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ABSTRACT

Objective: Indonesia’s economic growth is mostly supported by the agricultural sector in which the
plantation sub-sector has a significant contribution to the primary sector in the sectoral index of
Indonesia Stock Exchange (IDX). Plantation companies have a long-term goal of maximizing
shareholder prosperity by increasing company values. This study aimed to determine the influence of
fundamental factors on company values of plantation companies listed on the IDX during 2015-2019.
Research Design & Methods: This study used secondary data involving 8 samples of plantation
companies listed on the IDX using a purposive sampling method and panel regression analysis
techniques. Research data was taken from the annual reports on the IDX. Findings: The results
showed that Managerial Ownership (MO), Debt to Equity Ratio (DER), Earnings per Share (EPS),
and Company Age (AGE) have a positive correlation to Firm Value (FV). However, the probability
of MO, EPS, AGE is not significant and only DER has a significant effect on FV.
Recommendations: There is a blemish in research for further research that is expanding the scope of
research, and future studies is suggested to analyze the fundamental influence on FV before and
during the Covid-19 period. This cannot be done in this study because the data is still limited.
Contribution & Value Added: This result contributes to the financial literature and can be a
consideration for investors in investment based on company value.
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INTRODUCTION

Indonesia's economic growth mostly supported by the agricultural sector, which is one of the primary
sectors in the sectoral index of the IDX and dominated by plantation companies. At this country,
plantation production has increased in the last five years from 2015 to 2019 which can be seen in
Figure 1, most of the increase comes from palm oil production. Therefore, Indonesia becomes one of
the main palm oil producers and has good prospects for the plantation industry.
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Figure 1. Growth of Plantation Crop Production (in Tonnes)
Source : bps.go.id
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Year of 2019 was a tough year for the palm oil industry due to uncontrolled prices and depended on
supply and demand. The decline in Crude Palm Qil (CPO) prices occurred due to excess supply from
major producers, namely Malaysia and Indonesia, and the trade war between China and the United
States. Despite the decline in CPO prices, the national productivity of the palm oil industry still grew
in 2019 reaching 51.8 million tons (gapki.id). Indonesian President also requested reducing the CPO
exports because the government will implement B30 that predicted to increase demand for CPO in
Indonesia by 5-6 million tons. If the implementation of B30 runs properly, the share price of plantation
companies will increase (CNBC, 2020).

Oil palm plantation companies in Indonesia also provide the highest contribution with the most trade
transactions in plantation sub-sector. Good company performance can increase firm value (FV)
through stock price stability and increase in the long-term. The higher the share price, the higher the
FV (Haryati & Ayem, 2014). Investors tend to be interested in maximum FV because they can provide
maximum prosperity for shareholders when share price increase (Untu & Welley, 2015). FV is
influenced by internal factors in the form of fundamental analysis that can increase or decreases FV
including Managerial Ownership (MO), Debt to Equity Ratio (DER), and Earning Per Share (EPS)
(Choi et al., 2012).

Warapsari & Suaryana (2016) argue that the greater MO with better management performance will
increase FV as company activities are directly monitored through managerial ownership. This follows
the agency theory by Jensen & Meckling (1976) where companies need to have a good and not
opportunistic management so that there is no conflict of interest between managerial and shareholders.
This is consistent with research by Abbas et al. (2013); Rachman & Maghviroh (2012) which stated
that FV is positively influenced by MO. Different from the research of Rustan et al. (2014); Sujoko &
Soebiantoro (2017) argue that MO does not affect FV.

The debt ratio that measures a company's equity to its liabilities is DER. When DER decreases, FV
will increase. Trade-off theory explains that the use of debt that exceeds the optimal limit will result in
bankruptcy costs and reduce firm value (Myers, 1977). Previous research by Dewi & Wirajaya (2013);
Hidayati (2010) argues that DER negatively affects FVV. However, Putri et al. (2018); Suteja &
Manihuruk (2009); Wicaksana et al. (2016) explained that DER has positively affected FV.

The company's ability to obtain shareholders benefits is important in measuring FV, it can be seen
through EPS. Companies must be able to influence share prices in the capital market in order to
increase FV by increasing the value of traded stock (Subing & Susiani, 2019). Kholis, Sumarmawati,
& Mutmainah (2018); Kusuma & Priantinah (2012) explained that EPS has an effect on FV, the higher
the EPS, the higher the FVV. However, the results from Pioh et al., (2018); Wicaksana et al. (2016)
states that EPS does not affect FV.

