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Abstract: This study investigates financial performance, leverage, and firm value during COVID-19 in Indonesia. This study
uses Tobin’s Q as a proxy for firm value in LQ45 index companies for 2020-2022. The findings of this study indicate that
Return on Assets and Return on Equity as proxies for financial performance have a significant effect on firm value. Then, Debt
to Asset Ratio and Debt to Equity Ratio as leverage proxies do not affect firm value. The findings of this study imply that
during COVID-19 in Indonesia, the company must maintain and improve financial performance to ensure business continuity
and signal for investor decisions.
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I. INTRODUCTION
The COVID-19 pandemic began to enter Indonesia in early 2020, which caused major turmoil in the Indonesian capital
market. The Indonesian Stock Exchange recorded a decline of 5.1% from its performance in 2019. The Indonesian capital
market will strengthen again in 2021 and 2022.

In the capital market, the owner's wealth is based on the price of the shares he owns. The Indonesia Stock Exchange
(BEI) as the institution that oversees stock trading in Indonesia informs stock price movements, including through the index,
namely LQ45. The LQ45 index was selected according to the criteria created by the BEI and is the 45 issuers that got the best
score according to calculations from the BEI. The LQ45 index contains 45 issuers that have high levels of market capitalization
and liquidity [2]. Thus, it is important for issuers indexed by LQ45 to pay more attention to company value and be able to
maintain their position on the LQ45 index.

In making investment decisions, investors generally analyze several essential pieces of information which are
considered signals in determining investment. This information can be obtained from financial reports as explained in signaling
theory that there are signals that can help investors recognize the company's condition [3]. The author analyzes the ability of
financial performance and leverage to become signals in making investment decisions during COVID-19 in Indonesia.

Previous research conducted by [4] examined financial performance, leverage, and LQ45 company size in influencing
company value for the 2018-2020 period. The research results found that profitability has a unidirectional relationship with
Price Book Value (PBV) as a proxy for company value. Furthermore, [5] tested financial performance in determining changes
in company value through PBV with the SEM-PLS method. The research results indicate that profitability has a direct
relationship with company value. Previous studies used PBV as a proxy for company value, while this research uses a different
proxy, namely Tobin's Q.

This research develops previous research by analyzing financial performance and leverage as determinants of LQ45
company value. The research was conducted during the COVID-19 period in Indonesia, namely 2020 to 2022. It is hoped that
the results of this research can contribute to the development of literature regarding signaling theory and then can become an
alternative consideration in decision-making in LQ45 companies.

I1. LITERATURE REVIEW
A. Signaling Theory
Delegation of operational functions by shareholders to management can cause inequality in the ownership of internal
company information. This condition gives rise to information asymmetry, where shareholders have less information than
management who are directly involved in managing the company. This problem causes investors to need information related to
the condition of the company obtained from financial reports to help make decisions [3]. Investors pay attention to the rise and
fall of certain parameters to assess a company's future prospects.
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B. Financial Performance and Firm Value

Firm value shows how much confidence investors have in management's ability to manage the company to increase its
wealth [1]. Investors who are interested in the company's prospects will buy shares and entrust their funds to management to
generate investment returns. The market mechanism will cause share prices to increase and decrease according to the demand
and supply for these shares.

Management's task to increase company value is of course carried out by focusing on points that investors pay attention
to, one of which is financial performance. Financial performance shows management's achievements in managing the company
as seen from the profits generated [6]. With large profits, the company will have more sources of funds to support future
business development plans. Large profits are distributed to shareholders as dividends, which is an attractive investment return
for investors and makes profits a good signal in helping investor decision-making [7]. Profit can be a signal that shows the
company's financial strength. The company management will run more smoothly with good financial strength. This positive
impact will certainly increase investors' confidence to invest their capital in the company [4],[5],[8][17], so the following first
hypothesis:

Hi: Financial Performance has an effect on Firm Value

C. Leverage and Firm Value

An increase in firm value as good leverage management. Leverage refers to the decision to finance company assets
which prioritizes debt or capital. Debt originates from external to the company and has costs that are not cheap because the
company will be charged interest costs during the period of borrowing funds. With debt, a company's commitment to the
repayment of loans is created, thereby reducing management waste and increasing productivity [18].

Leverage refers to a company's ability to obtain assets or funds from debt. The level of leverage shows creditors'
confidence in the company's ability to repay debts, so that it can form investors' perceptions that management can manage its
funding sources well [16], so the following second hypothesis:

H,: Leverage has an effect on Firm Value

D. Conceptual Framework

Financial Performance Hy Firm Value
/ ‘
Leverage H, Firm Size

Figure 1: The Conceptual Framework
Source: Processed by Authors (2024)

I1l. RESEARCH METHOD
This research uses an associative approach that studies the relationship between profitability, leverage, company size
and company value. Companies indexed by LQ45 during the 2020-2022 period are the population in this research. The
purposive sampling criteria used; are companies that have published complete 2020-2022 annual reports and consistently
indexed by LQ45 during the research period. With these criteria, 90 observations were obtained (30 companies x 3-year
research period).

