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Abstract 

The purpose of this research is to analyze the effect of dividend policy and company size on profitability and company 

value of consumer goods company in Indonesia Stock Exchange (IDX). The population of this research is consumer 

goods companies in Indonesia Stock Exchange in the year of 2014-2016 amounted to 45 companies. Sampling is done 

by saturation sampling method in which all members of population are used as sample. The data analysis of this 

research uses method of structural equation added by PLS (Partial Least Square) approach. The result of the research 

shows that dividend policy has negative effect on profitability, while company size does not give any effect on 

profitability. Dividend policy, company size and profitability variable have an effect on company value. Profitability 

can not mediate the effect of dividend policy on company value but it can mediate the effect of company size on 

company value. 

Keywords: dividend policy, company size, profitability and company value 

1. Introduction 

Consumer goods industry in Indonesia is growing more positively in line with economic growth. Indonesia's economic 

growth causes an increase in people's welfare that can trigger a rise in demand for consumer goods products. This 

condition opens opportunities for increased consumption of consumer goods products that ultimately promote the 

growth of consumer goods industry. Continuous positive growth in the consumer goods industry will surely help to 

increase the value of investments in this field. (Bahar, 2011). Increase in investment value is followed by an increase in 

corporate value. 

Corporate value is very important because high company value will be followed by high shareholder wealth (Gapenski, 

1996). The higher the stock price, the higher the company value. Managers are required to make decisions that consider 

all stakeholders in maximizing the company value in the long term because the manager will be assessed for his 

performance based on the success of achieving the goal (Jensen, 2001). Company value can be seen from Price Book 

Value (PBV) which is a comparison between stock price with book value per share (Ang, 2002). Good companies 

generally have a larger PBV ratio of one (> 1), which indicates that the stock market value is greater than the book 

company value. The higher the PBV ratio, the higher the rating of investors compared to the funds invested in the 

company so that the greater the opportunity of investors to buy shares of the company (Ang, 2002). 

The following table shows the average value of the development of Price Book Value (PBV) of consumer goods 

companies in Indonesia Stock Exchange (IDX) listed on the Indonesia Stock Exchange in the period of 2012 to 2016. 

Table 1. Average Price Book Value (PBV) at Consumer Goods Companies Listed on IDX 

Rasio 2012 2013 2014 2015 2016 

PBV 5.48 5.46 5.38 2.22 5.58 

Source: processed ICMD  

Based on Table 1, the average Price Book Values (PBV) of consumer goods companies is greater (> 1) indicating that 

the market value of shares is greater than the book company value, so the greater the opportunity for investors to buy 

shares of the company. This is a reflection of the high value consumer goods companies although in 2015 there was a 

significant decline. The phenomenon about the decline in PBV values is interesting to be reviewed in knowing the 

factors that affect the company value. 

The company value can be seen from the ability of the company to pay its dividend. The number of dividends is divided 
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as it can affect the stock price. If the dividend paid is high then the stock price tends to be high so that the company 

value is also high.However, if the dividends paid is small, then the price of company stock is also low. Thus, large 

dividends will increase the company value (Harjito and Martono, 2010: 115). 

Dividend payments are part of the company's monitoring. Companies tend to pay bigger dividends if insiders have a 

lower share proportion. Paying dividends to shareholders will reduce the sources of funds controlled by managers, 

thereby reducing managers' powers and making dividend payouts similar to the monitoring of the market capital that 

occurs when companies acquire new capital (Rozeff, 1982 andEasterbook, 1984). 

Bird in the Hand Theory suggests that there is a relationship between company value and dividend policy, where the 

company value will be maximized by the high dividend payout ratio, as investors assume that dividend risk is not as big 

as the risk of increase in capital value (Gordon and Lintner, 1956). Investors prefer profits in the form of dividends 

rather than the expected returns from capital appreciation. 