Another factor affecting FV is the age of the company (AGE). Companies that remain consistent even
though they are old are said to have good performance and high FV. This is consistent with Driffield,
Mahambare, & Pal (2007) stated that FV is positively influenced by company age. However, this
contradicts by Choi et al. (2012) stated that AGE negatively affect FV.

Previous studies have shown inconsistent results due to differences in the sectors studied, different
timeframes and analysis techniques that mostly use multiple regression which is considered inaccurate
for analyze the combined data. The results of previous studies have also not been able to provide
consistent results based on the theory used as the research foundation. Therefore, this research used
panel regression because more suitable for analyzing combined cross-section and time-series data, the
object was plantation companies with a research period from 2015-2019, where plantation companies
are still rarely researched and continue to experience increased production in that year and is the sub-
sector of the agricultural sector that has the biggest contribution in trade.

Based on the phenomena and gaps in previous studies, researchers are interested in knowing the
influence of fundamental factors on firm value with case studies on the plantation industry listed on
the IDX for the period 2015 to 2019. This research is expected to be a consideration for investors
before making investment decisions to minimize the risks that will occur. For the company, it is
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expected to be used as material for evaluating, optimizing and increasing FV. Besides, this current
research is also expected to add to the literature in the education sector.

LITERATURE REVIEW
Agency Theory

Agency theory according to Jensen & Meckling (1976) is a relationship between agents (company
management) and principals (shareholders) which may cause conflicts. Agency issues occur because
of supervision in the firm and separation of ownership resulting in asymmetric information. It happens
when management appointed to manage the company perform opportunistic actions to increase
personal interests without approval. Increasing MO can minimize opportunistic actions as it can align
interests of management and shareholders so that managers will act in line with shareholder’s needs.

Trade-Off Theory

The Trade-Off theory explains that there is optimal leverage (debt ratio) on the capital structure and
FV (Myers, 1977). The use of debt will increase firm values to certain leverage (optimal) and after
exceeding it can lead to greater bankruptcy costs and result in a decrease in FV. The trade-off theory
also reveals that the amount of debt that exceeds the optimal point can cause financial distress and the
decrease of the FV so that the company cannot pay its debt (Warapsari & Suaryana, 2016).

Signalling Theory

According to Suteja & Manihuruk (2009), signalling theory explains the conditions that management
and directors have better information about the company’s current and future than investors. An
example of conveying information through signalling is the payment of dividends. Investors will
consider the firm's current and future finances (earnings prospects) are relatively good if management
notifies an increase in the amount of dividends per share distributed. Then, the manager is considered
send a negative signal if does not distribute dividends.

Firm Values

Firm values (FV) describes condition that the company has achieved as public trust in the firm from its
establishment until now (Rinnaya et al., 2016). FV will generate future profits which is described by
the stock price (Kholis et al., 2018). Dewi & Wirajaya (2013) explains that FV is the price that must
be paid by investors when buying a company, usually associated with stock price and has crucial roles
for investors. If the stock price rises, FV will increase. FV can be described from company
management as good or bad management will affect the FV (Noviani et al., 2019).

The Effect of Managerial Ownership on Firm Values

A condition where managers own company shares is called managerial ownership (MO) (Christiawan
& Tarigan, 2007). It is indicated by the percentage of the company's share ownership by the manager
in the annual report. Agency theory explains that management and shareholders' interests may cause
conflicts. The presence of MO can reduce conflict. Therefore, increasing managerial ownership can
connect the interests of internal parties and shareholders which expected to increase FV. Past research
by Abbas et al. (2013) stated that an increase in MO provides positive effects on the FV. This is
similar to the research of Rizgia et al. (2013) that MO has significant positive effects on the FV, the
higher the proportion of MO, the higher the FV.

H1: Managerial ownership has a positive effect on firm value.
The Effect of Debt to Equity Ratio on Firm Values

Capital structure is crucial in company funding decisions. The capital structure theory explains that a
company can balance costs arising from debt with benefits, there will be no problems then the capital
structure can increase company profits and welfare through the increase in FV (Noviani et al., 2019).
The debt to equity ratio (DER) is the debt ratios that is predicted to affect FV. The higher the DER, the
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lower the FV and vice versa. It is same as previously conducted by Dewi & Wirajaya (2013); Noviani
et al. (2019); Subing & Susiani (2019) which found that DER has a negative effect on FV meaning
that an increase in debt will be followed by a decrease in the FV.

H2: DER has a negative effect on firm values.

The Effect of Earnings per Share on Firm Values

Earnings per Share (EPS) is a ratio that needs to be considered by investors because it describes the
company’s prospects (Husaini, 2018). EPS is the net income that can be achieved by company from
each share when running its operations (Haryati & Ayem, 2014). Meanwhile, Syamsuddin (2007)
stated that company management, common stockholders, and potential investors are interested in EPS
because it shows the amount of money to be earned for each common share.

