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ABSTRACT

This study examines and determines the effect of firm size and liquidity on firm value with capital structure as
the intervening variable. This study took a sample of companies members of the LQ 45 index listed on the
Indonesia Stock Exchange. The type of data used in this study is secondary data in the form of the company's
annual financial reports for the LQ 45 Index for the 2018-2021 period. The population in this study is 45
companies that are members of the LQ45 index. The sampling method used in this study was purposive
sampling, namely a sampling method with certain criteria so that only 35 companies met the requirements.
Data were analyzed using path analysis. The results of the study are as follows: (1) Company size has a positive
and not significant effect on capital structure, (2) liquidity has a positive and significant effect on Capital
Structure, (3) company size has a positive and not significant effect on firm value, (4) liquidity has an effect
positive and not significant to firm value, (5) capital structure has a positive and significant effect on firm
value, (6) capital structure does not significantly mediate the effect of firm size on firm value, (7) capital

structure does not significantly mediate the effect of liquidity on firm value.

Keywords: Size, Liquidity, Capital Structure, Company Value

Introduction

Company value is the present value of a
company's cash flow in the form of expected profits
in the future [1]. [2] Normatively, financial decisions
are to maximize the company's value because by
maximizing the company's value, the owner will
become more prosperous/rich. Meanwhile, the
company's value is the price prospective buyers are
willing to pay if the company is sold.

The measurement of company value in this
study uses Price to Book Value, which is the ratio of
a stock's market price to its book value, to indicate
investors' views on a company [3]. The high value of
PBV suggests that the company's stock price is high.
Therefore this ratio can reflect stocks that are
overvalued or undervalued. According to [4], the
value of Price to Book Value greater than one means
that investors are willing to buy shares higher than
their book value. Therefore, the high value of PBV
indicates a high level of shareholder
prosperity[5][6].

The company's size is considered to affect
the value of the company because the larger the
company's size, the easier it is for the company to
obtain sources of funding that can be used to achieve
company goals. However, on the other hand, it will

cause a lot of debt because the company's risk in
fulfilling its responsibilities is very small [7].

Liquidity is the ability to meet short-term
obligations. Liquidity is wvery important for a
company because it is related to converting assets
into cash [2], [7]-[14]. High liquidity suggests the
company can reduce the Impact resulting from short-
term financial liabilities and vice versa. The high and
low ratio of this will affect investors' perception of
the company if it has a high liquidity value that
indicates the company's performance is good so that
it will increase the stock price reflecting the value of
the company[15][8][16].

Mistakes in determining the capital
structure will impact the company, especially
companies that are large enough to use debt, the
greater the fixed burden that the company must bear.
The optimal capital structure of an enterprise is a
combination of debt and equity that can affect the
company's share price. The company will experience
a setback if the capital structure does not undergo an
adjustment between the way the funds are fulfilled
and the period of its needs because the company has
to bear a large amount of capital. After all, the
funding from the debt element is greater than its
capital. To anticipate this, the company's financial
managers must be careful in determining the capital
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structure that the company hopes to increase the
company's value to be superior in facing business
competition [17][18].
Research  conducted by  [19][20][21][22][9]
concluded that company size has a positive and
significant effect on company value. In contrast, the
research results of [10][23][24][25] concluded that
the size of the company does not affect its value
company. Research by [26][27][28] concluded that
liquidity has a positive and significant effect on
company value, while the study of [29] concluded
that liquidity does not affect company value

This research is a replication of the research
of [30]-[32][33]. The difference between this
research and the previous research is that the object
of this research is on the LQ 45 Index company for
the 2018 — 2021 period, while the research of [34] is
on property and Real Estate companies for the period
2016 — 2018.
Company Values
Company value is an indicator used by investors to
see the potential that exists in the company. The
potential in question is the rate of return on
investments made by investors. The higher the
company's value, the higher the rate of return on
investment. Company value means when a company
is sold, and investors will pay according to that value
[24]. A company value ratio is a set of ratios that link
a company's share price to earnings and book value
per share. This ratio gives management a clue as to
what investors think of the company's past
performance and prospects [35].
Company value is an investor's view of a company,
usually viewed through the stock price. This study
measured company value using Price to Book Value
(PBV). The value of the PBV reflects the company's
share price. The greater the PBV value, the
company's share price can be said to be expensive
and a reflection that the company's value is high, and
vice versa [36].

Company Size

According to Halim & Sarwoko (2014), the size of
the company is the size of the company, both in terms
of the number of assets and in terms of the level of
sales, will greatly affect the size of working capital,
so large companies tend to diversify and be more
resistant to the risk of bankruptcy and have a lower
probability of experiencing financial difficulties.
This study measured the company's size using the
natural logarithm of total assets [37].

Liquidity

According to [24], liquidity is the company's ability
to meet debts with a maturity of less than one year.
Companies that can fulfill their obligations are said
to be liquid companies. Investors will increasingly
trust companies with high liquidity because they

have large funds and are used to finance investments.
Liquidity is the ability of a company to pay its short-
term debt promptly [10]. In this study, the
measurement used for liquidity is the current ratio
because the current balance can measure the extent
to which existing assets can guarantee current
liabilities, withholding losses, and as a current fund
reserve [26].
Capital Structure

According to [27], the capital structure is
the composition of funding used by the company.
The capital structure relates to using funds from
inside and outside the company. The capital structure
is very important because it is directly related to the
company's financial position. The company can
make policies related to the optimal capital structure
to maximize shareholder prosperity. A good capital
structure achieves a balance of risk and returns to
optimize company value [28]. In this study, the
capital structure is measured by the Debt to Equity
Ratio (DER). DER s a ratio between financing and
funding through debt and own capital. Funding
decisions through capital in larger amounts than
through debt can increase the company's value. The
higher the DER ratio, the lower the company's
funding provided by shareholders. Debt to Equity
Ratio (DER) is one of the leverage ratios that aims to
measure the ability of own capital to be used as
collateral for the company's overall debt [33].