Alonso et al. (2005) found the evidence that dividend affects company value. Amidu (2007) found that dividend policy 

had a positive effect on company value seen from company performance (ROA) .Qureshi (2007) showed that adequate 

dividend policy can achieve the goal of maximizing corporate value. Ghosh and Ghosh (2008) found that dividend 

policy is positively related to company value. Different results are shown by Kapoor (2006) that dividend is not 

significantly related to company value. 

The company size is considered capable of affecting the company value Because the larger the size or scale of the 

company it will be easier the company also obtain sources of funding both internal and external. Decisions concerning 

the company size will result in the share price of the company (Weston and Copeland, 2010: 13). In general, size can be 

interpreted as a comparison of the size or magnitude of an object. If this understanding is linked to a company or 

organization, then the company size can be defined as a comparison of the size or size of the business of a company or 

organization 

The size of a company is a scale that can be classified as a small company by various means, including total assets, log 

size, stock market value, and so on. Basically the company size is only divided into categories of large company, 

medium-sized company, and small company. The determination of this company size is based on the total assets of the 

company (Machfoedz, 1994: 87). 

Companies with large assets show that the company has reached the maturity stage where in this stage the company 

cash flow has been positive and is considered to have a good prospect in a relatively long period of time. In addition, it 

also reflects that the company is relatively more stable and more able to generate profit compared to companies with 

small total assets (Indriani, 2005). Usually large companies have large assets or value. Theoretically, larger companies 

have greater certainty than small companies have lower certainty regarding their future prospects. It can help investors 

predicting the risks that may occur if investing in the company (Yolana and Martani, 2005). 

Cheng, Liu and Chien (2001) concluded that the size of individual company affects the value of companys listed on the 

Chinese stock exchange. Paranita, (2007) and Sujoko and Soebiantoro (2007) concluded that company size has a 

positive effect on company value. Obradovich and Gill (2013) concluded that company size has a positive and 

significant effect on the value of companies listed on the New York Stock Exchange. Purnomosidi.L. et al (2014) 

concluded that company size has a positive effect on the value of real estate companies in Indonesia Stock Exchange. 

Siahaan, U. Marius, et al (2014) showed that company size positively affects the value of manufacturing companies 

listed on the Indonesia Stock Exchange. Different results are shown by Gill and Mathur (2011) to prove that larger 

company size (a large number of directors) have a negative impact on the value of manufacturing companies in Canada. 

Machfoeds and Hamonangan (2006) concluded that company size does not show non linear relation to company value. 

The result of empirical study on dividend policy and company size to company value still gives gap to be reviewed and 

to cover the gap, it is necessary to mediate the variable that is profitability. 

One important indicator for investors in assessing the prospects of the company in the future is to see how far the 

growth of corporate profitability (Tandelilin, 2001). High profitability reflects the company's ability to generate high 

returns for shareholders. The greater the profit the greater the company ability to pay its dividends and this has an 

impact on the increase in corporate value. With a high profitability ratio owned by a company, it will attract investors to 

invest in the company. 

Information to the market or investors about the circumstances and prospects of the company can be seen from the 

dividend policy. Company dividend policy becomes a means to provide information to the market or investors regarding 

the company's financial circumstances. Signaling theory states that the increase of dividend payments by companies to 

investors is considered as good news because it indicates conditions and prospects of the company in good 

circumstances, resulting in positive reactions by investors. Djanthan (2013), Fauzi and Suhadak (2015) concluded that 
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dividend policy has a significant and positive effect on profitability. 

Companies that are able to increase their corporate profits will have the opportunity to expand. Expansion is an active 

action to expand and enlarge the company. Companies that have larger sizes have an effect on increasing the 

profitability of the company. Bartalola (2013), Dogan (2013) and Niresh and Velnampy (2014) indicated that company 

size has a significant positive effect on profitability 

One important indicator for investors in assessing the prospects of the company in the future is to see how far the 

growth of corporate profitability (Tandelilin, 2001). High profitability reflects the ability of companies in generating 

high profits for shareholders. The greater the profits derived the greater the company value. With a high profitability 

ratio, a company will attract investors to invest in the company. Chowdhury, Anup and Chowdhury, S. Paul (2010), 

Rizqia, et al. (2013) concluded that profitability has a positive effect on company value. 