This research measures the exogenous variable financial performance (X1) with two indicators, namely ROA (X1.1)
and ROE (X1.2), while leverage (X2) is measured with the DAR (X2.1) and DER (X2.2) indicators. The endogenous variable
firm value (Y1) is measured by one indicator, namely Tobin's Q (Y1.1). This research adds firm size (C1) with the SIZE
indicator (C1.1) as a control variable.

This research uses the SEM-PLS method to investigate changes in company value using the Tobins'Q indicator as done
by [5]. Testing was carried out with the help of the WarpPLS 7.0 application. Testing the feasibility of the model will be
carried out by analyzing the validity and reliability of each indicator. Acceptance or rejection of the hypothesis is based on t-
statistics testing. The operational definitions of variables and indicators are described in Table 1 as follows:

Table 1: Descriptions of Variables

Variable Definition Indicator Scala
Endogenous Firm value shows how much the company values the assets it owns [1]. L MYV Equity + BV Debt | Ratio
Firm Value Tobin's Q= BV Assot
(Y1) Source: [12] [10]
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Exogenous _ Earning After Tax
Financial Firm financial performance refers to the profits that can be generated ROA= Total Asset Ratio
Performance from managing its assets [6] Earning After Tax
ROE=——"F—F7—7— .
(X1) Total Equity Ratio
Source: [10]
Total Debt
Leverage Leverage shows the level of use of debt as a source of company funds [6] " Total Assct
(X2) Total Debt Ratio
DER=—r——7——
Total Equity .
Source: [6] Ratio
Control Firm Size refers to the size of the business scope. Large companies have | Size=Ln(Total Asset)
Firm Size (C,) more opportunities to generate returns on investment [22]. Source: [10] Ratio

Source: Processed by Authors (2024)

A. Descriptive Statistics

IV. RESULTS AND DISCUSSION

Table 2 presents the results of descriptive statistical analysis. Tobin's Q has a mean value of 1.794, which shows that the
market assessment of LQ45 companies is on average 1.794 greater than its book value. The company value proxied by Tobin's
Q ranges from 0.549 to 14.415. The standard deviation value exceeds the average (1.943>1.794), meaning that the distribution

of company values among sample companies is quite high.

Financial performance as proxied by ROA and ROE has a mean value of 0.081 and 0.184 respectively. Both standard
deviation values exceed the mean (0.083>0.081 and 0.243>0.184), meaning that the distribution of financial performance data
in the sample companies is quite high. The distribution of ROA data is between -0.029 to 0.454, while ROE is between -0.073
to 1.451. The minimum value of ROA (-0.029) and ROE (-0.073) is negative, indicating that the sample company experienced
losses during the research period.

Table 2: Descriptive Statistics

. . Standard Number of
Indicator Mean | Min M Deviation | Observations Used
Tobin's Q (Y1) | 1,794 0,549 | 14,415 1,943 90
ROA (X11) 0,081 | -0,029 | 0,454 0,083 90
ROE (X1,) 0,184 | -0,073 | 1,451 0,243 90
DAR (X,.1) 0,519 0,112 0,890 0,226 90
DER (X,,) 2,243 0,126 | 16,079 2,997 90
SIZE (Cy4) 32,153 | 30,048 | 35,228 1,359 90

Source: Managed by Authors (2024)

Leverage proxied by DAR and DER respectively has a mean value of 0.519 and 2.243. This shows that most of the
sample company's assets tend to be financed by debt. DAR values range from 0.112 to 0.890, while DER values range from
0.126 to 16.079. Based on the standard deviation and mean values, the distribution of DER among sample companies is higher
than DAR (2.997>2.243 and 0.226<0.519). Meanwhile, the control variable company size has a mean value of 32.153,
exceeding the standard deviation of 1.359, so the distribution of sample company data is quite low.

