operating margin or operating income margin. A company is
growing more efficiently indicated by the increasing ROS, while a decreasing
ROS can impact the future financial trouble. That kind of impending financial
trouble can lead company into bankruptcy as experienced by Kodak. Then, the
company size proxy is calculated from the number of subsidiaries of the
company. The bigger the company, the more subsidiary and branches it has
(Cristansy & Ardiati, 2018). The number of subsidiaries is considered capable
of representing the size of the company.

Based on the backgrounds above, researcher is interested in
researching“The Effect of Profitability and Company’s Size on The Firm’s
Value (Empirical Study of Listed Food and Beverage Sector on Indonesian

Stock Exchange Period 2016-2018.”

Problem Formulation
Based on the background that has been presented, the main issues in this
study are:
1. Does profitability affect the value of firm in food and beverage companies

listed on the IDX?



2. Does company’s size affect the value of firm in food and beverage

companies listed on the IDX?

1.3. Research Purposes
Based on the above problem formulation, this study aims:
1. To test wether profitability has an effect or not on the value of firm in
food and beverage companies listed on the IDX.
2. To test wether company’s size has an effect or not on the value of firm in

food and beverage companies listed on the IDX.

1.4. Benefits of Research
The results of this study are expected to provide benefits to several
parties, namely:

1. For Researchers
This research is expected to be a means for self-development and applying
the theories that have been obtained during the lecture period and adding
new insights about the problem under study.

2. For Readers
To increase knowledge and insight regarding the factors that affect the
value of firm in food and beverage companies listed on the IDX, so it is
expected to be able to add to the literature on firm’s value.

3. For Future Research

Xi



For future research, this research is expected to be a reference, especially
research related to the factors that influence firm’s value.

4. For Academics
It is hoped to be able to contribute to the development of theories,

especially those related to the value of firm.

1.5.Systematic research

Systematic writing of this research is done by writing chapters that are
arranged systematically so that it describes the relationship between one
chapter and another chapter. These chapters include:
CHAPTER I INTRODUCTION
This chapter describes the background of the problem, formulation of the
problem, objectives and benefits emprirically, and the systematic writing.
CHAPTER II STUDY OF LITERATURE
This chapter explains the theoretical basis that supports research, prior
research, frameworks, and hypothesis development.
CHAPTER III RESEARCH METHODOLOGY
This chapter describes the scope of research, population and research samples,
types and sources of data, data collection techniques, data analysis techniques
and operational definitions and variables.

CHAPTER IV RESEARCH RESULTS AND DISCUSSION



This chapter presents the results of data analysis and discussion of the factors
that both influence and does not affect the value of firm in banking companies
listed on the IDX.

CHAPTER V CONCLUSION

This chapter contains conclusions and limitations of research based on the

results of the analysis of this study, as well as suggestions for further research.
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