Based on this, there is a gap for re-examination of the effect of dividend policy and company size on the company value 

with profitability as a mediation variable. This research is expected to be one of the empirical study materials regarding 

profitability as a mediator influencing dividend policy and company size on company value 

2. Literature Review 

2.1 Company Value 

According to Keown (2003: 74) company value is the market value of debt securities and outstanding corporate equity. 

The company value is the perception of investors to the success rate of companies that are often associated with stock 

prices (Sujoko and Soebiantoro, 2007). High stock prices make the company's value is also high. High corporate value 

will make the market believe not only in the company's current performance but also on the future prospects of the 

company. Corporate value is often proxied with price to book value. Reilly and Brown (2000) suggested that PBV ratios 

can be used for all types of companys because book value can be a rational measure to assess companys. Similarly, the 

ratio of price to book value can be used to compare companys that have the same accounting standards in an industry 

sector. Even these measurements can be applied to companies with negative earnings or even negative cash flow. The 

existence of PBV is very important for investors to determine the investment strategy in the capital market because 

through price book value, investors can predict stocks that overvalued or undervalued. Price book value illustrates how 

much the market appreciates the value of a company's stock book. Companies that run well, generally have a price book 

value ratio above one, which reflects that the stock market value is greater than the value of his book. The high price 

book value reflects the level of prosperity of shareholders, the prosperity for shareholders is the main objective of the 

company (Weston and Brigham, 2000: 71). 

2.2 Dividend Policy 

The dividend policy is an integral part of the company's funding decisions. The dividend policy is a decision on how 

much current profit will be paid as a substitute dividend from invested investments and how much is retained for 

reinvestment within the company (Brigham and Houston, 2010: 32). If the company chooses to distribute profits as 

dividends, it will reduce the profit to be retained and subsequently reduce the internal funding source. Conversely, if the 

company chooses to hold the profit earned, then the ability of the formation of internal funds will be even greater. 

There are two conflicting theories about dividend policy that should be embraced by the company. First is the theory 

developed by Modligiani and Miller (1961) who stated that dividend policy is irrelevant. Modligiani and Miller (1961) 

also stated that with a particular investment decision, the dividend ratio distributed does not give any effect on the 

company's value. The essence of their opinion that dividend policy is irrelevant. According to Modligani and Miller 

(1961) as the main advocates of the theory of dividend irrelevance theory, the company value (stock price changes) is 

determined only by their basic ability to generate profits and business risks. In other words, they argue that the value of 

a company depends solely on profits generated by the asset rather than on how the profit is distributed between the 

dividend payments and the retained earnings. 

On the other hand, Gordon and Lintner (1956), put forward the theory of bird in the hand. They argue that dividends 

will be less risky than capital increase, and therefore the cost of corporate equity will increase if dividends are reduced. 

Thus, a company can establish a high dividend payout ratio and offer a high dividend yield to minimize its capital costs. 

In addition, the dividend payout is a sign for investors, where huge dividend increases indicate that management is 

optimistic, while dividend declines indicate that management is pessimistic about the company's future. The company's 

dividend policy will attract interest from certain investors who are in agreement with the company's dividend policy 

2.3 Company Size 

Company size is a scale that can be classified as a small company by various means, including total assets, log size, 

stock market value, and so on. Basically, company size is divided into categories of large company, medium-sized 
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company, and small company. The determination of company size is based on the total assets of the company 

(Machfoedz, 1994). 