B. Validity and Reliability Test

Table 3: Validity Test Results

Validity Indicator Research Variable Information
X1 X2 C1 Y1

ROA (X1.1) (0,944) | -0,152 | -0,020 | -0,356 Valid

ROE (X1.2) (0,944) | 0,152 0,020 | 0,356 Valid

. - DAR (X2.1) -0,110 | (0,998) | 0,096 0,194 Valid
Loading Factor (Convergent Validity) DER (X2.2) 0.110 | (0.810) | -0,096 | -0.194 Valid
Size (C1.1) 0,000 | 0,000 | (1,000) | 0,000 Valid

Tobin’s Q (Y1.1) 0,000 | 0,000 0,000 | (1,000) Valid

Financial Performance (X1) | 0,892 Valid

Average Variance Extracted (AVE) lg?r\éirgigzi(()ézl)) 0,874 1000 x:::g
Firm Value (Y1) 1,000 Valid

Source: Managed by Authors (2024)
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Table 4: Reliability Test Results

Financial Performance (X;) | 0,943 | Reliable
Composite Reliability Leverage (X,) 0,933 | Reliable
Firm Size (C,) 1,000 | Reliable
Firm Value (Y,) 1,000 | Reliable

Source: Managed by Authors (2024)

Validity and reliability testing on SEM-PLS was carried out using convergent validity, average variance extracted
(AVE) and composite reliability methods. Convergent validity tests the validity of the outer loading of each indicator. An
indicator is declared valid in explaining latent variables if it has an outer loading value that is above 0.7. AVE tests the
convergent validity and reliability of constructs in the research model. When the AVE value is above 0.5, the construct meets
the requirements for convergent validity and reliability. Composite reliability tests whether all the construct indicators for each
latent variable are reliable or not. A construct indicator is declared reliable if it has a composite reliability value above 0.7. The
test results in Tables 3 and 4 show that all indicators are declared valid and reliable.

C. R Square Test
Table 5: R Square Test Results

R Square | R Square Adjusted
Firm Value (Y,) 0,847 0,842

Source: Managed by Authors (2024)

The R Square test aims to find out how well exogenous variables explain changes in endogenous variables. The greater
the R Square value, the smaller the error level in the modeling. In Table 5, it can be seen that in the research model, exogenous
variables can explain changes in company value by 84.2%, while the remaining 15.8% is explained by other factors not
examined in this research. This shows that the exogenous variables in the research are sufficient to explain changes in
endogenous variables.

D. Hypothesis Test

The coefficient value shows how much each exogenous variable can explain changes in the endogenous variable. A
unidirectional relationship between variables can occur if the coefficient is positive. When the coefficient is negative, there is a
relationship in the opposite direction between variables. If the path coefficients have p values below 0.05, then the exogenous
variables can significantly influence the endogenous variables. The t-statistics test results are presented in Table 6, while the
test model is presented in Figure 2.

Figure 2: Research Model

Source: Managed by Authors (2024)

Table 6 presents that financial performance (X1) significantly influences company value (Y1) (p-value < 0.001),
resulting in acceptance of the first hypothesis (H1). The path coefficient value of 0.884 indicates the unidirectional relationship
between financial performance and company value. In line with signal theory, large profits can be a good sign for investors in
making investment decisions, which tends to encourage an increase in company value [23]. ROA and ROE are a form of
positive signal for LQ45 investors during the COVID-19 period in Indonesia. Large profits as a signal of the possibility of
dividend distribution. Increased demand and limited supply will push share prices up, resulting in an increase in company
valuation.

Tests in Table 6 show that Tobin's Q cannot be significantly influenced by the leverage (X2) (p-value = 0.371), resulting
in the rejection of the second hypothesis (H2). Rejection of H2 also contradicts the findings of [18] which revealed that loan
repayment commitments can reduce waste on the part of management and increase productivity. Meanwhile, the control
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variable firm size (C1) does not influence company value (Y1). In the COVID-19 situation, even large companies can fail if
they do not carry out good management.

Table 6: Hypothesis Test Results

Hypothesis Variable Relation Path Coefficients | P Values | Decisions
H, X; (ROA & ROE) | Y; (Tobin’s Q) 0,884 <0001 | Accepted
H, X, (DAR & DER) | Y; (Tobin’s Q) 0,035 0371 | Rejected
C, (SIZE) Y, (Tobin’s Q) -0,083 0,211

Source: Managed by Authors (2024)

V. CONCLUSION
This research finds that there is a significant effect of financial performance on firm value, and there is no significant

effect of leverage on firm value. During COVID-19 in Indonesia, LQ45 investors tend to like profitable companies, because
they guarantee a large return on investment. The level of leverage is not relevant in investor decision-making during the
COVID-19 period. These findings imply that during the COVID-19 period, LQ45 companies must be able to maintain their
financial performance for business continuity and signals for investor decisions.

This research is not free from various limitations. The research was conducted on companies indexed by LQ45 but did

not attention to differences in the industry of each issuer. Research only focuses on financial performance without the level of
earnings management. Recommendations for future studies with industry type and earnings management to identify factors that
influence company value.
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