The company’s goal is to maximize profits. Therefore, any policies related to maximizing share prices
are always related the company's ability to improve shareholder’s prosperity (Kusuma & Priantinah,
2012). A study by Kholis et al. (2018) found that EPS has a positive effect on FV meaning that if EPS
increases, the FV will also increase.

H3: EPS has a positive effect on firm values.

The Effect of Company Age on Firm Values

Company age (AGE) is the length of the establishment years of a company. Companies that have been
established longer will have more experience and good performance and reputation enabling the firm
to have high-profit margins when selling their products (Arisadi et al., 2013). According to Lee &
Choi (2015), the older AGE, the closer the relationships with FV. It allows the company to have better
long-term investment decisions that affect the FV. Studies by Dahya et al. (2008); Driffield et al.
(2007); Yumiasih & Ishanah (2017) argue that AGE has a positive effect on FV. It means that the
older the company age, the higher the FV.

H4: Company age has a positive effect on firm values.

METHODS
Type and Data Source

This study used panel data, which is a combination of time series and cross-section, sourced comes
from secondary data in the form of annual reports on idx.co.id which contains data on the variables
managerial ownership (MO), Debt to Equity Ratio (DER), Earning per Share (EPS), Company Age
(AGE), and firm value (TOBIN'S Q).

Population and Sample

The population of this research was all plantation companies listed on the IDX in 2015-2019. The
sampling method used was purposive sampling. The sample selection process is based on the
following criteria:

Table 1. Sample Selection Process Based on Criteria

Number Criteria Amount of the Company
1 All plantation companies on the IDX 2015-2019 18
2 Plantation companies that have incomplete financial reports 4
3 Companies with extreme values (6)
Final sample amount 8
Observation year 5
Amount of observations 40

The list of stocks as shown in Table 2 below.
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Table 2. List of Sample Plantation Companies on the IDX 2015-2019

Number Code Name of Company
1 ANJT Austindo Nusantara Jaya Thk.
2 DSNG Dharma Satya Nusantara Thk.
3 LSIP PP London Sumatra Indonesia Thk.
4 MAGP Multi Agro Gemilang Plantation Tbk.
5 PALM Provident Agro Thk.
6 SGRO Sampoerna Agro Tbk.
7 SIMP Salim lvomas Pratama Thbk.
8 TBLA Tunas Baru Lampung Tbk.

Source: www.idx.co.id
Operational Variable
To find out the fundamental factors on firm value, this study used the following variables:

Table 3. Operational Variable

Variable Formula Source

INDEPENDENT

Managerial Ownership Number of Managerial Shares Rizgia et al. (2013)
Number of Shares Outstanding

Debt to Equity Ratio Total Liabilities Sari & Hutagaol (2009)

Total Equity

Earning Per Share Net Profit Widyastuti & Andamari
Number of Shares Outstanding (2013)

Company Age Age = Yeart — Year n Subing & Susiani (2019)

*Year t = year annual report under study
Year n = year company standing
DEPENDENT

Firm Value (TOBINS’Q) Market Value of Equity + Total Debt Subing & Susiani (2019)
Total Asset

Data Analysis Technique

The panel regression was used to test the effect of independent variables, which are MO, DER, EPS,
and AGE on the dependent variable, namely firm value (FV) using the EVIEWS test tool. The model
determination test was used to determine the best panel regression method between Fixed Effect
Model (FEM), Random Effect Model (REM), and Common Effect Model (CEM) through the Chow
test, Hausman test, and Lagrange Multiplier test. The panel regression equation model is as follows:

Yie =a+ p1X1; + p2X2; + B3EX3; + B4X4; + e

Information:
Yit : Firm Value i company, year t
a : Constant
B : Regression Coefficient

X1;; MO icompany, yeart
X2;; :DERicompany, yeart
X3;; :EPSicompany, yeart
X4;; : AGE icompany, yeart
et : Error i company, year t
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FINDING
Descriptive Statistics

Descriptive statistical analysis consists of mean, standard deviation, minimum, and maximum can be
seen in Table 4.

Table 4. Descriptive Statistics

Variable Obs Mean Std. dev Min Max
FV 40 0.99 0.25 0.38 1.51
MO 40 2.62 4.34 0.00 10.87
DER 40 1.08 0.77 0.13 2.68
EPS 40 52.86 65.32 -35.00 233.8
AGE 40 32.00 14.52 14.00 58.00

Source: processed data

The results in Table 4 show that the average FV was 0.99 with a minimum value of 0.38 by ANJT in
2019 and a maximum value of 1.51 by DSNG in 2015. A high FV indicates that the company can
increase the prosperity of the shareowners because it is followed by an increase in share prices.