The company size can be measured using the total assets, sales, or capital of the company. One of the benchmarks that 

shows the company size is the size of the assets of the company. Company with large assets show that the company has 

reached the maturity stage where in this stage the company cash flow has been positive and is considered to have a good 

prospect in a relatively long period of time, but it also reflects that the company is relatively more stable and more able 

to generate profit compared to company with a small total of assets 

2.4 Profitability 

Profitability is the company's ability to generate profit. Profitability reflects the advantages of financial investment. 

Myers and Majluf (1984) argued that financial managers who use packing order theory with retained earnings as the 

first option in meeting financing and debt needs as a second option and issuing shares as a third option, will always 

increase profitability to improve earnings. Profitability ratio is a ratio to measure the ability of companies to earn profits 

in relation to sales, total assets and own capital (Sartono, 2008). This ratio is highly considered by prospective investors 

and shareholders as it relates to stock prices and dividends to be received. 

Profitability serves as a benchmark in determining the alternative financing, but the way to assess the company’s 

profitability is diverse and highly dependent on profits and assets or capital that will be compared from profits derived 

from operations or net profit after tax with own capital. The existence of various ways in the research profitability of a 

company is not surprising. As a result, there are some companies that have differences in determining an alternative to 

calculate profitability. The choice regarding which profitability will be used, the purpose is solely depend on the tool to 

measure the efficiency of capital use in the company concerned. 

Profitability ratios can be measured from two approaches: sales approach and investment approach. The widely used 

measures are return on assets (ROA) and return on equity (ROE), profitability ratios measured by ROA and ROE reflect 

business attractiveness (bussines attractive). Return on asset (ROA) is a measure of the company's overall ability to 

generate profits with the total assets available within the company. ROA is used to see the level of efficiency of a 

company 's overall operations. The higher this ratio, the better the company is. 

3. Research Methods 

In accordance with the subject matter and research objectives, this research uses the pattern of explanation . 

Explanatory research is a study that intends to describe the effect between two or more variables, which is 

symmetrical, causal and reciprocal. The pattern of effect that will be revealed in this research is the effect of dividend 

policy and company size on profitability and value of consumer goods companies listed on the IDX in the period 

2014-2016. 

The unit of analysis in this study is Consumer Goods companies. The population is goods companies which are still 

active in Indonesia Stock Exchange (IDX) during 2014 until 2016 amounted to 45 companies. Sampling was done by 

saturated sampling method. According Sugiyono (2006) saturated sampling is a technique of sampling when all 

members of the population used as a sample. 

The type of data used in this study is secondary data, ie the source of research data obtained indirectly or through 

intermediary media. Secondary data such as data in the form of corporate financial statements and data collection 

techniques used are documentation. Documentation is a method to obtain data by collecting data from existing 

literature. The source of this research data obtained from the site www.idx.go.id.  

Operational definition of research variables is an explanation of each variable used in the study. Operational variable 

of this research can be seen on table 2 
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Table 2. Operational variables used in reseacrh 

Variable Proction  References  

dividend policy Dividend policy is measured using the following 

indicators Dividend Pay Out Ratio/DPR. 

Dividend Pay Out Ratio = 
hareincomepers

shareperdividen  

Brealey, Myers, Marcus 

(2008: 82), Moeljadi (2006: 

54) 

Company’s size 

 

The company’s size will be calculated using the 

following formula: SIZE = ln of total assets 

Cheng, Liu and Chien 

(2001), Obradovich dan Gill 

(2013) 

Profitabiliy 

 

Profitability ration can be measured using  

Return on Assets (ROA) = AssetTotal

IncomeNett

 

Brigham and Houston 

(2006:109) 

Company’s value Company value can be measured using Price Book 

Value/PBV =
sheetstockpervalueBook

sheetstockperpriceStock  

Weston dan Brigham 

(2006:115), Warsono 

(2003:39), Ross et al, 

(2008: 93) 

The method used in this study is Smart Partial Least Square (Smart PLS) 2.0 program. The PLS approach is used to test 

complex hypotheses by calculating the effect of exogenous variables on endogenous variables. Therefore, to conclude 

whether the research can prove the hypothesis, cut-off value ttable value = 1.96.If t statistics on the tested path ≥ 1.96, is 

used. Then, the exogenous variable affects on endogenous variables. Meanwhile, to prove the indirect effect it is done 

by comparing the total coefficient of effect with the coefficient of direct effect. If the total effect is greater than the 

direct effect, profitability may mediate the effect of dividend policy and company size on company value. 