Research Methodology

The type of data used in this study is
secondary data with research variables consisting of
company size, liquidity (CR), capital structure
(DER), and company value (PBV). This research
data is sourced from the annual financial statements
of LQ 45 Index companies for 2018-2021 published
by the Indonesia Stock Exchange. The selection of
samples in this study was carried out using the
purposive sampling method, so 35 companies were
obtained in this study. The data analysis technique
used in this study is path analysis.

Results and Discussions
Direct Influence
The result of the path coefficient of the structure of
the first model can be described as follows:

Table 1 coefficient of the structure
Unstandardized Standardized

Coefficients  Coefficients
Std.
Type B Error Beta T Sig.
(Constant) 3.379 1.721 1.964 .052
Size .068 .095 .055 .715 .476
CR 452 .061 .574 7.455 .000

a. Dependent Variable: DER
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Based on the results of the first model regression
output (table 1) above, it shows that the significance
value of the company size variable is 0.476 > 0.05,
which means that the company size variable does not
affect the capital structure variable, while the
variable liquidity significance value is 0.000 < 0.05
which means that the liquidity variable affects the
capital structure.

Table 2 variable affects the capital structure

Std. The
R Adjusted R error in the

Type R Square Square Estimate
1 .5552 .309 .298 .95321

a. Predictors: (Constant), CR, Size

The magnitude of the R square value (table.2) above
is 0.309. This shows that the contribution percentage
of the company size and liquidity variables to the
capital structure is 30.9%. The remaining 69.1% is
the contribution of other variables not included in the
study. For the value of el =1-0.309 = 0.831. Thus
obtained is the path diagram of the first structure
model as follows in Figure 1.

Size ( etmpg3t )
. 0.08% Do, SRR g
‘ & )’ 0.574

Figure 1 first structure model

The result of the path coefficient of the structure of the
second model can be described as follows:

Table 3. Coefficients

Standardiz
ed
Unstandardize Coefficien
d Coefficients ts
Std. Sig
Type B Error Beta T .
1 (Consta 100.26 51.20 1.95 .05
nt) 4 3 8 2
Size 2.795 175 1.96 .05
5.489 4 2
CR 1.922 2.110 .096 .911 .36
4
DER 5.744 2.507 226 2.29 .02
1 4

a. Dependent Variable: PBV

The results of the second model regression output (table 3)
above show that the significance value of the company size
variable is 0.052 > 0.05, which means that the company
size variable does not affect the company value variable.

The significance value of the liquidity variable is 0.364 >
0.05, which means that the liquidity variable does not
affect the company value, while the significance value of
the capital structure variable of 0.024 < 0.05 means that
The variable capital structure affects the variable value of
the company.

Table 4. Model Summary

Std. The
R Adjusted error in the

Type R Square R Square  Estimate
1 2972 .088 .068 27.97616

a. Predictors: (Constant), DER, Size, CR

The magnitude of the R square value (table.4) above is
0.088. This shows that the contribution percentage of the
company size variable, liquidity variable, and capital
structure to the company value is 8.8%, and the remaining
91.2% is the contribution of other variables not included in
the study. For the value of el = V1-0.088 = 0.912. Thus
obtained, the path diagram of the second structure model
is as follows:
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e
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Figure 2 path diagram of the second structure model

Influence is not direct
The effect of company size on the value of the company
through the capital structure

mediator
variablo

- ( 8
(SEN Sk,

independent
variable

.| dependent
variable

A: | 00s

B: | 0.226
SEa: | 0,085

SEg: | 2507

Calculate!

Sobel test statistics:0.08907423
One-tailed probability:0.46451146
Two-tailed probability:0.92902292
Figure 3 shows the company through the capital structure

Based on the results of the Sobel test above, a Tailed
Probability value of 0.465 > 0.05 was obtained, meaning
that the capital structure variable could not mediate the
company size variable against the company's value.

The effect of liquidity on the value of the company through
the capital structure
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Calculate!

Sobel test statistics:0.09014345
One-tailed probability:0.46408661
Two-tailed probability:0.92817322
Figure 4 value of the company through the capital
structure
Based on the results of the Sobel test above, a Tailed
Probability value of 0.464 > 0.05 means that the capital
structure variable cannot mediate the liquidity variable
against the company's value.

Conclusion

From the test results of various variables, it
can be concluded that 1) the company's size has a
positive and insignificant effect on the capital
structure, and 2). Liquidity positively and
significantly affects the capital structure. 3). the size
of the company has a positive and insignificant effect
on the company's value, 4). liquidity has a positive
and negligible impact on the company's value, 5).
The capital structure positively and significantly
affects the company's value, 6). Insignificant capital
structure mediates the Impact of company size on
company value, (7) negligible capital structure
mediates the effect of liquidity on company value.
Suggestions for subsequent researchers to take
objects other than LQ45 companies, enlarge their
samples, and add intervening variables such as
profitability.
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