MO has an average of 2.62% with a minimum value of 0.00% namely LSIP, MAGP, and SGRO.
Meanwhile, the maximum value was at DSNG in 2019 is 10.87%. The higher the MO, the higher the
FV along with the increasing shareholder welfare.

The average capital structure with DER was 1.08 times. The minimum value was 0.13 times by PALM
in 2019, while the maximum value was 2.68 times by TBLA in 2016. A high DER illustrates that the
company's debt is greater than the company's capital so that the FV will decrease because companies
that have too much debt to exceed the optimal limit will experience bankruptcy costs.

Mean of EPS was 52.86 with a minimum value of -35.00 by SIMP in 2019 and a maximum was 233.8
by SGRO in 2016. High EPS indicates high FV because the income received by shareholders also
increases, so as to increase the welfare of shareholders.

AGE has a mean of 32 years with a minimum value of 14 years by PALM and a maximum was 58
years by LSIP. The higher the AGE is considered to have good company performance and value
because the company is considered capable of making better investment decisions in the long term.

Classic Assumption Test

The classical assumption test carried out was to test for normality, heteroscedasticity, and
multicollinearity which can be seen in Table 5.

Table 5. Classic Assumption Test

Normality Test Jarqg.elzB era I;rgi)
. Obs*R-Squared Prob. Chi-Square

Heteroscedasticity Test 379 0.44
Variable VIF

MO 1.01

Multicollinearity Test DER 1.08
EPS 1.33

AGE 1.26

Source: Processed data

Normality test is used to see the distribution of data is normal or not. According to the results of
normality testing using the Jarque-Bera test, it showed the probability was 0.94 exceeding 0.05 so the
data was normal and fulfils the requirements of the normality test. The heteroscedasticity test produces
a Chi-Square Probability of 0.44 that was bigger than 0.05, meaning that there was no
heteroscedasticity or it fulfils the assumption that the data is proven to be homoscedasticity. The
multicollinearity test show that there was no multicollinearity problem between the independent
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variables because the Variance Inflation Factors (VIF) of all independent variables was smaller than
the critical value (VIF <10) so, it was said to pass the multicollinearity test.

Determination of Regression Model

To determine the appropriate regression model, testing was carried out using the Chow test and the
Lagrange Multiplier (LM) test as can be seen in Table 6.

Table 6. Result of the Regression Model Determination Test

Statistic Prob
Chow Test 6.97 0.14
Lagrange Multiplier Test Cross-section Prob.
(Breusch-Pagan) 8.219 0.004

Source: Processed data

Chow test is done to determine the estimate between Common Effect Model (CEM) and Fixed Effect
Model (FEM) by looking at the Chi-Square probability value. Because the Chow test results was 0.14
that was more than 5%, the determination of the best model estimation was used CEM. Then proceed
with the LM test and the probability was 0.004 smaller than 5% so the best estimation model was to
use the Random Effect Model.

Panel Regression Analysis Results

Based on the model determination test, the Random Effect Model was chosen as the most appropriate
model for conducting panel regression tests in research.

Table 7. The Estimation Results of Random Effect Model

Variable Coefficient Prob.

C 0.641 0.004

MO 0.010 0.600

DER 0.136 0.035

EPS 0.001 0.131

AGE 0.004 0.509
R-squared 0.216
Adjusted R-squared 0.126

Source: Processed data
The panel regression equation based on the results of the analysis in Table 7 was as follows:
Y;e = 0.641 + 0.010X1;, + 0.136X2;, + 0.001X3;, + 0.004X4;, + (; + v;r)

Information:

Yie : Firm Value i company, year t
a : Constant
B : Regression Coefficient

X1;; : MO icompany, yeart
X2;; :DERicompany, yeart
X3;; :EPSicompany, yeart
X4;; :AGE icompany, yeart
et : Error i company, year t
K; + vi: Random Effect

The results of the regression coefficients in Table 7 show that all research variables have a positive
coefficient value, meaning that when the independent variable increases by one unit, the FV also
increase the same as the regression coefficient. The result of probability of MO is 0.600 greater than
5%, meaning that when there was a change in the rise or fall of MO, it will not affect the change in
FV. DER has a significant positive effect on FV seen in the coefficient results of 0.136 and the
probability of 0.035 is smaller than alpha 5%. When DER increase, FV also increase, and vice versa.
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EPS has a probability result of 0.131 and the results of probability of AGE was 0.509 so that both are
proven to not affected FV, the increase or decrease in EPS and AGE did not affect FV. The next test
result showed Adjusted R-squared value of 0.126, this explained that 12.6% of the FV variable was
represented by the variables MO, DER, EPS, AGE and the rest are other factors outside the model.