4. Findings and Discussions 

4.1 Testing of Structural Model or Inner Model 

The test of structural model or Inner Model is evaluated by looking at the value of R2 from the latent variable by using 

Geisser Q Square test, then it is continued by looking at the magnitude of the structural path coefficient. Estimation 

stability over structural line coefficients is evaluated by using t-statistical test obtained from bootstrapping procedure. 

Inner model test can be seen from R-Square value on equation between latent variables. R-Square calculation results 

can be seen on Table 3. 

Table 3. R-Square Calculation Results 

Variable R-Square 

Profitability (Y1) 0,094 

Company value (Y2) 0,406 

Based on the calculation on Table 3, Q-square measures how well the observation values generated by the model and 

also the estimated parameters (Ghozali, 2006). The Q-square value greater than zero (0) indicates that the model has a 

predictive relevance value, whereas Q-square less than zero (0) indicates that the model lacks predictive relevance. To 

determine the value of Q-square, the following formula is used: 

))1(*)1(1
2

2

2

1

2 RRQ   

The calculation of Q-square using R-square on the above three models can be done as follows: 

)406,01(*)094,01(12 Q  
)771,0(*)952,0(12 Q  

266,02 Q  
Based on the calculation of Q-square (Q2), the value of Q-square obtained is 0.266. This figure can be interpreted that 

the research model can explain 26.6% contribution effect on dividend policy and company size variables to profitability 

and company value equal to 26.6%. Therefore, more than 0 (zero) shows that model have predictive relevance. 

Structural Model Testing 

Hypothesis testing is done using structural equation method with PLS approach (Partial Least Square), by testing the 

significance of path coefficient in the model. The PLS approach is used to test complex hypotheses by calculating the 

effect of independent variables (exogenous) on a dependent variable (endogen). Therefore, to conclude whether the 

proven research hypothesis, it is done using cut-off value ttable value = 1.96. Thus, if t statistics on the tested path ≥ 

1.96, then the research hypothesis is proved. The results of these tests in detail can be seen on Table 4 
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Table 4. Result of Hypotheses Testing 

Variables Relationship 
 

 Causal effect 
T-Statistic Direct 

Effect 
Indirect effect through 

profitability 
Total 

dividend policy -> 
profitability 

6.326 -0.306 - -0.306 

size -> profitability 0.032 0.005 - 0.005 
dividend policy -> 
company value 

4.616 0.434 (-0.306 x 0.186)  0.377 

size -> company value 3.759 0.540 (0.005x 0.186) = 0.541 
profitability -> company 
value 

2.081 0.186 - 0.186 

 

Figure 1. Coefficient of PLS Path 

4.2 The Effect of Policy Dividend on Profitability 

Based on the results of inferential statistical analysis, it shows that the dividend policy has negative effect on the 

implementation of -0.306. This result shows that the increase of dividend pay out ratio decreases the return on assets by 

30.6%. This result can be explained that dividend policy is a decision to determine how much dividend should be 

distributed to shareholders. This policy stems from how management's treatment of corporate profits generated part of 

the net income after taxes were distributed to investors in the form of dividends and partly reinvested into the company 

in the form of retained earnings. Retained earnings are one of the most important sources of funds to finance asset 

growth, while dividends are cash flows paid to investors. Companies always want growth for one-party companies and 

can also pay dividends to investors. On the other hand, but these two goals are always at odds. It is said to be 

contradictory because the higher the dividend payout ratio (DPR) set by a company, the less profit the company will 

need to be reinvested in the company. This result is not in line with the opinion of Ajanthan (2013), Fauzi and Suhadak 

(2015) stating that dividend policy has a significant and positive effect on profitability. 