DISCUSSION
The Effect of Managerial Ownership on Firm Values

This study found that the first hypothesis, ‘MO has a positive effect on FV’ was rejected. The results
show that MO has no effect on FV with a probability of 0.600 higher than 5%. Supported by Rustan et
al. (2014); Sujoko & Soebiantoro (2017) which found that MO did not effect on FV. This finding was
inconsistent with agency theory which states that the proportion of MO can reduce conflicts of interest
(Jensen & Meckling, 1976). The theory that was following the results of this study was the
stewardship theory which explains if managers are not motivated by individual goals but aimed at
organizational interests, so the level of MO does not affect management behavior in increasing FV
(Madison, 2014). Besides, it was also caused by a low MO in the research sample in the company so
that it did not have a significant influence on FV.

The Effect of Debt to Equity Ratio on Firm Values

The second hypothesis is that DER negatively affects FV. Based on the panel regression test, the
probability of DER was 0.035 smaller than 5% and the coefficient was 0.136 so, Ho was accepted.
This research showed that DER has a significant positive effect on FV, the higher the DER the higher
the FV and vice versa. It was similar with studied by Putri et al. (2018); Wicaksana et al. (2016) which
found that DER has a positive effect on FV. This can happen because some investors think that if the
company dares to have high debt, then the company is assumed to be able to pay off its debt.
Company debt is also considered capable of increasing FV because it can save on tax expenses
(Rahmantio et al., 2018). However, this needs to be done with good company management and
maintaining debt stability so as not to exceed the optimal limit because it can cause bankruptcy costs
and can actually reduce FV.

The Effect of Earnings per Share on Firm Values

The third hypothesis in this study is that EPS has a positive effect on FV. The test showed a
probability is 0.131 higher than 5% meaning that Hs is rejected. It is same with the findings of Lilianti
(2013); Pioh et al. (2018); Fachrudin (2014); Wicaksana et al. (2016) argue that EPS does not affect
the FV. It indicates that an increase or decrease in EPS will not affect the FV. This can happen
because the firm does not provide the benefits obtained by shareholders in the form of dividends, in
addition to capital gains, investors also expect returns in the form of dividends. Companies that do not
pay dividends can occur if the firm is experiencing financial difficulties or withholding dividends to be
used as funding for large investments (Maulana, 2014). Investors prefer if the company pays dividends
on time rather than postpone it, so is not following the signal theory stated that investors will catch a
positive signal if the firm makes payments on time because in this theory the company have better
information than investors. Therefore, high EPS does not necessarily provide the desired return so it
cannot be used to predict stock prices as a determinant of FV.

The Effect of Company Age on Firm Values

The fourth hypothesis is that AGE has a positive effect on FV. The test showed that AGE has a
probability of 0.509 more than 5% meaning that Hs was rejected. It was same with research by Choi
et al. (2012); Halim & Christiawan (2019) which found that company age does not have a positive
effect on the FV. It explains that the older the company is not always followed by higher FV. This
condition can occur if a company that has been established for a long time is unable to keep up with
technological developments and market developments, it will lose to a new company that can adapt to
the current era of globalization. So that the FV cannot be seen from the AGE, because now many start-
up companies can develop rapidly even though their age is only a short time.
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CONCLUSION

This study aimed to analyze the fundamental factors that affect FV in plantation companies on the
Indonesia Stock Exchange (IDX) for the 2015-2019. The fundamental factors used are Managerial
Ownership (MO), Debt to Equity Ratio (DER), Earnings per Share (EPS), and Company Age (AGE)
with the dependent variable to measure Firm Value (FV) using TOBIN'S Q. Based on the research that
has been done using panel regression techniques, it is concluded that MO, DER, EPS, and AGE have a
positive relationship to FV seen from the coefficient values which all show positive values. When
MO, DER, EPS, and AGE increase, FV will also increase, and vice versa. However, the probability of
the MO, EPS, and AGE is not significant and only DER has a significant effect on FV.

Companies can pay attention to the fundamental factors that affect the FV, by doing the right analysis,
the company's performance will increase and can also increase the FV because investors are more
interested in investing in firm that have high corporate value. Further research is suggested to analyze
the fundamental influence on FV before and during the Covid-19 period. This cannot be done in this
research because the data is still limited, considering that when this research was carried out, Covid-19
had just happened, and could use other sectors on the IDX to get a clearer picture regarding the factors
that affect FV.
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