4.3 The Effect of Company Size on Profitability 

Company size does not give effect to profitability with path coefficient of 0.005. This result shows that increase of total 

assets can increase return on assets only equal to 0.5%. The effect is not significant indicating that company size is not 

one of the main variables that can give effect to profitability significantly. This is because the size of a large company 

can not guarantee the profitability of the company is high, because large companies may not dare to make new 

investments related to expansion before obligations (debt) is paid off .. These results are not in accordance with the 

opinion from Babalola (2013), Dogan (2013) and Niresh and Velnampy (2014) showing that company size has a 

significant positive effect on profitability 

4.4 The Effect of Dividend Policy on Company Value 

Based on the results of inferential statistical analysis, it obtained evidence that the dividend policy has a positive and 
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significant effect on the company value with path coefficient of 0.434. This result shows that the increase of dividend 

pay out ratio can increase Price Book Value by 43.4%. Dividend policy is a financial decision made by the company. 

The profits earned will be distributed to shareholders or held as retained earnings. Dividend policy often creates a 

conflict of interest between the management of the company and the investor. The dividend payout made by the 

company is considered to be a positive signal by investors to invest because investors prefer a definite return on their 

investment. Companies that distribute dividends will attract investors to invest. With so many investors buying stocks it 

will raise the stock price so it is able to increase the company value. 

These findings are supported by the Bird in the Hand Theory proposed by Gordon and Lintner (1956), suggesting that 

there is a relationship between company value and dividend policy, where the company value will be maximized by a 

high dividend payout ratio, as investors assume that the dividend risk is not risk increase in capital value. Investors 

prefer profits in the form of dividends rather than the expected returns from capital appreciation. 

The results of this study support the study conducted by Alonso et al (2005) who found the evidence that dividend 

affects company value.Mohammed Amidu (2007) found that dividend policy had a positive effect on company value 

seen from company performance (ROA) .Muhammad Azeem Qureshi (2007) indicated that an adequate dividend policy 

can achieve the goal of maximizing cormpany value. Ghosh and Ghosh (2008) found that dividend policy is positively 

related to company value. 

4.5 The Effect of Company Size to Company Value 

Based on the results of inferential statistical analysis, it obtained evidence that the company size is considered capable 

of affecting the compny value. In this case, the larger the size or scale of the company, the easier it is to obtain sources 

of funding both internal and external. Companies with large assets show that the company has reached the maturity 

stage where in this stage the company's cash flow has been positive and is considered to have a good prospect in a 

relatively long period of time, but it also reflects that the company is relatively more stable and more able to generate 

profit compared to companies with a small total of assets. 

With the larger company size, there is a tendency for more investors to pay attention to the company. This is because the 

big companies tend to have more stable conditions. The company’s stability attracts investors to own the company's 

shares. Conditions are the cause of rising stock prices of companies in the capital market. Investors have great 

expectations of large companies. Investor's expectation is in the form of acquisition of dividends from the company. 

Increased demand for stocks of companies will be able to spur on the increase in stock prices in the capital market. The 

increase indicates that the company is considered to have greater "value" 

Theoretically, larger companies have greater certainty than small companies which have more uncertainties regarding 

their future prospects. It can help investors to predict the risks that may occur if they invest in the company (Yolana and 

Martani, 2005). 

The results of this study support the study conducted by Cheng, Liu and Chien (2001) concluded that the size of 

individual company affects the value of companys listed on the Chinese stock exchange. Paranita, (2007) and Sujoko 

and Soebiantoro (2007) concluded that company size positively affects company value. Obradovich and Gill (2013) 

concluded that company size has a positive and significant effect on the company value listed on the New York Stock 

Exchange. Purnomosidi.L. (2014) concluded that company size has a positive effect on the value of real estate 

companies on the Indonesia Stock Exchange (IDX). Siahaan, U. Marius, et al (2014) showed that company size 

positively affects the company value listed on the Indonesia Stock Exchange (IDX). 

4.6 The Effect of Profitability on Company Value 

Based on the results of statistical analysis in this study, it was found that profitability has a significant positive effect on 

the company value. It shows that the higher profitability, the higher the company value. The higher the company ability 

to generate profits, it will raise the company value as indicated by the increase in the company's stock price. Companies 

that have large profitability every year, tend to be in demand by many investors. The investors think that companies that 

have big profits will generate a large return as well. This is captured by investors as a positive signal from the company, 

which will increase investor confidence and will facilitate the company's management to attract capital in stock. 

The higher profitability of the company will also increase earnings per share (EPS or earnings per share) of the 

company. An increase in EPS will make investors interested to invest their capital by buying the company's shares. This 

condition leads to a positive relationship between profitability with stock prices where high stock prices will affect the 

company value. 

In line with the opinion of Weston and Brigham (2001) which states that profitability measured by a high ROA reflects 

a good corporate position so that the value given to the market reflected in the stock price of the company will also be 

good. The results of this study support the study conducted by Paranita (2007), Chowdhury, Anup and Chowdhury, S. 
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Paul (2010), Rizqia, et al (2013) concluded that the level of profitability has a positive effect on the company value. 

4.7 The Effect of Policy Dividend on Company Value through Profitability 

Based on the results of the analysis, it shows that profitability can not mediate the effect of dividend policy on corporate 

value. It means dividend policy directly affects the company value. This result shows that dividend policy is a very 

important decision in the company. This policy will involve two parties with different interests: the first party, the 

shareholders and the second party, the management of the company itself. The company's management has two 

alternative treatments on net income after tax or EAT (earnings after tax). The two alternatives are divided into 

shareholders in the form of dividends and reinvested into the company as retained earnings. 

The amount of dividends distributed by companies can affect stock prices because investors prefer returns that are 

derived from dividends compared to capital gains. In other words, investors prefer profits in the form of dividends 

rather than the expected returns from rising capital values. Bird in the hand theory states that shareholders prefer high 

dividends because they have high certainty compared to capital gains. Companies that provide dividends constantly and 

tend to increase will provide a positive sentiment to investors. This impact on increasing the company value. 

4.8 The Effect of Company Size on Company Value through Profitability 

Based on the results of the analysis, it shows that profitability can mediate the effect of company size on the company 

value, which means company size can increase profitability which ultimately gives an impact on the effort in increasing 

company value. A large company asset will signal that the company has good prospects. Large companies tend to be 

better known to the public than small companies, as they are better known by the society for their information compared 

to smaller companies (Nurhasanah, 2012) .The information available in those markets can be used as an analysis of 

investors in determining investment decisions and provide control to know the condition of company. Large companies 

have access to capital markets making it easier to obtain additional funds so it is able to increase the profitability of a 

company. The higher profitability of the company, the higher earnings per share (EPS or earnings per share) the 

company will get. An increase in EPS will make investors interested in investing their capital by buying the company's 

shares. This condition leads to a positive relationship between profitability with stock prices where high stock prices 

will affect the company value. 

5. Conclusion 

The result of the research shows that dividend policy has negative effect on profitability, while company size does not 

give any effect on profitability. Dividend policy, company size, and profitability variables affect company value. 

Profitability can not mediate the effect of the dividend policy on corporate value but it can mediate the effect of 

company size on company value. The results of this study are expected to provide input for investors and prospective 

investors in making investment decisions oriented to stocks that have high dividend, large corporate size, and and high 

profitability. 
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